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Message from the Chairman and Chief Executive Officer 
In the third quarter, Nstein continued to implement its strategic acquisition plan, completing two major 
acquisitions, Alis Technologies Inc. (“Alis”) and Valsar Consulting Group Inc. (“Valsar”).  

Alis is a world leader in multilingual information management solutions, providing a complement to 
Nstein’s expertise. The synergy of the platforms developed by Alis and Nstein allows a highly strategic 
integration of our solutions into large organizations. Nstein immediately began capitalizing from an 
expanded sales force, who were already working with major customers and familiar with Nstein’s type of 
solutions. Alis has over 50 customers, primarily in North America and Europe.  

The Alis acquisition was completed following an operational, financial and organizational restructuring of 
the company. Among other things, the restructuring required the investment of approximately $3.5 million 
by I.U.GO Ventures and Mercury Partners. These two investment firms have substantial contact networks, 
and are already actively involved in facilitating Nstein’s penetration of large organizations on an interna-
tional level.  

Valsar is a firm specializing in the integration of IT solutions for large organizations. With this acquisition, 
Nstein has added a complementary business unit essential to its operations. Valsar is profitable and has 
a solid customer base that includes large organizations such as Hydro-Québec, Laurentian Bank, Vidéotron 
and the federal government. Furthermore, the Company is in a position to assume immediate 
responsibility for the integration of our software solutions. The Valsar acquisition will also allow us to 
increase sales through the pooling of our respective customers.  

Although these acquisitions were only completed in the last month of the third quarter, they were quick to 
show results. Revenues for the quarter were 271% higher than for the same period last year, at 
$1.1 million compared to $307,155. The net loss was $786,233 compared to a loss of $445,350 a year 
earlier. Despite the third quarter loss, we expect our enhanced range of products and services and the 
synergy created by the complementarity of our solutions to generate profitability for Nstein within the next 
few quarters.  

In the coming quarters, we expect our activities to grow both organically and through acquisitions. We are 
focusing our efforts on marketing our solutions based on the global management of multilingual, multi-
source data, while at the same time continuing to pursue acquisitions when appropriate. We anticipate 
organic growth from the sale of licences and tailor-made solutions and the development of partnerships 
that will allow us to integrate Nstein solutions into the software platforms of major international manufac-
turers. This strategy will enable us to develop our range of Business Intelligence services for large orga-
nizations and win a greater market share in this high-growth industry.     

The information management expertise side of the market is presently in a consolidation phase, and our 
recent strategic acquisitions give Nstein an advantage on the playing field. We continue to pursue 
business opportunities that will generate returns for our shareholders in the near term and propel Nstein 
into the international arena. 

 

 

 
Mario Girard 
Chairman and Chief Executive Officer 
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Management’s Discussion and Analysis  
of Financial Position and Operating Results 
This analysis should be read in conjunction with the Company’s unaudited consolidated financial statements 
for the three- and nine-month periods ended September 30, 2004, as well as the audited consolidated 
financial statements for the year ended December 31, 2003 and management’s discussion and analysis 
of financial position and operating results in the Company’s 2003 annual report. 

The audited and unaudited consolidated financial statements were prepared in accordance with Canadian 
generally accepted accounting principles and are in Canadian dollars.  

This analysis contains statements of a forward-looking nature that are based on the Company’s current 
assumptions regarding future events. Such statements are subject to risks and uncertainties, and actual 
results could consequently differ substantially from expected results. These risks and uncertainties are 
discussed in the Company’s 2003 annual report.  

This management discussion and analysis of the Company’s financial position and operating results was 
prepared as of October 27, 2004. Updated information on the Company can be found on the SEDAR Web 
site at www.sedar.com. 

Overview 
Founded in 2000, Nstein Technologies Inc. (TSX-V: EIN) is an innovative software development company 
that provides a Global Intelligent Information Management (GIIM) platform for large organizations. This flexible 
platform assimilates, organizes, analyzes (text mining), translates, shares and disseminates information 
arising from structured and unstructured multilingual data sources and essential to operational and decision-
making processes. The GIIM platform is the basis for Nstein solutions that provide decision-makers with 
highly pertinent information and transform reactive decision-making into a proactive and even predictive 
process. Nstein designs and implements Business Intelligence (BI) solutions that create a new level of 
global knowledge, accessible at any time, particularly suited for the e-publishing, finance, legal, government 
and homeland security markets. 

Results of Operations 
 

Three months ended 
September 30,

Nine months ended 
September 30,

(In Canadian dollars, except the number of shares) 

2004
$

2003
$

2004
$

 2003
$

Revenues 1,140,962 307,155 2,593,505 1,021,526
Net loss 786,233 445,350 2,159,239 1,896,010
Basic and diluted loss per share 0.005 0.004 0.015 0.018
Basic and diluted weighted average  
number of shares outstanding 153,780,629 104,267,165 140,454,209 104,267,165
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Revenues for the third quarter ended September 30, 2004, totalled $1.1 million, up 271% from $307,155 
for the same period last year. These revenues are primarily from e-publishing customers and Alis 
Technologies Inc. and Valsar Consulting Group Inc. acquisitions completed late in the quarter. For the nine- 
month period ended September 30, 2004, revenues were up 154% at $2.6 million, compared to $1.0 million 
in 2003.  

Cost of revenues for the third quarter were $413,491 compared to $14,192 for the same period a year 
earlier. For the first nine months of the year, cost of revenues were $749,934 compared to $54,754 a 
year ago. The variances for the three- and nine-month periods are attributable to a higher proportion of 
services in the revenue calculations.  

Selling and administrative expenses amounted to $941,624 for the third quarter compared to $568,980 a 
year ago. The difference is primarily due to an expanded sales force. For the first nine months of the year, 
selling and administrative expenses were $2.5 million compared to $2.0 million last year.  

Net research and development expenses totalled $450,492 in the third quarter compared to $120,496 
last year. In 2003, the Company received $221,125 in tax credits, a larger-than-expected amount that 
helped offset expenses for the third quarter of 2003. For the first nine months of the year, net research 
and development expenses were $1.2 million compared to $748,651 a year ago.   

Nstein posted a net loss of $786,233 or $0.005 per share for the third quarter, compared to a loss of 
$445,350 or $0.004 per share a year earlier. For the first nine months of the year, the net loss amounted 
to $2.2 million or $0.015 per share compared to $1.9 million or $0.018 per share in 2003. 

Financial Position and Cash Flow 
 
(In Canadian dollars) At September 30,

2004
$

At September 30, 
2003

$

Cash and cash equivalents 3,309,975 3,107,684
Current assets 7,935,690 4,799,608
Total assets 22,111,172 5,425,449
Current liabilities 4,345,398 1,904,054
Long-term liabilities 2,229,946 749,883

 
At September 30, 2004, current assets totalled $7.9 million compared to $4.8 million at December 31, 
2003. Current liabilities stood at $4.4 million at September 30, 2004, compared to $1.9 million at 
December 31, 2003.  
The Company had cash and cash equivalents of $3.3 million at September 30, 2004, compared to 
$3.1 million at December 31, 2003. At September 30, 2004, total assets stood at $22.1 million compared 
to $5.4 million at December 31, 2003. The increase in assets was mainly due to the goodwill arising from 
the acquisitions of KMtechnologies Inc., Alis Technologies Inc. and Valsar Consulting Group Inc. for $2.5 million, 
$7.6 million and $3.5 million respectively. The Company had long-term debt of $2.2 million at September 30, 
2004 compared to $749,883 at December 31, 2003. The rise in the long-term debt was mainly due to the 
debts pertaining to the recently acquired companies. 
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In the third quarter of 2004, operating activities used $1,146,069 in cash flow, compared to $460,586 
used in the same quarter of 2003. The difference resulted from a variety of factors, including in particular 
the higher loss ($340,883) and settlement of accounts payable ($684,365). These items were partially 
offset by a reduction in accounts receivable ($405,998). For the first nine months of the year, operating 
activities used $2.6 million in cash flow, compared to $1.8 million in 2003.  

Financing activities used cash flow of $102,954 in the third quarter, compared to $6,835 used in 2003. 
The difference was primarily attributable to the payment of share issue expenses related to the financing 
completed at the end of 2003. In addition, funds assigned to the repayment of the long-term debt in the 
third quarter of last year were offset by a $172,911 bank loan obtained during the period. For the first 
nine months of the year, financing activities generated cash flow of $88,316, having used $673,473 
during the same period in 2003.  

Investing activities generated cash flow of $2,627,663 in the third quarter, compared to $202,285 in the 
same quarter of 2003. The difference was mainly due to cash and cash equivalents held by Alis 
Technologies Inc. when it was acquired by the Company. For the first nine months of the year, invest-
ment activities generated cash flow of $2,856,051 compared to $238,730 in 2003.  

The Company considers that its current financial resources, combined with the cash flow from its 
activities, are sufficient to attain its objectives and maintain its financial independence for the foreseeable 
future. The Company may nonetheless decide to seek additional financing before the end of the current 
fiscal year. 

Closing of Alis Technologies Inc. Acquisition 
On September 3, 2004, the Company announced that it had closed its acquisition of Alis Technologies 
Inc., a world leader in multilingual information management solutions that help large organizations 
communicate more effectively in a multilingual environment and on the Internet. 

Pursuant to the acquisition agreement, Nstein issued 35,185,185 common shares at $0.27 per share, 
subject to a 24-month voluntary escrow.  

Closing of Valsar Consulting Group Inc. Acquisition 
On September 10, 2004, the Company announced that it had closed its acquisition of Valsar Consulting 
Group Inc., an integrator of information technology solutions for large organizations. 

Pursuant to the acquisition agreement, Nstein issued 12,053,846 common shares at $0.26 per share, 
subject to a 24-month voluntary escrow. The balance of sale, which amounts to $576,000, will be paid 
over a three-year period in annual instalments of $192,000, either in cash or in common shares priced at 
$0.26 per share. 

Shares Outstanding 
As at October 27, 2004, the Company had 186,402,292 common shares outstanding. 

 

 

Bruno Martel 
Finance Director 
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Quarterly Report for our shareholders     
 

The attached consolidated financial statements have been prepared by the Management of Nstein 
Technologies Inc. and have not been reviewed by an auditor. This quarterly report includes 
forward-looking statements that are based on certain assumptions and reflect Nstein’s current 
expectations. These forward-looking statements are subject to a number of risks and uncertainties 
that could cause actual results or events to differ materially from current expectations. Additional 
factors are discussed in Nstein’s materials filed with the securities regulatory authorities in Canada 
from time to time. Nstein disclaims any intention or obligation to update or revise any forward-
looking statements. 
> www.nstein.com 
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Consolidated Financial Statements   NSTEIN TECHNOLOGIES INC. 
 

As at September 30,
2004

$

As at December 31, 
2003

$

Consolidated Balance Sheets† 

  (unaudited)

Assets   

Current assets   
Cash and cash equivalents 3,309,975 3,107,684 
Term deposits 164,600  164,600 
Accounts receivable   

Trade, net amount 2,128,741  1,048,640 
Commodity taxes recoverable and others 305,308  78,460 

Tax credits recoverable 1,799,401  380,000 
Prepaid expenses 227,665  20,224 
 7,935,690  4,799,608 

Property, plant and equipment 434,985 479,782 
Intangible assets 48,928  22,085 
Deferred financing expenses 121,318 123,974 
Goodwill (note 5) 13,570,251  – 
 22,111,172 5,425,449 

Liabilities   
Current liabilities   
Bank loan 172,011  172,011 
Accounts payable and accrued liabilities 2,961,379 1,250,235 
Deferred revenues 370,361  101,728 
Current portion of long-term debt 841,647 380,080 
 4,345,398 1,904,054 

Long-term debt 2,229,946 749,883 
 6,575,344 2,653,937 

Shareholders’ Equity   
Share capital 34,445,371  19,954,649 
Other equity components (note 3) 962,315  330,858 
Deficit (19,871,858 ) (17,513,995)
 15,535,828  2,771,512 
  22,111,172 5,425,449 

† The accompanying notes are an integral part of these consolidated financial statements.  

 
Approved by the Board of Directors,  

Mario Girard 
Director 

Marc Dutil 
Director 
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Consolidated Financial Statements  NSTEIN TECHNOLOGIES INC. 
 

Three Months Ended 
September 30,

Nine Months Ended 
September 30,

2004
$

2003
$

2004
$

 2003
$

Consolidated Statements of Earnings†

(unaudited) (unaudited) (unaudited) (unaudited)

Revenues 1,140,962 307,155 2,593,505 1,021,526
Cost of revenues 413,491 14,192 749,934 54,754
 727,471 292,963 1,843,571 966,772

Expenses    
Selling and administrative 941,624 568,980 2,527,231 1,963,615
Research and development 575,492 425,121 1,581,769 1,271,365
Research and development tax credits (125,000) (304,625) (395,030) (522,714)

Depreciation of property, plant and equipment 40,191 39,170 115,823 132,545
Loss (gain) on disposal of property,  
plant and equipment (632) – 18,981 –
Net financial expenses 73,758 9,667 131,731 17,971
Amortization of deferred financing expenses 8,271 – 22,305 –
 1,513,704 738,313 4,002,810 2,862,782

Loss for the period 786,233 445,350 2,159,239 1,896,010

Basic and diluted loss per share 0.005 0.004 0.015  0.018
Basic and diluted weighted average 
number of shares outstanding 153,780,629 104,267,165 140,454,209 104,267,165

† The accompanying notes are an integral part of these consolidated financial statements. 
 
 

Consolidated Statements of Deficit† Nine Months Ended September 30,
2004 

$ 
2003

$ 

(unaudited ) (unaudited)

Balance – Beginning of period (17,513,995 ) (15,118,251)

Ajustment resulting from a change in accounting policy (note 2) (198,624 ) –

Restated deficit, beginning of period (17,712,619 ) (15,118,251)

Loss for the period (2,159,239 ) (1,896,010)

Balance – End of period (19,871,858 ) (17,014,261)
† The accompanying notes are an integral part of these consolidated financial statements. 
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Consolidated Financial Statements   NSTEIN TECHNOLOGIES INC. 
 

Consolidated Statements of Cash Flows† 
 

Three Months Ended 
September 30,

Nine Months Ended 
September 30,

  2004
$

2003
$

2004
$

 2003
$

 (unaudited) (unaudited) (unaudited) (unaudited)

Cash flows from operating activities     
Loss for the period (786,233) (445,350) (2,159,239) (1,896,010)

Items not affecting cash and cash equivalents     
Depreciation of property, plant and equipment 40,191 39,170 115,823 132,545 
Amortization of deferred financing expenses 8,271 – 22,305 – 
Stock-based compensation cost 25,904 – 54,160 – 
Loss (or gain) on disposal of property, plant and equipment       (632) – 18,981  – 

 (712,499) (406,180) (1,947,970) (1,763,465)

Change in non-cash operating working capital items     

Accounts receivable     
 Trade 432,017 26,019 292,870 (132,310)
 Commodity taxes recoverable and other (2,083) (6,045) 27,798 14,719 
Tax credits recoverable (85,277) (82,500) (232,548) 100,000 
Prepaid expenses 66,782 (3,358) 54,589 11,570 
Accounts payable and accrued liabilities (692,695) (8,330) (566,153) 8,338 
Deferred revenues (152,314) 19,808 (194,031) (65,811)

 (433,570) (54,406) (617,474) (63,494)
 (1,146,069) (460,586) (2,565,444) (1,826,959)

Cash flows from financing activities     

Bank loan contracted – 172,011 – 172,011 
Long-term debt contracted – – 300,000  – 
Payments on long-term debt (90,812) (178,846) (160,011) (845,484)
Variation in share capital, net of share issue expenses (12,142) – (228,305) – 
 (102,954) (6,835) (88,316) (673,473)

Cash flows from investing activities     
Term deposit maturity – 202,285 – 202,285 
Business acquisitions, net of cash and cash equivalents acquired 2,623,387 – 2,886,024 – 
Additions to property, plant and equipment (17,980) – (58,202) (2,294)
Proceeds from the sale of property, plant and equipment 22,256 – 28,229 – 
Tax credits related to property, plant and equipment – – – 38,739 
 2,627,663 202,285 2,856,051 238,730 

Net change in cash and cash equivalents 1,378,640 (265,136) 202,291 (2,261,702)

Cash and cash equivalents – Beginning of period 1,931,335 1,344,512 3,107,684 3,341,078 

Cash and cash equivalents – End of period 3,309,975 1,079,376 3,309,975 1,079,376 

Additional information     

Interest paid 33,404 8,409 80,773 47,069 
Interest cashed (6,162) (10,012) (33,705) (40,149)

† The accompanying notes are an integral part of these consolidated financial statements. 
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Notes to Financial Statements 

1. Summary of Significant Accounting Policies 
The financial information as at September 30, 2004 and for the periods ended September 30, 2003 and 
2004 is unaudited. However, management considers that all the required adjustments have been made 
to present the results of these periods fairly. Any such adjustments were of a normal recurring nature. 
Interim results are not necessarily indicative of the expected results for the year. 

These interim financial statements have been prepared in accordance with Canadian generally accepted 
accounting principles, using the same accounting policies and methods as in the preparation of the 
Company’s most recent annual financial statements. However, these financial statements do not include 
all the disclosures required for annual financial statements. These interim financial statements should 
therefore be read in conjunction with the Company’s most recent annual financial statements. 

2. Changes in Accounting Policy and Accounting for Profit-Sharing Plans 
In accordance with new CICA standards outlined in Handbook Section 3870 “Stock-Based Compensation 
and Other Stock-Based Payments”, the Company adopted the recommendations retroactively on January 1, 
2004, without restating prior years’ results. A compensation charge must be included in the financial 
statements for all forms of stock-based compensation granted to directors, officers and employees, 
including stock options, based on the fair value method. Consequently, the deficit and other components 
of shareholders’ equity at December 31, 2003 increased by $198,624. 

During the nine-month period ended September 30, 2004, the Company granted its employees and 
service suppliers 2,400,000 stock options. The fair value of these stock options amounts to $313,224. 
The compensation charge for the period ended September 30, 2004 was $54,160, including amortization 
based on the graded vesting method for grants made since January 1, 2002. 

The fair value of options granted during the nine-month period ended September 30, 2004 was estimated 
using the Black-Scholes option-pricing model with the following weighted average assumptions: 
 

Nine Months Ended September 30,
   2004

$

Risk-free interest rate   3.38%
Expected volatility   76%
Dividend yield   nil
Weighted average expected life   48 months

 
The Company is required to make pro-forma disclosures of loss, basic loss per share and diluted loss per 
share as if compensation charges had been included in the financial statements for options granted 
during fiscal 2003 based on the fair value method. However, no information is presented in the interim 
financial statements for the period ended September 30, 2003, as there was no material difference 
between the pro-forma net loss and the net loss per share.   
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3. Other Equity Components 
This item consists of the value assigned to warrants issued to the Fonds de solidarité des travailleurs du 
Québec (F.T.Q.) in November 2003 pursuant to a private placement, as well as the value assigned to 
warrants issued to La Financière du Québec at the same time pursuant to a bank financing. The value 
assigned to such warrants using the Black-Scholes pricing model was $350,507. The value assigned to 
warrants issued pursuant to the acquisition of KMtechnologies (see Note 5), using the same model, was 
also included under this item for an amount of $92,245. In the Valsar Consulting Group Inc. acquisition, 
the Company gave the sellers the option of taking the $576,000 representing the balance of the selling 
price payable over three years in cash or in shares priced at $0.26 each. A value of $266,779 was 
assigned to this option using the Black-Scholes pricing model, and was recorded under other equity 
component. The remaining $252,784 included under this item represents the counterpart of the charge 
for stock options granted to directors, officers and employees shown in the Company’s financial 
statements. 

4. Segmented Information 
The Company is organized under a single operating segment, namely the sale of software solutions and 
related post-contract customer support. Substantially all of the Company’s property, plant and equipment 
are located in Canada. The accounting policies used for these reportable segments are consistent with 
those described in the summary of significant accounting policies. 

Revenues by geographic region are as follows: 
 

Three Months Ended September 30,
 2004 

$ 
 2003

$
 (unaudited ) (unaudited)

United States 257,164  270,155
Canada 704,812  37,000
Europe 178,986  –
 1,140,962  307,155

 

Nine Months Ended September 30,
 2004 

$ 
 2003

$
 (unaudited ) (unaudited)

United States 1,207,798  880,893
Canada 1,138,959  140,633
Europe 246,748  –
 2,593,505  1,021,526

Revenues are allocated to geographic regions based on the country of residence of the related customers. 
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5. Acquisitions 
On June 10, 2004, the Company acquired all the outstanding capital shares of KMtechnologies Inc. 
(“KM”). KM’s financial results are included in the consolidated financial statements as of the acquisition date. 
KM is a Canadian developer of Web collaboration and document management solutions. Pursuant to the 
acquisition agreement, Nstein issued 5,950,000 common shares at $0.30 per share. Nstein also issued 
warrants for the purchase of one million additional common shares at $0.40 per share, valid for a 12-
month period following the transaction, and at $0.50 per share for the ensuing 12 months. The cost of 
acquisition has been established at $1,985,243.   

On September 1, 2004, the Company acquired Alis Technologies Inc. (“Alis”), a world leader in multilingual 
information management solutions that help large organizations communicate more effectively in a 
multilingual environment, and on the Internet. Alis’s results are included in the consolidated financial 
statements as of that date. Pursuant to the acquisition agreement, Nstein issued 35,185,185 common 
shares at $0.27 per share, subject to a 24-month voluntary escrow. The acquisition cost has been 
established at $9,668,283.  

On September 7, 2004, the Company acquired Valsar Consulting Group Inc. (“Valsar”), an integrator of 
information technology (IT) solutions for large organizations. Valsar’s results are included in the 
consolidated financial statements as of that date. Pursuant to the acquisition agreement, Nstein issued 
12,053,846 common shares at $0.26 per share, subject to a 24-month voluntary escrow. The balance of 
sale, which amounts to $576,000, will be paid over a three-year period in annual instalments of $192,000, 
either in cash or in common shares priced at $0.26 per share. The acquisition cost has been established 
at $3,944,138.   

These acquisitions have been accounted for using the purchase method. The following table shows a 
summary of the purchase price, including acquisition costs based on the estimated fair value of the net 
assets acquired, as at the date of acquisition. The purchase price allocations shown below are preliminary 
and are based on the Company’s best estimate. The final purchase price allocations are expected to be 
completed during the course of 2004. 
 

 KM 
Technologies 

Inc.
$

Alis 
Technologies 

Inc.
$

 Valsar 
Consulting 
Group Inc.

$

Current assets  872,968 4,418,366 906,265
Fixed assets  50,237 21,591 14,956

Total assets acquired  923,205 4,439,957 921,221

Short-term liabilities  756,001 1,880,518 459,388
Long-term debt  696,170 464,893 –

Total assumed indebtedness  1,452,171 2,345,411 459,388

Net assets acquired  (528,966) 2,094,546 461,833
Goodwill  2,514,209 7,573,737 3,482,305
Purchase price  1,985,243 9,668,283 3,944,138
Less:    

Common shares issued  1,785,000 9,500,000 3,134,000
Warrants issued  92,245 – –
Balance of sale (fair market value)  – – 492,095
Value of balance of sale option  – – 266,779

Other considerations – short-term liabilities  107,998 168,283 51,264
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