O PARETO

Consolidated Financial Statements

For the quarter ended September 30, 2009




Assets

Current assets

Accounts receivable

Inventories (note 4)

Prepaid expenses

Current future income tax assets

Loans receivable and other assets (note 5)
Long-term future income tax assets
Capital assets (note 6)

Intangible assets (note 7)

Goodwill (note 8)

Liabilities and Shareholders' Equity

Current liabilities

Bank indebtedness (note 9)

Accounts payable and accrued liabilities

Dividends payable

Deferred revenue

Income taxes payable

Current portion of capital lease obligations (note10)
Current portion of lease inducements (note11)
Current portion of long-term loan (note 12)

Long-term future income tax liabilities (note 3)
Long-term capital lease obligations (note 10)
Deferred lease inducements (note 11)
Long-term loan (note 12)

Total liabilities

Shareholders' equity

Share capital (note 13(b))

Contributed surplus (note 13(f))

Retained earnings and accumulated other comprehensive income (note 3)

Total shareholders’ equity

Pareto Corporation
Consolidated Balance Sheets

September 30
2009
(unaudited)

December 31
2008

(audited) — note 3

16,029,248 16,460,617
2,048,487 1,746,355
607,898 466,040
43,759 38,167
19,629,392 18,711,179
1,669,734 1,299,045
183,184 258,209
4,728,082 3,340,697
1,292,245 1,343,493
21,058,577 21,058,577
48,561,214 46,011,200
1,645,284 654,573
10,450,224 12,032,039
488,762 1,717,246
2,774,619 2,023,252
1,495,295 983,915
. 314,275

42,482 42,482
1,200,000 -
18,096,666 17,767,782
326,890 194,192

. 395,004

310,881 342,742
10,623,106 -
29,357,543 18,699,720
12,635,777 16,501,855
1,888,789 1,492,547
4,679,105 9,317,078
19,203,671 27,311,480
48,561,214 46,011,200

The accompanying notes are an integral part of these consolidated financial statements
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Pareto Corporation
Consolidated Statements of Operations and Retained Earnings

Three months ended Nine months ended
September 30 (unaudited) September 30 (unaudited)

Revenue $ 17,591,647 § 18126430 $ 50,823,212 § 55433452
Operating and administrative expenses 14,919,821 16,536,954 44,606,499 50,670,690
2,671,826 1,589,476 6,216,713 4,762,762
Amortization of capital assets 153,221 177,355 477,226 494,945
Amortization of intangible assets 52,779 52,778 158,336 158,333
Interest expense 51,938 118,691 148,306 404,328
Interest income (47,410) (6,375) (105,992) (20,559)
Share-based compensation (note 13(f)) 208,441 203,214 629,374 604,805
418,969 545,663 1,307,250 1,641,852
Earnings before income taxes 2,252,858 1,043,813 4,909,464 3,120,910
Income taxes (note 14) 757,735 399,483 1,683,608 1,058,189
Net earnings and comprehensive income for
the period 1,495,122 644,330 3,225,855 2,062,721
Retained earnings, beginning of period (note 3) 9,758,685 8,766,100 9,317,077 7,877,806
Dividends declared (488,762) - (1,777,887) -
Excess price paid over carrying value on
repurchase of common shares (6,085,940) - (6,085,940) (5630,097)
Retained earnings, end of period $§ 4679105 § 9410430 § 4,679,105 $ 9,410,430
Basic earnings per share $ 0.036 $ 0015 § 0.076 $ 0.048
Diluted earnings per share (note 15) $ 0.034 § 0014 $ 0073 §$ 0.046
Weighted average number of common
shares outstanding:
Basic (note 15) 41,545,569 42,773,370 42,244,025 43,066,546
Diluted (note 15) 43,857,647 44,664,783 44,410,848 44,841,339

The accompanying notes are an integral part of these consolidated financial statements
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Pareto Corporation

Consolidated Statements of Cash Flows

Three months ended

September 30 (unaudited)

Nine months ended

September 30 (unaudited)

2009 2008 (note 3 2009 2008 (note 3
Operating activities
Net earnings for the period $ 1495122 $ 644,330 $ 3,225,855 $ 2,062,721
Items not involving cash:
Amortization of capital assets 153,221 177,354 477,226 494 945
Amortization of intangible assets 52,779 52,778 158,336 158,333
Amortization of lease inducement (note 11) (10,621) (28,571) (31,862) (28,571)
Non-cash interest (41,805) - (90,189) -
Non-cash lease expense - - - 197,130
Share-based compensation (note 13 (f)) 208,441 203,214 629,374 604,805
Future income tax provision (notes 3 and 14) 69,491 236,099 202,131 847,976
1,926,628 1,285,204 4,570,871 4,337,339
Changes in non cash operating accounts
(note 16) (37,428) 424,557 (1,246,689) (1,579,800)
1,889,200 1,709,761 3,324,182 2,757,539
Investing activities
Capital asset additions (1,596,770) (144,903) (1,864,611) (629,174)
Intangible asset additions (107,088) - (107,088) -
Proceeds from lease inducement (note 11) - 227,285 - 227,285
Loans receivable and other assets (190,250) (188,500) (380,500) (738,500)
Acquisitions, net of cash (note 8 (a)) - - - (3,066,668)
(1,894,108) (106,118) (2,352,199) (4,207,057)
Financing activities
Dividends paid (645,147) - (3,006,371) -
Repayment of capital lease obligations (582,503) (71,353) (709,279) (208,331)
Repayment of Loans Receivable 75,000 - 100,000 -
Proceeds from term loan (note 12) 11,823,106 11,823,106 -
Issuance of shares - 86,000 - 98,500
Share issue costs - - - (2,051)
Repurchase of common shares (10,170,150) (10,170,150) (1,026,430)
500,306 14,647 (1,962,694) 1,138,312
Increase (Decrease) in cash for the period 495,398 1,618,290 (990,711) (2,587,830)
(Bank Indebtedness)/Cash, beginning of
period (2,140,682) (4,574,411) (654,573) (368,291)
(Bank Indebtedness)/Cash, end of period $ (1,645284) § (2,956,121) $ (1,645284) §  (2,956,121)

The accompanying notes are an integral part of these consolidated financial statements
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Pareto Corporation

Notes to Consolidated financial Statements
September 30, 2009

Nature of Operations

Pareto Corporation (“the Company” or “Pareto”) is incorporated under the laws of Ontario. Pareto is a marketing
services company, providing marketing solutions through the delivery, fulfillment and distribution of retail
promotions; direct marketing; customer incentive and loyalty management; field merchandising; and program
management services.

Significant Accounting Policies

Basis of Consolidation

These financial statements include the accounts of Pareto Corporation and all of its wholly-owned subsidiaries
consisting of Pareto Inc., Pareto Retail Services Inc. and Secom Plus Inc. Inter-company transactions and
balances are eliminated upon consolidation.

Use of Estimates

The preparation of financial statements in accordance with Canadian generally accepted accounting principles
requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and the disclosure of contingent assets and liabilities at the date of the financial statements, and the
reported amount of revenues and expenses during the reporting period. These estimates principally relate to
valuation of accounts receivable, impairment testing of goodwill and stock compensation.  Actual results could
differ from management's best estimates as additional information becomes available in the future.

Accounts Receivable

Collectability of accounts receivable is reviewed on an ongoing basis. An allowance account is used when there
is objective evidence that it is impaired. The factors that are considered in determining if an accounts receivable
is impaired include whether a customer is in bankruptcy, under administration or if payments are in dispute. The
offsetting expense is recognized in earnings within operating expenses. When an accounts receivable for which
an impairment allowance had been recognized becomes uncollectible in a subsequent period, it is written off
against the allowance account. Subsequent recoveries of amounts previously written off are credited against
operating expenses in earnings.

Financial Instruments

Financial instruments are measured at fair value on initial recognition. After initial recognition, financial
instruments are measured at their fair values, except for financial assets classified as held-to-maturity or loans
and receivables and other financial liabilities, which are measured at amortized cost.

Amortized cost related to financial assets classified as held-to-maturity or loans and receivables and other
financial liabilities is calculated using the effective interest method with changes recognized as income or
expense in earnings.

Gains and losses related to financial assets and financial liabilities classified as held for trading are recorded in
earnings in the period in which they arise. The Company designates financial assets and financial liabilities as
held for trading if it is acquired or incurred principally for the purpose of selling or repurchasing in the near term.

If a financial asset is classified as available-for-sale, the cumulative unrealized gain or loss is recognized in
accumulated other comprehensive income and recognized in earnings upon sale or other-than-temporary
impairment. The Company assesses whether a financial asset is other-than-temporarily impaired by assessing
whether there is a significant or prolonged decline in fair value and objective evidence of impairment exists such
as financial difficulty, breach or default of contracts, probability of bankruptcy or other financial reorganization.

The Company applies trade date accounting for its purchases and sales of financial assets.



Pareto Corporation

Notes to Consolidated Financial Statements
September 30, 2009

2. Summary of Significant Accounting Policies (continued)

Transaction Costs

Transaction costs directly attributable to financial assets and liabilities that are not classified as held-for-trading
are included in the amortized cost of the related asset or liability and recognized in earnings through the effective
interest method. Transaction costs related to held-for-trading financial assets and liabilities are expensed as
incurred.

Derivative Financial Instruments

All derivative financial instruments are measured at fair value, even when they are part of an effective hedging
relationship. An embedded derivative is a component of a hybrid instrument that also includes a non-derivative
host contract, with the effect that some of the cash flows of the combined instrument vary in a way similar to a
stand-alone derivative. If certain conditions are met, an embedded derivative is bifurcated from the host contract
and accounted for as a derivative in the consolidated balance sheet, and measured at fair value.

The Company does not enter into derivative financial instruments for trading or speculative purposes.

The Company’s significant financial asset and liabilities are classified as follows:

Bank indebtedness Held for trading
Accounts receivable Loans and receivables
Loans receivable Loans and receivables
Other assets Held to maturity
Accounts payable and accrued liabilities Other financial liabilities
Long-term loans Other financial liabilities
Inventories

Inventories include work in progress, finished goods and loyalty reward units. Work in progress includes costs
incurred on non-manufacturing projects for which revenue has not yet been recognized for accounting purposes.
Finished goods inventory includes total costs incurred for print materials that the company holds for future
distribution under its fulfillment and distribution client agreements. Loyalty reward units include the cost of units
purchased that the company holds for resale under its incentive service agreements. Inventory is carried at the
lower of cost and net realizable value. The cost of work in progress inventory and loyalty reward units is
determined through specific identification by project and includes direct costs and labour. The cost of finished
goods inventory is determined using the retail method of accounting.

Capital Assets
Capital assets are recorded at cost, less accumulated amortization. Amortization is provided as follows:

Computer software Straight-line over 1 to 8 years
Computer hardware 30% declining balance
Furniture and fixtures 20% declining balance
Machinery and equipment Straight-line over useful life
Leasehold improvements Straight-line over lease term



Pareto Corporation

Notes to Consolidated Financial Statements
September 30, 2009

Summary of Significant Accounting Policies (continued)

Intangible Assets

Intangible assets consist of the value of the Company’'s acquired customer relationships and internally
developed software. In the marketing services industry, customer relationship assets are typically long-term in
nature, and therefore are amortized on a straight-line basis over an estimated useful life of 10 years. Internally
developed software are costs to design, develop and implement proprietary software including fees paid to
independent contractors, salaries and related expenses of personnel engaged in these activities, and are
amortized on a straight-line basis over an estimated useful life of 5 years.

Impairment of Long Lived Assets
The Company monitors events and changes in circumstances which may require an assessment of the
recoverability of its long lived assets. The Company assesses recoverability using estimated undiscounted future
operating cash flows expected from the use and eventual disposition of the asset. If the carrying amount of an
asset is not recoverable, an impairment loss is recognized in operations, measured by comparing the carrying
amount of the asset to its fair value.

Goodwill
Goodwill represents the consideration paid for acquisitions in excess of the fair market value of the net
identifiable assets acquired. Goodwill is carried at cost, less impairment losses, if any.

The Company uses a two-step impairment test on an annual basis, or when significant business changes have
occurred that may have had an adverse impact on the fair value of the goodwill. To determine whether
impairment has occurred, the fair value of the reporting unit is compared to its carrying amounts, including
goodwill. The Company uses a present value of future cash flow approach for determining the fair value of its
reporting units. Future cash flows are based on management's best estimates considering historical and
expected operating plans, economic conditions and general outlook for the industry and markets in which the
reporting unit operates. The discount rates used by the Company are based on an optimal debt to equity ratio
and consider the risk free rate, market equity risk premium, size premium and operational risk premium for
possible variations from management's projections. The terminal value is the value attributed to the reporting
unit's operations beyond the projected period of growth prospects.

The Company's assumptions are affected by current market conditions which may affect expected revenues. In
addition, while the Company plans to limit increases in costs, operating costs may increase more significantly
than expected. The Company has made certain assumptions for the discount and terminal growth rates to reflect
possible variations in the cash flows; however the risk premiums expected by market participants related to
uncertainties may differ or change quickly depending on economic conditions or events.

When the fair value is in excess of its carrying amount, the goodwill is not considered impaired, and the second
step of the impairment test is not necessary. An impairment loss is recognized when the carrying amount of the
goodwill exceeds its fair value. It is not reversed in the event that the fair value subsequently increases.



Pareto Corporation

Notes to Consolidated Financial Statements
September 30, 2009

2. Summary of Significant Accounting Policies (continued)

Income Taxes

The liability method is used for determining income taxes. Under this method, future income tax assets and
liabilities are determined based on deductible or taxable temporary differences between financial statement
basis and tax basis of assets and liabilities measured at the rates expected to apply when the differences are
realized. Future tax assets and liabilities are adjusted to reflect changes in tax rates and laws in the period such
changes are substantially enacted, resulting in adjustments to that period's earnings. A valuation allowance is
recorded against future tax assets for amounts that are not more likely than not to be realized. Tax reserves are
established for uncertain tax positions based on management’s best estimates.

Revenue Recognition

Revenue is recognized when the service is performed, in accordance with terms of the contractual arrangement
and upon completion of the earnings process as follows: for print management when delivered to the client or
fulfillment agency, direct marketing when delivered to the client’s distribution agency, event management when
the event is completed, fulfillment and distribution upon shipment to the client, and customer incentive and
loyalty management services when delivered to the client or its agent. Costs incurred in advance of a project's
completion are reflected as work in progress. Customer receipts in advance of a project's completion are
recorded as deferred revenue. For program management and field merchandising services, revenues are
recognized as services are rendered.

The Company has arrangements to provide multiple products and services to certain of its customers. The
Company has accounted for the activities within such arrangements as separate accounting units based on the
relevant revenue recognition criteria for each revenue type described above. These arrangements include
delivered items with stand-alone value, and undelivered items with objective and reliable evidence of fair value
where delivery is probable and substantially controlled by the vendor.

Revenue from sales of third party services is recorded net of costs when the Company is acting as an agent
between the customer and the vendor and recorded gross when the Company is a principal to the transaction.
Several factors are considered to determine whether the Company is an agent or a principal, including whether
the Company is the primary obligor to the customer, has inventory risk or adds meaningful value to the service.
Consideration is also given to whether the Company was involved in the selection of the vendor's service, has
latitude in establishing the sales price or has credit risk.

Earnings per Share

Basic earnings per share are determined using the weighted average number of common shares outstanding
during the year. Diluted earnings per share are determined using the weighted average number of common
shares outstanding during the period, plus the effects of potential dilutive common shares outstanding during the
period. This method requires that diluted earnings per share be calculated, using the treasury stock method, as if
all potential common shares had been issued at the later of the beginning of the year or the date of issuance of
the dilutive instrument, and that the funds obtained thereby be used to repurchase common shares of the
Company at the average fair value of the common shares during the period.



Pareto Corporation

Notes to Consolidated Financial Statements
September 30, 2009

2.

Summary of Significant Accounting Policies (continued)

Stock-based Compensation

The compensation cost for options granted to employees and officers is determined using the fair value method.
The fair value of the options at the grant date is estimated using the Black-Scholes option pricing model, and
recognized over the vesting period of the options as an expense, using the graded vesting method with a
corresponding amount included in equity as contributed surplus. Any consideration received by the Company on
the exercise of stock options is credited to share capital and the contributed surplus component of the stock-
based compensation is transferred to share capital upon the issuance of shares.

Long-term Incentive Plans

Eligible employees, consultants, directors and officers of the Company participate in a long-term incentive plan,
being restricted stock units (RSUs). Compensation cost for RSUs granted is recorded as an expense with a
corresponding increase in contributed surplus. Compensation cost is measured based on the common share
price on the grant date and recognized over the vesting period using the straight-line method.

Foreign Currencies
Monetary assets and liabilities denominated in foreign currencies are translated at the exchange rates in effect
as of the balance sheet date.

Revenue and expense items are translated at the exchange rates prevailing on the date the transactions occur.
The results of foreign currency translation are recognized in net earnings.

Changes in Accounting Policies
New Accounting Policies

Goodwill and Intangible Assets — In February 2008, the CICA issued Handbook Section 3064, Goodwill and
Intangible Assets, replacing the existing guidance on goodwill and other intangible assets and research and
development costs. The standard is effective for interim and annual financial statements for fiscal years
beginning on or after October 1, 2008. The new standard established revised standards for the recognition,
measurement, presentation and disclosure of goodwill and intangible assets and provides guidance for the
treatment of various preproduction and start-up costs, and requires that these costs be expensed as incurred.

The Company applied the new accounting standard retrospectively at the beginning of its current fiscal year,
with restatement of prior periods. Certain assets, notably, start-up and other deferred costs previously included
on the Company’s balance sheet as Deferred Costs prior to the Company’s current fiscal year no longer meet
the new recognition or measurement criteria and the definition of an asset were removed from the consolidated
balance sheets in accordance with CICA Handbook Section 1506, Accounting Changes. The balance of any
such Deferred Costs as at the beginning of the Company’s 2008 fiscal year was reflected as a charge to opening
retained earnings.

Net Earnings Impact - For the nine months ending September 30, 2009, the implementation of the new
standard resulted in an increase to the Company’s pre-tax net earnings of $118,851, a decrease to future
income taxes of $33,090, and an increase to net earnings of $85,761.



Pareto Corporation

Notes to Consolidated Financial Statements
September 30, 2009

3.

Changes in Accounting Policies (continued)

Balance Sheet Adjustments — The impact on balances as at December 31, 2008 was a non-cash reduction of
$118,490 to opening retained earnings ($245,825 at January 1, 2008), a $159,838 reduction in deferred costs
and a $41,348 reduction in long-term future income tax liabilities

Future Accounting Policy Changes

International Financial Reporting Standards - In February 2008, the Accounting Standards Board (AcSB)
announced that Canadian GAAP for publicly accountable enterprises will be replaced by International Financial
Reporting Standards (“IFRS”) for fiscal years beginning on or after January 1, 2011. The transition from
Canadian GAAP to IFRS will be applicable for the Company for the first quarter of 2011, at which time the
Company will prepare both its fiscal 2011 and 2010 comparative financial information using IFRS.

The Company has used internal resources to understand, identify and assess the overall effort required to adopt
IFRS and has met with an external consultant in 2009 preparing for the change. The Company has established a
changeover plan that consists of three phases: initiation, a detailed assessment, and design and implementation.
The plan will cover various areas including:

e Changes to accounting policies and implementation decisions;

¢ Disclosure requirements

e Changes to information systems and accounting processes

e Changes to internal control over financial reporting and disclosure controls and procedures
¢ Training requirements; and

¢ External stakeholder communications

The impact of the adoption of IFRS on the Company’s financial reporting is not yet determinable. As the
Company assesses the impact of adopting IFRS, it will update its MD&A disclosures quarterly to report on the
progress of its IFRS changeover plan.

The Company plans to adopt IFRS according to the schedule recommended by the AcSB.

Business Combinations and Minority Interest - In October of 2008, the CICA issued Handbook Section 1582,
Business Combinations (CICA 1582), concurrently with Handbook Sections 1601, Consolidated Financial
Statements (CICA 1601), and 1602, Non-controlling Interests (CICA 1602). CICA 1582, which replaces
Handbook Section 1581, Business Combinations, establishes standards for the measurement of a business
combination and the recognition and measurement of assets acquired and liabilities assumed. CICA 1601, which
replaces Handbook Section 1600, carries forward the existing Canadian guidance on aspects of the preparation
of consolidated financial statements subsequent to acquisition other than non-controlling interests. CICA 1602
establishes guidance for the treatment of non-controlling interests subsequent to acquisition through a business
combination. These new standards are effective for the Company’s interim and annual consolidated financial
statements commencing on September 1, 2011 with earlier adoption permitted as of the beginning of a fiscal
year. The Company is assessing the impact of the new standards on its consolidated financial statements.
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Pareto Corporation

Notes to Consolidated Financial Statements
September 30, 2009

4. Inventories

September 30 December 31
2009 2008
Work in progress $ 2,783,654 $ 623,226
Finished goods 151,025 73,129
Loyalty reward units 13,808 1,050,000
$ 2948487 § 1,746,355

There have been no write downs of inventory recognized as an expense in the period. There are no inventories

pledged as security for liabilities.

5. Loans Receivable and Other Assets

September 30 December 31

2009 2008

Employee loans receivable (a) $ 150,000 $ 250,000
Employee loan receivable (b) 236,250 236,250
Employee loan receivable(c) 188,500 188,500
Convertible debenture (d) 698,409 624,295
Convertible debenture (e) 396,575 -
$ 1,669,734 § 1,299,045

(a) In May 2006, the Company issued loans totalling $250,000 to executives of the Company for the purchase of
192,308 common shares of the Company. During 2009, $100,000 was repaid to the Company. The loan is
carried at the carrying amount of $150,000 which approximates its fair value. The loan bears interest at Prime
Rate plus 2% with interest payable quarterly. The loans are repayable on May 16, 2011. The loans are full
recourse and the Company has received a pledge of the purchased common shares as security for the loans.

(b) In April 2007, the Company issued a loan totalling $236,250 to an executive of the Company for the purchase of
225,000 common shares of the Company. The loan is carried at the carrying amount of $236,250 which
approximates its fair value. The loan bears interest at Prime Rate plus %2% with interest payable quarterly. The
loan is repayable on April 4, 2012. The loan is full recourse and the Company has received a pledge of the
purchased common shares as security for the loans.

(c) In September 2008, the Company issued a loan totalling $188,500 to an executive of the Company for an initial
purchase of 290,000 common shares of the Company in the open market. The loan is carried at the carrying
amount of $188,500 which approximates its fair value. The loan bears interest at Prime Rate plus %% with
interest payable quarterly. The loan is repayable on September 30, 2013. The loan is full recourse and the
Company has received a pledge of the purchased common shares as security for the loans.



Pareto Corporation

Notes to Consolidated Financial Statements
September 30, 2009

Loans Receivable and Other Assets (continued)

On February 26, 2008 the Company provided financing in the amount of $550,000 to PeerSet Inc. (“Peerset”),
formerly Ontogenix Inc., in return for a three year convertible debenture. The debenture bears an annualized
interest rate of 16% of the principal, compounded annually. Interest shall be due and payable upon prepayment
or repayment of the debenture. The Company has the option to convert the principal and any outstanding
interest into equity securities at any time upon a material business change event and/or liquidity event. A
material business change event occurs if Peerset becomes insolvent, its board is reduced in size to two or fewer
members, or Peerset is in default of any of the terms of the debenture. A liquidity event means an initial public
offering or change of control. If converted, ownership is expected to be treated on a cost basis. The debenture
is secured by a general security agreement over all the present and future assets of Peerset.

At September 30, 2009, the carrying amount of the loan includes $148,409 of accrued interest from the issue
date of February 26, 2008 and approximates fair value calculated based on the present value of estimated cash
flows at current interest rates.

On April 7, 2009, the Company provided an additional loan in the amount of $190,250 (“First Tranche
Debenture”) to Peerset in return for a two year convertible debenture. In accordance with the terms of the
Subscription Agreement, a second amount of $190,250 was provided to Peerset on July 13, 2009 (“Second
Tranche Debenture”) in return for a two year convertible debenture, and has terms and conditions substantially
similar to the First Tranche Debentures, including the maturity date thereof. The debenture bears an annualized
interest rate of 12% of the principal, compounded annually. Interest shall be due and payable upon prepayment
or repayment of the debenture. The Company has the option to convert the principal and any outstanding
interest into equity securities at any time upon a material business change event and/or liquidity event. A
material business change event occurs if Peerset becomes insolvent, its board is reduced in size to two or fewer
members, or Peerset is in default of any of the terms of the debenture. A liquidity event means an initial public
offering or change of control. If converted, ownership is expected to be treated on a cost basis. The debenture
is secured by a general security agreement over all the present and future assets of Peerset.

At September 30, 2009, the carrying amount of the loan includes $16,075 of accrued interest from the first issue
date of April 7, 2009 and approximates fair value calculated based on the present value of estimated cash flows
at current interest rates.

The Peerset debentures have been classified as held-to-maturity. Management deemed the value of the

conversion right to be insignificant at the date of issue and at September 30, 2009 based on an assessment of
the conversion rights and term to expiry.
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Pareto Corporation

Notes to Consolidated Financial Statements

September 30, 2009

1.

8.

6. Capital Assets

Accumulated Net book
September 30, 2009 Cost Amortization Value
Computer software 1,769,091 1,108,308 660,783
Computer hardware 1,118,375 720,433 397,942
Furniture and fixtures 1,264,478 743,527 520,951
Machinery and equipment 2,253,583 190,469 2,063,114
Leasehold improvements 1,680,981 595,689 1,085,292
8,086,508 3,422,956 4,728,082
Accumulated Net Book
December 31, 2008 Cost Amortization Value
Computer software 1,710,804 $ 956,603 $ 754,201
Computer hardware 979,647 628,825 350,822
Furniture and fixtures 1,237,567 655,880 581,687
Machinery and equipment 697,230 185,742 511,488
Leasehold improvements 1,621,015 478,516 1,142,499
6,246,263 $ 2,905,566 $ 3,340,697

Intangible Assets
Accumulated Net book
Cost Amortization Value
Customer relationships $ 2111,106 $ 925,949 $ 1185157
Internally developed software 107,088 - 107,088
Balance at September 30,2009 §$ 2,218,194 § 925,949 $ 1,292,245

Goodwill

Balance at December 31, 2007 $ 19,058,577
Additional consideration from acquisition of Secom Plus Inc. 2,000,000
Balance at December 31, 2008 and September 30, 2009 $ 21,058,577

On October 3, 2006, the Company acquired all of the outstanding shares of Secom Plus Inc. (“Secom”) a
Montreal based retail sales and merchandising company for initial consideration of $5,000,000, comprised of
$3,250,000 in cash, $1,250,000 of acquisition notes payable, and 450,450 common shares with a fair value of
$500,000 at that date. Additional contingent consideration of $3,000,000 and additional transaction costs of
$12,429 were recorded in 2007 and paid in 2008. Additional contingent consideration of $2,000,000 was
recorded and paid in 2008 based on the satisfaction of remaining conditions precedent. The acquisition was

accounted for as a purchase.
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Pareto Corporation

Notes to Consolidated Financial Statements
September 30, 2009

9.

10.

1.

Bank Indebtedness

On September 9, 2009, the Company entered into a new credit facility with a major Canadian chartered bank.
The credit facility is comprised of a three year term loan in the amount of $15 million and a revolving line of
credit in the amount of $10 million.  The revolving line of credit bears interest at an annual rate equal to prime
rate plus 1% and is repayable in monthly interest-only payments. The line of credit will be used initially to repay
funds borrowed on the company’s existing line of credit and subsequently for operating purposes. As at
September 30, 2009, the prime rate was 2.25% (3.5% as of December 31, 2008).

Capital Lease Obligations

At September 30, 2009, the Company has no outstanding capital lease commitments. The Company paid the
outstanding amount of the leases funded by a term loan drawn from the Company’s new credit facility discussed
in note 12.

Deferred Lease Inducements

During the year ended December 31, 2008 the Company received various lease inducements under two of its 10
year lease agreements. In accordance with CICA EIC-21 “Accounting for Lease Inducements by the Lessee”,
the Company adopted the recommended balance sheet presentation as well as the amortization of the lease
inducements over the term of the lease as a reduction to rental expense.

Leasehold
improvement

allowance paid by
landlord Rent holiday

Cost $ 227,285 § 197,130 § 424,415
Amortization (13,259) (25,932) (39,191)
Balance at December 31, 2008 214,026 171,198 385,224
Amortization (17,045) (14,816) (21,241)
Balance at September 30, 2009 $ 196,981 § 156,382 § 353,363
Less: Current portion 22,729 19,754 42,483

$ 174,252 § 136,628 $ 310,880
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Pareto Corporation

Notes to Consolidated Financial Statements
September 30, 2009

12. Long term loan

On September 21, 2009, the Company drew upon its new credit facility in note 9 to fund the Company’s
substantial issuer bid described in note 22 for $10 million and to fund the purchase of capital assets and
repayment of capital leases of $2 million. The term loan bears interest at an annual rate starting at banker's
acceptance rate plus 3.25% and is repayable in quarterly installments starting at an annual rate of 10% of the
amount drawn. The term loan was initially recognized at its fair value including all directly attributable transaction
costs. After initial recognition, the balance is measured at amortized cost using the effective interest method.
The loan has a term of three years and is payable on September 8, 2012. The Company used an effective
interest rate of 0.6038%. The Company is in compliance with the covenants of the long-term loan as at
September 30, 2009 and currently expects to be in compliance with the covenants for the remainder of the year.

Principal amount 12,000,000
Less: Transaction costs (178,654)
Initial proceeds 11,821,346
Amortized to interest expense 1,760
11,823,106

Less: Current portion 1,200,000
Balance at September 30, 2009 10,623,106

13. Share Capital
Authorized: Unlimited common shares
Unlimited special shares issuable in series
Issued common shares:
Number of

Shares Amount

Balance, December 31, 2007 43,994,648 $ 16,872,129
Shares issued on exercise of stock options 250,000 128,109
Shares repurchased for cancellation (1,313,500) (496,332)
Shares issue costs - (2,051)
Balance, December 31, 2008 42,931,148 §$ 16,501,855
Shares issued on redemption of restricted stock units 179,333 218,132
Shares repurchased for cancellation (10,526,315) (4,084,210)
Balance, September 30, 2009 32,584,166 12,635,777
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13. Share Capital (continued)

On September 17, the Company announced the results of its “modified Dutch Auction” offer previously
announced August 7, 2009 to purchase for cancellation up to $10,000,000 of its common shares. The auction
process was over-subscribed with 12,099,345 Shares validly tendered to the Offer. Pursuant to the terms of the
Offer, the Company determined the Purchase Price to be $0.95 per Share and purchased for cancellation
10,526,315 Shares for a total cost of $10,000,000. These 10,526,315 Shares represented approximately 24.4%
of the total Shares outstanding as of September 16, 2009. Shares deposited to the Offer at or below $0.95 per
Share were purchased for cancellation at the Purchase Price of $0.95 per Share subject to a proration factor of
95.3%. The payment was funded by the Company’s new credit facility (note 12)

Stock options
The Company has a stock option plan (the "Plan") for employees, consultants and officers of the Company and
was amended in May 2007. Pursuant to the amended Plan, the lesser of 10 per cent of the outstanding and

3,500,000 common shares of the Company have been reserved for issue.

In addition, subject to regulatory approval, the Company grants options which are not included under the Plan to
new employees as an incentive of employment. Currently, there are no options awaiting regulatory approval.

One-third of granted options vest on each of the anniversary dates of the grant and expire after five years.
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13. Share Capital (continued)

Stock option transactions under the Plan, including options issued as incentives, during the period are as

follows:

Number of

Options Weighted Average

Outstanding Exercise Price

Options outstanding, December 31, 2007 1,904,168 $ 1.02
Granted in 2008 424 521 0.68
Exercised in 2008 (250,000) 0.39
Forfeited in 2008 (5,000) 1.05
Options outstanding, December 31, 2008 2,073,689 $ 1.03
Granted in 2009 797,630 0.50
Exercised in 2009 - -
Expired in 2009 (35,000) 0.86
Forfeited in 2009 (152,110) 0.99
Options outstanding, September 30, 2009 2,684,209 $ 0.87
Number of

Options Weighted Average

Exercisable Exercise Price

Options exercisable, December 31, 2008 751,938 $ 1.1
Vested in 2009 470,810 1.07
Expired in 2009 (35,000) 0.86
Forfeited in 2009 (71,665) 1.01
Options exercisable, September 30, 2009 1,116,083 $ 111

The range of exercise prices for options outstanding and exercisable options at September 30, 2009 are as

follows:
Number Weighted Average Number Weighted
Exercise Price Outstanding Contractual Life Exercisable Average
Contractual Life

$0.52 - $0.75 1,166,708 4.27 89,695 3.85
$0.76 - $1.00 74,167 0.41 74,167 0.41
$1.01-9$1.25 1,303,334 2.65 812,221 2.55
$1.26 - $1.53 140,000 1.58 140,000 1.58
2,684,209 3.24 1,116,083 2.39
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13. Share Capital (continued)

d)

e)

Restricted stock units:

The Company has a long-term incentive plan (LTIP) for employees, consultants, directors and officers of the
Company which was amended in May 2007. Pursuant to the amended LTIP, a total of 2,000,000 of the
Company’s common shares have been reserved for issue through the redemption of restricted stock units. RSUs
are convertible into common shares on a one-to-one basis at a price equal to the common share value when
granted. Restricted stock units are redeemable upon the third anniversary of the date of grant.

In addition, subject to regulatory approval, the Company grants restricted stock units which are not included
under the LTIP to new employees as an incentive of employment. Currently there are no restricted stock units
awaiting regulatory approval.

At September 30, 2009, 1,090,952 restricted stock units were outstanding pursuant to the LTIP (993,285 at
December 31, 2008) and 833,333 restricted stock units were outstanding outside of the LTIP as issued as
incentives (833,333 at December 31, 2008). The fair value of a restricted stock unit granted in 2008 and 2007
was estimated to equal the market price of a Pareto common share on the date of grant.

Restricted stock unit transactions including RSU’s issued under the Plan and RSU’s issued as incentives, during
the period are as follows:

Number of RSU’s
Outstanding

RSU'’s outstanding, December 31, 2007 1,515,952
Granted in 2008 333,333
Forfeited in 2008 (22,667)
RSU’s outstanding, December 31, 2008 1,826,618
Granted in 2009 300,000
Redeemed in 2009 (179,333)
Forfeited in 2009 (23,000)
RSU’s outstanding, September 30, 2009 1,924,285

Share-based compensation:

The fair value of stock options granted was estimated using the Black-Scholes option-pricing model with the
following assumptions:

2009 2008
Dividend yield 0% 0%
Expected volatility 60.17% to 64.18% 52.30% to 60.73%
Risk-free interest rate 1.38% to 1.60% 2.22% t0 2.94%
Expected option life 3 to 4 years 2 to 4 years
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13. Share Capital (continued)
f)  Contributed surplus
In the nine months ending September 30, 2009 , $629,375 (2008 - $401,591) of share based compensation was

added to contributed surplus with $218,133 (2008 - $128,109) of contributed surplus reallocated to share capital
as a result of restricted stock units redeemed in the period.

14. Income Taxes

Three months ended Nine months ended
September 30 September 30

2009 2008 2009 2008

Provision for income taxes consists of:
Current $ 688,244 164,384 $ 1,481,477 $ 210,213
Future (note 3) 69,491 235,099 202,131 847,976

$ 757,735 399,483 $ 1,683,608 $ 1,058,189

15. Earnings Per Share

The table below contains the data used to calculate the Company’s diluted earnings per share:

Three months ended Nine months ended

September 30 September 30

2009 2008 2009 2008

Net earnings (note 3) $ 1,495122 644,330 $ 3,225855 § 2,062,721
Weighted average number of

common shares outstanding 41,545,569 42,773,370 42,244,025 43,066,546

Stock options 346,489 64,795 189,070 105,109

Restricted stock units 1,965,589 1,826,618 1,977,752 1,669,684

Weighted average number of

diluted common shares

outstanding 43,857,647 44,664,783 44,410,848 44,841,339
$ 0.034 0014 $ 0.073 §$ 0.046

The calculation of the dilutive impact of the exercise of options excludes those securities considered anti-dilutive
because their exercise price exceeded the average market price of Pareto’s common shares during the period
(2009 - $0.68), meaning their inclusion would increase diluted earnings per share. In 2009, 2,822,620 stock
options were excluded because their effect would be anti-dilutive.
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16. Supplementary Cash Flow Information

Three months ended Nine months ended
September 30 September 30
2009 2008 2009 2008
Changes in non-cash operating
accounts:
Accounts receivable $ (2,235,008) (233,205) $ 431,369 $ 510,534
Inventory and work in progress (813,108) (73,666) (1,202,132) 167,264
Prepaid expenses 81,323 21,985 (141,858) 102,168
Accounts payable and accrued
liabilities 1,378,715 (627,876) (1,596,815) (3,520,151)
Income taxes payable 718,870 90,945 511,380 70,232
Deferred revenue 831,780 1,246,373 751,367 1,090,153
$ (37,428) 424556 $ (1,246,689) $ (1,579,800)
Supplemental cash flow
information:
Interest paid $ 51,938 120,228 $ 148,306 § 410,865
Income taxes paid - 999,619 85,932

17. Commitments

Pareto has operating lease agreements for premises and equipment with aggregate future annual minimum
lease payments as follows:

2009 $ 215,044
2010 858,191
2011 814,027
2012 647,020
2013 661,722
2014 and thereafter 2,569,632

18. Related Party Transactions

The company has no related party transactions other than the loans receivable described in note 5.
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19.

Segmented Information

The Company provides shopper marketing solutions through the delivery of print management, direct
marketing, event management, program management, customer incentive and loyalty management, fulfillment
and distribution services and field merchandising. In the opinion of management, the Company carries on
business in one operating segment.

During the nine month period ending September 30, 2009, one customer represented greater than 10% of the
Company’s revenue being 24% (2008 — 26%). Amounts due from this customer accounted for 14% of
accounts receivable as at September 30, 2009 (December 31, 2008 — 24%). All of the Company’s operations
are located in Canada.

20. Capital Management

The Company’s policy is to maintain a strong capital base so as to maintain investor, creditor and market
confidence and sustain future development of the business. The Company defines capitalization to include the
total of bank indebtedness, long-term loans, capital lease obligation and shareholders’ equity.

September 30, 2009 December 31,2008

Bank Indebtedness $ 1,645,284  § 654,573
Long-term loans 11,821,346 -
Capital lease obligation - 709,279
Total debt 13,466,630 1,363,852
Shareholders' equity 19,203,671 27,311,480
Total capitalization $ 32,670,301  $ 28,675,332
Debt:Shareholders’ equity 0.7:1 0.05:1
Debt:Total Capitalization 0.4:1 0.05:1
Debt: EBITDA () 1.4:1 0.17:1

M For purposes of calculating ratios EBITDA is defined as earnings before amortization, net interest and
finance charges, share-based compensation, income taxes, gain on acquisition and non-recurring expenses.
EBITDA is not a measure defined under Canadian generally accepted accounting principles (“GAAP”) and
therefore readers are cautioned that measures adjusted to a basis other than GAAP do not have
standardized meaning and are unlikely to be comparable to similar measures used by other companies.

Management considers the Company’s capital resources adequate to meet the Company’s operating, capital
expenditure, and financing requirements.

The Company seeks to maintain a balance between the higher returns that might be possible with the leverage

afforded by higher borrowing levels and the security afforded by a sound capital position. The Company’s
target is to create value for its shareholders over the long-term through increases in share value.
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20. Capital Management (continued)

On November 20, 2008, the Company declared a special cash dividend of $0.04 per issued and outstanding
share payable on January 15, 2009, to shareholders of record at the close of business on December 31, 2008.

On March 4, 2009, the Company initiated a quarterly cash dividend of $0.015 per issued and outstanding share,
with the inaugural dividend payable on April 15, 2009, to shareholders of record at the close of business on
March 31, 2009. On June 11, 2009, the Company declared another cash dividend of $0.015 per issued and
outstanding share, payable on July 15, 2009, to shareholders of record at the close of business on June 30,
2009. On September 15, 2009, the Company declared a quarterly dividend of $0.015 per issued and
outstanding share, payable on October 15, 2009, to shareholders of record at the close of business on
September 30, 2009.

On September 9, 2009, the Company entered into a new credit facility with a major Canadian chartered bank.
The credit facility is comprised of a three year term loan in the amount of $15 million and a revolving line of
credit in the amount of $10 million. The term loan bears interest at an annual rate starting at banker's
acceptance rate plus 3.25% and is repayable in quarterly installments starting at an annual rate of 10% of the
amount drawn. The Company is in compliance with the covenants of the long term credit facility at September
30, 2009. The revolving line of credit bears interest at an annual rate equal to prime rate plus 1% and is
repayable in monthly interest-only payments. The line of credit will be used initially to repay funds borrowed on
the company’s existing line of credit and subsequently for operating purposes.

On September 17, 2009, the Company announced the completion of its offer to purchase from shareholders up
to $10 million of its outstanding common shares for cancellation. Pursuant to the terms of the offer previously
announced on August 7, 2009, the company determined the Purchase Price to be $0.95 per share and
purchased for cancellation 10,526,315 Shares for a total cost of $10,000,000. These 10,526,315 Shares
represent approximately 24.4% of the total Shares outstanding as of September 16, 2009.

On September 21, 2009, the Company drew upon its new credit facility to fund the Company’s substantial issuer
bid described in note 22 for $10 million and to fund the purchase of capital assets of $2 million.

The Company may consider acquisition opportunities. Depending on the size of an acquisition, the Company
may need to secure external capital in addition to the current credit facilities, in the form of debt or share equity,
to finance the acquisition.

While the overall debt position increased significantly during the quarter, the overall approach to capital
management did not change during the quarter.
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21,

(a)

(b)

Financial Instruments
Fair value of Financial Instruments

At September 30, 2009, the fair value of the Company’s financial instruments approximate their carrying values
due to their short-term nature or because they bear interest at market rates.

Financial Risk Management

The Board of Directors has overall responsibility for the establishment and oversight of the Company’s risk
management framework. The Company’s risk management policies are established to identify and analyze the
risks faced by the Company, to set appropriate risk limits and controls, and to monitor risks and adherence to
limits. Risk management policies and systems are reviewed regularly to reflect changes in market conditions
and the Company’s activities.

Credit Risk

Credit risk is the risk of financial loss to the Company if a customer or counterparty to a financial instrument fails
to meet its contractual obligations, and arises primarily from the Company’s receivables from customers and
notes receivable.

Accounts Receivable

The Company’s exposure to credit risk is dependent upon individual characteristics of each customer. Each new
customer is assessed for creditworthiness before standard payment and delivery terms and conditions are
offered. The Company deals with large, credit worthy clients and bills in advance of the provision of services,
whenever possible.

The Company regularly reviews the collectability of its accounts receivable and establishes an allowance for
doubtful accounts based on its best estimate of any potentially uncollectible accounts. Historically, the Company
has experienced minimal bad debts. As at September 30, 2009, a reserve in respect of doubtful accounts of
$68,708 was set up to cover accounts where collection is not assured.

Substantially all of the Company’s accounts receivables are within Canada.

Liquidity Risk

Liquidity risk is the risk that the Company will not be able to meet its financial obligations as they fall due. The
Company ensures, as far as possible, that it will always have sufficient liquidity to meet obligations when due
and monitors cash flow requirements daily and projections weekly.

Market Risk

Market risk is the risk that changes in market prices, such as foreign exchange rates, interest rates and equity
prices will affect the Company’s income or the value of its holding of financial instruments. The objective of
market risk management is to manage and control market risk exposures within acceptable parameters, while
optimizing the return on risk.
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21.

Vi.

Vii.

Financial Instruments (continued)

Interest Rate Risk
The Company'’s principal exposure to interest rate fluctuations is limited to bank indebtedness (as described in
note 9) which bears interest at floating interest rates.

Based on the Company’s average debt level during the year ended September 30, 2009, the sensitivity of a 100
basis point increase in interest rates would result in an approximate decrease of $23,000 in net after tax annual
earnings.

Foreign Exchange Risk

The Company, on occasion, engages in transactions in foreign currencies, most commonly involving the US
dollar and the Euro. The Company mitigates its risk by billing whenever possible in the relevant currency and,
on occasion, enters into derivative instruments to manage this risk. At September 30, 2009, there are no such
contracts outstanding.

Other Market Price Risk
The Company does not enter into commodity contracts other than to meet the Company’s expected usage and
sale requirements and such contracts are not settled net.

22. Comparative Figures

Certain comparative figures have been reclassified to conform to the current period’s presentation.
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Pareto Corporation
Management’s Discussion and Analysis of Results of Operations and Financial Position

Management's Discussion and Analysis of Results of Operations and Financial Position (“MD&A”) of Pareto Corporation
(“the Company” or “Pareto”), dated November 9, 2009, summarizes the significant factors affecting the consolidated
operating results, financial condition, liquidity and cash flows of Pareto for the quarter ended September 30, 2009 . All
amounts are in Canadian dollars. This MD&A should be read in conjunction with consolidated financial statements for the
period ended December 31, 2008, which are prepared in accordance with Canadian generally accepted accounting
principles (“GAAP”). Additional information relating to Pareto, including the Annual Information Form dated March 31, 2009,
can be found at the Company’s website at www.pareto.ca and on SEDAR at www.sedar.com.

Forward-looking Statements

The Company and its representatives periodically make written and spoken forward-looking statements, including those
contained in this report. By their nature, forward-looking statements are subject to risks and uncertainties that could result in
actual performance being materially different from anticipated results. The Company cautions readers, when making
decisions, to consider the risks and uncertainties of forward-looking statements. The Company relies upon litigation
protection for forward-looking statements.

Non-GAAP Measures

In this discussion and analysis, management uses “EBITDA” (earnings before amortization, net interest and finance
charges, share-based compensation, income taxes, gain on acquisition and non-recurring expenses), a measure not
defined under Canadian GAAP, to discuss operating performance. The Company cautions readers that measures adjusted
to a basis other than GAAP do not have a standardized meaning and are unlikely to be comparable to similar measures
used by other companies. EBITDA is presented as a supplemental figure for discussion because management believes it
provides useful information regarding operating performance.

Management uses other non-GAAP financial measures, including debt (capital lease obligation, acquisition notes payable,
and bank indebtedness), EBITDA margin and cash interest expense.

The Company’s non-GAAP financial measures, particularly EBITDA, are measures used by investors, financial analysts
and lenders, who may use EBITDA and other non-GAAP financial measures to value the Company and assess the
Company'’s ability to service its debt.

Business Overview

Pareto helps its clients sell more by implementing their Shopper Marketing strategies with optimal impact, inside and
outside of the store. We deliver services on behalf of our clients that directly impact the way their customers buy. Pareto’s
focus is on the details of marketing programs, utilizing technology to drive efficient and effective marketing implementation.
The Shopper Marketing products and services which Pareto offers to its clients can be grouped into those enhancing the
Shopper Experience and those influencing Shopper Behaviors:

»  Shopper Experience
—  In Store Messaging
— Promotions & Special Events
—  Planograms/Merchandising
»  Shopper Behaviour
— Direct to Shopper Messaging (Direct Marketing)
— Incentives and Loyalty

Pareto provides measurable, quantifiable services that complement and support its clients’ marketing and sales
departments. The value proposition to the client is overall reduced promotion costs and the benefits of Pareto’s
management system in terms of reduced cycle times, program effectiveness and compliance, mass customization and data
availability.
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Pareto sells its products and services, other than select incentive programs which are based on reward unit resale
(described in more detail below), either on a project or deliverable fixed fee basis or on a time and materials basis.

Pareto services are typically sold on a fixed fee basis include in-store messaging, some promotions, direct marketing
services, and special events. For example, the Company typically sells finished goods (such as in-store signage and direct
mail) bundled with an end to end management system (which may include web or data management and distribution) for a
fixed price per unit. Profitability in the project or deliverable fixed fee business model is driven by Pareto’s success in
accurately projecting its costs in pricing products and services and by effective project management.

Planograms/Merchandising services and some promotions programs are sold on a time and materials basis. In the time and
materials based business model profitability is driven by establishing appropriate billing rates for services rendered, and by
ensuring that each billable employee is engaged in an appropriate level of billable activity.

Certain incentive programs are based upon the resale of reward units at prices in excess of the cost of the unit to Pareto.
Profitability in this business model is dependent on the successful achievement by Pareto’s clients of the sales and other
business objectives for which the reward units are used as an incentive as well as the number of participants registered in
the program. This drives the volume of reward units resold by the Company. These programs are also characterized by
significant start-up costs incurred to put the program into place and to sign up participants. As revenues directly reflect our
clients’ sales volume, the timing of those revenues trends toward the end of the year, as client companies are working to
ensure they meet their annual sales targets and accordingly offer attractive incentives to their sales channel during this
time. The attractiveness of the reward units resold is also a factor in the overall performance and growth potential of the
Company’s loyalty and incentive business.

In all of Pareto’s businesses it is critical that the Company have and retain the highest quality of personnel having the
capabilities and expertise required to deliver the services and products required by clients. Personnel development and
retention is a key focus of Pareto management and the Company believes that its personnel systems and processes are a
key component of its achievements in terms of growth and profitability to date.

Pareto is managed and operated as a single business. The Company endeavors to sell, to each client, as many of its
services and products as possible and while the Company markets a number of distinct “solutions”, in reality a particular
project typically involves contributions from several service offerings. Senior management also participates directly in the
sales and delivery of products and services to the Company’s clients. Accordingly, the Company has determined that it is
not practical to prepare and provide profitability information for individual components of Pareto’s business, nor is it
meaningful to present a measure of profitability for the business, which includes all direct costs incurred in respect of sales
and operational execution other than EBITDA.

Pareto endeavors to enter into long-term contracts with its clients in order to deliver the most cost effective outsourcing of
the client's marketing execution as possible. Customer contracts are often annual with certain contracts being two to three
years in length. Long-term contracts allow Pareto to develop and execute longer-term performance improvement and cost
reduction programs, and achieve a more seamless interaction with the client personnel. We are shifting our focus towards
more strategic relationships, and away from opportunistic or reactive business. We are striving to build enterprise-wide
relationships.
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Competition in the marketing industry is intense, and competitors range from small, owner-managed companies to
diversified multinational agency groups. While the industry is highly fragmented overall, the trend for many years has been
towards consolidation. While many companies may provide services which are similar to the Company’s, Pareto’s focus on
shopper marketing as opposed to strategy is often a differentiator. As such, the Company often acts as a complement to,
rather than in competition with, existing client marketing and agency resources.

Pareto provides shopper marketing services that are designed to produce measurable results and help our clients sell
more. While overall marketing budgets have been reduced during economic downturns, it is services like advertising or
branding that tend to be viewed as being most dispensable. Conventional media has grown increasingly fragmented,
making it more difficult for marketers to reach their target audiences. The traditional focus on brands and mass advertising
are less effective. Recent research indicates that shopper marketing is the fastest growing segment of the marketing
industry. Total in-store marketing expenditures are on the increase and are projected to continue to be a larger percentage
of marketing budgets. Our customers are indicating that these in-store, or shopper marketing, programs are more effective
than traditional programs and deliver the highest return on investment of any marketing programs. Shopper marketing
solutions are designed to influence consumers’ decisions at the point of sale and provide measurable sales lift.

Pareto provides incentive solutions, encompassing loyalty programs and events. This area of the business is the most
susceptible to economic downturns, when this type of spending may be seen as expendable in times of cost cutting
pressures. Given the long lead times on some of these projects, we are seeing reductions in spending for 2009 yet at the
same time are seeing commitments being made for 2010.

The Company has spent the last year implementing a business management system allowing us to monitor costs,
profitability by project and resource requirements. The Company believes it is able to adjust internal resources quickly by
shifting them to areas of growth. The Company has completed a thorough review of its cost base and has made material
reductions in 2009 to its selling, general and administrative costs and reduced certain service offerings where profitability
was not sufficient. Strategically, we believe this has led to stronger focus on our four core offerings.

Pareto has not seen a significant impact on its operations in the last 12 months as a result of the current global economic
situation. The Company’s customer base includes blue chip clients that are reasonably diversified and poses minimal credit
risk. Over the last 12 months, the Company has not experienced any significant collection problems on accounts
receivable.

All of the Company’s operations are located in Canada with little selling or purchasing done outside of Canada and as such,
the Company has minimal exposure to changes in currency.

28




Pareto Corporation

Management’s Discussion and Analysis of Results of Operations and Financial Position

Operating Results for the quarter ended September 30:

2009 2008 $ Change % Change
Revenue $ 17591647 § 18126430 §  (534,783) (3%)
Operating and administrative expenses 14,919,821 16,354,563 1,434,742 10%
EBITDA @ $ 2671826 $ 1,771,867 § 899,959 51%
15.2% 9.8% 5.4%
Amortization of long-term assets $ 206,000 $ 230,133  § 24,133 10%
Non-recurring expenses () - 182,391 182,391 100%
Interest expense 51,938 118,691 66,753 56%
Interest income (47,410) (6,375) 41,035 644%
Share-based compensation 208,441 203,214 (5,227) (3%)
418,969 728,054 309,085 42%
Earnings before income taxes 2,252,858 1,043,813 1,209,044 116%
Income taxes 757,735 399,483 (358,252) (89%)
Net earnings $ 1495122 §$ 644330 $ 850,792 132%
Basic and Diluted earnings per share $ 0.035 § 0015 § 0.02 140%
Operating Resulits for the nine months ended September 30:
2009 2008 $ Change % Change
Revenue $ 50823212 § 55433452 § (4,610,240) (8%)
Operating and administrative expenses () 44,606,499 50,488,299 5,881,800 12%
EBITDA @ $ 6216713 § 4945153 § 1,271,560 26%
12.2% 8.9% 3.3%
Amortization of long-term assets $ 635,562 $ 653,278 $ 17,716 3%
Non-recurring expenses () - 182,391 182,391 100%
Interest expense 148,306 404,328 256,022 63%
Interest income (105,992) (20,559) 85,433 416%)
Share-based compensation 629,374 604,805 (24,569) (4%)
1,307,250 1,824,243 516,993 28%
Earnings before income taxes 4,909,464 3,120,910 1,788,553 57%
Income taxes 1,683,608 1,058,189 (625,419) (59%)
Net earnings $ 3225855 § 2062721 $ 1,163,134 56%
Basic and Diluted earnings per share $ 0075 § 005 § 0.025 58%

() Operating and administrative expenses for 2008 exclude non-recurring expenses totaling $182,391 for costs incurred
during the third quarter of 2008 by the company for its September 18, 2008 terminated substantial issuer bid. @ See “Non-

GAAP Measures”
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Third Quarter Results

Revenue

In the third quarter of 2009, the Company generated $17.6 million of revenue compared to $18.1 million in 2008, a decrease
of $0.5 million or 3%. Revenue decreased this quarter in our incentives and loyalty services, down $0.9 million or 21% and
in the merchandising services, down $0.5 million or 15% over the same period last year. Revenue increased this quarter in
direct marketing services, up $0.6 million or 22% and in our in-store messaging services, up $0.6 million or 7%

For the nine month period ended September 30, 2009, revenues decreased by 8% or $4.6 million to $50.8 million from
$55.4 million in the same period last year. Revenue decreased in our incentives and loyalty services, down $4.3 million or
33%, in the merchandising services down $2.2 million or 21%. Revenue increased in in-store messaging services, up $3.3
million or 17%, and direct marketing services by $0.5 or 6%.

Increased revenues from the in-store messaging services were driven in the third quarter due to new business, and year to
date by new business that we have won as well as increasing volume with our existing clients. Our in-store messaging
services are designed to influence consumers’ decisions at the point of sale and provide measurable sales lift. Some
customers have indicated that these services are becoming more important during tough economic times, as evidenced by
this year's results. Increased revenues from direct marketing services are the result of new business that we have won this
year, which has offset declines in sales to financial services clients.

The merchandising service decline was due mainly to a large $2.5 million project undertaken during the first half of 2008
with new business in 2009 spread more evenly throughout the year.

Our incentive and loyalty services are the one part of our business that has been most adversely impacted by the economic
downturn. Several customers have cancelled large scale events for 2009, opting for smaller scale incentive programs or
deferring until 2010. Our current year decline is due to two of our largest incentive event programs that took place in the
third quarter of 2008 and two programs that took place in the second quarter and did not recur this year, but given that
events have large cost components together with our focus on cost reduction and improved operating efficiencies, margins
have not been impacted at the same levels.

At the beginning of 2009, in addition to our focus on cost reduction, we exited relationships with a number of customers
where the service offerings were insufficiently profitable. The impact of these decisions are seen in 2009 through
somewhat reduced revenues, but significantly improved margins with the removal of the insufficiently profitable business
but also in the improved operating focus of our business.

In the first three quarters of 2009 the Company’s mix of revenues by business model was as follows:

% Fixed fee basis - $ 33.6 million or 66% ($32.3 million or 58% in 2008)
% Time and materials basis - $12.7 million or 25% ($17.8 million or 32% in 2008)
% Resale of reward units - $4.5 million or 9% ($5.3 million or 10% in 2008)
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Operating and Administrative Expenses

In the third quarter of 2009, the Company incurred $14.9 million in operating and administrative expenses compared to
$16.4 million in 2008, a decrease of $1.4 million or 10%. As a percentage of revenue, operating and administrative
expenses represented 84.8% in the third quarter of 2009 as compared to 91.2% in the same period last year. Operating
and administrative expenses include direct project costs, wages and salaries, facilities costs, and selling, general, and
administrative costs.

For the nine month ended September 30, 2009, operating and administrative expenses decreased by 12% to $44.6 million
compared to $50.5 million in the same period last year. As a percentage of revenue, operating and administrative
expenses represented 87.8% in 2009 as compared to 91.1% in 2008.

Expenses decreased as a percentage of revenue in the third quarter due to mix of services sold, the mix of customers,
reduced selling, general and administrative costs resulting from cost cutting measures and improved operating efficiencies,
and procurement savings.

At the beginning of 2009, in addition to our focus on cost reduction, we exited relationships with a number of customers
where the service offerings were insufficiently profitable. The impact of these decisions are seen in 2009 through
somewhat reduced revenues, but significantly improved margins with the removal of the insufficiently profitable business
but also in a sharper focus operationally.

We have invested significant capital into our production facility during the third quarter and have begun to see improved
efficiencies for the customers utilizing this technology.

During 2009, we have undertaken a more focused effort to squeeze savings opportunities out of the business. As a result,
we have found material cost reductions. We continue to strive for ways to ensure SG&A remains at an appropriate level.

EBITDA

In the third quarter of 2009, the Company generated $2.7 million of EBITDA (see “Non-GAAP Measures”), compared with
$1.8 million in 2008, an increase of 51%. EBITDA as a percentage of revenue represented 15.2% in 2009 compared to
9.8% in 2008. This increase in percentage is due to reduced infrastructure costs, mix of revenues and greater operating
efficiencies. For the nine month ended September 30, 2009, the Company generated $6.2 million of EBITDA, compared to
$4.9 million in 2008. EBITDA as a percentage of revenue represented 12.2% in the first three quarters of 2009 compared
to 8.9% in 2008.

EBITDA percentage has improved as a percentage of revenue due to reduced infrastructure costs, mix of revenues and
greater operating efficiencies.

Amortization, Interest, Share-based Compensation and Non-recurring expenses

In the third quarter of 2009, the Company incurred amortization, interest and share-based compensation expenses of $0.4
million compared to $0.7 million in 2008, a decrease of $0.3 million or 42%. This decrease was driven primarily by interest
expenses as a result of lower debt levels compared to prior year and non-recurring costs incurred in the prior year related to
the cancelled substantial issuer bid.. Share-based compensation expense increased by 3% reflecting the impact of timing
on vesting of options and restricted stock units granted

For the nine month period ended September 30, 2009, total amortization, interest and share-based compensation expenses
decreased by $0.5 million or 20% compared to the same period last year. This decrease is due to lower interest costs,
($0.3 million) due to lower debt levels, increased, and non-recurring costs of $0.2 million incurred in 2008 related to the
cancelled substantial issuer bid.
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Income Taxes

In the third quarter of 2009, the Company incurred income tax expenses of $0.8 million, compared to $0.4 million in 2008.
Income taxes represented 34% of earnings before tax compared to 38% in 2008, as the prior year tax provision has been
adjusted for actual tax returns completed this fiscal year. For the nine month period, the overall tax rate was 34% compared
to 34% in 2008. The Company expects to incur an effective tax rate of approximately 34% during 2009.

Net earnings

In the third quarter of 2009, the Company generated $1.5 million of net earnings compared to $0.6 million in 2008, an
increase of $0.9 million or 132%. For the nine month ended September 30, 2009, net eamings of $3.2 million represented
a 56% increase compared to $2.1 million in the same period last year. This increase is the result of improved EBITDA
margins, lower interest expenses and non-recurring expenses incurred in 2008 for the cancelled substantial issuer bid. Net
earnings as a percentage of revenue was 8.8% for the third quarter compared to 3.6% in 2008. For the nine month period,
net earnings as a percentage of revenue was 6.4% compared to 3.7% in 2008. Excluding the effect of income taxes,
earnings before income taxes were 13.2% of revenue for the quarter compared to 5.8% in 2008, and 9.8% of revenue for
the nine month period compared to 5.6% in 2008.

Earnings per share
Basic and diluted earnings per share were $0.035 for the third quarter 2009 and $0.015 for 2008. For the nine month ended
September 30, basic and diluted earnings per share were $0.075 in 2009 compared to $0.05 in 2008.

Liguidity and Capital Resources

Financial Position

September 30,2009  December 31, 2008

Bank Indebtedness  $ 1645284 § 654,573 990,711 151%

Long-term loans 11,821,346 - 11,821,346 100%

Capital lease obligation - 709,279 (709,279) (100%)

Total debt 13,466,630 1,363,852 12,102,778 909%

Shareholders' equity 19,203,671 27,429,969 (8,107,809) (30)%

Total capitalization ~ $ 32,670,301 $ 28,793,821 § 3,876,480 13%

Working capital position ~ $ 1,532,726 § 943,397 $ 589,329 62%
Debt:Shareholders’ equity 0.7:1 0.05:1
Debt:Total Capitalization 0.4:1 0.05:1
Debt:EBITDA 1.4:1 0.17:1

Sources of short-term liquidity include cash provided by operating activities, a $10 million operating line of credit secured by
a general security agreement over the assets of Pareto and its subsidiaries, which is repayable on demand, and a $15
million term loan facility.

Management considers the Company’s capital resources adequate to meet the Company’s operating, capital expenditure,
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and financing requirements.

The Company seeks to maintain a balance between the higher returns that might be possible with the leverage afforded by
higher borrowing levels and the security afforded by a sound capital position. The Company’s target is to create value for
its shareholders over the long-term through increases in share value.

On November 20, 2008, the Company declared a special cash dividend of $0.04 per issued and outstanding share payable
on January 15, 2009, to shareholders of record at the close of business on December 31, 2008.

On March 4, 2009, the Company initiated a quarterly cash dividend of $0.015 per issued and outstanding share, with the
inaugural dividend payable on April 15, 2009, to shareholders of record at the close of business on March 31, 2009. On
June 11, 2009, the Company declared another cash dividend of $0.015 per issued and outstanding share, payable on July
15, 2009, to shareholders of record at the close of business on June 30, 2009. On September 15, 2009, the Company
declared a quarterly dividend of $0.015 per issued and outstanding share, payable on October 15, 2009, to shareholders of
record at the close of business on September 30, 2009.

On September 9, 2009, the Company entered into a new credit facility with a major Canadian chartered bank. The credit
facility is comprised of a three year term loan in the amount of $15 million and a revolving line of credit in the amount of $10
million. The term loan bears interest at an annual rate starting at banker's acceptance rate plus 3.25% and is repayable in
quarterly installments starting at an annual rate of 10% of the amount drawn. The Company is in compliance with the
covenants of the long term credit facility at September 30, 2009. The revolving line of credit bears interest at an annual
rate equal to prime rate plus 1% and is repayable in monthly interest-only payments. The line of credit will be used initially
to repay funds borrowed on the company’s existing line of credit and subsequently for operating purposes.

On September 17, 2009, the Company announced the completion of its offer to purchase from shareholders up to $10
million of its outstanding common shares for cancellation. Pursuant to the terms of the offer previously announced on
August 7, 2009, the company determined the Purchase Price to be $0.95 per share and purchased for cancellation
10,526,315 Shares for a total cost of $10,000,000. These 10,526,315 Shares represent approximately 24.4% of the total
Shares outstanding as of September 16, 2009.

On September 21, 2009, the Company drew upon its new credit facility to fund the Company’s substantial issuer bid
described in note 22 for $10 million and to fund the purchase of capital assets of $2 million.

The Company may consider acquisition opportunities. Depending on the size of an acquisition, the Company may need to
secure external capital in addition to the current credit facilities, in the form of debt or share equity, to finance the
acquisition.

While the overall debt position increased significantly during the quarter, the overall approach to capital management did
not change during the quarter.

Operating activities

The Company continues to generate strong cash flows from operations. In the third quarter of 2009, Pareto’s operating
activities generated $1.9 million of cash flow compared to $1.7 million of cash flow generated in 2008, an increase of $0.2
million. Operating activities before changes in non-cash operating accounts generated $1.9 million of cash flow in 2009
compared to $1.3 million in 2008, an increase of $0.6 million. This increase was due to increased net earnings for the
period of $0.9 offset by a decrease due to income taxes of $0.2 million, as the Company is incurring taxes whereas tax
losses were available during the first nine months of last year. Non-cash operating accounts remained unchanged in 2009
compared to $0.4 million provided in 2008, a decrease of $0.4 million.
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For the nine month ended September 30, 2009, operating activities generated $3.3 million of cash flow compared to $2.8
million of cash flow generated in 2008, a increase of $0.5 million. Operating activities before changes in non-cash operating
accounts generated $4.6 million of cash flow in 2009 compared to $4.3 million in 2008, an increase of 0.3 million. This
increase was mainly due to increased net eamings for the nine month period of $1.2 million, offset by the impact of cash
taxes versus prior year losses available of $0.6 million and a one time non-cash leasehold inducement of $0.2 million
received in 2008. Non-cash operating accounts utilized $1.2 million of cash flow in 2009 compared to $1.6 million in 2008,
an increase of $0.4 million.

Our accounts receivable balance showed a $0.2 million decrease during the first nine months of the year to $15.9 million
from $16.1 million at December 31, 2008. This figure represents an average Days Sales Outstanding of 86 days compared
to 76 days at December 31, 2008.

Investing activities

During the third quarter 2009, investing activities utilized $1.9 million of cash flow, using $1.6 million for capital asset
additions to our production facility, used $0.1 million for internally developed software and $0.2 million as a short term loan
to PeerSet Inc. (“PeerSet’), formerly known as Ontogenix Inc., compared to $0.1 million for the same period last year. In
2008, $0.2 million was utilized for payment of outstanding acquisition notes payable, used $0.1 million for capital asset
additions offset by $0.2 million provided by cash lease inducements.

For the nine month ended September 30, 2009, investing activities utilized $2.4 million of cash flow, using $1.9 million for
capital asset additions, used $0.1 million for internally developed software and $0.4 as a short term loan to PeerSet,
compared to $4.2 million for the same period last year. In 2008, $3.1 million was utilized for payment of outstanding
acquisition notes payable from the Secom Plus Inc. acquisition in 2006, $0.7 million was utilized to provide financing to
PeerSet, in return for a three year convertible debenture, used $0.6 million for utilized for capital asset additions offset by
$0.2 million provided by cash lease inducements.

Financing activities

In the third quarter of 2009 financing activities provided $0.5 million of cash flow compared to $0.01 million in the same
period last year. During the current quarter, $11.8 million was provided by a three year term loan drawn out of the new
credit facility of which $10.1 million was utilized to fund the Company’s repurchase of 10.5 million shares pursuant to a
substantial issuer bid, $0.6 million was utilized as full payment of capital lease obligations and $0.6 million was utilized to
pay dividends.

For the nine month ended September 30, 2009, financing activities utilized $2.0 million of cash flow compared to $1.1
million in the same period last year, an increase of $0.9 million. In 2009, $11.8 million was provided by a three year term
loan drawn out of the new credit facility. This was offset by $10.1 million utilized to fund the Company’s substantial issuer
bid, $0.7 million was utilized as full payment of capital lease obligations and $3.0 million was utilized to pay dividends. In
2008, $0.2 million was utilized for payment of capital lease obligations and $1.0 million was utilized to repurchase 1.3 million
common shares of the Company under a normal course issuer bid.

0ff- Balance Sheet Arrangements
The Company has no off-balance sheet arrangements, other than operating leases disclosed below.
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Contractual Obligations
The following table provides a summary of contractual obligations under various debt and lease agreements:

Payments due by period

Total Less than 1 1-3 years 4-5 years After 5 years
year
Term loan $ 11,823,106 $ 1,200,000 $ 10,623,106 $ - $ -
Operating leases 5,765,635 856,196 1,514,588 1,324,511 2,070,340
Total contractual obligations  $ 17,588,741 $ 2,056,196 $ 12137694 $ 1324511 § 2,070,340

Outstanding Share Data

At September 30, 2009 an unlimited number of common shares were authorized and 32,584,166 (December 31, 2008 —
42,931,148) common shares were outstanding. The Company has 2,684,209 options currently outstanding to acquire
common shares pursuant to its Option Plan of which 1,116,083 are exercisable. The Company also has 1,924,285
restricted stock units currently outstanding, all convertible to common shares on a one to one basis. See note 13 to the
consolidated financial statements for further information on the Company’s share capital.

Non-GAAP Earning Measures
The following is a quantitative reconciliation of EBITDA to net earnings:

Quarter ending Quarter ending

September 30, 2009  September 30, 2008
Net earnings $1,495,122 $644,330
Income Taxes 757,735 399,483
Amortization of capital assets and intangible assets 206,000 235,133
Interest and financing charges 4,528 107,316
Non-recurring expenses (1) 182,391
Share-based compensation 208,441 203,214
EBITDA $2,671,826 $1,771,867

Nine months ending  Nine months ending

September 30, 2009  September 30, 2008

Net earnings $3,225,855 $2,062,721
Income Taxes 1,683,608 1,058,189
Amortization of capital assets and intangible assets 635,563 658,278
Interest and financing charges 42 314 378,769
Non-recurring expenses () 182,391
Share-based compensation 629,374 604,805
EBITDA $6,216,714 $4,945,153

M Non-recurring expenses relate to costs incurred during the third quarter of 2008 by the company for its September 18,
2008 terminated substantial issuer bid.
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Transactions with Related Parties

During the nine months ended September 2009, the Company received repayment of $100,000 on a loan to an executive of
the Company issued May 2006 for the purchase of common shares of the Company.

In September 2008, the Company issued a loan totalling $188,500 to an executive of the Company for an initial purchase of
290,000 common shares of the Company in the open market. The loan is carried at the carrying amount of $188,500 which
approximates its fair value. The loan bears interest at Prime Rate plus 2% with interest payable quarterly. The loan is
repayable on September 30, 2013. The loan is full recourse and the Company has received a pledge of the purchased
common shares as security for the loans.

Risks and Uncertainties

Economic Uncertainty

The marketing services industry is subject to the effects of economic downturns. The Company is also exposed to the risk
of clients changing their business plans or reducing their budgets for the Company’s services. As a result, the Company’s
business, financial condition, and operating results may be affected in a material adverse manner

Access to Capital Resources

Management considers the Company’s capital resources adequate to meet the Company’s operating, capital expenditure,
and financing requirements. While the Company expects to generate positive cash flow from operations, the Company may
consider acquisition opportunities. Depending on the size of an acquisition, the Company may need to secure external
capital, in the form of debt or share equity, to finance the acquisition. The incurrence of additional indebtedness will result
in increased interest expense.

Competition

The marketing services industry is highly competitive. The Company has competition in all major markets in which it does
business from competitors that range from large multinational agencies to smaller, regional agencies. The Company must
compete with these companies, firms and agencies in order to maintain existing client relationships and to obtain new
clients and assignments. Competitive factors include account management and creative capabilities and reputation,
management, personal relationships, quality and reliability of service, and expertise in particular niche areas of the
marketplace. As the Company continues to expand through strategic acquisitions or organic growth, this may reduce the
number of competitors in the market; however the success achieved may be a springboard for other companies to enter the
market, therefore the competitive landscape is ever fluctuating and difficult to predict.

Dependence Upon a Limited Number of Clients

Although the Company has a significant number of clients, a relatively small number of them contribute the majority of the
Company’s revenue and gross profit. During the nine month period ending September 30, 2009 Pareto generated revenues
from one client representing greater than 10% of revenues (24%, 2008 - 26%). The Company’s current contract with this
customer has a term ending July 31, 2012.

The Company’s dependence on a limited number of clients may increase in the future, should the Company continue to
achieve improved relationships with key clients and succeed in providing new services to them.

The Company endeavors to reduce the risk of key client dependence by entering into multi-year contractual arrangements
with its key clients and by developing multiple relationships within the client organization. The Company also reduces the
risk of key client dependence by winning new clients through strategic acquisitions and internal growth.
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Credit Risk

At September 30, 2009, accounts receivable represented 33% of consolidated assets (December 31, 2008 - 35%).
Accordingly, the Company could be adversely affected by the bankruptcy of a customer. The Company mitigates its credit
risk with respect to accounts receivable by dealing with large, creditworthy clients and also by billing whenever possible in
advance of the provision of services.

Dependence on Key Personnel

The Company'’s success is dependent on the leadership of a number of key executive and management personnel. If any of
these key individuals leave the Company, the relationships they have with certain of the Company’s clients could be lost. In
addition, the Company’s ability to generate revenue is dependent upon the number and expertise of individuals who
perform project work. The competition for the most experienced and able bodied employees is intense, even during cyclical
downturns in the industry. As a result, if the Company fails to retain existing employees or hire new employees when
necessary, the Company’s business, financial condition, and operating results could be materially and adversely affected.
Although certain members of senior management team have entered into employment contracts that include non-
competition and non-solicitation agreements, those agreements may not be effective in retaining key personnel. All key
employees are shareholders of the Company.

Consolidation of Accounts

Large business organizations have shown a tendency towards consolidating their marketing services providers so that one
firm provides these services to all national and international locations. While the Company could benefit from this trend, it is
also possible that the Company could lose client relationships if certain clients elected to consolidate their marketing
services relationship with another supplier. To the extent that Pareto loses revenue as a result of this trend, the Company’s
business, financial condition and operating results may be affected in a material adverse manner.
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Critical Accounting Estimates

Overview

The preparation of consolidated financial statements in conformity with GAAP requires management to make estimates that
affect the amounts reported and disclosed in the consolidated financial statements. Management bases estimates on
historical experience and various other assumptions that are believed to be reasonable in the circumstances, the results of
which form the basis for making judgments about the carrying values of assets and liabilities. On an ongoing basis,
management evaluates its estimates. However, actual results could differ from estimated results. The Company’s significant
accounting policies are included in note 2 in the 2009 consolidated financial statements. Management believes the following
critical accounting policy involves the most significant judgments and estimates used in the preparation of the Company’s
consolidated financial statements.

Valuation of Accounts Receivable

Accounts receivable is one of the Company’s most significant assets. Collectability of accounts receivable is reviewed on
an ongoing basis. An allowance account is used when there is objective evidence that it is impaired. The factors that are
considered in determining if an account receivable is impaired include whether a customer is in bankruptcy, the age of the
receivable, customer creditworthiness, and historical collection experience or if payments are in dispute. Changes in one or
more assumptions could materially impact the Company'’s results of operation.

Goodwill and Intangible Assets

Goodwill and intangible assets represent the Company’s most significant assets. Goodwill represents the consideration paid
for acquisitions in excess of the fair market value of the net identifiable assets acquired. The carrying value of the goodwill
is assessed at least annually by comparing it to its fair value. To determine whether impairment has occurred, the fair value
of the reporting unit is compared to its carrying amounts, including goodwill. The Company uses a present value of future
cash flow approach for determining the fair value of its reporting units. Future cash flows are based on management's best
estimates considering historical and expected operating plans, economic conditions and general outlook for the industry
and markets in which the reporting unit operates. The discount rates used by the Company are based on an optimal debt to
equity ratio and consider the risk free rate, market equity risk premium, size premium and operational risk premium for
possible variations from management's projections. The terminal value is the value attributed to the reporting unit's
operations beyond the projected period of growth prospects.

The Company's assumptions are affected by current market conditions which may affect expected revenues. In addition,
while the Company plans to limit increases in costs, operating costs may increase more significantly than expected. The
Company has made certain assumptions for the discount and terminal growth rates to reflect possible variations in the cash
flows; however the risk premiums expected by market participants related to uncertainties may differ or change quickly
depending on economic conditions or events.

Intangible assets consist of the value of the Company’s acquired customer relationships and internally developed software.
In the marketing services industry, customer relationship assets are typically long-term in nature, and therefore are
amortized on a straight-line basis over an estimated useful life of 10 years. Internally developed software are costs to
design, develop and implement proprietary software including fees paid to independent contractors, salaries and related
expenses of personnel engaged in these activities, and are amortized on a straight-line basis over an estimated useful life
of 5 years.

No impairment in goodwill and intangible assets were noted during the year-ended December 31, 2008.

If impairment losses related to goodwill and intangible assets were to be recognized in future periods, the losses could have
a material adverse impact on the Company’s results of operations and financial position.
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Stock Based Compensation

Stock based compensation is accounted for in accordance with section 3870 of the CICA handbook. When equity based
instruments such as stock options are issued, an estimate of fair value is derived using the Black-Scholes pricing model.
The application of this pricing model requires management to estimate several variables, including the period for which the
instrument is expected to be outstanding, price volatility of the Company’s stock over the relevant timeframe, the
determination of a relevant risk free interest rate and an assumption regarding the Company'’s future dividend rate policy.
Changes in one or more assumptions could materially impact the value derived for these equity instruments.

Financial Instruments and Other Instruments

Financial instruments are measured at fair value on initial recognition. After initial recognition, financial instruments are
measured at their fair values, except for financial assets classified as held-to-maturity or loans and receivables and other
financial liabilities, which are measured at amortized cost.

Amortized cost related to financial assets classified as held-to-maturity or loans and receivables and other financial
liabilities is calculated using the effective interest method with changes recognized as income or expense in earnings.

The Company’s significant financial asset and liabilities are classified as follows:

Bank indebtedness Held for trading
Accounts receivable Loans and receivables
Loans receivable Loans and receivables
Other assets Held to maturity
Accounts payable and accrued liabilities Other financial liabilities
Long term loans payable Other financial liabilities

The Company, on occasion, engages in transactions in foreign currencies, most commonly involving the US dollar and the
Euro. The Company mitigates its risk by billing whenever possible in the relevant currency and, on occasion, enters into
derivative instruments to manage this risk. At September 30, 2009, there are no such contracts outstanding.

Disclosure Controls and Procedures

The Chief Executive Officer and Chief Financial Officer evaluated the effectiveness of the Company’s disclosure controls
and procedures and concluded that such controls and procedures were effective at the reasonable assurance levels as of
September 30, 2009. Due to inherent limitations, the Company’s disclosure controls and procedures do not guarantee
timely communication of all material events to the certifying officers and projections of any evaluation of effectiveness of
such controls and procedures to future periods are subject to the risk that controls may become inadequate due to changes
in conditions, or deterioration in the degree of compliance with the Company’s policies and procedures.

Internal Control over Financial Reporting

Internal control over financial reporting has been designed, based on the framework established in Internal Control —
Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (“COSQ”), to
provide reasonable assurance regarding the reliability of financial reporting and the preparation of financial statements for
external purposes in accordance with Canadian GAAP.

Management and the CFO have evaluated the effectiveness of our internal control over financial reporting using the
framework designed as described above. Based on this evaluation, the CEO and CFO have concluded that internal control
over financial reporting, as defined by National Instrument 52-109, was effective as at September 30, 2009.
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Because of inherent limitations, internal control over financial reporting and disclosure controls can provide only reasonable
assurances and may not prevent or detect misstatements. Furthermore, projections of any evaluation of effectiveness to
future periods are subject to the risk that controls may become inadequate because of changes in conditions, or that the
degree of compliance with the policies or procedures may deteriorate.

During the quarter ended September 30, 2009, there were no substantive changes in the nature of the Company’s policies
or procedures that have materially affected, or are reasonably likely to materially affect, the Company’s system of internal
control over financial reporting.

Recent Accounting Developments

d)

New accounting policies

Goodwill and Intangible Assets — In February 2008, the CICA issued Handbook Section 3064, Goodwill and
Intangible Assets, replacing the existing guidance on goodwill and other intangible assets and research and
development costs. The standard is effective for interim and annual financial statements for fiscal years beginning on
or after October 1, 2008. The new standard established revised standards for the recognition, measurement,
presentation and disclosure of goodwill and intangible assets and provides guidance for the treatment of various
preproduction and start-up costs, and requires that these costs be expensed as incurred.

The Company applied the new accounting standard retrospectively at the beginning of its current fiscal year, with
restatement of prior periods. Certain assets, notably, start-up and other deferred costs previously included on the
Company’s balance sheet as Deferred Costs prior to the Company’s current fiscal year no longer meet the new
recognition or measurement criteria and the definition of an asset were removed from the consolidated balance sheets
in accordance with CICA Handbook Section 1506, Accounting Changes. The balance of any such Deferred Costs as
at the end of the Company’s 2008 fiscal year was reflected as a charge to opening retained earnings.

Net Earnings Impact — For the nine months ending September 30, 2009, the implementation of the new standard
resulted in an increase to the Company’s pre-tax net eamings of $118,851, a decrease to future income taxes of
$33,090, and an increase to net earnings of $85,761.

Balance Sheet Adjustments — The impact on balances as at December 31, 2008 was a non-cash reduction of
$118,490 to opening retained earnings ($245,825 at January 1, 2008 and $§ 192,905 at April 1, 2008), a $159,838
reduction in deferred costs and a $41,348 reduction in long-term future income tax liabilities

Future Accounting Policy Changes

International Financial Reporting Standards -In February 2008, the Accounting Standards Board (AcSB)
announced that Canadian GAAP for publicly accountable enterprises will be replaced by International Financial
Reporting Standards (“IFRS”) for fiscal years beginning on or after January 1, 2011. The transition from Canadian
GAAP to IFRS will be applicable for the Company for the first quarter of 2011, at which time the Company will prepare
both its fiscal 2011 and 2010 comparative financial information using IFRS.
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The Company has used internal resources to understand, identify and assess the overall effort required to adopt IFRS
and has met with an external consultant to proceed in 2009 preparing for the change. The Company has established a
changeover plan that consists of three phases: initiation, a detailed assessment, and design and implementation. The
plan will cover various areas including:

e Changes to accounting policies and implementation decisions;

Disclosure requirements

Changes to information systems and accounting processes

Changes to internal control over financial reporting and disclosure controls and procedures

Training requirements; and

External stakeholder communications

The impact of the adoption of IFRS on the Company’s financial reporting is not yet determinable. As the Company
assesses the impact of adopting IFRS, it will update its MD&A disclosures quarterly to report on the progress of its
IFRS changeover plan.

The Company plans to adopt IFRS according to the schedule recommended by the AcSB

Business Combinations and Minority Interest - In October of 2008, the CICA issued Handbook Section 1582,
Business Combinations (CICA 1582), concurrently with Handbook Sections 1601, Consolidated Financial Statements
(CICA 1601), and 1602, Non-controlling Interests (CICA 1602). CICA 1582, which replaces Handbook Section 1581,
Business Combinations, establishes standards for the measurement of a business combination and the recognition and
measurement of assets acquired and liabiliies assumed. CICA 1601, which replaces Handbook Section 1600, carries
forward the existing Canadian guidance on aspects of the preparation of consolidated financial statements subsequent
to acquisition other than non-controlling interests. CICA 1602 establishes guidance for the treatment of non-controlling
interests subsequent to acquisition through a business combination. These new standards are effective for the
Company’s interim and annual consolidated financial statements commencing on September 1, 2011 with earlier
adoption permitted as of the beginning of a fiscal year. The Company is assessing the impact of the new standards on
its consolidated financial statements.

SUMMARY OF QUARTERLY AND ANNUAL RESULTS

Quarter ended Last 12

30 September, 2009 Mar 31 Jun 30 Dec 31 months

Quarterly information:

Revenue $ 16,182,996 17,048,569 17,591,647 $ 72,554,096
EBITDA! 1,411,127 2,133,760 2,671,826 9,326,001
EBITDA Margin 8.7% 12.5% 15.2% 12.9%
Net earnings 656,770 1,073,962 1,495,122 4,808,174
Basic and diluted earnings per

share? 0.015 0.024 0.035 0.110
Cash dividends declared 643,967 645,147 488,762 3,495,122
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Year Ended

31 December, 2008 Mar 31 Jun 30 Dec 31

Quarterly information:

Revenue $ 16,453,170 $ 20,853,852 § 18,126,430 $ 21,730,884 $ 77,164,336
EBITDA! 1,179,078 1,994,208 1,771,867 3,109,288 8,054,441
EBITDA Margin 7.2% 9.6% 9.8% 14.3% 10.4%
Net earnings 456,773 914,954 658,152 1,582,320 3,612,199
Basic and diluted earnings per

share? 0.009 0.021 0.015 0.036 0.081
Annual information: 46,171,038

Total assets

Total long-term financial
Liabilities, including current
portion 1,363,852

Cash dividends declared 1,717,246
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Year Ended

31 December, 2007 Jun 30 Sep 30 Dec 31

Quarterly information:

Revenue $ 14716308 § 24,347,041 § 14345259 § 20,931,405 § 74,340,013
EBITDA! 816,693 2,352,547 601,136 3,083,560 6,853,936
EBITDA Margin 5.5% 9.7% 4.2% 14.7% 9.2%
Net earnings 347,544 1,270,254 76,214 1,436,485 3,130,497

Basic and diluted earnings
per share? 0.01 0.03 0.00 0.03 0.07

Annual information:
Total assets 45,586,523

Total long-term financial

liabilities, including current

portion 4,057,613
Cash dividends declared -

1 EBITDA is a non-GAAP financial measure. See above under “Non-GAAP Measures”.

2 The quarterly figures do not add to the annual or LTM figures due to rounding and differences in weighted average diluted
shares outstanding during the periods.

Seasonality

Because of the project-based nature of certain of the Company’s business units which recognize revenue using the
completed contract method, the Company’s results can be significantly impacted in a quarterly period depending on the
timing of the completion of significant projects. This impact, which is particularly pronounced in the Incentives business,
does not follow a predetermined seasonal pattern though the fourth quarter is traditionally the largest period of client
spending in the marketing services industry and can cause material fluctuations in quarterly revenues, EBITDA, and net
earnings.

Additional Information
Other information relating to Pareto, including the Company’s Annual Information Form, is available on SEDAR at
www.sedar.com.
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