LAVA SYSTEMS INC.


MATERIAL CHANGE REPORT
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Reporting Issuer��LAVA Systems Inc. �3300 Bloor Street West�Suite 1900, West Tower�Toronto, Ontario�M8X 2Z1


Date of Material Change��October 31, 1997


Press Release


A press release was issued on October 31, 1997.


Summary of Material Change


LAVA Systems Inc. (“LAVA”) has agreed to issue and sell approximately 6 million special warrants (the “Special Warrants”) at a purchase price of $1.85 per Special Warrant, each of which are convertible into a unit consisting of one common share of LAVA (a “Common Share”) and one-half of one common share purchase warrant of LAVA (a “Purchase Warrant”).


Full Description of Material Change


LAVA will issue and sell an aggregate of 6,088,200 Special Warrants at a price of $1.85 per Special Warrant to purchasers in Canada, the United States and other international jurisdictions.  Each Special Warrant will entitle the holder to acquire a unit consisting of one Common Share and one-half of one Purchase Warrant without payment of any additional consideration.  Each whole Purchase Warrant will entitle the holder to purchase one Common Share at an exercise price of $2.22 until November 15, 1999.  In the event that receipts for a final prospectus qualifying the issuance of the Common Shares and Purchase Warrants issuable upon the exercise of the Special Warrants is not issued by each of the securities regulatory authorities in the provinces of Canada in which purchasers reside (the “Qualifying Provinces”) on or before 5:00 p.m. (Toronto time) on February 16, 1998, such holders shall be entitled to receive without payment of any additional consideration 1.1 Common Shares and 0.55 Purchase Warrants upon the exercise of each Special Warrant.  The Special Warrants will be exercisable at any time on or before 5:00 p.m. (Toronto time) on the earlier of (the “Expiry Date”):  (a) the tenth business day after a receipt is issued by the last of the securities regulatory authorities in the Qualifying Provinces for the prospectus; and (b) the date which is 12 months following the closing.  Any Special Warrants not exercised by the Expiry Date will be exercised by Montreal Trust Company of Canada, as the Special Warrant agent, on behalf of the holders thereof.


LAVA has entered into an agency agreement with ScotiaMcLeod Inc., Griffiths McBurney & Partners and Midland Walwyn Capital Inc. (the “Agents”) dated as of October 31, 1997, pursuant to which the Agents have agreed, among other things, to offer the Special Warrants on a “best efforts” basis.  The Agents will be paid a commission of 6.0% or $0.111 per Special Warrant sold.  In addition, LAVA has agreed to grant to the Agents non-assignable compensation warrants to purchase 304,410 Common Shares at an exercise price of $1.75 (or such higher price as may be required by the securities regulatory authorities) until November 15, 1999.


The gross proceeds from the sale of the Special Warrants will be deposited in escrow with Montreal Trust Company of Canada on the closing date and will be released to LAVA upon the exercise of any Special Warrants exercised prior to the Expiry Date (but only with respect to the subscription proceeds from the Special Warrants so exercised) and, with respect to the remaining subscription proceeds, on the Expiry Date.  The proceeds of the offering will be used by the corporation to expand sales and marketing efforts and fund research and development.  


The closing of the offering of the Special Warrants is scheduled for November 14, 1997.


Reliance on Confidentiality Provisions of Securities Legislation��Not applicable.


Omitted Information


No significant facts remain confidential in, and no information has been omitted from, this report.


Senior Officers


For further information please contact Brian J. MacDonald, Senior Vice-President and Chief Financial Officer, at (416) 207-3055


Statement of Senior Officer��The foregoing accurately discloses the material change referred to herein.





DATED at Toronto, Ontario, this 6th day of November, 1997.


Brian J. MacDonald�Senior Vice-President and Chief Financial Officer�LAVA Systems Inc.
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