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RENTRAK CORPORATION
(Exact name of registrant as specified in its charter)

Oregon 93-0780536
(State or other jurisdiction of incorporation

or organization)
(I.R.S. Employer Identification No.)

7700 NE Ambassador Place, Portland, Oregon 97220
(Address of principal executive offices) (Zip Code)

Registrant�s telephone number, including area code: 503-284-7581

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to file such reports),
and (2) has been subject to such filing requirements for the past 90 days.  Yes  ý      No  o

Indicate by check mark whether the registrant is an accelerated filer (as defined in Rule 12b-2 of the Exchange Act).  Yes o      No ý

Indicate the number of shares outstanding of each of the issuer�s classes of common stock, as of the latest practicable date.

Common stock $0.001 par value 10,329,994
(Class) (Outstanding at January 31, 2005)
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Rentrak Corporation and Subsidiaries
Condensed Consolidated Balance Sheets

December 31,
2004

March 31,
2004 (1)

(Unaudited)
Assets
Current Assets:
Cash and cash equivalents $ 18,210,464 $ 8,735,683
Accounts receivable, net of allowances for doubtful accounts of $935,256 and $839,122 15,850,554 15,389,867
Advances to program suppliers, net of program supplier reserves of $4,326,284 and
$4,520,729 1,709,436 4,188,222
Income tax receivable 87,435 68,384
Deferred income tax assets 1,772,387 2,262,186
Other current assets 1,059,910 1,160,952
Total Current Assets 38,690,186 31,805,294

Property and Equipment, net 3,038,507 2,466,668
Deferred Income Tax Assets 208,566 1,099,660
Other Assets 962,829 831,617
Total Assets $ 42,900,088 $ 36,203,239

Liabilities and Stockholders� Equity
Current Liabilities:
Accounts payable $ 12,395,974 $ 15,446,818
Accrued liabilities 1,411,726 889,377
Accrued compensation 1,114,541 598,875
Deferred revenue 445,250 237,575
Total Current Liabilities 15,367,491 17,172,645

Long-Term Obligations:
Lease obligations and deferred gain 101,718 234,922

Commitments and Contingencies � �

Stockholders� Equity:
Preferred stock, $0.001 par value; 10,000,000 shares authorized; none issued � �
Common stock, $0.001 par value; 30,000,000 shares authorized; shares issued and
outstanding: 10,297,776 and 9,739,537 10,298 9,740
Capital in excess of par value 45,245,936 41,093,976
Accumulated other comprehensive income 180,879 180,879
Accumulated deficit (18,006,234) (22,488,923)
Total Stockholders� Equity 27,430,879 18,795,672
Total Liabilities and Stockholders� Equity $ 42,900,088 $ 36,203,239

(1) Derived from the Company�s March 31, 2004 audited consolidated financial statements.

See accompanying Notes to Condensed Consolidated Financial Statements.
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Rentrak Corporation and Subsidiaries
Condensed Consolidated Statements of Operations

(Unaudited)

For the Three Months Ended December 31, For the Nine Months Ended December 31,
2004 2003 2004 2003

(restated) (restated)

Revenue $ 22,821,083 $ 20,383,860 $ 75,151,870 $ 53,901,964

Operating expenses:
Cost of sales 15,500,652 15,647,821 54,137,950 42,572,315
Selling and administrative 5,132,430 3,831,739 13,901,834 12,302,997

20,633,082 19,479,560 68,039,784 54,875,312
Income (loss) from operations 2,188,001 904,300 7,112,086 (973,348)

Other income (expense):
Interest income 92,464 41,025 203,121 163,892
Interest expense (2,543) (2,415) (4,839) (10,240)

89,921 38,610 198,282 153,652

Income (loss) before income taxes 2,277,922 942,910 7,310,368 (819,696)
Provision (benefit) for income taxes 990,837 235,727 2,827,679 (204,925)
Income (loss) from continuing
operations 1,287,085 707,183 4,482,689 (614,771)
Loss from discontinued operations,
net of tax benefit of $78,850 � (128,649) � (128,649)
Net income (loss) $ 1,287,085 $ 578,534 $ 4,482,689 $ (743,420)

Basic net income (loss) per share
from continuing operations $ 0.13 $ 0.07 $ 0.46 $ (0.06)
Basic loss per share from
discontinued operations � (0.01) � (0.01)
Basic net income (loss) per share $ 0.13 $ 0.06 $ 0.46 $ (0.08)

Diluted net income (loss) per share
from continuing operations $ 0.12 $ 0.07 $ 0.43 $ (0.06)
Diluted loss per share from
discontinued operations � (0.01) � (0.01)
Diluted net income (loss) per share $ 0.12 $ 0.06 $ 0.43 $ (0.08)

Shares used in per share calculations:
Basic 9,932,022 9,630,830 9,850,686 9,563,752
Diluted 10,605,900 10,262,980 10,465,355 9,563,752

See accompanying Notes to Condensed Consolidated Financial Statements.
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Rentrak Corporation and Subsidiaries
Condensed Consolidated Statements of Cash Flows

(Unaudited)

For the Nine Months Ended December 31,
2004 2003

(restated)
Cash flows from operating activities:
Net income (loss) $ 4,482,689 $ (743,420)
Adjustments to reconcile net income (loss) to net cash flows provided by (used in)
operating activities:
Loss on disposal of discontinued operations � 128,649
Gain on sale of assets (1,400) (94,951)
Tax benefit from stock option exercises 256,066 313,007
Loss on write-down of occupancy deposit � 400,000
Depreciation and amortization 818,782 628,848
Adjustment to allowance for doubtful accounts 96,134 (305,767)
Deferred income taxes 1,380,893 (596,780)
(Increase) decrease in:
Accounts receivable (556,821) (3,035,508)
Advances to program suppliers 2,478,786 (1,399,786)
Income taxes receivable (19,051) (61,718)
Other current assets 107,081 789,959
Increase (decrease) in:
Accounts payable (3,050,844) 325,864
Accrued liabilities and compensation 1,038,015 (183,772)
Deferred revenue and other liabilities 102,523 (119,083)
Net cash provided by (used in) operating activities 7,132,853 (3,954,458)

Cash flows from investing activities:
Purchase of property and equipment (1,352,788) (1,223,810)
Purchase of common stock (475,000) �
Proceeds from sale of assets 1,400 800,000
Note receivable payments received 299,916 273,354
Other assets, net � 133,177
Net cash used in investing activities (1,526,472) (17,279)

Cash flows from financing activities:
Payments on capital lease obligation (28,052) (38,957)
Issuance of common stock 3,896,452 870,803
Net cash provided by financing activities 3,868,400 831,846

Increase (decrease) in cash and cash equivalents 9,474,781 (3,139,891)

Cash and cash equivalents:
Beginning of year 8,735,683 10,063,541
End of period $ 18,210,464 $ 6,923,650

Supplemental cash flow information:
Cash paid during the period for interest $ 4,839 $ 9,408
Cash paid during the period for income taxes, net 258,919 61,718

Non-cash transactions
Forgiveness of note receivable in exchange for stock $ � $ (377,565)
Disposal of property and equipment through finance lease � 900,000
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See accompanying Notes to Condensed Consolidated Financial Statements.
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RENTRAK CORPORATION
NOTES TO CONDENSED CONSOLIDATED FINANCIAL STATEMENTS

Note 1.  Basis of Presentation

The accompanying unaudited Condensed Consolidated Financial Statements of Rentrak Corporation have been prepared pursuant to the rules
and regulations of the Securities and Exchange Commission (SEC).  Certain information and footnote disclosures normally included in financial
statements prepared in accordance with United States generally accepted accounting principles have been condensed or omitted pursuant to such
rules and regulations.  The results of operations for the three and nine-month periods ended December 31, 2004, are not necessarily indicative of
the results to be expected for the entire fiscal year ending March 31, 2005. The Condensed Consolidated Financial Statements should be read in
conjunction with the Consolidated Financial Statements and footnotes thereto included in our 2004 Annual Report to Shareholders.

The Condensed Consolidated Financial Statements reflect, in the opinion of management, all material adjustments (which include only normal
recurring adjustments) necessary to present fairly our financial position, results of operations and cash flows.

Certain prior year amounts have been reclassified to conform to the fiscal 2005 presentation. These changes had no impact on previously
reported results of operations or shareholders� equity.

Note 2.  Restatement

In May and June 2004, we discovered that we had misinterpreted and misapplied certain terms of some of our Program Supplier revenue sharing
agreements. These misinterpretations and misapplications resulted in the miscalculation of Program Supplier liabilities and related cost of sales
and, therefore, net income (loss).  There were two general types of misinterpretations or misapplications: (i) understating cost of sales and
related liabilities due to the misapplication of certain terms in our Program Supplier revenue sharing agreements in the amount of $0.5 million in
the third quarter of fiscal 2004.  These amounts were overstated in the first six months of fiscal 2004, resulting in no net effect for the nine
months ended December 31, 2004; and (ii) understating cost of sales and related liabilities due to the misuse of contract information in
recognizing our guarantees to one Program Supplier in the amount of $0.4 million and $0.8 million in the third quarter and first nine months of
fiscal 2004, respectively.

Also in June 2004, we discovered that we were not accounting for certain order processing fees received from our customers upon �street date,�
which is the date that they are able to rent the title pursuant to Statement of Position 00-2, �Accounting by Producers or Distributors of Films.� 
Our previous method had been to recognize revenue on the shipment date.  This resulted in a restatement of revenue between periods.

The restatements did not affect cash flows from operations, investing activities or financing activities in any reporting period.  We have restated
our results of operations for our three and nine-month periods ended December 31, 2003 as follows:
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Three months ended December 31, 2003 Revenue

Income
(loss) from
operations

Net
income

(loss) from
continuing
operations

Net
income
(loss)

Diluted
earnings
(loss) per
share

As previously reported $ 19,402,730 $ 1,446,444 $ 921,174 $ 792,525 $ 0.08
Adjustment for misinterpretation and
misapplication of contract terms � (737,490) (737,490) (737,490) (0.07)
SOP 00-2 revenue recognition
adjustment 23,595 97 97 97 �
SOP 00-2 accounting for guarantees
adjustment 957,535 195,249 195,249 195,249 0.02
Tax effects of adjustments � � 328,153 328,153 0.03

$ 20,383,860 $ 904,300 $ 707,183 $ 578,534 $ 0.06
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Nine months ended December 31, 2003 Revenue

Income
(loss) from
operations

Net
income

(loss) from
continuing
operations

Net
income
(loss)

Diluted
earnings
(loss) per
share

As previously reported $ 52,362,037 $ (711,317) $ (345,752) $ (474,401) $ (0.05)
Adjustment for misinterpretation and
misapplication of contract terms � (575,808) (575,808) (575,808) (0.06)
SOP 00-2 revenue recognition
adjustment 184,744 36,509 36,509 36,509 �
SOP 00-2 accounting for guarantees
adjustment 1,355,183 277,268 277,268 277,268 0.03
Tax effects of adjustments � � (6,988) (6,988) �

$ 53,901,964 $ (973,348) $ (614,771) $ (743,420) $ (0.08)

Note 3.  Net Income (Loss) Per Share

Basic net income per share (EPS) and diluted EPS are computed using the methods prescribed by Statement of Financial Accounting Standards
(�SFAS�) No. 128, �Earnings per Share.�  Basic and diluted EPS are the same for the nine month period ended December 31, 2003 as we incurred a
net loss in that period and the effect of the common stock equivalents was anti-dilutive. Following is a reconciliation of the shares used for the
basic EPS and diluted EPS calculations:

Three Months Ended Dec. 31, Nine Months Ended Dec. 31,
2004 2003 2004 2003

Basic EPS:
Weighted average number of shares of
common stock outstanding 9,932,022 9,630,830 9,850,686 9,563,752
Diluted EPS:
Effect of dilutive stock options and warrants 673,878 632,150 614,669 �

10,605,900 10,262,980 10,465,355 9,563,752

Options not included in diluted EPS since
they were antidilutive 4,000 14,000 29,000 1,740,000

Note 4.  Business Segments, Significant Suppliers and Major Customers

Previously, we classified our services in three segments: PPT (Entertainment), 3PF (Fulfillment) and Other. Other services included amounts
received pursuant to previous royalty agreements, primarily from Rentrak Japan.  Beginning with the quarter ended March 31, 2004, we operate
in one business segment, Entertainment (previously referred to as our PPT segment). Certain information by segment for the three and
nine-month periods ended December 31, 2003 is as follows:

Three months ended December 31,
2003 (restated) Entertainment Fulfillment Total
Total revenue $ 20,383,860 $ � $ 20,383,860
Inter-segment revenue � � �
Revenue from external customers 20,383,860 � 20,383,860
Depreciation and amortization 259,394 (6,736) 252,658
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Income from operations $ 373,444 $ 530,856 $ 904,300
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Nine months ended December 31, 2003
(restated) Entertainment Fulfillment Total
Total revenue $ 49,277,665 $ 5,154,443 $ 54,432,108
Inter-segment revenue � (530,144) (530,144)
Revenue from external customers 49,277,665 4,624,299 53,901,964
Depreciation and amortization 615,377 13,471 628,848
Income (loss) from operations $ 334,981 $ (1,308,329) $ (973,348)

As of December 31, 2004, we had a receivable of approximately $0.8 million relating to a financing lease with a former fulfillment customer
payable in monthly installments.

During the three and nine-month periods ended December 31, 2004, we had several Program Suppliers that supplied product in excess of 10% of
our total revenues as follows:

Three month period ended
December 31, 2004

Nine month period ended
December 31, 2004

Program Supplier 1 28% 48%
Program Supplier 2 20% 11%
Program Supplier 3 14% *

During the three and nine-month periods ended December 31, 2003, we had several Program Suppliers that supplied product in excess of 10% of
our total revenues as follows:

Three month period ended
December 31, 2003

Nine month period ended
December 31, 2003

Program Supplier 1 34% 14%
Program Supplier 2 13% 13%
Program Supplier 3 13% 13%
Program Supplier 4 * 16%

*  Less than 10%

There were no other Program Suppliers who provided product that accounted for 10% or more of our total revenues for the three or nine-month
periods ended December 31, 2004 or 2003.  Although management does not believe that the relationships with the significant Program Suppliers
will be terminated in the near term, a loss of any one of these suppliers could have an adverse effect on our financial condition, results of
operations and liquidity.

We had one customer that accounted for 25% of our total revenue in the nine-month period ended December 31, 2004.  The agreement with this
customer expired in September 2004 (see Item 2. Management�s Discussion and Analysis of Financial Condition and Results of Operations -
Business Trends).  There were no other customers that accounted for 10% or more of our total revenue in the three or nine-month periods ended
December 31, 2004 or 2003.
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Note 5.  Stock-Based Compensation

We account for stock-based compensation utilizing the intrinsic value method in accordance with the provisions of Accounting Principles Board
Opinion No. 25, �Accounting for Stock Issued to Employees,� as interpreted by FASB Interpretation No. 44, �Accounting for Certain Transactions
Involving Stock Compensation.�  Pursuant to SFAS No. 148 �Accounting for Stock-Based Compensation - Transition and Disclosure,� we have
computed, for pro forma disclosure purposes, the impact on net income (loss) and net income (loss) per share as if we had accounted for our
stock-based compensation plans in
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accordance with the fair value method prescribed by SFAS No. 123 �Accounting for Stock-Based Compensation� as
follows:

Three Months Ended Dec. 31, Nine Months Ended Dec. 31,
2004 2003 2004 2003

(restated) (restated)
Net income (loss), as reported $ 1,287,085 $ 578,534 $ 4,482,689 $ (743,420)
Deduct - total stock-based employee
compensation expense determined under the fair
value based method for all awards, net of related
tax effects (198,349) (231,493) (639,609) (616,951)
Net income (loss), pro forma $ 1,088,736 $ 370,041 $ 3,843,080 $ (1,360,371)

Net income (loss) per share � basic, as reported $ 0.13 $ 0.06 $ 0.46 $ (0.08)

Net income (loss) per share � basic, pro forma $ 0.11 $ 0.04 $ 0.39 $ (0.14)

Net income (loss) per share � diluted, as reported $ 0.12 $ 0.06 $ 0.43 $ (0.08)

Net income (loss) per share � diluted, pro forma $ 0.10 $ 0.04 $ 0.37 $ (0.14)
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To determine the fair value of stock-based awards granted during the quarters shown above, we used the Black-Scholes option pricing model
and the following weighted average assumptions:

Three and Nine Months Ended December 31, 2004 2003
Risk-free interest rate 4.17% - 4.58% 3.61% - 4.27%
Expected dividend yield � �
Expected lives 6.36 - 7.24 years 7.06 years
Expected volatility 72.05% - 74.98% 77.03% - 77.45%
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Note 6.  Line of Credit
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At December 31, 2004 we still maintained a secured revolving line of credit for $2.0 million, which expired September 1, 2004, but was
extended, pursuant to its terms, through January 3, 2005.  Interest on the line of credit is at our choice of either the bank�s prime interest rate
minus 0.5 percent or LIBOR plus 2 percent. The credit line is secured by substantially all of our assets. The terms of the credit agreement
include certain financial covenants requiring: (1) a consolidated net loss for the fiscal quarter ended September 30, 2003, not to exceed $2.0
million; (2) a consolidated net profit to be achieved each fiscal quarter beginning with the quarter ended December 31, 2003 of a minimum of
$1.00, and consolidated net profit not less than $1.00 on an annual basis, determined at fiscal year end; and (3) achievement of specified current
and leverage financial ratios.  Based upon the financial results reported as of, and for the fiscal quarter ended December 31, 2004, we determined
that we were in compliance with the financial covenants as of December 31, 2004.   At December 31, 2004, we had no outstanding borrowings
under this agreement.

Effective January 3, 2005 we renewed this line, with a maturity of December 1, 2005, under many similar terms.  Under this renewal, the
principal amount of the line of credit was increased to $6.0 million.  Interest on the line of credit remains consistent at
our choice of either the bank�s prime interest rate minus 0.5 percent or LIBOR plus 2 percent. The credit line continues
to be secured by substantially all of our assets. The terms of the renewed credit agreement also include certain
financial covenants requiring: (1) a consolidated pre-tax income to be achieved each fiscal quarter beginning with the
quarter ending March 31, 2005 of a minimum of $1.00, and consolidated after-tax income not less than $1.00 on an
annual basis, determined at fiscal year end; (2) a minimum current ratio of 1.5:1.0, measured quarterly; and (3) a
maximum debt-to-tangible net worth ratio of 1.5:1.0, measured quarterly.
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Note 7.  Contingencies

Edgar Filing: RENTRAK CORP - Form 10-Q

Commission file number: 0-15159 21



Edgar Filing: RENTRAK CORP - Form 10-Q

Commission file number: 0-15159 22



Vendor Dispute

Edgar Filing: RENTRAK CORP - Form 10-Q

Vendor Dispute 23



Edgar Filing: RENTRAK CORP - Form 10-Q

24



In June 2003, we signed a definitive agreement to sell substantially all of the assets of 3PF.Com, Inc. (�3PF�) at the Wilmington, Ohio operation,
effective July 1, 2003.  In conjunction with the effective date of that asset sale agreement, we entered into a Fulfillment Agreement (the
�Agreement�) with this purchaser (the �Fulfillment Provider�) for a nine-month term to provide us with fulfillment services previously provided by
3PF during the period we owned and operated it.  After its inception, disagreement between the parties arose regarding the contractual
provisions of the Agreement.  As a result, we disputed certain charges for services and withheld payments accordingly.  Additionally, the
Fulfillment Provider alleged that we violated the exclusivity provisions in the Agreement.  The Fulfillment Provider has submitted, under the
provisions of the Agreement, a demand for arbitration against us seeking damages of approximately $877,000.  We have reviewed the
Fulfillment Provider�s demand for arbitration and believe there is no basis in fact, under the terms and conditions of the Agreement, for any of the
claims made against us.  We have retained legal counsel to vigorously defend us in this matter. In the opinion of management, the amount of any
ultimate liability with respect to this action is not expected to materially affect our financial condition or results of operations.

Investigation and Recovery Efforts Regarding Misappropriated Funds
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In March 2004, we learned that an employee may have engaged in fraudulent activity and we hired an outside firm to investigate the matter. The
employee admitted to embezzling funds from us. It was determined that the employee had been embezzling funds from 1998 through 2003, in
amounts totaling approximately $570,000.  The investigation of this matter is complete.  Other than $62,000 in underreported sales taxes, the
embezzlement funds were materially expensed in the year such funds were embezzled and, therefore, had no other effect on the restatement of
any financial results in fiscal 2004 or prior years.  We have secured certain assets belonging to this employee, which, in conjunction with
insurance proceeds, provided us with recoveries of approximately $430,000 in the nine month period ending December 31, 2004, and were
recorded as a reduction of selling and administrative expense.  We have incurred a total of approximately $173,000 of legal and other
professional fees related to this matter through December 2004, and do not expect to incur any additional fees before the matter is resolved.  We
have updated our system of internal controls, as described more fully in Item 4 below, in an effort to prevent such occurrences in the future.

Note 8.  Securities Purchase Agreement
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In November 2004, we entered into a securities purchase agreement to purchase common stock of, and a professional services agreement to
receive software development and support services from, a privately held company that develops and provides information technology solutions
for clients in various entertainment industry market segments.  We have paid $25,000 under the professional services agreement and may incur
an additional $25,000 expenditure in the future.

The purchase of the securities for $475,000 was comprised of two elements.  The first element, which totaled $356,250, was paid upon
execution of the agreement in November 2004.  The remaining $118,750 was placed in an escrow account pending completion of additional
software development. This escrow will not be released until we approve the additional software development.  In the event this development is
not completed, the money will be returned to us.  We believe that the development will be completed and the investment finalized before our
fiscal year end of March 31, 2005. Our purchase of the common stock, when completed, will represent 4% of the outstanding stock of this
company.  This investment is carried at historical cost and will be evaluated quarterly for impairment.
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Note 9.  Sale of Securities
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On December 21, 2004, we sold 308,200 shares of our common stock to Mr. Mark Cuban in a privately-negotiated, arms-length transaction for
$9.00 per share.  Total proceeds totaled $2.8 million and will be used for general working capital requirements, including development of our
business intelligence services.  In addition to the 308,200 shares purchased from us, Mr. Cuban purchased an additional 191,800 shares of our
common stock at $9.00 per share from eight of our executive officers.  All 500,000 shares purchased by Mr. Cuban are restricted securities and
subject to a one-year holding period pursuant to Rule 144 under the Securities Act of 1933.  Mr. Cuban has demand registration rights after the
one-year holding period in the event that he is not able to sell them pursuant to Rule 144 at that time.

Note 10.  New Accounting Pronouncement � Stock-Based Compensation
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In December 2004, the Financial Accounting Standards Board (�FASB�) issued Statement of Financial Accounting Standards No. 123R,
�Share-Based Payment: an amendment of FASB Statements No. 123 and 95,� which requires companies to recognize in their income statement the
grant-date fair value of stock options and other equity-based compensation issued to employees.  SFAS No. 123R is effective for interim or
annual periods beginning after June 15, 2005.  Accordingly, we will adopt SFAS No. 123R in our second quarter of fiscal 2006. See Note 5
Stock-Based Compensation in the Notes to Condensed Consolidated Financial Statements included in Item 1 of this report, for the pro forma
effects of how we believe SFAS No. 123R would have affected results of operations in the three and nine month periods ended December 31,
2004 and 2003.  We do not believe SFAS No. 123R will have any effect on our cash flows.
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ITEM 2.  MANAGEMENT�S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS OF OPERATIONS

Forward Looking Statements

Certain information included in this Quarterly Report on Form 10-Q (including Management�s Discussion and Analysis of Financial Condition
and Results of Operations regarding revenue growth, gross profit margin and liquidity) constitute forward looking statements that involve a
number of risks and uncertainties.  Forward looking statements may be identified by the use of forward looking words such as �may,� �will,�
�expects,� �intends,� �anticipates,� �estimates� or �continues� or the negative thereof or variations thereon or comparable terminology.  The following
factors are among the factors that could cause actual results to differ materially from the forward looking statements: our ability to retain and
grow our customer base of retailers participating in the PPT System (�Participating Retailers�) and customers for our business intelligence
software and services, the financial stability of the Participating Retailers and their performance of their obligations under our Pay Per
Transaction system (the �PPT System�), non-renewal of our line of credit, business conditions and growth in the video industry and general
economic conditions, both domestic and international; competitive factors, including increased competition, expansion of revenue sharing
programs other than the PPT System by motion picture studios or other licensees or owners of the rights to certain video programming, or video
game publishers (�Program Suppliers�), new technology,  the continued availability of videocassettes (�Cassettes�), digital videodiscs (�DVDs�), and
Video Games (collectively �Units�) leased/licensed to home video specialty stores and other retailers from Program Suppliers, and the loss of
significant Program Suppliers. This Quarterly Report on Form 10-Q further describes some of these factors.

Business Trends

Our financial results continue to be affected by the changing dynamics in the home video and game rental market, as they impact our PPT
business.  We continue to experience the impact of the migration from higher historical rentals of Cassettes to greater rentals of DVDs by our
Participating Retailers.  We have successfully implemented new agreements with Program Suppliers to incorporate the availability of DVDs,
and we continue our efforts in fiscal 2005 to secure more DVD agreements to address this impact.  In addition, our PPT business continues to be
affected by a shift to �output programs� under which we agree with a Program Supplier to a lower order processing and transaction fee in
exchange for the Participating Retailers� commitment to order a greater number of Units of all the Program Supplier�s titles.  The result is an
increased number of Units leased by the Participating Retailers, but a reduced amount of fees per Unit earned by the Program Supplier and us. 
These output programs are, in part, an economic response to the changing dynamics of the home video rental market, and have become more
prevalent since the migration from Cassette format to the DVD format.  We expect the growth of these output programs to continue, and believe
that they will be financially beneficial for the Participating Retailers, Program Suppliers and us.

Our base of Participating Retailers continues to be strong.  We have one Participating Retailer that accounted for 17% of PPT revenues in the
fiscal year ended March 31, 2004 and 25% in the nine-month periods ended December 31, 2004. Our agreement with this Participating Retailer
expired in September 2004. The associated PPT revenue from that Participating Retailer�s rentals is expected to continue to decline from $1.9
million for the three months ending December 31, 2004 to approximately $0.5 million for the three months ending March 31, 2005.  We are also
implementing strategies for obtaining new Participating Retailers and Program Suppliers in an effort to further stabilize and grow our overall
PPT revenue and earnings streams.

We continue to be in good standing with all of our Program Suppliers and we make on-going efforts to enhance those business relationships
through improvement of current services offered and the development of new service offerings.  We are also continually seeking to develop
business relationships with new Program Suppliers.  In September 2003, we entered into a combined VHS/DVD revenue sharing program with
one of the world�s largest studios that has resulted in their becoming our largest Program Supplier in the three and nine-month periods ended
December 31, 2004, representing 28% and 48%, respectively, of our total revenues for the periods.  Additionally, a second Program Supplier
represented 20% and 11%, respectively, of our total revenues for the three and nine-month periods ended December 31, 2004 and a
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third represented 14% of our total revenues for the nine-month period ended December 31, 2004.  As is typical of our
agreements with Program Suppliers, our relationship with these Program Suppliers may be terminated without cause
upon thirty days� written notice by either party.

We are also allocating significant efforts towards our business intelligence service offerings, both those services that are currently operational as
well as those that are in various stages of development.  Our suite of business intelligence software has been well received in the various targeted
markets to date, as our offerings fit well with the needs identified by those market participants.  We intend to continue to make the necessary
increased investments in these new business intelligence services in the near-term, lowering our current earnings. We believe these services will
provide significant future revenue and earnings streams and ultimately be the cornerstone of our long-term success.

In March 2004, we announced an agreement with Comcast Cable, a division of Comcast Corporation, the country�s leading cable and broadband
communications provider, to conduct a twelve-month pilot trial of OnDemand Essentials, a system created for measuring and reporting
anonymous video on demand (�VOD�) usage data. The trial began in May 2004 and, we believe, will be critical to developing our capability to
provide more efficient and accurate VOD usage measurement.  Additionally, in July 2004, we announced an agreement with Insight
Communications, the country�s ninth largest cable operator, to begin a multi-market twelve-month pilot trial using OnDemand Essentials in
September 2004.  We believe that this pilot will be important in helping to form our programming decisions and future VOD strategy.  Both the
Comcast and Insight trials are proceeding well and we are currently processing over 17 million VOD transactions weekly. In July 2004, we
announced our first content provider agreement with Music Choice and are working with them to develop anonymous profiling reports from
their set top box application, My Music Choice, which allows the consumer to program their own VOD Channel.

Sources of Revenue

Our sources of revenue include the following:

�  order processing fees generated when Cassettes, DVDs and video games (�Units�) are ordered by and
distributed to retailers;

�  transaction fees generated when retailers rent Units to consumers;

�  sell-through fees generated when retailers sell Units to consumers;

�  communication fees when retailers� point-of-sale systems are connected to our information system;

�  buy-out fees generated when retailers purchase Units at the end of the lease term;

�  direct revenue sharing fees from data tracking and reporting services provided to program suppliers (�DRS�);

�  revenues from Box Office Essentials, Supply Chain Essentials, Business Intelligence Essentials, and
Home Video Essentials, all part of our Essential business intelligence service offerings;

�  charges for Internet services provided by our subsidiary, formovies.com, Inc.; and
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Results of Operations

Three Months Ended December 31, (1)
2004 2003 (restated) (2)

Dollars
% of

revenues Dollars
% of

revenues
Revenues:
Order processing fees $ 1,407,415 6.1% $ 1,612,617 7.9%
Transaction fees 12,938,293 56.7 13,575,714 66.6
Sell-through fees 5,117,244 22.4 2,807,424 13.8
Communication fees 246,305 1.1 268,530 1.3
Other 3,111,826 13.6 2,119,575 10.4

22,821,083 100.0 20,383,860 100.0
Operating expenses:
Cost of sales 15,500,652 67.9 15,647,821 76.8
Selling and administrative 5,132,430 22.5 3,831,739 18.8

20,633,082 90.4 19,479,560 95.6
Income from operations 2,188,001 9.6 904,300 4.4
Other income (expense):
Interest income 92,464 0.4 41,025 0.2
Interest expense (2,543) � (2,415) �

89,921 0.4 38,610 0.2
Income from continuing operations before
income tax provision (benefit) 2,277,922 10.0 942,910 4.6
Income tax provision (benefit) 990,837 4.3 235,727 1.2
Income from continuing operations 1,287,085 5.6 707,183 3.5
Loss from discontinued operations, net of tax � � (128,649) (0.6)
Net income $ 1,287,085 5.6% $ 578,534 2.8%

Nine Months Ended December 31, (1)
2004 2003 (restated) (2)

Dollars
% of

revenues Dollars
% of

revenues
Revenues:
Order processing fees $ 3,603,210 4.8% $ 6,183,229 11.5%
Transaction fees 49,102,192 65.3 30,157,015 55.9
Sell-through fees 13,261,590 17.7 6,833,707 12.7
Communication fees 741,628 1.0 867,129 1.6
Fulfillment � � 4,624,299 8.6
Other 8,443,250 11.2 5,236,585 9.7

75,151,870 100.0 53,901,964 100.0
Operating expenses:
Cost of sales 54,137,950 72.0 42,572,315 79.0
Selling and administrative 13,901,834 18.5 12,302,997 22.8

68,039,784 90.5 54,875,312 101.8
Income (loss) from operations 7,112,086 9.5 (973,348) (1.8)
Other income (expense):
Interest income 203,121 0.3 163,892 0.3
Interest expense (4,839) � (10,240) �

198,282 0.3 153,652 0.3
Income (loss) from continuing operations before
income tax provision (benefit) 7,310,368 9.7 (819,696) (1.5)
Income tax provision (benefit) 2,827,679 3.8 (204,925) (0.4)
Income (loss) from continuing operations 4,482,689 6.0 (614,771) (1.1)
Loss from discontinued operations, net of tax � � (128,649) (0.2)
Net income (loss) $ 4,482,689 6.0% $ (743,420) (1.4%)
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(1)  Percentages may not add due to rounding.

(2)  The three and nine month periods ended December 31, 2003 have been restated for certain errors.  See Note 2
of Notes to Condensed Consolidated Financial Statements.  In addition, certain expenses were reclassified from
selling and administrative to cost of sales.

Revenue

Revenue increased $2.4 million, or 12.0%, to $22.8 million in the three months ended December 31, 2004 (the third quarter of fiscal 2005)
compared to $20.4 million in the third quarter of fiscal 2004 and increased $21.2 million, or 39.4%, to $75.2 million in the nine-month period
ended December 31, 2004 compared to $53.9 million in the nine-month period ended December 31, 2003. Increases in sell-through fees, as well
as increases in our Essentials� and DRS service offerings, contributed to the increases in revenue in both the three and nine-month periods ended
December 31, 2004.  In addition, transaction processing
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fees increased in the nine-month period.   The increases in transaction processing and sell-through fees were due in
large part to a relationship with a major Program Supplier beginning in September 2003. The increases were offset in
part by decreases in order processing fees, which resulted from changes to our output programs as discussed below. In
addition, the nine-month period ended December 31, 2004 was affected by a $4.6 million decrease in revenue related
to our fulfillment business, which ceased operations as of July 31, 2003.

Order processing fees decreased $0.2 million, or 12.7%, and $2.6 million, or 41.7%, in the three and nine-month periods ended December 31,
2004 compared to the same periods of the prior year due to PPT �output programs� and other PPT programs under which we agreed with the
Program Supplier to charge a lower, or no, order processing fee in exchange for the Participating Retailers� commitment to order an increased
total number of Units of all the Program Suppliers� titles. The 18% decrease in total Units shipped during the three-month period ended
December 31, 2004 compared to the same period of the prior year is attributable to the expiration of a contract with one of our Participating
Retailers. These output programs, along with a new combined VHS/DVD revenue sharing program with a new major Program Supplier,
contributed to a 60% increase in total Units shipped during nine-month period ended December 31, 2004 compared to the same period of the
prior year.  This increase in volume was offset by a decrease in the per unit fee charged for order processing.

Transaction fees decreased $0.6 million, or 4.7%, and increased $18.9 million, or 62.8%, in the three and nine-month periods ended
December 31, 2004 compared to the same periods of the prior year.   The decrease in the three-month period resulted from the expiration of a
contract with one of our Participating Retailers.  The increase in the nine-month period was primarily due to the increased number of rental
transactions at our Participating Retailers from our output programs that were rented to their customers.

Sell-through fees increased $2.3 million, or 82.3%, and $6.4 million, or 94.1%, in the three and nine-month periods ended December 31, 2004
compared to the same periods of the prior year. The increases in sell-through fees were primarily due to the new combined VHS/DVD revenue
sharing program with a new major Program Supplier noted above, as well as the overall increase in Units shipped.

Other revenue primarily includes revenue related to our DRS services and our Essential� business intelligence services offerings. Increases in
other revenue in the three and nine-month periods ended December 31, 2004 compared to the same periods of the prior year included increases
of approximately $0.7 million and $1.9 million, respectively, in DRS revenues and increases of $0.4 million and $1.4 million, respectively, in
revenues from our Essential� business intelligence services offerings.  Revenues related to our Essential business intelligence service
offerings have increased primarily due to our continued investment in and marketing of these offerings, as well as new
studio contracts. Our DRS revenue has increased due to an increase in transactions during the current period for
certain studios under existing contracts compared to the prior period.

Cost of Sales

Cost of sales consists of order processing costs, transaction costs, sell-through costs, handling and freight costs and costs associated with certain
Essential business intelligence service offerings. These expenditures represent the direct costs to produce revenues. 
Order processing costs, transaction costs and sell through costs represent the amounts due the Program Suppliers that
hold the distribution rights to the Units.  Freight costs represent the cost to pick, pack and ship orders of Units to the
Participating Retailers. A portion of the Essential business intelligence service offerings costs represent costs
associated with the operation of a call center.
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Cost of sales decreased $0.1 million, or 0.9%, to $15.5 million in the third quarter of fiscal 2005 compared to $15.6 million in the third quarter
of fiscal 2004 and increased $11.6 million, or 27.2%, to $54.1 million in the nine-month period ended December 31, 2004 compared to $42.6
million in the nine-month period ended December 31, 2003.  Cost of sales as a percentage of revenue was 67.9% and 72.0%, respectively, in the
three and nine-month periods ended December 31, 2004 compared to 76.8% and 79.0%, respectively, in the same periods of the prior year.  The
increase in cost of sales in the nine-month period was primarily due to the increase in revenues discussed above. The decreases in cost of sales as
a percentage of revenue
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were primarily due to ceasing fulfillment operations in July 2003, which had lower margins, as well as to revenue from
our higher-margin Essentials business service offerings increasing as a percentage of our total revenue.

Selling and Administrative

Selling and administrative expenses consist primarily of compensation and benefits, development, marketing and advertising costs, legal and
professional fees, communications costs, depreciation and amortization of tangible fixed assets and software, real and personal property leases,
as well as other general corporate expenses.

Selling and administrative expenses increased $1.3 million, or 33.9%, to $5.1 million in the third quarter of fiscal 2005 compared to $3.8 million
in the third quarter of fiscal 2004 and increased $1.6 million, or 13.0%, to $13.9 million in the nine-month period ended December 31, 2004
compared to $12.3 million in the nine-month period ended December 31, 2003.

Increases in selling and administrative expenses in the three and nine-month periods ended December 31, 2004 compared to the same periods of
the prior fiscal year were primarily due to our continued investment in the development and marketing of our Essentials business service
offerings noted above, as well as the accrual of $300,000 in fiscal 2005 for estimated bonuses, increased corporate
professional services related to legal fees and Sarbanes-Oxley Act Section 404 compliance work.  These increases
were offset by a corresponding reduction in expenses associated with our fulfillment segment, which ceased
operations in July 2003, and recoveries from the embezzlement matter. As a percentage of revenues, selling and
administrative expenses were 22.5% and 18.5%, respectively, for the three and nine-month periods ended
December 31, 2004 compared to 18.8% and 22.8% for the same periods in the prior year.

Other Income (Expense)

Interest income includes $54,000 and $123,000 in the three and nine-month periods ended December 31, 2004, respectively, of interest earned
on a note receivable due from one of our fulfillment clients, which was issued in June 2002.   The comparable amounts for the prior year were
$16,000 and $87,000, respectively.

Income Taxes

Our effective tax rate was 38.7% and 25.0%, respectively, in the nine-month periods ended December 31, 2004 and 2003.  The rate in the
nine-month period ended December 31, 2003 was affected by a change in valuation allowance, which is not expected in the current fiscal year.
Additionally, the remaining permanent differences are primarily fixed amounts and, as our pretax income has increased in the nine-month period
ended December 31, 2004 compared to the nine-month period ended December 31, 2003, these differences have a lower effect on our overall tax
rate.
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Discontinued Operations

In January 2004, we were notified by the purchaser of a portion of BlowOut Video�s operations of their intent to default on a note receivable due
to us. As such, we provided an approximate $0.2 million reserve for the remaining balance of this note receivable in the three-month period
ended December 31, 2003.  This reserve resulted in a reported loss, net of tax benefit, from these discontinued operations of $129,000, or $0.01
per share, in the three-month and nine-month periods ended December 31, 2003.

Liquidity and Capital Resources

Our sources of liquidity include our cash balance, cash generated from operations and our line of credit.  As disclosed in Note 6 Line of Credit in
the Notes to the Condensed Consolidated Financial Statements included in Item 1 of this report, subsequent to December 31, 2004 our revolving
line of credit was increased from $2.0 million to $6.0 million.  Based on our current financial projections and projected cash needs, we believe
that our available sources of liquidity will be sufficient to fund our current operations, the continued development of our business intelligence
services and other cash requirements to at least December 31, 2005.
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Cash and cash equivalents increased $9.5 million to $18.2 million at December 31, 2004, compared to $8.7 million at March 31, 2004.  This
increase resulted primarily from $7.1 million provided by operations, $2.8 million of proceeds related to the issuance of stock to an unrelated
party as discussed in Note 9 Sale of Securities in the Notes to the Condensed Consolidated Financial Statements included in Item 1 of this report,
$1.1 million of proceeds related to the issuance of stock pursuant to our stock plans, and $300,000 received on a note receivable, which were
partially offset by the $3.3 million decrease in accounts payable and the $1.4 million used for the purchase of property and equipment and
development of capitalized software. Our current ratio was 2.52:1.0 at December 31, 2004 compared to 1.85:1.0 at March 31, 2004.

Advances to Program Suppliers decreased $2.5 million to $1.7 million at December 31, 2004 compared to $4.2 million at March 31, 2004. 
These amounts represent the unearned portion of guarantees with certain Program Suppliers, offset by reserves for estimated shortages under the
guarantees.  These advances to Program Suppliers increase and decrease over time based on the changes in business volume.

Deferred tax assets, short and long-term, were $2.0 million at December 31, 2004 compared to $3.4 million at March 31, 2004.  The reduction of
$1.4 million primarily relates to utilizing net operating loss carryforwards (�NOLs�) to offset taxes payable for the first nine months of fiscal 2005
against the deferred tax assets.  The deferred tax asset balance primarily relates to net operating loss carryforwards and various reserves not
currently deductible for tax purposes.

During the first nine months of fiscal 2005, we spent $1.4 million on property and equipment, including $1 million for the capitalization of
internally developed software for our business intelligence service offerings.  We anticipate spending a total of approximately $1.6 million on
property and equipment in all of fiscal 2005, including approximately $1.2 million for the capitalization of internally developed software for our
business intelligence service offerings.

At December 31, 2004 we still maintained a secured revolving line of credit for $2.0 million, which expired September 1, 2004, but was
extended, pursuant to its terms, through January 3, 2005.  Interest on the line of credit is at our choice of either the bank�s prime interest rate
minus 0.5 percent or LIBOR plus 2 percent. The credit line is secured by substantially all of our assets. The terms of the credit agreement
include certain financial covenants requiring: (1) a consolidated net loss for the fiscal quarter ended September 30, 2003, not to exceed $2.0
million; (2) a consolidated net profit to be achieved each fiscal quarter beginning with the quarter ended December 31, 2003 of a minimum of
$1.00, and consolidated net profit not less than $1.00 on an annual basis, determined at fiscal year end; and (3) achievement of specified current
and leverage financial ratios.  Based upon the financial results reported as of, and for the fiscal quarter ended December 31, 2004, we determined
that we were in compliance with the financial covenants as of December 31, 2004.   At December 31, 2004, we had no outstanding borrowings
under this agreement.

Effective January 3, 2005 we renewed this line, with a maturity of December 1, 2005, with largely similar terms.  Under this renewal, the
principal amount of the line of credit was increased to $6.0 million.  Interest on the line of credit continues at our
choice of either the bank�s prime interest rate minus 0.5 percent or LIBOR plus 2 percent. The credit line continues to
be secured by substantially all of our assets. The terms of the renewed credit agreement also include certain financial
covenants requiring: (1) a consolidated pre-tax income to be achieved each fiscal quarter beginning with the quarter
ending March 31, 2005 of a minimum of $1.00, and consolidated after-tax income not less than $1.00 on an annual
basis, determined at fiscal year end; (2) a minimum current ratio of 1.5:1.0, measured quarterly; and (3) a maximum
debt-to-tangible net worth ratio of 1.5:1.0, measured quarterly.

Critical Accounting Policies and Estimates
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We reaffirm the critical accounting policies and estimates as reported in our Form 10-K for the year ended March 31, 2004, which was filed with
the Securities and Exchange Commission on July 14, 2004.
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New Accounting Pronouncements

See Note 10 New Accounting Pronouncement � Stock-Based Compensation in the Notes to the Condensed Consolidated Financial Statements
included in Item 1 of this report for a discussion of new accounting pronouncements.

Other Possible Risk Factors

Changes in the accounting treatment of stock options could adversely affect the Company�s results of operations.

The Financial Accounting Standards Board has recently announced its decision to require companies to expense employee stock options in
accordance with Statement of Financial Accounting Standards (�SFAS�) No. 123, Accounting for Stock-Based Compensation, for financial
reporting purposes, effective during the quarter ending September 30, 2005.   We will be required to expense such stock options to value the
employee stock option grants pursuant to a binomial valuation formula, and then amortize that value against our reported earnings over the
vesting period in effect for those options. We currently account for stock-based awards to employees in accordance with Accounting Principles
Board (�APB�) Opinion No. 25, Accounting for Stock Issued to Employees, and have adopted the disclosure-only alternative of SFAS 123. When
we are required to expense employee stock options in the future, this change in accounting treatment will adversely affect our reported results of
operations as the stock-based compensation expense will be charged directly against our reported earnings. For an illustration of the effect of
such a change on our recent results of operations, see Note 5 Stock-Based Compensation in the Notes to the Condensed Consolidated Financial
Statements included in Item 1 of this report.

Sarbanes-Oxley Act, Section 404 Compliance�While we believe that we currently have adequate internal control procedures in place, we
are still exposed to potential risks from legislation requiring companies to evaluate controls under Section 404 of the Sarbanes-Oxley
Act of 2002.

We are evaluating our internal controls systems in order to allow management to report on, and our independent auditors to attest to, our internal
controls, as required by Section 404 of the Sarbanes-Oxley Act.  We are performing the system and process evaluation and testing required in an
effort to comply with the management certification and auditor attestation requirements of Section 404.  As a result, we are incurring additional
expense and management�s time and attention is being diverted from managing our operations.  Although our goal is to implement the
Section 404 requirements relating to internal controls and related issues in a timely fashion, there is a significant risk that our evaluation, testing
and remediation efforts will not be completed on time.  Even if management is able to complete its assessment, the independent auditors may not
have sufficient time to complete their attestation and report on our internal control over financial reporting by the deadline for filing our Form
10-K for the fiscal year ended March 31, 2005.  Accordingly, we can provide no assurance at this time that management will be able to report
that our internal control over financial reporting is effective as of March 31, 2005, or that our independent auditors will be able to attest to
management�s assessment of our internal control over financial reporting.
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ITEM 3.  QUANTITATIVE AND QUALITATIVE DISCLOSURE ABOUT MARKET RISK.

There have been no material changes in our reported market risks since the filing of our fiscal 2004 Annual Report on Form 10-K, which was
filed with the Securities and Exchange Commission on July 14, 2004.

ITEM 4.  CONTROLS AND PROCEDURES

Disclosure Controls and Procedures

Our management has evaluated, under the supervision and with the participation of our Chief Executive Officer and Chief Financial Officer, the
effectiveness of our disclosure controls and procedures as of the end of the period covered by this report pursuant to Rule 13a-15(b) under the
Securities Exchange Act of 1934, as amended (Exchange Act). During the period covered by this report, management identified internal control
deficiencies, as described below, that constitute material weaknesses as defined in Statement of Auditing Standards No. 60. Certain of these
internal control weaknesses may also constitute deficiencies in our disclosure controls and procedures. Based on that evaluation and taking into
consideration those identified deficiencies, our Chief Executive Officer and our Chief Financial Officer have concluded that, as of the end of the
period covered by this report, our disclosure controls and procedures were ineffective in ensuring that information required to be disclosed in our
Exchange Act reports is (1) recorded, processed, summarized and reported in a timely manner, and (2) accumulated and communicated to our
management, including our Chief Executive Officer and our Chief Financial Officer, as appropriate, to allow timely decisions regarding required
disclosure.

Management�s conclusion that our disclosure controls and procedures were ineffective as of the end of the period covered by this report is based
on our discovery of deficiencies in certain of our internal controls necessary to development of reliable financial statements. Some of these
weaknesses related to the discovery that one of our employees had embezzled funds from us over a period of several years by exploiting
weaknesses in our internal controls related to the segregation of duties within the accounting function. Other weaknesses related to the discovery
of accounting errors as a result of the misinterpretation and misapplication by our internal accounting staff of certain terms in our revenue
sharing agreements with Program Suppliers.  Our outside auditor also advised us of certain organizational and resource deficiencies related to
our processes for monitoring, analyzing and reporting on new accounting and reporting pronouncements, including our process for summarizing,
and external reporting of, financial information. These deficiencies are discussed in more detail below, together with a description of the changes
in our internal control over financial reporting which we began implementing during our last two fiscal quarter and that have materially affected
or are reasonably likely to materially affect our internal control over financial reporting.

We have reviewed the procedures and internal controls surrounding the deficiencies described above and have taken actions and commenced the
implementation of improvements as of the date of the filing of this report, as described below, to provide reasonable assurance that those
deficiencies will not recur.  Based on the actions we have taken, our Chief Executive Officer and Chief Financial Officer have concluded that
this report fully complies with the requirements of Section 13(a) of the Exchange Act and that the information contained in this report fairly
presents, in all material respects, our financial condition and results of operations.

Internal Control Over Financial Reporting
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Investigation and Recovery Efforts Regarding Misappropriated Funds

In March 2004, we learned that an employee may have engaged in fraudulent activity and we hired an outside firm to investigate the matter.  See
Note 7 of Notes to Condensed Consolidated Financial Statements under the heading Investigation and Recovery Efforts Regarding
Misappropriated Funds for further discussion.
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We have reviewed the internal controls, including the accounting, financial reporting and disclosure controls surrounding this fraud, and have
made improvements to such controls to help ensure against this type of activity in the future.  Management has recently hired a new controller
who will lead our efforts to improve our overall internal accounting controls.  In particular, we have implemented, or are in the process of
implementing, the following additional procedures and controls with respect to this embezzlement matter:

�  All checks, upon receipt, are restrictively endorsed.

�  No employee, beyond the person(s) assigned to open and distribute the mail, is authorized to handle the mail
in any manner.

�  Only copies of checks are distributed for account coding.

�  The income tax receivable account is reconciled so that the receivable and payable for each tax jurisdiction
can be tracked.

�  A miscellaneous cash receipts log has been established with copies of supporting documentation. The cash
receipt transactions are reconciled to the bank statements during the bank reconciliation process by staff independent
of the cash receipts function.

�  Segregation of duties within Finance and Accounting has been reviewed and necessary adjustments have been
made, given our staffing size and composition.

�  All bank statements are given to the Chief Financial Officer or Controller, who will independently review the
information prior to its use by appropriate accounting staff.

�  All bank reconciliations are reviewed monthly by the Chief Financial Officer or Controller and evidenced in
writing.

�  All prepared journal entries are reviewed by the Controller prior to entry in the accounting system.

Misinterpretation and Misapplication of Certain Terms in Revenue Sharing Agreements with Program Suppliers

In May and June 2004, we discovered errors in our accounting as a result of the misinterpretation and misapplication of certain terms in some of
our revenue sharing agreements with Program Suppliers.  These errors resulted in the restatement of our previously issued financial statements
for fiscal 2000 through fiscal 2003.  See Note 2 of Notes to Condensed Consolidated Financial Statements for a further description of the
restatements.

We have implemented, or are in the process of implementing, the following additional procedures and controls to date with respect to these
restatement matters:
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�  All revenue-sharing agreement Program Supplier contract liability accounts are being comprehensively
analyzed and reconciled; these functions will be performed on a monthly basis. The analyses and reconciliations will
be reviewed and approved by the Controller and/or Chief Financial Officer, and evidenced in writing.

�  All revenue-sharing agreement Program Supplier guarantees are being comprehensively analyzed; these
functions will be performed on a monthly basis.  The analyses will be reviewed and approved by the Controller and/or
Chief Financial Officer, and evidenced in writing.

Organizational Deficiencies Related to the External Financial Reporting Process

Certain organizational and resource deficiencies have been identified related to our processes for monitoring, analyzing and reporting on new
accounting and reporting pronouncements. This includes our process for summarizing and external reporting of financial information.

We have implemented, or are in the process of implementing, the following procedures and controls with respect to this matter:

�  We have hired a new controller with assigned responsibilities to include: (i) the on-going research and
identification of new accounting and reporting pronouncements; and (ii) the on-going research and identification of
our external financial reporting responsibilities to assure our compliance with all professional and regulatory reporting
and disclosure requirements.
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�  We are assessing and evaluating the application of all new pronouncements in a timely manner to determine
the correct accounting and reporting treatment.  We will provide our independent auditors with the conclusions of our
assessment and evaluation of these pronouncements when complete.

�  We are implementing a process to ensure that we research, identify and apply all external reporting and
disclosure requirements in our external financial reporting.

Summary

Our independent auditors advised the audit committee of our board of directors that the internal control deficiencies described above constitute
material weaknesses. Certain of these internal control weaknesses may constitute deficiencies in our disclosure controls and procedures. A
material weakness is defined under the Public Company Accounting Oversight Board�s Auditing Standard No. 2 as a significant deficiency, or
combination of significant deficiencies, that results in more than a remote likelihood that a material misstatement of the financial statements will
not be prevented or detected.   A significant deficiency is defined under the Public Company Accounting Oversight Board�s Auditing Standard
No. 2 as a control deficiency, or combination of control deficiencies, that adversely affects a company�s ability to initiate, authorize, record,
process or report external financial data reliably in accordance with generally accepted accounting principles such that there is more than a
remote likelihood that a misstatement of a company�s financial statements that is more than inconsequential will not be prevented or detected.

During the quarter ended December 31, 2004, management has continued to take steps to remediate identified deficiencies as part of the
Company�s Sarbanes-Oxley Act Section 404 implementation.  As we continue the process of evaluating the internal control structure, additional
control weaknesses may be identified which will require remediation.  There can be no assurance that the remediation efforts will be successful
or complete, or that additional testing of the Company�s internal controls will not identify additional deficiencies that, either individually or when
aggregated with the existing deficiencies, would result in a material weakness. There also can be no assurance that the Company�s independent
auditors will not issue an adverse opinion, or a disclaimer of opinion, with respect to the Company�s internal control over financial reporting for
the fiscal year ending March 31, 2005.

Other than as discussed in the preceding paragraphs, there have been no changes in our internal control over financial reporting that occurred
during our last fiscal quarter that have materially affected or are reasonably likely to materially affect our internal control over financial
reporting.

PART II � OTHER INFORMATION
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Item 1.  Legal Proceedings

We may from time to time be a party to legal proceedings and claims that arise in the ordinary course of our business.  In the opinion of
management, the amount of any ultimate liability with respect to these potential actions is not expected to materially affect our financial
condition or results of operations.  Other than as discussed below, we currently have no material outstanding litigation.

Vendor Dispute
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In June 2003, we signed a definitive agreement to sell substantially all of the assets of 3PF.Com, Inc. at the Wilmington, Ohio operation,
effective July 1, 2003.  In conjunction with the effective date of that asset sale agreement, we entered into a Fulfillment Agreement (the
�Agreement�) with this purchaser (the �Fulfillment Provider�) for a nine-month term to provide us with fulfillment services previously provided by
3PF during the period we owned and operated it.  After its inception, disagreement between the parties arose regarding the contractual
provisions of the Agreement.  As a result, we disputed certain charges for services and withheld payments accordingly.  Additionally, the
Fulfillment Provider has alleged that we violated the exclusivity provisions in the Agreement.  The Fulfillment Provider has submitted, under the
provisions of the Agreement, a demand for arbitration against us seeking damages of approximately $877,000.  We have reviewed the
Fulfillment Provider�s demand for arbitration and believe there is no basis in fact, under the terms and conditions of the Agreement, for any of the
claims made against us.  We have retained legal counsel to vigorously defend us in this matter. In the opinion of management, the amount of any
ultimate liability with respect to this action is not expected to materially affect our financial condition or results of operations.

Item 6.  EXHIBITS

The following exhibits are filed herewith and this list is intended to constitute the exhibit index:

10.1 Stock Purchase Agreement, dated December 17, 2004, by and among Rentrak Corporation, Selling Shareholders and Mark Cuban.
31.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Securities Exchange Act of 1934.
31.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(a) or Rule 15d-14(a) of the Securities Exchange Act of 1934.
32.1 Certification of Chief Executive Officer pursuant to Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934 and 18

U.S.C. Section 1350.
32.2 Certification of Chief Financial Officer pursuant to Rule 13a-14(b) or Rule 15d-14(b) of the Securities Exchange Act of 1934 and 18

U.S.C. Section 1350.
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SIGNATURE

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be
signed on its behalf by the undersigned, thereunto duly authorized.

Date:  February 14, 2005 RENTRAK CORPORATION

By: /s/ Mark L. Thoenes
Mark L. Thoenes
Senior Vice President and Chief Financial Officer
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