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UNITED STATES
SECURITIES AND EXCHANGE COMMISSION

Washington, D.C. 20549

FORM 10-Q/A

[X] QUARTERLY REPORT PURSUANT TO SECTION 13 or 15(d) OF THE

SECURITIES EXCHANGE ACT OF 1934.
For the quarterly period ended September 30, 2003.

OR

[ 1] TRANSITION REPORT PURSUANT TO SECTION 13 OR 15(d) OF THE
SECURITIES EXCHANGE ACT OF 1934.

For the transition period from to

Commission File Number 0-23067

CONCORD COMMUNICATIONS, INC.

(Exact name of registrant as specified in its charter)

Massachusetts 04-2710876
(State of incorporation) (IRS Employer Identification Number)

600 Nickerson Road
Marlboro, Massachusetts 01752
(508) 460-4646
(Address and telephone of principal executive offices)

Indicate by check mark whether 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] NOJ ]
Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange Act).
YES[X] NOJ ]
18,094,201 shares of the registrant s Common stock, $0.01 par value, were outstanding as of November 21, 2003.

THIS DOCUMENT CONTAINS 49 PAGES.
THE EXHIBIT INDEX IS ON PAGES 48 & 49.
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This amendment to the Registrant s Quarterly Report on Form 10-Q for the Quarterly Period ended September 30, 2003, filed on November 12,
2003, corrects the following errors:

Total stock-based employee compensation expense determined under the fair value based method for all awards, net of related tax
effects for the three and nine months ended September 30, 2003 as reflected in the table found in Note 1(d) to the Condensed
Consolidated Finance Statements (Unaudited) entitled Stock-Based Compensation ;

Pro forma net loss for the three and nine months ended September 30, 2003 as reflected in the table found in Note 1(d) to the
Condensed Consolidated Finance Statements (Unaudited) entitled Stock-Based Compensation ;

Pro forma basic net income (loss) per share for the three and nine months ended September 30, 2003 as reflected in the table found in
Note 1(d) to the Condensed Consolidated Finance Statements (Unaudited) entitled Stock-Based Compensation ; and

Pro forma diluted net income (loss) per share for the three and nine months ended September 30, 2003 as reflected in the table found
in Note 1(d) to the Condensed Consolidated Finance Statements (Unaudited) entitled Stock-Based Compensation .
These revisions are required to correct errors that occurred due to a transposition of the total stock-based employee compensation expense in the
performance of our calculation of pro-forma net loss. With the exception of the errors noted above, no other information contained in the
original Quarterly Report on Form 10-Q for the Quarterly Period ended September 30, 2003, has been amended by this Form 10-Q/A.
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PART I: FINANCIAL INFORMATION
ITEM 1. FINANCIAL STATEMENTS

CONCORD COMMUNICATIONS, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS (Unaudited)
(In thousands, except share and per share data)

September 30, December 31,
2003 2002
ASSETS
Current Assets:
Cash and cash equivalents $ 8,150 $ 10,362
Marketable securities 67,394 62,469
Restricted cash 389 839
Accounts receivable, net of allowance of $1,123 and $1,480 at September 30, 2003 and
December 31, 2002, respectively 19,801 17,417
Prepaid expenses and other current assets 2,292 2,882
Total current assets 98,026 93,969
Equipment and improvements, at cost:
Equipment 25,381 22,987
Leasehold improvements 6,204 6,111
31,585 29,098
Less accumulated depreciation and amortization 24,616 20,853
6,969 8,245
Goodwill 6,212
Other intangible assets, net 3,207
9,419
Deferred tax assets 4,250 3,500
Other long-term assets 336 216
4,586 3,716
Total assets $119,000 $105,930
I I
LIABILITIES AND STOCKHOLDERS EQUITY
Current Liabilities:
Accounts payable $ 3,097 $ 3,584
Accrued expenses (including customer deposits of $1,023 and $180 at September 30, 2003 and
December 31, 2002, respectively) 11,884 10,062
Deferred revenue 26,438 23,348
Total current liabilities 41,419 36,994

Commitments and Contingencies (Note 5)
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Stockholders Equity:
Common stock, $0.01 par value:
Authorized 50,000,000 shares
Issued and outstanding 17,844,567 and 17,246,005 shares at September 30, 2003 and
December 31, 2002, respectively
Additional paid-in capital
Deferred compensation
Accumulated other comprehensive income
Accumulated deficit

Total stockholders equity

Total liabilities and stockholders equity

The accompanying notes are an integral part of these condensed consolidated financial statements.

178
105,595

(12)
1,782

(29,962)

77,581

$119,000

172

98,893
(60)

2,408
(32,477)

68,936

$105,930
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CONCORD COMMUNICATIONS, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS (Unaudited)
(In thousands, except share and per share data)

Three Months Ended Nine Months Ended
September 30, September 30, September 30, September 30,
2003 2002 2003 2002
Revenues:
License revenues $ 13,683 $ 12,202 $ 39,746 $ 38,520
Service revenues 12,877 10,852 36,546 31,722
Total revenues 26,560 23,054 76,292 70,242
Cost of Revenues:
Cost of license revenues 826 469 2,098 1,430
Cost of service revenues 4,085 3,782 12,172 11,322
Total cost of revenues 4911 4,251 14,270 12,752
Gross profit 21,649 18,803 62,022 57,490
Operating Expenses:
Research and development (excluding
stock-based compensation of $14, $25, $48 and
$85, respectively) 5,897 5,259 16,746 16,445
Sales and marketing 12,490 11,818 36,434 35,843
General and administrative 2,156 1,742 6,462 5,569
Stock-based compensation 14 25 48 85
Acquisition-related charges 40 40
In-process research & development 994 994
Total operating expenses 21,591 18,844 60,724 57,942
Operating income (loss) 58 41 1,298 (452)
Other Income (Expense):
Interest income 684 817 2,110 2,396
Other expense (168) (76) (538) (121)
Total other income, net 516 741 1,572 2,275
Income before income taxes 574 700 2,870 1,823
Provision for income taxes 93 136 355 375
Net income $ 481 $ 564 $ 2,515 $ 1,448
| | | |
Net income per common and potential common
share:
Basic $ 0.03 $ 0.03 $ 0.14 $ 0.09
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Diluted $ 0.03 $ 0.03 $ 0.14 $

0.08
I

Weighted average common and potential common
shares outstanding:

Basic 17,500,200 17,104,224 17,375,680 17,017,611
I I I I
Diluted 18,238,417 17,275,667 17,916,872 17,749,296
I I I I

The accompanying notes are an integral part of these condensed consolidated financial statements.
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CONCORD COMMUNICATIONS, INC.

CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS (Unaudited)

(In thousands)

Nine Months Ended
September 30, September 30,
2003 2002
Cash Flows from Operating Activities:
Net income $ 2,515 $ 1,448
Adjustments to reconcile net income to net cash provided by operating activities:
Depreciation and amortization 3,966 4,543
Stock-based compensation 48 85
Changes in current assets and liabilities:
Accounts receivable (2,080) (2,160)
Prepaid expenses and other current assets 667 407
Accounts payable (530) (794)
Accrued expenses 1,549 (1,418)
Deferred revenue 2,499 2,504
Net cash provided by operating activities 8,634 4,615
Cash Flows from Investing Activities:
Purchases of equipment and improvements (2,435) (2,889)
Change in other assets (82) 6
Investments in marketable securities (27,092) 9,777)
Proceeds from sales of marketable securities 21,541 6,888
Deposit of restricted cash (938)
Release of restricted cash 450
Acquisition of business - net of cash acquired (4,968)
Net cash used in investing activities (12,586) (6,710)
Cash Flows from Financing Activities:
Proceeds from issuance of common stock 1,740 1,765
Net cash provided by financing activities 1,740 1,765
Net increase in cash and cash equivalents (2,212) (330)
Cash and cash equivalents, beginning of period 10,362 9,011
Cash and cash equivalents, end of period $ 8,150 $ 8,681
I I
Supplemental Disclosure of Cash Flow Information:
Cash paid for income taxes $ 352 $ 186
Supplemental Disclosure of Noncash Financing and Investing Transactions:
Reversal of deferred compensation related to forfeitures of stock options $ $ (65
Unrealized gain/(loss) on available-for-sale securities $ (626) $ 588
The accompanying notes are an integral part of these condensed consolidated financial statements.
5
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CONCORD COMMUNICATIONS, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)
FORM 10-Q, September 30, 2003

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES
(a) Basis of Presentation

The accompanying unaudited consolidated financial statements have been prepared by Concord Communications, Inc. (the Company or

Concord ) in accordance with accounting principles generally accepted in the United States of America for interim financial statements and with
the instructions to Form 10-Q and Regulation S-X pertaining to interim financial statements. Accordingly, these interim financial statements do
not include all information and footnotes required by accounting principles generally accepted in the United States of America for complete
financial statements. These financial statements reflect all adjustments and accruals of a normal recurring nature, which management considers
necessary for a fair presentation of the Company s financial position as of September 30, 2003 and December 31, 2002, and the Company s
results of operations for the three and nine months ended September 30, 2003 and 2002. The results for the interim periods presented are not
necessarily indicative of results to be expected for any future period. The financial statements should be read in conjunction with the audited
financial statements and the notes thereto included in the Company s 2002 Annual Report on Form 10-K filed with the Securities and Exchange
Commission in March 2003.

(b) Financial Instruments, Concentration of Credit Risk and Significant Customers

The Company has estimated the fair value of financial instruments using available market information and appropriate valuation
methodologies. The carrying values of cash, cash equivalents, restricted cash, marketable securities, accounts receivable, accounts payable and
accrued expenses approximate fair market value due to the short-term nature of these financial instruments. Financial instruments that
potentially subject the Company to concentrations of credit risk are principally cash, cash equivalents, restricted cash, marketable securities and
accounts receivable. The Company has no significant off-balance-sheet or concentration of credit risk exposure such as foreign exchange
contracts or option contracts. The Company maintains its cash, cash equivalents, restricted cash and marketable securities with established
financial institutions. Concentration of credit risk with respect to accounts receivable is limited to certain customers to whom the Company
makes substantial sales. To reduce its credit risk, the Company routinely assesses the financial strength of its customers. The Company
maintains an allowance for potential credit losses but historically has not experienced any significant losses related to individual customers or
groups of customers in any particular industry or geographic area. No individual customer or reseller accounted for more than 10% of revenues
for the three and nine months ended September 30, 2003 or September 30, 2002. One customer, a reseller in Europe, accounted for 13% of the
Company s accounts receivable at September 30, 2003. One customer, another reseller in Europe, accounted for 11% of the Company s accounts
receivable at December 31, 2002. As of September 30, 2003, this customer represented less than 1% of accounts receivable.

(c) Derivative Financial Instruments

The Company uses forward contracts to reduce its exposure to foreign currency risk and variability in operating results due to fluctuations in
exchange rates underlying the value of accounts receivable denominated in foreign currencies until such receivables are collected. A forward
contract obligates the Company to exchange predetermined amounts of specified foreign currencies at specified exchange rates on specified
dates. These foreign currency forward exchange contracts are denominated in the same currency in which the underlying foreign currency
receivables are denominated and bear a contract value and maturity date that approximate the value and expected settlement date, respectively,
of the underlying transactions. For contracts that are designated and effective as hedges, unrealized gains and losses on open contracts at the end
of each accounting period, resulting from changes in the fair value of these contracts, are recognized in earnings in the same period as gains and
losses on the underlying foreign denominated receivables are recognized and generally offset. Gains and losses on forward

6
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contracts and foreign denominated receivables are included in other income (expense), net. The Company does not enter into or hold derivatives
for trading or speculative purposes and only enters into contracts with highly rated financial institutions.

At September 30, 2003, the Company had two forward contracts outstanding, which are presented in the table below. The notional exchange
rate is quoted using market conventions where the currency is expressed in currency units per U.S. dollar.

Fair Market Value
Notional Notional as
Exchange of September 30,
Currency Position Maturity Date Amount Rate 2003
Australian Dollars Sell 11/7/2003 $797,000 0.6366 $507,000
Canadian Dollars Sell 11/7/2003 $287,000 0.7253 $ 208,000

(d) Stock-Based Compensation

The Company accounts for employee stock-based compensation arrangements under the provisions of Accounting Principles Board ( APB )
Opinion No. 25 and related interpretations. Statement of Financial Accounting Standards ( SFAS ) No. 123 permits the use of either a fair-value
based method or the intrinsic value method under 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 disclose the pro forma net income (loss) and net income (loss) per
share that would have resulted from the use of the fair value method. The Company has provided below the pro forma disclosures of the effect
on net income (loss) and net income (loss) per share as if SFAS No. 123, as amended by SFAS No. 148, had been applied in measuring
compensation expense for all periods presented.

Three Months Ended Sep 30, Nine Months Ended Sep 30,

2003 2002 2003 2002

(In thousands, except per share data)

Net income:

As reported $ 481 $ 564 $ 2515 $ 1,448
Add:

Stock-based employee compensation expense included in reported net

income, net of related taxes 14 25 48 85
Less:

Total stock-based employee compensation expense determined under the

fair value based method for all awards, net of related tax effects (1,352) (2,136) (4,532) (6,894)
Pro forma net loss $ (857) $(1,547) $(1,969) $(5,361)

I I I I

Basic net income (loss) per share:

As reported $ 0.03 $ 0.03 $ 0.14 $ 0.09

Pro forma $ (0.05) $ (0.09) $ (0.11) $ (0.32)
Diluted net income (loss) per share:

As reported $ 0.03 $ 0.03 $ 0.14 $ 0.08

Pro forma $ (0.05) $ (0.09) $ (0.11) $ (0.32)

2. ACQUISITION OF NETVIZ CORPORATION

On July 17, 2003, the Company completed the acquisition of netViz Corporation ( netViz ). netViz s software enables users to visualize
business processes and allows them to map relationships within the supporting technology infrastructure through data-driven icons. The
integration of netViz s technologies with Concord s eHedttBuite will provide a new, more automated means of application service
optimization. This integration will enable enterprises and service providers to employ data-driven icons to visualize and take action on the
critical relationships between business processes, application services, and network and system infrastructures. Furthermore, this will allow
customers to measure the performance and availability of application services, map the dependencies between business processes, and manage
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the complete application service. Integrating netViz technologies will further increase the eHealth® Suite s value proposition by capturing the
business context of information and delivering IT knowledge.

The results of operations of the acquired business have been included in the financial statements of the Company since the date of acquisition.
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Consideration for the acquisition totaled $10.3 million, including transaction costs of $0.3 million. The consideration consisted of $5.0
million in cash paid at closing and $5.0 million of Concord common stock, which resulted in 340,996 shares of common stock valued at
$14.6629 each, which approximates the average closing price over the 30 days prior to July 17, 2003.

The acquisition was accounted for using the purchase method of accounting. The purchase price has been allocated to the assets acquired and
liabilities assumed at their estimated fair values on the date of acquisition, as determined by management and, with respect to the identifiable
intangible assets, an appraisal. The excess of the purchase price over the amounts allocated to the assets acquired and liabilities assumed was
recorded as goodwill. The following represents the purchase price allocation of the acquisition:

(in thousands)
Total consideration:

Cash $ 5,000
Stock 5,000
Transaction costs 329
Total purchase consideration $10,329
I

Allocation of the purchase consideration:

Current assets $ 813
Property, plant and equipment 51
Deferred tax asset 750
Identifiable intangible assets 3,410
Goodwill 6,212
Total assets acquired 11,236
Fair value of liabilities assumed (907)
$10,329
I

As a result of the netViz acquisition, the Company reduced its valuation allowance against its deferred tax assets by $0.75 million. The
deferred income taxes and any valuation allowances therein are based in part on future estimated profitability of the Company. As a direct result
of the netViz acquisition, the Company has estimated that future estimated profitability will increase and therefore released $0.75 million of the
valuation allowance in the three months ended September 30, 2003.

The following are the identifiable intangible assets acquired and the respective estimated periods over which the assets will be amortized:

Amortization
Amount Period
(in thousands) (in years)
Completed technology (software) $2,130 4
Reseller relationships 570 5
Maintenance relationships 340 5
Contractor agreements 300 4
Trade name / trademarks 70 3
Total $3.410
I
Weighted average amortization period: 4

The values of the completed technology (software), reseller relationships, maintenance relationships and trade name / trademarks will be
amortized at the greater of (a) the ratio that current revenues bear to the total of current and anticipated future revenues or (b) the straight-line
method over their respective remaining useful lives. The value of the contractor agreements will be amortized using the straight-line method
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over their useful lives. The values of the completed technology, reseller relationships, maintenance relationships, contractor agreements and
trade name / trademarks were determined using the income approach. The income approach requires a projection of revenues and expenses
specifically attributed to the intangible assets. The discounted cash flow ( DCF ) method is then applied to
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the potential income streams after making necessary adjustments with respect to such factors as the wasting nature of the identifiable intangible
assets and the allowance of a fair return on the net tangible assets and other intangible assets employed. There are several variations on the
income approach, including the relief-from-royalty method, the avoided cost method and the lost profits method.

The relief-from- royalty method was used to value the trade name / trademark. The relief-from-royalty method is used to estimate the cost
savings that accrue to the owner of the intangible assets that would otherwise have to pay royalties or licensee fees on revenues earned through
the use of the asset. The royalty rate used in the analysis is based on an analysis of empirical, market-derived royalty rates for guideline
intangible assets. Typically, revenue is projected over the expected remaining useful life of the intangible asset. The market-derived royalty rate
is then applied to estimate the royalty savings. The key assumptions used in valuing the trade name / trademark are as follows: royalty rate 1%,
discount rate 21%, tax rate 40% and estimated average economic life of 3 years.

The avoided cost method was used to value the reseller relationships and contractor agreements. The avoided cost method considers the
concept of avoided cost as an indicator of value. The avoided cost method is appropriate for estimating the fair value of an asset where reliable
data for sales of comparable property are not available and where the property does not directly produce an income stream. The key assumptions
used in valuing the reseller relationships are as follows: tax rate 40% and estimated average economic life of 5 years. The key assumptions used
in valuing the contractor agreements are as follows: tax rate 40% and estimated average economic life of 4 years.

The completed technology (software) was valued using the income approach without variation. The key assumptions used in valuing the
completed technology are as follows: discount rate 21%, tax rate 40% and estimated life of 4 years. The key assumptions used in valuing the
maintenance relationship are as follows: discount rate 21%, tax rate 40% and estimated average economic life of 5 years.

PRO FORMA RESULTS (UNAUDITED)

The following table reflects unaudited pro forma results of operations of the Company assuming that the netViz acquisition had occurred on
January 1, 2003 and 2002, respectively (in thousands, except per share data):

Three Months Ended Nine Months Ended
Sept 30, Sept 30, Sept 30, Sept 30,
2003 2002 2003 2002
Revenues $26,728 $24,106 $78,296 $73,199
Net income $ 401 $ 483 $ 2,265 $ 1,579
Net income per diluted share $ 0.02 $ 0.03 $ 0.13 $ 0.09

The unaudited pro forma results of operations are not necessarily indicative of the actual results that would have occurred had the transaction
actually taken place at the beginning of these periods.

3. OTHER INTANGIBLE ASSETS

Other intangible assets as of September 30, 2003 consist of the following (in thousands):

Cost of Operating
Year Ending Revenues Expenses Total
2003 $ 133 $ 70 $ 203
2004 532 280 812
2005 532 280 812
2006 532 269 801
2007 268 220 488
2008 91 91
Total $1,997 $1,210 $3,207
I I I
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There were no intangible assets as of December 31, 2002.
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Aggregate amortization expense was $0.2 million for the three and nine months ended September 30, 2003. Of this amount, $0.1 million was
included in cost of revenues, and $0.1 million was recorded in operating expenses. Estimated amortization expense for the remaining three
months of fiscal year 2003 and the five succeeding fiscal years as of September 30, 2003 is as follows (in thousands):

4. IN-PROCESS RESEARCH AND DEVELOPMENT

On July 11, 2003, Concord entered into a license agreement with Tavve Software Company ( Tavve ) whereby Concord licensed components
of Tavve s technology. Concord has licensed Tavve s root cause analysis and discovery of layer 2 and 3 network topology to build upon Concord s
current position in optimizing application availability and performance across networks and systems. The transaction, valued at $1.2 million,
included $0.2 million of prepaid maintenance and $1.0 million of in-process research and development. This was accounted for as in-process
research and development as an integrated product has not reached technological feasibility and has no alternative future use. Accordingly, the
entire purchase consideration was expensed during the three months ended September 30, 2003.

Technological feasibility is established when either of two sets of criteria is met:

a) the detail program design has been completed, documented, and traced to product specifications and its high-risk development issues have
been resolved; or

b) a working model of the product has been finished and determined to be complete and consistent with the product design.

Upon acquiring the licensed components of Tavve s technology, Concord did not have a completed product design at the time of the purchase
as it had not completed, documented, and traced the detail program design to product specifications. Concord did not have the high-risk
development issues resolved.

A working model is defined as an operative version of the computer software product that is completed in the same software language as the
product to be ultimately marketed, performs all the major functions planned for the product, and is ready for initial customer testing (usually
identified as beta testing). Upon acquiring the licensed components of Tavve s technology, Concord did not have a working model as defined.

In addition, the purchased source code has no alternative future use, i.e., Concord will not use the source code for any other purpose than
described above.

The detail program design for the integration of Tavve s technology into Concord eHealth Suite of products has not been completed; thus, the
exact costs and efforts required for completion of this integration has not been determined. Based on management s initial estimates, an
integrated product based on Tavve s technology will be introduced in the next 12 to 18 months. However, as with any major software
development project, actual introduction may vary. Failure to successfully market and sell our integrated product may adversely impact our
business.

5. INDEMNIFICATIONS

As permitted under Massachusetts law, the Company has agreements whereby it indemnifies its officers and directors for certain events or
occurrences while the officer or director is, or was serving, at the Company s request in such capacity. The term of the indemnification period is
for the officer or director s lifetime. The maximum potential amount of future payments the Company could be required to make under these
indemnification agreements is unlimited; however, the Company has a Director and Officer insurance policy pursuant to which the company
may recover all or a portion of amounts it pays to directors or officers under their indemnification agreements. As a result of its insurance policy
coverage, the Company believes the estimated fair value of these indemnification agreements is minimal.

The Company warrants that its software products will perform in all material respects in accordance with its standard published specifications
in effect at the time of delivery of the licensed products to the customer for a

10
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period of 90 days. Additionally, the Company warrants that its maintenance services will be performed consistent with its maintenance policy in
effect at the time those services are delivered. The Company believes its maintenance policy is consistent with generally accepted industry
standards. If necessary, the Company would provide for the estimated cost of product and service warranties based on specific warranty claims
and claim history; however, the Company has never incurred significant expense under product or services warranties. As a result, the Company
believes the estimated liability of these warranties is minimal.

The Company enters into standard indemnification agreements in the ordinary course of its business. Pursuant to these agreements, the
Company indemnifies, holds harmless, and agrees to reimburse the indemnified party for losses suffered or incurred by the indemnified party,
generally its business partners or customers, in connection with any patent, copyright, trademark, trade secret or other intellectual property
infringement claim by any third party with respect to our products. The term of these indemnification agreements is generally perpetual. The
maximum potential amount of future payments the Company could be required to make under these indemnification agreements is often capped
at a dollar figure. The Company has never incurred costs to defend lawsuits or settle claims related to these indemnification agreements. As a
result, the Company believes the estimated fair value of these agreements is minimal.

When, as part of an acquisition, Concord acquires all of the stock or all or a portion of the assets and/or liabilities of a company, it may
assume liability for certain events or occurrences that took place prior to the date of acquisition. The maximum potential amount of future
payments it could be required to make for such obligations is undeterminable at this time. Concord has no liabilities recorded for these exposures
as of September 30, 2003.

6. NET INCOME PER SHARE

The Company computes earnings per share following the provisions of SFAS No. 128, Earnings per Share. Basic net income per share is
computed using the weighted-average number of common shares outstanding for a period. Diluted net income per share is computed using the
weighted-average number of common and dilutive potential common shares outstanding for the period. For the three and nine months ended
September 30, 2003 and 2002, dilutive potential common shares consisted of outstanding stock options. The dilutive effect of outstanding stock
options is computed using the treasury stock method.

Calculations of the basic and diluted net income per common share and potential common share are as follows:

Three Months Ended Nine Months Ended
September 30, September 30, September 30, September 30,
2003 2002 2003 2002

(in thousands except share and per share data)

Basic:

Net income applicable to common stockholders $ 481 $ 564 $ 2,515 $ 1,448
I I I I

Weighted average common shares outstanding 17,500,200 17,104,224 17,375,680 17,017,611
I I I I

Net income per common share $ 0.03 $ 0.03 $ 0.14 $ 0.09
I I I I

Diluted:

Net income applicable to common stockholders $ 481 $ 564 $ 2,515 $ 1,448
I I I I

Weighted average common shares outstanding 17,500,200 17,104,224 17,375,680 17,017,611

Potential common shares pursuant to stock

options 738,217 171,443 541,192 731,685

Diluted weighted average shares 18,238,417 17,275,667 17,916,872 17,749,296
I I I I

Diluted net income per common share $ 0.03 $ 0.03 $ 0.14 $ 0.08
I I I I
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the three and nine months ended September 30, 2003 and 2002, respectively, as their effect would have been antidilutive because the stock
option exercise prices were higher than the current market price of the Company s common stock.
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7. COMPREHENSIVE INCOME

Comprehensive income is defined as the change in net assets of the Company during a period from transactions generated from non-owner
sources. It includes all changes in equity during a period except those resulting from investments by owners and distributions to owners.
Comprehensive income for the three and nine months ended September 30, 2003 and 2002 is as follows:

Three Months Ended Nine Months Ended
September September September September

30, 30, 30, 30,

2003 2002 2003 2002
(in thousands) (in thousands)

Net income available to common stockholders $ 481 $ 564 $2,515 $ 1,448
Unrealized (loss) gain on marketable securities (446) 596 (626) 588
Comprehensive income $ 35 $1,160 $1,889 $2,036
L] | ] ]

8. SEGMENT REPORTING AND INTERNATIONAL INFORMATION

The Company follows the provisions of SFAS No. 131, Disclosures about Segments of an Enterprise and Related Information. SFAS
No. 131 establishes standards for reporting information regarding operating segments in annual financial statements and requires selected
information for those segments to be presented in interim financial reports issued to stockholders. SFAS No. 131 also establishes standards for
related disclosures about products and services and geographic areas. Operating segments are identified as components of an enterprise about
which separate, discrete financial information is available for evaluation by the chief operating decision maker, or decision-making group, in
making decisions on how to allocate resources and assess performance. The Company s chief decision-making group, as defined under SFAS
No. 131, is the executive management committee, which is comprised of the executive officers of the Company.

The following table presents the approximate revenues by major geographical regions:

Three Months Ended Nine Months Ended
September 30, September 30, September 30, September 30,
2003 2002 2003 2002
(in thousands) (in thousands)
United States $14,922 $15,016 $41,340 $44,372
United Kingdom 1,894 1,140 8,041 4,423
Germany 3,790 1,225 7,230 3,955
Europe (excluding the U.K. and Germany) 2,075 2,269 8,549 7,155
Rest of the World 3,879 3,404 11,132 10,337
Total $26,560 $23,054 $76,292 $70,242
| | | |

For the three months ended September 30, 2003, no one country, except the United States and Germany, accounted for greater than 10% of
total revenues. For the nine months ended September 30, 2003, no one country, except the United States and the United Kingdom, accounted for
greater than 10% of total revenues. For the three and nine months ended September 30, 2002, no one country, except the United States,
accounted for greater than 10% of total revenues. Substantially all of the Company s assets are located in the United States.

The Company s reportable segments are determined by customer type: managed service providers/ telecommunications carriers ( MSP/TC )
and enterprise. The accounting policies of the segments are the same as those described in Note 1. The executive management committee
evaluates segment performance based on revenues. Accordingly, all expenses are considered corporate level activities and are not allocated to
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Three Months Ended Nine Months Ended
September 30, September 30, September 30, September 30,
2003 2002 2003 2002
(in thousands) (in thousands)
MSP/TC $ 7,725 $ 9,703 $36,033 $27,494
Enterprise 18,835 13,351 40,259 42,748
Total $26,560 $23,054 $76,292 $70,242

The Company currently does not provide revenues by product or product family, as it is impractical due to the nature of its single suite of
products. Some components of the suite could be included in more than one product family. In addition, categorization and classification of our
components into product families is changing in nature; changes in packaging, licensing and product categorization occur on a frequent basis.

9. RECENT ACCOUNTING PRONOUNCEMENTS

In April 2003, the Financial Accounting Standards Board released Statement of Financial Accounting Standards No. 149 ( SFAS 149 ),
Amendment of Statement 133 on Derivative Instruments and Hedging Activities. SFAS 149 clarifies under what circumstances a contract with
an initial net investment meets the characteristics of a derivative, amends the definition of an underlying contract, and clarifies when a derivative
contains a financing component in order to increase the comparability of accounting practices under SFAS No. 133. The statement is effective
for contracts entered into or modified after June 30, 2003, and for hedging relationships designated after June 30, 2003. Concord adopted this
standard on July 1, 2003 and its adoption did not have any impact on the Company s financial position or results of operations.

In May 2003, the FASB issued SFAS 150, Accounting for Certain Financial Instruments with Characteristics of both Liabilities and Equity.
This Statement establishes standards for how an issuer classifies and measures certain financial instruments with characteristics of both liabilities
and equity. It requires that an issuer classify a financial instrument that is within its scope as a liability (or an asset in some circumstances).

Many of those instruments were previously classified as equity. The Statement is effective for financial instruments entered into or modified
after May 31, 2003. Concord adopted this standard on June 1, 2003 and its adoption did not have any impact on the Company s financial position
or results of operations.

In January 2003, the FASB issued FASB Interpretation No. 46 ( FIN 46 ), Consolidation of Variable Interest Entities, an Interpretation of ARB
No. 51. FIN 46 requires certain variable interest entities to be consolidated by the primary beneficiary of the entity if the equity investors in the
entity do not have the characteristics of a controlling financial interest or do not have sufficient equity at risk for the entity to finance its
activities without additional subordinated financial support from other parties. FIN 46 is effective for all new variable interest entities created or
acquired after January 31, 2003. For variable interest entities created or acquired prior to February 1, 2003, the provisions of FIN 46 must be
applied for the first interim or annual period beginning after December 15, 2003. The adoption of this standard is not expected to have a material
impact on the Company s financial position or results of operations as the Company currently does not have variable interest entities.

In November 2002, the Emerging Issues Task Force of the FASB reached a consensus on Issue 00-21, Accounting for Revenue
Arrangements with Multiple Deliverables (EITF 00-21). EITF 00-21 requires that for revenue arrangements with multiple deliverables, those
deliverables be divided into separate units of accounting if the deliverables meet certain criteria as defined by EITF 00-21. Arrangement
consideration is to be allocated among the separate units of accounting based on their relative fair values and revenue recognition decisions
should be considered separately for each separate unit of accounting. EITF 00-21 is effective for all arrangements entered into in fiscal periods
beginning after June 15, 2003, with early adoption permitted. The Company s multiple element arrangements fall within the scope of SOP 97-2
and, therefore, EITF 00-21 is not applicable to the Company.

In August 2003, the EITF reached a consensus on Issue 03-05, Applicability of AICPA Statement of Position 97-2 to Non-Software
Deliverables in an Arrangement Containing More-Than-Incidental Software. EITF 03-05 addresses the applicability of SOP 97-2 to
non-software deliverables in an arrangement containing more-than-incidental software. In an arrangement that includes software that is more
than incidental to the products or services
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as a whole, software and software-related elements are included within the scope of SOP 97-2. Software-related elements include software
products and services, as well as any non-software deliverables for which software deliverable is essential to its functionality. The adoption of
EITF 03-05 did not have a material impact on the Company s consolidated financial results. The Company will classify all software-related
services and products as software license on its consolidated statement of operations.
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CONCORD COMMUNICATIONS, INC.
FORM 10-Q, September 30, 2003

ITEM 2. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS
OVERVIEW

Concord develops, markets and supports an application availability and performance software solution, over networks and systems, which is
called the eHealth® Suite family of products. Concord s solutions ensure the high availability of the information technology ( IT ) infrastructure by
providing an end-to-end view across the components of this infrastructure: the network, the systems and the applications.

This document contains forward-looking statements. Any statements contained in this document that do not describe historical facts are
forward-looking statements. Concord makes such forward-looking statements under the provisions of the safe harbor section of the Private
Securities Litigation Reform Act of 1995. In particular, statements contained in Management s Discussion and Analysis of Financial Condition
and Results of Operations, which are not historical facts (including, but not limited to, statements concerning: the plans and objectives of
management; decreases as a percentage of revenues in, research and development, and general and administrative expenses; customization of
products and services for international markets; changes in contribution of reportable segments to total revenues; changes in gross profit;
expectations regarding increased competition and Concord s ability to compete successfully; sustenance of revenue growth both domestically and
internationally; the size, scope and description of Concord s target customer market; future product development, including but not limited to
anticipated expense levels to fund product development, acquisitions and the integration of acquired companies; and our expected liquidity and
capital resources) constitute forward-looking statements. Forward-looking statements contained herein are based on current expectations, but are
subject to a number of risks and uncertainties. Concord s actual future results may differ significantly from those stated in any forward-looking
statements. Factors that may cause such differences include, but are not limited to, the factors discussed below.

The forward-looking statements contained herein are based on current expectations but are subject to a number of risks and uncertainties. The
factors that could cause actual results to differ materially from current expectations include the following: risks of intellectual property rights and
litigation, risks of integrating new or acquired technologies, risks of integrating an acquired company, risks in technology development and
commercialization, risks in product development and market acceptance of and demand for the Company s products, risks of downturns in
economic conditions generally, and in the software, networking and telecommunications industries specifically, risks associated with
competition and competitive pricing pressures, risks associated with international sales, risks associated with a limited family of products and
other risks detailed in this Form 10-Q under the heading Factors that Could Affect Future Results and elsewhere in the Company s filings with
the Securities and Exchange Commission.

RECENT DEVELOPMENTS

On July 11, 2003, Concord entered into a license agreement with Tavve Software Company ( Tavve ) whereby Concord licensed components
of Tavve s technology. Concord has licensed Tavve s root cause analysis and discovery of layer 2 and 3 network topology to build upon Concord s
current position in optimizing application availability and performance across networks and systems. The transaction, valued at $1.2 million,
included $0.2 million of prepaid maintenance and $1.0 million of in-process research and development. This was accounted for as in-process
research and development as an integrated product has not reached technological feasibility and has no alternative future use. Accordingly, the
entire purchase consideration was expensed during the three months ended September 30, 2003. (see Note 4 of the Notes to Condensed
Consolidated Financial Statements)

On July 17, 2003, the Company acquired privately held netViz. netViz s software enables users to visualize business processes and allows
them to map relationships within the supporting technology infrastructure through data-driven icons. Consideration for the acquisition totaled
$10.3 million, including transaction costs of $0.3
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million. The consideration consisted of $5.0 million in cash paid at closing and $5.0 million in Concord common stock. (see Note 4 of the Notes
to Condensed Consolidated Financial Statements)

CRITICAL ACCOUNTING POLICIES, SIGNIFICANT ESTIMATES AND JUDGMENTS

The accompanying discussion and analysis of our financial condition and results of operations are based upon our consolidated financial
statements, which have been prepared in accordance with generally accepted accounting principles in the United States ( US GAAP ). The
preparation of consolidated financial statements requires us to make estimates and judgments that affect the reported amounts of assets,
liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. These estimates form the basis for making
judgments about the carrying values of assets and liabilities that are not readily apparent from other sources. We base our estimates and
judgments on historical experience and on various other assumptions that we believe are reasonable under the circumstances. However, future
events are subject to change and the best estimates and judgments routinely require adjustment. US GAAP requires us to make estimates and
judgments in several areas. See our note to condensed consolidated financial statements (unaudited) attached hereto and our audited consolidated
financial statements and notes thereto which contain accounting policies and other disclosures required by generally accepted accounting
principles included in the Company s 2002 Annual Report on Form 10-K filed with the Securities and Exchange Commission in March 2003.

We believe that the policies, significant estimates and judgments discussed below are the most critical to our financial statements and the
understanding of our financial condition and results of operations because their application places the most significant demands on management s
judgment.

(a) Revenue Recognition

Our revenues consist of software license revenues and service revenues. Software license revenues are recognized in accordance with the
American Institute of Certified Public Accountants Statement of Position ( SOP ) 97-2, Software Revenue Recognition, as modified by SOP 98-9,
Modification of SOP 97-2, Software Revenue Recognition with respect to Certain Transactions. Under SOP 97-2, software license revenues are
recognized when persuasive evidence of an arrangement exists and delivery of the software has occurred, provided that the license fee is fixed or
determinable, collection is considered reasonably assured and no customer acceptance clauses exist. If an arrangement includes an acceptance
provision, revenue recognition occurs upon the earlier of a receipt of a written customer acceptance or expiration of the acceptance period. If the
fee is determined not to be fixed or determinable, revenue is recognized when the fee becomes due. If collection is not considered reasonably
assured, revenue is recognized upon the receipt of cash. Revenues under multiple-element arrangements, which typically include software
products, services and maintenance sold together, are allocated to each element using the residual method in accordance with SOP 98-9. Under
the residual method, the fair value of the undelivered elements is deferred and subsequently recognized when these elements are delivered; the
remainder of the arrangement consideration is allocated to the software. We have established sufficient vendor specific objective evidence for
professional services, training and maintenance and customer support services based on the price charged when these elements are sold
separately. Accordingly, software license revenues are recognized under the residual method in arrangements in which software is licensed with
professional services, training, and maintenance and customer support services.

Service revenues include professional services, training and maintenance and customer support fees. Professional services are not essential to
the functionality of the other elements in an arrangement and are accounted for separately. Service revenues are recognized as the services are
performed, provided evidence of an arrangement exists, fees are fixed or determinable, and collection is considered reasonably assured.

We license our software to end-users, resellers and OEM s. Revenue recognition is centralized at our corporate headquarters, located in the
United States. Our arrangements with customers do not generally include provisions involving acceptance of our products by our customers.
However, if a customer arrangement includes an acceptance provision, revenue recognition occurs upon the earlier of receipt of a written
customer acceptance or expiration of the acceptance period. With respect to revenues from our channel partners and other resellers, we recognize
revenue upon delivery of our software to the channel partner or reseller. We do not offer any right of return, price protection or similar rights to
our channel partners and other resellers.
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For all sales, in the absence of a signed license agreement, we use either a purchase order or purchase order equivalent as evidence of an
arrangement. If a signed license agreement is obtained, we use either the license agreement or the license agreement and a purchase order as
evidence of an arrangement. Sales to resellers are usually evidenced by a master agreement governing the relationship together with purchase
orders on a transaction-by-transaction basis. Sales to OEM s are usually evidenced by a master agreement governing the relationship together
with a shipping report on a transaction-by-transaction basis.

Delivery generally occurs when product is delivered to a common carrier and the delivery terms are FOB Concord. In the case of
arrangements with resellers or OEMs, revenue is recognized upon delivery to the reseller or OEM. Most of these arrangements involve a
sell-through by the reseller or OEM to an end user. For a reseller, evidence usually comes in the form of a purchase order typically identifying
the end-user. For an OEM, evidence of sell-through usually comes in the form of a shipping report, which usually identifies the ship to location.

At the time of the transaction, we assess whether the fee associated with our revenue transaction is fixed or determinable and whether or not
collection is reasonably assured. We assess whether the fee is fixed or determinable based on the payment terms associated with the transaction.
If a significant portion of a fee is due after our normal payment terms, which are usually 30 to 60 days from invoice date, we account for the fee
as not being fixed or determinable. In these cases, we recognize revenue when the fee becomes due.

We assess collection based on a number of factors, including past transaction history with the customer and the credit-worthiness of the
customer. We do not request collateral from our customers. If we determine that collection of a fee is not reasonably assured, we defer the fee
and recognize revenue upon receipt of cash.

For arrangements with multiple obligations (for example, undelivered maintenance and support or undelivered specified software upgrades),
we allocate revenue to each component of the arrangement using the residual value method based on the fair value of the undelivered elements.
This means that we defer revenue from the fee arrangement equivalent to the fair value of the undelivered elements. We determine fair values
for ongoing maintenance and support obligations using our internal pricing policies for maintenance and by referencing the prices at which we
have sold separate maintenance contract renewals to our customers. We determine fair value of services, such as training or consulting, by
referencing the prices at which we have separately sold comparable services to our customers. For specified undelivered software upgrades, we
recognize revenue upon shipment of these upgrades.

(b) Accounts Receivable

We perform ongoing credit evaluations of our customers and adjust credit limits based upon payment history and the customer s current credit
worthiness, as determined by our review of their current credit information. We continuously monitor collections and payments from our
customers and maintain a provision for estimated credit losses based on our historical experience and any specific customer collection issues that
we have identified. While such credit losses have historically been within our expectations and appropriate reserves have been established, we
cannot guarantee that we will continue to experience the same credit loss rates that we have experienced in the past.

(c) Accounting for Income Taxes

As part of the process of preparing our consolidated financial statements, we are required to estimate our income taxes in each of the
jurisdictions in which we operate. To do this, we estimate our actual current tax liabilities, while also assessing temporary differences resulting
from differing treatment of items, such as deferred revenue and expense accruals, for tax and accounting purposes. These differences result in
deferred tax assets and liabilities, which are included within our consolidated balance sheet. We must then assess the likelihood that our deferred
tax assets will be recovered from future taxable income. To the extent we believe that recovery is not likely, we must establish a valuation
allowance. To the extent we establish a valuation allowance or increase this allowance in a period, we must include an expense within the tax
provision in the statement of operations.

Significant management judgment is required in determining our provision for income taxes, our deferred tax assets and liabilities and any
valuation allowance recorded against our net deferred tax assets. We have recorded a
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valuation allowance as of September 30, 2003, due to uncertainties related to our ability to utilize some of our deferred tax assets, primarily
consisting of the utilization of certain net operating loss carryforwards from prior years. We are unsure whether we will have sufficient future
taxable income to allow us to use these net operating losses and tax credit carryforwards before they expire. The valuation allowance is based on
our estimates of taxable income by jurisdiction in which we operate and the period over which our deferred tax assets will be recoverable. In the
event that actual results differ from these estimates or we adjust these estimates in future periods, we may need to establish an additional
valuation allowance. Establishing new or additional valuation allowances could materially adversely impact our financial position and results of
operations.

(d) Accounting for Acquisitions and Acquired In-process Research and Development

We have completed our acquisition of netViz, which was accounted for under the purchase method of accounting, and has resulted in
recording significant goodwill and other intangible asset balances. The purchase price has been allocated to the assets acquired and liabilities
assumed at their estimated fair values on the date of acquisition, as determined by management and, with respect to the identifiable intangible
assets, an appraisal. Our accounting for the netViz acquisition involves significant judgments and estimates regarding primarily, but not limited
to: the fair value of acquired intangible assets, which are based on projections of future revenues and cash flows, assumptions regarding discount
factors, royalty rates, tax rates, amortization methodologies and related useful lives, as well as the fair value of other acquired assets and
assumed liabilities, including potential contingencies and deferred income taxes. The completed technology (software), reseller relationships,
maintenance relationships and trade name / trademarks will be amortized at the greater of (a) the ratio that current revenues bear to the total of
current and anticipated future revenues or (b) the straight-line method over their respective remaining useful lives. The contractor agreements
will be amortized using the straight-line method over their useful lives. The values of the completed technology, reseller relationships,
maintenance relationships, contractor agreements and trade name / trademarks were determined using the income approach. The income
approach requires a projection of revenues and expenses specifically attributed to the intangible assets. The discounted cash flow ( DCF ) method
is then applied to the potential income streams after making necessary adjustments with respect to such factors as the wasting nature of the
identifiable intangible assets and the allowance of a fair return on the net tangible assets and other intangible assets employed. There are several
variations on the income approach, including the relief-from-royalty method, the avoided cost method and the lost profits method.

The relief-from- royalty method was used to value the trade name / trademarks. The relief-from-royalty method is used to estimate the cost
savings that accrue to the owner of the intangible assets that would otherwise have to pay royalties or licensee fees on revenues earned through
the use of the asset. The royalty rate used in the analysis is based on an analysis of empirical, market-derived royalty rates for guideline
intangible assets. Typically, revenue is projected over the expected remaining useful life of the intangible asset. The market-derived royalty rate
is then applied to estimate the royalty savings. The key assumptions used in valuing the trade name / trademarks are as follows: royalty rate 1%,
discount rate 21%, tax rate 40% and estimated average economic life of 3 years.

The avoided cost method was used to value the reseller relationships and contractor agreements. The avoided cost method considers the
concept of avoided cost as an indicator of value. The avoided cost method is appropriate for estimating the fair value of an asset where reliable
data for sales of comparable property are not available and where the property does not directly produce an income stream. The key assumptions
used in valuing the reseller relationships are as follows: tax rate 40% and estimated average economic life of 5 years. The key assumptions used
in valuing the contractor agreements are as follows: tax rate 40% and estimated average economic life of 4 years.

The completed technology (software) was valued using the income approach without variation. The key assumptions used in valuing the
completed technology are as follows: discount rate 21%, tax rate 40% and estimated life of 4 years. The key assumptions used in valuing the
maintenance relationship are as follows: discount rate 21%, tax rate 40% and estimated average economic life of 5 years.

Deferred income taxes and any valuation allowances are based in part on future estimated profitability of the Company. As a direct result of
the netViz acquisition, the Company has estimated that future profitability will increase and therefore released $0.75 million of the valuation

allowance.
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We have also completed our accounting of the license agreement with Tavve whereby Concord licensed components of Tavve s technology.
Our accounting for the Tavve license as in-process research & development involved significant judgments and estimates regarding primarily,
but not limited to: assessing if the acquired technology has reached technological feasibility and if the acquired technology has no alternative
future use.

Technological feasibility is established when either of two sets of criteria is met:

a) the detail program design has been completed, documented, and traced to product specifications and its high-risk development issues have
been resolved; or

b) a working model of the product has been finished and determined to be complete and consistent with the product design.

Upon acquiring the licensed components of Tavve s technology, Concord did not have a completed product design at the time of the purchase
as it had not completed, documented, and traced the detail program design to product specifications. Concord did not have the high-risk
development issues resolved.

A working model is defined as an operative version of the computer software product that is completed in the same software language as the
product to be ultimately marketed, performs all the major functions planned for the product, and is ready for initial customer testing (usually
identified as beta testing). Upon acquiring the licensed components of Tavve s technology, Concord did not have a working model as defined.

In addition, the purchased source code has no alternative future use, i.e., Concord will not use the source code for any other purpose than
described above.

The detail program design for the integration of Tavve s technology into Concord eHealth Suite of products has not been completed; thus, the
exact costs and efforts required for completion of this integration has not been determined. Based on management s initial estimates, an
integrated product based on Tavve s technology will be introduced in the next 12 to 18 months. However, as with any major software
development project, actual introduction may vary. Failure to successfully market and sell our integrated product may adversely impact our
business.

(e) Valuation Of Long-Lived Tangible and Intangible Assets and Goodwill

We have significant long-lived tangible and intangible assets and goodwill, which are susceptible to valuation adjustments as a result of
changes in various factors or conditions. The long-lived tangible assets are fixed assets, which are depreciated over their estimated useful lives.
The long-lived intangible assets are completed technology (software), reseller relationships, maintenance relationships, contractor agreements,
and trade name / trademarks which are amortized over their estimated useful lives following the greater of the pattern in which the expected
benefits will be consumed or otherwise used up or on a straight-line basis. Goodwill is not amortized.

At each quarter-end, the carrying value of the completed technology (software) is compared to its net realizable value (NRV). NRV is the
estimated future gross revenues from products that incorporate the software reduced by the estimated future costs of disposal. If NRV is less
than the carrying value, the excess is written-off and the then current NRV becomes the new carrying value of the software. We assess the
potential impairment of other identifiable intangible assets and fixed assets whenever events or changes in circumstances indicate that the
carrying value may not be recoverable. Factors we consider important, which could trigger an impairment of such assets, include the following:

- Significant underperformance relative to historical or projected future operating results;

- Significant changes in the manner of or use of the acquired assets or the strategy for our overall bu