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ITEM I. Financial Statements
SEACHANGE INTERNATIONAL, INC.
CONDENSED CONSOLIDATED BALANCE SHEETS
(in thousands, except share and per share data)
April 30,
2004

January 31,
2004

(unaudited)

Assets
Current assets:
Cash and cash equivalents
Marketable securities
Accounts receivable, net of allowance for doubtful accounts of $1,155 at April 30, 2004 and $1,197 at January 31, 2004
Inventories
Prepaid expenses and other current assets

$ 89,180
8,874
35,458
19,111
4,165

$ 87,597
7,777
16,572
19,738
3,640

156,788
14,301
25,923
3,779
894
253
155

135,324
14,757
26,669
3,809
1,293
253
151

$ 202,093

$ 182,256

$

$

Total current assets
Property and equipment, net
Marketable securities
Investments in affiliates
Intangible assets, net
Goodwill
Other assets

Liabilities and Stockholders’ Equity
Current liabilities:
Current portion of lines of credit and obligations under capital lease
Accounts payable
Income taxes payable
Accrued litigation reserve
Other accrued expenses
Customer deposits
Deferred revenue
Total current liabilities

405
12,190
2,335
7,609
9,204
470
20,162

399
2,367
1,336
7,604
7,616
401
16,437

52,375

36,160

Long-term portion of lines of credit and obligations under capital lease

105

209

Commitments and contingencies (Note 9)
Stockholders’ equity:
Convertible preferred stock, 5,000,000 shares authorized, none outstanding
Common stock, $.01 par value; 100,000,000 shares authorized; 27,379,184 and 27,279,365 shares issued and outstanding at April 30,
2004 and January 31, 2004, respectively

—

—

274

273

Additional paid-in capital
Accumulated deficit
Accumulated other comprehensive loss
Total stockholders’ equity

The accompanying notes are an integral part of these condensed consolidated financial statements.
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166,105
(16,186)
(580)

165,410
(19,393)
(403)

149,613

145,887

$ 202,093

$ 182,256
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SEACHANGE INTERNATIONAL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(in thousands, except per share data)
Three months ended
April 30,
2004

April 30,
2003

(unaudited)

Revenues:
Systems
Services

$ 31,176
10,463

$ 26,005
8,769

41,639

34,774

16,964
5,889

15,266
5,789

22,853

21,055

18,786

13,719

7,074
4,175
2,684

6,245
4,154
2,848

13,933

13,247

Cost of revenues:
Systems
Services

Gross profit
Operating expenses:
Research and development
Selling and marketing
General and administrative

Income from operations
Interest income
Interest expense

4,853
539
(17)

472
442
(53)

Income before income taxes and equity loss in earnings of affiliates
Income tax expense
Equity loss in earnings of affiliates

5,375
2,138
(30)

861
264
(35)

Net income

$

3,207

$

562

Basic income per share

$

0.12

$

0.02

Diluted income per share

$

0.11

$

0.02

Weighted average common shares outstanding:
Basic
Diluted
The accompanying notes are an integral part of these condensed consolidated financial statements.
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27,341

26,769

28,806

27,299
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SEACHANGE INTERNATIONAL, INC.
CONDENSED CONSOLIDATED STATEMENTS OF CASH FLOWS
INCREASE (DECREASE) IN CASH AND CASH EQUIVALENTS
(in thousands)
Three months ended
April 30,
2004

April 30,
2003

(unaudited)

Cash flows from operating activities:
Net income
Adjustments to reconcile net income to net cash provided by (used) in operating activities:
Depreciation and amortization
Equity loss in earnings of affiliates
Inventory valuation charge
Amortization of deferred equity discount
Changes in operating assets and liabilities:
Accounts receivable
Inventories
Prepaid expenses and other assets
Accounts payable
Accrued litigation reserve
Other accrued expenses
Customer deposits
Deferred revenue
Income taxes payable

$

Net cash provided by (used in) operating activities
Cash flows from investing activities:
Purchases of property and equipment
Purchases of marketable securities
Proceeds from sale and maturity of marketable securities
Net cash used in investing activities
Cash flows from financing activities:
Repayment of borrowings under construction loan
Repayment of obligations under capital lease
Proceeds from issuance of common stock
Net cash provided by (used in) financing activities
Net increase (decrease) in cash and cash equivalents
Cash and cash equivalents, beginning of period

3,207

$

562

1,821
30
456
—

1,932
35
220
575

(18,886)
57
(529)
9,823
5
1,588
69
3,725
999

(9,219)
(46)
642
1,818
25
810
(359)
1,368
9

2,365

(1,628)

(852)
(528)
—

(995)
(2,560)
2,383

(1,380)

(1,172)

—
(98)
696

(41)
(21)
33

598

(29)

1,583
87,597

(2,829)
68,776

Cash and cash equivalents, end of period

$ 89,180

$ 65,947

Supplemental disclosure of noncash activities
Transfer of items originally classified as equipment to inventories
Transfer of items originally classified as inventories to equipment

$
$

$
$

The accompanying notes are an integral part of these condensed consolidated financial statements.
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52
166

12
336
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SEACHANGE INTERNATIONAL, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except per share data)
1. Basis of Presentation
The accompanying unaudited condensed consolidated financial statements include the accounts of SeaChange International, Inc. (“SeaChange” or the “Company”) and its
subsidiaries. SeaChange believes that the unaudited condensed consolidated financial statements reflect all adjustments (consisting of only normal recurring adjustments),
necessary for a fair statement of SeaChange’s financial position, results of operations and cash flows at the dates and for the periods indicated. The results of operations for the
periods presented are not necessarily indicative of results expected for the full fiscal year or any other future periods. The unaudited condensed consolidated financial statements
should be read in conjunction with the consolidated financial statements and related notes for the year ended January 31, 2004, included in SeaChange’s Annual Report on
Form 10-K for such fiscal year. The balance sheet at January 31, 2004 was derived from audited financial statements.
2. Revenue Recognition
Revenues from sales of systems and software license arrangements that do not require significant modification or customization of the underlying software are recognized when
title and risk of loss has passed to the customer, there is evidence of an arrangement, fees are fixed or determinable and collection of the related receivable is probable.
Installation, project management and training revenue is deferred and recognized as these services are performed. Revenue from technical support and maintenance is deferred
and recognized ratably over the period of the related agreements. Customers are billed for installation, project management, training and maintenance at the time of the product
sale. If a portion of the sales price is not due until installation of the system is complete, that portion of the sales price is deferred until installation is complete. Revenue from
movie content services is recognized based on the volume of monthly purchases that are made by hotel guests. Revenue from product development contract services is
recognized based on the efforts expended in relation to the overall efforts for the project. Shipping and handling costs and other out-of-pocket expenses reimbursed by customers
are included in revenues and cost of revenues.
SeaChange’s transactions frequently involve the sales of systems and services under multiple element arrangements. Systems sales always include at least one year of free
technical support and maintenance services. Revenue under multiple element arrangements is allocated to all undelivered elements of the sales arrangement based upon the fair
value of those elements. The amounts allocated to training, technical support and maintenance are based upon the price charged when these elements are sold separately and
unaccompanied by the other elements. The amount allocated to installation and project management revenue is based upon standard hourly billing rates and the estimated time
required to complete the service. The amount allocated to the sales of systems reflects the residual method basis. Under this method, the total arrangement value is allocated first
to undelivered elements, based on their fair values, with the remainder being allocated to systems revenue. Installation, training and project management services are not
essential to the functionality of systems as these services do not alter the equipment’s capabilities, are available from other vendors and the systems are standard products. For
multiple element arrangements including software licenses and services where vendor-specific objective evidence of the fair value does not exist to allocate a portion of the fee
to the only undelivered element, where the only undelivered element are technical support and maintenance services, the entire fee under the arrangement is recognized ratably
over the period which technical support and maintenance is expected. For transactions in which consideration, including equity instruments, is given to a customer, SeaChange
accounts for the value of this consideration as a reduction in revenue in the Consolidated Statement of Operations (see Note 10).
Certain reclassifications have been made to conform the prior period amounts to the current period presentation. In the fourth quarter of the fiscal year ended January 31, 2004,
the Company reclassified reimbursable service expenses to be consistent with EITF 01-14, “Income Statement Characterization of Reimbursements Received for Out of Pocket
Expenses Incurred.” As a result, amounts billed to customers for reimbursable out-of-pocket expenses of $563,000 for the three months ended April 30, 2003 have been
reclassified from being an offset to cost of services revenue to an addition to services revenue. The amount reclassified had no effect on current or previously reported income
from operations, net income or earnings per share.
3. Stock Compensation
SeaChange accounts for its stock option plans and stock purchase plan under the provisions of Accounting Principles Board Opinion No. 25, “Accounting for Stock Issued to
Employees,” (“APB 25”) and related interpretations and provides pro forma footnote disclosures as though the fair value method under SFAS No. 123, “Accounting for StockBased Compensation,” (“SFAS 123”), as amended by SFAS No. 148, “Accounting for Stock-Based Compensation-Transition and Disclosure, An Amendment of SFAS No.
123”, was followed. Non-employee stock awards are accounted for in accordance with SFAS No. 123 and Emerging Issues Task Force Issue No. 96-18, “Accounting for Equity
Instruments That are Issued to Other than Employees for Acquiring, or in Conjunction with Selling, Goods or Services”. SeaChange’s employee stock purchase plan is a noncompensatory plan and its stock option plans are accounted for using the intrinsic value method under the provisions of APB 25. Had compensation for SeaChange’s stock
based
6
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SEACHANGE INTERNATIONAL, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except per share data)
compensation plans been accounted for under the fair value method as proscribed by SFAS No. 123, the amounts reported in the Condensed Consolidated Statements of
Operations for the three months ended April 30, 2004 and 2003, would have been:
Three months ended,
April 30,
2004

April 30,
2003

Net income, as reported
Less: Stock-based employee compensation expense determined under fair value method for all awards, net of related tax
effects

$ 3,207

$

Pro forma net income (loss)

$ 1,351

$ (1,545)

Diluted income (loss) per share
As reported
Pro forma

$ 0.11
$ 0.05

$ 0.02
$ (0.06)

1,856

562
2,107

The fair value of each option granted was estimated on the date of grant assuming a weighted average volatility factor of 100% for the three months ended April 30, 2003 and
April 30, 2004. Additional weighted average assumptions used for grants during the three months ended April 30, 2003 and April 30, 2004, included: dividend yield of 0.0%
for all periods; risk-free interest rates of 2.0% for options granted during the three months ended April 30, 2003; 2.5% for options granted during the three months ended April
30, 2004; and an expected option term of 7.5 years for all periods.
Because additional option grants are expected to be made each period and options vest over several periods, the above pro forma disclosures are not representative of pro forma
effects of reported net income (loss) for future periods.
4. Earnings Per Share
Earnings per share is presented in accordance with SFAS No. 128, “Earnings Per Share”, (“SFAS 128”) which requires the presentation of “basic” earnings per share and
“diluted” earnings per share. Basic earnings per share is computed by dividing earnings available to common shareholders by the weighted-average shares of common stock
outstanding during the period. For the purposes of calculating diluted earnings per share, the denominator includes both the weighted average number of shares of common
stock outstanding during the period and the weighted average number of shares of potential common stock, such as stock options and restricted stock, calculated using the
treasury stock method.
For the three months ended April 30, 2004 and April 30, 2003, 2,285,532 and 3,194,631, respectively, of common shares issuable upon the exercise of stock options have been
excluded from the diluted income per share computation as the exercise prices of these common shares were above the market price of the common stock during the period
indicated.
Below is a summary of the shares used in calculating basic and diluted income per share for the periods indicated:
Three months ended

Weighted average shares used in calculating earnings per share—Basic
Dilutive common stock equivalents
Common stock warrants
Weighted average shares used in calculating earnings per share—Diluted
7

April 30,
2004

April 30,
2003

27,341,000

26,769,000

1,326,000
139,000

434,000
96,000

28,806,000

27,299,000
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SEACHANGE INTERNATIONAL, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except per share data)
5. Inventories
Inventories consist of the following:

Components and assemblies
Finished products

April 30,
2004

January 31,
2004

$ 13,530
5,581

$ 13,994
5,744

$ 19,111

$ 19,738

6. Comprehensive Income
SeaChange’s comprehensive income was as follows:
Three months ended

Net income
Other comprehensive income (expense), net of tax:
Foreign currency translation adjustment, net of tax of $— and $16, respectively
Unrealized gain (loss) on marketable securities, net of tax of $118, and $26, respectively
Other comprehensive income (loss)
Comprehensive income

April 30,
2004

April 30,
2003

$ 3,207

$ 562

—
(177)

(34)
55

(177)

21

$ 3,030

$ 583

7. Segment Information
SeaChange has three reportable segments: broadband systems, broadcast systems and services. The broadband systems segment develops, markets and sells products to digitally
manage, store and distribute digital video for cable system operators and telecommunications companies. The broadcast systems segment develops, markets and sells products
for the storage, archival, on-air playback of advertising and other video programming for the broadcast television industry. The services segment provides installation, training,
product maintenance and technical support for all of the above systems and movie content, which is distributed by the broadband product segment. SeaChange does not measure
the assets allocated to the segments. SeaChange measures profitability of the segments based on their respective gross profits. There were no inter-segment sales or transfers.
Long-lived assets are principally located in the United States. The following summarizes the revenues and cost of revenues by reportable segment:
Three months ended
April 30,
2004

April 30,
2003

Revenues
Broadband
Broadcast
Services

$ 28,371
2,805
10,463

$ 23,640
2,365
8,769

Total

$ 41,639

$ 34,774

Costs of revenues
Broadband
Broadcast
Services

$ 15,003
1,961
5,889

$ 13,482
1,784
5,789

Total

$ 22,853

$ 21,055

8
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SEACHANGE INTERNATIONAL, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except per share data)
The following summarizes revenues by geographic locations:
Revenues
United States of America
Canada and South America
Europe
Asia Pacific and rest of world

$ 35,490
2,500
2,358
1,291

$ 30,182
1,982
1,274
1,336

Total

$ 41,639

$ 34,774

The following summarizes revenues by significant customer where such revenue exceeded 10% of total revenues for that three month period:
Three months ended
April 30,
2004

Customer A
Customer B

56%
—

April 30,
2003

50%
10%

International sales accounted for approximately 15% and 13% of total revenues in the three-month periods ended April 30, 2004 and April 30, 2003, respectively. For the three
month periods ended April 30, 2004 and 2003, substantially all sales of the Company’s systems were made in United States dollars. Therefore, SeaChange has not experienced
any material impact from fluctuations in foreign currency exchange rates on our results of operations or financial position. If this practice changes in the future, the Company
will reevaluate its foreign currency exchange rate risk.
Accounts Receivable
At April 30, 2004, one customer accounted for 69% of the accounts receivables and at January 31, 2004 one customer accounted for 22% of the accounts receivable.
8. Intangible Assets
The Company’s intangible assets consist of patent costs. At April 30, 2004 and January 31, 2004, the gross carrying value of these intangible assets was $5.7 million and the
accumulated amortization was $4.8 million and $4.4 million, respectively. SeaChange’s intangible assets are amortized on a straight-line basis over a period of up to 4 years.
Amortization expense for intangible assets was $400,000 for the three months ended April 30, 2004 and 2003 and is estimated to be approximately $1.1 million in fiscal 2005,
$100,000 in fiscal 2006, $100,000 in fiscal 2007, $0 in fiscal 2008 and $0 in fiscal 2009.
9. Commitments and Contingencies
Litigation Regarding SeaChange Patent No. 5,862,312.
On June 13, 2000, SeaChange filed in the United States District Court for the District of Delaware a lawsuit against one of SeaChange’s competitors, nCube Corp., whereby
SeaChange alleged that nCube’s MediaCube-4 product infringed a patent held by SeaChange (Patent No. 5,862,312) (“`312”) relating to SeaChange’s MediaCluster
technology. In instituting the claim, SeaChange sought both a permanent injunction and damages in an unspecified amount. nCube made a counterclaim against Seachange that
SeaChange’s patent was invalid and that nCube’s MediaCube-4 product did not infringe SeaChange’s patent. On September 6, 2000, nCube conceded that, based on a claim
construction ruling issued by the district court in August 2000, nCube’s MediaCube-4 product infringed SeaChange’s patent. On September 25, 2000, a jury upheld the validity
of SeaChange’s patent. On March 28, 2002, the district court denied nCube’s motion for a new trial and on September 30, 2002, the district court denied nCube’s motions for
judgment as a matter of law. The District Court’s September 30, 2002 order provided no explanation of the court’s reasoning, but indicated that a memorandum opinion would
subsequently issue.
On October 29, 2002, nCube filed a notice of appeal of the district court’s September 30, 2002 orders, and also filed a motion with the United States Court of Appeals for the
Federal Circuit seeking to stay the appeal pending issuances of the district court’s memorandum opinion. On January 29, 2003, the Federal Circuit Court of Appeals issued an
order staying nCube’s appeal pending issuance of a memorandum opinion by the district court. On November 3, 2003, the Federal Circuit Court of Appeals issued an order
dismissing nCube’s appeal for lack of jurisdiction, as a final judgment had not yet been entered in the district court case. Any damages and injunctive relief against nCube will
not be awarded until after appeal.
On April 7, 2004, the District Court issued its Memorandum Opinion which sets forth its reasoning for the September 30, 2002 order. On April 29, 2004, the District Court
entered a judgment denying nCube’s claim that the ‘312 patent is invalid. On May 5, 2004, nCube filed a notice of appeal purporting to appeal from the District Court’s April
29, 2004 judgment.
9
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SEACHANGE INTERNATIONAL, INC.
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except per share data)
On March 26, 2002, nCube Corp. filed a complaint against SeaChange in the United States District Court for the District of Delaware seeking a declaratory judgment that its
redesigned MediaCube-4 product does not infringe U.S. Patent No. 5,862,312 held by SeaChange. The complaint also alleges that nCube has been damaged by a certain
statement made by SeaChange’s Chief Executive Officer during a public conference call to discuss SeaChange’s earnings on March 5, 2002. nCube is seeking a public
retraction of the statement and damages in an unspecified amount. On April 15, 2002, SeaChange moved to dismiss all claims on the grounds that the patent-related issues are
currently pending before the Court in the lawsuit previously filed by SeaChange, and the district court lacks jurisdiction over the remaining claims. On June 25, 2002, the district
court stayed that action pending resolution of the appeal in the previously filed lawsuit.
Litigation Regarding nCube Patent No. 5,805,804
On January 8, 2001, nCube Corp. filed a complaint against SeaChange in the United States District Court for the District of Delaware alleging that SeaChange’s use of
SeaChange’s MediaCluster, MediaExpress and Media Server technology each infringe Patent No. 5,805,804 held by nCube (“`804”). In instituting the claim, nCube sought both
an injunction and monetary damages. On May 29, 2002, the jury rendered a verdict that SeaChange infringed the nCube `804 patent. The jury determined a reasonable royalty
rate of 7% on sales of allegedly infringing video-on-demand products. The jury also determined that damages through January 31, 2002 amounted to approximately $2.0 million
and that SeaChange’s infringement was willful. In accordance with Statement of Financial Accounting Standards No. 5, “Accounting for Contingencies,” (“SFAS No. 5”)
SeaChange recorded certain charges to reflect this unfavorable jury verdict against SeaChange in the first quarter of fiscal 2003. The charges recorded totaled $14.4 million and
included provisions for estimated damages of $2.8 million and treble damages of $5.6 million related to the shipments of the accused video-on-demand (“VOD”) systems
through April 30, 2002, legal fees of $3.6 million incurred by SeaChange in defense of this patent, including $1.5 million of deferred legal costs included in other assets as of
January 31, 2002, and estimated nCube legal fees of $2.0 million, and accrued interest on total damages of $418,000.
In response to certain post-trial motions filed by SeaChange and nCube in 2002, the district court issued on March 31, 2003 two orders in the ‘804 infringement case and on
April 7, 2004 issued the related memorandum opinion explaining the scope of and basis for the orders. The first order ruled on the post-trial motions filed by nCube and
SeaChange. The district court denied SeaChange’s motion for judgment as a matter of law with regard to literal infringement and validity. However, the court granted
SeaChange’s motion for judgment as a matter of law with regard to infringement under the doctrine of equivalents, finding that this was not sufficiently established during trial.
The district court denied SeaChange’s motion for a new trial and awarded nCube enhanced damages of two times the jury award ($4.1 million) and two-thirds of its attorney’s
fees ($1.8 million). The district court also awarded nCube pre-judgment interest ($62,000) and post-judgment interest, ordering that nCube submit to the court an updated postjudgment interest calculation within twenty (20) days of receipt of the April 7, 2004 memorandum. The court also denied nCube’s motion for a permanent injunction and an
accounting, as the parties intend to appeal both this case and the litigation regarding the ‘312 patent detailed above, and the court having granted SeaChange’s motion for
judgment as a matter of law with regard to infringement under the doctrine of equivalents. Additionally, the court ruled that it would consider the supplemental declaration of
one of SeaChange’s witnesses for the limited purpose of establishing SeaChange’s conduct during litigation, but would disregard the substantive content of the declaration. The
second order issued by the court on March 31, 2003 denied a number of outstanding pre-trial motions as moot.
On April 8, 2003, nCube submitted to the district court a post-judgment calculation of damages which applied the 7% royalty rate to the sales of the allegedly infringing videoon-demand products during the months of February, March, April and May of 2002 and which included post-judgment interest through April 8, 2003. nCube’s submission
calculated the base amount of actual damages to be $2.8 million, resulting in a revised amount of enhanced damages of $5.6 million. nCube’s submission also sought postjudgment interest of $34,000. As discussed above, the district court has requested submission of an updated post-judgment calculation within twenty (20) days of receipt of the
April 7, 2004 memorandum.
On April 10, 2003, nCube filed a notice of appeal from the district court orders issued March 31, 2003.
On April 28, 2003, SeaChange filed a notice of appeal, appealing from the judgment and from other adverse rulings by the district court. SeaChange also filed a motion with the
Federal Circuit Court of Appeals seeking to stay nCube’s appeal pending the issuance of a written opinion by the district court explaining its March 31, 2003 orders. On May
29, 2003, the Court of Appeals allowed SeaChange’s motion and ordered the appeals stayed pending the issuance of a memorandum opinion by the district court, which was
issued on April 7, 2004.
Based on the court order issued on March 31, 2003 and the subsequent court filing by nCube on April 8, 2003, SeaChange adjusted its accrued litigation reserve in the fourth
quarter of fiscal 2003 by reducing the estimated damages by $2.8 million, the estimated nCube
10
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NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(In thousands, except per share data)
legal costs by $160,000 and the pre-judgment and post-judgment interest charges by $600,000. The legal fees incurred through May 29, 2002 of $3.6 million includes the writeoff of $1.5 million of SeaChange’s deferred legal fees included in other assets as of January 31, 2002, which was expensed in the first quarter of fiscal 2003 as well as
SeaChange’s fees of $2.1 million incurred related to pre-verdict legal services.
The following is a summary of the accrued litigation reserve through April 30, 2004:
Estimated damages on the accused VOD shipments through April 30, 2002
Estimated treble damages on the accused VOD shipments through April 30, 2002
Estimated legal fees (including write-off of capitalized legal costs and nCube legal fees)
Accrued interest on estimated damages and treble damages through April 30, 2002
Total charges recorded as of April 30, 2002
Additional accrued interest on estimated damages and treble damages through January 31, 2004
Adjustment to litigation reserve based on March 31, 2003 court order and April 8, 2003 court filing
Legal expenses paid through January 31, 2004
Accrued litigation reserve as of January 31, 2004
Additional accrued interest on estimated damages and treble damages through April 30, 2004
Accrued litigation reserve as of April 30, 2004

$ 2,787,000
5,574,000
5,621,000
418,000
14,400,000
362,000
(3,537,000)
(3,621,000)
7,604,000
5,000
$ 7,609,000

This reserve reflects SeaChange’s best estimate of SeaChange’s exposure based on information currently available. However, SeaChange believes that any liability ultimately
incurred after pursuing all legal options will not likely exceed the accrued litigation reserve as of April 30, 2004, except for on-going legal fees associated with the dispute and
additional interest on the awarded damages, which will be charged to operations. Other than the payment of SeaChange’s legal fees, any payment of the other recorded charges
will only occur in the event that the jury verdict is upheld in appeal. SeaChange has appealed the district court’s judgment to the United States Court of Appeals for the Federal
Circuit. Any injunctive relief against SeaChange will not be determined until after appeal. In the event that the court issues an injunction prohibiting SeaChange from selling the
accused video-on-demand products, SeaChange believes that such injunction would have a minimal impact on SeaChange’s ability to ship products and meet customer demands
because SeaChange has implemented a revised version of the software which SeaChange believes does not infringe the nCube `804 patent.
On April 7, 2004, the District Court issued a Memorandum Opinion explaining its reasoning for the March 31, 2003 order. The District Court also issued an order on April 7,
2004 modifying the March 31, 2003 order providing nCube with 20 days to update its post-judgment interest calculation. On April 27, 2004, nCube submitted an updated postjudgment interest calculation of $131,174 as of April 26, 2004.
The Company has notified the United States Court of Appeals for the Federal Circuit that the April 7, 2004 Memorandum Opinion has issued.
In addition nCube has asserted that SeaChange infringes several other patents and that it may take legal action in the future. SeaChange believes that SeaChange does not
infringe any valid claim in these other patents.
Putterman Litigation
On June 14, 1999, SeaChange filed a defamation complaint against Jeffrey Putterman, Lathrop Investment Management, Inc. and Concurrent Computer Corporation in the
Circuit Court of Pulaski County, Arkansas alleging that the defendants conspired to injure SeaChange’s business and reputation in the marketplace. The complaint further
alleges that Mr. Putterman and Lathrop Investment Management, Inc. defamed SeaChange through false postings on an Internet message board. The complaint seeks
unspecified amounts of compensatory and punitive damages. On July 15, 1999, Mr. Putterman also asserted a counterclaim alleging breach of contract and fraudulent
misrepresentation, on the theory that, in exchange for a full release, he agreed to post on the internet an apology to SeaChange for his prior postings.
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On June 14, 2000, Concurrent filed a counterclaim under seal against SeaChange seeking unspecified damages. On July 28, 2000, Concurrent filed a motion for summary
judgment on the claim of civil conspiracy and on January 4, 2001, the trial court entered an order granting summary judgment for Concurrent on that claim. On June 12, 2001,
the trial court denied the motion for reconsideration but made findings which permitted an immediate appeal and on July 11, 2001 SeaChange filed an appeal. On October 2,
2002, the Arkansas Court of Appeals reversed the judgment entered in favor of Concurrent and remanded the matter to the trial court. The Arkansas Supreme Court declined
Concurrent’s request for review. All claims proceeded to trial beginning January 26, 2004. On March 2, 2004, the jury returned its verdicts, finding that SeaChange did not
breach its contract with Mr. Putterman and that SeaChange did not defame Concurrent. The jury also found that Mr. Putterman did not defame SeaChange and that SeaChange
did commit fraudulent misrepresentation. No damages were awarded by the jury in connection with this finding. On May 25, 2004 the court entered judgment in favor of
Putterman, Lathrop Investment Management and Concurrent on SeaChange’s complaint and entered judgment in favor of SeaChange on the counterclaims of Putterman and
Concurrent. It is not known whether Putterman or Concurrent will appeal from this judgment.
Securities Class Action Litigation
From October 30, 2002 to January 13, 2003, six purported securities class action lawsuits, all alleging nearly identical claims, were filed in the United States District Court for
the District of Massachusetts against SeaChange, Morgan Stanley & Co. Incorporated, Thomas Weisel Partners LLC, RBC Dain Rauscher, Inc., William Styslinger, III, William
Fiedler, Martin R. Hoffmann, Thomas F. Olson and Carmine Vona. On April 3, 2003, the Court consolidated these complaints into one action captioned: In re SeaChange
International, Inc., et al. Securities Litigation, Civil Action No. 02-12116-DPW. On May 16, 2003, the plaintiffs filed a consolidated and amended class action complaint (the
“Complaint”). In the Complaint, the plaintiffs allege that the defendants violated Sections 11 and/or 12(2) of the Securities Act of 1933 (the “Securities Act”), and in the case of
the individual defendants Section 15 of the Securities Act, in connection with the stock offering that SeaChange completed on January 31, 2002. The Complaint seeks damages
in an unspecified amount, together with interest thereon, recissory damages, reimbursement of costs and expenses, and further relief that the court may determine to be
appropriate. SeaChange believes that the allegations in the Complaint are without merit. On July 18, 2003, SeaChange and the individual defendants filed a motion to dismiss
all claims in their entirety, with prejudice. The lead plaintiff’s opposition to the motion to dismiss was filed on September 12, 2003, and the defendants’ reply memorandum was
filed on October 8, 2003. A hearing on the motion to dismiss took place on January 16, 2004. On February 6, 2004, Judge Woodlock of the United States District Court for the
District of Massachusetts issued a memorandum granting the motion to dismiss all claims asserted against the Company and the individual defendants, and an order of dismissal
was entered by the court on February 9, 2004. On February 19, 2004, the lead plaintiff filed a notice of appeal to the United States Court of Appeals for the First Circuit from
the memorandum and order granting the motion to dismiss all claims in their entirety.
General
SeaChange cannot be certain of the outcome of the foregoing current or potential litigation, but SeaChange plans to vigorously defend itself against allegations made against
SeaChange and opposes allegations that may be brought against SeaChange in the future. Accordingly, SeaChange is unable to determine the ultimate impact of this litigation
on SeaChange’s business, financial condition and results of operations or cash flows.
Guarantees and Indemnification Obligations
SeaChange warrants that its products, including software products, will substantially perform in accordance with its standard published specifications in effect at the time of
delivery. Most warranties have at least a one year duration commencing from installation. In addition, upon the sale of its systems, SeaChange provides maintenance support to
all customers and therefore allocates a portion of the systems purchase price to the initial warranty period and recognizes revenue on a straight line basis over that warranty
period related to both the warranty obligation and the maintenance support agreement. For maintenance support agreements that extend beyond the standard warranty term,
revenue is deferred and recognized on a straight line basis over the contract period. Any related costs are expensed as incurred. At April 30, 2004 and January 31, 2004,
SeaChange had deferred revenue related to initial and maintenance support agreements of $17.2 million and $14.6 million, respectively.
10. Comcast Equity Investment and Video-on-Demand Purchase Agreements
In the fourth quarter of fiscal year 2001, SeaChange entered into a video-on-demand purchase agreement with Comcast to provide SeaChange’s interactive television video
servers and related services. Under the terms of the video-on-demand purchase agreement, Comcast committed to purchase SeaChange equipment capable of serving a
minimum of one million cable subscribers by approximately December 2002. In addition, Comcast could earn up to an additional 450,000 incentive common stock purchase
warrants through December 2003 based on the number of cable subscribers in excess of one million served by SeaChange’s equipment which was purchased by Comcast. In
connection with the execution of this commercial agreement, SeaChange entered into
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a common stock and warrant purchase agreement, dated as of February 28, 2001, with Comcast SC Investment, Inc., whereby Comcast SC agreed to purchase an aggregate of
756,144 shares of SeaChange’s common stock for $10.0 million and Comcast SC received a warrant to purchase 100,000 shares of SeaChange’s common stock with an
exercise price of $13.225 per share. Under conditions of the arrangement, the number of common shares purchased and the number of common stock purchase warrants and
related exercise price were subject to adjustment. In accordance with the agreement, an additional 25,000 common stock purchase warrants were issued as the registration
statement had not been declared effective on or before March 31, 2001. On June 13, 2001, the effective date of the registration statement, SeaChange issued an additional
14,667 common stock purchase warrants in accordance with the agreement.
SeaChange determined the intrinsic value of $586,000 related to the 756,144 shares of common stock purchased on February 28, 2001 and measured the fair value of $1.1
million related to the 100,000 common stock purchase warrants as of the closing date and recorded these amounts as contra-equity. On April 30, 2001, SeaChange recorded an
additional contra-equity amount of $325,000 for the fair value of the additional 25,000 common stock purchase warrants of SeaChange common stock issued on March 31,
2001, and on June 13, 2001 recorded an additional contra equity amount of $335,000 representing the incremental fair value of the 14,667 common stock purchase warrants of
SeaChange common stock issued on that date. The total contra-equity amount of $2.4 million was amortized as an offset to gross revenue in proportion to the revenue
recognized from the sale of equipment with respect to the first one million subscribers Comcast has committed to under the video-on-demand purchase agreement.
During the three months ended April 30, 2003, Comcast earned an additional 92,113 incentive common stock purchase warrants based on the number of cable subscribers in
excess of the first one million subscribers. The estimated fair value of the common stock purchase warrants was based on the average closing market price of SeaChange’s
common stock for the last fifteen trading days ended on April 30, 2003. SeaChange recorded $575,000 as an offset to gross product revenue during the three months ended
April 30, 2003 representing the estimated fair value of the 92,113 additional incentive common stock purchase warrants and the revaluation of 93,745 incentive common stock
purchase warrants earned by Comcast in fiscal 2003 but not issued as of April 30, 2003. As of December 31, 2003, Comcast had earned the remaining 433,878 incentive
common stock purchase warrants available under the video-on-demand purchase agreement. The estimated fair value of the common stock purchase warrants was based on the
average closing market price of SeaChange’s common stock for the last fifteen trading days ended on each of the determination dates of December 31, 2002, June 30, 2003 and
December 31, 2003, the final determination date of the agreement. Included in other accrued expenses at April 30, 2004 was $4.2 million representing the fair value of the
common stock purchase warrants earned by Comcast but not issued as of that date. SeaChange has no remaining obligations as of April 30, 2004 related to the Comcast equity
investment and SeaChange expects to issue the remaining incentive common stock purchase warrants in fiscal 2005.
11. Investments in Affiliates
Visible World. In the fourth quarter of fiscal year 2002, SeaChange entered into a Joint Development and Marketing Agreement with Visible World. The purpose of the
partnership is to integrate the advertising insertion product offerings that SeaChange offers with the software technologies of Visible World, which would enable advertisers an
end-to-end solution for providing target advertising to their customers. Commencing on November 29, 2002, the agreement is terminable on 90-days notice given by either
party. In conjunction with the arrangement, Visible World issued SeaChange a fully vested warrant to purchase one million shares of Series B Preferred Stock at an exercise
price of $0.01 per share. The warrant expires at the earliest of a) the consummation of a qualified public offering, as defined in the agreement, by Visible World, b) the sale of
Visible World, as defined in the warrant agreement and c) 10 years. Because the issuance of the warrant to SeaChange under the terms of the agreement is in exchange for
services to be provided by SeaChange, the warrant is accounted for under the guidance of EITF 00-08, “Accounting by a Grantee for an Equity Instrument to be Received in
Conjunction with Providing Goods or Services.” Management determined the fair value of the warrant as of the date of the grant based on available financial information using
the Black-Scholes valuation model. The assumptions used in this valuation included: a fair value of Visible World stock of $0.50 per share, a weighted average volatility factor
of 100%, a dividend yield of 0.0%, a risk-free interest rate of 4.22%, and an expected warrant term of 5 years. SeaChange recorded the value of the warrant of $493,000 as a
long-term investment included in investments in affiliates with an offsetting amount included in deferred revenue. SeaChange is recognizing the deferred revenue over the
expected term of the services ending in the fourth quarter of fiscal year 2007.
In August 2003, Visible World completed the first phase of a private financing in which it raised $4.6 million in exchange for preferred stock. As a result of the financing,
SeaChange determined that the fair value of the warrant had declined and recorded a $313,000 charge related to the other than temporary loss on the investment. In connection
with this financing, SeaChange’s warrant to purchase one million shares of Series B preferred stock of Visible World was amended to be exercisable for one million shares of
common stock of Visible World; and SeaChange exercised the warrant to purchase the one million shares of Visible World common stock. SeaChange subsequently exchanged
95,517 shares of Visible World common stock for 1,192,311 shares of Series A-1 Preferred Stock. In addition, as part of Visible World’s private financing, SeaChange invested
$96,000 for an additional 1,192,311 shares of Series A-1 Preferred Stock. In January 2004, SeaChange and Visible World signed a revised Marketing Agreement in which
SeaChange agreed to receive warrants to purchase 2.8 million shares of preferred stock of Visible World in lieu of future royalties that
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would have been earned by SeaChange relating to revenue earned by Visible World in accordance with an agreement between Visible World and Comcast Cable Corporation
(“Comcast”). The warrants will vest over the five year term of the agreement between Visible World and Comcast. SeaChange estimated the fair value of these warrants to be
$223,000 and included the amount in investments in affiliates with an offsetting amount included in deferred revenue. SeaChange is recognizing the deferred revenue over the
five year term of the agreement. As of April 30, 2004, SeaChange owned less than 5% of the common and preferred stock of Visible World and is accounting for this
investment under the cost method of accounting.
On Demand Group. In the third quarter of fiscal year 2003, SeaChange entered into a Subscription and Shareholders Agreement (the “Subscription Agreement”) with The On
Demand Group Limited (“ODG”), a company incorporated in England and Wales that provides video-on-demand services in Europe. Pursuant to the Subscription Agreement,
the Company invested 1.5 million U.K. pounds Sterling (approximately $2.4 million) in exchange for 600,000 ordinary shares of ODG representing approximately 23% of the
total outstanding capital stock of ODG as of October 29, 2002. As part of the Subscription Agreement, SeaChange committed to purchase additional ordinary shares and
preference shares of ODG from ODG and certain of its existing shareholders under certain conditions in the Subscription Agreement. SeaChange entered into a Business
Development Agreement with ODG for a minimum of five years whereby ODG agreed to exclusively purchase and to market and promote the Company’s video-on-demand
systems and software worldwide in connection with furnishing video-on-demand services to ODG’s customers.
In October 2003, the Subscription Agreement with ODG was amended to remove SeaChange’s commitment to purchase additional ordinary and preference shares from ODG
and certain of its existing shareholders. As part of the amended Subscription Agreement, SeaChange committed to loan ODG up to 5.5 million U.K. pounds Sterling
(approximately $9.3 million) payable in tranches of 500,000 U.K. pounds Sterling or multiples thereof. ODG’s ability to draw-down the loan is subject to certain conditions
including ODG’s execution of a carriage agreement with a cable operator prior to December 31, 2004 and its achievement of certain financial targets. Any outstanding loan
amounts would mature five years from the date of the first draw-down and interest is payable quarterly at the rate of 8.1% per annum. No amounts are outstanding as of April
30, 2004.
In December 2003, SeaChange purchased 117,647 common shares of ODG from its principal owners for 400,000 U.K. pounds Sterling (approximately $692,000) increasing
SeaChange’s ownership percentage to 28% as of that date.
12. New Accounting Pronouncements
In January 2003, the FASB issued FIN No. 46, “Consolidation of Variable Interest Entities” (“FIN No. 46”) and, in December 2003, issued a revision to that interpretation
(“FIN No. 46R”). FIN No. 46R replaces FIN No. 46 and addresses consolidation by business enterprises of variable interest entities that possess certain characteristics. A
variable interest entity (VIE) is defined as an entity in which equity investors do not have the characteristics of a controlling financial interest or do not have sufficient equity at
risk for the entity to finance its activities without additional subordinated financial support. The primary beneficiary is required to consolidate the financial position and results
of the VIE. SeaChange evaluated its relationships with equity method investments and determined that the adoption of FIN 46R in the quarter ended April 30, 2004 had no
impact.
In March 2004, the Emerging Issues Task Force (“EITF”) reached a consensus on EITF No. 03-01, “The Meaning of Other-Than Temporary Impairment and Its Application to
Certain Investments.” EITF No. 03-01 addresses disclosures about unrealized losses on available-for-sale debt and equity securities accounted for under FASB Statements No.
115, “Accounting for Certain Investments in Debt and Equity Securities”, and No. 124, “Accounting for Certain Investments Held by Not-for-Profit Organizations.” EITF No.
03-01 is effective for all investments made in fiscal periods beginning after June 15, 2004. SeaChange does not currently expect that the adoption of EITF No. 03-01 will have a
material impact on its financial operating results.
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13. Subsequent Event
In May 2004, SeaChange acquired all of the outstanding stock of ZQ Interactive, Ltd., a company incorporated in the British Virgin Islands with its principal software
development office in Shanghai, China, for $2.0 million in cash. The acquisition will be accounted for under the purchase method of accounting.
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ITEM 2. Management’s Discussion and Analysis of Financial Condition and Results of Operations.
Factors That May Affect Future Results
Any statements contained in this Form 10-Q that do not describe historical facts may constitute forward-looking statements as that term is defined in the Private Securities
Litigation Reform Act of 1995. These statements relate to future events or our future financial performance and are identified by words such as “may,” “will,” “could,”
“should,” “expect,” “plan,” “intend,” “seek,” “anticipate,” “believe,” “estimate,” “potential,” or “continue” or other comparable terms or the negative of those terms. Forwardlooking statements in this Form 10-Q include certain statements regarding the effect of certain accounting standards on our financial position and results of operations, the
effect of certain legal claims against us, projected changes in our revenues, earnings and expenses, exchange rate sensitivity, interest rate sensitivity, liquidity, product
introductions and general market conditions. Our actual future results may differ significantly from those stated in any forward-looking statements. Any such forward-looking
statements contained herein are based on current expectations, but are subject to a number of risks and uncertainties that may cause actual results to differ materially from
expectations. The factors that could cause actual future results to differ materially from current expectations include the following: the continued growth, development and
acceptance of the video-on-demand market; the loss of one of our large customers; the cancellation or deferral of purchases of our products; the length of our sales cycles; a
decline in demand or average selling price for our broadband products; our ability to manage our growth; our ability to protect our intellectual property rights and the expenses
that may be incurred by us to protect our intellectual property rights; an unfavorable result of current or future litigation, including our current patent litigation with nCube Corp.
and the current securities class action lawsuits; content providers limiting the scope of content licensed for use in the video-on-demand market; our ability to introduce new
products or enhancements to existing products; our dependence on certain sole source suppliers and third-party manufacturers; our ability to compete in our marketplace; our
ability to respond to changing technologies; the risks associated with international sales; the performance of companies in which we have made equity investments, including
the ON Demand Group Limited and Visible World; our ability to integrate the operations of acquired subsidiaries; changes in the regulatory environment; our ability to hire and
retain highly skilled employees; and increasing social and political turmoil. Further information on factors that could cause actual results to differ from those anticipated is
detailed in various filings made by us from time to time with the Securities and Exchange Commission, including but not limited to, those appearing under the caption “Certain
Risk Factors That May Affect Our Business” in our Annual Report on Form 10-K filed with the Securities and Exchange Commission on April 14, 2004. Any forward-looking
statements should be considered in light of those factors.
Overview
We are a leading developer, manufacturer, and marketer of systems, known as video-storage servers, that automate the management and distribution of both long-form video
streams, such as movies or other feature presentations, and short-form video streams, such as advertisements.
We have three reportable segments: broadband systems, broadcast systems and services. The broadband systems segment includes products, such as our digital advertising and
video-on-demand products, that digitally manage, store and distribute digital video for cable system operators and telecommunications companies. The broadcast systems
segment includes products for the storage, archival, and on-air playback of advertising and other video programming for the broadcast television industry. Our system revenues
are comprised of sales of our broadband and broadcast systems. The service segment is comprised of revenue related to product development contracts, installation, project
management, training, product maintenance and technical support for all of the above systems, and delivery of content which is distributed by the broadband systems and
software segment.
We have experienced fluctuations in our systems revenues from quarter to quarter due to the timing of receipt of customer orders and the shipment of those orders. The factors
that impact the timing of the receipt of customer orders include among other factors: (1) the customer’s obtaining authorized signatures on their purchase orders, (2) budgetary
approvals within the customer’s company for capital purchases and (3) the ability to process the purchase order within the customer’s organization in a timely manner. Factors
that may impact the shipment of customer orders include: (1) the availability of material to produce the product, (2) the time required to produce and test the system before
delivery and (3) the customer’s required delivery date. The delay in the timing of receipt and shipment of any one customer order can result in significant fluctuations in our
revenue reported on a quarterly basis.
Our operating results are significantly influenced by a number of factors, including the mix of systems sold and services provided, pricing, costs of materials used in our
products, concentration of customers and the expansion of our operations during the fiscal year. We price our systems and services based upon our costs as well as in
consideration of the prices of competitive products and services in the marketplace. The costs of our systems primarily consist of the costs of components and subassemblies
that have generally declined over time. As a result of the growth of our business, our operating expenses have fluctuated in the areas of research and development, selling and
marketing, customer service and support and administration and are expected to increase as our revenues increase. Despite the limited economic recovery, we expect that our
cable and broadcast customers may still have limited capital spending budgets as we believe they are dependent on advertising revenues to fund their capital equipment
purchases.
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Accordingly, we expect our financial results to vary from quarter to quarter and our historical financial results are not necessarily indicative of future performance.
Our ability to continue to generate revenues within the markets that our systems are sold and to generate cash from operations and net income is dependent on several factors
which include: (1) market acceptance of the systems and services offered by our customers and increased subscriber usage and demand for these systems and services; (2)
selection by our customers of our systems and services versus the systems and services being offered by our competitors; (3) our ability to introduce new systems to the market
in a timely manner and to meet the demands of the market for new systems and systems enhancements; (4) our ability to maintain gross margins from the sale of our systems and
services at a level that will provide us with cash to fund our operations given the pricing pressures within the market and the costs of materials to manufacture our products; and
(5) our ability to control operating costs given the fluctuations that we have experienced with revenues from quarter to quarter.
In the three months ended April 30, 2004, our total revenues grew 20% to $41.6 million from the same period in 2003 compared to 1% growth to $34.8 million in the three
months ended April 30, 2003 compared to the same period in 2002. The growth in revenues is primarily attributed to our broadband segment, in which video-on-demand
systems revenues rose 42% to $25.2 million in the three months ended April 30, 2004 over the same period in 2003 and 11% to $17.8 million in the three months ended April
30, 2003 compared to the same period in the previous year. This significant growth in systems revenues reflects the expanding deployment of residential video-on-demand
systems throughout the United States of America by cable operators. We expect video-on-demand systems revenues will continue to increase in fiscal 2005, depending upon
their continued acceptance in key regional domestic markets and their initial deployment throughout Asia and Europe during the second half of fiscal 2005. Services revenues
also continued to grow, by 19% to $10.5 million in the three months ended April 30, 2004 over the same period in 2003 and 14% in the three months ended April 30, 2003
compared to the same period in the previous year. This sustained growth is primarily attributed to providing technical support and maintenance services to an ever expanding
base of equipment installed at customer sites.
Our advertising systems revenues, which are included in our broadband segment, decreased 47% to $3.1 million in the three months ended April 30, 2004 from the same period
in 2003 which compares to an increase of 38% in the three months ended April 30, 2003 over the same period in the previous year. We believe the decrease in advertising
systems revenues reflects a decline in demand for analog advertisement systems from cable operators. We expect sales of advertising systems to grow modestly in fiscal 2005.
Our broadcast systems revenue increased 19% to $2.8 million in the three months ended April 30, 2004 from the same period in 2003 which compares to a decrease of 61% in
the three months ended April 30, 2003 over the same period in the previous year. Also, the increasing rates of decline in both advertising systems and broadcast systems
revenues are attributed to the continued adverse affects from the economic slowdown in the advertising industry.
Gross profits increased 6% to 45% in the three months ended April 30, 2004 over the same period in 2003 in comparison to a 3% increase in the three months ended April 30,
2003 over the same period in the previous year. Higher revenues and lower manufacturing and material costs per unit primarily contributed to this favorable performance, even
though competitive pressures intensified and resulted in lower average selling prices per unit in fiscal 2005. We believe these competitive pressures will continue and our ability
to maintain gross margins will be dependent upon achieving technological advances that will further reduce material costs of sales.
Our revenue growth and improving gross margin resulted in net income of $3.2 million or $0.11 per diluted share in the three months ended April 30, 2004 as compared to net
income of $562,000 or $0.02 per diluted share in the same period in 2003. This improvement in operating results enabled us to generate $2.5 million of cash from operations
during the three months ended April 30, 2004 in comparison to a decrease of $1.6 million in the three months ended April 30, 2003.
Summary of Critical Accounting Policies; Significant Judgments and Estimates
Our discussion and analysis of our financial condition and results of operations are based upon our condensed consolidated financial statements, which have been prepared in
accordance with accounting principles generally accepted in the United States of America. The preparation of these financial statements requires us to make significant estimates
and judgments that affect the reported amounts of assets, liabilities, revenues and expenses, and related disclosure of contingent assets and liabilities. These items are regularly
monitored and analyzed by management for changes in facts and circumstances, and material changes in these estimates could occur in the future. Changes in estimates are
recorded in the period in which they become known. We base our estimates on historical experience and various other assumptions that we believe to be reasonable under the
circumstances. Actual results may differ from our estimates if past experience or other assumptions do not turn out to be substantially accurate.
A summary of those accounting policies that we believe are most critical to fully understand and evaluate our financial results is set forth in our Annual Report on Form 10-K
filed with the Securities and Exchange Commission on April 14, 2004.
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Three Months Ended April 30, 2004 Compared to the Three Months Ended April 30, 2003
Revenues
Systems Revenues. Our systems revenues consist of sales of our broadband products and software licenses and broadcast products. Systems revenues increased 20% from $26.0
million in the three months ended April 30, 2003 to $31.2 million in the three months ended April 30, 2004. Revenues from the broadband segment, which accounted for 91%
of total systems revenues in the three months ended April 30, 2003 and April 30, 2004 increased from $23.6 million in the three months ended April 30, 2003 to $28.4 million
in the three months ended April 30, 2004. Video-on-demand systems revenues increased to $25.2 million for the three months ended April 30, 2004 as compared to $17.8
million for the three months ended April 30, 2003. Revenues from video-on-demand systems for the three months April 30, 2003 were reduced by the amortization of $575,000
related to the deferred equity discount associated with the Comcast equity investment. Advertising system revenues were $3.1 million for the three months ended April 30, 2004
as compared to $5.8 million for the three months ended April 30, 2003. The increase in broadband revenues is primarily attributable to the increased deployment of residential
video-on-demand systems in the United States by cable operators, offset in part by a decline in the number of expansion systems purchased by United States cable system
operators for advertising insertion. Broadcast system segment revenues were $2.4 million in the three months ended April 30, 2003 compared to $2.8 million in the three months
ended April 30, 2004. The 19% increase in broadcast revenues for the three months ended April 30, 2004 was primarily attributable to an increase in capital expenditures by
broadcast companies that we believe reflects improvement in advertising revenues generated by those companies. We expect future revenue growth, if any, to come principally
from our video-on-demand and broadcast system products as cable and telecommunications companies continue to offer new applications for their customers and the market for
digital video servers within the broadcast industry continues to expand. As revenues from broadcast and interactive television products increase, the advertising products will
become a smaller portion of total system revenues. However, we believe that there will be a continuing demand for expansions to existing advertising insertion systems within
the United States and increasing demand for advertising insertion systems in an on demand environment as video-on-demand becomes more available to subscribers.
Services Revenues. Our services revenues consist of fees for installation, training, project management, product maintenance, technical support services, product development
contracts and movie content fees. Our services revenues increased 19% to $10.5 million in the three months ended April 30, 2004 from $8.8 million in the three months ended
April 30, 2003. This increase in services revenues primarily resulted from product development contracts, the annual renewals of technical support and maintenance service
contracts, price increases on certain technical support and maintenance services and the impact of a growing installed base of systems. Revenues from our wholly-owned
subsidiary, Digital Video Arts, were $316,000 in the three months ended April 30, 2003 and $747,000 in the three months ended April 30, 2004. Revenues from services are
expected to continue to grow as the installed base of our products increases and revenues from Digital Video Arts continue to grow due to additional development contracts and
new product offerings.
For the three months ended April 30, 2003 and April 30, 2004, certain customers each accounted for more than 10% of our total revenues. Single customers each accounted for
50% and 10% of total revenues in the three months ended April 30, 2003 and 56% of total revenues in the three months ended April 30, 2004. Revenue from these customers
was primarily in the broadband segment. We believe that a significant amount of our revenues will continue to be derived from a limited number of customers.
International sales accounted for approximately 13% and 15% of total revenues in the three months ended April 30, 2003 and April 30, 2004, respectively. No individual
country except the U.S. accounted for more than 10% of total revenue. We expect that international sales will remain a significant portion of our business in the future and
expect to obtain several new video-on-demand orders in Europe and Asia during fiscal year 2005. As of April 30, 2004, substantially all sales of our products were made in
United States dollars. Therefore, we have not experienced, nor do we expect to experience in the near term, any material impact from fluctuations in foreign currency exchange
rates on our results of operations.
Systems Gross Profit. Costs of systems revenues consist primarily of the cost of purchased components and subassemblies, labor and overhead relating to the final assembly and
testing of complete systems and related expenses. Costs of systems revenues increased to $17.0 million in the three months ended April 30, 2004 as compared to $15.3 million
in the three months ended April 30, 2003. In the three months ended April 30, 2004, the increase in the costs of systems revenues primarily reflects higher systems revenues
within the video-on-demand products. We expect the cost of systems revenues for the video-on-demand products within the broadband segment to decrease as a percentage of
revenues as the revenue level increases and we improve our manufacturing and material purchasing efficiencies. Systems gross profit as a percentage of systems revenues was
41% and 46% in the three months ended April 30, 2003 and April 30, 2004, respectively. Gross profit for the broadband segment increased from 43% of revenues for the three
months ended April 30, 2003 to 47% of revenues for the three months ended April 30, 2004. The increase in broadband gross profit percentages is primarily due to higher
revenues and lower material costs on certain components due to technological advances. Gross profit for the broadcast segment increased from 25% to 30% for the three months
ended April 30, 2003 and 2004, respectively. The increase in the broadcast gross profit percentage is primarily due to higher revenues and higher sales prices on certain
international revenues.
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Services Gross Profit. Costs of services revenues consist primarily of labor, materials and overhead relating to the installation, training, product maintenance and technical
support services provided by us and costs associated with providing movie content services. Costs of services revenues increased slightly from $5.8 million in the three months
ended April 30, 2003 to $5.9 million in the three months ended April 30, 2004. Services gross profit as a percentage of services revenue was 34% in the three months ended
April 30, 2003 and 44% in the three months ended April 30, 2004. The increase in services gross profit was primarily a result of higher revenues on a relatively fixed cost
structure. We expect that we will continue to experience fluctuations in gross profit percentage in the future due to the timing of revenues from technical support and other
services to support the growing installed base of systems and the timing of costs associated with our ongoing investment required to continue to expand our service organization
to support our installed base of systems and our new products.
Research and Development. Research and development expenses consist primarily of the compensation of development personnel, depreciation of development and test
equipment and an allocation of related facilities expenses. Research and development expenses increased 13% from $6.2 million in the three months ended April 30, 2003 to
$7.1 million, or 17% of total revenues, in the three months ended April 30, 2004 due primarily to required set-top box integration testing. We expect that research and
development expenses will increase 5% to 10% in fiscal 2005 as we continue our development and support of new and existing products.
Selling and Marketing. Selling and marketing expenses consist primarily of compensation expenses, including sales commissions, travel expenses and certain promotional
expenses. Selling and marketing expenses remained flat at $4.2 million, or 12% and 10% of total revenues, in the three months ended April 30, 2003 and April 30, 2004,
respectively.
General and Administrative. General and administrative expenses consist primarily of the compensation of executive, finance, human resource and administrative personnel,
legal and accounting services and an allocation of related facilities expenses. General and administrative expenses decreased slightly from $2.8 million in the three months
ended April 30, 2003 to $2.7 million, or 6% of total revenues in the three months ended April 30, 2004.
Interest Income and Interest Expense. Interest income was $442,000 in the three months ended April 30, 2003 and $539,000 in the three months ended April 30, 2004. The
increase in interest income primarily reflects higher average invested cash balances throughout the quarter and higher interest rates earned on the invested cash balance. Interest
expense was approximately $53,000 in the three months ended April 30, 2003 and $17,000 in the three months ended April 30, 2004.
Equity loss in earnings of affiliates. Equity loss in earnings of affiliates was $35,000 and $30,000 in the three months ended April 30, 2003 and 2004, respectively. The equity
loss in earnings of affiliates consists of our proportionate ownership share of the loss of the On Demand Group Limited (“ODG”) under the equity method of accounting.
Income Tax Expense. Our annual effective tax rate was 31% and 40% for the three months ended April 30, 2003 and 2004, respectively. For the three months ended April 30,
2003, the effective tax rate was favorably impacted by the utilization of the Company’s remaining federal net operating loss carryforwards. Through April 30, 2004, we have
recorded a full valuation allowance against our net deferred tax assets due to the uncertainty of their realization as a result of cumulative historical pre-tax losses. We will
continue to assess the need for the valuation allowance at each balance sheet date based on all available evidence. If we generate sufficient future pre-tax income, some portion
or all of the valuation allowance would be reversed and a corresponding increase in net income would be reported in the future.
Off-Balance Sheet Arrangements. We have not created, and are not party to, any special-purpose or off-balance sheet entities for the purpose of raising capital or incurring debt.
Other than our equity investment in ODG (see Liquidity and Capital Resources), we do not have any arrangements or relationships with entities that are not consolidated into
our financial statements that are reasonably likely to materially affect our liquidity or the availability of our capital resources.
Liquidity and Capital Resources
We have financed our operations and capital expenditures primarily with the proceeds from sales of our common stock, borrowings and cash flows generated from operations.
Cash and cash equivalents increased $1.6 million from $87.6 million at January 31, 2004 to $89.2 million at April 30, 2004 largely due to cash provided by operating activities.
Working capital, excluding long-term marketable securities, increased from $99.2 million at January 31, 2004 to $104.3 million at April 30, 2004.
Net cash provided by operating activities was $2.4 million for the three months ended April 30, 2004 compared to net cash used in operating activities of $1.6 million for the
three months ended April 30, 2003. The net cash provided by operating activities for the three months ended April 30, 2004 was the result of the net income of $3.2 million
adjusted for non-cash expenses including depreciation and amortization of $1.8 million and the changes in certain operating assets and liabilities. The significant changes in
operating assets and liabilities that provided cash from operations included increases in accounts payable of $9.8 million due to the timing of payments for inventory purchased
in April, deferred revenue of $3.7 million, accrued expenses of $1.6 million and income taxes payable of $1.0 million. These items that generated cash
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from operations were offset by an increase in accounts receivable of $18.9 million which included the sale of pre-petition Adelphia accounts receivable of $680,000 to a bank
for cash proceeds of $517,000. The increase in accounts receivable was due to the receipt of customer orders late in the quarter. It is typical for us to experience fluctuations in
our monthly operating results primarily due to the timing of receiving customer orders and the related shipment of these customer orders. As a result of these monthly
fluctuations, we may experience an increase in our inventories as a result of procurement of both short and long lead components for anticipated orders for both our product
segments, a decrease in our accounts payable balance primarily due to the timing of payments for materials purchased for prior month shipments, increases or decreases in
accounts receivable amounts as a result of the timing of receiving customer orders during the period and of customer payments and a resulting decrease in cash and cash
equivalents. We expect that the video-on-demand products within the broadband segment will continue to require a significant amount of cash to fund future product
development and demonstration equipment and to meet higher forecasted revenue levels.
Net cash used in investing activities was $1.4 million and $1.2 million for the three months ended April 30, 2004 and April 30, 2003, respectively. Investment activity for the
three months ended April 30, 2004 consisted primarily of capital expenditures of $852,000 and purchases of marketable securities of $528,000.
Net cash provided by financing activities was $598,000 for the three months ended April 30, 2004 compared with net cash used in financing activities of $30,000 for the three
months ended April 30, 2003. In the three months ended April 30, 2004, the cash provided by financing activities included $696,000 in proceeds from the issuance of common
stock in connection with stock option exercises and the employee stock purchase plan, partially offset by the repayment of obligations under capital lease of approximately
$98,000.
In December 2003, we renewed our revolving line of credit with a bank for a two year period and increased the committed amount from $10.0 million to $15.0 million. Loans
made under this revolving line of credit bear interest at a rate per annum equal to the bank’s prime rate, which was 4.0% on April 30, 2004. Borrowings under this line of credit
are collateralized by substantially all of our assets. The loan agreement requires that we provide the bank with certain periodic financial reports and comply with certain
financial ratios including a minimum level of earnings before interest, taxes and depreciation and amortization on a trailing twelve month basis, when amounts are outstanding
under the loan agreement. As of April 30, 2004, we were in compliance with the financial covenants. There are currently no amounts outstanding under the revolving line of
credit.
In October 2002, we entered into a Subscription and Shareholders Agreement (the “Subscription Agreement”) with ODG, a company incorporated in England and Wales that
provides video-on-demand services in Europe. Pursuant to the Subscription Agreement, we invested 1.5 million U.K. pounds Sterling (approximately $2.4 million) in exchange
for 600,000 ordinary shares of ODG representing approximately 23% of the total outstanding capital stock of ODG on that date. As part of the Subscription Agreement, we had
committed to purchase additional ordinary shares and preference shares of ODG from ODG and certain of its existing shareholders under certain conditions in the Agreement.
We also entered into a Business Development Agreement with ODG for a minimum of five years whereby ODG agreed to exclusively purchase and to market and promote our
video-on-demand systems and software worldwide in connection with furnishing video-on-demand services to ODG’s customers.
In October 2003, we and ODG amended the Subscription Agreement to remove our commitment to purchase additional ordinary and preference shares from ODG and certain of
its existing shareholders. As part of the amended Subscription Agreement, we have committed to loan ODG up to 5.5 million U.K. pounds Sterling (approximately $9.3 million)
payable in tranches of 500,000 U.K. pounds Sterling or multiples thereof. ODG’s ability to draw-down the loan is subject to certain conditions including ODG’s execution of a
carriage agreement with a cable operator prior to December 31, 2004 and its achievement of certain financial targets. Any outstanding loan amounts would mature five years
from the date of the first draw-down and interest is payable quarterly at the rate of 8.1% per annum. No amounts are outstanding as of April 30, 2004.
In December 2003, we purchased 117,647 common shares of ODG from its principal owners for 400,000 U.K. pounds Sterling (approximately $692,000).
In May 2004, we acquired all of the outstanding stock of ZQ Interactive, Ltd., a company incorporated in the British Virgin Islands with its principal software development
office in Shanghai, China, for $2.0 million in cash. The acquisition will be accounted for under the purchase method of accounting.
We had no material capital expenditure commitments as of April 30, 2004.
We believe that existing cash, cash equivalents and marketable securities together with available borrowings under the revolving line of credit are adequate to satisfy our
working capital and capital expenditure requirements and other contractual obligations for at least the next twelve months.
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Effects of Inflation
Management believes that financial results have not been significantly impacted by inflation and price changes.
Recent Accounting Pronouncements
In January 2003, the FASB issued FIN No. 46, “Consolidation of Variable Interest Entities” (“FIN No. 46”) and, in December 2003, issued a revision to that interpretation
(“FIN No. 46R”). FIN No. 46R replaces FIN No. 46 and addresses consolidation by business enterprises of variable interest entities that possess certain characteristics. A
variable interest entity (VIE) is defined as an entity in which equity investors do not have the characteristics of a controlling financial interest or do not have sufficient equity at
risk for the entity to finance its activities without additional subordinated financial support. The primary beneficiary is required to consolidate the financial position and results
of the VIE. We evaluated our relationships with equity method investments and determined that the adoption of FIN 46R in the quarter ended April 30, 2004 had no impact.
In March 2004, the Emerging Issues Task Force (“EITF”) reached a consensus on EITF No. 03-01, “The Meaning of Other-Than Temporary Impairment and Its Application to
Certain Investments.” EITF No. 03-01 addresses disclosures about unrealized losses on available-for-sale debt and equity securities accounted for under FASB Statements No.
115, “Accounting for Certain Investments in Debt and Equity Securities”, and No. 124, “Accounting for Certain Investments Held by Not-for-Profit Organizations.” EITF No.
03-01 is effective for all investments made in fiscal periods beginning after June 15, 2004. We do not currently expect that the adoption of EITF No. 03-01 will have a material
impact on our financial operating results.
ITEM 3. Quantitative and Qualitative Disclosures About Market Risk
We face exposure to financial market risks, including adverse movements in foreign currency exchange rates and changes in interest rates. These exposures may change over
time as business practices evolve and could have a material adverse impact on our financial results. Our primary exposure has been related to local currency revenue and
operating expenses in Europe and Asia. Historically, we have not hedged specific currency exposures as gains and losses on foreign currency transactions have not been
material to date. At April 30, 2004, we had no outstanding amounts related to variable rate U.S. dollar denominated debt. As there were no amounts outstanding as of April 30,
2004 related to variable rate debt, there was no interest rate exposure. The carrying amounts reflected in the consolidated balance sheet of cash and cash equivalents, trade
receivables, and trade payables approximates fair value at April 30, 2004 due to the short maturities of these instruments. We maintain investment portfolio holdings of various
issuers, types, and maturities. Our cash and marketable securities include cash equivalents, which we consider to be investments purchased with original maturities of three
months or less. Given the short maturities and investment grade quality of the portfolio holdings at April 30, 2004, a sharp rise in interest rates should not have a material
adverse impact on the fair value of our investment portfolio. As a result, we do not currently hedge these interest rate exposures. At April 30, 2004, we had $8.9 million in shortterm marketable securities and $25.9 million in long-term marketable securities. The major portion of these securities have fixed interest rates and are not subject to risk arising
from interest rate variability.
ITEM 4. Controls and Procedures
We evaluated the effectiveness of our disclosure controls and procedures, as defined in Securities Exchange Act of 1934, as amended (the “Exchange Act”) Rule 13a-15(e), as
of the end of the period covered by this quarterly report on Form 10-Q. William C. Styslinger, III, our Chief Executive Officer, and William L. Fiedler, our Chief Financial
Officer, reviewed and participated in this evaluation. Based upon that evaluation, Messrs. Styslinger and Fiedler concluded that our disclosure controls and procedures were
effective as of the end of the period covered by the report and as of the date of the evaluation.
As a result of the evaluation completed by us, and in which Messrs. Styslinger and Fiedler participated, we have concluded that there were no changes during the fiscal quarter
ended April 30, 2004 in our internal controls over financial reporting, which have affected, or are reasonably likely to materially affect, our internal controls over financial
reporting.
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PART II. OTHER INFORMATION
ITEM 1. Legal Proceedings
See Note 9 of Notes to Condensed Consolidated Financial Statements.
ITEM 6. Exhibits and Reports on Form 8-K
(a)

Exhibits

31.1

Certification Pursuant to Rule 13a-14(a) of the Exchange Act, as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (filed herewith).

31.2

Certification Pursuant to Rule 13a-14(a) of the Exchange Act, as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (filed herewith).

32.1

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (furnished herewith).

32.2

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (furnished herewith).

(b)

Reports on Form 8-K
A Form 8-K was furnished to the Securities and Exchange Commission on March 2, 2004 furnishing information pursuant to Item 12 relating to the press release of
SeaChange International, Inc., dated March 2, 2004 reporting SeaChange International, Inc.’s financial results for the fiscal quarter ended January 31, 2004 and the fiscal
year ended January 31, 2004.
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SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, SeaChange International, Inc. has duly caused this report to be signed on its behalf by the undersigned,
thereunto duly authorized.
Dated: June 9, 2004
SEACHANGE INTERNATIONAL, INC.
by:

/s/ William L. Fiedler
William L. Fiedler
Senior Vice President, Finance and
Administration, Chief Financial Officer,
Treasurer and Secretary (Principal Financial and
Accounting Officer; Authorized Officer)
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Index to Exhibits
No.

Description

31.1

Certification Pursuant to Rule 13a-14(a) of the Exchange Act, as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (filed herewith).

31.2

Certification Pursuant to Rule 13a-14(a) of the Exchange Act, as Adopted Pursuant to Section 302 of the Sarbanes-Oxley Act of 2002 (filed herewith).

32.1

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (furnished herewith).

32.2

Certification Pursuant to 18 U.S.C. Section 1350, as Adopted Pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 (furnished herewith)
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Exhibit 31.1
CERTIFICATION
I, William C. Styslinger, III, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of SeaChange International, Inc.;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made,
in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) for the registrant and we have:

5.

(a)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

(b)

[Paragraph omitted in accordance with SEC transition instructions contained in SEC Release 34-47986.]

(c)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d)

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b)

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

Date: June 9, 2004
/s/ William C. Styslinger, III
William C. Styslinger, III
President and Chief Executive Officer
(Principal Executive Officer)

Exhibit 31.2
CERTIFICATION
I, William L. Fiedler, certify that:
1.

I have reviewed this quarterly report on Form 10-Q of SeaChange International, Inc.;

2.

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a material fact necessary to make the statements made,
in light of the circumstances under which such statements were made, not misleading with respect to the period covered by this report;

3.

Based on my knowledge, the financial statements, and other financial information included in this report, fairly present in all material respects the financial
condition, results of operations and cash flows of the registrant as of, and for, the periods presented in this report;

4.

The registrant’s other certifying officer and I are responsible for establishing and maintaining disclosure controls and procedures (as defined in Exchange Act Rules
13a-15(e) and 15d-15(e)) for the registrant and we have:

5.

(a)

Designed such disclosure controls and procedures, or caused such disclosure controls and procedures to be designed under our supervision, to ensure that
material information relating to the registrant, including its consolidated subsidiaries, is made known to us by others within those entities, particularly
during the period in which this report is being prepared;

(b)

[Paragraph omitted in accordance with SEC transition instructions contained in SEC Release 34-47986.]

(c)

Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this report our conclusions about the effectiveness of the
disclosure controls and procedures, as of the end of the period covered by this report based on such evaluation; and

(d)

Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred during the registrant’s most recent fiscal
quarter (the registrant’s fourth fiscal quarter in the case of an annual report) that has materially affected, or is reasonably likely to materially affect, the
registrant’s internal control over financial reporting; and

The registrant’s other certifying officer and I have disclosed, based on our most recent evaluation of internal control over financial reporting, to the registrant’s
auditors and the audit committee of the registrant’s board of directors (or persons performing the equivalent functions):
(a)

All significant deficiencies and material weaknesses in the design or operation of internal control over financial reporting which are reasonably likely to
adversely affect the registrant’s ability to record, process, summarize and report financial information; and

(b)

Any fraud, whether or not material, that involves management or other employees who have a significant role in the registrant’s internal control over
financial reporting.

Date: June 9, 2004
/s/ William L. Fiedler
William L. Fiedler
Chief Financial Officer,
Senior Vice President – Finance
and Administration, Treasurer and Secretary
(Principal Financial and Accounting Officer)

Exhibit 32.1
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of SeaChange International, Inc. (the “Company”) on Form 10-Q for the period ending April, 30, 2004 as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), I, William C. Styslinger, III, President and Chief Executive Officer of the Company, certify, pursuant to 18 U.S.C.
Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:
(1)

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

/s/ William C. Styslinger, III
Name:
Title:

William C. Styslinger, III
President and Chief Executive Officer

Date: June 9, 2004

Exhibit 32.2
CERTIFICATION PURSUANT TO
18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO
SECTION 906 OF THE SARBANES-OXLEY ACT OF 2002
In connection with the Quarterly Report of SeaChange International, Inc. (the “Company”) on Form 10-Q for the period ending April 30, 2004 as filed with the Securities and
Exchange Commission on the date hereof (the “Report”), I, William L. Fiedler, Chief Financial Officer, Senior Vice President, Finance and Administration, Treasurer and
Secretary of the Company, certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002, that to my knowledge:
(1)

The Report fully complies with the requirements of Section 13(a) or 15(d) of the Securities Exchange Act of 1934; and

(2)

The information contained in the Report fairly presents, in all material respects, the financial condition and results of operations of the Company.

/s/ William L. Fiedler
Name:
Title:

William L. Fiedler
Chief Financial Officer, Senior Vice
President, Finance and Administration, Treasurer and
Secretary

Date: June 9, 2004

