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SeaChange International Announces
Second Quarter Fiscal 2010 Results
    --  Software subscription agreement renewed with Comcast
    --  Top U.S. MSO signs new software subscription agreement
    --  Improved second half driven by continued VOD strength and eventIS
        acquisition

ACTON, Mass.--(BUSINESS WIRE)-- SeaChange International, Inc. (NASDAQ: SEAC) a
leading provider of software and hardware solutions for video-on-demand (VOD) television,
announced financial results for its fiscal 2010 second quarter ended July 31, 2009. Total
revenues for the quarter were $46.5 million which was $4.2 million lower than total revenues
of $50.7 million for the second quarter of fiscal 2009. Net loss for the second quarter was
$0.4 million or $0.01 per share compared with net income of $1.5 million or $0.05 per share
for the same period last year. This year's second quarter net loss included $0.5 million or
$0.02 per share of acquisition-related costs in connection with the Company's purchase of
eventIS Group B.V., which was announced earlier today.

Total revenues for the first six months of fiscal 2010, ended July 31, 2009, were $95.4
million, which was $0.7 million lower than total revenues of $96.1 million for the first six
months of fiscal 2009. Net income for the first half of fiscal 2010 was $0.6 million, or $0.02
per share compared with net income of $1.8 million, or $0.06 per share for the same period
last year. Net income for the first six months of this year included $0.5 million, or $0.02 per
share of acquisition-related costs related to the previously mentioned acquisition of eventIS.

The Company ended the second quarter of fiscal 2010 with cash, cash equivalents and
marketable securities of $93.5 million and no debt compared with $90.7 million and no debt
at the end of the first quarter of fiscal 2010. A $14.1 million reduction in accounts receivable
due to significantly higher than normal receivables collections was partially offset by capital
expenditures of $3.5 million, higher inventory and reduced customer deposits.

Total revenues in the second quarter of fiscal 2010 from the Company's Software segment
were $30.1 million, which was $2.5 million lower than comparable revenue in the second
quarter of last year. Lower Advertising Insertion and Broadcast software revenue, due to the
poor advertising market for North American service providers and broadcasters and higher
deferred VOD software license revenue, were partially offset by higher VOD software
subscription and VOD maintenance revenue. During the second quarter, the Company
finalized the extension of its VOD software subscription agreement with Comcast through
2009 and executed a new software subscription agreement with another major U.S.-based
cable television provider. Both contracts contributed to the year-over-year increase in
software subscription revenue in the second quarter.

The Servers and Storage segment generated $11.8 million in revenue for the second quarter
of fiscal 2010, which was $2.4 million lower than revenue for the second quarter of fiscal
2009. The decrease in revenue was due primarily to significantly lower Broadcast server



revenue as reduced advertising revenue for broadcast customers curtailed their capital
spending in this year's second quarter compared to the same quarter last year. In addition,
strong year-over-year VOD server shipments to one North American, one Latin American,
and three Chinese customers were offset by higher deferred VOD server revenue.

The Media Services operating segment revenue for the second quarter of fiscal 2010 of $4.6
million was $0.7 million or 19% higher than comparable revenue from last year's second
quarter. Excluding the impact of currency exchange rate differences between years, Media
Services revenue grew 46% in the second quarter of fiscal 2010 compared to the second
quarter of last year due principally to VOD content services contracts entered into with
customers in Greece and Turkey in the second half of last year, as well as incremental
revenue from the Company's acquisition of Mobix Interactive in the fourth quarter of last
year.

"Despite a challenging economic climate that has negatively impacted our Advertising
Insertion and Broadcast product lines, we are pleased that, excluding one-time acquisition-
related costs, we were able to show a profit for the second quarter," commented Bill
Styslinger, Chairman and CEO, SeaChange. "During the quarter, we were able to extend the
Comcast VOD software subscription agreement, further cementing our relationship with the
world's largest deployer of VOD services. In addition, during the second quarter we began
commercial deployments of our VOD servers and software for Comcast's next generation
VOD network architecture. We also inked another software subscription customer in the
second quarter, which is one of the five largest cable television providers in the U.S. Further,
we added six new domestic customers including four small telecommunications customers.
In addition, we replaced two competitors' products at another domestic cable television
customer."

Styslinger noted, "We continue to be pleased with our margin strength despite economic
headwinds experienced by some of our customers as we achieved greater than 50% gross
margins in the second quarter, which was the fifth time in the last six quarters. Operating
expense containment continues to be an area of focus as the second quarter's operating
expenses, excluding one-time acquisition costs, were largely flat with the last several
quarters."

eventIS Acquisition

As announced separately today, the Company closed the purchase of eventIS Group B.V., a
Netherlands-based provider of VOD and linear broadcast solutions for cable television and
broadcast customers primarily in Europe. eventIS's VOD software platform manages and
integrates broadcast and VOD metadata, controls the on demand network allocation, and
manages VOD subscriber information for three-screen delivery. With this open solution
deployed at several of the largest cable television providers in Europe, the acquisition of
eventIS expands SeaChange's VOD software reach into a market that, according to industry
sources, includes nearly 80 million cable television subscribers today. eventIS's strong
customer relationships in Europe serve to not only expand but also to diversify SeaChange's
current, North American-dominated VOD customer base.

SeaChange's acquisition of eventIS also provides a potential outlet for incremental sales of
existing SeaChange products. In particular, while eventIS's VOD software will continue to
interface with a number of VOD server companies, the Company expects to be able to



deploy its family of industry-leading VOD servers with eventIS's VOD software in the very
near future to offer a compelling VOD solution for European service providers. In addition,
the Company anticipates similar revenue synergies with SeaChange VOD advertising and
middleware product offerings.

From a financial perspective, eventIS was profitable in 2008 on estimated U.S. GAAP
revenue of approximately $13 million. SeaChange expects eventIS's financial performance
to be accretive to the Company's overall second half financial results excluding the impact of
the accounting for the allocation of the purchase price.

Styslinger remarked, "European service providers have shown strong support for eventIS's
robust software solutions. With this acquisition, SeaChange has shown its commitment to
harness the significant opportunity for the build-out of VOD throughout Europe to
complement the Company's leading position in North America. With eventIS's leading
technology, systems integration capabilities and solid customer relationships, we believe the
combined companies can provide the most complete three-screen solution to European
service providers today."

Financial Guidance

Commenting on guidance for the second half of fiscal 2010, Styslinger remarked, "With the
inclusion of eventIS for the final five months of fiscal 2010, we expect revenue in the second
half of this year to be approximately 10% higher than the first half of this year. Besides the
impact of eventIS, we anticipate strengthening demand for VOD servers and VOD software
from North American service providers in the second half to offset anticipated continued
softness in the Advertising Insertion and Broadcast product segments. We expect to be
profitable for the second half of this year, subject to the impact of the accounting for the
allocation of the purchase price related to the purchase of eventIS, which we anticipate
completing within the next several months."

The Company will discuss its financial results and business outlook in more detail today
during its webcast conference call at 5:00 p.m. E.D.T., which will be available live and
archived at www.schange.com in the Investor Relations section.

About SeaChange International

SeaChange International is a leading provider of software applications, services and
integrated solutions for video-on-demand (VOD), digital advertising, and content acquisition
monetization and management. Its powerful open VOD and advertising software and
scaleable hardware enable cable and telco operators, as well as broadcasters, to provide
new on-demand services and to gain greater efficiencies in advertising and content delivery.
With its Emmy Award-winning and patented technology, thousands of SeaChange
deployments are helping broadband, broadcast and satellite television companies to
streamline operations, expand services and increase revenues. Headquartered in Acton,
Massachusetts, SeaChange has product development, support and sales offices around the
world. Visit www.schange.com.

Safe Harbor Provision

Any statements contained in this document that do not describe historical facts, including

http://www.schange.com
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without limitation statements concerning expected future performance, product introductions
and general market conditions, may constitute forward-looking statements as that term is
defined in the Private Securities Litigation Reform Act of 1995. 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 ability of the Company to integrate businesses
acquired by the Company, including eventIS Group B.V. and Mobix Interactive Ltd; future
acquisitions or joint ventures that are unsuccessful; impairment of the Company's goodwill or
intangible assets, in particular related to acquired businesses; the continued growth,
development and acceptance of the video-on-demand market; current economic and market
conditions that make forecasting difficult; the loss of one of the Company's large customers;
the cancellation or deferral of purchases of the Company's products; a decline in demand or
average selling price for the Company's products; the Company's ability to manage its
growth; the risks associated with international sales, including risks associated with changes
in foreign currency exchange rates; the Company's ability to protect its intellectual property
rights and the expenses that may be incurred by the Company to protect its intellectual
property rights; an unfavorable result in any future litigation; content providers limiting the
scope of content licensed for use in the video-on-demand market; the Company's ability to
introduce new products or enhancements to existing products; the Company's dependence
on certain sole source suppliers and third-party manufacturers; the Company's ability to
obtain licenses or distribution rights for third-party technology at acceptable prices; the
Company's ability to compete in its marketplace; the Company's ability to respond to
changing technologies; the performance of companies in which the Company has made
equity investments, including Casa Systems and On Demand Deutschland GmBH & Co. KG;
risks in the Company's investments that adversely effect the value or liquidity of the
investments; changes in the regulatory environment; the Company's ability to hire and retain
highly skilled employees; any weaknesses over internal controls over financial reporting; any
additional tax liabilities that the Company may be subject to; system errors, failures or
disruptions; and volatility of the Company's stock price.

Further information on factors that could cause actual results to differ from those anticipated
is detailed in various publicly available documents made by the Company from time to time
with the Securities and Exchange Commission, including but not limited to, those appearing
at Item 1A under the caption "Risk Factors" in the Company's Annual Report on Form 10-K
filed with the Commission on April 14, 2009. Any forward-looking statements should be
considered in light of those factors. The Company cautions readers not to place undue
reliance on any such forward-looking statements, which speak as of the date they are made.

The Company disclaims any obligation to publicly update or revise any such statements to
reflect any change in Company expectations or events, conditions or circumstances on
which any such statements may be based, or that may affect the likelihood that actual
results may differ from those set forth in the forward-looking statements.

SeaChange International, Inc.

Condensed Consolidated Balance Sheets

(in thousands, except share data)



                                                 July 31, 2009  January 31, 2009

Assets                                           (unaudited)

Current assets:

 Cash and cash equivalents                       $ 71,496       $ 62,458

 Restricted cash                                   -              1,431

 Marketable securities                             8,876          9,447

 Accounts receivable, net                          33,514         46,108

 Inventories, net                                  20,330         17,251

 Prepaid expenses and other current assets         6,319          4,119

  Total current assets                             140,535        140,814

Property and equipment, net                        40,224         35,217

Marketable securities, long-term                   13,081         12,415

Investments in affiliates                          13,697         13,043

Intangible assets, net                             7,989          4,621

Goodwill                                           27,353         27,422

Other assets                                       937            451

 Total assets                                    $ 243,816      $ 233,983

Liabilities and Stockholders' Equity

Current liabilities:

 Accounts payable                                $ 13,732       $ 11,951

 Other accrued expenses                            8,534          11,111

 Customer deposits                                 5,046          1,966

 Deferred revenues                                 23,605         26,237

  Total current liabilities                        50,917         51,265

Deferred revenue, long-term                        9,586          6,737

Distribution and losses in excess of investment    2,038          1,745

Deferred tax liabilities and income taxes          3,373          2,000
payable

 Total liabilities                                 65,914         61,747

Stockholders' equity:

Common stock                                       320            318

Additional paid-in capital                         208,824        206,411



Treasury stock                                     (7,709  )      (5,989  )

Accumulated deficit                                (18,151 )      (18,773 )

Accumulated other comprehensive loss               (5,382  )      (9,731  )

  Total stockholders' equity                       177,902        172,236

  Total liabilities and stockholders' equity     $ 243,816      $ 233,983

SeaChange International, Inc.

Condensed Consolidated Statement of Operations - Unaudited

(in thousands, except per share data)

                      Three Months Ended            Six Months Ended

                      July 31, 2009  July 31, 2008  July 31, 2009  July 31, 2008

Revenues              $ 46,507       $ 50,705       $ 95,383       $ 96,089

Cost of revenues        22,793         26,065         46,651         48,687

Gross profit            23,714         24,640         48,732         47,402

Operating expenses:

 Research and           11,976         11,047         24,080         21,523
 development

 Selling and            6,251          7,265          12,515         13,688
 marketing

 General and            5,183          4,800          10,050         10,085
 administrative

 Amortization of        794            397            1,273          793
 intangibles

                        24,204         23,509         47,918         46,089

(Loss) income from      (490   )       1,131          814            1,313
operations

Interest income and
gains on sales of       149            678            284            1,547
marketable
securities, net

 (Loss) income
 before income taxes
 and equity loss in     (341   )       1,809          1,098          2,860
 earnings of
 affiliates

Income tax benefit      12             (208   )       (232   )       (633   )



(provision)

Equity loss in
earnings of             (47    )       (114   )       (244   )       (397   )
affiliates

Net (loss) income     $ (376   )     $ 1,487        $ 622          $ 1,830

 Basic (loss) income  $ (0.01  )     $ 0.05         $ 0.02         $ 0.06
 per share

 Diluted (loss)       $ (0.01  )     $ 0.05         $ 0.02         $ 0.06
 income per share

Weighted average
common shares
outstanding:

 Basic                  30,795         30,684         30,821         30,837

 Diluted                30,795         31,148         31,289         31,255

SeaChange International, Inc.

Condensed Consolidated Operating Segments - Unaudited

(in thousands)

                      Three Months Ended            Six Months Ended

                      July 31, 2009  July 31, 2008  July 31, 2009  July 31, 2008

Software

Revenue:

 Products             $ 14,424       $ 18,906       $ 30,709       $ 38,059

 Services               15,636         13,673         29,969         24,583

Total revenue           30,060         32,579         60,678         62,642

 Gross profit           18,208         18,175         35,938         34,671

Operating expenses:

 Research and           9,318          8,668          18,796         16,855
 development

 Selling and            4,004          4,522          7,682          8,242
 marketing

 Amortization of        384            364            769            728
 intangibles

                        13,706         13,554         27,247         25,825

Income from           $ 4,502        $ 4,621        $ 8,691        $ 8,846



operations

Servers and Storage

Revenue:

 Products             $ 8,174        $ 10,580       $ 18,259       $ 18,421

 Services               3,657          3,652          7,625          7,118

Total revenue           11,831         14,232         25,884         25,539

 Gross profit           5,256          5,982          12,154         11,581

Operating expenses:

 Research and           2,658          2,379          5,284          4,668
 development

 Selling and            2,247          2,742          4,833          5,415
 marketing

                        4,905          5,121          10,117         10,083

Income from           $ 351          $ 861          $ 2,037        $ 1,498
operations

Media Services

Service revenue       $ 4,616        $ 3,894        $ 8,821        $ 7,908

 Gross profit           250            483            640            1,150

Operating expenses:

 Selling and            -              1              -              31
 marketing

 General and            604            796            1,423          1,611
 administrative

 Amortization of        410            33             504            65
 intangibles

                        1,014          830            1,927          1,707

Loss from operations  $ (764   )     $ (347   )     $ (1,287 )     $ (557   )

Unallocated
Corporate

Operating expenses:

 General and          $ 4,579        $ 4,004        $ 8,627        $ 8,474
 administrative

Total unallocated     $ 4,579        $ 4,004        $ 8,627        $ 8,474
corporate expenses

Consolidated (loss)
income from           $ (490   )     $ 1,131        $ 814          $ 1,313
operations



SeaChange International, Inc.
Second Quarter Fiscal 2010 Financial Results

Prepared Remarks

September 1, 2009

SeaChange is providing a copy of these prepared remarks in combination with its press
release. This process and these remarks are offered to provide shareholders and analysts
with additional time and detail for analyzing our financial results in advance of our quarterly
conference call. As previously scheduled, the conference call will begin today, September 1,
2009, at 5:00pm E.D.T. and will include only brief comments followed by questions and
answers. These prepared remarks will not be read on the call.

The conference call may be accessed using the following information:

    --  Telephone: 888-287-3944 (U.S.) and 706-758-3938 (international);
        Conference ID 2418-6042
    --  Webcast: www.schange.com in the Investor Relations section. An archived
        webcast will be available at this site.
    --  Q2 Fiscal 2010 corporate graphic:
        http://www.schange.com/Images/news/FY10Q2-EarningsGraphic.aspx

Fiscal 2010 Second Quarter Financial Discussion

Revenue for the second quarter of fiscal 2010 amounted to $46.5 million, which was $4.2
million lower than revenue of $50.7 million recorded in the second quarter of last year. From
an operating segment perspective, revenue from our Software segment for the quarter was
$30.1 million, which was $2.5 million lower than revenue of $32.6 million for the second
quarter of fiscal 2009. Lower Advertising Insertion and Broadcast software revenue due to
the economic impact of reduced advertising revenue on capital spending plans for certain
service provider and broadcast customers was partially offset by higher VOD software
subscription revenue. During this year's second quarter, the Company extended its VOD
software subscription agreement with Comcast through December 31, 2009. Also
contributing to increased VOD software subscription revenue during this year's second
quarter was the completion of a VOD software subscription agreement with a large US-
based cable television provider. Software segment revenue for the second quarter of fiscal
2010 also benefited from increased year-over-year maintenance and professional services
revenue that was essentially offset by higher than normal deferred VOD software license
revenue mainly from one customer. This deferred revenue is expected to be recognized as
revenue in the second half of this fiscal year.

Servers and Storage segment revenue of $11.8 million for the second quarter of fiscal 2010
was $2.4 million lower than revenue of $14.2 million included in the second quarter of last
year. The decrease in Servers and Storage revenue between years was due primarily to
significantly lower Broadcast server revenue due to reduced advertising-related capital
spending by broadcasters along with higher than normal deferred VOD server revenue
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related mainly with the deferred software revenue noted previously. Partially offsetting these
declines in revenue were higher VOD server shipments to Verizon, a large Latin American
cable television provider and three Chinese cable television customers.

The Media Services segment generated revenue for the second quarter of $4.6 million,
which was $0.7 million or 18% higher than revenue of $3.9 million in the second quarter of
fiscal 2009. The increase in Media Services revenue between the second quarter of fiscal
2010 and last year's second quarter was the result of content services contracts completed
in the second half of last year with telecommunications customers in Greece and Turkey as
well as additional revenue from the Company's acquisition of Mobix Interactive in the fourth
quarter of last year. Revenue growth from these sources was partially offset by currency
fluctuations between the British pound and the US dollar since the second quarter of last
year. In fact, if the British pound versus US dollar exchange rate had remained unchanged
from last year's second quarter, Media Services US dollar-denominated revenue would have
been $5.7 million, a 46% increase relative to the $3.9 million of Media Services revenue
reported for the second quarter of last year.

Geographically, revenue for the second quarter of fiscal 2010 included 62% in North
America, 20% in Europe, Middle East and Africa, 11% in Latin America and 7% in Asia
Pacific. Comcast, Verizon, Virgin Media and TVC Communications, our distributor of VOD
and Advertising products for Latin America, were 10% or greater customers in the second
quarter of fiscal 2010. Of note, this was the second consecutive quarter that Verizon was a
10% or greater customer for the Company.

Revenue for the first six months of fiscal 2010 amounted to $95.4 million, which was $0.7
million lower than the $96.1 million of revenue generated in the first half of fiscal 2009.
Increased VOD software subscription revenue, principally from Comcast, combined with
higher VOD server shipments mainly to North American service providers was more than
offset by significantly lower Advertising Insertion and Broadcast server and software revenue
for the reasons mentioned previously.

Total gross margin of 51.0% for the second quarter was 2.4 points higher than total gross
margin of 48.6% for the second quarter of fiscal 2009. Reviewing gross margin by operating
segment, Software segment gross margin for this year's second quarter of 60.6% was 4.8
points higher than gross margin of 55.8% for the second quarter of last year. The increase in
Software gross margin was due to higher sales volume-related VOD software subscription
margin and higher VOD software license margin partially offset by lower sales volume-
related Advertising Insertion margin.

Servers and Storage gross margin of 44.4% for the second quarter of fiscal 2010 was 2.4
points higher than gross margin of 42.0% for the second quarter of fiscal 2009. The increase
in gross margin for the Servers and Storage segment between years was due primarily to a
greater mix of higher margin VOD server shipments in this year's second quarter due to the
significant decline in Broadcast server revenue between years.

Media Services gross margin of 5.4% for the second quarter was lower than gross margin of
12.4% for the second quarter of last year due to increased headcount-related expenses in
connection with the build-up of in-house video processing capabilities for Media Services
customers that had been previously outsourced. In addition, the inclusion of overlapping
costs from a third party during this transition ceased during the latter part of the second



quarter upon completion of the transition.

Total gross margin for the first six months of fiscal 2010 was 51.1%, which was 1.8 points
higher than gross margin of 49.3% for the first half of last year. The increase in gross margin
for the first six months of fiscal 2010 compared to the first half of fiscal 2009 was due
principally to a greater proportion of higher margin VOD software license and subscription
revenue along with increased VOD server margin partially offset by lower sales volume-
related Advertising Insertion margin.

Operating expenses for the second quarter of $24.2 million were $0.7 million higher than the
$23.5 million of operating expenses incurred in the second quarter of last year. Included in
the reported operating expenses in this year's second quarter was $0.5 million of acquisition-
related expenses related to the purchase of eventIS Group B.V. that was announced earlier
today. Excluding these expenses, the $0.2 million increase in operating expenses in this
year's second quarter compared to last year relates mainly to higher headcount-related
research and development expenses along with higher intangible asset amortization related
to the Mobix acquisition offset partially by lower sales commissions and travel-related
expenses.

For the first six months of fiscal 2010, operating expenses of $47.9 million were $1.8 million
higher than operating expenses of $46.1 million for the first half of last year. Acquisition and
higher headcount-related research and development expenses were partially offset by lower
sales commission and travel expenses.

Net loss for the second quarter of fiscal 2010 was $0.4 million compared to net income of
$1.5 million for the second quarter of last year. The corresponding loss per share for the
second quarter of fiscal 2010 was one cent per share compared to earnings per share of
$0.05 per share for the same period last year. Acquisition-related expenses of $0.5 million in
this year's second quarter contributed $0.02 per share to the net loss per share reported in
this year's second quarter.

For this first six months of fiscal 2010, net income was $0.6 million compared to net income
of $1.8 million for the first half of last year. The corresponding earnings per share for the first
six months of fiscal 2010 was $0.02 per share compared to $0.06 per share for the first half
of fiscal 2009. Similar to earlier remarks, acquisition-related expenses in this year's second
quarter reduced this year's reported first half earnings per share by $0.02 per share.

From a balance sheet perspective, the Company ended the second quarter with cash and
marketable securities of $93.5 million which was $2.8 million higher than the $90.7 million of
cash and marketable securities at April 30 of this year. The increase in cash and marketable
securities in this year's second quarter was driven by a $14.1 million reduction in accounts
receivable due to an unusually heavy collection of receivables during the latter part of the
quarter. This significant collection activity was partially offset by $3.5 million of capital
expenditures combined with increased inventory and reduced customer deposits.

Fiscal 2010 Second Quarter Financial Highlights

Our fiscal 2010 second quarter financial results were marked by continued strength in our
core VOD servers and storage product lines that partially offset a greater than expected
decline in our Advertising Insertion and Broadcast product revenues. The impact of



significantly reduced advertising revenues for our Advertising Insertion and Broadcast
product customers relative to their purchases of our products in this year's second quarter
compared to a year ago was significant. In fact, Advertising Insertion and Broadcast product
revenues were nearly $7 million lower in this year's second quarter compared to last year's
second quarter. On the heels of increased VOD software subscription revenue from
Comcast and the signing of a new large domestic MSO customer as well as continued
strong shipments of VOD servers and software to our key domestic service providers, we
were able to partially offset the significant revenue decline from our Advertising Insertion and
Broadcast product lines.

Gross margin strength combined with a continued lid on operating expense growth helped to
offset the year-over-year decline in revenue. Gross margin of 51% for the second quarter
was the fourth consecutive quarter of margins in excess of 50% further supporting the
operating strength of our core VOD products and services. In addition, excluding one-time
acquisition costs related to the purchase of eventIS, operating expenses for this year's
second quarter were largely flat with last year's second quarter. Furthermore, excluding
these one-time costs, we would have generated a small profit for the second quarter, which
would have been eight consecutive quarters of profitability for the Company.

Our balance sheet was strengthened further at the end of the second quarter as our cash
and marketable securities increased to $93.5 million from $90.7 million at the end of the first
quarter. An excellent quarter of cash collections helped drive a fourth consecutive quarter of
cash generation for the Company. Balance sheet strength combined with a cash generating
operating model affords the Company the opportunity to make significant investments, such
as today's acquisition of eventIS, in order to complement and strengthen its existing product
lines. We believe eventIS will make SeaChange a more powerful company and we will
elaborate later on in these remarks.

Operating Segment Highlights

Our Software segment, most notably our VOD software product line, had a solid second
quarter. Excluding the impact of the year-over-year decline in Advertising Insertion and
Broadcast software product revenue, Software segment revenue increased nearly 9%
compared to the second quarter of last year. Fueling this increase was the significant rise in
software subscription revenue in the second quarter driven by the Comcast agreement
renewal and the addition of a new large domestic cable television customer. We were
particularly pleased with the completion of these two agreements in the second quarter
because they reinforced our already strong position with these customers who are both
bullish in their future deployment plans for VOD. In addition, the agreements also lend
credence to the power of the Company's VOD software product offerings and their role in
implementing next generation VOD architectures for these two service providers.

During the second quarter, we shipped additional VOD software to Cox Communications in
support of VOD expansion plans. In fact, we were encouraged to see that Cox announced in
July that is was expanding its MyPrimetime VOD service by October 1 of this year to include
100 top-rated television programs from more than 20 networks the day after they air. This
would be up from 50 to 60 programs currently offered by the MyPrimetime service. Note that
the MyPrimetime service provides VOD access to selected broadcast and cable television
programs the day after they air for up to 28 days, with the fast-forward feature disabled.
Cox's success with its MyPrimetime service resulting in more content being made available



by the service should bode well for growth in the Company's suite of VOD products currently
deployed at Cox.

The Software segment also benefited in the second quarter from a significant deployment of
VOD software to one of the largest cable television providers in Mexico. This long-time
customer of the Company is undertaking a multi-million dollar VOD stream expansion over
the next six to nine months based on the success of its existing VOD service and the desire
to upgrade the capability of its VOD software. While initial shipments of VOD software and
servers occurred in the second quarter, we expect significantly more VOD software and
hardware to be shipped to this customer in the latter part of this fiscal year and the beginning
months of next year.

The Servers and Storage operating segment had another profitable quarter as demand
continued to be strong from North American-based service providers. Following up from a
very robust first quarter, VOD server shipments to Verizon in the second quarter were again
very strong resulting in Verizon being a 10% customer for the second quarter in a row. With
Verizon's commitment to increased levels of available VOD content, the VOD opportunity at
Verizon is substantial.

During the second quarter, we initiated commercial shipments of our flash memory VOD
servers in support of Comcast's deployment of its next generation VOD architecture that
aims to support its Project Infinity initiative. With these deliveries, the Company has now
shipped over 325 VOD flash memory servers supporting over 400,000 VOD streams
worldwide. We expect further VOD server and software deployments relative to Comcast's
Project Infinity in the final two quarters of this year as Comcast looks to continue to deploy a
VOD service larger than any other service provider's in the world. We expect to be a
significant partner with Comcast in this very important VOD initiative.

We were also pleased to generate revenue in the second quarter in connection with
shipments of VOD servers to three Chinese cable television providers. China is a very
important market for the Company as we look to expand VOD beyond principally North
America and diversify our customer base. We have a sizeable software operation in China
that also maintains relationships with key service provider customers. We are looking to build
on the success of the second quarter to expand our VOD server and software revenue
opportunities in China through a combination of in-country employees and key distributor
relationships.

Our Media Services business unit reported second quarter revenue growth of 18% on a US
dollar basis compared to the second quarter of last year. However, excluding the impact of
currency exchange rate differences between the British pound and the US dollar, Media
Services revenue would have shown a $1.8 million or 46% increase in revenue in this year's
second quarter compared to the second quarter of last year. Similar to last quarter, revenue
diversification away from its core UK customer base contributed to the year-over-year
increase in revenue. In particular, content services contracts secured with telephone
companies in Greece and Turkey in the second half of last year along with the inclusion of
Mobix, which was acquired in the fourth quarter of last year, were the main contributors to
Media Services' year-over-year revenue growth. We anticipate more content services
contracts to be signed in the second half of this year and along with increased revenue from
Mobix should lead to higher second half Media Services revenue compared to this year's
first half. Increased revenue combined with the completion of the in-sourcing of certain



content processing functions is expected to improve second half margins for the Media
Services business segment.

Acquisition of eventIS

The acquisition of eventIS is an important milestone in achieving international expansion,
customer diversification, and furthering profitability.

The product strategy for SeaChange's software has focused on market growth. Most of the
video on demand investment has occurred in the Americas where VOD households number
in the tens of millions. There are approximately 70 million cable subscribers in the United
States alone, and that market has been very positive for SeaChange's hardware and
software business. According to SNL Kagan, the European market is approximately 80
million cable subscribers in size, yet the digital cable market is in its infancy with
approximately 22 million subscribers. Within that digital subscriber base, VOD itself is still
small in scale in comparison to the US market. Industry experts forecast that the European
digital cable market is expected to almost double within a 3 year period. Not only are the
digital households expected to double, but VOD services such as subscription on demand,
network DVR, and other such service launches have only just begun and VOD is considered
to be a major part of the television experience.

We have invested in Europe for some time with the acquisition of ODG and Liberate and
Mobix. As we continue to expand and talk to new markets, one company stands out -
eventIS. They are located in the Netherlands and operators feel that European development,
support, and sales presence is critical to their success, similar to how SeaChange's local
presence in the US helped establish the company as a leader in the markets in the
Americas. The acquisition of eventIS allows SeaChange to take advantage of the significant
demand for VOD and other video services in Europe.

In the European markets, software is required to manage linear broadcast program
information and flow due to the DVB (Digital Video Broadcasting) architecture of their
deployments. eventIS has over 70 customers across Europe using their linear product,
which is an excellent launching point for the budding VOD market. Some of the major
customers that have chosen eventIS include Liberty Global's UPC, KDG, BBC, BT, and T-
Online. It is a logical combination with SeaChange's focus on software, on demand, and
complementary products. eventIS is an open platform, integrated with over 30 partners that
are applicable to the European market. This compares to SeaChange's open approach
integrating with over 100 partners.

The companies complement each other. SeaChange products such as video servers,
storage, middleware, content services, VOD applications, and advertising are great add-ons
to the eventIS products. We see opportunities for winning end-to-end markets that are
looking for a single vendor to provide an on demand platform, especially throughout Eastern
Europe as well as the ability to provide best-in-class point products and integration services.
SeaChange also plans to utilize the eventIS linear products with its software and broadcast
product lines, adding value to both existing markets and opening new opportunities in such
markets as Asia.

The digital cable and on demand market is in its infancy in Europe, and SeaChange is in a
great position to help those customers grow and to position ourselves further as the



worldwide leader in video solutions. The eventIS staff is professional, innovative, and there
is a great cultural mix between the two companies. The company adds approximately $13
million with similar margin expectations to the current SeaChange software margins, they will
clearly help SeaChange achieve growth and profitability goals as well as help SeaChange
take the next step in bringing solutions to tomorrow's television.

Business Outlook

Turning to our guidance for the second half of fiscal 2010, we anticipate the challenging
advertising environment that negatively impacted the Company in the second quarter to
persist through the remainder of the fiscal year. Despite this headwind, we expect revenue to
be approximately 10% higher in the second half of this year compared to the first half.
Forecasted revenue growth for the remaining six months of fiscal 2010 is expected to derive
from continued strong spending for VOD software and servers from our larger North
American service providers and the addition of eventIS for the remaining five months of the
fiscal year. We expect the Company to be profitable for the second half of this year,
excluding any potential intangible amortization expense related to the eventIS acquisition,
principally due to continued margin strength, enhanced by the purchase of eventIS, and
containment of operating expense growth.

Safe Harbor Provision

Any statements contained in this document that do not describe historical facts, including
without limitation statements concerning expected future performance, product introductions
and general market conditions, may constitute forward-looking statements as that term is
defined in the Private Securities Litigation Reform Act of 1995. 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 ability of the Company to integrate businesses
acquired by the Company, including eventIS Group B.V. and Mobix Interactive Ltd; future
acquisitions or joint ventures that are unsuccessful; impairment of the Company's goodwill or
intangible assets, in particular related to acquired businesses; the continued growth,
development and acceptance of the video-on-demand market; current economic and market
conditions that make forecasting difficult; the loss of one of the Company's large customers;
the cancellation or deferral of purchases of the Company's products; a decline in demand or
average selling price for the Company's products; the Company's ability to manage its
growth; the risks associated with international sales, including risks associated with changes
in foreign currency exchange rates; the Company's ability to protect its intellectual property
rights and the expenses that may be incurred by the Company to protect its intellectual
property rights; an unfavorable result in any future litigation; content providers limiting the
scope of content licensed for use in the video-on-demand market; the Company's ability to
introduce new products or enhancements to existing products; the Company's dependence
on certain sole source suppliers and third-party manufacturers; the Company's ability to
obtain licenses or distribution rights for third-party technology at acceptable prices; the
Company's ability to compete in its marketplace; the Company's ability to respond to
changing technologies; the performance of companies in which the Company has made
equity investments, including Casa Systems and On Demand Deutschland GmBH & Co. KG;
risks in the Company's investments that adversely effect the value or liquidity of the



investments; changes in the regulatory environment; the Company's ability to hire and retain
highly skilled employees; any weaknesses over internal controls over financial reporting; any
additional tax liabilities that the Company may be subject to; system errors, failures or
disruptions; and volatility of the Company's stock price.

Further information on factors that could cause actual results to differ from those anticipated
is detailed in various publicly available documents made by the Company from time to time
with the Securities and Exchange Commission, including but not limited to, those appearing
at Item 1A under the caption "Risk Factors" in the Company's Annual Report on Form 10-K
filed with the Commission on April 14, 2009. Any forward-looking statements should be
considered in light of those factors. The Company cautions readers not to place undue
reliance on any such forward-looking statements, which speak as of the date they are made.

The Company disclaims any obligation to publicly update or revise any such statements to
reflect any change in Company expectations or events, conditions or circumstances on
which any such statements may be based, or that may affect the likelihood that actual
results may differ from those set forth in the forward-looking statements.

    Source: SeaChange International, Inc.
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