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CALCULATION OF REGISTRATION FEE
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Share

Common Stock,

no par share 4,301,000 (1) $ 0.19 (2) $ 817,190.00

(1) The amount shown above represents 2,051,000 shares and 2,000,000 shares
underlying warrants issued pursuant to a private placement, and 250,000
shares underlying warrants issued to a management consultant.

(2) Calculated in accordance with Rule 457 (c¢) under the Securities Act of
1933.

Subject to completion, dated June 24, 2002

PROSPECTUS

This prospectus is not an offer to sell these securities, and it is not
soliciting an offer to buy these securities, in any state where the offer or
sale is not permitted.

STOCKGROUP INFORMATION SYSTEMS INC.
4,301,000 SHARES

COMMON STOCK

We have prepared this prospectus to allow certain selling shareholders, or their
pledgees, donees, transferees or other successors in interest, to use a "shelf"
registration process to sell up to 4,301,000 shares of our common stock which

they have acquired in a private placement or will acquire upon exercise of
warrants.

With the exception of the shares underlying 2,250,000 warrants, all shares have
been issued and are outstanding. We will receive no proceeds from the sale of
these shares, other than proceeds, if any, from the exercise of the warrants.

Amount of
Registrat
Fee
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Our common stock is listed on the O-T-C Bulletin Board under the symbol "SWEB."
On June 24, 2002, the closing price of our common stock was $0.155 per share.

See "Risk Factors" beginning on page 9 for a discussion of
material issues to consider before purchasing our common stock.

Neither the Securities and Exchange Commission nor any state securities
commission has approved or disapproved of these securities or determined if this
prospectus is truthful or complete. Any representation to the contrary is a
criminal offense.

The date of this prospectus is June 24, 2002.
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PROSPECTUS SUMMARY

This summary provides a brief overview of key aspects of this offering and our
company. Because this is only a summary, it does not contain all of the
information that may be important to you. You should read the entire prospectus,
including "Risk Factors" and our financial statements and the related notes,
before making an investment decision regarding our common stock. References
herein to "we", "us", "our", "Company" or "Stockgroup" refer to Stockgroup
Information Systems Inc. and its subsidiaries.

Stockgroup is a financial media and technology company which provides a wide
range of financial information services including Financial Software and Content
Systems, and Public Company Disclosure and Awareness Products. A full
description of the company may be found elsewhere in this prospectus under the
heading: Business.

In addition to our corporate headquarters at Suite 500 - 750 West Pender Street,
Vancouver, British Columbia, Canada V6C 2T7, we have offices in San Francisco
and Toronto. Our telephone number at our corporate head office is (604)
331-0995.
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THE OFFERING

Common stock offered by selling up to 4,301,000 shares
shareholders
Common stock to be outstanding 16,045,768 shares. This number assumes the

issuance of the maximum number of shares
registered under this offering and does not
include shares reserved for issuance upon
exercise of previously outstanding stock
options, warrants or other convertible
securities.

Use of proceeds None of the proceeds from the sale of the
common stock offered by this prospectus
will be received by us, with the exception
of proceeds, if any, from the exercise of
the warrants.

O-T-C Bulletin Board Symbol: SWEB

SUMMARY FINANCIAL DATA

Set forth below are summary statements of operations data for the quarters ended
March 31, 2002 and 2001, and the years ended December 31, 2001 and 2000, and
summary balance sheet data as of March 31, 2002 and December 31, 2001. This
information should be read in conjunction with the annual consolidated financial
statements for the quarters ended March 31, 2002 and 2001, and the years ended
December 31, 2001 and 2000 and notes thereto and "Management's Discussion and
Analysis of Financial Condition and Results of Operations", appearing elsewhere
in this prospectus.

For the Quarters Ended For the Years Ended
March 31 December 31,
2002 2001 2001 2000

STATEMENT OF OPERATIONS DATA:
REVENUE
Revenues 442,241 1,105,359 2,857,151 4,037,608
Cost of revenues 164,248 426,875 1,045,326 1,800,810
Gross profit 277,993 678,484 1,811,825 2,236,798
EXPENSES
Sales and marketing 92,060 206,823 466,954 2,718,992
Product development 18,498 91,348 241,392 849,335
General and administrative 363,540 642,585 1,776,710 4,220,455
Total expenses 474,098 940,756 2,485,056 7,788,782
Loss from operations (196,105) (262,272) (673,231) (5,551,984)
Interest income 146 1,591 4,020 85,138
Interest (expense) (184,359) (96, 703) (596,097) (3,910,517)

5
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Gain (loss) on warrants

liability (55,000) - 242,000
Other income (expense) 3,951 18,703 9,509
Loss before extraordinary

items and cumulative

change in accounting

principle (431,367) (338,681) (1,013,799)
Extraordinary gain on

convertible note

redemptions - - 58,701
Extraordinary gain on

restructuring of

convertible notes 1,088,586 —— ——
Cumulative effect of

change in accounting

principle - - 413,546

Net income (loss) 657,219 (338,681) (541,552)

Basic and diluted loss per share:
Net loss before

extraordinary items

and cumulative change in

accounting principle (0.04) (0.04) (0.11)
Net loss 0.06 (0.04) (0.06)
BALANCE SHEET DATA as at: Mar 31/02 Dec 31/01
Total assets 921,508 723,690
Total liabilities 2,173,221 3,467,292
Total shareholders' deficiency (1,251,713) 2,743,602

7

RISK FACTORS

The following factors should be considered carefully in evaluating the Company
and its business.

Our limited operating history makes it difficult for you to judge our prospects.

We have a limited operating history upon which an evaluation of the Company, our
current business and our prospects can be based. You should consider any
purchase of our shares in light of the risks, expenses and problems frequently
encountered by all companies in the early stages of their corporate development.

Liquidity and capital resources are uncertain.

For the quarter ended March 31, 2002 we had an operating loss of $196,105 and
for the year ended December 31, 2001 we had an operating loss of $673,231. At
March 31, 2002, we had a working capital deficiency of $120,254. We experienced
a significant reduction in cash used in operations from $3,524,385 in 2000 to
$778,086 in 2001 as a result of restructuring activities initiated in 2001. Cash
used in operations was $257,884 in the quarter ended March 31, 2002. Although we
have generated positive cash flow in two of our last three quarters, there can
be no assurance that revenue will increase or that costs will be lower going
forward or that positive cash flow will continue. We have cash payments due to
certain of the noteholders on June 30, 2002, July 31, 2002, and at the end of

(9,381,816)

1,048,373

(1.13)
(1.01)
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each of the next 10 quarters. To the extent that we do not maintain our recent
operating profitability and positive cash flow, or the cash payments due to
certain noteholders seriously depletes cash levels, we may need to seek
additional capital. If we do, there can be no assurance that we will be
successful in raising a sufficient amount of additional capital or in internally
generating a sufficient amount of capital to meet long-term requirements. To the
extent that we are unable to maintain or generate the required amount of
capital, our ability to meet obligations and to continue as a going concern is
uncertain.

Computer equipment problems and failures could adversely affect business.

Problems or failures in Internet-related equipment, including file servers,
computers and software, could result in interruptions or slower response times
of our products, which could reduce the attractiveness of the Web site,
financial tools, or software products to advertisers and users. Equipment
problems and failures could result from a number of causes, including an
increase in the number of users of the Web site, computer viruses, outside
programmers penetrating and disrupting software systems, human error, fires,
floods, power and telecommunications failures, and internal breakdowns. In
addition, any disruption in Internet access provided by third parties could have
a material and adverse effect.

We may not be able to compete successfully against current and future
competitors.

We currently compete with several other companies offering similar services.
Many of these have significantly greater financial resources, name recognition,
and technical and marketing resources, and virtually all of them are seeking to
improve their technology, products and services. We can not assure you that we
will have the financial resources or the technological expertise to successfully
meet this competition.

We are significantly influenced by our officers, directors and entities
affiliated with them.

In the aggregate, ownership of Stockgroup shares by management represents
approximately 34% of issued and outstanding shares of common stock. These
shareholders, if acting together, will be able to significantly influence all
matters requiring approval by shareholders, including the election of directors
and the approval of mergers or other business combinations transactions.

Our future performance is dependent on the ability to retain key personnel.

Our performance is substantially dependent on the performance of senior
management and key technical personnel. In particular, our success depends on
the continued efforts of our senior management team. The loss of the services of
any of its executive officers or other key employees could have a material
adverse effect on our business, results of operations and financial condition.

Future success also depends on the continuing ability to retain and attract
highly qualified technical, editorial and managerial personnel. We anticipate
that the number of employees will increase in the next 12 months. The inability
to attract and retain the technical and managerial personnel necessary to
support the growth of our business could have a material adverse effect upon our
business, results of operations and financial condition.

We may be unable to protect the intellectual property rights upon which our
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business relies.

We regard substantial elements of our Web site and underlying technology as
proprietary and attempts to protect them by relying on intellectual property
laws, including trademark, service mark, copyright and trade secret laws and
restrictions on disclosure and transferring title and other methods. We also
generally enter into confidentiality agreements with employees and consultants
and in connection with license agreements with third parties, and seek to
control access to proprietary information. Despite these precautions, it may be
possible for a third party to copy or otherwise obtain or use our proprietary
information without authorization or to develop similar technology
independently. Moreover, effective trademark, service mark, copyright and trade
secret protection may not be available in every country in which the Company's
services are distributed or made available through the Internet, and policing
unauthorized use of proprietary information is difficult. There can also be no
assurance that our business activities will not infringe upon the proprietary
rights of others, or that other parties will not assert infringement claims
against us, including claims that by directly or indirectly providing hyperlink
text links to Web sites operated by third parties, we have infringed upon the
proprietary rights of other third parties.

It is unclear how any existing and future laws enacted will be applied to the
internet industry and what effect such laws will have on us.

A number of legislative and regulatory proposals under consideration by federal,
state, provincial, local and foreign governmental organizations may lead to laws
or regulations concerning various aspects of the Internet, including, but not
limited to, online content, user privacy, taxation, access charges, liability
for third-party activities and jurisdiction. Additionally, it is uncertain how
existing laws will be applied by the judiciary to the Internet. The adoption of
new laws or the application of existing laws may decrease the growth in the use
of the Internet, which could in turn decrease the demand for our services,
increase the cost

of doing business or otherwise have a material adverse effect on our business,
results of operations and financial condition.

We may be held liable for online information or products provided by us or third
parties.

Because materials may be downloaded by the public on Internet services offered
by us or the Internet access providers with which we have relationships, and
because third party information may be posted by third parties on our Web site
through discussion forums and otherwise there is the potential that claims will
be made against us for defamation, negligence, copyright or trademark
infringement, or other theories. Such claims have been brought against providers
of online services in the past. The imposition of liability based on such claims
could materially and adversely affect us.

Even to the extent such claims do not result in liability, we could incur
significant costs in investigating and defending against such claims. The
imposition on us of potential liability for information or products carried on
or disseminated through our Web site could require implementation of measures to
reduce exposure to such liability, which may require the expenditure of
substantial resources and limit the attractiveness of services to members and
users.

Our general liability insurance may not cover all potential claims to which we
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are exposed or may not be adequate to indemnify us for all liability that may be
imposed. Any imposition of liability that is not covered by insurance or is in
excess of insurance coverage could have a material adverse effect on our
business, results of operations and financial condition.

The value and transferability of our shares may be adversely impacted by the
limited trading market for our shares and the penny stock rules.

There is only a limited trading market for Stockgroup's shares. The Company's
common stock is traded in the over-the-counter market and "bid" and "asked"
quotations regularly appear on the O-T-C Bulletin Board under the symbol "SWEB".
There can be no assurance that our common stock will trade at prices at or about
its present level, and an inactive or illiquid trading market may have an
adverse impact on the market price. In addition, holders of our common stock may
experience substantial difficulty in selling their securities as a result of the
"penny stock rules," which restrict the ability of brokers to sell certain
securities of companies whose assets or revenues fall below the thresholds
established by those rules.

Future sales of shares may adversely impact the value of our stock.

In addition to shares being offered in this prospectus, we have authorized and
reserved, as of June 24, 2002, 3,774,056 shares of common stock for issuance
upon the exercise of non-qualified stock options, 3,648,000 shares of common
stock for issuance upon conversion of convertible notes, and 1,081,818 shares of
common stock for issuance upon conversion of warrants. The 2,250,000 shares
underlying the warrants covered by this prospectus, plus the shares reserved for
such convertible securities, would represent 78% of the number of our
outstanding shares on the date of this filing. If required, we will seek to
raise additional capital through the sale of common stock. Under the terms of
outstanding convertible notes, the number of shares that may be issued under
such instruments may be increased in the event of certain changes in our capital
structure. Future sales of shares by us or our stockholders could cause the
market price of our common stock to decline.

10

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS

This prospectus contains "forward-looking statements." In some cases, you can
identify forward-looking statements by terminology such as "may," "will,"
"should," "could," "expects," "plans," "intends," "anticipates," "believes,"
"estimates," "predicts," "potential" or "continue" or the negative of such terms
and other comparable terminology.

These forward-looking statements include, without limitation, statements about:

o our market opportunity;

o our strategies;

o competition;

o expected activities and expenditures as we pursue our business plan;
and

o the adequacy of our available cash resources.

These statements appear in a number of places in this registration document and
include statements regarding the intent, belief or current expectations of the
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Company, its directors or its officers with respect to, among other things: (i)
trends affecting the our financial condition or results of operations, (ii) our
business and growth strategies, (iii) the Internet and Internet commerce, and
(iv) our financing plans. Although we believe that the expectations reflected in
the forward-looking statement are reasonable, we cannot guarantee future
results, levels of activity, performance or achievements.

The accompanying information contained in this prospectus, including, without
limitation, the information set forth under the headings "Risk Factors,"
"Management's Discussion and Analysis of Financial Condition and Results of
Operations," and "Business" identify important factors that could adversely
affect actual results and performance. All forward-looking statements
attributable to us are expressly qualified in their entirety by the foregoing
cautionary statement.

11

USE OF PROCEEDS

Other than the proceeds, if any, from the exercise of the warrants, none of the
proceeds from the sale of the common stock offered by this prospectus will be
received by us. The holders of the warrants are not obligated to exercise their
warrants, and there can be no assurance that we will receive any additional
proceeds. If, however, all the warrants were exercised, the gross proceeds to us
from the exercise of the warrants would be $575,000. We intend to use such
proceeds for currently unspecified general corporate purposes that may include
sales and marketing, salaries and wages, investor relations, legal and
accounting, or other operating expenses. Pending these uses, the proceeds
received by us will be invested in short-term, investment grade instruments,
certificates of deposit or direct or guaranteed obligations of the United
States.

PRICE RANGE OF COMMON STOCK AND DIVIDEND POLICY

Our common stock has been quoted for trading on the O-T-C Bulletin Board since
March 17, 1999. Accordingly, there has been a limited public market for our
common stock. The following table sets forth high and low bid prices for the
common stock for the quarterly periods ending March 31, 2000 through to March
31, 2002, and the two months ended May 31, 2002. These prices represent
quotations between dealers without adjustment for retail markup, markdown or
commission and may not represent actual transactions.

Quarter Ending: High Low Volume

March 31, 2000 $5.031 $1.562 2,623,600
June 30, 2000 $3.500 $0.760 1,732,700
September 30, 2000 $2.813 $0.875 4,983,800
December 31, 2000 $1.938 $0.563 1,120,500
March 31, 2001 $1.000 $0.375 1,005,700
June 30, 2001 $0.650 $0.280 2,840,800
September 30, 2001 $0.390 $0.090 1,105,300
December 31, 2001 $0.200 $0.115 1,977,800
March 31, 2002 $0.400 $0.140 5,509,300
May 31, 2002 (two months) $0.230 $0.150 1,597,800

On June 5, 2002, we had 70 registered shareholders owning 13,795,768 shares.

We have not declared, and do not foresee declaring, any dividends now or into
the foreseeable future.

10
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We have authorized and reserved, as of June 24, 2002, an aggregate of 10,753,874
shares of common stock for issuance upon conversion of convertible notes, upon
the exercise of outstanding warrants, and upon the exercise of non-qualified
stock options.

12

MANAGEMENT'S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

The following discussion of the financial condition and results of operations of
Stockgroup should be read in conjunction with the unaudited financial statements
for the quarters ended March 31, 2002 and 2001, and the annual audited
consolidated financial statements for the years ended December 31, 2001 and 2000
and notes thereto included elsewhere in this prospectus. This discussion
contains forward-looking statements that involve risks and uncertainties. Our
actual results may differ materially from those anticipated in these
forward-looking statements as a result of various factors, including but not
limited to, those set forth under "Risk Factors" and elsewhere in this
prospectus.

RESULTS OF OPERATIONS - THREE MONTHS ENDED MARCH 31, 2002 AND MARCH 31, 2001

The results of the first quarter of 2002 are a product of our continued focus on
improving the balance sheet and obtaining high quality sales customers and
partners for our Financial Software and Content Systems. Overall sales and
operating profitability are down from the first quarter 2001, but there have
been several positive events in the first quarter of 2002 which we feel have
strengthened both our balance sheet and future revenue potential.

The decrease in revenue is primarily due to the reduction in E-Business
Solutions revenue, which we discontinued early in 2001. We spent some time
during the quarter on improvements to our balance sheet, as we felt it necessary
to restructure and reduce our convertible debt, as well as raise capital to
support future growth. We accomplished all of these balance sheet improvements
in the quarter, including restructuring our 8% convertible notes, converting the
balance of our 3% convertible debentures into shares, and raising $0.410 million
in a private placement financing. These three events are further described in
Notes 2 through 5 to the financial statements.

Besides the improvements to the balance sheet, we also established new sales
agreements with two more high quality and high potential financial and media
companies to sell our Financial Software and Content Systems. Despite the
adversity in the financial markets, we feel this quarter has been extremely
promising for the future.

Revenue and Gross Profits

Total revenues in the first quarter of 2002 were $0.442 million compared to
$1.105 million in the first quarter 2001, a decrease of $0.663 million, or 60%.
Our Public Company Disclosure and Awareness Products revenue was $0.285 million
compared to $0.430 million in the first quarter 2001, a decrease of $0.145
million or 34%. Financial Software and Content Systems revenue was $0.157
million compared to $0.110 million in the first quarter 2001, an increase of
$0.047 million or 42%. E-Business Solutions revenue was nil in the first quarter
2002 compared to $0.565 million a year earlier. We have chosen not to actively
pursue E-Business Solutions business since the second quarter of 2001 in favour
of revenue streams which carry more potential profitability in the long term,
namely Financial Software and Content Systems and Public Company Disclosure and
Awareness Products.

11
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Gross profits in the first quarter of 2002 were $0.278 million compared to
$0.678 million in the first quarter 2001, a decrease of $0.400 million, or 60%.
Gross profits as a percentage of sales, however, increased
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quarter over quarter from 61.4% in the first quarter 2001 to 62.9% in 2002.

We are continuing to provide innovative products in our Public Company
Disclosure and Awareness Products line, and the IntegratIR sales remain strong
and delivering high value to customers. The decrease in total Public Company
Disclosure and Awareness Products sales is due in large part to a general
slowdown in public company investor communication spending on most other
products. Historically, many of our Public Company Disclosure and Awareness
Products customers have come from the technology sector, but the slowdown in
this sector has caused considerable attrition, especially with small cap and
micro cap companies. We have been diversifying our target market for some time
in order to be less dependent on any one sector. As well, sales and marketing
efforts have been increased in this area late in the quarter, mainly through our
attendance at carefully selected trade shows and improving our sales force.

Financial Software and Content Systems continues to be a strong contributor to
our overall revenue and gross profits. Our process has matured over the past
year and we are able to efficiently deliver high quality services in this area
for a fraction of the cost to customers of having it done internally. We have
established relationships with major sales channels, media networks, and
financial companies, and have seen significant results already, and expect more
in the near future. Financial Software and Content Systems revenue was up this
quarter 42% over the same period a year ago. All of this revenue is contractual,
typically in 12-month terms, so we have a solid base of revenue in this area to
grow from.

E-business Solutions revenue for the first quarter of 2001 was mainly derived
from work on a financial leasing exchange for a single client. Since that
contract, which ended in the first quarter of 2001, we have chosen not to pursue
further contracts of this nature. As a result, our revenue from this segment was
nil in the first quarter of 2002. We have instead decided to focus our energies
on more stable, predictable revenue streams, which ultimately will be more
profitable, such as Public Company Disclosure and Awareness Products and
Financial Software and Content Systems.

Operating Expenses

Total operating expenses in the first quarter of 2002 were $0.474 million
compared to $0.941 million in the same quarter last year, a decrease of $0.467
million or 50%. This decrease was a result of the reductions in all areas of
expenditures that we made in 2001 and continue in 2002. We have stabilized our
operating expenses at a level which will enable us to grow our sales
efficiently, thereby generating the greatest return on investment.

Sales and Marketing expenses were $0.092 million in the first quarter of 2002
compared to $0.207 million in the first quarter 2001, a decrease of $0.115
million or 56%. This decrease is due in large part to a decreased emphasis on
broad-scope advertising for our advertising community, Smallcapcenter. We also
reduced the costs associated with our New York and Dallas sales centers by
centralizing sales in our head office, where maximum synergy can be attained.

Product Development expenses in the first quarter of 2002 were $0.018 million
compared to $0.091 million in the first quarter 2001, a decrease of $0.073
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million or 80%. As our business has matured, product development has naturally
taken a lesser role. Our staff are more experienced, and our processes for
developing new products are streamlined so that overall development costs are
minimized.
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General and Administrative expenses in the first quarter of 2002 were $0.364
million compared to $0.643 million in the first quarter 2001, a decrease of
$0.279 million, or 43%. Expenses have steadily declined during 2001 and have
stabilized at a level that can generate the maximum return on investment. The
most notable cuts have been in payroll, which is our largest expense category.
We have also eliminated our premises costs in New York and Dallas.

Other Income (Expense) and Income Taxes

Interest expense in the first quarter of 2002 was $.184 million compared to
$0.097 million in the first quarter 2001, an increase of $0.087 million, or 47%.
Of the amount for the first quarter of 2002, $5,786 is cash interest, either
already paid or payable after the quarter end. The remaining interest is
non-cash interest arising out of the 8% convertible notes and the 3% convertible
debentures. Upon restructuring of the 8% convertible notes, there was a non-cash
interest expense of $18,364. Upon conversion of the remaining balance of the 3%
convertible notes there was a total non-cash interest expense of $160,2009.

Loss on warrants liability of $55,000 was a result of the increase in the fair
value of the Company's 300,000 callable warrants and 800,000 other warrants
immediately before the February 6, 2002 restructuring of the 8% convertible
notes as described in Notes 2 and 4 to the financial statements.

Income taxes were nil in both the first quarter 2002 and the same quarter 2001.
Due to our net loss position, we did not incur tax in the first quarter of 2002.
As at the most recent year end, Stockgroup had tax loss carry forwards of
$5,751,000 in Canada which expire in 2006, 2007, and 2008, and tax loss carry
forwards of $2,916,000 in the U.S. which expire in 2019, 2020, and 2021.

Extraordinary Gain was $1,088,586 for the first quarter 2002 and nil in the
first quarter 2001. The extraordinary gain was a result of the February 6, 2002
restructuring of the Company's 8% convertible notes, as described in Note 2 to
the financial statements.

Net Income

The net income for the first quarter of 2002 was $0.657 million compared to a
loss of $0.339 million in the first quarter 2001, an increase of $0.996 million
or 294%.

RESULTS OF OPERATIONS - FOR THE YEARS ENDED DECEMBER 31, 2001 AND DECEMBER 31,
2000

Year 2001 ended with the Company's first two quarters with profitable income
from operations since going public in 1999. This improvement was largely due to
a combination of cost reduction efforts and a greater leverage of the existing
infrastructure which was built up during 1999 and 2000. After Q1 2001, the
Company began focusing on sales of Financial Software and Content Systems over
E-Business Solutions consulting. The Company found that the recurring nature of
Financial Software and Content Systems had greater profit and growth potential
than large non-recurring E-Business projects.
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Financial Software and Content Systems sales grew, as did margins, and costs
actually decreased over the year as a result of this new focus.

Revenue and Gross Profits

Total revenues for 2001 were $2.857 million compared to $4.037 million in 2000,
a decrease of $1.180 million, or 29%. The company's business of Public Company
Disclosure and Awareness Products decreased compared to last year, from $2.531
million in 2000 to $1.643 million in 2001, a decrease of $0.888 million or 35%.
Much of this decrease is attributed to the decrease in public company corporate
communications spending caused by the slowdown in financial markets and the
effect of the events of September 11, 2001. E-Business Solutions revenue
declined by $0.766 million, or 55%, for the year compared to 2000. This was
because the company refocused its strategy from short term E-Business Solutions
project consulting to one of longer term licensing of Financial Software and
Content Systems, while continuing to emphasize its Public Company Disclosure and
Awareness Products as well. Offsetting the reductions in the E-Business
Solutions and Public Company Disclosure and Awareness Products revenue, was the
company's newest source of revenue Financial Software and Content Systems. 2001
was the first full year for this revenue stream, so Financial Software and
Content Systems increased from $0.087 million in 2000 to $0.580 million in 2001,
an increase of $0.493 million or 567%.

Gross profits in 2001 were $1.8 million compared to $2.2 million in 2000, a
decrease of $0.4 million, or 18%. Gross profit dollars decreased year over year,
but gross margin percentage increased from 55% to 63%. This increase in margin
percentage is due to reductions in direct payroll costs as a result of the
phasing out of E-Business Solutions consulting and substantially reduced
operating costs associated with maintaining Smallcapcenter.com.

Stockgroup has expanded its offering in the Public Company Disclosure and
Awareness Products markets through the development of Sector Supplements and the
IntegratIR. Sector Supplements, which are a spotlight feature on a certain
industry sector, such as Energy, Mining, Biotech, or Technology, are an
effective exposure tool for companies. In a Sector Supplement, investors are
drawn to a site which features up to twelve companies and contains
industry-specific news and information. Investors who visit this web site can
view each of the featured companies' profiles, request information, or link
directly to the client's own web site. The IntegratIR is an automated Internet
disclosure software application initially launched in beta format in April 2001
and with the full version in September 2001. The IntegratIR assists public
companies to comply with continuous disclosure requirements on their Internet
site. For a fixed monthly fee, public companies can ensure their message is
effectively and accurately communicated to investors with minimal effort on
their part. The IntegratIR automates the updating of news releases, SEC filings,
quotes and charts to the customer's web site on a private labeled basis. The
IntegratIR also gives the investor relations officer desktop control over
changing and updating the other content areas of IR. Stockgroup will continue to
complement the growing popularity of its Public Company Disclosure and Awareness
Products products by entering profitable new strategic areas.

The revenue from Financial Software and Content represents 20% of sales in 2001,
an increase over the 2% of sales it represented in 2000. This is a growing
source of revenue that is expected to continue increasing. Stockgroup started
providing financial software tools and applications to other companies' web
sites and intranets on a private labeled basis late in November 2000. Each
customer the Company secures typically
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signs a twelve-month contract, with automatic renewal option that provides a
monthly recurring revenue stream. The Company's Financial Software and Content
and its Public Company Disclosure and Awareness Products are derived from a
common technology base and both benefit from continuous recurring revenues.

E-Business Disclosure and Awareness Products revenue for the first half of 2001
was mainly derived from work on a financial leasing exchange for the company's
client, OnMark. The OnMark contract was secured late in 2000 and was completed
in April 2001. No significant new E-Business Solutions contracts have been
undertaken in the second, third, or fourth quarters of 2001.

Operating Expenses

Total operating expenses for 2001 were $2.485 million compared to $7.789 million
in 2000, a decrease of $5.304 million or 68%. Stockgroup was able to make
significant reductions in all areas of expenditures without reducing its ability
to earn income. This was possible because the expensive part of the
infrastructure was built in 1999 and 2000, and this infrastructure allows the
Company to handle additional business without adding extra costs.

Sales and Marketing expenses were $0.467 million in 2001 compared to $2.719
million in 2000, a decrease of $2.252 million or 83%. These reductions are a
result of the Company's decision late in the third quarter of 2000 to change the
company's main strategy to licensing software and content, and to place a lesser
emphasis on building a financial community with proprietary small cap news. This
allowed the company to reduce its advertising expenses associated with
Smallcapcenter significantly.

Product Development expenses in 2001 were $0.241 million compared to $0.849
million in 2000, a decrease of $0.608 million or 75%. The decreases in this area
were a result of cost reduction efforts as described in the previous paragraphs.

General and Administrative expenses in 2001 were $1.777 million compared to
$4.220 million in 2000, a decrease of $2.443 million, or 55%. These reductions
are a result of the Company's decision late in the third quarter of 2000 to
change the company's main strategy to licensing software and content, and to
place a lesser emphasis on building a financial community with proprietary small
cap news. This allowed the company to reduce its travel, staffing and other
expenses associated with Smallcapcenter significantly. Stockgroup expects these
ongoing reductions to have a continuing beneficial effect on costs in this area.

Other Income (Expense) and Income Taxes

Interest income in 2001 was $4,020 compared to $85,138 in 2000, a reduction of
$81,118 or 95%. Interest is earned on short term investments of available cash,
so the reduction is in line with lower cash levels in 2001 compared to 2000.

Interest expense in 2001 was $0.596 million compared to $3.910 million in 2000,
a decrease of $3.314 million, or 85%. Reductions in this area were due to large
non-cash interest amounts generated in 2000 relating to the convertible notes
issued in the second quarter of 2000 that were not repeated in 2001. Of the
$0.596 million amount for 2001, only $24,170 was actually paid in cash; a
further $170,834 is the actual
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amount that has accrued and will either be converted into common stock, or
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cancelled in 2002. See the subsequent event disclosure Note 15(a) in the
financial statements and the corporate developments section below for more
information. The remaining $401,093 in interest expense is deemed interest
recorded as a result of accretion of the warrant discount and beneficial
conversion feature described in Notes 8 and 9 in the financial statements.

Due to its net loss position, the Company did not incur tax in 2001. As at the
most recent year end, Stockgroup had tax loss carry forwards of $5,751,000 in
Canada which expire in 2006 to 2008, and tax loss carry forwards of $2,916,000
in the U.S. which expire in 2019 to 2021.

The Gain on Warrants Liability of $242,000 results from the change in fair value
measurement of the 300,000 callable and 800,000 other warrants between the June
30, 2001 change in accounting principle and December 31, 2001. See the
disclosure Note 10 in the financial statements for a more detailed explanation
of this amount.

The Extraordinary Gain on convertible note redemptions of $58,701 is the result
of the $181,000 redemption on September 30, 2001.

Cumulative effect of change in accounting principle of $413,546 is the
difference between the previous carrying value of the 300,000 callable and
800,000 other warrants of $765,546 and their fair value at June 30, 2001 of
$352,000. A more detailed explanation of this amount can be found in Note 10 of
the financial statements.

Other income in 2001 was $9,509, which consists of net gains on market value of
short term marketable securities.

Net Income

The net loss for 2001 was $0.542 million compared to a loss of $8.333 million in
2000, a decrease in losses of $7.791 million or 94%. This reduction in net loss
was a product of various factors described above, including staff expense
reduction, reduction in interest expense on certain convertible notes, and
reduced advertising expenses.

RESULTS OF OPERATIONS - FOR THE YEARS ENDED DECEMBER 31, 2000 AND DECEMBER 31,
1999

In the year 2000 the Company leveraged its expertise in the Business to Business
(B2B) Corporate Services area, and developed a new revenue stream —- Financial
Software and Content Systems —-- that was a direct result of the core
competencies developed in B2B and in running its financial portal for investors,
www.smallcapcenter.com. Much of its growth was attributable to the investments
in infrastructure that it made using the equity funds raised in 1999 and 2000,
and the debt financing secured early in 2000. Although the use of these funds
caused the Company to produce deficit operations for the prior two years,
management now believed it had completed the majority of the effort to
consolidate its position and develop desirable
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revenue streams. Stockgroup believed it was poised to leverage its
infrastructure and expertise in 2001 and complete the transition to profitable
operations.

Revenue and Gross Profits

Total revenues in 2000 were $4.0 million compared to $1.9 million in 1999, an

16



Edgar Filing: STOCKGROUP INFORMATION SYSTEMS INC - Form SB-2

increase of $2.1 million, or 110.5%. The company's historical business of Public
Company Disclosure and Awareness Products also increased compared to last year,
growing from $1.9 million in 1999 to $2.6 million in 2000, an increase of $0.6
million or 32.8%. The other growth in revenue came from the company's two new
sources of revenue, both an outgrowth of the B2B business. Financial Software
and Content Systems accounted for $87,728 of the increase in 2000, while
E-Business Solutions accounted for the remaining $1.4 million.

Gross profits in 2000 were $2.2 million compared to $0.7 million in 1999, an
increase of $1.5 million, or 214.3%. Gross profits were able to grow faster than
sales because increases in revenue were not dependent on matching increases in
costs, most notably labor costs. This scalability was a result of two main
factors. Stockgroup completed the major effort of building
www.smallcapcenter.com in 1999, allowing it to re-allocate those resources to
new Financial Software and Content Systems and Enterprise revenue sources. Also,
the fact that all three revenue streams had compatible requirements in terms of
programming, design, administration, and management allowed the Company to avoid
excess capacity and derive the maximum benefit from investments in staff and
assets such as computer hardware and software.

Stockgroup believed revenues from the B2B market would continue to grow in 2001.
Not only did the Company continue to add tools and content to improve its
product offering, it was also continuously finding new ways to leverage its
successful website. Stockgroup's business development department was always on
the lookout for strategic opportunities, prime examples being the startup of the
Company's ASP business in November, a special 0il and Gas supplement launched in
March 2001, and the IntegratIR, an automated Internet disclosure tool launched
in March 2001 that helped public companies comply with SEC Internet continuous
disclosure requirements. Stockgroup intended to continue to complement the
growing popularity of its B2B products by entering new strategic areas.

While the revenue from Financial Software and Content Systems represented less
than 2% of sales in 2000, it was a growing source of revenue that was expected
to become a significant line of business in 2001. Stockgroup started providing
tools and content to other companies' websites and intranets late in November
2000, using direct and channel sales through internet syndicators. Each customer
the Company secured typically signed a twelve-month contract in addition to the
start-up fees, providing an on-going revenue stream that was continuously
building. At December 31, 2000, the Company had signed contracts worth over $0.5
million in future revenues. The Company's Financial Software and Content Systems
market and its Public Company Disclosure and Awareness Products market both
benefited from continuous recurring revenues derived from a common technology
base.

E-Business Solutions was also a new area in 2000. Stockgroup started the year
with its Asian product, AsiaXIS.com, and ended the year working on OnMark. These
two major projects, along with several minor ones, helped establish this area as
a significant revenue source for the Company in 2000. Stockgroup was able
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to capitalize on opportunities in this area because of the expertise it
developed in building and maintaining its own destination website.
Operating Expenses
Total operating expenses in 2000 were $7.8 million compared to $5.1 million in
1999, an increase of $2.7 million or 52.9%. Of this amount, over $0.6 million

was from non-cash expenses as described below, as well as $1.08 million of
unusual expenses. Much of the increase in operating expenses occurred in the
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first half of 2000, as Stockgroup continued to build infrastructure and develop
revenue streams. During the third quarter, the Company undertook an effort to
achieve the most cost-efficient structure possible, in order to benefit from the
infrastructure and revenue gains it had realized but to also start moving toward
profitability. Stockgroup was able to make significant reductions in most areas
of expenditures during the last half of the year, without reducing its ability
to earn revenues. Stockgroup intended to continue to keep expenses as low as
possible as it grew its revenues in an effort to achieve profitable operations
in 2001.

Sales and Marketing expenses were $2.7 million in 2000 compared to $2.5 million
in 1999, an increase of $0.2 million or 10.8%. This increase was primarily the
result of the addition of a Vice President of Sales during the first half of the
year and the strategy of significantly increased staffing and geographic
expansion into offices in Alberta, Ontario, New York, California, and Texas.
Late in the third quarter the company re-evaluated this strategy and concluded
that it would be beneficial to change the strategy from the standpoint of
increasing revenue and reducing costs, by using fewer, more competent resources
concentrated in fewer markets, thus achieving increased effectiveness and
economies. Stockgroup expected these reductions to have a continuing beneficial
effect on costs in this area in 2001.

Product Development expenses in 2000 were $0.8 million compared to $0.4 million
in 1999, an increase of $0.4 million or 104.6%. The increases in this area were
a result of over $450,000 in expenses relating to the Company's expansion into
Europe in the spring of 2000, which was discontinued due to adverse financial
market conditions.

General and Administrative expenses in 2000 were $4.2 million compared to $2.2
million in 1999, an increase of $2.0 million, or 90.9%. Major non-cash elements
of this area totaled over $0.6 million and included $243,500 of non-cash
investor relations expenses that were paid in stock, over $140,000 of
stock-based compensation expenses, and $204,000 in amortization expenses. Also
included was bad debts expense of $631,000 relating to collection of large
receivables from two customers, $351,000 of which the Company believed was
likely to be collectible pending the outcome of litigation. Other significant
expenses included rent and office expenses on North American offices, legal and
accounting expenses relating to public company status, and general increases in
administrative staff and associated costs to keep pace with the growth in sales.
Many of these costs had been reduced in the last five months of 2000, and
management expected the effect of these reductions to carry forward into 2001.
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Other Income (Expense) and Income Taxes

Interest income in 2000 was $85,138 compared to $123,260 in 1999, a reduction of
$38,122 or 30.9%. Interest was earned on short term investments of available
cash, and primarily occurred in the first half of the year.

Interest expense was $3.9 million in 2000 compared to $15,610 in 1999, an
increase of $3.9 million. Of this amount, only $163,000 was actually paid in
cash; a further $132,000 was the actual amount that has accrued and would be
payvable in cash or shares upon redemption or conversion of the balance of the
outstanding convertible notes. The remaining $3.6 million in interest expense
was deemed interest recorded as a result of the particular nature of the $3.0
million convertible notes' conversion formula which entitles the holder to an
in-the-money conversion rate. Due to the variable nature of the conversion
feature, the effective interest will continuously be re-measured as the
Company's stock price changes, until conversion, redemption, or maturity of the
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notes.

Due to its net loss position, the Company did not incur tax in 2000. At December
31, 2000, Stockgroup had tax loss carry forwards of $6,718,000 in Canada which
expired in 2006 and 2007, and tax loss carry forwards of $2,306,000 in the U.S.
which expired in 2019 and 2020.

Net Income

The net loss for 2000 was $8.3 million compared to a loss of $4.2 million in
1999, an increase in losses of $4.1 million or 96.4%. This increase in losses
can be entirely attributed to unusual or non-cash items totaling $4.2 million as
described above: the $3.6 million deemed interest on the convertible notes, and
the $631,000 bad debt expense on two customers. The extraordinary gain on note
redemption was recorded in accordance with the appropriate accounting
principles. The portion of the operating loss experienced in 2000 that was not
attributable to non-cash items was primarily due to continuation of
infrastructure and revenue building activities commenced in 1999, the majority
of which were completed by the end of the third quarter of 2000.

LIQUIDITY AND CAPITAL RESOURCES

We ended the first quarter of 2002 with cash and cash equivalents of $256,631,
an increase of $130,013 from December 31, 2001. This compares with net cash
increases of $19,062 in Q4 2001 and $14,698 in Q3 2001, and a cash decrease of
$84,183 in Q2 2001. Although we expect to maintain positive cash flow from
operations, we may pursue financing to improve our working capital position and
to grow the business to the greatest possible extent.

Our income from operations in Q3 and Q4 2001 contributed to our improved cash
flow during fiscal 2001. Added to that, in the first quarter of 2002, three
events took place which should further solidify our cash position going forward.
They are the restructuring of certain convertible notes, the conversion of
certain convertible debentures, and the raising of $410,200 in a private
placement. The restructuring of $1,924,000 in convertible notes removed a
discount to market conversion factor which, in our opinion, were inhibiting
further investment in Stockgroup. The restructuring, which can be referenced in
our 8-K filing on February 15, 2002, removed a great deal of the uncertainty as
to the timing of cash payments relating to this debt, and eliminated the
interest and prepayment penalties which had been accrued. The second event, the
conversion of $206,904 in convertible debentures and accrued interest on March
15, 2002 into common stock at $0.50
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per share improved our balance sheet. The third event, the raising of $410,200
in a private placement, added working capital which will be used to grow the
business. This financing also included warrants with an exercise value of
$500,000 if they are exercised, although there can be no assurance that this
will happen within their 12 month life. The warrants issued with the 3%
convertible debentures, if exercised, would provide an exercise value of
$275,000, and the warrants issued with the restructured convertible notes, if
exercised, would provide an exercise value of $845,454. The exercise of warrants
is the decision of the warrant holders, so there can be no assurance that any
warrants will be exercised.

Despite these significant improvements, we will continue to pursue further

financing opportunities during 2002, as we believe more working capital would
give us more leverage to maximize our capacity for growth.
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You should be cautioned that there can be no assurance that revenue will
increase or that margins and profitability will remain stable. In addition, we
have cash payments due to certain of the noteholders on June 30, 2002, July 31,
2002, September 30, 2002, December 31, 2002, and at the end of each of the next
8 quarters after that. To the extent that either of these possibilities
seriously depletes cash levels, we may need to seek additional capital. If we
do, there can be no assurance that we will be successful in raising a sufficient
amount of additional capital or in internally generating a sufficient amount of
capital to meet long-term requirements. If we are unable to generate the
required amount of additional capital, our ability to continue as a going
concern is in substantial doubt.

CORPORATE DEVELOPMENTS
A synopsis of our recent corporate highlights is as follows:
2001

1. On January 19, 2001, we closed a $0.5 million financing from a group of
unaffiliated investors pursuant to a Securities Purchase Agreement. The
funding included $0.5 million of 3% Convertible Debentures and 4-year
warrants.

2. During the first quarter of 2001, we integrated a variety of Financial
Software and Content Systems for new customers including the US Navy,
Unisys, Primevest and Conseco's Internet/Intranet sites. We provide these
sites with our proprietary financial tools, including delayed and
real-time quotes, interactive charting and customizable portfolios. These
products are licensed to clients and delivered in a private-labeled format
to the specifications of the customer.

3. On April 30, 2001, we announced the initial Beta launch of our innovative
web-based investor relations software application, the IntegratIR. The
IntegratIR allows companies to more effectively communicate with
shareholders and potential investors so they can better achieve their
disclosure requirements. The IntegratIR is a communications tool that
seamlessly integrates into a public company's existing web site and
reflects the company's branding, look and feel. The IntegratIR automates
the updating of the public company's critical time sensitive disclosure
information on their Internet site. News releases, financial reports, SEC
filings, quotes, interactive charting, and other disclosure information is
updated with our IntegratIR software. The IntegratIR also interacts with a
sophisticated email database response system that automates the delivery
of news and messages for the public company to their shareholder database
and their other mailing lists. In addition, with the IntegratIR enables
Investor Relations Officers to directly

22

change and administer their investor relation's site without having
specialized technical skill or training. Changes can be made to their
investor relation's site with a few mouse clicks. The IntegratIR
communications tool is accessible to the client company 24 hours a day, 7
days a week, and can be administered from any location. The IntegratIR is
available for both US and Canadian companies. The full version of the
IntegratIR was launched in Q3, 2001.

4. On June 5, 2001, we announced that Profit Magazine had recognized our
Canadian subsidiary as one of Canada's fastest growing companies.
Stockgroup ranked 35th on the Profit Magazine Top 100 Fastest Growing
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Companies list, which can be found in the June 2001 issue of Profit
Magazine. The 2001 Profit 100 list awards companies based on their 5-year
revenue growth. Our revenues grew 2,426% from Year 1 to Year 5 of its
operations. This is the first year we have been eligible for consideration
on the Profit 100.

On June 7, 2001, we announced that vFinance, Inc., a financial services
company that provides investment banking and brokerage services, had
selected our Financial Software and Content Systems for its full service
brokerage division, vFinance Investments, Inc.

On June 21, 2001, we announced an agreement with TELUS Mobility to deliver
Web-based Financial Software and Content Systems to their more than 2
million clients across Canada. TELUS Mobility Pocket Web clients can
access Stockgroup brand financial information using their web ready
wireless phones. Tools delivered include proprietary quote look-up and
portfolio manager tools drawn from a database of 21,000 public companies.
TELUS Mobility's Pocket Web wireless Internet service 1is available on all
of its web ready digital phones.

On October 2, 2001, we announced that we have signed an agreement with
Comtex News Network, Inc. to make available our Financial Software and
Content Systems to COMTEX's clients reaching over 1000 distribution
points. Our leading edge financial tools will be integrated into COMTEX's
hosted product line - News Solutions. This agreement allows COMTEX to
provide its customers with additional financial tools in addition to
offering end-users the critical content they need to stay informed about
financial market events. The combined Stockgroup and COMTEX solution
provides a one-stop financial content solution for COMTEX and Stockgroup
clients.

On October 8, 2001, we announced an agreement with ClariNet Communications
Corporation, an aggregator and re-distributor of news and publisher of
ClariNews, under which each party will represent the products of the
other. Under the terms of the agreement, ClariNet will offer its
corporate, institutional and ISP news clients our proprietary,
cutting-edge Financial Software and Content Systems along with the
ClariNet news products. The ClariNet additions include a new ClariNet
product that allows users to add company news relating to any of the
public companies contained within the Stockgroup software products.

On October 11, 2001, we announced we had changed our name from
Stockgroup.com Holdings, Inc. to Stockgroup Information Systems Inc. to
better reflect our emphasis on providing financial content and software

systems to customers.

On October 23, 2001, we announced that we have signed an agreement with
NAQ in which NAQ will re-sell our financial software and content system.

On November 16, 2001, we appointed David Gillard as our new CFO, replacing
Lindsay Moyle.

On February 11, 2002, we announced that we have signed an agreement with
Freedom Communications,
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a large private media company with publications and websites throughout
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the U.S., to provide our Financial Software and Content Systems to its
websites.
2. On February 19, 2002, we announced that we have restructured the

convertible notes with Deephaven Private Placement Trading Ltd. and Amro
International, S.A. Under the restructuring, the interest rate and
prepayment penalties are reduced to zero, accrued interest has been
waived, the conversion price is fixed at $0.50, and a total of up to
$300,000 cash is required to be paid to the noteholders over 10 quarterly
installments starting June 30, 2002. The new notes have a two-year term
with renewal provisions for another two years. We filed a form 8-K on
February 15, 2002 which fully describes the restructured notes.

3. On February 21, 2002, we announced they have signed an agreement with The
Canadian Press (CP) in which CP will re-sell our Financial Software and
Content Systems. This agreement will give CP exclusive re-distribution
rights for Canada.

4. On March 15, 2002, we and the remaining noteholders from the January 19,
2001 convertible debenture reached an agreement whereby they would convert
the $0.2M balance of the debt into common shares at $0.50 per share. The
exercise price of the Series A warrants has been reduced from $1.00 to
$0.25. The exercise price of the Series B warrants has been reduced from
$2.00 to $0.50. The expiry date for both the Series A and B warrants has
been extended to July 31, 2005.

5. On March 19, 2002, we announced that we have signed an agreement with
Credential Group in which Credential Group would license our Financial
Software and Content Systems, and offer our products to its more than 450
credit union partners across Canada.

6. On March 25, 2002, we completed a $0.4M financing with 22 unaffiliated
investors pursuant to a Subscription Agreement. The funding included
2,000,000 units consisting of one common share and one warrant each, at a
price of $0.20 per units, plus 51,000 common shares at a price of $0.20
per share. The warrants have an exercise price of $0.25 and an expiry date
of March 24, 2003. The 2,051,000 common shares were issued to the
investors on April 1, 2002. The investors' resale of the 2,051,000 common
shares and the purchase of the shares underlying the 2,000,000 warrants,
if and when the warrants are exercised, are being registered with this
prospectus. The full details of this financing, including all relevant
documents, were filed in a Form 8-K on March 26, 2002 and can be viewed
therein.

24

BUSINESS
GENERAL

We are a financial media and technology company. Our revenue streams can be
categorized into two areas:

- Financial Software and Content Systems,
- Public Company Disclosure and Awareness Products
The clients for Financial Software and Content Systems are primarily enterprise

companies from many different markets, such as media, banks and credit unions,
stock brokerages, insurance, and others. Public Company Disclosure and Awareness
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Products are awareness and disclosure products that are purchased, as the name
implies, by public companies in all industries.

See PRODUCTS AND SERVICES below for a full description of these revenue streams.
CORPORATE BACKGROUND

Stockgroup was incorporated under the laws of Colorado on December 6, 1994 under
the name I-Tech Holdings Group, Inc. ("I-Tech"), a United States non-operating
company registered on the NASD OTC Bulletin Board. The financial statements and
supporting information in this report are issued under the name of Stockgroup
but are a continuation of the financial statements and report of operations of
Stock Research Group, Inc. ("SRG"), a British Columbia corporation which was
incorporated on May 4, 1995. On March 11, 1999, pursuant to a reverse
acquisition, SRG acquired the net assets of I-Tech. For accounting purposes, SRG
became a subsidiary of I-Tech.

Our name was changed from I-Tech to Stockgroup.com Holdings Inc. on May 6, 1999
and to Stockgroup Information Systems Inc. on September 20, 2001.

We are a United States publicly traded company registered on the NASD OTC
Bulletin Board under the symbol SWEB. From our head office in Vancouver, we
operate branch offices in San Francisco and Toronto.

As SRG, we operated from 1995 to 1997 as a profitable financial Internet
technology and media company that offered proprietary financial news and tools
to investors and companies. We used our experience and the funds from a public
offering in spring 1999 to provide the foundation for the development and
initial marketing of our products. In October 1999 we launched
Smallcapcenter.com. At that time it was widely believed that a
subscription/advertising model centering around Smallcapcenter was viable. While
parts of this business model did not prove to be profitable, the building of
Smallcapcenter and its related investment software and content aggregation &
management systems gave us a strong foundation of skills and a suite of products
to sell commercially. Smallcapcenter is still a high-traffic and well-maintained
portal for the investment community, and its drawing power is a key driver to
many of our investor awareness products. It also serves as an excellent
development and testing ground for new financial software applications being
developed by us on a continuing basis.

From late 1999 to early 2001 we were hired to create several large enterprise
web sites for different clients
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on a contract basis. These were large contracts, and added a significant amount
of revenue to the Company, but they also added instability in our cost
structure. In early 2001 it was decided that this E-Business Solutions division
would be de-emphasized in favour of other areas with more profit potential,
namely Financial Software and Content Systems and Public Company Disclosure and
Awareness Products (as described in the PRODUCTS AND SERVICES section below).

From 2000 to 2001, we expanded our awareness and disclosure product line to
include Sector Supplements, and automated investor relations software
applications such as the IntegratIR. We already had a large public company
customer base, so the transition into this area was a natural extension of our
core competencies.

We entered the Financial Software and Content Systems market late in 2000 by
licensing our proprietary financial software applications and third party

23



Edgar Filing: STOCKGROUP INFORMATION SYSTEMS INC - Form SB-2

content to customers that need to offer financial information to their customers
or improve their content offering. We had access to a wide array of customers
through our internal sales team as well as our reseller channels. Our software
content model is attractive to customers because it is a comprehensive and cost
effective alternative to in-house development.

FEarly in 2001, as the market for our products and services evolved, it became
apparent to our management where the most profitable and sustainable areas of
the business were. They were Financial Software and Content Systems and Public
Company Disclosure and Awareness Products (including IntegratIR and other
awareness and disclosure products). Once these were identified, a more
streamlined and stable cost structure was introduced and the profitability and
cash flow began to improve. In the last two quarters of 2001 we have reported
income from operations as a result of this stabilized structure.

PRODUCTS AND SERVICES

Our understanding of internet based financial technology and media has enabled
us to leverage our products and services to enter new markets and secure new
clients. Using a common integrated technology platform, we have developed two
main revenue sources: Financial Software and Content Systems and Public Company
Disclosure and Awareness Products.

Financial software and content systems

We have developed proprietary financial applications and tools it licenses to
clients. The clients for Financial Software and Content Systems are from many
different markets, such as media, banks and credit unions, stock brokerages,
leasing, insurance, and other financial services companies.

We provide Financial Software and Content Systems on a private-labeled basis,
and they are typically sold on long term (twelve month or more) contracts,
generating recurring revenue streams. Many of the software applications are
data-feed driven. We either feed data from our own aggregated databases or from
third parties. The advantage of using the Stockgroup system is that the customer
is able to receive data and information from a variety of different feeds all
from one point of contact, at a fraction of the cost of purchasing all feeds
individually. We add value by customizing, filtering, and sorting data in the
configuration the customer wants, and then adding the different software
applications and hosting the entire solution. We are able to use our economies
of scale and automation to give a product that is efficiently
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delivered and customized, and at a substantial costs savings to having the
customer build and manage it internally.

Examples of some of the providers of third-party data feeds include Marketguide,
Comtex, Multex, and North American Quotations.

We distribute Financial Software and Content Systems through content and
application syndicates, such as Yellowbrix, through channel resellers such as
The Canadian Press, Comtex News Network, Clarinet Communications, and through
its own sales team. These Financial Software and Content Systems cover the
entire North American market including mutual funds, commodities, and equities.

We bring in market feeds through satellite, File Transfer Protocol (FTP),

Extensible Markup Language (XML), and other delivery formats. We have built and
maintain our proprietary middleware solution that aggregates the multiple feeds,
translates and builds a common database infrastructure. Our system then cleans,
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filters, and maintains the data in a common database structure. A sophisticated
server cluster and security system backs this content/data management system.
The data is then streamed to our proprietary software applications.

Here are just a few of the over 25 Financial Software and Content Systems
products:

1. Real-time stock quotes on major U.S. exchanges

2. North American 20-minute delayed stock quotes and indices

3. Portfolio management, live portfolio updates and wireless portfolio
updates

4. Most active stock updates

5. Stock watch lists

6. Company fundamentals, SEC/SEDAR filings

7. Daily stock market winners/losers, most actives

8. Company profiles, stock screening (investment data) and technical stock
analysis

9. Employee stock option calculations

The Financial Software and Content Systems is delivered to customers in four
different formats:

A) On an Application Service Provider (ASP) basis where the content and
software is hosted by us and private labeled to the customers
Internet or Intranet site

B) Through our proprietary software objects residing on the customer's
servers which use a proprietary Application Protocol Interface (API)
to retrieve data from our servers

C) Through secured Extensible Markup Language (XML) channel

D) Through different wireless devices and modes including: handheld
devices, Short Message Service (SMS) paging, and Wireless
Application Protocol (WAP) portals which have been built and
maintained by us.
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Public company disclosure and awareness products

We have developed and own a large array of Public Company Disclosure and
Awareness Products. These products are used by clients to either a) manage their
investor relations and shareholder communications through their web site, Db)
generate awareness for their company and their stock, or c) improve their public
disclosure compliance.

Products and services offered by this revenue stream include the IntegratIR
software system, Investor Marketplace, E-Mail Distribution of Press Releases,
Sector Supplements, Smallcap Express sponsorship, Banner and Button Advertising,
Monthly Investor Marketing, Custom Web Site Development, and other online
investor marketing products.
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Public companies are increasingly outsourcing these activities because they lack
the internal skills and resources or because it is more effective and cost
efficient than in-house development and maintenance. We offer a "one-stop
shopping' package for corporate clients and provide everything from news release
tracking and postings to quarterly streaming conference calls. Our understanding
of this market segment and focus has resulted in a highly specialized bundle of
products including: private label quotes, charts and database tools for building
relationships with shareholders and traffic reports to track investor usage of
Web sites and inquiries.

In the third quarter of 2001 we launched version 2.0lof the IntegratIR, an
automated financial application that is licensed to public companies. The
IntegratIR updates the clients' regulated investor relations information
automatically by private labeling this software application into the clients
corporate web site. The SEC has mandated fair disclosure policies that make our
IntegratIR especially attractive as it updates news releases, webcasts and SEC
filings direct from the wire services as they happen and automatically sends the
information to the client's shareholders and interested parties. The IntegratIR
helps to prevent mistakes and increase timeliness compared to having internal
staff manually update these activities.

Our IntegratIR system represents a way to manage shareholder communications and
reach new investors. The IntegratIR is an investor relations web page and email
management system that functions as a software application - giving the Investor
Relations Officer (IRO) and Chief Financial Officer (CFO) desktop control over
the investor relations portion of their web site. In addition to standard
features, such as dynamic quotes and charts, the IntegratIR provides powerful
new tools that automate the client's online disclosure activities including
publishing their press releases, publishing of regulatory filings and
distributing information requested by shareholders, all on a real-time,
automated basis.

Other Public Company Disclosure and Awareness Products include the following:

Investor Marketplace (IMP), a web page which is actively marketed through
advertising to draw readers, where companies can be featured online to
prospective investors. Being featured on the IMP enables customers to get their
name, profile, and internet link in front of a large investor audience that they
may not otherwise be able to attain.

Targeted e-mail marketing, which are used to disseminate news releases to an
exclusive list of opt-in investors and interested parties.
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Sector Supplements, which are a spotlight feature on a certain industry sector,
such as Energy, Mining, Biotech, or Technology, are an effective exposure tool
for companies. In a Sector Supplement, investors are drawn to a web site which
features up to twelve companies and contains industry-specific news and
information. Investors who visit this web site can view each of the featured
companies' profiles, request information, or link directly to the client's own
web site.

Sponsorship of the Smallcap Express daily market recap mailing that goes to a
large audience of e-mail readers who have signed up to receive it through
Smallcapcenter.com. A client who sponsors Smallcap Express gets an advertising
banner at the top of each flight. This can be an effective way for the client to
get their name in front of a large number of investors.
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Banner Advertising and Button Advertising, which is shown at the top of
Smallcapcenter.com's front page on a prescribed rotation, is another way for
clients to get the attention of a targeted investor audience. Potential
investors who see the banner or button ad can 'click through' the ad to get to a
jump page which can include the client's own description of their company.

The products developed by us over the past five years enable us to offer Public
Company Disclosure and Awareness Products to a rapidly growing customer base
while maintaining a high sales margin. The revenues derived from this source are
typically contractual over a specified term. The Internet communities developed
by Stockgroup host the critical mass to ensure a high level of exposure to the
Company's communication products for public companies.

EMPLOYEES

As of June 24, 2002 we employed 30 people on a full-time basis and 2 people on a
part-time basis. After seeing wide fluctuations in the number of employees
between 1999 and 2001, the number of employees has remained relatively stable
for the eleven months ended May 2002. This stability has been an important part
of our improved cost structure.

None of our employees are subject to collective bargaining agreements. We
believe relations with employees are good.

REGULATORY ISSUES

We are not subject to governmental regulation in our Internet publishing efforts
other than local state and municipal sales tax licenses.

A number of legislative and regulatory proposals under consideration by federal,
state, provincial, local and foreign governmental organizations may lead to laws
or regulations concerning various aspects of the Internet, including, but not
limited to, online content, user privacy, taxation, access charges, liability
for third-party activities and jurisdiction. Additionally, it 1is uncertain how
existing laws will be applied by the judiciary to the Internet. The adoption of
new laws or the application of existing laws may decrease the growth in the use
of the Internet, which could in turn decrease the demand for our services,
increase the cost
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of doing business or otherwise have a material adverse effect on our business,
results of operations and financial condition.
SUBSIDIARIES
Stockgroup owns 100% of the issued and outstanding voting common shares of
579818 B.C. Ltd., which wholly owns Stockgroup Media Inc., a British Columbia
corporation, and owns 50% of Stockscores Analytics Corp., a British Columbia
corporation. In addition, Stockgroup wholly owns Stockgroup Systems Ltd., a
Nevada Corporation.

RESEARCH AND DEVELOPMENT

During 2000 and 2001 we invested approximately $849,335 and $241,392
respectively on research and development related to new products and services.

INTELLECTUAL PROPERTY, PROPRIETARY RIGHTS AND DOMAIN NAMES

We protect our intellectual property through a combination of trademark and
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copyright law, trade secret protection and confidentiality agreements with our
employees, customers, independent contractors and strategic partners. We pursue
the registration of our domain names, trademarks and service marks in the United
States and internationally. Effective trademark, service mark, copyright and
trade secret protection may not be available in every country in which our
services and products are made available on-line. We create a majority of our
content and obtain rights to use the balance of our content from third parties.
It is possible that we could become subject to infringement actions based upon
the content obtained from these third parties. In addition, others may use this
content and we may be subject to claims from our licensors. We currently have no
patents or patents pending and do not anticipate that patents will become a
significant part of our intellectual property in the future. We enter into
confidentiality agreements with our employees and independent consultants and
have instituted procedures to control access to, and distribution of, our
technology, documentation and other proprietary information and t