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PART I - FINANCIAL INFORMATION
ITEM I - FINANCIAL STATEMENTS

RIM SEMICONDUCTOR COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED BALANCE SHEET

(Unaudited)
January 31,
2006
ASSETS
Current Assets:

Cash $ 355,853
Other current assets 32,458
TOTAL CURRENT ASSETS 388,311

Property and equipment (net of accumulated depreciation
of $6,434) 9,303

Technology license and capitalized software development
fee (net of accumulated amortization of $102,696) 5,648,304

Deferred financing costs (net of accumulated amortization

25
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of $924,576) 164,840

Other assets

7,642
TOTAL ASSETS $ 6,218,400
LIABILITIES AND STOCKHOLDERS' EQUITY
Current Liabilities:
Convertible notes payable (net of debt discount of $15,583) S 653,997
Convertible debentures (net of debt discount of $34,287) 90,713
Notes payable (net of debt discount of $169,587) 1,352,750
Accounts payable and accrued expenses 942,692
TOTAL CURRENT LIABILITIES 3,040,152
Long-term portion of convertible debentures (net of
debt discount of $389,809) 115,178
Conversion option liability 216,434
TOTAL LIABILITIES 3,371,764
Commitments, Contingencies and Other Matters
Stockholders' Equity:
Preferred stock - $0.01 par value; 15,000,000 shares
authorized; -0- shares issued and outstanding -
Common stock - $0.001 par value; 500,000,000 shares
authorized; 266,163,519 shares issued and
265,663,665 shares outstanding 266,164
Treasury stock - 499,854 shares at cost (7,498)
Additional paid-in capital 65,981,175
Unearned compensation (4,907)
Accumulated deficit (63,388,298)
TOTAL STOCKHOLDERS' EQUITY 2,846,636
TOTAL LIABILITIES AND STOCKHOLDERS' EQUITY S 6,218,400

See notes to condensed consolidated financial statements.

RIM SEMICONDUCTOR COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENTS OF OPERATIONS
(UNAUDITED)

For The Three Months Ended
January 31,
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REVENUES $ 40,176 $ 8,801

OPERATING EXPENSES:

Cost of sales —— 6,625
Amortization of technology license and capitalized

software development fee 102,696 -
Research and development expenses (including stock

based compensation of $5,044 and $0, respectively) 85,044 7,053

Selling, general and administrative expenses (including
stock based compensation of $333,958 and $279, 548,

respectively) 807,071 596, 945
TOTAL OPERATING EXPENSES 994,811 610,623
OPERATING LOSS (954, 635) (601,822)

OTHER (INCOME) EXPENSES:

Interest expense 1,244,956 278,783
Amortization of deferred financing costs 243,967 24,619
Gain on forgiveness of principal and interest
on Zaiqg Note (1,169,820) ——
TOTAL OTHER (INCOME) EXPENSES 319,103 303,402
NET LOSS S (1,273,738) $ (905,224)
BASIC AND DILUTED NET LOSS PER COMMON SHARE S (0.01) S (0.01)
WEIGHTED AVERAGE NUMBER OF COMMON SHARES OUTSTANDING 229,136,730 87,568,203

See notes to condensed consolidated financial statements.

RIM SEMICONDUCTOR COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF STOCKHOLDERS' EQUITY
FOR THE THREE MONTHS ENDED JANUARY 31, 2006

(UNAUDITED)
Common Stock Treasury Stock Additional
———————————————————————————————————————————— Paid-In Unear
Shares Amount Shares Amount Capital Compens

Balance at

October 31, 2005 184,901,320 $184,902 - - $63,679,065 S (22,
Repurchase of

common stock
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for cash —— —— (499, 854) (7,498)

Issuance of common
stock for
conversion
of convertible
debentures and

accrued interest 81,262,199 81,262 - - 1,
Stock options issued

to key employees

and advisory board

members - - - -
Warrants issued with

notes payable - - - -
Reclassification of

conversion option

liability - - - -
Amortization of

unearned

compensation

expense -— - - -
Net loss - —= - -
Balance at

January 31, 2006 266,163,519 $266,164 (499,854) $(7,498) $65,

299,239

321,138

120,000

561,733

(321,

See notes to condensed consolidated financial statements.

RIM SEMICONDUCTOR COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

(UNAUDITED)

CASH FLOWS FROM OPERATING ACTIVITIES
Net loss
Adjustments to reconcile net loss to net cash

used in operating activities:

Consulting fees and other compensatory elements of
stock issuances

Gain on forgiveness of principal and interest
on Zaig Note

Amortization of deferred financing costs

Amortization of film in production costs

Amortization of debt discount on notes

Amortization of technology license and
capitalized software development fee

Depreciation

For The Three Months Ended

January 31,

$(1,273,738) $

339,002

(1,169,820)
243,967

1,193,195

102,696
619

(905,224)

279,548

24,619
6,625
225,503

4,168
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Change in Assets (Increase) Decrease:
Other current assets
Other assets

Change in Liabilities Increase (Decrease):
Accounts payable and accrued expenses

NET CASH USED IN OPERATING ACTIVITIES
CASH FLOWS FROM FINANCING ACTIVITIES
Proceeds from issuance of common stock
Purchase of treasury stock
Proceeds from notes payable
Capitalized financing costs
Repayments of notes payable
Repayments of convertible notes payable
NET CASH PROVIDED BY FINANCING ACTIVITIES
(DECREASE) INCREASE IN CASH
CASH - BEGINNING OF PERIOD

CASH - ENDING OF PERIOD

See notes to condensed consolidated financial statements.

(7,498)
750,000
(82,500)
(122,291)
(88,292)

(17,628)

373,481

RIM SEMICONDUCTOR COMPANY AND SUBSIDIARIES
CONDENSED CONSOLIDATED STATEMENT OF CASH FLOWS

(UNAUDITED)

SUPPLEMENTAL DISCLOSURE OF CASH FLOW INFORMATION:
Cash paid during the period for:
Interest

NON-CASH INVESTING AND FINANCING ACTIVITIES:

Common stock issued for conversion of convertible
debentures, notes payable and accrued interest

Value assigned to warrants issued in connection
with notes payable

3,712

(101,440)

212,900

300,000
(33,029)

For The Three Months Ended

Common stock issued for accrued liquidated damages

January 31,
2006 2005
$ $ 5,400
$ 1,380,501 $ 211,714
S 120,000 $ -
$ - $ 88,000
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Stock offering costs $ -
Accrued expenses converted to note payable $ -
Reclassification of conversion option liability to equity S 561,733

See notes to condensed consolidated financial statements.

RIM SEMICONDUCTOR COMPANY AND SUBSIDIARIES
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS
(UNAUDITED)

NOTE 1 - PRINCIPLES OF CONSOLIDATION, BUSINESS AND CONTINUED OPERATIONS

The condensed consolidated financial statements include the accounts of Rim
Semiconductor Company (formerly New Visual Corporation) and its wholly owned

operating subsidiary, NV Entertainment, Inc. ("NV Entertainment") including its
50% owned subsidiary Top Secret Productions, LLC), collectively, the "Company") .

All significant intercompany balances and transactions have been eliminated. The
Company consolidates its 50% owned subsidiary Top Secret Productions, LLC due to
the Company's control of management and financial matters of such entity.

The accompanying unaudited condensed consolidated financial statements have been
prepared in accordance with accounting principles generally accepted in the
Unites States of America ("US GAAP"). In the opinion of management, the
accompanying unaudited financial statements contain all adjustments, consisting
only of those of a normal recurring nature, necessary for a fair presentation of
the Company's financial position, results of operations and cash flows at the
dates and for the periods indicated. These financial statements should be read
in conjunction with the financial statements and notes related thereto included
in the Annual Report on Form 10-KSB for the fiscal year ended October 31, 2005.

These results for the three months ended January 31, 2006 are not necessarily
indicative of the results to be expected for the full fiscal year. The
preparation of the consolidated financial statements in conformity with US GAAP
requires management to make estimates and assumptions that affect the reported
amounts of assets and liabilities and disclosure of contingent assets and
liabilities at the date of the financial statements and the reported amounts of
revenues and expenses during the reporting period. Actual results could differ
from those estimates.

Rim Semiconductor Company was incorporated under the laws of the State of Utah
on December 5, 1985. The Company operates in two business segments, the
production of motion pictures, films and videos ("Entertainment Segment") and
the development of new semiconductor technologies ("Semiconductor Segment"). The
Company's Entertainment Segment is dependent on future revenues from the
Company's film "Step Into Liquid" ("Film"). The Semiconductor Segment is
dependent on the Company's ability to successfully commercialize its developed
technology, and has generated no revenues to date. The Company's first chipset

$ 9,355
$ 55,251
$ —
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was first made available to prospective customers for evaluation and testing
during the three months ended January 31, 2006.

Through its subsidiary NV Entertainment the Company has operating revenues for
its Entertainment Segment, but may continue to report operating losses for this
segment. The Semiconductor Segment will have no operating revenues until
successful commercialization of its developed technology, but will continue to
incur substantial operating expenses, capitalized costs and operating losses.

Historically, the Company has experienced significant recurring net operating
losses as well as negative cash flows from operations. The Company's main source
of liquidity has been equity and debt financing, which was used to fund
historical losses from operating activities. Based on the Company's current cash
position and its subsequent debt financing (see note 12), the Company believes
it has sufficient cash to meet its funding needs for at least the next 12
months.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

FILM IN DISTRIBUTION

Statement of Position 00-2, Accounting by Producers or Distributors of Films
("SOP-00-2") requires that film costs be capitalized and reported as a separate
asset on the balance sheet. Film costs include all direct negative costs
incurred in the production of a film, as well as allocations of production
overhead and capitalized interest. Direct negative costs include cost of
scenario, story, compensation of cast, directors, producers, writers, extras and
staff, cost of set construction, wardrobe, accessories, sound synchronization,
rental of facilities on location and post production costs. SOP-00-2 also
requires that film costs be amortized and participation costs accrued, using the
individual-film-forecast-computation method, which amortizes or accrues such
costs in the same ratio that the current period actual revenue (numerator) bears
to the estimated remaining unrecognized ultimate revenue as of the beginning of
the fiscal year (denominator). The Company makes certain estimates and judgments
of its future gross revenue to be received for each film based on information
received by its distributors, historical results and management's knowledge of
the industry. Revenue and cost forecasts are continually reviewed by management
and revised when warranted by changing conditions. A change to the estimate of
gross revenues for an individual film may result in an increase or decrease to
the percentage of amortization of capitalized film costs relative to a previous
period.

In addition, SOP-00-2 also requires that if an event or change in circumstances
indicates that an entity should assess whether the fair value of a film is less
than its unamortized film costs, then an entity should determine the fair value
of the film and write-off to the statement of operations the amount by which the
unamortized film costs exceeds the films fair value.

As a result of impairment reviews during the years ended December 31, 2005 and
2004, the Company wrote down the carrying value attributed to the Film to $0.

REVENUE RECOGNITION

The Company recognizes revenue from the sale of its semiconductor products when
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evidence of an arrangement exists, the sales price is determinable or fixed,
legal title and risk of loss has passed to the customer, which is generally upon
shipment of our products to our customers, and collection of the resulting
receivable is probable. To date the Company has not recognized any revenues
related to the sale of its semiconductor products.

The Company recognizes film revenue from the distribution of its feature film
and related products when earned and reasonably estimable in accordance with SOP
00-2. The following conditions must be met in order to recognize revenue in
accordance with SOP 00-2:

o persuasive evidence of a sale or licensing arrangement with a
customer exists;
o the film is complete and, in accordance with the terms of the

arrangement, has been delivered or is available for immediate
and unconditional delivery;

o the license period of the arrangement has begun and the
customer can begin its exploitation, exhibition or sale;

o the arrangement fee is fixed or determinable; and

o collection of the arrangement fee is reasonably assured.

Under a rights agreement with Lions Gate Entertainment ("LGE") the domestic
distributor for its Film entitled "Step Into Liquid", the Company shares with
LGE in the profits of the Film after LGE recovers its marketing, distribution
and other predefined costs and fees. The agreement provides for the payment of
minimum guaranteed license fees, usually payable on delivery of the respective
completed film, that are subject to further increase based on the actual
distribution results in the respective territory.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

RESEARCH AND DEVELOPMENT

Research and development costs are charged to expense as incurred. Amounts
allocated to acquired-in-process research and development costs, from business
combinations, are charged to earnings at the consummation of the acquisition.

CAPITALIZED SOFTWARE DEVELOPMENT COSTS

Capitalization of computer software development costs begins upon the
establishment of technological feasibility. Technological feasibility for the
Company's computer software is generally based upon achievement of a detail
program design free of high-risk development issues and the completion of
research and development on the product hardware in which it is to be used. The
establishment of technological feasibility and the ongoing assessment of
recoverability of capitalized computer software development costs require
considerable judgment by management with respect to certain external factors,
including, but not limited to, technological feasibility, anticipated future
gross revenue, estimated economic life and changes in software and hardware
technology.

Amortization of capitalized computer software development costs commences when
the related products become available for general release to customers.
Amortization is provided on a product-by-product basis. The annual amortization
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is the greater of the amount computed using (a) the ratio that current gross
revenue for a product bears to the total of current and anticipated future gross
revenue for that product, or (b) the straight-line method over the remaining
estimated economic life of the product. The estimated useful life of the
Company's existing product is seven years.

The Company periodically performs reviews of the recoverability of such
capitalized software costs. At the time a determination is made that capitalized
amounts are not recoverable based on the estimated cash flows to be generated
from the applicable software, the capitalized costs of each software product is
then valued at the lower of its remaining unamortized costs or net realizable
value.

No assurance can be given that such technology will receive market acceptance.
Accordingly it is possible that the carrying amount of the technology license
may be reduced materially in the near future.

The Company had amortization expense of $102,696 and $0 for the three months
ended January 31, 2006 and 2005, respectively, related to its capitalized
software development costs.

LOSS PER COMMON SHARE

Basic loss per common share is computed based on weighted average shares
outstanding and excludes any potential dilution. Diluted loss per share reflects
the potential dilution from the exercise or conversion of all dilutive
securities into common stock based on the average market price of common shares
outstanding during the period. For the three months ended January 31, 2006 and
2005, respectively, no effect has been given to outstanding options, warrants or
convertible debentures in the diluted computation, as their effect would be
anti-dilutive.

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

STOCK-BASED COMPENSATION

On November 1, 2005, the Company adopted Statement of Financial Accounting
Standards No. 123 (revised 2004), "Share-Based Payment," ("SFAS 123 (R)") which
requires the measurement and recognition of compensation expense for all
share-based payment awards made to employees and directors including stock
options based on estimated fair values. SFAS 123 (R) supersedes the Company's
previous accounting under Accounting Principles Board Opinion No. 25,
"Accounting for Stock Issued to Employees" ("APB 25") for periods beginning on
November 1, 2005. In March 2005, the Securities and Exchange Commission issued
Staff Accounting Bulletin No. 107 ("SAB 107") relating to SFAS 123 (R). The
Company has applied the provisions of SAB 107 in its adoption of SFAS 123 (R).

The Company early adopted SFAS 123 (R) using the modified prospective transition
method, as of November 1, 2005, the first day of the Company's fiscal year 2006.
The Company's condensed consolidated financial statements as of and for the
three months ended January 31, 2006 reflect the impact of SFAS 123 (R). In
accordance with the modified prospective transition method, the Company's
condensed consolidated financial statements for prior periods have not been
restated to reflect, and do not include, the impact of SFAS 123 (R).

10
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SFAS 123 (R) requires companies to estimate the fair value of share-based payment
awards on the date of grant using an option-pricing model. The value of the
portion of the award that is ultimately expected to vest is recognized as
expense over the requisite service periods in the Company's condensed
consolidated statement of operations. Prior to the adoption of SFAS 123 (R), the
Company accounted for stock-based awards to employees and directors using the
intrinsic value method in accordance with APB 25 as allowed under Statement of
Financial Accounting Standards No. 123, "Accounting for Stock-Based
Compensation" ("SFAS 123"). Under the intrinsic value method, no stock-based
compensation expense for employee stock options had been recognized in the
Company's condensed consolidated statement of operations because the exercise
price of the Company's stock options granted to employees and directors equaled
the fair market value of the underlying stock at the date of grant.

Stock-based compensation expense recognized in the Company's condensed
consolidated statement of operations for the three months ended January 31, 2006
included compensation expense for share-based payment awards granted prior to,
but not yet vested as of October 31, 2005 based on the grant date fair value
estimated in accordance with the pro forma provisions of SFAS 123 and
compensation expense for the share-based payment awards granted subsequent to
October 31, 2005 based on the grant date fair value estimated in accordance with
the provisions of SFAS 123 (R). The Company has continued to attribute the value
of stock-based compensation to expense on the straight-line single option
method.

Stock-based compensation expense recognized under SFAS 123 (R) related to
employee stock options was $69,037 for the three months ended January 31, 2006.
Stock based-compensation expense for share-based payment awards granted prior
to, but not yet vested as of October 31, 2005 based on the grant date fair value
estimated in accordance with the pro forma provisions of SFAS 123 was $247,057
for the three months ended January 31, 2006. Stock based-compensation expense
recognized for non-employees under other accounting standards was $22,908 for
the three months ended January 31, 2006.

There was no stock-based compensation expense related to employee stock options
under other accounting standards for the three months ended January 31, 2005.
Stock based-compensation expense recognized for non-employees under other
accounting standards was $279,548 for the three months ended January 31, 2005.

As stock-based compensation expense recognized in the condensed consolidated
statement of operations for the three months ended January 31, 2006 is based on
awards ultimately expected to vest, it has been reduced for estimated
forfeitures. SFAS 123 (R) requires forfeitures to be estimated at the time of
grant and revised, if necessary, in subsequent periods if actual forfeitures
differ from those estimates. In the Company's pro forma information required
under SFAS 123 for the periods prior to fiscal 2006, the Company accounted for
forfeitures as they occurred.

10

NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)
IMPACT OF RECENTLY ISSUED ACCOUNTING STANDARDS

In June 2005, the FASB published Statement of Financial Accounting Standards No.

11
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154, "Accounting Changes and Error Corrections" ("SFAS 154"). SFAS 154
establishes new standards on accounting for changes in accounting principles.
Pursuant to the new rules, all such changes must be accounted for by
retrospective application to the financial statements of prior periods unless it
is impracticable to do so. SFAS 154 completely replaces Accounting Principles
Bulletin No. 20 and SFAS 3, though it carries forward the guidance in those
pronouncements with respect to accounting for changes in estimates, changes in
the reporting entity, and the correction of errors. The requirements in SFAS 154
are effective for accounting changes made in fiscal years beginning after
December 15, 2005. The Company will apply these requirements to any accounting
changes after the implementation date.

The Emerging Issues Task Force ("EITF") reached a tentative conclusion on EITF
Issue No. 05-1, "Accounting for the Conversion of an Instrument That Becomes
Convertible upon the Issuer's Exercise of a Call Option" that no gain or loss
should be recognized upon the conversion of an instrument that becomes
convertible as a result of an issuer's exercise of a call option pursuant to the
original terms of the instrument. The application of this pronouncement is not
expected to have an impact on the Company's consolidated financial position,
results of operations, or cash flows.

In June 2005, the FASB ratified EITF Issue No. 05-2, "The Meaning of
'Conventional Convertible Debt Instrument' in EITF Issue No. 00-19, 'Accounting
for Derivative Financial Instruments Indexed to, and Potentially Settled in, a
Company's Own Stock'" ("EITF No. 05-2"), which addresses when a convertible debt
instrument should be considered 'conventional' for the purpose of applying the
guidance in EITF No. 00-19. EITF No. 05-2 also retained the exemption under EITF
No. 00-19 for conventional convertible debt instruments and indicated that
convertible preferred stock having a mandatory redemption date may qualify for
the exemption provided under EITF No. 00-19 for conventional convertible debt if
the instrument's economic characteristics are more similar to debt than equity.
EITF No. 05-2 is effective for new instruments entered into and instruments
modified in periods beginning after June 29, 2005. The Company has applied the
requirements of EITF No. 05-2 since the required implementation date. The
adoption of this pronouncement did not have an impact on the Company's
consolidated financial position, results of operations, or cash flows.

EITF Issue No. 05-4 "The Effect of a Liquidated Damages Clause on a Freestanding
Financial Instrument Subject to EITF Issue No. 00-19, 'Accounting for Derivative
Financial Instruments Indexed to, and Potentially Settled in, a Company's Own
Stock'" ("EITF No. 05-4") addresses financial instruments, such as stock
purchase warrants, which are accounted for under EITF 00-19 that may be issued
at the same time and in contemplation of a registration rights agreement that
includes a liquidated damages clause. The consensus of EITEF No. 05-4 has not
been finalized. In May 2005, the Company entered into a private placement
agreement for convertible debentures, a registration rights agreement and
warrants in connection with the private placement (see Note 7). Based on the
interpretive guidance in EITF Issue No. 05-4, view C, due to certain factors,
including an uncapped liquidated damages provision in the registration rights
agreement, the Company determined that the embedded conversion option related to
these convertible debentures and the registration rights are derivative
liabilities. Accordingly, the fair value of the embedded conversion option of
$1,500,000 was recorded as a liability as of the closing of the sale of these
convertible debentures. Due to various factors, including substantial
conversions of these convertible debentures and the registration statement
becoming effective on August 1, 2005, the value of the registration rights was
deemed to be de minimus.

11

12
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NOTE 2 - SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES (CONTINUED)

IMPACT OF RECENTLY ISSUED ACCOUNTING STANDARDS (CONTINUED)

In September 2005, the FASB ratified EITF Issue No. 05-7, "Accounting for
Modifications to Conversion Options Embedded in Debt Instruments and Related
Issues" ("EITF No. 05-7"), which addresses whether a modification to a
conversion option that changes its fair value affects the recognition of
interest expense for the associated debt instrument after the modification and
whether a borrower should recognize a beneficial conversion feature, not a debt
extinguishment, if a debt modification increases the intrinsic value of the debt
(for example, the modification reduces the conversion price of the debt). EITF
No. 05-7 is effective for the first interim or annual reporting period beginning
after December 15, 2005. The Company will adopt EITF No. 05-7 as of the
beginning of the Company's interim reporting period that begins on February 1,
2006. The Company is currently in the process of evaluating the effect that the
adoption of this pronouncement will have on its financial statements.

In September 2005, the FASB ratified EITF Issue No. 05-8, "Income Tax
Consequences of Issuing Convertible Debt with a Beneficial Conversion Feature"
("EITF No. 05-8"), which addresses the treatment of convertible debt issued with
a beneficial conversion feature as a temporary difference under the guidance in
SFAS 109. In addition, deferred taxes recognized for a temporary difference of
debt with a beneficial conversion feature should be recognized as an adjustment
of additional paid-in capital. Entities should apply the guidance in EITF No.
05-8 in the first interim or annual reporting period that begins after December
15, 2005. Its provisions should be applied retrospectively under the guidance in
SFAS 154 to all convertible debt instruments with a beneficial conversion
feature accounted for under the guidance in EITF No. 00-27 "Application of EITF
Issue No. 98-5 'Accounting for Convertible Securities with Beneficial Conversion
Features or Contingently Adjustable Conversion Ratios.'" The Company has applied
the requirements of EITF No. 05-8 to all previously existing convertible debt
instruments with a beneficial conversion feature and will apply the requirements
of EITF No. 05-8 beginning on February 1, 2006 for all new convertible debt
instruments with a beneficial conversion feature. The application of this
pronouncement for new convertible debt instruments with a beneficial conversion
feature is not expected to have an impact on the Company's consolidated
financial position, results of operations or cash flows.

In February 2006, the FASB published Statement of Financial Accounting Standards
No. 155, "Accounting for Certain Hybrid Financial Instruments- an amendment of

FASB Statements No. 133 and 140" ("SFAS 155"). SFAS 155 resolves issues
addressed in SFAS 133 Implementation Issue No. D1, "Application of Statement 133
to Beneficial Interests in Securitized Financial Assets." The requirements in

SFAS 155 are effective for all financial instruments acquired or issued after
the beginning of an entity's first fiscal year that begins after September 15,
2006. The adoption of this pronouncement is not expected to have an impact on
the Company's consolidated financial position, results of operations, or cash
flows.

NOTE 3 - FILM IN DISTRIBUTION

The Company recognized revenues of $40,176 and $8,801 for the three months ended
January 31, 2006 and 2005, respectively. The Company had amortization costs of
$0 and $6,625 for the three months ended January 31, 2006 and 2005,
respectively.

13
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NOTE 4 - DEFERRED FINANCING COST

As of January 31, 2006, deferred financing cost consisted of costs incurred and
warrants issued in connection with the sale of $3,500,000 of 2005 Debentures,
$1,350,000 of 7% convertible debentures, and promissory notes:

Deferred financing cost $1,089,416
Less: accumulated amortization (924,576)
Deferred financing cost, net $ 164,840

Costs incurred in connection with debt financings are capitalized as deferred
financing costs and amortized over the term of the related debt. If any or all
of the related debt is converted or repaid prior to its maturity date, a
pro-rata share of the related deferred financing costs are written off and
recorded as amortization expense in the period of the conversion or repayment in
the consolidated statement of operations.

For the three months ended January 31, 2006 and 2005, amortization of deferred
financing cost was $243,967 and $24,619 respectively.

NOTE 5 - EXCHANGE AGREEMENT

In April 2005, the Company entered into an Exchange Agreement (the "Exchange

Agreement") with Zaig Technologies, Inc. ("Zaiq"), pursuant to which the Company
issued 4,651,163 shares of common stock with a value of $744,186 and a
promissory note in the principal amount of $2,392,000 (the "Zaig Note") (see

Note 8) in exchange for the surrender by Zaig of 3,192 shares of Redeemable
Series B Preferred Stock. The Company issued the Redeemable Series B Preferred
Stock to Zaig pursuant to a Receivables Purchase and Stock Transfer Restriction
Agreement dated as of April 17, 2002. These shares had an aggregate liquidation
preference of $3,192,000, constituted all of the Redeemable Series B Preferred
Stock issued and outstanding as of the date of the Exchange Agreement, and were
cancelled upon the closing of the Exchange Agreement. The fair value of the
common stock and promissory note on the closing date was determined to be less