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TRI-VISION INTERNATIONAL LTD./LTEE.
MANAGEMENT’S DISCUSSION & ANALYSIS

FOR THE THREE MONTHS PERIOD ENDED SEPTEMBER 30, 2004

The following Management’s Discussion and Analysis (MD&A) has been prepated to help shareholders understand
the financial performance of the Company and provides information that management believes is relevant to an
assessment and understanding of the Company’s risks and opportunities, and performance measures that are relevant
to the Company’s operations. The discussion, which has been prepared as of November 5, 2004 should be read in
conjuncton with the unaudited interim consolidated financial statements, notes thereto and Management’s Discussion
and Analysis (MD&A) for the fiscal year ended March 31, 2004 contained in the Company’s 2004 Annual Report. The
Company’s March 31, 2004 MD&A was prepared in accordance with the new regulations for MD&A disclosure.

All dollar amounts are in Canadian Dollars.

BUSINESS OVERVIEW:

In the second quarter of 2004 the Company continued its pattern of quarterly revenue growth in the CATV portion

of business. The Company was profitable on both operational and net basis and continued to strengthen its balance
sheet.

RESULTS OF OPERATIONS:
(In thonsands of Cay. dodlats, exveps per ihare iyformwation)
For three months For six months
ended September 30 ended September. 30
2004 2003 2004 2003
Revenues $2,363 $2,412 $ 4734 $ 4,439
Gross profit $1,170 £,1,292 $2,145 $2.176
Gross profit % 49.5% 53.5 453 % 49.0 %
EBITDA $630 $849 $1,378 $1,073
EBITDA % 26.6 35.2% 29.1 % 24.2 %
Net Income/(loss) $125 $350 $ 420 $125
Net income/ (loss) %o 5.3% 14.5% 8.9 % 2.8 %
Per share information
EBITDA - basic 0.011 0.015 $0.025 $0.019
Net Income - basic 0.002 0.006 $ 0.007 $ 0.002
Weighted average shares outstanding (in thousands) - basic 54,238 53,778 54,238 53,778
- diluted 55,670 54,632 55,670 54,632

Operating Results for the quarter and six months ended September 30, 2004 compared to 2003
Revenue

Revenue for the quarter ended September 30, 2004 decreased by 2.04% to $2,363,000 compared to $2,412,000 reported in
quarter ending September 30, 2003.. Of the total revenues for quarter ending September 30, 2004, $542,000 related to V-
Chip licensing, as compared to $1,182,000 for the corresponding period last year and $1,821,000 related to CATV business,
as compared to $1,231,000 for the corresponding period last year.

Gross Profit Margin

Gross profit margin decreased to 49.5% for the quarter ended September 30, 2004 compared to 53.5% in the

corresponding period last year. The decrease in gross profit margin 1s due to lower licensing revenues during the
current period.



Research and Development Costs

Net research and development expenditures were §240,000 for the quarter ended September 30, 2004 as compared
to $153, 000 in the, corresponding period last year. Current year’s expenditures relate to the normal R & D
department operations which have been expensed during this period.

Foreign exc i 088

Since the second quarter of fiscal 2004, the Company adopted a policy of minimizing the risk relating to foreign
exchange. This policy calls for determining the amount in US dollars that the Company requires for its payments for
the entire fiscal year. The Company therefore retains 50% of the monies so received for its use in US Dollars and
cashes the rest into Canadian dollars right away. This helps in hedging the impact of currency fluctuation.

Selling, General & Administrative Expenses

Selling, general & administrative expenses were $644,000 for the year ended June 30, 2004 compared to $683,000 in
the corresponding|period last year. :

Net income

Net income after taxes was $125,040 (§0.002 per share) for the quarter ended September 30, 2004 compared to a net
income of $349,614 ($0.006 per share) in corresponding period last year. The decrease in net income is attributable to
two reasons. Firstly, lower licensing revenue for the period and secondly conversion of term deposits held in US
currency as a coll"lteml to a Bank Guarantee issued against the licensing revenue. This impact of foreign exchange
conversion has been reflected in this quarter. The exchange loss as at beptember 30, 2004 was $114,000 as compared

to a nominal gain of $3,000 in the cotresponding period last year.

Earnings Before \Interest. Income Tax and Depreciation & Amortization (EBITDA)

Earnings before mterest income tax and non-cash depreciation and amortizaton costs for the quarter ended
September 30, 2004 was $630,000 (80.011 per share) compared to $849,000 ($0.015 per share) in the corresponding
period last year.

EBITDA data is provided to better reflect the Company’s results from operational activities. “EBITDA™ is ¢alculated
as net earnings Defore interest, income tax, depreciation and amortization. Since EBITDA does not have any
standardized meaning prescribed by Canadian Generally Accepted Accounting Principles (GAAP), it may not be
considered 1n isolation or as a substitute for (i) net earnings or loss, as an indicator of the operating performance of
the Company, or (if) cash flow from operating, investing, and financing activities, as a measure of liqudity.

Income taxes

We have accumulated tax losses which are available to reduce our future taxable income. Qur tax benefits have not
been recognized but we have fully provided for them by a valuation allowance.

Working Capital

Working capital I’IUOS at September 30, 2004 and 2003 were 8.7:1 and 5.4:1, respectively. Net working cqplml and cash
flow from operanons are satisfactory for the Compnw s current needs.

LIQUIDITY AND CAPITAL RESOURCES:
Operating acﬁviﬁes:

The Company had a net unrestricted cash balance of $5,638,204 as at September 30, 2004 compared to a net
untrestricted cash 'balance of $4,610,296 as at March 31, 2004. Cash flow from operating activities for the quarter
ended September|30, 2004 was $30,000 compared to $36,000 in 2003.

Investing activities:
I

The Company used $14,000 in investing activities in quarter ended September 30, 2004 as compared to use of
$140,000 in the corresponding petiod last year




Financing activities:
During quarter ended September 30 2004 $58,000 was used for repayment of mortgage and Government grant and

generated $61,000 from exercise of share option making a net generation of $3,000 as compared to $nil in the
corresponding period last year.

Management believes that the Company’s cash resources will be sufficient to fund its normal working capital
requirements for at least the next 12 months. However, additional funding may be required to support special projects
and initatves which the Company decides to pursue during the 2005 fiscal year.

The Compaﬁy does not plan any significant capital expenditure during the coming fiscal vear and there are no long-
term capital requirements at present.

Stock-based compensation plan:

The Company has a stock-based compensation plan, which is described in note 10 to the audited consolidated
financial statements. Effective April 1, 2002, stock-based compensation awarded to non-employees is recognized as
an expense using the fair value method. The stock-based compensation awarded to employees and directors require a
pro-forma disclosure as if such awards were exercised using the fair value method.

Effective from April 1, 2003, the Company prospectively adopted the recommendations in CICA Handbook Section
3870, “Stock-Based Compensation and Other Stock-Based Payments”, whereas stock options awarded to employees
and directors from Apnl 1, 2003 are recognized as an expense using the fair value method. Stock options awarded to
employees and directors prior to April 1, 2003 but subsequent to April 1, 2002 require a pro-forma disclosure of net
income and income per share as 1f these awards were expensed using the fair value method. These and other
disclosures are outlined in note 10 to the audited consohdated financial statements. Any consideration paid on the
exercise of stock options is credited to capital stock.

Litigation:
The claim against Toshiba was settled on October 7, 2004 culminating in signing of the Licensing agreement.

The Company’s, Claim of infringement against Jutan International — a TV manufacturer 1s continuing. Management
has not set up any possible revenue in the current Quarterly financial statement as the claim has not been resolved as
at September 30, 2004.

RISK AND UNCERTAINTIES:

Tri-Vision International Ltd/Ltée has not had any significant changes to its risks and uncertainties from those that
were disclosed in the Company’s 2004 MD&A.

A Petition was filed on November 3, 2004 with the U.S. Federal Communication Commission ("FCC") by the
Consumer FElectronics Association ("CEA") requesting clarification and/or reconsideration of the FCC's recently
adopted rules regarding the functionality of v-chip in digital television receivers. The CEA is the principal U.S. trade
association for the consumer electronics industry and its members include the world's leading consumer electronics
manufacturers. The rules, as presently drafted, require all digital television receivers to contain v-chip functonality that
will permit the current TV ratings system to be modified. Tti-Vision believes that its patented v-chip technology is the
only known technology that provides this functionality and expects v-chip licensing revenue to benefit significantly
from the transition to digital television.

Tri-Vision is of the view that the concerns expressed by the CEA in its Petition are already being addressed in its
current Licensing policies. In addition the representatives of the Compmy have nrmged to meet with the FCC to
address the concerns raised in the CEA Petition and to respond to any questions or concerns the FCC may have
regarding the same.. However, In the unlikely event, if the FCC determine to modify the digital television v-chip
functionality requirements in a manner unfavourable to Tri-Vision, the Company's future anticipated revenues from
v-chip licensing could be significantly adversely affected.




OFF-BALANCE SHEET ARRANGEMENTS:
The Company 1s ﬁot party to any material off-balance sheet arrangements.

The Company h:fs provided a standby letter of credit for the total potential obligation exposure of US $1,377,000
collateralized by the same amount of restricted term deposits. The contingent obligation has been disclosed in note

18.
RELATED PARTY TRANSACTIONS:

1. During fiscal 11999, $140,000 was advanced to a director of the Company of which §19,214 (2003 - $71,498) 1s st
outstanding and 1s included in Accounts Receivable. The advances are unsecured, non-interest bearing and due on
demand.

2. During quarter ended September 30 2004, the Company paid one of its directors $15,000v(2003 - $15,000) for
technical consultihg services.

OUTLOOK:

Tri-Vision International Ltd/Ltée has not had any significant changes to its outlook from those that were disclosed in
the Company’s 2004 MD&A.

DISCLAIMER

Certain statements may constitute “forward-looking statements” within the meaning of the Private Securities
Litigation Reform Act of 1995. Such forward-looking statements involve risk, uncertainties and other factors which may
cause the actual results, performance or achievements of the Company to be materially different from any future
results, performance or achievements expressed or implied by such forward-looking statements.
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TRI-VISION INTERNATIONAL LTD./LTEE

CONSOLIDATED BALANCE SHEETS

(UNAUDITED)
As at As at
ASSETS September 30 March 31
NOTES 2004 2004
3 $
CURRENT
Cash and cash equivalents 5,638,204 4,610,296
Restricted cash equivalents 3 378,143 524,428
Accounts receivables 4,15 1,939,628 2,577,550
Inventories 5 1,128,863 1,279,854
Prepaid expenses 79,724 92,248
Taxes recoverable 64,863 65,450
9,229,425 9,149,826
Restricted term deposits 3 1,540,354 952,497
Deferred development costs 6 2,602,328 2,879,168
Capital assets, net 7 2,269,964 2,248,437
V-Chip license and Patents, net 8 9,764,845 10,228,645
25,406,916 25,458,573
LIABILITIES AND SHAREHOLDERS' EQUITY
CURRENT
Accounts payable and accrued liabilities 596,381 995,640
Customers' deposits 163,044 268,417
Government grants payable — current portion 12 165,000 119,040
Mortgage payable — current portion 14 130,656 121,000
1,055,081 1,504,097
Government grants payable 12 301,541 375,960
Mortgage payable 14 1,040,403 1,109,920
N _ (1,341,944 .. .1,485,880
CONTINGENCIES
SHAREHOLDERS' EQUITY
Capital stock 10 33,948,236 33,886,986
Contributed surplus 204,960 145,200
Deficit (11,143,305) (11,563,590}
23,009,891 22,468,596
25,406,916 25,458,573

See notes to the consolidated financial statements



TRI-VISION INTERNATIONAL LTD./LTEE

CONSOLIDATED STATEMENTS OF INCOME AND DEFICIT

(UNAUDITED)

For three months For six months

ended September 30 ended September 30

2004 2003 2004 2003

NOTES $ 3 3 $

Revenue 11 2,362,559 2,412,364 4,734,161 4,438,959

Cost of sales 8. 18 1,192,165 1,119,924 2,588.510 2.263.168

Graoss profit 1,170,394 1,292,440 2.145.651 2,175,791

Selling, general and administrative expenses 644,024 683,110 - 1,129,799 1,146,789

Research and develchpment 13 239,836 153,093 461,414 341,426

I S o 88—3860 836,203 1,591,213 l,4v§8,215

Income before interest, foreign exchange gain (loss) :

and income taxes" 286,534 456,237 554,438 687,576

Interest income 23,761 16,547 50,332 31,308

Mortgage Interest 14 (14,836) - (26,372) -
Foreign exchange gain (loss) (114,041) 3,456 ‘ (26,735) (392,675)

Income before income taxes 181,418 -+ 476,240 551,663 326,209

Provision for current income taxes 16 56,378 126,626 131,378 201,619

Net income 125,040 349,614 420,285 124,590
Deficit, beginning of period (11,268,345) (12,971,786)  (11,563,590) (12,746,762)
Deficit, end of the period (11,143,305) (12,622,172) (11,143,305) (12,622,172)
Net income per share 19 0.002 0.006 0.007 0.002

19

0.002 0.006 0.007 0.002

Net income per share — diluted

See notes to the consolidated financial statements




TRI-VISION INTERNATIONAL LTD/LTEE

CONSOLIDATED STATEMENTS OF CASH FLOWS

(UNAUDITED)
For three months For six months
ended September 30 ended September 30
2004 2003 2004 2003
NOTES $ $ 3 3
OPERATING ACTIVITIES:
Net (loss) income 125,040 349,614 420,285 124,590
Add charges to operations not involving cash
Compensation expense for
Options granted to service providers 51,760 - 59,760 -
Amortization of capital assets 35,126 18,764 50,220 38,666
Amortization of deferred development costs 138,420 138,420 276,840 276,840
_.... Amortization of V-Chip license and patent 231,900 231,900 463,800 463,800
582,246 738,698 1,270,905 903,896
Changes in non-cash working capital balance ‘
related to operations :
Account receivable (253,033%) (516,347) 637,922 80,845
Inventories (42,993) (530,873) 150,991 (785.,345)
Prepaid expenses 19,597 (4,037) 12,524 (5,735)
Accounts payable and accrued liabilities (182,915) 314,187 (399,259) 86,936
Taxes payable (recoverable) 587 94,491 587 161,214
Customers' deposits (93,755) (60,148) (105,373) 145,977
Cash flow provided by operating activities 29,732 35,971 1,568,297 587,788
INVESTING ACTIVITIES
Restricted term deposits 38,773 23,824 (587,857} (400,518)
Additions to capital assets (52,540) (38,061) (71,747) (41,573)
Deferred development costs - (126,226) - (273,215)
Cash flow used in investing activities (13,767) (140,463) (659,604) (715,306)
CASH FLOW FROM FINANCING ACTIVITIES
Repayment of Government grant (28,459) - (28,459) -
Repayment of mortgage payable (30,117) - (59,861) -
Exercise of share options 61,250 - 61,250 103,500
Cash flow from financing activities 2,674 - (27,070) 103,500
Net Increase in Cash, cash equivalents and
restricted cash equivalents during the period 18,639 (104,492} 881,623 24,018
Cash, cash equivalents and restricted cash equivalents,
beginning of period 5,997,708 4,625,404 o 5,]34,7gi 4,544,930
Cash, cash equivalents and restricted cash equivalents end of period 6,016,347 4,520912 6,016,347 4,520,912
Cash and cash equivalents is comprised of:
Cash and cash equivalents 5,638,204 3,991,865 5,638,204 3,991,865
Restricted cash equivalents 378,143 529,047 378,143 529,047
Cash and cash equivalents 6,016,347 4,520,912 6,016,347 4,520,912

See notes to the consolidated financial statements



TRI-VISION INTERNATIONAL LTD./LTEE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED SEPTEMBER 30, 2004

1. BASIS OF PRESENTATION:

Tn-Vlsxon International Ltd./Liée (the "Company”) designs, develops, manufactures, and supplies electronic
products for customers in the cable television (“CATV”), multimedia, and consumer electronics industries. The
consohdated financial statements of the Company have been prepared in accordance with Canadian generally

accepted dccountng principles (“GAAP”).

First Quaiter Financial Statements have been presented on a comparative basis and have been prepared without
audit. Thel Company’s auditors have not been asked to audit or review these financial statements.

2. SUMlVIARY OF SIGNIFICANT ACCOUNTING POLICIES:

i
New Pronouncements

Dunng fiscal 2004, the Company adopted the following new pronouncements pursuant to changes in Canadian
GAAD:

(@) AcG-14 “Disclosure of Guarantees” — requires a guarantor to disclose significant additional informaton
about guarantees it has provided, without regard to whether it will have to make any payments under the
guarantees. AcG-14 applies to agreements that contingently require the guarantor to make payments to
the guaranteed party based on change in an underlying that is related to an asset, liability or an equity
security of the guaranteed party or based on another entity’s failure to perform under an obligating
agreement. A guarantee includes an indirect guarantee of the mdebtedness of another party.

(b) CICA Handbook Section 3063 — “Impairment of Long-lived Assets™ requites a two step process to
determine impairment of long-lived assets held for use. The first step is to determine when impairment is
recognized, and the second measures the amount of the impairment. A loss 1s recognized on long-lived
assets held for use whenever events or changes in circumstances indicate that its carrying value is not
recoverable based on the undiscounted cash flows from its use and disposition. The amount of the loss is
determined by deducting the asset’s fair value (based on discounted cash flows) from its carrying value.
Prevlously the loss was determined by deducting the asset’s net recoverable wvalue (based on
undiscounted cash flows) from its carrying value. The adoption of this scction did not impact the
(‘ompfmv s results.

(©) CICA Handbook Section 3870 — “Stock-based compensation and other stock-based payments” requires
that options issued to emplovees and directors are accounted for using the fair value method of
accpunting. Previously, no compensation expense was recorded for stock options granted to employees
and directors. The Company has sclected the prospective method of adoption for all stock options
awidrded since April 1, 2003, Accordingly, results from prior years have not been restated. See detatls of
theaccounting policy under “Stock-based compensation plan” and note 10 for required disclosure.

Principles of consolidation:

The consolidated financial statements include the accounts of the Company together with its wholly-owned
subsidiaries, Tri-Vision FElectronics Inc. and Tr-Vision Technologies International Inc. All significant inter
Company balances and transactions have been eliminated.

Cash and cash equivalents and term deposits:

Cash equivalents and short-term investments consist of short-term highly liquid investments. Cash equivalents
have original marurities of less than 90 days at the time of purchase and are valued at cost, which approximates
market value. Term deposits are temporary investments with original maturides of 90 days or greater, and are
valued at cost, which approximates market value.

Inventories:



TRI-VISION INTERNATIONAL LTD./LTEE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED SEPTEMBER 30, 2004

Raw materials, parts and supplies and finished goods inventories are valued at the lower of cost, determined on an
average cost basis, or net realizable value.

Capital assets:

Capital assets are stated at cost. Amortization 1s provided at rates which are designed to allocate the cost of the
assets over their estimated useful lives as follows:

Land Nil

Building - 4% Declining balance basis
" Moulds -20%  Straight-line basis

Equipment ‘ -20%  Declining balance basis

Tools and dies - 100%  Straight-line basis

Furniture and fixtures . -20%  Declining balance basis

Telephone system -20%  Straight-line basis

V-Chip license and patents:

V-Chip license and patents are recorded at cost less accumulated amortization. Amortization commenced with
commercial production of the V-Chip products in 1999 and is calculated over 17 vears on a straight—line basis.

The Company reviews the carrying amount of the V-Chip license and patents for impairment whenever events or
changes in circumstance indicate that the carrying amount may not be recoverable when irs carrving amount
exceeds the undiscounted future net cash flows. When the net carrying amount of the V-Chup license and patents
exceed the estimated net recoverable amount, the asset is written down to its fair value wich a charge against
income in the pertod that such determination is made. The amount of the write-down is determined by deducting
the asset’s fair value (based on discounted cash flows) from its carrying amount.

Foreign currency translation:

Monetary assets and liabilities denominated in foreign currencies are translated into Canadian dollars at exchange
rates prevailing at the consolidated balance sheet dates. Non-monetary assets and liabilices are translated at
exchange rates prevailing on the transaction dates. Revenue and expenses are translated at the average rates

prevailing durmg the yeqr The resulting gains and losses are included in the determination of net income for the
year.

Financial instruments:

The Company's financial instruments consist of current financial assets and liabilities, term deposits, government
grants payable and mortgage payable. It is management's opinion that the Company is not exposed to significant
interest or currency risks arsing from these financial instruments. The fair value of these financial instruments is
not materially different from the carrying value as presented in the consolidated balance sheets.

Research and development costs:

Development costs relating to specific projects that in the Company's view have met generally accepted criteria,
including reasonable assurance regarding future benefits, are deferred and amortized based upon producton.
Amortization is calculated on a straight-line basis over 17 years for costs related to V-Chip technology
development, and a range of 3 to 6 yeass for others. Amortization commences at the eashiest of:

() the initial commercial use of the product or process;,
(b) the sale of the product or process; and
(©) the year following the completion of the product or process.



TRI-VISION INTERNATIONAL LTD./LTEE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED SEPTEMBER 30, 2004

All other research and development costs are charged to mcome (loss) in the period in which they are incurred.

The Company reviews the carrying amount of deferred development costs for impairment whenever events or
changes in circumstance indicate that the carrying amount may not be recoverable by comparing the carrying
amount to the related, estimated undiscounted future net cash flows. When the net carrying amount of deferred
development costs exceeds the estimated net recoverable amount, the asset is written down with a charge against
income in the period that such determination is made.

Income taxes:

The Company follows the liability method of tax allocation, under which future income tax assets and liabilities
ate determined based on the differences between the financial reporting and tax basis of assets and Liabilities and
are measured usmg the substantively enacted tax rates and laws that are expected to be in effect in the years in
which the future income tax assessed and liabilities are expected to be settled or realized. The effect of a change
in income tax rates on future income tax assets or habilites is recognized in mcome in the period that the change

occurs. A valuation allowance is provided to the extent that it is more likely than not that future income tax assets
will not be realized.

Investment tax credits:

Investmem? tax credits are accrued when qualifying expenditures are made and there is reasonable assurance that
the credits will be realized. The Company accounts for investment tax credits using the cost reduction method.

Stock-based compensation plan:

The Company has a stock-based compensation plan, which is described in note 10. Effective April 1, 2002, stock-
based compensation awarded to non-employees is recognized as an expense using the fair value method and
stock-basec}i compensation awarded to employees and directors requires a pro-forma disclosure as if such awards
were exercised using the fair value method.

Effective from April 1, 2003, the Company prospectively adopted the recommendations in CICA Handbook
Section 3870, “Stock-Based Compensation and Other Stock-Based Payments”, whereby stock options awarded to
employees‘and directors from April 1, 2003 1s recognized as an expense using the fair value method. Stock
optons awarded to employees and directors prior to April 1, 2003 but subsequent to April 1, 2002 require a pro-
forma disclosure of net income and income per share as if these awards were expensed ming the fair value
method. These and other disclosures are outlined in note 10. Any consideration paid on exercise of stock options
is credited to capital stock.

Use of estimates:

The preparation of consolidated financial statements in conformuty with Canadian GAAP_ requires management
to make estimates and assumptions that affect the reported amounts of assets and liabilities, revenue and expenses
and disclosure of contingent assets and liabilities at the date of the consolidated financial statements and the
reported amounts of revenue and expenses during the reporting period. Actual results could differ from those
estimates.

Revenue fecognition:

Product sales revenue is recognized when the product is shipped to the customer or where title has transferred to
the customer provided the Company has not retained any significant sk of ownership or future obligations with
respect to sale of the product. Revenue from product sales is recognized net of sales discounts.

Royalty and licensing revenue earned on a pet-unit basis is recognized based on contractual entitlements and
when receipt is reasonably assured. Royalty and licensing revenue received as a one-time non-refundable payment
for a fixed period of time is recognized when the payment has been recetved and the fixed period of time has
commenced.




TRI-VISION INTERNATIONAL LTD./LTEE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED SEPTEMBER 30, 2004

Net income per common share:

Basic income per common share is calculated by dividing the net income by the weighted average number of
common shares outstanding during the period.

Diluted eatnings per common share is calculated by dividing the applicable net earnings by the sum of the
weighted average number of common shares ourstanding and all additional common shares that would have been
outstanding if potentally dilutive common shares had been issued during the period. The treasury stock method is
used to compute the dilutive effect of options, warrants and similar instruments.

Government assistance:

Government grants received by the Company are recorded when the funds have been recerved by the Company.
Grants which are non-repayable are recorded using the cost reduction method. Grants which are repayable are
recorded as liabilities.

RESTRICTED CASH EQUIVALENTS AND RESTRICTED TERM DEPOSITS:

Restricted cash equivalents (term deposits with original maturities of less than 90 davs) and restricted term
deposits held by the Company at September 30, 2004 mature at various dates ranging from October 04, 2004 to
October 29, 2004 and are assigned as cash security against an outstanding letter of credit (note 9), which expires
in December 2004. Although the restricted cash equivalents and restricted term deposits mature, and the letter of
credit expires, within one year after September 30, 2004, the Company 1s required to cither renew the letter of
credit with similar security or set aside cash in a restricted reserve fund as part of a licensing arrangement (note
18). At September 30, 2004, current Labilines include $378,143 (March 2004 - $524,428) relating to such costs
which may be paid using the funds held in restricted cash equivalents and restricted term deposits.  Accordingly,
$378,143 (March 2004 — $524,428) of the restricted cash equivalents have been classified as current assets. The
balance of term deposits restricted as collateral for the letter of credit of $1,540,354 (March 2004-$952,497) is
classified as non-current: :

CREDIT RISK AND CONCENTRATION OF CREDIT RISK:

The Company's exposure to credit risk at September 30, 2004 is equal to the carrving amount of its accounts
recetvable. Three customers (March 2004 — three customer) represent 73.6% (March 2004 — 59.9%) of the
accounts receivable period-end balance.

INVENTORIES:
. | ‘ September-30 March-31
Inventories consist of the following: : 2004 2004
$ ¥
Raw materials (converters and equipment) 185,075 226,438
Raw matenals (parts and supphes) o » 538,321 548,164
Finished goods (converters and transmitters) » o 144,567 360,976
Finished goods (cable equipment) 260,900 144,276
1,128,863 1,279,854




TRI-VISION INTERNATIONAL LTD./LTEE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED SEPTEMBER 30, 2004

DEFERRED DEVELOPMENT COSTS:

Deferred development costs consist of the following:

September-30 March-31

2004 2004

$ $

Balance, beginning of period 2,879,168 3,269,335
Costs deferred during the period (note 12) - 193913

© 2,879,168 3,463,248
~ Less amotuzation for the period (note 12) : (276,840) {584,080)
Balance, end of period ' 2602328 | 2,879,168

The Company is continually assessing the viability of its projects under development. In quarter ending June 30
2004, as airesult of this review, the Company increased its amortization by nil (March 2004-$78,726) to write off
projects no longer being pursued.

The Company incurs research and development costs in order to develop new products for enhancing its sales.
The Company’s ongoing and completed projects are as follows.

September-30 March-31
2004 2004
$ $
Ongoing Projects:
Electronic power meter 134,729 134,729
FSK modem 28,356 28356
‘ 163,085 163,085
Completed Projects:
V- Chip licensing 2,935,885 2,935,885
V- ¢lﬁp development 785,834 785,834
R. F. technology 724,058 724,058
Idleaire project 491,203 491,203
Other : 2,141,591 2,141,591
‘ 7,078,571 7,078,571
Total costs capitalized 7,241,656 7,241,656
Less accurnulated amortization (4,639,328) (4,362,488)
‘ 2,602,328 2,879,168
CAPITAL ASSETS (Notes 9, 14 and 15):
Capital assets consist of the following: ' Net Net
Accumulated © book value Accumulated book value
Cost amortization Sept 30-2004 Cost amortization Match 31-2004
‘ $ $ $ $ $ $
Land 939,000 - 939,000 939,000 - 939,000
Building 1,091,017 33,994 1,057,023 1,091,017 12,236 1,078,781
Equipmenit 551,950 331,450 220,500 523,203 307,357 215,846
Furniture hnd fixrures 55425 44267 11,158 55,425 40,615 14,810
Telephone System 43,000 717 42,283 - - -
2,680,392 410,428 2,269,964 2,608,645 360,208 2,248,437
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TRI-VISION INTERNATIONAL LTD./LTEE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED SEPTEMBER 30, 2004

V-CHIP LICENSE AND PATENTS:

On June 10, 1997 the Company signed formal agreements with V-Chip Canada Enterprises Ltd. to acquure the
worldwide rights to the V-Chip technology for a 20-year period. This technology allows the owner of a television
set to restrict programs available. Under the terms of these agreements, Tr-Vision Electronics Inc. has been
granted an exclusive license in respect of the trademark, patent and other intellectual property rights relating to

the V-Chip technology at a cost of $10,020,000.

During fiscal 2000, an additional 3,400,000 shares of the Company were issued from treasury to V-Chip Canada
Enterprises Ltd. as compensaton for revision to the licensing agreement. Under the new agreement sales quota
targets for the Company were eliminated and the requirement to pay a portion of licensing royalty to V-Chip
Canada Enterprises Ltd. was removed. A total value of $5,270,000 has been allocated to the license cost based on
the range of average trading prices for the Company's shares listed on the Toronto Stock Exchange for the period
of seven days prior and seven days subsequent to regulatory approval of the transaction.

Net 4 Net

Accumulated  book value ‘ Accumulated book value

Cost amortization Sept 30-2004 Cost amortization March 31-2004

$ $ $ $ $ $

V-Chip license 15,290,000 5,549,800 9,740,200 15,290,000 5,086,000 10,204,000
Patents 34,915 10,270 24,645 34,915 . 10,270 24,645
15,324,915 5,560,070 9,764,845 15,324,915 5,096,270 10,228,645

The amortization of the V-Chip license and patents in the amount of $463,800 (2003 - $463,800) 1s included in
cost of sales on the consolidated statements of income and deficit.

BANK FACILITIES:

At September 30, 2004, the Company had available a bank overdraft facility in the amount of $1,000,000 (2003 -
$1,000,000) of which up to U.S. $300,000 (2003 ~ U.S. $300,000) is available by way of U.S. dollar direct advances
and up to $500,000 (2003 - $500,000) is available by way of letters of credit. Bank indebtedness at quarter end 1s
nil (2003 - nil). Amounts advanced under the overdraft facility are payable on demand and bear interest at the
bank's Canadian prime rate of 4.00% as at September 30, 2004 (March 2004 — 4.00%) plus 1.0% per annum.
Amounts advanced in U.S. dollars under the overdraft facility ate also payable on demand and bear interest at the
bank's U:S. base rate of 5.25% as at September 30, 2004 (March 2004 - 4.50%) plus 1.0% per annum. Borrowings
under these facilities are collateralized by a general assignment of book debts, a charge over inventories, a general
security agreement over all assets, assignment of rsk insurance, and security over cash and deposits of the
Company and its subsidiaries, and the indemnity agreements with respect to issuance of standby letters of credit.

At September 30, 2004, the Company also had available a separate cash secured letter of credit factlity m the
amount of $3,300,000 (March 2004 - $3,300,000) in connection with the licensing arrangement described in note
18. At September 30, 2004, letters of credit amounting to U.S. §1,484,850 (March 2004 — U.S.$1,126,306) were
issued under this credit facility.

The Company also has in place new banking facilities with RBC Bank to replace the facility from HSBC Bank of

Canada. The terms and conditions under negotation with the RBC Royal Bank are as follows:

Borrowings under these facilities are anticipated to have similar limits as the current facilities to be collateralized
by a general assighment of book debts, a charge over inventories, a general security agreement over all assets,
assignment of tisk insurance, security over cash and deposits of the Company and its subsidiaries, and the
indemnity agreements with respect to issuance of standby letters of credit.



TRI-VISION INTERNATIONAL LTD./LTEE
NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
FOR THE THREE MONTHS ENDED SEPTEMBER 30, 2004

10.

CAPITAL STOCK:

(i) The Company is authorized to issue unlimited shares without nominal or par value divided into common
shares and preferred shares.
(ii) Common shares issued and outstanding:

| No. of Shares $
Stated capital:
Common shares: o
Balance at!September, 2002, . 53,580,313 33,771,986
Exercise of options (c) 250,000 : 115,000
Balance as|at September 30, 2003 o 53,830,313 33,886,986
Execise of options (a) 250,000 61,250
Balance at September 30, 2004 54,080,313 33,948,236
(iii) Contributed surplus:
September-30 March-31
2004 ' 2004
$ $
Balance, b(;’.ginn'mg of period 145,200 74,700
Additions during the period — options (b) (c) 59,760 70,500

Balance, end of year 204,960 145,200

Stock opﬁons:

On September 25, 1998, the Board of Directors adopted a Stock Option Plan (the "Plan") as amended on
Septembeﬁ 18, 2003. The Plan provides for options to be granted to the benefit of employees, directors, officers
and service providers of the Company.

The maxium numbet of common shares that may be issued under the Plan 1s limited to 7,055,700. The
aggregate number of common shares reserved for issuance pursuant to options granted under the Plan and
options granted under any other share compensation arrangement to any one participant shall not exceed 5% of
the issued and outstanding common shares.

Options sbal] be granted for a term not exceeding 10 years, while the vesting period may fluctuate between
options granted. The exercise price per stock opton is based on the closing sale price of the shares of the
Company ion the Toronto Stock Exchange on the trading day immediately preceding the date the option is
granted. If the shares of the Company were not traded on the trading day immediately preceding the date the
option is granted, the exercise price Is based on the weighted average trading price during the five trading days

preceding the date the option is granted.
The outstanding stock options have expiry dates ranging from November 13, 2004 to September 19, 2006, with

exercise prices ranging from $0.245 to $2.000. All options vested when they were granted unless indicated
otherwise. The following is the continuity of common share stock options for which shares have been reserved:
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Weighted Average

Exercise Price

Options $

Balance September 30, 2002 ” 2,300,000 0.323
Granted (a) (b) 500,000 , 1.140
Expired (c) . : (100,000) 1.500
Exercised (b) (¢) (250,000) 0.460
Balance, September 30, 2003 2,450,000 ‘ 0.427
Granted (c) 600,000 1.520
Exercised(@) - (2500000 . 0245
Balance, beptember 30, 2004 2,800,000 - 0.678

The following mble summarizes informaton about the common share stock options outstanding at September 30,
2004:

Exercise Weighted Average , ‘

Price Options Remaining Contractal Options
$ Outstanding Life (in years) Exercisable
0.245 1,700,000 0.22 1,700,000
0.380 250,000 0.12 250,000
1.040 300,000 1.97 100,000
1.500 50,000 . 0.97 50,000
2.000 200,000 ) 0.97 200,000
2.000 ‘ 300,000 1.96 37,500
0.245 to 2.000 2,800,000 . : 0.65 2,337,500

The weighted average price of options exercisable at September 30, 2004 1s $0.38.

The following table summarizes information about the common share stock options granted during the period
October 2003 to September, 2004:

Weighted Average Weighted Average

Exercise Price Fair Value

Exercise Price Options $ $
Exceeds market price at grant date 600,000 1.520 0.38

The fair Vllue of each option granted was esf_m*nted on the date of grant usmg the Black-Scholes opuon pricing
model with the following assumptions:

Sept 30 March 31

2004 2004

Risk free interest rate 2.45% to 2.55% 2.55%
Expected dividend yield 0% 0%
Expected volatility 72.1% to 75.3% 69.4% to 75.3%
Expected time untl exercise, in years 0.12 t0 1.97 15025
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)

©

For stock' options granted to consultants (b) and an employee (c) during the period $59,760 (March 2004-
$70,500), respectively, have been included in selling, general and administradve expense and credited to

contributed surplus based on their fair values at their grant dates consistent with the method prescribed by the
CICA Handbook Section 3870.

Stock options to directors:

On December 21, 2001, the Company granted stock options to certain directors to purchase up to 1,950,000 common
shares at a ‘price of $0.245 pershare. These options will expire on December 21, 2004, 250,000 options were exercised
by September 30 2004.

On November 13, 2002, the Company granted stock options to a director to purchase up to 250,000 common shares at an
exercise price of $0.38 per share. The options vested as to one quarter immediately and a further one quarter on the six,
twelve and|eighteen months anniversaries of the date of grant. These options will expire on November 13, 2004. None of
these options were exercised by September 30, 2004.

Stock options to consultants:

Century Commumcauons
On ]une 20 2002, the Company granted Century Communicatons options to acquire 50,000 common shares at
an exercise price of 0.46 per share expiring on June 2, 2003. These optons were exercised during fiscal 2004.

On September 18, 2003 the Company granted Century Communications options to acquire 100,000 common
shares at an exercise price of $2.00 and another option to acquire 50,000 common shares at an exercise price of
$1.50 per share with an expiry date of September 18, 2005. The first options of 100,000 common shares vested
50% on the date of grant and remaining 50% on the date one year after the date of grant. The second options of
50,000 common shares vested on the date of grant. None of these options were exercised by September 30, 2004

Other consultants:

On Octob;er 2, 2003 the Company granted a consultant options to acquire 300,000 common shares at an exercise
price of $1.04 per share expiring on September 19, 2006. The option shall vest as to 50,000 optioned shares for
each U.S.1$1,000,000 sales revenue received in cash by the Company during the option term. 100,000 of the

options were vested as at September 30, 2004. None of these options wete exercised by September 30, 2004

On September 15, 2004 the Company granted Accumen Capital Finance Partners Limited a consultant options to
acquire 300,000 common shares at an exercise price of $2.00 per share expiring on September 15, 2006.The
options shall vest as to 1/8" immediately and another 1/8% on completion of each quatter from the date of grant.
None of these options were exercised by September 30, 2004.

Stock options to employees:

On December 21, 2001, the Company granted an executive options to '1cquire 100,000 common shares at an
exetcise pnce of $O 46 per share and 100,000 common shares at an exercise price of $1.50 per share with all
options expiring on April 20, 2003. 25,000 options with an exercise price of $0.46 per share were exercised during
fiscal 2003 and 75,000 options with an exercise price of $0.46 per share were exercised in fiscal 2004. All other
options expired unexercised during fiscal 2004.

On September 18, 2003 the Company granted an executive options to acquire 100,000 common shares at an
exercise price of §2.00 per share with all options expiring on September 18, 2005. These options vested 50% on
the date of grant and the remaining 50% one year from the date of grant. None of these options were exercised by

September 30, 2004..
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SEGMENTED INFORMATION:

The Company designs, manufactures, and supplies electronic products for customers in the CATV, multumedia and
consumer electronics industries, which, in aggregate, form the cable television business. The Company manages its
operations under one segment, which provides products 1o the cable television business. Operating expenses are
managed at the total Company level by major type of expense category and, as such, are not allocated to the major
revenue generating products. This represents the manner in which the Company is orgamzed and managed for
assessing petformancé and making resource allocation decisions.

The following table shows certain information with respect to product line revenue:

For three months For six months
ended September 30 ended September 30
2004 2003 2004 2003
$ 3 $ $
V-Chip licensing and decoder 560,327 1,187,270 1,346,830 1,893,733
Converters and transmitters 152,913 163,089 295,574 178,014
Idleaire equipment 694,472 590,006 1,232,484 729,119
Cable equipment 855,742 223 805 1,690,186 1,233,166
Other 99,105 248,194 169,087 404,927
2,362,559 2412364 4734161 4,438,959

A summary of revenue segmented by the customers’ country of residence is as follows:
For three months For six months
ended September 30 ended September 30
2004 2003 2004 2003
B ~ 5 $ $ ) $
Canada 162,610 373,987 647,012 604,263
United States 1,271,045 469,837 2,312,951 1,137,426
Japan 56,798 637,228 806,798 1,306,228
Korea - 685,142 - 685,142
Thatland 437 314 - 437314 -
West Indies 255,616 7,464 273,217 201,673
Middle East 19,140 80,011 19,140 192,469
Others 160,036 158,695 237,729 311,758
2,362,559 2,412,364 4,734,161 4,438,959

Assets are maintained only in Canada, and all expenses are incurred out of the Company's headquarters in Canada.

GOVERNMENT ASSISTANCE:

The Company has received government grants totalling 495,000 which are repayable beginning July 2005 at a
specified percentage of revenue. The grants are interest free unless required repayments have become overdue, in
which case interest is charged at an annual rate of 12.68%.
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13.

14.

(b)

RESEARCH AND DEVELOPMENT EXPENSE:

Research and development expense consists of the following:

For three months For six months
ended September 30 ended September 30
2004 2003 2004 2003
$ $ $ $
Total research and development costs incurred during
the peﬁoq 101,416 140,899 184,574 337,800
Deferred development costs (note 6) - (126,226) - (273,214)
Amortzation of deferred development costs (note 6) 138,420 138,420 276,840 276,840
Net research and development expense 239,836 153,093 461,414 341,426
MORTGAGE PAYABLE:
: Sept 30 March 31
2004 2004
$ $

Mortgage ﬂ)ayable on land and building (note 7), bearing variable
interest at/Canadian Imperial Bank of Commerce (CIBC) prime rate
less 0.5%,/due December 12, 2008 with repayments of $15,000

monthly ilicluding principal and interest 1,171,059 1,230,920
Less current portion (130,656) (121,000)
1,040,403 1,109,920

The aggregate amount of principal repayments required 1n each of the next five fiscal years is as follows:

2005 131,000 121,000
2006 137,000 127,000
2007 144,000 134,000
2008 152,000 141,000
2009 607,059 707,920

1,171,059 1,230,920

Mortgage interest expense tecorded in the consolidated statements of income and deficit is $26,372 (June-2003 -
nil). '
RELATED PARTY TRANSACTIONS:

During fiscal 1999, $140,000 was advanced to a diréctor of the Company of which $19,214 (2003 - §71,498) 1s still
outstanding and 1s included in accounts receivable. The advances ate unsecured, non-interest bearing and due on
demand.

During six months ended September 30, 2004 the Company paid one of its directors $30,000 (2003 — $30,000) for
technical consultng services.
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16.

17.

18.

INCOME TAXES:

As at September 30, 2004, the Company has federal non-capital loss carry forwards of approximately $4.7 million
and provincial non-capital loss carry forwards of approximately $6.2 million. The loss carry forwards expire as
follows:

Federal Provinctal

S S

20006 2,500,000 4,067,000
2007 - 445,000 445,000
2008 380,000 380,000
2009 597,000 597,000
2010 . 290,000 ) 290,000
2011 293,000 , 293,000
4,505,000 6,072,000

At September 30, 2004, the Company also has undeducted scientific research and experimental development
expenses of approximately $3.4 million that can be carried forward indefinitely.

CONSOLIDATED STATEMENTS OF CASH FLOWS:

Six months Six months

ended Sept 30  ended Sept 30

2004 2003

$ $

Cash paid for mortgage and other interest expense 206,372 -
Cash received from interest income 50,332 31,308
Cash paid for mncome taxes 174,277 251,647

- CONTINGENCIES:

Under the terms of the Company’s licensing arrangement, the Company is required to pay for a portion of
legal expenses incurred by a licensee in defending patent infringement claims relating to the technology
licensed from the Company. The cumulative amount of legal costs that the Company is obligated to pay is
capped at 46% of the cumulative royalty revenue the Company has eamed (from a certain specific TV
manufacturer) from the licensing arrangement which at September 30, 2004 amounts to U.S. $1,485,000
(2003 — U.S. $805,000) and is secured by a letter of credit provided by the Company’s bank (notes 3 and 9).
During the period, the Company incurred nil (2003 - nil) for such legal costs which are included in cost of
sales on the consolidated statements of income and deficit. Management has made provisions based on
information provided by the licensee and believes that it has adequately provided for the Company’s
obligation under the licensing arrangement.
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19.NET INCOME PER COMMON SHARE:

Six months Six months

September September

2004 2003

‘ $ $

Net income for the quarter — basic and diluted 420,285 124,590
Weighted average number of common shares outstanding

during the year - basic 54,237,913 53,778,141

‘ - diluted 55,670,206 54,632,135

Net income pei share — basic and diluted 0.007 (0.002)

20.SUBSEQUENT EVENT:

A Petitionjwas filed on November 3, 2004 with the U.S. Federal Communication Commission ("FCC") by the
Consumer |Electronics Association ("CEA") requesting clarification and/or reconsideration of the FCC's
recently adopted rules regarding the functionality of v-chip in digital television receivers. The CEA is the
principal U.S. trade association for the consumer electronics industry and its members include the world's
leading consumer electronics manufacturers. The rules, as presently drafted, require all digital television
receivers to contain v-chip functionality that will permit the current TV ratings system to be modified. Tri-
Vision believes that its patented v-chip technology is the only known technology that provides this
functionality.

Tri-Visionlis of the view that the concerns expressed by the CEA in its Petition are already being addressed in
its current | Licensing policies. In addition the representatives of the Company have arranged to meet with the
FCC to address the concerns raised in the CEA Petition and to respond to any questions or concerns the FCC
may have regarding the same.
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