





MATERIAL CHANGE REPORT UNDER SUBSECTION 67(1) OF THE SECURITIES ACT (BRITISH COLUMBIA) AND SUBSECTION 75(2) OF THE SECURITIES ACT (ONTARIO)














1.	Reporting Issuer


	


	InContext Systems Inc.


	Suite #1600, 2 St. Clair Avenue West


	Toronto, Ontario, M4V 1L5





2.	Date of Material Change





	February 25,1997





3.	Press Release





A press release was issued in Toronto, Ontario, on February 25,1997 through the Canadian business news network of Canada Newswire and was filed  with the Toronto Stock Exchange 





4.	Summary of Material Change





	InContext Systems Inc. today announced results for the third fiscal quarter of 1997 which included a retail restructuring charge of $1,583,828. During the third quarter, the Company completed its previously announced plans to shift its focus to the corporate market and away from its retail channel. The importance of making this transition rapidly was underlined by the drop in sales during the quarter. In the absence of active retail marketing programs, the sales decline was much more pronounced than the Company had anticipated. After review, the Company decided to delineate this transition more clearly and the results for the quarter reflect a significant Retail Restructuring Charge.





The Company is now clearly focused on the corporate market with a core development staff, several new products and a limited marketing capability. Additional capital is required by the end of the fourth quarter to continue operations and to address the corporate market. Company is examining all options in this regard, including raising equity capital, selling its retail product line, and reaching OEM agreements.  As a result, a going concern note was attached to the quarterly report.











5.	Full description of Material Change


	


	See attached Press Release “InContext Releases Third Quarter Results”





6.	Reliance subsection 67(2) of the Securities Act (British Columbia), subsection 	75(3) of the Securities Act (Ontario)





	This report is not being filed on a confidential basis.





7.	Omitted Information





No information has been omitted in respect of the material change referred to in	this report.





8.	Senior Officer





	Robert Arn


	President


	(416) 922-0087





9.	Statement of Senior Officer





	The forgoing accurately discloses the material change referred to in this report.





DATED at Toronto, Ontario, as of this 25th day of February, 1997.








						INCONTEXT SYSTEMS INC.





						





						By:  “Dr.  Robert Arn”		








IT IS AN OFFENSE FOR A PERSON TO MAKE A STATEMENT IN A DOCUMENT REQUIRED TO BE FILED OR FURNISHED UNDER THE ACT OR THIS REGULATION THAT, AT THE TIME AND IN LIGHT OF THE CIRCUMSTANCES UNDER WHICH IT IS MADE, IS A MISREPRESENTATION.
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FOR IMMEDIATE RELEASE








InContext Releases Third Quarter Results





TORONTO, February 25, 1997 — InContext Systems Inc. (TSE:INI) today announced results for the third fiscal quarter of 1997 which included a “Retail Restructuring Charge” of $1,583,828.





During the third quarter, the Company completed its previously announced plans to shift its focus to the corporate market and away from its retail channel. The importance of making this transition rapidly was underlined by the drop in sales during the quarter. In the absence of active retail marketing programs, the sales decline was much more pronounced than the Company had anticipated. After review, the Company decided to delineate this transition more clearly and the results for the quarter reflect a significant Retail Restructuring Charge.   Net loss after the Retail Restructuring Charge was $3,665,702 or $0.10 per share.  Cash on hand at December 31,1996 was $1,505,406.  As a result of its restructuring, the Company’s cost base has been reduced to approximately $675,000 a quarter.





Dr. Robert Arn, president and chief executive officer of InContext, commented on the restructuring: “The Company is now clearly focused on the corporate market with a core development staff, several new corporate products and a limited marketing capability. Additional capital is required by the end of the fourth quarter to continue operations and to address the corporate market.  The Company is examining all options in this regard, including raising equity capital, selling its retail product line, and reaching new OEM agreements.”








Ongoing Focus on Corporate Web Management Products





During the third quarter of fiscal 1997, the Company continued to receive widespread critical acclaim for InContext WebAnalyzer 1.1. In November, at the Fall COMDEX trade show in Las Vegas, the editors of PC Computing magazine announced that WebAnalyzer was the winner of their 1996 Most Valuable Product (MVP) Award in the Web Site Management Tools category. PC Computing is a major source of information for more than one million business professionals and the magazine’s recognition of WebAnalyzer significantly enhances the Company’s credibility and position in the corporate marketplace.





- more - 














Shortly after winning the MVP Award, the Company announced that a new Professional Edition of WebAnalyzer 2.0 was in beta testing. Development of the new version was virtually complete by the end of the third quarter and the product was released early in 1997. WebAnalyzer 2.0 is priced at $249.99 US for first-time buyers, while licensed users of previous versions can purchase an upgrade for $49.99 US. The significant price increase for version 2.0 reflects the product’s enhanced enterprise feature set, WebAnalyzer’s excellent reputation and the Company’s strategy to position itself in the market for higher priced corporate Web site management tools.





The Company is also encouraged by the response it has received to SiteCommand Kernel, the first module of the SiteCommand line of professional Web site tools that will be the cornerstone of InContext’s corporate product offerings. A freeware version of SiteCommand Kernel for the Microsoft Internet Information Server and Personal Web Server was first made available from the InContext Web site in early November.  New versions that are compatible with other Web servers were also in development during the third quarter and a version for the Netscape FastTrack Server is now available.





Development also continued on SiteCommand Professional, a much more comprehensive management tool for businesses with mission-critical Web sites. SiteCommand Professional offers advanced analyses of a Web site’s integrity, content and traffic.








Web-Based Marketing and Distribution





The reallocation of resources to the Corporate market includes an enhanced Web site sales and marketing program. All of the Company’s products are available through its secure online ordering system, which drastically reduces the cost of sales and distribution. The focus on Web site marketing is appropriate to support the Web management product line since Webmasters—the primary target customers—use the Internet extensively for product research and prefer to interact with vendors on-line.








- more - 
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The Web-based marketing strategy includes automated lead generation and qualification, customer interaction using InContext’s proprietary software derived from WebAnalyzer, the provision of free software such as SiteCommand Kernel and time-limited trial versions of other software, and an easy upgrade path to commercial products. This strategy also provides the ability to offer low cost customer support. The Company is broadening its strategy by arranging to have products sold by other electronic distributors, such as CNet’s BuyDirect site. The Company’s strategy is to actively market, sell and distribute all future products through the InContext Web site and to offer them for sale on a wide variety of other electronic channels.








About InContext





InContext Systems Inc. (TSE:INI) is a technology leader in Internet software.  The company’s flagship products include: InContext WebAnalyzer, an indispensable Web site analysis and maintenance tool and winner of PC Computing’s 1996 MVP Award for Web Site Management Tools; InContext Spider, a powerful tool for creating multimedia-rich Web pages; and InContext FlashSite, the fastest way to download, organize, view and map Web sites.








InContext WebAnalyzer, InContext SiteCommand, InContext FlashSite and InContext Spider are trademarks of InContext Corporation. All other product names referenced herein are trademarks of their respective companies.


 


For more information contact:





Media			Financial


Rosaleen Cregg			Robert Lang


InContext Corporation 			InContext Corporation	


(416)922-0087 x138			(416)922-0087 x132


rosaleen@incontext.com			investorrelations@incontext.com


http://www.incontext.com			http://www.incontext.com
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CONSOLIDATED STATEMENTS OF LOSS AND DEFICIT


Periods ended December 31 (unaudited)


Canadian dollars





		Three months		Nine months 





		1996 		1995 		1996 		1995


Revenues 


	Software sales	$228,353 	$824,256 	$1,555,566	$1,925,528 


	Investment income 	17,806	        125,454 	        148,553 	         256,201





		246,159 	        949,710 	     1,704,119 	      2,181,729 


Cost of sales 	125,028 	        249,835 	        880,052 	         594,505 


Gross profit 	121,131 	        699,875 	        824,067 	      1,587,224





Expenses 


	Marketing 	1,184,438 	     2,056,348 	     4,799,332 	      3,247,133 


	Administrative 	386,126   	        549,572 	     1,501,163 	      1,234,657 


	Amortization 	   442,346 	        147,365 	     1,004,312 	         378,763 


	Development 	190,095 	          18,000 	        297,424 	           18,000 


	Retail restructuring 	1,583,828 	— 	     1,583,828	     — 	


		3,786,833 	     2,771,285 	     9,186,059 	      4,878,553





Loss before income taxes	   (3,665,702) 	    (2,071,410) 	    (8,361,992) 	     (3,291,329)


Provision for income taxes	   —	    —	    —	     —


Loss for the period 	(3,665,702) 	   ($2,071,410) 	    (8,361,992) 	   ($3,291,329)





Deficit, beginning of period 	 (15,455,024) 	     (6,494,997) 	  (10,758,734) 	     (5,275,078)


Deficit, end of period 	(19,120,726) 	   ($8,566,407) 	  (19,120,726) 	   ($8,566,407)


Loss per common share 	          ($0.10) 	            ($0.06) 	           ($0.23) 	            ($0.10)


Weighted average number 	         36,603 	           36,195 	          36,599 	           31,367


	of shares (000’s) 	
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CONSOLIDATED BALANCE SHEETS


As at December 31 (unaudited)





			Dec. 31 		Dec. 31


			1996		1995


ASSETS


Current


Cash and short term investments        	         $1,505,406	$10,307,239


Accounts receivable	 581,957	1,294,056


Prepaid expenses    	   19,962	   236,871


Inventory	31,659	26,514


Total current assets           	           2,138,984	           11,864,680


Fixed assets, net  	  451,635	   328,857


Purchased technology and product rights, net    	2,062,000	2,398,000


Deferred software development costs, net 	  451,553	   775,199


		$5,104,172	         $15,366,736





LIABILITIES AND SHAREHOLDERS’ EQUITY*


Current


Accounts payable	          $1,251,213	           $1,213,138


Shareholders’ equity


Share capital	22,973,685	           22,720,005


Deficit	 (19,120,726)	            (8,566,407)


Total shareholders’ equity	3,852,959	           14,153,598


		$5,104,172	         $15,366,736





*These financial statements have been prepared on the basis of accounting principles applicable to a going concern which assumes that the Company will continue operations in the foreseeable future and will be able to realize its assets and discharge its liabilities in the normal course of operations. Additional capital is required by the end of the fourth quarter to continue operations and to address the Company’s marketing plan. If the going concern assumption was not appropriate for these financial statements, then adjustments may be necessary in the carrying value of assets and liabilities and the reported revenues and expenses.
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CONSOLIDATED STATEMENTS OF CHANGES IN FINANCIAL POSITION


Periods ended December 31 (unaudited)





							 Nine months


				  	  		1996	1995


OPERATING ACTIVITIES


Loss for the period 	($8,361,992)	 ($3,291,329)


Add items not affecting cash			  	Depreciation and amortization	1,205,855	  456,978


	Retail restructuring	          1,583,828	          —


		 (5,572,309)	          (2,834,351)


Net change in non-cash working capital	 212,049	  (70,027)


Cash used in operating activities 	         (5,360,260)	          (2,904,378)





FINANCING ACTIVITIES


Issuance of common shares	—	        $13,589,000


Conversion of warrants or options	249,583	            1,217,490


Share issue costs	—	           (1,539,687)


Cash provided by financing activities	249,583	          13,266,803





FINANCING ACTIVITIES


Purchase of fixed assets	 (230,318)	(263,382)


Deferred software development costs 	 (899,489)	 (453,360)


Cash used in investing activities	         (1,129,807)	 (716,742)





Net increase (decrease) in cash


	during the period	 (6,240,484)	9,645,683


Cash, beginning of period	7,745,890	661,556


Cash, end of period	$1,505,406	         $10,307,239
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