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PART I

This document contains forward-looking statements. Any statements contained
herein that do not describe historical facts are forward-looking statements.
Concord makes such forward-looking statements under the provisions of the "safe
harbor" section of the Private Securities Litigation Reform Act of 1995. The
forward-looking statements contained herein are based on current expectations,
but are subject to a number of risks and uncertainties. Concord's actual future
results may differ significantly from those stated in any forward-looking
statements. Factors that may cause such differences include, but are not limited
to, the factors discussed elsewhere in this Form 10-K under the heading "Risk
Factors".

ITEM 1. BUSINESS
INTRODUCTION

Concord develops, markets and supports a suite of highly scalable software
solutions, our eHealth Suite(TM) family of products, which maximizes the
availability and performance of networks, systems, and applications that form
the critical underlying internet infrastructure on which businesses depend for
their operations.

Concord's software solutions

- Monitor to detect fault conditions throughout the infrastructure in
real time,

- Test availability and responsiveness of critical services,

— Collect, consolidate, normalize and analyze high volumes of data
from the internet infrastructure,

— Alert IT personnel to faults and potential outages,

— Automatically execute corrective action to restore availability and
maximize uptime of the internet infrastructure, if desired.

Concord's unique solution combines real time information about the complete
end-to-end infrastructure, with comprehensive historical data, to provide IT
operations personnel with the complete picture needed to manage their internet
infrastructure. Real-time with historical context enables our eHealth (TM)
software to not only detect faults, but also to proactively identify subtle
variations in performance that may signify potential outages before a problem
occurs. Our eHealth software's easy-to-use, flexible graphical user interface
enables network devices, client and server systems, applications, and specific
information about those components to be associated with the business services
they impact. Using the customizable MyHealth (TM) Web-based interface, IT
operators can tailor their own view of business services, selecting a particular
component such as the network from reports, or combining reports across the
network, systems, and application components of the internet infrastructure for
a complete end-to-end view of the business service. Our eHealth software detects
faults and performance degradations, notifies IT operations staff, isolates the
sources of delay, and enables the automation of corrective action to resolve
problems.
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By providing a global view across applications, systems, and networks
comprising the internet infrastructure, Concord's products enable corporate
enterprise customers to ensure the availability and performance of the services
they are required to supply to their community of users, including internal end
users and external customers and suppliers. In addition, service providers
engaged in providing network and bandwidth services (carriers), Web hosting,
datacenter/co-location services, internet service providers (ISPs), application
services (ASPs), managed services (MSPs) and outsourcing services use Concord's
products to manage the provision of those services to their end user customers.
Concord's eHealth Suite (TM) consists of a set of solutions that identify
response time and availability problems and provide information about the
underlying causes of those problems within particular applications, clients,
servers, networks or services being provided by a corporate enterprise, a
carrier, an ISP, an ASP or a MSP. Concord's software-only solutions also provide
instrumentation to gather critical application and system information and
retrieve vital network statistics from a wide range of network devices and
operating systems. Extensive analysis is performed on the data and results are
outputted in the form of intuitive, informative, user-friendly graphical reports
that can be viewed on a historical basis or in real-time. This information is
critically important to IT and service provider executives, managers and
technicians who, in turn, use it to proactively affect the availability,
response time, performance and capacity of the services they are required to
provide.

Concord's target markets include both business enterprises and service
providers, including Web hosting providers, datacenter/co-location service
providers, ISPs, ASPs, and MSPs. Concord markets to these potential customers
through our own sales force, sales agents, value-added resellers, distributors,
network service providers, telecommunication carriers, and OEMs. As of December
31, 2000, Concord had more than 2,100 customers operating in and serving a
variety of industries. Representative customers include Aetna, America Online,
American Express, Ameritech, Amoco, AT&T Corporation, Bell Atlantic, Blue
Cross/Blue Shield, British Telecommunications plc, Cable & Wireless, Delta Air
Lines, Deutsche Telekom, EarthLink, excite@home, Fleet Financial, Frontier
Communications, Fuji Film, Global One, Goodyear, GTE, Harvard Business School,
Lloyds of London, Maxnet, McDonald's, MCI Worldcom, Mercedes-Benz, NATO, The New
York Times, Pacific Bell, Pepsi, Qwest, Siemens, Siris, Sprint, Telecom Italia,
Toys 'R' Us, Tufts, UUNET, US West, U.S. Customs, US Internetworking, Verso,
Visa International, Wang Global and Wiltel. No individual customer accounted for
more than 10% of revenue or accounts receivable in 2000, 1999 or 1998.

INDUSTRY BACKGROUND

The rapid emergence of business applications that are based on a complete
reliance on the internet infrastructure has significantly increased the amount
of business transaction data flowing across corporate and service provider
networks and the Internet. As these applications have become integral in
transacting business between corporate enterprises and their customers, the
requirement for fast response times, high performance, and application
availability has become a critical business priority. In order to deliver the
highest level of services required in this new environment, businesses continue
to expand their internal information technology infrastructure, and in addition,
contract with an increasing number of service provider companies supplying a
host of different solutions and services ranging from bandwidth to outsourcing.
These changes in the market have increased the complexity, difficulty and
importance of fault, availability, and performance management of the services
and the underlying applications and infrastructure required to deliver those
services. Since customers have now moved their business critical operations and
applications to the internet infrastructure, there is low tolerance for poor
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service. Customers are demanding the rapid convergence of management solutions
for the components of the internet infrastructure - networks, systems and
applications - to enable them to reach their underlying goal: service
management. Whether to internal or external audiences, technology providers are
now tasked with guaranteeing service levels for availability and performance of
critical business services while at the same time reducing costs and maximizing
return on investment, leading them to require broad based management solutions,
like Concord's eHealth Suite(TM) solution.

The technical complexity of providing for high levels of automation,
aggregation, instrumentation and scalability over many critical applications and
many thousands of clients, servers and network elements has made comprehensive
fault, availability and performance management solutions difficult to develop
and deliver. Any comprehensive solution must be able to provide an integrated
management solution across a set of business processes as well as both
off-the-shelf and customized applications across all major computer and
operating systems such as UNIX, Windows NT and Linux, and across all major
networking technologies and devices from vendors that include Cisco, Lucent and
Nortel. To be truly comprehensive in this arena also requires solutions that
provide real-time fault and availability management as well as ongoing
performance management, utilizing analysis on historical information.

Other management solutions that are currently available are either point
solutions that attempt to compete in a narrow and particular area as a "best of
breed" solution, or platforms and frameworks that attempt to provide a
comprehensive solution that must be developed in a custom manner. While the
point solutions may be reasonably priced and provide adequate functionality in
one particular area, they fail to provide the comprehensive solution required
for the management of the complete internet infrastructure. Platform and
framework solutions can be expensive and time consuming to implement and very
difficult to support given the extent to which they must be customized for each
different environment.

Although tools that are considered point solutions may enhance the technical
management of a discreet area like a network, a set of computers, or a
particular application, and while they may be useful in isolating and correcting
problems after such problems have been identified, these solutions are not able
to

determine the effect problems have on real users and assess which component

of the overall infrastructure - the application, the systems, or the network -
is contributing to the problem. Customized solutions that are developed on top
of a framework or platform are expensive and time consuming to develop and by
their proprietary nature are inflexible and must be implemented in total.

THE CONCORD SOLUTION

Concord is the only companies that provides a single-vendor solution
to manage the entire internet infrastructure end-to-end - applications, systems,
and networks - in real-time with historical context. Concord's set of solutions,
eHealth Suite(TM), is a family of turnkey, automated, scalable, Web-based
management solutions for critical applications, systems, and networks that
detects faults and potential outages, notifies IT operations staff of problems,
isolates sources of delay, enables the automation of corrective action, and
provides comprehensive data analysis and reports of both real-time status and
historical reports that track constantly changing conditions over time. Our
solution is capable of data collection, consolidation, analysis and reporting
for up to 80,000 elements by a single console. Further, our distributed
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architecture allows configurations, viewable from a single console, which
supports collection and reporting of up to 1 million data elements. In addition,
our self-managing distributed systems and application management agents can work
autonomously on any number of systems.

Concord's eHealth(TM) product family provides organizations with the
following benefits:

(i) MAXIMIZE AVAILABILITY WHILE REDUCING COSTS - enables IT operators to
do more with less, and faster than ever before, using our eHealth
Suite to detect faults and potential outages throughout the
infrastructure, test and monitor availability, and even automate
corrective action to reduce downtime;

(ii) IMMEDIATE RETURN ON INVESTMENT - provides immediate value
out-of-the-box with embedded intelligence, detailed knowledge,
and automated analysis for over 450 different types of networked
devices enabling solutions to be up and running within hours or
days rather than weeks, months, or even years;

(iii) DETECTION OF FAULTS BEFORE THEY OCCUR - combines real-time management
with historical context to detect developing problem conditions
that have been pervasive, or that differ from normal behavior, in
order to alert IT operators to problems before services are
negatively impacted;

(iv) BUSINESS VIEW OF SERVICE MANAGEMENT - enables association of
organizations and business processes with the underlying
infrastructure components - networks, systems, and applications -
on which they depend;

(v) PREDICTIVE AND REAL-TIME PROBLEM SOLVING - provides actionable
information about the availability and response time of critical
applications and services so that IT management can adjust
capacities in a proactive manner to meet the contracted service
level agreements; and

(vi) ALIGNMENT OF MANAGEMENT OPERATIONS WITH CUSTOMER BUSINESS GOALS -
provides a total view into the end-to-end performance and
availability of the end-user customer environment so that
enterprise or service provider operations can deliver services
based on the business needs of that customer.

In providing these benefits, Concord's eHealth product family incorporates
the following features:

FULLY AUTOMATED, TURNKEY IMPLEMENTATION. Concord's products provide turnkey
solutions for fully automated fault, availability, and performance management.
Installation can be accomplished in a few hours for most products, and for
certain products, installation can actually occur remotely, over the Web. Once
installed, our products provide real-time information and also historical
reports on critical areas such as (i) important trends and changes for
application response times, system and network availability and
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capacity; (ii) situations to watch for potential delays or failures in important
services and processes; and (iii) exceptions analysis for identifying deviations
from specified performance and service levels.
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SCALEABLE, SOFTWARE-ONLY SOLUTION. The eHealth product family is designed to
simplify management of the heterogeneous mix of network devices, client and
server operating systems, hardware platforms, technologies, and applications
that typically comprise today's internet infrastructures. Our products are
easily scaleable to meet the demands for management as an organization's
e-business infrastructure expands. Our eHealth solution provides managers with
the ability to purchase add-on software licenses or additional agent software as
needed.

MULTI-LEVEL REPORTING. Concord's eHealth product family generates a
comprehensive package of graphical reports that provide information and analyses
on a wide variety of pre-configured parameters. Information is provided for use
at multiple levels of management, from a general overview of capacity,
availability and response time for chief information officers —-- to a detailed
analysis of specific transactions, client and server components, network
equipment components, network bandwidth components and network services.

BROAD TECHNOLOGY COVERAGE. Our eHealth product family provides management
across a broad spectrum of industry standard applications like Microsoft
Exchange and Information Internet Server; open source Apache; Lotus Notes; ERP
systems from SAP, Baan and Peoplesoft; industry standard operating systems like
UNIX, Microsoft Windows NT and Windows 2000, and Linux; and industry standard
networking technologies like ATM, Frame Relay and IP.

PRODUCTS AND TECHNOLOGY

The eHealth Suite of products is comprised of the eHealth console - a
centralized console and repository where information gathered from throughout
the infrastructure is consolidated and analyzed, technology-area solution sets
that contain products pertaining to network, systems, and application management
respectively, and a number of cross-technology, suite-wide products that operate
across all technology areas.

eHEALTH (TM) CONSOLE - providing a centralized view of faults, availability
and performance across all the components of the internet infrastructure, the
eHealth console combines an extremely efficient polling engine, an industry
standard relational database, powerful data analysis algorithms, and flexible
reporting capabilities, with an intuitive, easy-to-use customizable graphical
user interface that enables eHealth console to collect and analyze data and
provide on-demand or scheduled reporting which can be viewed on the console, or
accessed via standard Web-based browsers. The eHealth console also provides the
interface for administration and configuration tasks such as associating
business organizations or processes with underlying resources and scheduling
reports. Different technology license keys enable the eHealth console to
collect, analyze and report on information from different technology areas
including networks, systems, applications, and application service response.
Providing out-of-the-box value, eHealth is embedded with the knowledge to
discover and report on more than 450 different types of network devices and
information; new types of devices can be easily added. Its powerful historical
reports include Top-N-Reporting to quickly zero in on trouble spots, At-A-Glance
Reporting, which enables users to drill down to examine critical resources, and
Trend Reporting for building custom reports. The flexible, customizable
MyHealth (TM) interface allows users to tailor their own views of business
services, selecting from reports on a particular component such as the network,
or combining reports across the network, systems, and application components for
a complete end-to-end view of a business service.

NETWORK HEALTH(R) - The Network Health(R) solution set contains products for
managing performance and optimizing availability of key network resources
including LANs, WANs, Frame Relay, ATM and Remote Access Equipment, in addition
to integration with technologies and operational support systems (0SS) from
Lucent, Newbridge and Cisco's VPN Solutions Center and NetFlow products. The



Edgar Filing: CONCORD COMMUNICATIONS INC - Form 10-K

Network Health technology license key enables the eHealth console to
automatically discover, collect information from, analyze, and report on
LAN/WAN, router/switch, Frame Relay, ATM, and Remote Access technologies
enabling network managers to track performance, plan capacity, and detect
sources of service

delay across their networks. Another product in this category, Traffic
Accountant (TM) , works with RMON2 probes and Cisco NetFlow routers to track
network traffic and report resource consumption by users, business units,
regions, or applications, thus enabling network managers to allocate network
usage costs back to individual departments or users. Reports from the Network
Health solution set make it possible for network managers to understand service
levels, proactively address potential network failures, manage bandwidth and
capacity, watch for security violations, and understand the usage patterns of
the network and the network's various elements.

SYSTEM HEALTH(TM) - Products in Concord's System Health (TM) solution set
provide real-time distributed autonomous management of client and server
systems, on-demand snap-shot status views and configuration across groups of
systems, and comprehensive reporting that tracks system performance over time.
Concord's SystemEDGE (TM) agents, distributed on client and server systems
throughout the infrastructure, work autonomously to monitor system resources,
applications, and log files, detect faults and send notifications, and, if
specified, automatically execute user-defined corrective actions such as
re-starting failed application processes or services. AdvantEDGE View provides a
Web-based graphical user interface for viewing events, real-time status
snap-shot views, software and hardware asset reports, and configuring
self-management features across groups of SystemEDGE agents. The eHealth -
server technology license key enables the eHealth console to collect,
consolidate, analyze, and report on the performance of a large number of
heterogeneous client and server systems as it changes over time thus enabling
systems administrators to track performance and plan capacity across their
systems.

APPLICATION HEALTH(TM) - There are two main components of application
management: the first is managing the operation of the application running on a
host system, the other is tracking the responsiveness and availability
experienced in USING the application. Concord's Application Health(TM) solution
set provides products for managing application operation, and also products for
tracking application availability, usage, and service response time. Concord's
Application Response (TM) tracks the application usage and response times
experienced by ACTUAL users as they perform application transactions from their
desktop clients. With support for important business applications like Oracle,
SAP, Peoplesoft and Baan, Application Response enables IT managers to identify
which applications are slowest, which business users are most impacted, and
whether the source of delay lies within the client, the network, or the server.
Concord's Transaction Response (TM) takes it one level deeper to identify exactly
which transactions within the application are the most frequently used or suffer
the slowest response. Concord's Service Response (TM) product enables the
automation of active tests to test availability and service response time for
critical internet services such as accessing a Web site, transferring a file, or
sending E-mail, and can also support custom, user-specified application tests.
IT managers can use Service Response to continuously test critical services and
automatically notify the operations center if availability or responsiveness
drops below acceptable parameters. For managing the operation of applications on
the system, Concord provides plug-in modules for real-time fault, availability
and performance management with the ability to track performance, show
configuration settings, monitor thresholds and application events, and, if
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specified, perform automated corrective action such as re-starting failed
application processes and services. Plug-in modules are currently available for
Microsoft Exchange and Information Internet Server, and open source Apache web
servers, with support for additional applications to follow.

LIVE HEALTH (TM) - Concord's Live Health (TM) software is a suite-wide
product that combines real-time data with historical context to identify faults,
potential outages, and delays BEFORE business services are impacted. Using
powerful delay-detection algorithms, Live Health software leverages our strength
in historical data collection to offer a precise assessment while automatically
eliminating redundant fault noise. Our Live Health product provides
out-of-the-box exception profiles that detect performance degradations and
subtle "brown-out" conditions, eliminating the need to configure complicated
rules. It leverages the data collected by Concord's eHealth solutions to provide
real-time management and historical analysis with no additional network traffic
or overhead. Applying historical context, our Live Health software identifies
pervasive conditions that have been "too wrong for too long" and performance
that deviates from normal behavior and alerts the operations center. IT managers
can view events in the Live Exceptions browser and instantly drill-down to
powerful historical reports to diagnose the problem. Live Health alerts can also
be forwarded to other third-party fault management applications. Easy to deploy
and

install, our Live Health software provides unmatched end-to-end visibility
of the entire internet infrastructure with an assessment of what's likely to
fail and why.

CUSTOMER SERVICE

Concord's post-sales support organization is responsible for providing
ongoing technical support and training for our customers. For an annual fee, a
customer receives telephone and email support, as well as updated product
releases. We offer 24x7 support coverage to customers for an additional fee. We
provide a toll-free customer support line to all customers. Support personnel
are on call to answer the technical support calls and generally provide same-day
responses to questions that cannot be resolved during the initial call. All
calls are logged, opened, tracked, and closed with regular updates to the
customer, our sales teams and our executive management team. As of December 31,
2000, we employed 40 technical post-sales support personnel, 5 inside sales
representatives and one administrative person. In addition, we also had 42
professional service and training personnel who provide services to our
customers on a fee-for-service basis.

SALES AND MARKETING

Concord markets our products in the United States to large and medium-sized
organizations, as well as service providers, including telecommunications
carriers, ISPs, ASPs, MSPs, systems integrators and outsourcers primarily
through a direct sales force, sales agents and through value added resellers
(VARs) . Internationally, Concord markets primarily through distributors.
Additionally, we have entered into joint marketing and joint development
arrangements with a number of companies.

As of December 31, 2000, Concord had 24 North America sales teams, each
comprised of one direct sales person and one or two technical support people
targeting the following four regions: East, Central, West and Federal. We had 8
international sales teams, also comprised of one direct sales person and one or
two technical support people, targeting the following three geographic regions:
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Europe, Middle East and Africa (EMEA); Asia/Pacific; and Latin America. In
addition, we employed 42 inside sales and technical management individuals who
support both the North America and International Sales teams.

As of December 31, 2000, we had relationships with 43 North American VARs
and 56 international distributors. It is the responsibility of each sales team
to manage all sales within its geographic territory by signing up, training, and
managing a small number of sales agents, VARs, distributors, network service
providers and outsourcers, as well as selling directly to customers. Concord
generates sales leads through seminars, trade shows, Internet postings, press
articles, referrals, mass mailings and cold calling as well as through
relationships with sales agents, distributors, VARs, network service providers
and outsourcers.

As of December 31, 2000, Concord had relationships with over 100 service
providers. These service providers offer our products as part of their service
offerings. On December 31, 2000, we also had joint marketing and development
partners that work with our direct sales force, including ADC
Telecommunications, Alcatel, Ascend Communications, Inc., Cabletron Systems,
Inc., Cisco Systems, Inc., Fore Systems, Inc., Ganymede, Lucent Technologies,
Inc., Micromuse, NetScout Systems, Inc., Nortel Networks, Paradyne, Response
Networks, Shomiti and Visual Networks, Inc. We also have a professional services
referral program aimed at our key network-consulting partners. Under this
program, Concord will provide professional services through these partners
directly to our customers.

As of December 31, 2000, Concord employed 34 marketing personnel who
position, promote and market our products. These individuals are engaged in a
variety of activities, including direct marketing, public relations, tradeshows,
advertising, Internet postings, and seminars. As of December 31, 2000, we
employed 129 sales personnel.

PRODUCT DEVELOPMENT

We believe that our future success depends in large part on our success in
enhancing existing products and developing new products that maintain
technological competitiveness and deliver value to existing and

new customers. We have made and intend to continue to make substantial
investments in product development. Extensive product development input is
obtained through customers and our monitoring of end user needs and changes in
the marketplace.

Concord introduced the initial version of our Network Health product focused
at the LAN and WAN environments in the first quarter of 1995. During 1996, we
introduced three additional versions of our Network Health software —-- Frame
Relay, Router/Switch and Traffic Accountant. During 1997, we introduced two
additional versions of Network Health software —-—- Server and Service Level
Reporting. During 1998, we introduced two additional versions of our Network
Health product -- ATM and Remote Access. During 1999, we introduced one
additional version of our Network Health product -- Response, which is now
incorporated into our Application Health product. During 2000, we introduced our
eHealth Suite(TM) which offers end-to-end performance, capacity and availability
management across applications, systems, and networks. The introduction of the
eHealth Suite is the direct result of the integration of the products of Empire
Technologies, Inc. and FirstSense Software, Inc. which we acquired in 1999 and
2000, respectively, into our Network Health product: Systems Management from
Empire and Application Management, from FirstSense. We also introduced our first
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Fault Management application, Live Health, which detects and reports performance
and availability faults in real time. The eHealth historical database provides
the Live Health application the historical context to reduce fault notifications
and to detect performance brownouts as well as hard faults. We are now
developing a new distributed infrastructure with a focus on large-scale
installations and ease of administration. The introduction of new technologies
like DSL, VoIP, VPN, SAN, Wireless, and others continually round out the
end-to-end solution set. A new Live Health summary display for Network Operation
Center (NOC) environments will provide a high level view of overall business
health and provide the pivotal point for end-to-end service management.
Additionally, a special solution set of products and professional services
targeting the service provider market was rolled out in early 2001.

Concord's total expenses for research and development were $21.1 million,
$14.4 million and $9.9 million in 2000, 1999 and 1998, respectively. We
anticipate that we will continue to commit substantial resources to research and
development in the future and that product development expenses may increase in
absolute dollars in future periods. To date, our development efforts have not
resulted in any capitalized software development costs. As of December 31, 2000,
our product development organization consisted of 128 people.

COMPETITION

The market for Concord's products is highly competitive and subject to rapid
technological change. Although we have experienced limited competition to date
from products with comparable capabilities, we expect competition to increase in
the future. We currently compete principally on the basis of: (i) the breadth of
our products' features; (ii) the automated, scaleable, and cost effective nature
of our products; and (iii) our knowledge, expertise and service abilities gained
from years of close interaction with customers. While we believe that we
currently compete favorably overall with respect to these factors, there can be
no assurance that we will be able to continue to do so.

We compete or may compete directly or indirectly with the following
categories of companies:

(i) report toolset vendors, such as Desktalk Systems, Inc. and InfoVista;

(ii) large, well established networking OEMs such as International
Business Machines Corporation, Lucent Technologies Inc.,
Hewlett-Packard Company, and Cabletron Systems, Inc. that have
developed network management platforms;

(1ii) developers of network element management solutions such as Cisco
Systems, Inc., 3Com Corporation and Nortel Networks, Inc.;

(iv) to a lesser degree, probe vendors such as NetScout Systems, Inc. and
Visual Networks, Inc; and

(v) enterprise management software, framework and platform providers such
as BMC Software, Inc. and Computer Associates, Inc.

Additional competitors, including large networking or telecommunications
equipment manufacturers, telecommunications service providers, and computer
hardware and software companies, may enter this market, thereby further
intensifying competition. Additionally, there can be no assurance that one or
more of our customers may not attempt to develop competing products internally
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or that one or more of the companies we have developed relationships with, such
as the network management platform developers and probe vendors, will not try to
develop one or more products that compete more directly with our products.

Many of our current and prospective competitors have significantly greater
financial, sales and marketing, technical and other resources than Concord. As a
result, these competitors may be able to devote greater resources to the
development, promotion, sale and support of their products than Concord.
Moreover, these companies may introduce additional products that are competitive
with or better than Concord's products or may enter into strategic relationships
to offer better products than those currently offered. There can be no assurance
that our products would effectively compete with such new products.

To remain competitive, we must continue to invest in research and
development, sales and marketing, and customer service and support. In addition,
as we enter new markets and utilize different distribution channels, the
technical requirements and levels and bases of competition may be different than
those experienced in our current market. There can be no assurance that we will
be able to successfully compete against either current or potential competitors
in the future.

PROPRIETARY RIGHTS

Concord relies on a combination of patent, copyright, trademark and trade
secret laws, non-disclosure agreements and other contractual provisions to
establish, maintain and protect our proprietary rights in our products. We have
nine issued U.S. patents, five pending U.S. patent applications and wvarious
foreign counterparts. There can be no assurance that patents that have been or
may be issued will not be challenged, invalidated or circumvented, or any rights
thereunder will provide protection of Concord's intellectual property rights.
Certain technologies used in our products are licensed from third parties,
including the database technology employed in our Network Health product family.
Such third-party licenses are generally non-exclusive, royalty-based licenses.
With respect to the database technology, we are obligated to make minimum fixed
price payments to the extent that the royalty under such license does not exceed
a certain minimum threshold. The termination of any such licenses, or the
failure of the third-party licensors to adequately maintain or update their
products, could result in delay in our ability to ship certain of our products
while we seek to implement technology offered by alternative sources, and any
required replacement licenses could prove costly. While it may be necessary or
desirable in the future to obtain other licenses relating to one or more of our
products or relating to current or future technologies, there can be no
assurance that we will be able to do so on commercially reasonable terms or at
all.

REVENUE BY GEOGRAPHIC REGION

The following table presents Concord's revenue by major geographic regions:

Year ended December 31,

2000 1999 1998
United States.......... $ 62,015 S 54,924 S 34,469
Europe......ccovevune... 17,290 9,084 5,582
Rest of the World... 12,179 4,812 1,918
Total..voeiiiiinin.n. $ 91,484 $ 68,820 S 41,969
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No one country, except the United States, accounts for greater than 10% of total
revenues.

EMPLOYEES

As of December 31, 2000, we had a total of 454 employees, all but 37 of whom
were based in the United States. Of the total, 128 were in research and
development, 89 were in customer service, 129 were in sales, 34 were in
marketing, 33 were in operations and information technology and 41 were in
finance, human resources and administration. Our future performance depends in
significant part upon the continued service of our key engineering, technical
support and sales personnel. Competition for such personnel is intense and there
can be no assurance that we will be successful in attracting or retaining such
personnel in the future. None of our employees are represented by a labor union
or are subject to a collective bargaining agreement. We have not experienced any
work stoppages and consider our relations with our employees to be good.

8
10
RISK FACTORS
References in these risk factors to "we," "our" and "us" refer to Concord
Communications, Inc., a Massachusetts corporation. Any investment in our common

stock involves a high degree of risk. If any of the following risks actually
occur, our business, results of operations and financial condition would likely
suffer.

The information we provide or statements made by our employees may contain
forward looking statements. This document contains forward looking statements.
Any statements contained in this document that do not describe historical facts
are forward looking statements. We mak