Xenos

the data to e-content company

Second Quarter Report

£
o
(S]
)
o
c
o
X
3
3
S

Three and six months ended March 31, 2005




To Our Shareholders:

We are pleased to report on our financial results for the second quarter and six- month
period ended March 31, 2005.

For the fiscal second quarter ended March 31, 2005, Xenos reported revenues of
$3,206,000 compared to revenues of $3,806,000 for the same quarter last year. The
Company reported negative EBITDA of $643,000, compared to negative EBITDA of
$116,000 for the same period last year and a second quarter net loss of $997,000, or
($0.10) per share, compared with a net loss of $334,000, or ($0.03) per share for the
second quarter of fiscal 2004. Xenos maintains a strong balance sheet, with a cash position
of $11.8 million, or $1.19 per common share and no long-term debt.

This has been a financially disappointing quarter and first half. However, we are continuing
to build our team and execute against our growth plan. Shareholders can expect to see
better results going forward as our stepped-up activities bear fruit.

For the first six months of fiscal 2005, Xenos reported revenues of $6,731,000 and a net
loss of $1,505,000, or ($0.15) per share. This compares to revenues of $8,269,000 and net
earnings of $159,000, or $0.02 per share, for the same period last year.

We are committed to growing the company’s top line and returning to profitability by
continuing to deliver industry—leading technologies to our traditional markets as well as
capturing new markets for Xenos solutions.

Xenos has recently initiated a significant increase in sales and marketing activities with new
global programs directed at targeted verticals not only in its traditional financial
services/banking/insurance market, but also in healthcare, e-government and international
port authorities. During the second and third quarters, Xenos will have participated in eight
conferences/trade shows fully supported by pre and post event marketing activities. In the
second quarter Xenos appeared prominently in six industry publications.

Assisting International Port Authorities

The Company’s software has been integrated into new business applications. Breaking new
ground with our GoXML enterprise solution, the Port of Rotterdam is one of three major
ports who recently adopted this technology in a ship to shore environment. “ Over 300
million tons of cargo pass through the Port of Rotterdam and that translates to a lot of
paperwork. We needed a robust, standards-based solution to help us automate our Port
Community System and Xenos was the logical choice,” said Bart Roozekrans, Managing
Director of Port Infolink. GoXML enables reaktime supply chain management, thereby
improving processing speed and reducing delays at ports. Having made three sales by word
of mouth (Cape Town, Karachi and Rotterdam) we are now actively pursuing this market.

infoWEB Adoption in e-Government

Just after the close of the second quarter we completed our third sale of infoWEB to a
county government.

Joining Santa Cruz and Monterey counties (California), Tioga County (New York) became
the first county to acquire recently released infoWEB 5.1, with expanded data support,
enhanced information delivery options, forms completion and work flow. infoWEB 5.1
enables organizations to capture documents and data from disparate corporate applications
and index, transform and securely deliver the information via Web browser, email, fax, ftp
and enterprise portals.



Xenos has been targeting the municipal and county levels of government where infoWEB
has been helping to reduce costs and improve service levels. This market will become a
deeper focus now that some early adopters have become referenceable.

Healthcare Sector

We continue to be encouraged by the response of the healthcare market to Xenos
standards-based solutions to healthcare integration. Xenos solutions have been
implemented at healthcare sites such as Pitt County Memorial Hospital (North Carolina) and
Grey Bruce Health Services (Canada). Using Xenos technology, they are creating
interoperability for disparate administrative and clinical applications to save thousands of
hours of work, eliminate millions of pages of printed paper and more easily comply with
privacy regulations such as HIPAA and PIPEDA.

All of Xenos’ solution set play in this newly emerging vertical. Xenos is developing a direct
to market and alliance strategy to address this market. Some of these relationships will be
announced during the current quarter.

Recent financial results aside, Xenos is on track in building the sales and marketing
capability required for success. We are developing opportunities in new markets and
increasing and strengthening our business solutions for established customers. We are
currently seeing increased activity levels throughout the organization.
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Management’s Discussion and Analysis of Financial Condition and Results of Operations for
the Three and Six Months ended March 31, 2005

The following discussion and analysis should be read together with the Company’s
unaudited quarterly financial statements for the periods ended March 31, 2005 and 2004
and related notes, as well as the audited consolidated financial statements and
management’s discussion and analysis for the year ended September 30, 2004. The
objective of the MD&A is to communicate the Company’s vision and core business strategy
as executed through key performance drivers. These drivers are enabled by the
Company’s capability to execute on the strategy through its resources and systems and are
manifested in both the historical and prospective results.

Certain statements made in the Management’s Discussion and Analysis, elsewhere in the
quarterly report, in various filings with Canadian regulators, in reports to shareholders and
in other communications, are forward-looking within the meaning of certain securities laws.
Such forward-looking statements are based on a number of assumptions and involve
known and unknown risks, uncertainties and other factors that may cause the actual
results, performance or achievements of the Company or developments in the Company’s
business or its industry to differ materially from the anticipated results, performance,
achievements or developments expressed or implied by such forward-looking statements.
We urge you not to place undue reliance on these forward-looking statements as they are
based on management’s current plans, estimates, opinions and projections. The Company
assumes no obligation to update forward-looking statements if assumptions or these plans,
estimates, opinions or projections should change.

Overview

Xenos information management solutions fulfill business objectives by repurposing existing
documents and data. Its solutions provide document capture, composition, transformation,
enhancement, repurposing, storage, retrieval and distribution across the enterprise. Xenos
data solutions are used to integrate incompatible applications, business processes,
enterprise systems, partners, structured data, databases and Web services. These solutions
improve operational efficiencies and help organizations adhere to regulations and standards
while reducing costs.

Xenos’ products accept all types of input in the form of data, documents or a combination
of both and its scalable solutions meet the needs of high-volume data processing where
performance is critical. Its solutions are hardware and platform agnostic and are supported
on all popular operating systems. Xenos solutions conform to open standards and readily
adapt to in-house applications without changes or custom programming.

Xenos software solutions provide organizations with the speed and agility needed to quickly
adapt to evolving data management environments. A key element of Xenos’ innovative
product direction is the support of open technologies such as XML and Java, critical for
enabling the next generation of eBusiness applications. Xenos products are available for
direct purchase and through the Xenos distribution channel, internationally.

dze
d2e is a document enhancement solution that enables the transformation, repurposing,
archival, retrieval, printing and Web viewing of documents across the enterprise.

GoXML
GoXML is an integration and transaction-processing solution for structured data such as
EDI, EDIFACT, AL3, X12, HL7, FIX/SWIFT and many other industry standards.



infoWEB
infoWEB is a report and document distribution solution that consolidates information from
incompatible systems to make them available for Web viewing.

Xenos sells primarily through its direct sales force but also uses value-added resellers in
specific markets such as in Latin America, Asia and certain parts of continental Europe. To
a much lesser extent, the Company continues to sell through a small number of OEM and
Service Bureau partners on an application specific basis.

The Company has historically had success in a wide range of industry verticals and in
particular banking, brokerage and insurance. The introduction of the GoXMLO products has
enabled recent initiatives in other verticals, the healthcare sector and ports in particular,
which appear to be very promising.

Xenos has offices in Toronto, Dallas, London (U.K.), Paris and Vancouver.

The authorized share capital of the Company consists of an unlimited number of Common
Shares. As at March 31, 2005, there were 9,927,278 shares issued and outstanding. Stock
options for a total of 1,006,054 shares were outstanding at exercise prices ranging from
$1.36 to $6.00 with various expiry dates, the latest of which is February, 2010.

Fiscal 2005 Business Highlights

During the second quarter, the Company embarked on an aggressive marketing initiative
with the addition of a new VP Marketing and several other key new hires. An intensive
period of product market analysis, product strategy and product planning is now well
underway. The ultimate goal of these activities is to generate and funnel a greater number
of qualified leads into our highly skilled sales distribution channel.

In addition, a three year deal was finalized with an existing multinational infoWEB
customer to supply software and services to a number of its related companies. This deal
secures an important component of the company’s recurring revenue base.

The Company also released the d2e Vision PDF Parser in the quarter. This innovative
product allows customers to take existing PDF documents and re-purpose them for use in
high volume print or web-based applications

RESULTS OF OPERATIONS FOR THE THREE AND SIX MONTHS ENDED MARCH 31,
2005

For the three months ended March 31, 2005, sales were $3.2 million as compared to $3.8
million in the previous year. The decrease was primarily the result of lower new license
sales. On a year-to-date basis, sales were $6.7 million as compared to $8.3 million in the
previous year.

Geographically, 62% of sales in the quarter were in North America while 36% were in
Europe compared to 58% and 36% respectively in fiscal 2004. License sales comprised
approximately 18% of total revenues in the quarter compared to 26% in the prior year.

Gross profits for the quarter at 80% were unchanged compared to the prior year. For the
year-to-date period ended March 31, 2005 and 2004, gross profit was 83% and 82%
respectively.

Sales and marketing expenses at $1.8 million for the quarter were up marginally compared
with $1.7 million in the prior year as higher wage costs were offset by lower commissions.



Most of the impact of the new initiatives will be reflected in the third and fourth quarters.
Year-to-date, sales and marketing expenses were $3.6 million vs $3.2 million in the
previous year.

Total expenditures on product development, gross of amounts deferred, were the same as
in the prior year at $1.0 million for the quarter. Year-to-date, these expenditures were
$2.0 million and $1.9 million respectively.

Administrative expenses increased marginally to $634,000 from $628,000 in the prior year.
Year-to-date, administrative costs increased to $1.3 million as compared to $1.2 million.

The Company allocates common costs to each department based on relative headcount or
other relevant measures. These costs include rent and other facility-related costs,
communication and infrastructure expenditures.

Amortization charges of $287,000 compare to $367,000 in fiscal 2004. The decrease
reflects the fact that certain deferred items became fully amortized at the end of fiscal
2004. For the six months ended March 31, 2005 and 2004, amortization costs were
$550,000 and $707,000 respectively.

Foreign exchange losses were $71,000 as compared to gains of $72,000 in the prior year.
The losses were primarily the result of the impact of fluctuations in the exchange rate on
US dollar cash on hand.

The tax expense of $48,000 (Fiscal 2004 — recovery of $35,000) is primarily related to
lower projected utilization of tax loss carry-forwards in the Canadian parent.

Interest income in the quarter increased to $61,000 from $53,000 (Year-to-date March 31,
2005 - $135,000 vs $122,000 in the prior year).

The net loss for the quarter was $1.0 million or a loss of ($0.10) per share as compared to
a loss of $334,000 or a loss of ($0.03) per share in the previous year. For the six months
ended March 31, 2005, the net loss was $1.5 million as compared to a profit of $159,000 in
the prior year.

Critical Accounting Policies and Estimates

The preparation of the Consolidated Financial Statements and the related notes require by
necessity, that the Company make estimates and judgments. The Company reviews its
estimates, including those related to revenues, bad debts, goodwill, acquired intangibles,
deferred development, income taxes, contingencies and litigation. These estimates are
based on historical experience and other assumptions believed to be reasonable under the
circumstances. Under different assumptions, the reported results will differ, potentially
materially, from those previously estimated. Many of the conditions impacting these
assumptions and estimates are outside the Company’s control.

The Company believes the following critical accounting policies reflect its more significant
judgments and estimates.

Acquisition of XML Global

On November 17, 2003, Xenos acquired the business assets of XML Global for a
combination of cash and stock which came with a price guarantee on the one year
anniversary of the transaction. The purchase price equation and allocation between
acquired intangible assets and goodwill was determined intemally based on a methodology



consistent with valuation calculations that had been done for the Company in the past by
independent valuators. Although this calculation was reviewed by our external auditors, it
was not performed by an independent valuation firm. The Company is scheduled to
commission an external valuation for impairment test purposes in this current fiscal year as
part of its normal practice.

Revenue

In accordance with GAAP, revenue is recognized when persuasive evidence of an
arrangement exists, delivery has occurred, the fee is fixed and determinable, and
collectibility is probable. The terms of each contract can vary but the Company endeavours
to apply consistent and appropriate treatment to them based on the available literature,
professional judgment and consultation with its external auditors where deemed necessary.

Allowance for Doubtful Accounts

The Company provides for an allowance for doubtful accounts to reasonably provide for
losses resulting from the inability of its customers to make required payments.

Valuation of Intangible Assets

The carrying value of goodwill and acquired intangibles are compared to their fair value at
least annually to determine if a permanent impairment exists, at which time the
impairment would be recorded as a charge to earnings. Valuations are inherently subjective
and necessarily involve judgments and estimates regarding future cash flows and other
operational variables.

The Company’s practice is to review goodwill for impairment on an annual basis or when an
event or a change in facts and circumstances indicates the fair value of a reporting unit
may be below its carrying amount. Independent valuation firms are used to test for
impairment whenever there are indications of impairment or under other circumstances
every three years. The next scheduled external valuation is in this fiscal year. The
valuation methodology used includes the performance of a discounted cash flow calculation
against projected cash flows for the Company as a whole and also for each of its reporting
units, being the North American and EMEA operations.

Based on currently available information, management does not anticipate that an
impairment of its goodwill or acquired intangibles will occur in the foreseeable future,
although there can be no assurance of this.

Deferred Development

Development costs are deferred only as they relate directly to new products or functionality
and where technological feasibility has been established. These deferred amounts are
amortized following general release of the products over their estimated useful lives. The
assets are also periodically reviewed for impairment by comparison to the expected future
undiscounted cash flows that they are expected to generate.

Income, Sales & Other Taxes

Accounting for income taxes, in particular the future benefit of available loss carryforwards,
is subjective by nature and requires the exercise of judgment. Tax assets are determined
using a consistent model which incorporates estimated future eamings, expiry of loss
carryforwards and the estimated probability of realization.



Income taxes are framed within a transfer pricing model in which the Canadian parent
owns all intellectual property of the software products, the US subsidiary is a service
provider and the UK subsidiary is a Value-Added Reseller. The model is supported by
contemporaneous documentation and advice from independent transfer pricing consultants.

Sales tax practices vary widely in the various jurisdictions into which we sell our products
and services. This area requires the exercise of judgment in respect of applicability and
determination of rates. The Company has a review process that is applied to every
customer billing and also performs regular analytical reviews to assess its compliance from
an overall perspective.

Stock-based Compensation

In accordance with new GAAP requirements, stock options are required to be expensed and
incorporated into the financial statements. The Company uses the Black Scholes model to
establish the fair value of the options granted. The calculation requires the estimation of
certain inputs including expected volatility, risk-free interest rates and expected lives of the
specific grants.

Litigation

With respect to legal proceedings, the Conpany assesses the likelihood that a loss will
result, as well as the amount of such loss. The financial statements provide for the
Company’s best estimate of such losses as applicable.

LIQUIDITY AND CAPITAL RESOURCES

As at March 31, 2005, cash and short-term investments stood at $11.8 million (March 31,
2004 - $12.3 million) or $1.19 per common share (i). Cash used for operations was
$353,000 as compared to cash provided of $901,000 in the previous year. On a yearto-
date basis, cash used for operations was $180,000 as compared to cash provided of
$416,000 in the prior year.

The Company currently has an operating line of credit of $1.0 million of which $500,000
(March 31, 2004 - $ 500,000) was unused, bearing interest at bank prime. The Company
continues to have no long-term debt other than a small obligation relating to a capital
lease.

Cash on final settlement of the price guarantee mechanism of the XML Global transaction of
$228,625 was paid in the first quarter.

Capital expenditures for the quarter ended March 31, 2005 were $73,000, versus $86,000
in the prior year. On a yearto-date basis, capital expenditures were $109,000 as
compared to $161,000 in the prior year.

Development costs capitalized were $195,000 versus $183,000 last year and represent the
internal development costs relating to specific products as required by Canadian GAAP. The
increase relates largely to new enhancements to the GoXML product line. For the six
months ended March 31, 2005, capitalized costs were $362,000 vs $273,000 in the prior
year.

Shareholders equity stood at $20.7 million or $2.09 per share (ii) compared to $22.0
million or $2.23 per share (ii) as at March 31, 2004.



The Company anticipates that its current cash reserves and available credit facilities will be
sufficient to fund its anticipated cash requirements for working capital and capital
expenditures for at least the next 12 months. If the Company is required to raise
additional funds for rapid expansion of its businesses or technologies, it could potentially
issue equity or convertible debt which would cause current shareholders to experience
dilution.

Risk Factors

You should carefully consider each of the following factors as well as the other
information in this report in evaluating our business and our prospects. The risks and
uncertainties described below are not the only ones we face. Additional risks and
uncertainties not presently known to us or that we currently consider immaterial may
also impair our business.

If the Canadian dollar continues to rise relative to the US dollar, future operating results
will be negatively affected

The Company is a net exporter that currently derives about 60% of its revenue in US
dollars whereas its cost base is largely in Canadian dollars with smaller proportions in US
dollars, UK pounds and Euros. Over the past few years, we have relocated most
technical and administrative positions to our Toronto head office where we have a
significant employee cost advantage, lower healthcare costs, the synergies of having
departments located in the same facility and excellent availability of highly qualified
individuals.
The decline of the US dollar therefore has a major impact on the Company’s profitability
as it negatively impacts revenues and reduces the cost advantage of staffing in Canada.
For the past few years, we have entered into forward contracts in order to partially hedge
the exposure of our US dollar receipts. Although the Company has been quite successful
in reducing the impact of changes in the exchange rate through forward contracts, these
measures obviously do not alter the fundamental challenge that the decline of the US
dollar represents.

Our products and services may not gain market acceptance or competitors may introduce
offerings that surpass those of the Company

The Company has assembled what it believes to be a unique suite of products that will
be the basis of future revenue growth, particularly in certain vertical markets. There are
numerous competitors in our market spaces, some of whom have significantly more
resources than the Company. In addition, the market for the Company’s products is
subject to rapid technological change. There can be no assurance that the Company will
be successful in driving significant revenue growth through its current strategy.

International operations expose the Company to increased business risks

The Company does over one-third of its business outside of North America. Operations
in Europe, through our UK based subsidiary, are subject to certain risks and costs
including the challenge of administering business abroad, compliance with foreign laws,
language issues and limitations regarding the repatriation of funds. Sales into Latin
America and Asia are through Value-Added Resellers whose performance and sales effort
is largely outside of the control of the Company.

The renewal of maintenance revenue on our older software sales may decline

The Company has historically enjoyed a very high retention rate across its various
product lines. In addition, recurring revenue has been running at or above 50% of overall
revenues. As the products age, these retention rates may not be sustained unless the
Company is successful in providing our customers with more advanced functionality and
the levels of support that they require.



The loss of licenses to use or sell third party software or the lack of support or
enhancement of such software could adversely affect the Company’s business
significantly

The Company, specifically its UK based subsidiary, depends on the sale and support of
third party software for a significant component of its business. There can be no
assurance that these third party products will be available on commercially reasonable
terms or they may not be appropriately supported, maintained or enhanced by the
licensors. Such occurrences would have significant adverse impacts on the Company
although all efforts would be made to mitigate such impacts.

We derive significant recurring annual revenues from one customer and have reliance on
individual contracts

Although not greater than 10% of revenues, the Company currently derives significant
recurring annual revenue relating to multiple subsidiaries of one large multi-national
organization. The current contract was recently negotiated and extends to December 31,
2007. Also, in any given quarter, license sales from individual transactions can be
material and in some cases the related sales cycles can be long. Therefore, the
Company’s revenue and earnings can fluctuate materially between quarters due to the
timing of significant license agreements. There is no guarantee or assurance that such
timing will remain consistent making year over year comparisons less meaningful than in
some other industries.

Other companies may claim that Xenos infringes on their intellectual property

The Company does not believe that its products infringe on the rights of third parties
but there can be no assurance that such assertions will not be made resulting in costly
litigation or the requirement to source alternate solutions on reasonable terms. By
practice, the Company does not patent its intellectual property but rather relies upon a
combination of trademark and trade secret laws, confidentiality procedures, contractual
provisions and other measures to protect its proprietary information.

The impact of income, sales and other taxes may be higher than the Company believes
The Company is subject to taxes in a variety of jurisdictions and our tax structure is
reviewed by domestic and foreign tax authorities. As a matter of practice, we allocate
significant external and internal resources towards tax compliance efforts made by the
Company. Although we believe our practices and estimates to be reasonable, adverse tax
outcomes may differ from our reported results and could impact our financial results.

The Company’s products may contain defects that would expose it to liability

The Company’s business may subject it to the risk of product liability claims. From time
to time, our software may contain design defects or software errors. These risks are
mitigated through limitations in our customer contracts as well as the maintenance of
Errors & Omissions insurance coverage where available on commercially reasonable
terms. There can be no assurance that uninsured product claims will not have an
adverse effect on the Company’s business.

Financial Instruments can introduce risks to the organization
The Company does not employ the use of financial instruments other than the foreign
exchange forward contracts for hedging purposes.

The Company’s ability to manage cost containment could have a materially adverse
impact on future profitability

The Company is endeavouring to construct a cost structure that will allow profits, if not
reinvested, to scale at a much higher rate than revenue growth. Employee costs are by
far the single largest expenditure of the organization. The Company recently reduced its
level of employee subsidization for US benefits which had been growing at unsustainable



double digit rates. Also, non-promotion based salaries were frozen for the current fiscal
year and no performance-based bonuses were payable in respect of fiscal 2004. Travel
related costs are the second highest expense category and the Company maintains a
system of centralized controls and procedures to ensure that only fiscally appropriate
travel is undertaken. If the Company should lose control over its cost containment the
result could threaten its business model.

Evolving financial reporting standards, regulation of corporate governance and public
disclosure may result in additional expenses and continuing uncertainty

Changing financial reporting standards and corporate governance related laws, and
regulations, including National Instrument 52-109, are creating challenges for a relatively
small company such as ourselves. The application of these new securities laws will evolve
over time which in the meantime will result in a period of uncertainty regarding
compliance matters, liability of directors and officers, and higher costs. We are committed
to maintaining a high standard of corporate governance and public disclosure and are
well into our scoped project to meet the required timelines for full certification.

The Company’s ability to hire and retain key employees is significant

The Company’s business is almost entirely dependent on the performance of its
employees and its success on the ability of its managers to continually recruit, train and
motivate. Due to financial constraints, the Company has not increased employee base
salaries in this fiscal year except in the case of promotions. In addition, given uncertainty
in the market regarding appropriate forms of long-term incentives, the Company has
deferred the issuance of any stock options to employees to an exception basis only until
current trends become more apparent. Management monitors attrition rates carefully in
order to assess trends and establish competitive benchmark compensation plans.

Corporate Governance

The Company’s Board of Directors includes a majority of independent Directors and its
Committees include Audit, Compensation, Nominating/Corporate Governance and
Disclosure.
The members of the Audit Committee are all independent Board members and are
financially literate. The Committee meets regularly to approve the release of financial
information including the MD&A and also to oversee relations with auditors and
stewardship issues including compliance with new regulatory requirements.

Key Performance Drivers

In addition to traditional GAAP financial statements, Management monitors numerous
key performance indicators (KPI's) to assist in running the business. Some of these
include sales per employee, employee costs as a percent of sales, maintenance renewal
rates, average deal sizes, revenue by channel and component, costs by department and
attrition rates. These factors revolve around building an infrastructure that is scalable and
which drives profitability at a rate that exceeds top line revenue growth.

Workplace environment and Compensation Structures

The Company has designed compensation structures aligned to shareholder interests.
Bonus amounts earned under the plan are placed into departmental pools and allocated
to individuals based entirely on merit. The workplace culture of the organization is one in
which outstanding performance is rewarded and management time is heavily focused on
empowering the success of “A” players rather than incrementally improving the
performance of “C” players.



Outlook

The Company’s strategy for creating value for shareholders is to drive sustainable and
significant top line growth while remaining profitable and efficient. The current focus
revolves around generating increased sales activity through various means including
market analysis, product strategy and planning.

Additional information regarding the Company is available on SEDAR at www.sedar.com.

Footnotes:

(i.) Cash per share is a non-GAAP measure and is calculated by dividing the cash
and short term investments by the number of common shares outstanding.

(ii.) Shareholders’ equity is a non-GAAP measure and is calculated by dividing the

shareholders’ equity by the number of common shares outstanding.



Xenos Group Inc.

Consolidated Statements of Operations

(Unaudited)

Three Months Ended

Six Months Ended

March 31 March 31
2005 2004 2005 2004
Sales $ 3,206,137 $ 3,805,547 $ 6,731,061 $ 8,269,132
Cost of sales 640,756 760,987 1,160,149 1,511,240
Gross profit 2,565,381 3,044,560 5,570,912 6,757,892
Expenses
Sales and marketing 1,797,136 1,686,456 3,566,005 3,176,468
Research and development 776,821 845,653 1,593,207 1,634,467
Administration and general 634,289 628,487 1,293,872 1,206,013
Amortization 286,775 367,495 549,781 707,333
Interest and bank charges 10,199 10,463 20,143 17,446 _
3,505,220 3,538,554 7,023,008 6,741,727
(Loss) income from operations (939,839) (493,994) (1,452,096) 16,165
Other income
Interest and other 61,383 52,879 134,610 122,009
Foreign exchange (loss) gain (70,768) 72,274 (106,739) (10,895)
(Loss) income before income taxes (949,224) (368,841) (1,424,225) 127,279
Provision (recovery) of income taxes 47,732 (35,177) 80,777 (31,621)
Net (loss) income $ (996,956) _$ (333,664) $  (1,505,002) $ 158,900
Net (loss) income per common share
- Basic $ (0.100 $ (0.03) $ (0.15) $ 0.02
- Fully diluted $ (0.100 $ (0.03) $ (0.15) $ 0.02
Weighted average number of shares
- Basic 9,912,566 9,634,513
- Fully diluted 10,137,129 10,069,111

Deficit, beginning of year as previously
stated

Impact of retroactive adoption of CICA
recommendations for stock-based
compensation

Deficit, beginning of year as restated

Net (loss) income

Deficit, end of period

$ (22,775,608)

(65,141)

$ (23,254,319)

(22,840,749)

(1,505,002)

(23,254,319)

158,900 _

$ (24,345,751)

$ (23,095,419)




Xenos Group Inc.
Consolidated Balance Sheets
(Unaudited)

ASSETS
CURRENT
Cash & S.T. investments
Trade receivables
Other receivables
Prepaids
Future income taxes

LONG TERM
Future income taxes
Capital assets
Intangibles and other assets
Goodwill

TOTAL ASSETS

LIABILITIES
CURRENT
Bank indebtedness
Payables & accruals
Income taxes payable
Deferred revenue
Current portion - capital lease

LONG TERM
Capital lease obligations

Deferred revenue
Deferred rent

TOTAL LIABILITIES
SHAREHOLDERS' EQUITY
Capital stock
Deficit
TOTAL SHAREHOLDERS' EQUITY

TOTAL LIABILITIES & EQUITY

As at March 31

(24,345,751)

2005 2004
11,803,326 12,258,420
2,336,405 2,582,980
9,662 1,868
712,191 648,541
48,137 423,944
14,909,721 15,915,753
1,941,742 1,617,347
1,258,189 1,272,990
3,021,529 3,166,232
6,259,400 6,214,175
12,480,860 12,270,744
27,390,581 28,186,497
500,000 500,000
1,613,875 1,813,913
22,425 70,556
4,287,394 3,684,247
32,896 18,331
6,456,590 6,087,047
106,248 6,607
6,937 35,846
105,491 26,052
218,676 68,505
6,675,266 6,155,552
45,061,066 45,126,364

(23,095,419)

20,715,315

22,030,945

27,390,581

28,186,497




Xenos Group Inc.
Consolidated Statements of Cash Flows
(Unaudited)

Three Months Ended

Six Months Ended

March 31 March 31
2005 2004 2005 2004
Operating activities
Net (loss) income $ (996,956) $ (333,664) $ (1,505,002) $ 158,900
Amortization 286,775 367,495 549,781 707,333
Loss on sale of capital assets - 6,613 - 6,388
Future income taxes 56,734 (21,090) 60,931 (62,157)
Stock based compensation 19,537 681 37,845 1,362
Change in non-cash working capital 280,987 881,249 676,615 (396,134)
(352,923) 901,284 (179,830) 415,692
Financing Activities
Share issuance costs - - - (3,500)
Proceeds on issue of shares 5,363 12,009 54,313 12,009
5,363 12,009 54,313 8,509
Investing activities
Cash paid on acquisition of business assets - - (228,625) (1,669,928)
Additional consideration paid on acquisitions (6,505) (33,356) (15,784) (34,919)
Purchase of capital assets (72,890) (85,834) (108,969) (160,772)
Proceeds on disposal of fixed assets - 806 - 1,031
Development costs incurred (194,677) (182,747) (361,843) (273,466)
(274,072) (301,131) (715,221) (2,138,054)
Net (decrease) increase in cash and
short term investments (621,632) 612,162 (840,738) (1,713,853)
Cash and short term investments
Beginning of period 12,424,958 11,646,258 12,644,064 13,972,273
End of period $ 11,803,326 $ 12,258,420 $ 11,803,326 $ 12,258,420




Xenos Group Inc.
Notes to the Condensed Consolidated Financial Statements

March 31, 2005 and 2004
1. Nature of operations and Basis of presentation

Xenos provides its customers with access to, enhancement, storage and delivery of mission
critical information through its non-invasive middleware products and services. Xenos d2e
Visiona and d2e Platforma software transforms and repurposes documents, statements
and reports into e-content, supporting both e-business and print strategies for electronic
statement presentment, enterprise content management, archiving and print automation.
Xenos infoWEBA software securely and rapidly distributes business documents and reports
within departments, throughout the enterprise and beyond, to any standard web browser.
Xenos GoXMLO Integration suite enables the integration of business processes, enterprise
systems, structured data, databases and web services or service oriented architectures.
Xenos Document Solutions use in-house expertise, owned and third party software to
enable organizations to automate, personalize and manage their business communications
through document creation, content automation and content management.

The Company is headquartered in Toronto with offices in Dallas, London (UK), Paris and
Vancouver.

2. Summary of significant accounting policies

Accounting estimates

In preparing the Company’s financial statements, Management is required to make
estimates and assumptions that affect the reported amounts of assets and liabilities, the
disclosure of contingent assets and liabilities, and the reported amounts of revenues and
expenses. Significant areas requiring the use of management estimates include the useful
lives of capital assets, the amount of investment tax credits to be received, the evaluation
of impairment for long term assets, the value of assets acquired and liabilities assumed in
business combinations, and the provision for income taxes. Actual results could differ from
those estimates.

Stock-based compensation

On October 1, 2002, the Company changed its accounting policy with respect to the
recognition, measurement, and disclosure of stock-based compensation made in exchange
for goods and services provided by employees and non-employees, to be consistent with
new rules issued by the Canadian Institute of Chartered Accountants, in December 2001.
The new standard requires that a fair value based method of accounting be applied to all
stock-based payments to non-employees and to employee awards that are direct awards of
stock, that call for settlement in cash or other assets or are stock appreciation rights that
call for settlement by the issuance of equity instruments.

The Company has reflected these changes in its financial statements with retroactive
application effective October 1, 2004. Compensation expense is being recorded related to
employee stock options previously disclosed on a proforma basis. An adjustment to
opening retained earnings has been made to reflect the related compensation expense for
the period October 1, 2002 to September 31, 2004 on all options granted subsequent to
October 1, 2002.



3. Acquisition of assets from XML-Global Technologies Inc.

Effective November 17, 2003, the Company acquired substantially all of the business assets
of XML-Global Technologies, Inc. (“XML Global”), a software developer and vendor of XML
middleware products. The Company acquired XML Global’s intellectual property, customer
relationships, and operating assets and retained all employees, for a total purchase price of
$ 5,169,928. The net assets acquired are as follows:

Accounts Receivable (net) $ 21,482
Office Furniture and Fixtures 52,400
Intangible Assets 1,054,000
Total identifiable assets $ 1,127,882
Total liabilities 81,034
Net assets $ 1,046,848
Acquisition price $ 5,169,928
Allocation:
Net assets $ 1,046,848
Goodwill 4,123,080
$ 5,169,928
Consideration:
Cash paid on acquisition $ 1,669,928
Cash paid subsequently in accordance with the 228,625
share price guarantee
$ 1,898,553
Shares issued on acquisition 3,271,375
$ 5,169,928
Net cash paid:
Cash, per above $ 1,898,553

During the year, as per the terms of the Company’s acquisition of substantially all of the
business assets of XML-Global Technologies, Inc. (“XML Global”) on November 17, 2003,
the remaining 250,000 common shares were released from escrow and a one-time cash
payment of $228,625 was made to the holders. This payment was reflected as a reduction
in Capital Stock.



4. Other Assets

As at March 31

2005 2004
Cost
Deferred development costs $ 6,078,225 $ 5,369,005
Acquired intangible assets 1,104,000 1,104,000
Investment in public company shares - 1,999
$ 7,182,225 $ 6,475,004
Accumulated amortization
Deferred development costs $ 4,001,396 $ 3,259,872
Acquired intangible assets 159,300 48,900
Investment in public company shares - -
$ 4,160,696 $ 3,308,772
Net book value
Deferred development costs $ 2,076,829 $ 2,109,133
Acquired intangible assets 944,700 1,055,100
Investment in public company shares - 1,999
$ 3,021,529 $ 3,166,232

Included in amortization expense in the income statement for the six months ended March
31, 2005 is $ 306,174 (2004 - $ 436,186) related to amortization of deferred development
costs and $ 55,200 (2004 - $ 42,025) related to amortization of acquired intangibles.

5. Goodwvill
As at March 31
2005 2004

Net book value, beginning of period $ 6,243,616 $ 2,066,578
Additions related to acquisition of business assets - 4,123,080
Additional consideration paid on acquisitions 15,784 34,919
Realized tax asset benefit - (10,402)
Net book value, end of period $ 6,259,400 $ 6,214,175

During the six month period ended March 31, 2005, the Company paid additional
consideration of $15,784 (six month period ended March 31, 2004 — $ 34,919) to the
former owners of Rush Creek Software Corporation. At the date of acquisition, a future
income tax asset existed but was not recorded in accordance with Management’s
determination. Generally Accepted Accounting Principles require that when the benefit of
this asset is realized it is recorded as a reduction of goodwill previously recognized.

During the year ended September 30, 2004, the Company purchased substantially all of the
business assets of XML Global, (see Note 3) and recorded goodwill in the amount of
$4,123,080 pertaining to the acquisition.



6. Capital stock

March 31, 2005 March 31, 2004

Number Amount Number Amount
Balance, beginning of year 9,894,361 $ 45,132,392 8,883,750 $ 41,616,493
Issued pursuant to exercise of
vested stock options 32,917 54,313 7,278 12,009
Stock based compensation (Note 2) - 102,986 - 1,362
Share issuance costs - - - (3,500)
Issued pursuant to acquisition of
XML Global business assets - - 1,000,000 3,500,000
Reduction due to cash paid
subsequently pursuant to the share
price guarantee (Note 3) - (228,625) - -
Balance, end of period 9,927,278 $ 45,061,066 9,891,028 $ 45,126,364

7. Stock-based compensation plan

A summary of the status of the Company’s stock option plan as of March 31, 2005 and
2004 and any changes during each year-to-date period is presented below:

Weighted Average

Shares Exercise Price
2005 2004 2005 2004
Outstanding, beginning of year 1,112,388 936,833 $ 4.00 $ 4.02
Granted 47,000 207,000 2.34 3.68
Exercised (32,917) (7,278) 1.65 1.65
Forfeited (120,417) (6,000) 17.98 3.15
Outstanding, end of quarter 1,006,054 1,130,555 $ 233 $ 3.98

Options exercisable at quarter end 851,054 685,787




The following information applies to options outstanding at March 31, 2005:

Option Price

$ 1.36
1.50
1.65
1.65
1.65
2.20
2.29
2.35
2.40
3.20
3.25
3.45
3.60
3.80
4.05
4.36
6.00

Number

2,000
2,000
634,804
20,000
25,000
8,000
20,000
17,000
10,000
20,000
9,000
66,250
20,000
85,000
5,000
12,000
50,000

Expiry

February, 2007
January, 2007
December, 2006
August, 2007
May, 2007
March, 2008
February, 2010
February, 2010
February, 2010
January, 2006
December, 2005
November, 2008
November, 2008
October, 2008
January, 2006
March, 2009
July, 2005

Pro forma disclosure of net income and earnings per share as if the Corporation had elected
to adopt the fair value based accounting method for all awards granted on or after

October 1, 2002:

Net income (loss) for the period

As reported
Pro forma

Net income (loss) per share - basic

As reported
Pro forma

Net income (loss) per share - fully -diluted

As reported
Pro forma

Three Months Ended

Six Months Ended

March 31 March 31
2005 2004 2005 2004
$ (996,956) $ (333,664) $(1,505,002) $ 158,900
$ (996,956) $ (348,800) $(1,505,002) $ 128,981
$ (0.10) $ (0.03) $ (0.15) $ 0.02
$ (0.10) % (0.04) $ (0.15) $ 0.01
$ (0.10) $ (0.03) $ (0.15) $ 0.02
$ (0.10) % (0.04) $ (0.15) $ 0.01

For options issued, the fair value of each stock option grant is estimated as at the date of
grant using the Black-Scholes option pricing model.



8. Foreign exchange contracts

From time to time, the Company uses foreign exchange Prward contracts to hedge
portions of its forecasted revenues denominated in foreign currencies. As a matter of
policy, the Company does not enter into speculative futures contracts or use other
derivative financial instruments. These activities serve to minimize, but not eliminate, the
risk from fluctuations in the exchange rate between the foreign currencies and the
Canadian dollar.

As at March 31, 2005, the Company had foreign exchange forward contracts outstanding to
fix the rate at which estimated US dollar revenues are to be recorded in fiscal 2005 and
2006. The Company has committed to sell $4.0 million US dollars during the balance of
fiscal 2005 and $1.0 million US dollars during the first quarter of fiscal 2006 at an average
rate of exchange of CAD 1.2767. The fair market value of those contracts at March 31,
2005 was approximately $5.277 million in US dollars.

9. Segmented information

The Company has determined that it serves one industry segment, information technology.

Geographic information

The following table provides information about geographic segment sales, capital assets
and goodwill.

Sales Capital Assets and Goodwill
2005 2004 2005 2004
Canada $ 295,089 $ 484,660 $ 4,918,614 $ 4,827,205
European Union 625,721 718,868 - -
United Kingdom 1,584,773 1,796,860 294,647 346,820
United States 3,804,330 4,787,603 2,304,328 2,313,140
Other 421,148 481,141 - -

$ 6,731,061

$ 8,269,132

$ 7,517,589

$ 7,487,165
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