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Part

| . FINANCI AL | NFORMATI ON
Item 1. Financial Statements (unaudited)

St ockgroup I nformation Systenms |nc.

CONSOLIDATED BALANCE SHEETS
Expressed in U S. Dollars)

( UNAUDI TED -

[See Note 1 — Nature of Business and Basis of Presentation]

ASSETS (note 6)
CURRENT
Cash and cash equival ents

Accounts receivable [net of allowances for

accounts of $419, 449; Decenber
Prepai d expenses

TOTAL CURRENT ASSETS

LI ABI LI TI ES AND SHAREHOLDERS

Property and equi pnent,

Asset s under

CURRENT
Bank i ndebt edness
Account s payabl e

Accrued payr ol

capi tal

Def erred revenue
Converti bl e notes and debentures
and accrued interest (note 5)
Not es payabl e and accrued interest (note 6)
Warrants liability (note 3)

Current portion of capita

net

| ease, net

liabilities

TOTAL CURRENT LI ABILITIES
Converti bl e notes and debentures
and accrued interest (note 5)

Capi t al

TOTAL LI ABILITIES

COWM TMENTS AND CONTI NGENCI ES (note 9)

SHAREHOL DERS

TOTAL SHAREHOLDERS

Aut hori zed shares -

| ease obligation

Val ue

75, 000, 000 ( December
| ssued and out standi ng shares -
and 8,467,676 at Decemnber

31,

ADDI TI ONAL PAI D-I N CAPI TAL
ACCUMULATED DEFICIT

<PAGE>

The Acconpanying Notes Are An Integra
Of These Unaudited Financia

EQUI TY ( DEFI CI ENCY)

31,

EQUI TY (DEFICI ENCY) (note 7)
COMMON STOCK, No Par

2000

doubt f ul
2000 $471, 430]

EQUI TY ( DEFI Cl ENCY)

| ease obligation

4

Sept enber

30,
2001

2,472, 445
103, 487
110, 000

7,587

$ 3, 458, 226

51, 664
13, 317

31 - 50, 000, 000)
10, 108, 058 in 2001

$ 7,965, 842
2,397,672
(13,083, 436)

Part

St at ement s.

Decenmber 31,
2000

$ 338, 448
218, 810

116, 127

$ 673, 385

7,344, 483
2,602, 743
$(12, 593, 154)



St ockgroup I nformation Systens |nc.
CONSOLIDATED STATEMENTS OF PROFIT AND LOSS

( UNAUDI TED -

[See Note 1 — Nature of Business and Basis of Presentation]

Thr ee Mont hs

Ended Sept
30, 2001
REVENUE
Revenues $ 731, 635
Cost of revenues 208, 301
Gross profit $ 523, 334
EXPENSES
Sal es and market i ng $ 77, 356
Product and website devel opnent 25, 229
General and adm ni strative 386, 033
$ 488, 618
| NCOVE (LOSS) FROM OPERATIONS  $ 34,716
I nterest income 936
I nt erest expense (327, 051)
Gain on warrants liability 242, 000
Ot her inconme (expense) (4,191)
NET LOSS BEFORE EXTRAORDI NARY
| TEMS AND CUMJLATI VE CHANGE
I N ACCOUNTI NG PRI NCI PLE $ (53, 590)
Extraordi nary gain on redenption
of convertible notes (note 5a) 58, 701
Curul ative effect of change in
accounting principle (note 3) -
NET | NCOMVE (LOSS) $ 5,111
BASI C AND DI LUTED EARNI NGS
(LOSS) PER SHARE:
Net Loss before extraordinary itens
and cumrul ative effect of change
in accounting principle $ (0.01)
Extraordi nary gain on redenption
of convertible notes $ 0.01
Cunul ative effect of change
in accounting principle $ 0. 00
Net | oss $ (0.00)
Wei ght ed average shares
out standing for the period 9, 863, 980

The Acconpanying Notes Are An Integra
Of These Unaudited Financi al

<PAGE>

Three Mbnt hs
Ended Sept 30,

2000(restated
— note 2)

$ 770, 148
508, 801

$ 261, 347

$ 724,097
20, 604
957,716

$ (1, 441, 070)
27, 694
(1,292, 802)

$ (2,704, 640)

1, 048, 373

8,291, 143

Expressed in U S. Dollars)

Ni ne Mont hs
Ended Sept
30, 2001

$ 2,353,013
943, 753

$ 1,409, 260

$ 423, 085
175, 375
1, 514, 607

$ (703,807)

3, 642
(525, 778)
242,000
21,414

9,029, 116

Part

St at enment s.

Ni ne Mont hs

Ended Sept 30,

2000 (restated
— Note 2)

$ 2,842,306
1,371,516

$ 1,470,790

$ 2,306, 862
643, 983
2,777, 258

$ (4,257, 313)
77, 410
(2,028, 826)

$ (6, 206, 406)

1, 048, 373

8,227, 282



( UNAUDI TED -

[See Note 1 — Nature of Business and Basis of Presentation]

OPERATI NG ACTI VI TI ES
Net Loss

St ockgroup I nformation Systens |nc.
CONSOLIDATED STATEMENTS OF CASH FLOWS

Add (deduct) non-cash itens

Anprti zation

Loss on disposition of property and equi prment
Anmortization of deferred financing costs

Extraordi nary gain on redenption of convertible notes
of change in accounting principle

Cumul ati ve effect
Gain on warrants |i abil

Ef fective interest on convertible notes and debentures

Bad debt expense
Comon stock issued for
St ock based conpensati on

ty

servi ces

Expressed in U S. Dollars)

Ni ne Mont hs
Ended Sept
30, 2001

$ (490, 282)

146, 373
7,896
8, 818
(58, 701)
(413, 546)
(242, 000)
379, 719
(51, 981)
9, 690
99, 351

$ (604, 663)

Net changes in non-cash working capital

Accounts receivabl e
Due from sharehol der
Prepai d expenses
Account s payabl e

Accrued payroll i abi

Accrued interest on notes payable
Accrued interest on convertible notes

Def erred revenue

CASH PROVI DED BY (USED | N) OPERATI ONS

FI NANCI NG ACTI VI TI ES

ities

44,296

51, 955
(362, 252)
(35, 099)
3, 140
132, 112
(19, 259)

| ssuance of commopn stock 173, 993
| ssuance of convertible debt and warrants (net) 479, 960
| ssuance of notes payable (net) 100, 347
Redenption of convertible notes (181, 000)
Repaynment of capital |ease obligation (3,742)
Repayment of bank i ndebt edness (5, 851)

CASH PROVI DED BY (USED I N) FI NANCI NG

I NVESTI NG ACTI VI TI ES
Property and equi pment (

Proceeds on disposition of property and equi pment

CASH PROVI DED BY (USED I N)

| NCREASE ( DECREASE)
Cash and cash equival ents,

CASH AND CASH EQUI VALENTS, END OF PERI OD $

The Acconpanying Notes Are An Integra
Of These Unaudited Financi al

<PAGE>

net)

I NVESTI NG

I N CASH AND CASH EQUI VALENTS
begi nni ng of period

34, 585

(209, 078)
338, 448

Part
St at ement s.

6

Ni ne Mont hs
Ended Sept

2000 (restated
— Note 2)

$ (5, 158, 033)

30,

103, 094

(1,048, 373)

1, 916, 336
52,890
257, 600
102, 521

$ (3,773,965)

195, 953

28, 820
815, 234
(479, 589)
(28, 540)

90, 000
65, 267

435, 000
2,869, 990

(862, 500)

(5,26%)

(918, 112)
1, 658, 822



St ockgroup I nformation Systens |nc.

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
For the Nine Months Ended Septenber 30, 2001
( UNAUDI TED)

1. NATURE OF BUSI NESS AND BASI S OF PRESENTATI ON

St ockgroup Information Systens Inc. (“Stockgroup”) is a financial nmedia and technol ogy
conpany. It is a |leading provider of private | abeled financial content and software
solutions to nedia, corporate, and financial services conpanies. Stockgroup enploys
proprietary technol ogies that enable its clients to provide financial data streans and
news conbined with cutting edge fundanental, technical, productivity, and disclosure tools
to their custoners, sharehol ders, and enployees at a fraction of the cost of traditiona

i nternal nethods. Stockgroup is also a provider of Internet comunicati ons products for
publicly traded conpanies. Its financial web site ww.snmallcapcenter.comis a state of the
art online research center for the investnent comunity. Stockgroup was previously
operated under the name Stockgroup.com Hol dings, Inc. until its name was changed in
accordance with the rel evant provisions of the Col orado Busi ness Corporations Act and
pursuant to sharehol der approval received at the Conpany’s annual general neeting held
Sept enber 20, 2001. Stockgroup was incorporated under the | aws of Col orado on Decenber 6,
1994 under the former name of |-Tech Holdings Goup, Inc. (“I-Tech”), a United States non-
operating conpany regi stered on the NASD OTC Bul | eti n Board.

The acconpanyi ng interi munaudited consolidated financial statements have been prepared in
accordance with generally accepted accounting principles for interimfinancial information
and with the instructions to Form 10-QSB and Item 310(b) of Regulation S-B. Accordingly,
they do not include all of the information and footnotes required by generally accepted
accounting principles for conplete financial statenents. In the opinion of nmanagenent, al
adj ustnents (consisting of normal recurring accruals) considered necessary for a fair
presentation have been included. Operating results for the three- and nine-nonth periods
ended Septenber 30, 2001 are not necessarily indicative of the results that nay be
expected for the year ended Decenber 31, 2001

The bal ance sheet at Decenber 31, 2000 has been derived from the audited financia
statenents at that date but does not include all of the information and footnotes required
by generally accepted accounting principles for conplete financial statenents.

For further information, refer to the consolidated financial statenments and footnotes
thereto included in the Conpany’s annual report on Form 10-KSB for the year ended Decenber
31, 2000.

These financial statenments have been prepared by managenment in accordance with accounting
principles generally accepted in the United States on a going concern basis, which
contenplates the realization of assets and the discharge of liabilities in the nornmal
course of business for the foreseeable future.

The Conpany incurred a |oss before extraordinary items and before the cunul ative effect of
a change in accounting principle of $962,529 for the nine nonths ended Septenber 30, 2001
has an accunulated deficit of $13,083,436 and had a working capital deficiency of
$3, 038,188 as at Septenmber 30, 2001. These factors raise substantial doubt about the
Conmpany’s ability to continue as a going concern. Mnagenent has been able, thus far, to
finance the | osses, as well as the growh of the business, through a series of equity and
debt private placenents. Managenment expects that revenues resulting from current
operations wll increase which, when conbined with the fact that start-up costs were
substantially conplete in 2000, will allow the Conpany to achieve profitable operations
and positive cash flows in 2001. The Conmpany is continuing to seek other sources of
financing in order to grow the business to the greatest possible extent. There are no
assurances that the Conpany will be successful in achieving its goals.

In view of these conditions, the ability of the Conpany to continue as a going concern is
uncertai n and dependent upon achieving a profitable |evel of operations and, if necessary,

7
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on the ability of the Conpany to obtain necessary financing to fund ongoing operations.
Management believes that its current and future plans provide an opportunity to continue
as a going concern. These financial statenents do not give effect to any adjustnents which
woul d be necessary should the Conmpany be unable to continue as a going concern and
therefore be required to realize its assets and discharge its liabilities in other than
the normal course of business and at amunts different from those reflected in the
acconpanyi ng financial statenents.

2. COWVPARATI VE FI GURES

Revenues for the third quarter of 2000 have been reduced by $25, 000 ($500, 000 year-to-
date) to account for annual adjustnents posted at Decenber 31, 2000.

I nterest expense for the third quarter and year-to-date 2000 has been increased by
$1, 292,802 ($2,028,826 year-to-date) to account for annual adjustnents posted at Decenber
31, 2000.

Extraordinary gain (loss) on redenption of convertible notes for the third quarter and
year-to-date 2000 has been increased by $1,298,137 to account for annual adjustnents
posted at December 31, 2000.

3. WARRANTS LI ABI LI TY AND CUMULATI VE CHANGE | N ACCOUNTI NG PRI NCI PLE

The Emergi ng | ssues Task Force Abstract No. 00-19, Accounting for Derivative Financia
Instrunents I ndexed to, and Potentially Settled in, a Conpany's Ow Stock (“EITF 00-19")
becanme applicable to the Conpany’s warrants on June 30, 2001. Since the nunber of shares
i ssuable in the event of exercise of the callable warrants is not subject to an explicit
limt, the Conpany’'s 300, 000 call able and 800, 000 ot her warrants were presented as a
liability at their fair value as at June 30, 2001, and will continue to be marked to

mar ket thereafter. The di fference between the previous carrying value of the warrants in
additional paid in capital of $765,546 and their fair value at June 30, 2001 of $352, 000
has been recorded as the cumul ative effect of a change in accounting principle on prior
periods. This change and the resulting ongoing mark to market adjustnments has decreased
the net loss per share for the three and ni ne nonths ended Septenber 30, 2001 by $242, 000
and $655, 546 respectively and decreased the net |oss per share by $0.02 and $0. 07
respectively. The difference between their fair value at June 30, 2001 and their fair

val ue at Septenmber 30, 2001 has been recorded as a gain on warrants liability, as will al
future fair val ue adjustnents.

4. CONCENTRATION OF CREDIT RI SK

Fi nanci al instrunments, which potentially subject the Conpany to concentrations of credit
ri sk, consist principally of cash and cash equival ents and trade receivables. The Conpany
performs ongoing credit evaluations of its custoners and maintains all owances for
potential credit |osses.

No ampunt owi ng from any one custoner represented nore than 10% of the total accounts

recei vabl e bal ance at Septenber 30, 2001. Amunts owinhg fromtwo custoners represented 31%
and 11% respectively of the total accounts receivabl e balance at Decenber 31, 2000. No

ot her custoners represented greater than 10% of the total balance in any period presented.

5. CONVERTI BLE NOTES AND DEBENTURES AND ACCRUED | NTEREST

The followi ng table summuarizes the activity under various agreenents:

Sept enber 30, 2001 Decenber 31, 2000



8% Convertible notes, maturing March 31, 2002 (a)

Princi pal $ 1,924,000 $ 2,200, 000
Prepayment prem um 288, 600 330, 000
I nt erest 259, 845 132, 000
Subt otal Current portion $ 2,472,445 $ 2,662, 000
3% Converti bl e debentures, maturing Decenmber 31, 2003 (b)
Pri nci pal $ 200, 000 $ -
Debt di scount (94, 614) -
Unanorti zed beneficial conversion feature (57,989) -
Accrued interest 4,267 -
Subtotal Long term portion $ 51, 664 $
Total Convertible notes and debentures $ 2,524,109 $ 2,662, 000

(a)

(b)

On January 12, 2001, one of the convertible note holders exercised their right to put
$500, 000 of the notes back to the conpany. The Conpany el ected not to prepay this
portion of the notes, and on January 22, 2001 the note hol der obtained the right to
convert the $500, 000 plus accrued interest into common shares of the Conpany.

On February 6, 2001, one of the note holders converted principal of $25,000, the
rel ated prepaynent prem um plus accrued interest into 67,508 comopn shares.

On March 5, 2001, one of the convertible note holders exercised their right to put
$250, 000 of the notes back to the conpany. The Conpany el ected not to prepay this
portion of the notes, and on March 15, 2001 the note hol der obtained the right to
convert the $250, 000 plus accrued interest into common shares of the Conpany.

On June 28, 2001, one of the note holders converted principal of $70,000, the related
prepaynment prem um plus accrued interest into 284,305 conmobn shares.

During the third quarter ended Septenber 30, 2001, the Conpany extingui shed a total of
$181, 000 in principal to one of the note hol ders. These extingui shnents were nmade
pursuant to an agreenment between Stockgroup and the note hol der under which the note
hol der woul d refer business to Stockgroup and the proceeds of such business woul d be
used to repay the principal amunt outstanding. These cash redenptions resulted in a
$58, 701 extraordi nary gain, which included the repurchase of the beneficial conversion
feature and elim nation of the prepaynent premum at the date of extinguishment.

At Septenber 30, 2001 hol ders of the convertible notes have the right to convert

$855, 000 of the notes, in whole or in part, into common shares of the Conpany at any
time. The holders also have the right to put the remaining $1, 069,000 to the Conpany
at any tinme, in whole or in part, after which they nmay convert the anount of the notes
subj ect to each put notice into common shares 10 days after each put notice.

On January 19, 2001, the Conpany entered into a Securities Purchase Agreenment with
unaffiliated investors to issue $0.5 mllion of unsecured 3% convertibl e debentures
(“debentures”), and 4-year warrants (“warrants”).

The debentures mature on December 31, 2003 and are convertible into common shares at
any tinme. The maxi mum and m ni mum conversion prices for the debentures are $1.00 and
$0. 50 respectively. The actual conversion price of the debentures will be determ ned
upon recei pt of a conversion notice and will be the [esser of (a) the maxinmum
conversion price, or (b) 80%of the 2 | owest closing prices of the Conpany’ s common
shares during the 10 trading days prior to the date of conversion, but in no case |ess
than the mni num conversion price. Interest accrues on the debentures at the rate of
3% per annum and is payable on each conversion date, at the end of each cal endar
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quarter and at maturity. Interest may be paid in the formof cash or shares at the
Conpany’ s opti on.

The warrants were issued on a pro-rata basis, with each note hol der receiving one
Series A warrant for each dollar of debentures purchased and three Series B warrants
for each five dollars of debentures purchased. The exercise price of the warrants is
$1. 00 per share for the Series A warrants and $2.00 per share for the Series B
warrants. The warrants permt the holders to acquire up to an aggregate of 800, 000
common shares at any tinme up to January 31, 2005.

The maxi mum and nmi ni nrum conversion prices of the debentures and the exercise price of
the warrants are subject to adjustment upon the happening of certain events, such as
the paynment of a stock dividend, a stock split, a corporate nerger or spin-off, or the
i ssuance of securities at a price below the conversion price.

On April 4, 2001, the Conpany filed an effective registration statenment covering the
common shares issuable on exercise of the warrants, the common shares underlying the
converti bl e debentures, and the conmon shares issuable, if any, in paynent of interest
on the debentures. A post-effective amendnment number one to the registration statenent
was filed on June 27, 2001 and became effective on July 20, 2001

The gross proceeds of $500, 000 have been allocated to the convertibl e debenture and
the Series A and B warrants based on the relative fair value of each security at the
time of issuance. Accordingly, $190,000 was allocated to the notes and $310, 000 was
allocated to the Series A and B warrants in aggregate. The fair value of the warrants
was estinmated using the Bl ack-Schol es option-pricing nodel

The terms of the convertible debenture provide the holders with an in-the-noney

vari abl e conversion rate. A beneficial conversion feature on the convertible debenture
of $190, 000 has been recognized, and will be subject to re-neasurenent each reporting
period until conversion, extinguishment or maturity.

The beneficial conversion feature and the debt discount are subject to accretion over
the termto maturity of the debenture.

On July 17, 2001, one of the debenture hol ders converted principal of $300,000 plus
accrued interest into 608,827 conmon shares. This conversion resulted in the inmediate
recogni tion of $254,554 in interest expense related to the previously unanortized debt
di scount and beneficial conversion feature.

6. NOTES PAYABLE AND ACCRUED | NTEREST

The foll owing table sunmarizes the activity under various agreenents:

Sept enber 30, 2001 Decenber 31, 2000
16% Notes, maturing July 31, 2002
Pri nci pal $ 100, 347 $ -
Accrued interest 3, 140 -
Tot al Notes Payabl e $ 103, 487 $ -

On May 8, 2001 the Company entered into a Securities Purchase Agreement with an individua
investor to issue $32,375 of secured unregistered 16% debentures. The debentures mature on
July 31, 2002. Interest accrues on the debentures at the rate of 16% per annum and is
payabl e at the end of each calendar quarter and at maturity. Investors may al so choose to
receive all accrued interest on the maturity date in lieu of the quarterly paynents of
interest. The investor has been granted a second floating charge over all of the Conpany’s
property, assets, and rights as security for the amobunt borrowed by the Conpany.

10
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On May 10, 2001, the Conpany entered into a Securities Purchase Agreenment with an
i ndi vidual investor to issue a further $35,000 of secured unregistered 16% debentures
under the sanme terns as those issued May 8.

On July 16, 2001, the Conpany entered into a Securities Purchase Agreenent with a Director
and Officer of the Conmpany to issue a further $32,972 of secured unregistered 16%
debentures under the sane terns as those issued May 8.

7. SHARE CAPI TAL

The Conpany is authorized to issue up to 75,000,000 shares of common stock and 5, 000, 000
shares of preferred stock. The authorized capital of the Conpany was increased from
50, 000, 000 shares of commn stock to 75,000,000 shares of common stock pursuant to a vote
of the shareholders at the Conpany’s annual general nmeeting held Septenber 20, 2001. At
this nmeeting the Conpany al so received approval for the 2001 Stock Option Plan that allows
t he i ssuance of 1,000,000 common shares of the Conpany.

At Septenber 30, 2001, in addition to the 10, 108,058 comon shares outstanding, there were
al so 2,799,900 options and 1,100, 000 warrants outstanding.

| ssues of conmmon shares for the nine nonth period ended Septenber 30, 2001 are summari zed
as follows:

On February 6, 2001, the Conpany issued 67,508 commpn shares pursuant to a conversion
notice recei ved under the April 3, 2000 convertible note as discussed in Note 5[a].

On June 28, 2001, the Conpany issued 284, 305 comon shares pursuant to a conversion notice
recei ved under the April 3, 2000 convertible note as discussed in Note 5[a].

On July 17, 2001, the Conpany issued 608,827 comon shares pursuant to a conversion notice
recei ved under the January 19, 2001 convertibl e debenture as discussed in Note 5[b].

For services or conpensation to enpl oyees:

On January 18, 2001, the Conpany issued 10,000 conmon shares in exchange for consulting
services. The transaction was recorded at a fair value of $9,690 for the common shares
based on the closing stock price on the date of the agreenent.

On May 11 and 20, 2001, the Company issued an aggregate of 35,036 conmon shares to
enpl oyees resulting in a conpensati on expense and increase in share capital of $16, 150.

On July 18 and 26, 2001, the Conpany issued an aggregate of 34,706 conmon shares to
enpl oyees resulting in a conpensation expense and increase in share capital of $7,861

Pursuant to exercises of stock options under 1999, 2000, and 2001 stock option plans:

For the nine nonth period ended Septenber 30, 2001, the Conpany issued 600,000 conmon
shares to enpl oyees pursuant to exercise notices received under all stock option plans for
total net proceeds of $173,993.
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| ssues of warrants to purchase conmon shares for the nine nonth period ended Septenber 30,
2001 are sunmmari zed as foll ows:

On January 19, 2001, the Company issued warrants to purchase 800,000 conmon shares as
described in Note 5[b]. The fair value of the warrants issued, net of financing costs,
amounted to $298, 778 and was recorded as an increase to additional paid-in capital

8. SEGMVENTED | NFORMATI ON

SFAS No. 131, Disclosure about Segments of an Enterprise and Related |Information, requires
a public business enterprise to report financial and descriptive infornmation about its
reportabl e operating segnments. The Conpany has concluded that its business activities fal
into one identifiable industry segnent with the followi ng sources of revenue:

For the nine nonths ended

Sep 30, 2001 Sep 30, 2000
Services to Public Conpanies $ 1,329, 466 $ 1,733,048
Fi nanci al Software and Content Systens 406, 281 3,119
E- busi ness 617, 266 1, 106, 139
$ 2,353,013 $ 2,842,306

During the first nine nonths 2001, the Conpany had two customers from whom revenue

recei ved by the Conpany represented approximtely 35% of total revenue. During the first
ni ne nont hs 2000, the Conpany had two customers from whom revenue received by the Conpany
represented approximately 41% of total revenue. No other custonmers represented greater
than 10% of revenue.

9. LITIGATI ON

The Conpany is currently involved in litigation with a custoner to collect amunts ow ng
pursuant to a contract entered into in Septenber 2000. The defendant provided a $100, 000
deposit and contracted the Conpany to provide certain advertising services. The Conpany
delivered the requested services throughout October and Novenber 2000; however, the
def endant defaulted on all additional paynents. The Conpany is suing the defendant for the
$351, 000 bal ance owing, plus interest and costs. The defendant has filed a statenent of
def ense and counterclaim to recover the $100,000 deposit. No court date has been set at
this time. Although nanagenent currently believes the outcome of the litigation will be in
the Conpany’'s favour, the results of litigation are inherently uncertain, and an adverse
outcone is possible. The Conpany has provided for a full allowance of the anpunt to be
coll ected, and any settlenent or final award will be reflected in incone as the litigation
is resolved

Item 2. Management's Discussion and Analysis of Financial Condition and Results Of Operations
RESULTS OF OPERATI ONS — NI NE MONTHS ENDED SEPTEMBER 30, 2001 AND SEPTEMBER 30, 2000

The first three quarters of 2001 has denonstrated the effectiveness of the Conpany’'s
recent cost reduction efforts and the results of its focus on licensing software/content
systenms conpared to E-business consulting. This focus has shifted the conpany from project
based revenue to nore predictable re-occurring revenue fromlonger termcontracts. Qur
operating costs have continued to decline for the third consecutive quarter, and are
significantly |ower than the sanme period |ast year. Qur revenue has declined due to
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adverse financial markets and a slow down in the general business environment and de-
enphasi s of E-Business contracts. A nunmber of our products for public conpanies are
directly inpacted by the state of the financial markets. The Conpany has made operating
cost reductions to help offset the decline in revenue. Due to new and ongoi ng product

i nnovations in our software business and | ower fixed costs, Stockgroup is positioned to
benefit from market inprovements in future quarters through increased revenue and
profitability.

Revenue and Gross Profits
Total revenues in the first three quarters of 2001 were $2.4 million conpared to $2.8
mllion in 2000, a decrease of $0.5 mllion, or 17.2% Total revenues in the third quarter
of 2001 were $0.73 million conpared to $0.77 million in 2000, a decrease of $38,513, or
5.0% The conpany’s busi ness of Services to Public Conpani es decreased conpared to | ast
year, from$1.7 mllion in 2000 to $1.3 million in 2001, a decrease of $0.4 million or
23.5% Much of this decrease is attributed to the decrease in public conpany corporate
comuni cati ons spendi ng caused by the slowdown in financial markets. E-Business revenue
declined by $0.5 mllion, or 44.2% for the first three quarters conpared to the sane
period in 2000. This was because the conpany refocused its strategy fromshort term E-
Busi ness project consulting to one of longer termlicensing of software/content systens.
Conpensation for reductions in the other two revenue segnents cane fromthe conpany’s
newest source of revenue, as Financial Software and Content Systens increased by $0.4
mllion in the first three quarters of 2001 conpared to the sane period in 2000.

Gross profits in the first three quarters of 2001 were $1.4 mllion conpared to $1.5
mllion in 2000, a decrease of $0.1 million, or 4.2% Goss profits in the third quarter
of 2001 were $0.5 million conpared to $0.3 mllion in 2000, an increase of $0.3 mllion
or 100.2% Gross profits increased in the third quarter due to reductions in operating
costs as a result of decreases in the staff |evels of E-business consulting and
substantially reduced operating costs associated with maintaining small capcenter.com

St ockgroup has expanded its offering in the Services to Public Conpanies markets through
the devel opnent of a software application for sharehol der disclosure and comruni cation
responsi bilities of public conpanies called the IntegratlR™ The IntegratlR™is an
automated I nternet disclosure software application initially launched in beta format in
April 2001 and with the full version in Septenber 2001. The IntegratlR assists public
conpani es conply with continuous disclosure requirenents on their Internet site. For a
fixed nonthly fee, public conmpanies can ensure their nessage is effectively and accurately
conmuni cated to investors with mniml effort on their part. The Integratl R™automates the
updating of news rel eases, SEC filings, quotes and charts to the custoner’s web site on a
private | abeled basis. The Integratl R™al so gives the investor relations officer desktop
control over changing and updating the other content areas of IR Stockgroup will continue
to conmpl ement the growi ng popularity of its Services to Public Conpani es products by
entering profitable new strategic areas.

Wi le the revenue from Financial Tools and Content represents |less than 18% of sales in
the first three quarters of 2001, this is an increase over the 2% of sales it represented
for the full year 2000. This is a growi ng source of revenue that is expected to increase
as 2001 progresses. Stockgroup started providing financial software tools and applications
to other conpanies’ websites and intranets on a private | abeled basis |ate in Novenber
2000. Each custoner the Conpany secures typically signs a twelve-nonth contract that

provi des a nonthly recurring revenue stream The Conpany’s Financial Tools and Content and
its Services to Public Conpanies are derived froma common technol ogy base and both
benefit from continuous recurring revenues.

E- busi ness revenue for the first half of 2001 was mainly derived fromwork on a financia
| easi ng exchange for the conpany’s client, OnMark. The Onmark contract was secured |ate
| ast year and was conpleted in April 2001. No significant new E-busi ness contracts have
been generated in the second or third quarters.

Oper ati ng Expenses
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Total operating expenses in the first three quarters of 2001 were $2.1 nmillion conpared to
$5.7 mllion in 2000, a decrease of $3.6 mllion or 63.1% Total operating expenses in the

third quarter of 2001 were $0.5 million conpared to $1.7 million in 2000, a decrease of
$1.2 million or 71.3% Stockgroup was able to make significant reductions in all areas of
expenditures without reducing its ability to earn revenues. Stockgroup will continue to

keep expenses as |ow as possible as it grows revenues to continue profitable operations in
2001.

Sal es and Marketing expenses were $0.4 mllion in the first three quarters of 2001
conpared to $2.3 million in 2000, a decrease of $1.9 mllion or 81.7% Sales and Marketing
expenses were $0.1 million in the third quarter of 2001 conpared to $0.7 mllion in 2000,
a decrease of $0.6 mllion or 89.3% These reductions are a result of the Conmpany’s
decision late in the third quarter of 2000 to change the conpany’s main strategy to
licensing software and to place a | esser enphasis on building a financial community with
proprietary small cap news. This allowed the conpany to reduce its advertising expenses
associated with small capcenter significantly. Stockgroup expects these ongoi ng reductions
to have a continuing beneficial effect on costs in this area in future quarters of 2001

Product Devel opnent expenses in the first three quarters of 2001 were $0.2 million
conpared to $0.6 million in 2000, a decrease of $0.4 mllion or 72.8% Product Devel opnent
expenses in the third quarter of 2001 were $25,229 conpared to $20,604 in 2000, an

i ncrease of $4,625 or 22.4% The year to date decreases in this area were a result of cost
reduction efforts as described in the previous paragraphs.

General and Admi nistrative expenses in the first three quarters of 2001 were $1.5 million
conpared to $2.8 million in 2000, a decrease of $1.3 mllion, or 45.5% General and

Admi ni strative expenses in the third quarter of 2001 were $0.4 mllion conpared to $1.0
mllion in 2000, a decrease of $0.6 mllion, or 59.7% These reductions are a result of

t he Conpany’s decision late in the third quarter of 2000 to change the conpany’s nain
strategy to licensing software and to place a | esser enphasis on building a financia
community with proprietary snmall cap news. This allowed the conpany to reduce its travel,
staffing and ot her expenses associated with small capcenter significantly. Stockgroup
expects these ongoi ng reductions to have a continuing beneficial effect on costs in this
area in future quarters of 2001.

O her Income (Expense) and Income Taxes
Interest income in the first three qua