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PART I -- FINANCIAL INFORMATION

Item 1. Condensed Consolidated Financial Statements

CHORDIANT SOFTWARE, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(In thousands)

(Unaudited)
September 30, 2003 December 31, 2002
ASSETS
Current assets:
Cash and cash equivalents $ 32,094 $ 30,731
Short-term investments and restricted cash 581 9,245
Accounts receivable, net 15,226 15,343
Prepaid expenses and other current assets 3,096 3,162
Total current assets 50,997 58,481
Restricted cash 1,500 1,500
Property and equipment, net 3,313 5,069
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September 30, 2003 December 31, 2002
Goodwill, net 24,874 24,874
Intangible assets, net 2,304 4,975
Other assets 2,308 1,788
Total assets $ 85,296 $ 96,687
LIABILITIES AND STOCKHOLDERS' EQUITY
Current liabilities:
Borrowings $ 1,191 $ 1,114
Accounts payable 2,797 5,936
Accrued expenses 11,327 14,007
Deferred revenue 16,722 15,990
Total current liabilities 32,037 37,047
Deferred revenue, long-term 5,241 8,532
Borrowings, long-term 940 136
Other liabilities 90 161
Total liabilities 38,308 45,876
Stockholders' equity:
Common stock 55 55
Treasury stock (332) (332)
Additional paid-in capital 233,774 230,192
Notes receivable from stockholders -- (496)
Deferred stock-based compensation (3,446) (6,750)
Accumulated deficit (184,969) (172,503)
Accumulated other comprehensive income 1,906 645
Total stockholders' equity 46,988 50,811
Total liabilities and stockholders' equity $ 85,296 $ 96,687

The accompanying notes are an integral part of these condensed consolidated financial statements.
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CHORDIANT SOFTWARE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
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(In thousands, except per share data)

(Unaudited)
Three Months Ended Nine Months Ended
September September September September
30, 2003 30, 2002 30, 2003 30, 2002
Revenues:
License $ 6,642 $ 8,625 $ 17,266 25,747
Service 11,124 10,276 31,400 31,038
Total revenues 17,766 18,901 48,666 56,785
Cost of revenues:
License 267 163 847 1,218
Service 6,406 7,018 18,356 23,177
Non-cash compensation
expense 343 62 1,121 233
Total cost of revenues 7,016 7,243 20,324 24,628
Gross profit 10,750 11,658 28,342 32,157
Operating expenses:
Sales and marketing:
Non-cash
compensation expense 304 77 995 313
Other sales and
marketing expense 4,995 7,619 15,728 25,038
Research and development:
Non-cash
compensation expense 414 212 1,279 602
Other research and
development expense 4,110 5,281 12,075 15,382
Purchased in-process
research and
development - = — 997
General and administrative:
Non-cash
compensation expense 675 61 1,653 222
Other general and
administrative expense 1,432 2,323 4,942 6,448
Amortization of intangible
assets 890 954 2,671 2,732
Restructuring expense -- 225 1,161 4,723
Total operating expenses 12,820 16,752 40,504 56,457
Loss from operations (2,070) (5,094 (12,162) (24,300
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Interest expense (37 (68) (131) (161)
Other income (expense), net (22 194 (173) 736
Net loss $ (2,129 $ (4,968) $  (12,466) $ (23,725

Net loss per share:
Basic and diluted $ (0.04) $ (0.09) $ (0.22) $ (0.43)

Shares used in per share calculation:
Basic and diluted 60,037 55,547 57,327 54,726

The accompanying notes are an integral part of these condensed consolidated financial statements.
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CHORDIANT SOFTWARE, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
(In thousands)
(Unaudited)

Nine Months Ended

September 30, September 30,
2003 2002

Cash flows from operating activities:
Net loss $ (12,466) $ (23,725)

Adjustments to reconcile net loss to net cash used in operating activities:

Depreciation and amortization 2,088 2,915
Amortization of intangibles 2,671 2,732
Non-cash compensation expense 5,048 1,369
Provision for doubtful accounts 21 554
Warrants issued to customers 55 --
(Gain) loss on disposal of assets 88 7)
Purchased in-process research and development -- 997

Changes in assets and liabilities:

Accounts receivable 96 6,790
Prepaid expenses and other current assets 66 2,263
Other assets (520) (273)
Accounts payable (3,139) 296
Accrued expenses (2,537) 2,084
Deferred revenue (2,559) (3,880)
Other liabilities (71) (800)

Net cash used in operating activities (11,159) (8,685)
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Cash flows from investing activities:
Property and equipment purchases
Proceeds from disposal of property and equipment
Cash used for acquisition, net of cash acquired
Restricted cash

Purchases of short-term investments

Proceeds from sales and maturities of short-term investments

Net cash provided by investing activities

Cash flows from financing activities:
Exercise of stock options

Proceeds from issuance of common stock

Proceeds from issuance of common stock for employee stock purchase plan

Proceeds from borrowings
Repayment of notes receivable

Repayment of borrowings

Net cash provided by financing activities

Effect of exchange rate changes on cash and cash equivalents

Net increase in cash and cash equivalents

Cash and cash equivalents at beginning of period

Cash and cash equivalents at end of period

Supplemental noncash activities:

Common stock issued for stockholder notes

Issuance of warrants

Compensation expense relating to change in status of employee

Compensation expense relating to issuance of common stock to employees

Nine Months Ended
(438) (1,100)
18 88
-- (4,768)
44 --
(576) (9,044)
9,196 21,182
8,244 6,358
359 1,490
-- 3,029
1,281 1,542
3,491 444
496 --
(2,610) (1,128)
3,017 5,377
1,261 714
1,363 3,764
30,731 27,068
$ 32,094 $ 30,832
$ - 3 496
$ - 3 112
$ - $ 58
$ 130 $ ==

The accompanying notes are an integral part of these condensed consolidated financial statements.
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CHORDIANT SOFTWARE, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

NOTE 1--BASIS OF PRESENTATION:

The accompanying unaudited condensed consolidated financial statements reflect all adjustments, consisting of only normal and recurring items,
which in the opinion of management, are necessary to present fairly the financial position, results of operations and cash flows for the interim
periods presented. The results of operations for interim periods are not necessarily indicative of the results expected for the full fiscal year or for
any future period. These financial statements should be read in conjunction with the consolidated financial statements and related notes included
in our Annual Report on Form 10-K for the fiscal year ended December 31, 2002.

We believe that the effects of our strategic actions implemented to improve revenue as well as control costs will be adequate to generate
sufficient cash resources to fund our operations for the reasonably foreseeable future. Failure to generate sufficient revenues or control spending
could adversely affect our ability to achieve our business objectives.

NOTE 2--SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES:
Reclassifications

Certain reclassifications have been made to prior year balances to conform to current year presentation.
Principles of consolidation

The accompanying condensed consolidated financial statements include our accounts and the accounts of our wholly-owned subsidiaries. All
significant intercompany transactions and balances have been eliminated in consolidation.

Use of estimates

The preparation of financial statements in conformity with accounting principles generally accepted in the United States of America requires
management to make estimates and assumptions that affect the reported amounts of assets and liabilities, disclosures of contingent assets and
liabilities at the date of the financial statements and the reported amounts of revenues and expenses during the reporting periods. Such estimates
include the allowance for doubtful accounts, valuation of goodwill and intangible assets, valuation of deferred tax assets, restructuring costs,
contingencies and the estimates associated with the percentage-of-completion method of accounting for certain of our revenue contracts. We
base our estimates on historical experience and on various other assumptions that are believed to be reasonable under the circumstances, the
results of which form the basis for making judgments about the carrying values of assets and liabilities that are not readily apparent from other
sources. Actual results may differ from these estimates under different assumptions or conditions.

Revenue recognition

We derive revenues from licenses of our software and related services, which include assistance in implementation, customization and
integration, post-contract customer support, training and consulting. The amount and timing of our revenue is difficult to predict and any
shortfall in revenue or delay in recognizing revenue could cause our operating results to vary significantly from quarter to quarter and could
result in operating losses.

Table of Contents

At the time of entering into a transaction, we assess whether any services included within the arrangement require us to perform significant
implementation or customization essential to the functionality of our products. For contracts involving significant implementation or
customization essential to the functionality of our products, we recognize the license and professional consulting services revenues using the
percentage-of-completion method using labor hours incurred as the measure of progress towards completion as prescribed by Statement of
Position ("SOP") No. 81-1, "Accounting for Performance of Construction-Type and Certain Product-Type Contracts." The progress toward
completion is measured based on the "go-live date." We define the "go-live date" as the date on which the essential product functionality has
been delivered or on which the application enters into a production environment or the point at which no significant additional Chordiant
supplied professional services resources are required. Estimates are subject to revisions as the contract progresses to completion. We account for
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the change in estimate in the period the change has been identified. Provisions for estimated contract losses are recognized in the period in which
the loss becomes probable and can be reasonably estimated. When we sell additional licenses related to the original licensing agreement, revenue
is recognized either upon delivery if the project has reached the go-live date, or if the project has not reached the go-live date, revenue is
recognized under the percentage-of-completion method. We classify revenues from these arrangements as license and service revenues based
upon the estimated fair value of each element.

On contracts for products not involving significant implementation or customization essential to the product functionality, we recognize license
revenue when there is persuasive evidence of an arrangement, the fee is fixed or determinable, collection of the fee is probable and delivery has
occurred as prescribed by SOP No. 97-2, "Software Revenue Recognition.".

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 probable, we defer the fee and
recognize revenue at the time collection becomes probable, which is generally upon receipt of cash.

For arrangements with multiple elements, we recognize revenue for services and post-contract customer support based upon vendor specific
objective evidence ("VSOE") of fair value of the respective elements. VSOE of fair value for the services element is based upon the standard
hourly rates we charge for services when such services are sold separately. VSOE of fair value for annual post-contract customer support is
established with the optional stated future renewal rates included in the contracts. When contracts contain multiple elements, and VSOE of fair
value exists for all undelivered elements, we account for the delivered elements, principally the license portion, based upon the "residual
method" as prescribed by SOP No. 98-9, "Modification of SOP No. 97-2 with Respect to Certain Transactions."

In situations in which we are obligated to provide unspecified additional software products in the future, we recognize revenue as a subscription
ratably over the term of the commitment period.

For all sales we use either a signed license agreement or a binding purchase order as evidence of an arrangement. Sales through our third party
systems integrators are evidenced by a master agreement governing the relationship together with binding purchase orders on a
transaction-by-transaction basis. Revenues from reseller arrangements are recognized on the "sell-through" method, when the reseller reports to
us the sale of our software products to end-users. Our agreements with customers and resellers do not contain product return rights.

We recognize revenue for post-contract customer support ratably over the support period, generally one year. Our training and consulting
services revenues are recognized as such services are performed.

Table of Contents
Restricted cash

At September 30, 2003 and December 31, 2002, we had a balance of $1.5 million in the form of short-term investments, which were restricted
from withdrawal. The balance is classified as long-term restricted cash and serves as a security deposit in a post-contract customer support
revenue transaction. At September 30, 2003 and December 31, 2002, we also had an interest bearing certificate of deposit classified as
short-term investments and restricted cash which serves as collateral for a $0.4 million letter of credit security deposit for a leased facility.

Stock-based Compensation

We have adopted the disclosure requirements of Statement of Financial Accounting Standards ("SFAS") No. 148, "Accounting for Stock-Based
Compensation - Transition and Disclosure" during the quarter ended March 31, 2003. SFAS No. 148 amends SFAS No. 123, "Accounting for
Stock-Based Compensation," to provide alternative methods of transition for a voluntary change to the fair value based method of accounting for
stock-based compensation and also amends the disclosure requirements of SFAS 123 to require prominent disclosures in both annual and interim
financial statements about the methods of accounting for stock-based employee compensation and the effect of the method used on reported
results. As permitted by SFAS 148 and SFAS 123, we continue to apply the accounting provisions of Accounting Principles Board ("APB")
Opinion No. 25, "Accounting for Stock Issued to Employees." We generally grant stock options at exercise prices equal to the fair market value
of the underlying stock on the date of grant and, therefore, under APB Opinion No. 25, no compensation expense is recognized in the statements
of operations. Had we recorded compensation expense based on the estimated grant date fair value, as defined by SFAS No. 123, for awards
granted under our stock option plans and stock purchase plan, our net loss and loss per share would have been increased to the pro forma
amounts below (in thousands, except per share amounts):

Three Months Ended Nine Months Ended
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September September September September
30, 2003 30, 2002 30, 2003 30, 2002
Net loss -- as reported $ (2,129 ) $ (4,968 ) $ (12,466 ) $ (23,725 )
Add: Non-cash
compensation expense
included in reported net
loss 489 245 903 939
Less: Non-cash
compensation expense
determined under fair value
method (1,425 ) (3,793 ) (3,152 ) (10,835 )
Net loss -- proforma $ (3,065 ) $ (8,516 ) $ (14,715 ) $ (33,621 )

Basic and diluted net loss

per share -- as reported $ (0.04 ) $ (0.09 ) $ (0.22 ) $ 0.43 )

Basic and diluted net loss

per share -- proforma $ (0.05 ) $ (0.15) $ 0.26 ) $ 0.61 )

Concentrations of credit risk

Financial instruments that potentially subject us to concentrations of credit risk consist of cash, cash equivalents, short-term investments and
accounts receivable. To date, we have invested excess funds in money market accounts, commercial paper, municipal bonds and term notes. We
deposit cash, cash equivalents and short-term investments with financial institutions that we believe are credit worthy. Our accounts receivable
are derived from revenues earned from customers principally located in the Americas and Europe. We perform ongoing credit evaluations of our
customers' financial condition and, generally, we do not require collateral from our customers. We maintain reserves for potential credit losses
on customer accounts when deemed necessary.
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The following table summarizes the revenues from customers in excess of 10% of total revenues:

Three Months Ended Nine Months Ended

September 30,September 30,

2003 2002 September 30, 2003 September 30, 2002
Barclays -- -- 10% --
H3G - - - 15%
Lloyds TSB -- -- -- 12%

EDS - - - -
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Royal Bank of Scotland 22% -- 14% --
USAA -- 43% - 21%
Canadian Imperial Bank

of Commerce 11% -- -- -

At September 30, 2003, the total amount due to the Company from Royal Bank of Scotland and Canadian Imperial Bank of Commerce
accounted for approximately 22% and 10% of accounts receivable, respectively. At December 31, 2002, the total amount due to the Company
from Barclays accounted for approximately 38% of accounts receivable.

NOTE 3--RECENT ACCOUNTING PRONOUNCEMENTS:

Effective January 1, 2003, we adopted SFAS No. 143, "Accounting for Asset Retirement Obligations," and also SFAS No. 145, "Rescission of
FASB Statements No. 4, 44 and 64, Amendment of FASB Statement No. 13, and Technical Corrections." SFAS No. 143 requires that the fair
value of an asset retirement obligation be recorded as a liability in the period in which the Company incurs the obligation. SFAS No. 145
requires that certain gains and losses from extinguishment of debt no longer be classified as an extraordinary item. The adoption of these

statements did not have a significant impact on our consolidated financial position or results of operations.

Effective January 1, 2003, we adopted SFAS No. 146, "Accounting for Costs Associated with Exit or Disposal Activities." SFAS No. 146
requires that a liability for costs associated with an exit or disposal activity be recognized and measured initially at fair value only when the
liability is incurred. The adoption of this statement did not have a significant impact on our consolidated financial position or results of
operations.

Effective January 1, 2003, we adopted SFAS No. 148, "Accounting for Stock-Based Compensation-Transition and Disclosure." SFAS No. 148
amends SFAS No. 123, "Accounting for Stock-Based Compensation," to provide alternative methods of transition for an entity that voluntarily
changes to the fair value based method of accounting for stock-based employee compensation. SFAS No. 148 also requires that disclosures of
the pro forma effect of using the fair value method of accounting for stock-based employee compensation be displayed more prominently and in
a tabular format. Additionally, SFAS No. 148 amends APB Opinion No. 28, "Interim Financial Reporting," and requires disclosure of the pro
forma effect in interim financial statements. The transition and annual disclosure requirements of SFAS No. 148 are effective for fiscal years
ending after December 15, 2002. The interim disclosure requirements of SFAS No. 148 are effective for interim periods beginning after
December 15, 2002 and have been implemented in our financial statements.

In April 2003, the Financial Accounting Standards Board ("FASB") issued SFAS No. 149, "Amendment of Statement 133 on Derivative
Instruments and Hedging Activities", which amends SFAS No. 133 for certain decisions made by the FASB Derivatives Implementation Group.
In particular, SFAS No. 149 (1) clarifies under what circumstances a contract with an initial net investment meets the characteristic of a
derivative, (2) clarifies when a derivative contains a financing component, (3) amends the definition of an underlying to conform it to language
used in FASB Interpretation No. 45, Guarantor's Accounting and Disclosure Requirements for Guarantees, Including Indirect Guarantees of
Indebtedness of Others, and (4) amends certain other existing pronouncements. This Statement is effective for contracts entered into or modified
after June 30, 2003, and for hedging relationships designated after June 30, 2003. In addition, most provisions of SFAS No. 149 are to be applied
prospectively. We do not expect the adoption of SFAS No. 149 to have a material impact upon our financial position or results of operations.

In May 2003, the FASB issued SFAS No. 150, "Accounting for Certain Financial Instruments with Characteristics of Both Liabilities and
Equity." SFAS No. 150 changes the accounting for certain financial instruments that under previous guidance issuers could account for as
equity. It requires that those instruments be classified as liabilities in balance sheets. The guidance in SFAS No. 150 is generally effective for
all financial instruments entered into or modified after May 31, 2003, and otherwise is effective on July 1, 2003. We do not expect the adoption
of SFAS No. 150 to have a material impact upon our financial position or results of operations.
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In November 2002, the FASB issued FIN 45, "Guarantor's Accounting and Disclosure Requirements for Guarantees, Including Indirect
Guarantees of Indebtedness of Others." FIN 45 elaborates on the existing disclosure requirements for most guarantees, including residual value
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guarantees issued in conjunction with operating lease agreements. It also clarifies that at the time a company issues a guarantee, the company
must recognize an initial liability for the fair value of the obligation it assumes under that guarantee and must disclose that information in its
interim and annual financial statements. The initial recognition and measurement provisions of this interpretation apply on a prospective basis to

guarantees issued or modified after December 31, 2002. The adoption of FIN 45 did not have a significant impact on our consolidated financial

position or results of operations.

In January 2003, the FASB issued FIN 46, "Consolidation of Variable Interest Entities." FIN 46 requires us to consolidate a variable interest
entity if we are subject to a majority of the risk of loss from the variable interest entity's activities or entitled to receive a majority of the entity's
residual returns or both. FIN 46 is effective immediately 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 June 15, 2003. We do not currently have any variable interest entities and, accordingly, the adoption of FIN 46 did not

have a significant impact on our consolidated financial position or results of operations.

NOTE 4--BALANCE SHEET COMPONENTS (Unaudited):

The main components of accounts receivable, net are as follows (in thousands):

September 30, 2003 December 31, 2002
Accounts receivable, net:
Accounts receivable $ 11,591 $ 8,783
Unbilled receivables 4,582 6,741
Allowance for doubtful accounts (156) (181)
Accounts receivable included in Other assets, long-term (791) --
$ 15,226 $ 15,343

Unbilled receivables relate to earned service revenues and licenses delivered that have not yet been billed and maintenance services for future

periods that have been purchased by our customers, but have not yet been billed.

The main components of property and equipment, net are as follows (in thousands):

September 30, 2003 December 31, 2002
Property and equipment, net:

Computer hardware (useful lives of 3 years) $ 11,702 $ 11,312
Purchased internal-use software (useful lives of 3 years) 2,586 2,497
Furniture and equipment (useful lives of 3 to 7 years) 1,669 1,634
Leasehold improvements (shorter of 7 years or the term of the lease) 2,782 2,840
18,739 18,283
Accumulated depreciation and amortization (15,426) (13,214)

$ 3,313 $ 5,069

10
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The main components of accrued expenses are as follows (in thousands):

September 30, 2003 December 31, 2002
Accrued expenses:
Accrued payroll and related expenses $ 6,021 $ 8,570
Accrued restructuring expenses 3,537 4,557
Other accrued liabilities 1,769 880
$ 11,327 $ 14,007

The components of intangible assets, excluding goodwill, are as follows (in thousands):

September 30, 2003 December 31, 2002
Gross Net Gross Net
Carrying Accumulated Carrying Carrying Accumulated Carrying
Amount Amortization Amount Amount Amortization Amount
Intangible assets:
Developed technologies $ 2374 $ (1,647) $ 727 $ 2,374 $ (1,059) $ 1,315
Purchased technologies 7,162 (5,839) 1,323 7,162 (4,050) 3,112
Customer list 190 (96) 94 190 (48) 142
Tradenames 982 (822) 160 982 (576) 406
$ 10,708  $ (8,404) $ 2,304 $ 10,708  $ (5,733) $ 4,975

All of our acquired intangible assets, excluding goodwill, are subject to amortization and are carried at cost less accumulated amortization.
Amortization is computed over the estimated useful lives which are as follows: Developed technologies-one and one half to three years;
purchased technologies-three years; tradenames-three years; customer list-three years. Aggregate amortization expense for intangible assets
totaled $2.7 million for both the nine months ended September 30, 2003 and 2002, respectively. We expect amortization expense on purchased
intangible assets to be $0.9 million for the remaining three months in fiscal 2003, $1.3 million in fiscal 2004 and $0.1 million in fiscal 2005, at
which time existing purchased intangible assets will be fully amortized.

NOTE 5--RESTRUCTURING:
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Restructuring Costs

During the nine months ended September 30, 2003 and fiscal year 2002, several areas of the Company were restructured to reduce expenses and
improve efficiency to achieve cash flow and profitability breakeven in the near future. This restructuring program included a worldwide
workforce reduction and consolidation of excess facilities and certain business functions.

11
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Workforce reduction

The restructuring program resulted in the reduction of 30 regular employees during the nine months ended September 30, 2003 and 108 regular
employees during fiscal year 2002. All areas of the Company were affected by this restructuring. We recorded a total workforce reduction
expense relating to severance and benefits of approximately $1.0 million and $3.8 million for the nine months ended September 30, 2003 and the
year ended December 31, 2002, respectively.

Consolidation of excess facilities

We accrued for lease costs of $0.2 million and $2.8 million during the nine months ended September 30, 2003 and the year ended December 31,
2002, respectively, pertaining to the estimated future obligations for non-cancelable lease payments for the consolidation of excess facilities
relating to lease terminations and non-cancelable lease costs. This expense included estimated sub-lease income based on current comparable
rates for leases in the respective markets. If facilities rental rates continue to decrease in these markets or if it takes longer than expected to
sublease these facilities, the maximum amount by which the loss could exceed the original estimate is approximately $1.9 million.

A summary of the restructuring expense and other special charges is outlined as follows (in thousands):

Severance and

Facilities Benefits Total
Reserve balance at December 31, 2002 $ 3366 $ 1,191 $ 4,557
Total expense 202 959 1,161
Non-cash 7 (130) (123)
Cash paid (280) (1,778) (2,058)
Reserve balance at September 30, 2003 $ 3,295 $ 242 $ 3,537

Amounts related to net lease expenses due to the consolidation of facilities will be paid over the lease terms through fiscal 2011. As of
September 30, 2003, $3.5 million related to the restructuring reserve remains outstanding and is included in the accrued expenses line item on
the balance sheet. The remaining accrual primarily relates to the termination and/or sublease of our excess facilities and to severance and other
benefits for impacted employees.

NOTE 6--BORROWINGS:
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Notes payable

Borrowings consist of several notes payable for equipment leases assumed by Chordiant upon the acquisition of OnDemand, Inc. Interest rates
range from 12.86% to 15.00%. The notes are due at various times through 2004. As of September 30, 2003, the total outstanding notes payable
balance for equipment leases was approximately $0.2 million.

In February 2003, we entered into a note payable agreement for our Directors' & Officers' ("D&Q") insurance policy totaling $1.0 million. The
interest rate is 6% and principal and interest payments on the note payable will be made on a monthly basis through October 2003. As of
September 30, 2003, there was no outstanding note payable balance related to the D&O insurance policy.

Revolving line of credit

Our two-year line of credit with Comerica Bank, effective from March 28, 2003, is comprised of an accounts receivable line and an equipment
line.

12
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Under the line of credit, our assets collateralize borrowings under both elements, require us to maintain a minimum quick ratio of 2.00 to 1.00, a
tangible net worth of at least $15.0 million plus 60% of the proceeds of any equity offerings and subordinated debt issuance subsequent to the
effective date of this line of credit agreement, and certain other covenants.

Under the terms and conditions of the accounts receivable line, the total amount of the line of credit is $7.5 million. Borrowings under the
accounts receivable line of credit will bear interest at the lending bank's prime rate plus 0.5%. Advances are available on a non-formula basis up
to $2,000,000 (non-formula portion), however, if outstanding receivables exceed $2,000,000, then all outstanding receivables shall be covered
by 80% of Eligible Accounts.

Borrowings under the $2.5 million equipment line bear interest at the lending bank's prime rate plus 1.0%. In March 2003, we borrowed $2.5
million against the equipment line of credit. At September 30, 2003, the outstanding line of credit balance was $1.9 million. At September 30,
2003, we were in compliance with the respective debt covenants.

We have no material commitments for capital expenditures or strategic commitments and we anticipate a low rate of capital expenditures. We
may use cash to acquire or license technology, products or businesses related to our current business. In addition, we anticipate that we will
experience low growth in our operating expenses for the foreseeable future and that our operating expenses will continue to be a material use of
our cash resources.

NOTE 7--LITIGATION:

Beginning in July 2001, we and certain of our officers and directors, as well as the underwriters of our initial public offering ("IPO") and
hundreds of other companies ("Issuers"), individuals and IPO underwriters, were named as defendants in a series of class action shareholder
complaints filed in the United States District Court for the Southern District of New York. Those cases are now consolidated under the caption,
In re Initial Public Offering Securities Litigation, Case No. 91 MC 92. In the amended complaint against Chordiant, the plaintiffs allege that
Chordiant, certain of our officers and directors and our IPO underwriters violated section 11 of the Securities Act of 1933 based on allegations
that Chordiant's registration statement and prospectus failed to disclose material facts regarding the compensation to be received by, and the
stock allocation practices of, the IPO underwriters. The complaint also contains a claim for violation of section 10(b) of the Securities Exchange
Act of 1934 based on allegations that this omission constituted a deceit on investors. The plaintiffs seek unspecified monetary damages and other
relief. In October 2002, the parties agreed to toll the statute of limitations with respect to Chordiant's officers and directors until September 30,
2003, and on the basis of this agreement, our officers and directors were dismissed from the lawsuit without prejudice. In February 2003, the
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court issued a decision denying the motion to dismiss the Section 11 claims against Chordiant and almost all of the other company defendants

and denying the motion to dismiss the Section 10(b) claims against Chordiant and many of the company defendants. In June 2003, Issuers and
Plaintiffs reached a tentative settlement agreement that would, among other things, result in the dismissal with prejudice of all claims against the
Issuers and their officers and directors in the IPO Lawsuits. In addition, the tentative settlement guarantees that, in the event that the Plaintiffs
recover less than $1 billion in settlement or judgment against the Underwriter defendants in the IPO Lawsuits, the Plaintiffs will be entitled to
recover the difference between the actual recovery and $1 billion from the insurers for the Issuers. Although Chordiant has approved this
settlement proposal in principle, it remains subject to a number of procedural conditions, as well as formal approval by the Court. In September
2003, in connection with the possible settlement, those officers and directors who had entered tolling agreements with Plaintiffs (described
above) agreed to extend those agreements so that they would not expire prior to any settlement being finalized.

We are also subject to various other claims and legal actions arising in the ordinary course of business. The ultimate disposition of these various
other claims and legal actions is not expected to have a material effect on our business, financial condition or results of operations.

13

Table of Contents

NOTE 8 --COMMITMENTS AND CONTINGENCIES:

Future payments due under debt and lease obligations as of September 30, 2003 are as follows (in thousands):

Operating Sublease
Borrowings Leases Income Total

Remaining portion

of Fiscal 2003 $ 258 $ 638 $ (143) § 803
Fiscal 2004 1,123 2,946 (438) 3,631
Fiscal 2005 750 2,104 (143) 2,711
Fiscal 2006 -- 2,258 -- 2,258
Fiscal 2007 - 2,224 - 2,224
Thereafter -- 4,664 - 4,664
Total $ 2,131 $ 14,884 $ (724) $ 16,291

We have entered into a two-year agreement, beginning March 19, 2002, with Merit International ("Merit"), pursuant to which Merit will provide
exclusive training and certain non-exclusive consulting services for a fixed fee. Upon the effective date of the agreement, we transferred to Merit
our training operations including selected employees. In addition, Merit will provide to our customers resource development services in
exchange for an agreed-upon fee negotiated on a transaction-by-transaction basis. We believe this agreement will provide us with high quality
training and consulting services. As part of the original agreement, we were required to pay Merit certain minimum revenue amounts and were
subject to an early termination fee. In September 2003, we amended the agreement by extending its effective date through March 2006 and we
are no longer required to make minimum revenue payments to Merit or an early termination fee. As part of the amendment, Merit has agreed to
share a portion of Merit-Chordiant monthly consulting revenues with us as follows: 0% revenue share of Merit-Chordiant monthly consulting
revenues of (British Pounds) 0 to 157,000; 10% revenue share of Merit-Chordiant monthly consulting revenues exceeding (British Pounds)
157,001 and up to 300,000; and 15% revenue share of Merit-Chordiant monthly consulting revenues exceeding (British Pounds) 300,001.

Indemnifications

As permitted under Delaware law, we have agreements whereby we indemnify our officers, directors and certain employees for certain events or
occurrences while the employee, officer or director is, or was serving, at our request in such capacity. The term of the indemnification period is
for the officer's or director's lifetime. The maximum potential amount of future payments we could be required to make under these
indemnification agreements is unlimited; however, we have a Director and Officer insurance policy that limits our exposure and may enable us
to recover a portion of any future amounts paid. As a result of our insurance policy coverage, we believe the estimated fair value of these
indemnification agreements is minimal.
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We enter into standard indemnification agreements in our ordinary course of business. Pursuant to these agreements, we indemnify, defend, hold
harmless, and agree to reimburse the indemnified party for losses suffered or incurred by the indemnified party, generally our business partners
or customers, in connection with patent, or any copyright or other intellectual property infringement claim by any third party with respect to our
products. The term of these indemnification agreements is generally perpetual after execution of the agreement. The maximum potential amount
of future payments we could be required to make under these indemnification agreements is unlimited. We have never incurred costs to defend
lawsuits or settle claims related to these indemnification agreements. As a result, we believe the estimated fair value of these agreements is
minimal. Accordingly, we have no liabilities recorded for these agreements as of September 30, 2003.

14

Table of Contents

We enter into arrangements with our business partners, whereby a business partner agrees to provide services as a subcontractor for our
implementations. We may, at our discretion and in the ordinary course of business, subcontract the performance of any of our services.
Accordingly, we enter into standard indemnification agreements with our customers, whereby we indemnify them for other acts, such as
personal property damage, of our subcontractors. The maximum potential amount of future payments we could be required to make under these
indemnification agreements is unlimited; however, we have general and umbrella insurance policies that may enable us to recover a portion of
any amounts paid. We have not incurred significant costs to defend lawsuits or settle claims related to these indemnification agreements. As a
result, we believe the estimated fair value of these agreements is minimal. Accordingly, we have no liabilities recorded for these agreements as
of September 30, 2003.

When as part of an acquisition we acquire all of the stock or all of the assets and liabilities of a company, we may assume the liability for certain
events or occurrences that took place prior to the date of acquisition. The maximum potential amount of future payments we could be required to
make for such obligations is undeterminable at this time. All of these obligations were grandfathered under the provisions of FIN 45 as they
were in effect prior to March 31, 2003. Accordingly, we have no liabilities recorded for these liabilities as of September 30, 2003.

We warrant that our software products will perform in all material respects in accordance with our standard published specifications and
documentation in effect at the time of delivery of the licensed products to the customer for a specified period of time. Additionally, we warrant
that our maintenance and consulting services will be performed consistent with generally accepted industry standards through completion of the
agreed upon services. If necessary, we would provide for the estimated cost of product and service warranties based on specific warranty claims
and claim history, however, we have not incurred significant expense under our product or services warranties to date. As a result, we believe
the 