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20400 Stevens Creek Blvd., Suite 400
Cupertino, California 95014

(Address of principal executive offices, including zip code)

(408) 517-6100

(Registrant s telephone number, including area code)

Securities Registered Pursuant to Section 12(b) of the Act: None

Securities Registered Pursuant to Section 12(g) of the Act:
Common Stock $.001 Par Value per Share

(Title of Class)

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 = No x

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation S-K is not contained herein, and will not be
contained, to the best of registrant s knowledge, in definitive proxy or information statements incorporated by reference in Part III of this
Transition Report on Form 10-K/T or any amendment to this Form 10-K/T.

Indicate by check mark whether the registrant is an accelerated filer (as defined in Exchange Act Rule 12b-2). Yes x No ~

State the aggregate market value of the voting and non-voting common equity held by non-affiliates computed by reference to the price at which
the common equity was last sold, or the average bid and asked price of such common equity, as of June 30, 2004, the last business day of the
registrant s most recently completed second fiscal quarter for the transition period: $282,642,302.

As of February 28, 2005, there were 77,000,896 shares of the registrant s common stock outstanding.

Table of Contents 2



Edgar Filing: CHORDIANT SOFTWARE INC - Form 10-KT

DOCUMENTS INCORPORATED BY REFERENCE

None.

Table of Contents



Edgar Filing: CHORDIANT SOFTWARE INC - Form 10-KT

Table of Conten

CHORDIANT SOFTWARE, INC.

TRANSITION REPORT ON FORM 10-K/T

FOR THE TRANSITION PERIOD FROM JANUARY 1, 2004 TO SEPTEMBER 30, 2004

INDEX
PART I
Item 1. BUSINESS 1
Item 2. PROPERTIES 21
Item 3. LEGAL PROCEEDINGS 21
Item 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS 22
PART I1
Item 5. MARKET FOR REGISTRANT S COMMON EQUITY. RELATED STOCKHOLDER MATTERS AND ISSUER
PURCHASES OF EQUITY SECURITIES 23
Item 6. SELECTED CONSOLIDATED FINANCIAL DATA 24
Item 7. MANAGEMENT S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS 26
Item 7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK 47
Item 8. CONSOLIDATED FINANCIAL STATEMENTS AND SUPPLEMENTARY DATA 49
Item 9. CHANGES IN AND DISAGREEMENTS WITH AUDITORS ON ACCOUNTING AND FINANCIAL DISCLOSURES 96
Item 9A. CONTROLS AND PROCEDURES 96
PART II1
Item 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT 100
Item 11. EXECUTIVE COMPENSATION 103
Item 12. SECURITY OWNERSHIP OF CERTAIN BENEFICTIAL OWNERS AND MANAGEMENT AND RELATED
STOCKHOLDER MATTERS 107

Item 13. CERTAIN RELATIONSHIPS AND RETATED TRANSACTIONS 110
Item 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES 111
PART IV
Item 15. EXHIBITS AND FINANCIAL STATEMENT SCHEDULES 113
SIGNATURES 117

Table of Contents 4



Edgar Filing: CHORDIANT SOFTWARE INC - Form 10-KT

Table of Conten

PART I

FORWARD-LOOKING INFORMATION

Except for the historical information contained herein, this Transition Report contains certain information that is forward-looking in nature.
This information is based on our current expectations, assumptions, estimates and projections about our business and our industry, and involves
known and unknown risks, uncertainties and other factors that may cause our or our industry s results, levels of activity, performance or
achievements to be materially different from any future results, levels of activity, performance or achievements expressed or implied in, or
contemplated by the forward-looking statements. Words such as believe,  anticipate,  expect, intend, plan, will, may, should,

estime

guidance,  potential,  continue or the negative of such terms or other similar expressions identify forward-looking statements. In addition, any

statements that refer to expectations, projections or other characterizations of future events or circumstances are forward-looking statements.
Our actual results could differ materially from those anticipated in such forward-looking statements as a result of several factors more fully
described under the caption Risk Factors and those discussed elsewhere in this document. These and many other factors could affect the future
financial and operating results of Chordiant. Chordiant undertakes no obligation to update any forward-looking statement to reflect events after
the date of this report.

ITEM 1. BUSINESS

Restatement of Financial Statements

On December 29, 2004, the Board of Directors of Chordiant approved a change in Chordiant s fiscal year end from December 31st to September
30th. In the course of preparing the 2004 financial results for the new fiscal year ended September 30, 2004, the company identified certain
errors relating to expense and revenue timing, the valuation of a guarantee, prepaid account balances, and estimates used to compute stock
offering costs, warrant valuations and stock based compensation in the interim financial statements for the quarters ended March 31, 2004, June
30, 2004 and September 30, 2004. Due to the aggregate number of errors identified in the previously issued interim financial statements and the
relative percentages represented by those errors in the quarters, management concluded that the interim financial statements for the quarters
ended March 31, 2004, June 30, 2004 and September 30, 2004 should be restated. The Audit Committee of the Board of Directors concurred
with management s conclusion.

All financial information contained in this Transition Report on Form 10-K/T gives effect to this restatement. Information regarding the effect of
the restatement on our financial position and results of operations is provided in Note 18 of the Notes to the Consolidated Financial Statements.
Financial information included in reports on Form 10-Q and Form 8-K previously filed or furnished by Chordiant for these periods should not be
relied upon and are superceded by the information in this Transition Report on Form 10-K/T.

Overview

We are an enterprise software company that provides process-driven software solutions to global consumer companies to enable their success in
marketing, retaining, servicing and growing their customer base while improving internal operations. We concentrate on serving global
customers in retail financial services, communications and other consumer direct industries.
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We believe our solutions add business value and a return-on-investment for our customers by reducing operational costs and increasing
employee productivity. These improvements are realized by automating key business processes associated with servicing, selling and fulfilling
customer requests throughout the customer s enterprise.
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We offer a complete customer solution that includes software applications, business processes, tools and services that enable businesses to
integrate their customer information and corporate systems to produce a real- time view of customers across multiple forms of customer
interaction. We believe our solutions offer businesses the flexibility to set their business policies and processes to control the quality of
servicing, fulfillment and marketing to their customers. We believe that we are leaders in providing business process driven solutions for
customer management.

Our software solutions and architecture are based on leading industry standards that are widely adopted by business customers in the industries
we serve. We believe these solutions are capable of being the foundation for contemporary distributed computing environments required by
global business-to-consumer enterprises.

Subsequent to our fiscal year ended September 30, 2004, we acquired KiQ Limited, a privately held United Kingdom software company ( KiQ ),
on December 21, 2004, for an aggregate purchase price of approximately $20 million, which was comprised of $9.7 million in cash, $9.4 million
in our common stock and approximately $0.9 million in associated transaction costs. Through this transaction, we acquired a decision
management system that advances the state of analytics by exploiting the power of predictive data mining, analytical modeling, and strategy
formulation into real-time decision management and execution. Products and patent-pending technology acquired by us in this transaction enable
organizations to significantly increase the accuracy of marketing offers for retention, up-selling, crossing selling, and to model risk scenarios

such as customer churn and likelihood to default on payments. With the addition of KiQ s products and patent-pending technology we are able to
deliver a range of applications for real-time recommendation, retention, risk management and recruitment.

As a result of the transaction, Chordiant added 14 new customers primarily in financial services and telecommunications industries. Customers
include: O2, Orange and T-Mobile in the telecommunications sector and Fortis Banking and Insurance Group, DSB Bank, and SNS Bank, in the
European financial services sector. A total of 20 KiQ employees, including two founders and 15 engineering and technical staff, joined us as
employees.

Product Solutions

Our product solutions are designed for global enterprises seeking to optimize decision analysis, marketing, selling and servicing efforts. We have
designed our products to integrate customer information from different data sources, generate business processes based on a customer s specific
profile and requests, and provide uniform service and data to customers across multiple communication channels. Our products are designed to
enable companies to deliver appropriate offers and information to a targeted customer at the time of customer need.

Our solutions are designed to address the enterprise requirements of global consumer companies serving millions of individual customers across
multiple business channels integrating multiple lines of business. Our solutions are designed to enable global business-to-consumer enterprises

to optimize decision analysis, marketing, selling and servicing efforts. The solution suite is typically licensed as an integrated set of software

products that include: applications, business processes, the enterprise platform and software tools. The complete solution is based on open

systems software standards that are widely adopted by our industry and capable of deployment throughout a customer s information technology
infrastructure. We generally segregate our solutions into two product families that are application solutions and enterprise solutions which can be
licensed and implemented separately from each other or in combination, depending on our customers needs. The application solutions include
multiple applications providing decision management solutions, marketing solutions and vertical or industry specific solutions. These are sold

and licensed as Chordiant 5 Applications.
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The enterprise solutions consist of our enterprise platform products and selling and services application products that are described as Chordiant
5 Enterprise Platform and Chordiant 5 Selling and Services. Customers must license Chordiant 5 Enterprise Platform as a prerequisite to
licensing Chordiant 5 Selling and
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Services applications. The principal markets for our decision management solutions, marketing solutions, vertical solutions and our enterprise
solutions are substantially the same. For a discussion of the dollar amount of revenue contributed by our decision analysis, marketing solutions

and our enterprise solutions, we incorporate by reference the information located under the headings Results of Operations Comparison of the
Nine Months Ended September 30, 2004 to the Nine Months Ended September 30, 2003 Revenues and Results of Operations Comparison of the
Years Ended December 31, 2003 and 2002 Revenues in Item 7. Management s Discussion and Analysis of Financial Condition of Results of
Operations. This integrated suite includes the following products:

Chordiant S Applications

Chordiant 5 Decision Management Solutions. Chordiant 5 Decision Management is a suite of active decision management software products
designed to allow marketing professionals and management to make better decisions during customer interactions and as part of marketing
campaigns. Chordiant 5 Decision Management enables business users to develop decision strategies that predict customer behavior, control
customer strategy, add intelligence to decision management, makes real time recommendations to frontline representatives, and offers business
performance analysis. Chordiant 5 Decision Management Solutions include the following products:

Chordiant Predictive Analytics Director Chordiant Predictive Analytics Director provides marketing professionals
functionality which enables in-depth analysis of significant amounts of customer information using data-mining and
predictive analytical capabilities. It offers a streamlined business oriented process to quickly and accurately develop
accurate and reliable models of the analysis.

Chordiant Strategy Director Chordiant Strategy Director allows users to design customer interaction strategies and
marketing offers based on decisions and rules that reflect customer behavior, preferences, legislation, corporate policies
and the desired business outcome. The resulting decision logic is executed in our campaign management solution for
outbound communication or executed in real-time in multiple channels of communication.

Chordiant Decision Monitor Chordiant Decision Monitor provides management with insight into the business results, measures the
data analysis effectiveness, and allows an organization to continuously learn from the current and future data models. It is a software
module in which all decisions are automatically logged and stored in a monitoring database together with the relevant data as well as
subsequent customer information and behavior. This module can be integrated and analyzed by many third party business intelligence
tools.

Chordiant Deployment Manager Chordiant Deployment Manager provides the administrative function to prepare available data in the
operational environment and implement the decision logic into the production campaigns, business processes and applications.

Chordiant Real-Time Decisioning Server Chordiant Real-Time Decisioning Server generates the decisioning service that can be hosted
in industry-standard application servers.

Chordiant Database Decisioning Server The Chordiant Database Decisioning Server provides a user-friendly execution application for
datamining, analysis, and modeling to create the optimal decision logic and the appropriate decisions outcomes.

Chordiant 5 Marketing Solutions. Chordiant 5 Marketing automates the marketing processes required to plan, define, execute and optimize
marketing campaigns across multiple product lines and channels of communication in global business-to-consumer enterprises. Chordiant 5
Marketing solution is an integrated set of applications designed to support a full range of marketing relationship management processes and
serve the needs of corporate marketing departments and professionals. Chordiant 5 Marketing Solutions are comprised of the following
applications:

Table of Contents 9



Table of Contents

Edgar Filing: CHORDIANT SOFTWARE INC - Form 10-KT

10



Edgar Filing: CHORDIANT SOFTWARE INC - Form 10-KT

Table of Conten

Chordiant 5 Marketing Director provides the functionality for marketing professionals to plan, define, execute and optimize customer
relationships and marketing campaigns across all traditional media channels: direct mail, telesales, and print and broadcast advertising
and to schedule campaigns for real- time execution through communication channels such as; email, websites, wireless services, and
call center and branch applications.

Chordiant 5 Online Marketing provides the execution server for web and e-mail based marketing campaigns. Chordiant 5 Mobile
Marketing provides the execution server for mobile devices such as cellular phones.

Chordiant 5 OneReporting provides real-time access to detailed marketing and customer information for creating reports, analysis and
intelligent marketing decision-making.

Chordiant 5 Selling and Servicing. Chordiant 5 Selling & Servicing provides role-based application interfaces that optimize real-time, process
driven interactions between a company and its customers. These applications provide a company s representatives who interact with customers
and business partners a series of role-based interfaces for matching a company s unique business policies and processes to individual customers
to optimize customer interactions, case management and work management between front office and back office operations. These applications
automate a company s business policies, and processes which in turn accelerates customer servicing, improves marketing offers and sales cycles,
improves customer interactions and gains consistent customer interactions. Chordiant 5 Selling & Servicing applications enables companies to
increase the effectiveness of sales or service offerings by matching customer profiles and contact histories with appropriate offers to increase
cross-sell effectiveness and opportunities. Chordiant 5 Selling & Servicing applications are comprised of the following application products:

Chordiant 5 Branch Advisor is a web browser-based application that allows customer information and application functionality to be
broadly shared within and outside a company. Chordiant 5 Branch Advisor helps a company s employees and partners optimize
customer selling and servicing interactions through a company s branch, back-office and partner/retail operations.

Chordiant 5 Call Center Advisor is a web browser-based application designed to provide a full set of servicing and selling business
processes for high volume transactional call centers. The desktop environment is completely browser-based and utilizes server-side
computer telephony integration provided in Chordiant 5 Enterprise Platform for call handling, queuing, routing and sequencing
customer communications, application processes and work fulfillment. The environment is designed to meet the significant
performance and time-dependency requirements supporting high-volume transaction and business processes common to enterprise
contact centers.

Chordiant 5 Industry Solutions

In 2004 Chordiant introduced a series of applications for retail financial services that automate industry specific business processes in retail
banking and credit card servicing. Chordiant 5 Industry Solutions include:

Chordiant 5 Teller Solution. Chordiant 5 Teller Solution is a browser-based teller application driven by a high performance transactional
business process management system provided in Chordiant 5 Enterprise Platform. A number of application versions of Chordiant 5 Teller
Solution are offered based on the role and functionality required in branch operations. Chordiant 5 Teller Solution integrates to the retail banks
multiple lines of businesses and transactional systems providing a customer centric approach to service delivery and selling in branch operations.
The solution utilizes the strength of Chordiant 5 Enterprise Platform providing company-wide case management, customer history, work
management between front office and back office operations and may be deployed as an integral part of the retail bank s multichannel network
and architecture.
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Chordiant 5 Card Servicing Solution. Chordiant 5 Card Servicing Solution consists of complete customer servicing application and Chordiant
Dispute & Chargeback modules. The card servicing application provides
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complete customer profile, history, case management and automates work management within the multiple functions of a card issuer. The Card
Dispute & Chargeback modules are a series of business processes and the policies that orchestrate the dispute and chargeback function from
customer initiation through resolution integrating roles, functions and systems that support these processes. The Chordiant 5 Card Servicing
Solution streamlines and automates these complex processes providing consistent means of arbitration, appeal and compliance procedures. The
Chordiant 5 Card Servicing Solution utilizes the strength of Chordiant 5 Enterprise Platform providing company-wide case management,
customer history, work management between front office and back office operations and is deployed as an integral part of the card issuer and
bank s multichannel network and architecture.

Chordiant 5 Enterprise Solutions

Chordiant 5 Enterprise Platform. Chordiant 5 Enterprise Platform includes a number of software servers for managing a company s business to
consumer policies, processes, profiles and integration interfaces and connections to legacy systems. Chordiant 5 Enterprise Platform includes
Chordiant 5 Foundation Server and a set of optional Chordiant 5 Enterprise Server products and tools.

Chordiant 5 Enterprise Platform is a process-based architecture that provides a rich set of integration services, system services and application
components. Customers can configure and customize these services and components as unique applications for their individual business
processes and policies. It is a flexible and open web services-based platform for building and supporting enterprise-class process-driven business
applications that integrate multiple channels and provide a consistent, real-time customer view.

Chordiant 5 Enterprise Platform is developed on the industry standard J2EE, XML and Web-Services software standards and is designed to
process tens of millions of customer interactions, with real-time integration of customer, account, order, and product information across
numerous enterprise data sources and applications. It includes Chordiant Foundation Server and Chordiant Tools that enable customers and
system integrators to integrate with existing systems and configure the unique business processes and policies consistently across multiple
channels of communications. Chordiant 5 Enterprise Platform includes the following products:

Chordiant 5 Foundation Server provides the software infrastructure to allow companies to access multiple data resources residing
within a company s transaction systems and fulfillment systems while integrating with many existing enterprise back-office
applications. Chordiant 5 Foundation Server integrates and communicates with telephony equipment, legacy systems and transactional
applications. Chordiant 5 Foundation Server provides the functionality to integrate our customers data sources into a cohesive
architecture that leverages this information through business processes to provide a universal desktop for representatives servicing,
selling and fulfilling customers inquiries for a consistent customer experience. It provides support for electronic communications,
telephony systems and switches, relational databases, back-office business applications and legacy data warehouses. The Chordiant 5
Foundation Server includes a business process server, an integration server, an integrated set of application components and integrated
tool environment for application customization and deployment.

Chordiant 5 Connectors are connectivity applications that allow a business to access information and communications systems for
maintaining persistent, real-time connections between information technology systems.

Chordiant 5 Collaboration Server is a Web-based interaction server that includes functionality for online chat, Web page publishing,
synchronized co-browsing, and provides support for advanced Web applications.

Chordiant 5 Rules Server is a configurable business policy server that allows companies to implement policies specific to their
customer profiles, offers and business processes.
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Chordiant 5 Knowledge Server is a knowledge based server designed to provide intelligent responses to customer requests that are
based on customer profiles, offerings of interest and an optimized set of similar inquiries.

Chordiant 5 Interaction Server is an interaction server for delivering complicated interactions to a web browser at the user interface
such as smart forms, answer checking, and guided interactions.

Customers

We target global market leaders in business-to-consumer industries, particularly companies in the financial services and telecommunications
industries. Our customers include: Time Warner Cable, Covad Communications, 21st Century Insurance, USAA, T-Mobile, Lloyds TSB Bank,
Bank of Ireland, The Royal Bank of Scotland plc, Metropolitan Life Insurance Company, Signal Iduna, Deutsche Bank, Canadian Tire Financial
Services, Barclay s Bank, Direct Line, Canadian Imperial Bank of Commerce, Halifax plc, Nokia, British Telecom and British Sky Broadcasting
(BskyB). For the nine months ended September 30, 2004, Barclay s Bank, Time Warner Cable, and the Canadian Imperial Bank of Commerce
accounted for 11%, 11% and 10% of our total revenues, respectively. David A. Weymouth, a director of ours, is the corporate responsibility
director of Barclay s Group, an affiliate of Barclay s Bank.

Technology

Chordiant s solutions and core technology are implemented using industry standard software that includes J2EE, XML, and Web Services. This
industry standard set of development specifications leverages the strengths of the Java programming language to enable software applications
that are easier to develop, configure and integrate with legacy and third-party information technology systems. Our software architecture that
was pioneered in 2000 and internally developed core technology is named Chordiant JX Architecture. This architecture is designed for
supporting enterprise-class process-driven business applications that integrate multiple channels and provide a unified, real-time customer view.

Chordiant JX Architecture leverages J2EE and Web Services extensively to provide a services oriented architecture for use by Chordiant
applications and other systems. The business services and related business components use a data persistence foundation with built-in support
for Oracle and DB2 databases as well as IBM WebSphere MQ messaging. The persistence layer is fully extensible to other data sources,
including those built on the Java Connector Architecture (JCA).

Chordiant s web browser technology delivers consistent self-service and agent-driven customer interaction processes using a rich web-based
application platform that provides desktop interface behavior in a browser-based technology with high performance, low maintenance costs, and
flexibility to meet the differing demands of a diverse user population.

Certain of our products use technology modules from third-party technology providers including IBM, BEA Systems, Sun Microsystems and
Ingenieria de Software Bancario, S.L. ISBAN). Our enterprise platform solutions support industry standard J2EE application servers including
IBM WebSphere and BEA WebLogic. Our server software runs on UNIX server platforms from Sun Microsystems, IBM and Linux. In 2004,
Chordiant announced support and certification for the IBM Grid Computing environment.

Sales and Marketing

Table of Contents 15



Edgar Filing: CHORDIANT SOFTWARE INC - Form 10-KT

We license our solutions and sell services primarily through a direct sales organization that is complemented by selling and support efforts
through business alliance partners such as IBM and Accenture, systems integrators and technology vendors. Our market focus is the
business-to-consumer segment of the economy with a targeted effort on leading consumer focused industries and companies using multiple
channels as the means of conducting business and serving customers. We target our sales and marketing efforts, together with our product design
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efforts, on industries such as retail banking, insurance, consumer financial services, telecommunications and consumer direct industries.

The sales process generally ranges from three to twenty-four months depending on the level of knowledge that prospective customers need about
the use and benefits of our solutions and the involvement of systems integrators. During the sales process, we typically approach the senior
management teams of the business and information technology departments of a prospective customer s organization. We utilize sales teams
consisting of sales and technical professionals who work with our systems integration partners to create company specific proposals,
presentations and demonstrations that address the needs of the business and its technology requirements.

In the United States we have sales offices in the greater metropolitan areas of Boston, Massachusetts and Manchester, New Hampshire. Our
corporate offices are located in Cupertino, California. Outside the United States, we have offices in the greater metropolitan areas of London,
Paris, Amsterdam, Frankfurt, and Munich.

Our Services

We offer a comprehensive set of customer services including professional consulting services and product support and training services. We
believe that providing high quality customer service is critical to achieving rapid product implementation, customer success and revenue growth.

Professional Services

We provide implementation consulting and customer support services to licensed customers through our worldwide professional services
organization. Our professional services consulting teams assist customers and systems integrator partners in the design and implementation of
our software solutions.

Our professional services organization deploys consultants as part of the project team alongside systems integration partners and members of the
customer s internal team to provide technical knowledge, business engineering, project guidance and quality assessments during project
implementation. In the design stage, we provide a variety of professional services that help determine a customer s business processes and the
technical requirements of the solutions implementation. In the implementation stage, we use a delivery methodology to assist customers and
integration partners in planning and managing the implementation. Typically, systems integrators, supported by our consultants, manage the
overall project and implement the products with a customer s existing communications, applications, databases and transaction systems. In the
final phases of an implementation, the systems integrators provide deployment services to enable a customer s internal team to implement the
system, train internal users and provide first-level end-user support.

Although our primary strategy is to leverage our strategic systems integration partners for implementations, our internal professional services
organization is often integral in implementing our enterprise platform software solutions for our customers. We believe that our consulting
services enhance the use and administration of our software solutions, facilitate the implementation of our solutions and result in sharing best
business practices with client and systems integrator project teams. In addition to implementing our software, our professional services
organization works closely with our internal research and development organization to enhance existing, and design our new, software solutions.
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We provide our customers with support and maintenance services including telephone support, web-based support and updates to our products
and documentation. We believe that providing a high level of technical support is critical to customer satisfaction. We also offer extensive
training programs to our customers and other companies with which we have relationships to accelerate the implementation and adoption of our

solutions by the users within a company. Fees for our training services are typically charged separately from our software license, maintenance
and consulting fees.
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Customer Support

Our customers have a choice of support and maintenance options depending on the level of service desired. Our technical support services are
available to clients by telephone, over the web, by e-mail and on-site. Additionally, we provide product enhancement releases to all customers as
part of our support and maintenance contracts. We use a customer service automation system to track each customer inquiry until it is resolved.
We also make use of our website and a secured customer forum to provide product information and technical support information worldwide 24
hours a day, seven days a week.

In fiscal year 2003 we entered into an agreement with an independent contracting company with global technical resources and an operations
center in Bangalore, India. The agreement provides for the independent contractor, at our direction, to attract, train, assimilate and retain
sufficient highly qualified personnel to perform technical support and certain sustaining engineering functions.

Educational Services

We provide educational services through an outsourced arrangement to train and enable our systems integrators and customers to use our
products. Our training partners offer a comprehensive series of training modules to provide the knowledge and skills to successfully deploy, use
and maintain our products. These training courses focus on the technical aspects of our products as well as business issues and processes.
Training courses can be provided on-site for a custom session for a fee and through classroom and lab instruction.

Product Development

We have made substantial investments in research and development through internal development, acquisitions and technology licensing. Our
product development efforts are focused on extending our enterprise software solutions, application components, industry specific processes and
business process functionality, and continued integration of industry-specific transaction systems and services. Our product development
organization is responsible for new software products, product architecture, core technologies, product testing, quality assurance and ensuring
the compatibility of our products with third-party hardware and software platforms.

Our product development resources are organized into a number of development teams including:

Enterprise Platform and Tools development;

Applications, including our Decision Management, Marketing, Selling and Servicing applications and industry specific processes;

Documentation; and

Product Test and Release Management.
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Our product development teams have extensive experience in enterprise and distributed computing, J2EE and object oriented development, data
management, process and workflow engineering, transaction system interfaces, Internet and Web-Services technologies. Our research and
development expenditures were $13.2 million and $12.1 million for the nine months ended September 30, 2004 and 2003, respectively.

Strategic Partnerships

Establishing partnerships and alliances with third parties that provide additional services and resources for implementing our solutions to
enhance our sales and service organizations productivity is an important element of our strategy. These relationships and alliances fall into the
following categories:
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Consulting and System Integration Relationships. To enhance the productivity of our sales and service organizations, we have established
relationships with systems integrators, complementary technology providers and alternative service providers. We have established relationships
and trained professionals at a number of systems integrators including: Accenture, Cap Gemini Ernst and Young, and IBM Global Services and
Business Agility. We plan to expand these relationships to increase our capacity to license and implement our products. We have trained
consultants in these organizations for the implementation and support of our solutions. We believe that expanding our relationships with systems
integrators and independent consulting firms will enable us to gain a greater share of our target markets.

Technology Partnerships. We make extensive use of industry platforms and embrace a number of core technologies in our solution offerings.
We have formed partnerships with vendors of software and hardware technology platforms. We currently maintain technology relationships with
vendors such as Avaya/Lucent, Alcatel/Genesys, BEA Systems, Cisco Systems, IBM, Oracle, ISBAN and Sun Microsystems. Many of these
companies voluntarily provide us with early releases of new technology platforms, education related to those platforms and limited access to
their technical resources to facilitate adoption of their technology.

Competition

The market for our products is competitive, rapidly evolving, and can be affected by new product introductions and other market activities of
industry participants. The competitive landscape is quickly evolving to address the need for enterprise-wide integration of IT assets and the
convergence of customer interaction applications, back-office systems and business processes. The most significant competition we face is from
customers internal development efforts, custom system integration, as well as other software providers that offer integration and development
platforms.

Internal Development

Many of our customers and potential customers have in the past attempted to develop customer service, call center and customer relationship
management systems in-house or with the help of systems integrators. Internal information technology departments have staffed projects to build
their own systems utilizing a variety of tools. In some cases, such internal development projects have been successful in satisfying the needs of
an organization. The cost of internal development and total cost-of-ownership has risen to become a primary concern of the business and
management. We expect that internal development will continue to be a significant source of competition.

Custom System Integration Projects

Another source of competition results from systems integrators engaged to build a custom development application. The introduction of a
systems integrator typically increases the likelihood of success for the customer. The competitive factors in this area require that we demonstrate
to the customer the cost savings and advantages of a configurable, upgradeable and commercially supported software products developed by a
dedicated professional software organization.

We frequently rely on system consulting and systems integration firms for implementation and other global services, as well as
recommendations of our products during the evaluation stage of the purchase process. Many of these third parties have similar and often more
established relationships with our competitors. We cannot assure that these third parties, many of whom have significantly greater resources than
us, will not market software products in competition with us.
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Our primary competition is from internal development at our customers and potential customers as discussed. However, other competitors
include providers of traditional, first-generation customer relationship
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management, enterprise resources planning, call center, marketing automation software and sales force automation software. These vendors
include, among others, companies such as: PeopleSoft, Inc. (acquired by Oracle Corporation), Pegasystems Inc., Amdocs, and Siebel Systems,
Inc.

Some of these companies have longer operating histories, greater financial, marketing and other resources, greater name recognition in other
markets and a larger base of customers than we do. In addition, some companies have well-established relationships with our current and
potential customers. As a result, these competitors may be able to devote greater resources to the development, promotion and sale of their
products than we can.

We believe that we compete favorably in the industries we serve based on the following competitive advantages: process-driven solutions for
servicing and selling; real-time and transactional processes; real-time decision management and vertical processes implemented in a
Multichannel architecture. The technology advantages are equally important to our customers and include: Chordiant JX Architecture providing
an open services oriented architecture providing for integration with multiple legacy systems, third-party applications and communication
channels and advanced browser based application environment for high volume call center, mid-office and branch operations.

There is no one competitor, nor are there a small number of competitors that are dominant in our market. There are many factors that may
increase competition in the enterprise customer relationship management market, including (i) entry of new competitors, (ii) mergers and
alliances among existing competitors, (iii) consolidation in the software industry and (iv) technological changes or changes in the use of the
Internet. Increased competition may result in price reductions, reduced gross margins and loss of market share, any of which could materially
and adversely affect our business, operating results and financial condition. We cannot assure that we will be able to compete successfully
against current and future competitors or that competitive pressure faced by us will not materially and adversely affect our business, operating
results and financial condition.

Intellectual Property and Proprietary Rights

Our success is in part dependent upon our ability to develop and protect proprietary technology and intellectual proprietary rights. We rely
primarily on a combination of contractual provisions, confidentiality procedures, patents pending, trade secrets, and copyright and trademark
laws to protect our intellectual property and proprietary rights.

We license our products through non-exclusive license agreements that impose restrictions on customers ability to utilize the software. In
addition, we seek to avoid disclosure of our trade secrets, including requiring employees, customers and others with access to our proprietary
information to execute confidentiality agreements with us and restricting access to our source code. We also seek to protect our rights in our
products, documentation and other written materials under trade secret and copyright laws. Due to rapid technological change, we believe factors
such as the technological and creative skills of our personnel, new product developments and enhancements to our existing products are more
important than the various legal protections of our technology to establishing and maintaining a technology leadership position.

We integrate third party software into our products. Costs associated with integrated technology provided by third parties historically accounts
for approximately 4% to 7% of total license revenues. The third party software may not continue to be available on commercially reasonable
terms or at all. If we cannot maintain licenses to key third party software, shipments of our products could be delayed until equivalent software is
developed or licensed and integrated into our products. Moreover, although we are generally indemnified against claims if technology licensed
from third parties infringes the intellectual property and proprietary rights of others, this indemnification is not always available for all types of
intellectual property and proprietary rights and in some cases the scope of this indemnification is limited. There can be no assurance that
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claims arising from the incorporation of third-party technology or claims for indemnification from our customers resulting from these claims
will not be asserted or prosecuted against us. These claims, even if not meritorious, could result in the expenditure of significant financial and
managerial resources, in addition to potential product redevelopment costs and delays.

Despite our efforts to protect our proprietary rights, existing laws afford only limited protection. Attempts may be made to copy or reverse
engineer aspects of our products or to obtain and use information that we regard as proprietary. There can be no assurance that we will be able to
protect our proprietary rights against unauthorized third party copying or use. Use by others of our proprietary rights could materially harm our
business. Furthermore, policing the unauthorized use of our products is difficult and expensive litigation may be necessary in the future to
enforce our intellectual property rights.

It is also possible that third parties will claim that we have infringed their current or future products. We expect that software developers will
increasingly be subject to infringement claims as the number of products in different industry segments overlap. Any claims, with or without
merit, could be time-consuming, result in costly litigation, prevent product shipment, cause delays, or require us to enter into royalty or licensing
agreements, any of which could harm our business. Patent litigation in particular has complex technical issues and inherent uncertainties. If an
infringement claim against us was successful and we could not obtain a license on acceptable terms, license a substitute technology or redesign
to avoid infringement, our business would be harmed.

Employees

As of September 30, 2004, we employed 276 full time employees. Of that total, 90 were primarily engaged in product development, engineering
or systems engineering, 79 were engaged in sales and marketing, 67 were engaged in professional services and 40 were engaged in operational,
financial and administrative functions.

None of our employees are represented by a labor union and we have never experienced a work stoppage. We believe that our relations with our
employees are good. We believe our future success will depend in part on our continued ability to recruit and retain highly skilled technical,
finance, management and marketing personnel.

Financial Information About Geographic Areas

For a detailed description of our sales by geographic region, we incorporate by reference the information in Note 17 to our consolidated financial
statements contained in Item 8 of this Form 10-K/T. For information relating to the risks attendant to our foreign operations, we incorporate by
reference the information under the headings  Risk Factors If we fail to adequately address the difficulties of managing our international
operations, our revenues and operating expenses will be adversely affected and  Risk Factors Fluctuations in the value of the U.S. dollar relative
to foreign currencies could make our products less competitive in international markets and could negatively affect our operating results and

cash flows.

Available Information
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We were incorporated in California in March 1991 and were reincorporated in Delaware in October 1997.

We maintain a site on the world-wide web at www.chordiant.com; however, information found on our website is not incorporated by reference
into this Transition Report on Form 10-K/T. We make available free of charge on or through our website our filings with the Securities and
Exchange Commission, including our Transition Report on Form 10-K/T, quarterly reports on Form 10-Q, current reports on Form 8-K and
amendments to those reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act, as soon as reasonably
practicable after we electronically file such material with, or furnish it to, the Securities and Exchange Commission.
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RISK FACTORS

Weakness in technology spending in our target markets combined with geopolitical concerns could make the closing of license
transactions with new and existing customers difficult.

Our revenues will decrease in 2005 if we are unable to enter into new large-scale license transactions with new and existing customers. The
current state of world affairs and geopolitical concerns have left many customers reluctant to enter into new large value license transactions
without some assurance that the economy both in the customer s home country and worldwide will have some economic and political stability.
Continued or further weakness in technology spending and geopolitical instability will continue to make closing large license transactions
difficult. In addition, we cannot predict what effect the U.S. military presence overseas or potential or actual political or military conflict have
had or are continuing to have on our existing and prospective customers decision-making process with respect to licensing or implementing
enterprise-level products such as ours. Our ability to enter into new large license transactions also directly affects our ability to create additional
consulting services and maintenance revenues, on which we also depend.

Historically, we have not been profitable and we may continue to incur losses, which may raise vendor viability concerns thereby
making it more difficult to close license transactions with new and existing customers.

We incurred losses of $0.4 million and $12.5 million for the nine months ended September 30, 2004 and 2003, respectively. We incurred losses
of $16.4 million and $32.3 million for years ended December 31, 2003 and 2002, respectively. As of September 30, 2004, we had an
accumulated deficit of $189.3 million. We may continue to incur losses and cannot be certain that we can achieve or generate sufficient revenues
to achieve profitability. Continued losses may leave many customers reluctant to enter into new large value license transactions without some
assurance that we will operate profitably. If we fail to enter into new large value license transactions due to lack of vendor profitability and or
viability concerns, our revenues will decline, which would further adversely affect our operating results.

Because a small number of customers account for a substantial portion of our revenues, the loss of a significant customer could cause a
substantial decline in our revenues.

We derive a significant portion of our software license revenues in each quarter from a limited number of customers. The loss of a major
customer in a particular quarter could cause a decrease in revenues and net income. For the nine months ended September 30, 2004, Barclays,
Time Warner Cable, and the Canadian Imperial Bank of Commerce accounted for 11%, 11% and 10% of our total revenues, respectively. For
the nine months ended September 30, 2003, the Royal Bank of Scotland and Barclays accounted for 14% and 10% of our total revenues,
respectively. While our customer concentration has fluctuated, we expect that a limited number of customers will continue to account for a
substantial portion of our revenues. As a result, if we lose a major customer, or if a contract is delayed or cancelled or we do not contract with
new major customers, our revenues and net loss would be adversely affected. In addition, customers that have accounted for significant revenues
in the past may not generate revenues in any future period, causing our failure to obtain new significant customers or additional orders from
existing customers to materially affect our operating results.

If we fail to adequately address the difficulties of managing our international operations, our revenues and operating expenses will be
adversely affected.
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For the nine months ended September 30, 2004, international revenues were $32.0 million or approximately 52% of our total revenues. For the
nine months ended September 30, 2003, international revenues were $37.0 million or approximately 76% of our total revenues. For the year
ended December 31, 2003, international revenues were $52.4 million or approximately 77% of our total revenues. While we expect North
American revenues to increase as a percentage of our overall revenues, international revenues will continue to represent a
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significant portion of our total revenues in future periods. We have faced, and will continue to face, difficulties in managing international
operations which include:

Difficulties in hiring qualified local personnel;

Seasonal fluctuations in customer orders;

Longer accounts receivable collection cycles;

Expenses associated with licensing products and servicing customers in foreign markets; and

Economic downturns and political uncertainty in international economies.

Any of these factors could have a significant impact on our ability to license products on a competitive and timely basis and could adversely
affect our operating expenses and net income.

If we cannot meet the NASDAQ Listing requirements and NASDAQ rules, NASDAQ may delist our common stock, which could
negatively affect the price of our common stock, your ability to sell our common stock and generally could harm our business.

On February 15, 2005, we were notified by the NASDAQ Listing Qualifications Department that we were not in compliance with the
requirements of certain NASDAQ rules as a result of the Company s failure to file its quarterly report on Form 10-Q for the period ended
December 31, 2004 and are subject to delisting proceedings. On March 17, 2005 the Company attended a hearing before the NASDAQ Listing
Qualifications Panel ( Panel ) and requested a conditional listing on the NASDAQ National Market until April 22, 2005 to provide the Company
an opportunity to file its periodic reports with the Securities and Exchange Commission and become compliant with NASDAQ listing
requirements. As of the date of this filing, the Panel is still considering our request. If we are delisted from NASDAQ, trading of our common
stock would thereafter be conducted in the over-the-counter market or on the National Association of Securities Dealers, Inc. electronic bulletin
board. As a consequence of any such delisting, the value of our common stock could be adversely affected, which could negatively affect our
operations. Market liquidity for our common stock could be severely and adversely affected as a stockholder would likely find it more difficult
to sell shares of our common stock or to obtain accurate quotations as to the prices of our common stock. Delisting could also result in the loss
of confidence by prospective and existing customers and employees, which would further harm our business.

Fluctuations in the value of the U.S. dollar relative to foreign currencies could make our products less competitive in international
markets and could negatively affect our operating results and cash flows.

A significant portion of our sales and operating expenses result from transactions outside of the United States, often in foreign currencies. These
currencies include the United Kingdom Pound Sterling, the Euro and Canadian Dollars. Our international sales comprised 52% and 76% of our
total sales for the nine months ended September 30, 2004 and 2003, respectively. Our international sales comprised 77% of our total sales for the
year ended December 31, 2003. Our future operating results will continue to be subject to fluctuations in foreign currency rates, especially if
international sales grow as a percentage of our total sales, and we may be negatively impacted by fluctuations in foreign currency rates in the
future.
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Competition in our markets is intense and could reduce our sales and prevent us from achieving profitability.

Increased competition in our markets could result in price reductions for our products and services, reduced gross margins and loss of market
share, any one of which could reduce our future revenues. The market for our products is intensely competitive, evolving and subject to rapid
technological change. We consider our primary
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competition to be from internal development, custom systems integration projects and application software competitors. In particular, we
compete with:

Internal information technology departments: in-house information technology departments of potential customers have developed or
may develop systems that provide some or all of the functionality of our products. We expect that internally developed application
integration and process automation efforts will continue to be a significant source of competition.

Point application vendors: we compete with providers of stand-alone point solutions for web-based customer relationship
management and traditional client/server-based, call-center service customer and sales-force automation solution providers.

Many of our competitors have greater resources and broader customer relationships than we do. In addition, many of these competitors have
extensive knowledge of our industry. Current and potential competitors have established, or may establish, cooperative relationships among
themselves or with third parties to offer a single solution and to increase the ability of their products to address customer needs.

We may experience a shortfall in revenue, earnings, cash flow or otherwise fail to meet public market expectations, which could
materially and adversely affect our business and the market price of our common stock.

Our revenues and operating results may fluctuate significantly because of a number of factors, many of which are outside of our control. Some
of these factors include:

Size and timing of individual license transactions;

Delay or deferral of customer implementations of our products and subsequent impact on services revenues;

Lengthening of our sales cycle;

Further deterioration and changes in domestic and foreign markets and economies;

Success in expanding our global services organization, direct sales force and indirect distribution channels;

Timing of new product introductions and product enhancements;

Appropriate mix of products licensed and services sold;

Levels of international transactions;
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Activities of and acquisitions by competitors;

Product and price competition; and

Our ability to develop and market new products and control costs.

One or more of the foregoing factors may cause our operating expenses to be disproportionately high during any given period or may cause our
revenues and operating results to fluctuate significantly. Based upon the preceding factors, we may experience a shortfall in revenues and
earnings or otherwise fail to meet public market expectations, which could materially and adversely affect our business, financial condition,
results of operations and the market price of our common stock.

Our operating results fluctuate significantly and delays in implementation of our products may cause unanticipated declines in revenues
or cash flow, which could disappoint investors and result in a decline in our stock price.

Our quarterly revenues depend primarily upon product implementation by our customers. We have historically recognized a significant portion
of our license and services revenue through the percentage-of-completion method, using labor hours incurred as the measure of progress towards
completion of implementation
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of our products and we expect this practice to continue. The percentage of completion accounting method requires ongoing estimates of progress
of complicated and frequently changing technology projects. Documenting the measure of progress towards completion of implementation is
subject to potential errors and changes in estimates. As a result, even minor errors or minor changes in estimates may lead to significant changes
in accounting results which may be revised in later quarters due to subsequent information and events. Thus, delays or changes in customer
business goals or direction when implementing our software may negatively impact our quarterly revenue. In addition, a significant portion of
new customer orders have been booked in the third month of the calendar quarter, with many of these bookings occurring in the last two weeks
of the third month. We expect this trend to continue and, therefore, any failure or delay in bookings would decrease our quarterly revenue. If our
revenues or operating margins are below the expectations of the investment community, our stock price is likely to decline.

If we fail to maintain and expand our relationships with systems integrators and other business partners, our ability to develop, market,
sell, and support our products may be adversely affected.

Our development, marketing and distribution strategies increasingly rely on our ability to form and maintain long-term strategic relationships
with system integrators, in particular, our existing business alliance partners, IBM and Accenture. These business relationships often consist of
joint marketing programs, technology partnerships and resale and distribution arrangements. Although most aspects of these relationships are
contractual in nature, many important aspects of these relationships depend on the continued cooperation between the parties. Divergence in
strategy, change in focus, competitive product offerings or potential contract defaults may interfere with our ability to develop, market, sell, or
support our products, which in turn could harm our business. If either IBM or Accenture were to terminate their agreements with us or our
relationship were to deteriorate, it could have a material adverse effect on our business, financial condition and results of operations. In many
cases, these parties have extensive relationships with our existing and potential customers and influence the decisions of these customers. A
number of our competitors have stronger relationships with IBM and Accenture and, as a result, these parties may be more likely to recommend
competitors products and services.

Our primary products have a long sales and implementation cycle, which makes it difficult to predict our quarterly results and may
cause our operating results to vary significantly.

The period between initial contact with a prospective customer and the implementation of our products is unpredictable and often lengthy,
ranging to date from three to twenty-four months. Thus, revenue and cash receipts could vary significantly from quarter to quarter. Any delays in
the implementation of our products could cause reductions in our revenues. The licensing of our products is often an enterprise-wide decision
that generally requires us to provide a significant level of education to prospective customers about the use and benefits of our products. The
implementation of our products involves significant commitment of technical and financial resources and is commonly associated with
substantial implementation efforts that may be performed by us, by the customer or by third-party systems integrators. Customers generally
consider a wide range of issues before committing to purchase our products, including product benefits, ability to operate with existing and
future computer systems, vendor financial stability and longevity, ability to accommodate increased transaction volume and product reliabi
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