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Pareto Corporation
Consolidated Balance Sheets

As at June 30 December 31
2008 2007
(unaudited) (audited)
Assets
Current assets
Accounts receivable $ 16,577,666 17,321,405
Inventory and work in progress (note 3) 1,963,381 2,204,311
Prepaid expenses 579,500 659,683
Current future income tax assets 418,696 950,026
19,539,243 21,135,425
L.oans receivable (note 4) 1,036,250 486,250
Long-term future income tax assets 566,021 732,603
Deferred costs 256,080 335,956
Capital assets 3,454,786 3,283,105
Intangible assets 1,449,052 1,554,607
Goodwill 19,058,577 19,058,577
$ 45,360,009 46,586,523
Liabilities and Shareholders' Equity
Current liabilities
Bank indebtedness (note 5) $ 4,574,411 368,291
Accounts payable and accrued liabilities 11,140,971 13,836,117
Deferred revenue 1,741,779 1,897,999
Income taxes payable 99,309 120,022
Current future income tax liabilities 109,588 119,541
Current portion of acquisition notes payable (note 6) - 3,066,668
Current portion of capital lease obligations (note 7) 297,522 281,666
17,963,580 19,690,304
Long-term future income tax liabilities 433,294 484,667
Long-term capital lease obligations (note 7) 556,445 709,279
Total liabilities 18,953,319 20,884,250
Shareholders' equity
Share capital (note 8(b)) 16,390,038 16,872,129
Contributed surplus (note 8(f)) 1,104,311 706,513
Retained earnings 8,912,341 8,123,631
Total shareholders’ equity 26,406,690 25,702,273
$ 45,360,009 46,586,523

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

Six months ended

June 30 June 30
2008 2007 2008 2007
Revenue 20,853,852 24,347,041 37,307,022 39,063,349
Operating and administrative expenses 18,859,644 21,994 494 34,133,736 35,894,109
1,994,208 2,352,547 3,173,286 3,169,240
Amortization of capital assets 155,988 114,771 312,590 217,070
Amortization of intangible assets 52,777 52,778 105,555 105,555
Amortization of deferred costs 35,086 37,438 74,875 74,878
Interest and finance charges, net 167,110 110,951 276,453 185,546
Share-based compensation 193,811 119,832 401,591 184,357
604,772 435,770 1,171,064 767,406
Earnings before income taxes 1,389,436 1,916,777 2,002,222 2,401,834
Income taxes (note 9) 474,482 646,523 683,415 784,036
Net earnings and comprehensive
income for the period 914,954 1,270,254 1,318,807 1,617,798
Retained earnings, beginning of period 8,133,228 5,911,606 8,123,631 6,291,539
Excess price paid over carrying value on
repurchase of common shares (135,841) (144,233) (530,097) (871,710)
Retained earnings, end of period 8,912,341 7,037,627 8,912,341 7,037,627
Basic and diluted earnings per share
(note 10) 0.02 0.03 0.03 0.04
Weighted average number of common
shares outstanding:
Basic 42,897,760 44,515,164 43,234,245 44,649,180
Diluted 44,735,332 45,804,244 44,965,913 45,645,608




Pareto Corporation

Consolidated Statements of Cash Flows

Three months ended

Six months ended

June 30 June 30
2008 2007 2008 2007
Operating activities
Net earnings for the year $ 914,953 1,270,254 § 1,318,806 $ 1,617,798
Items not involving cash:
Amortization of capital assets 155,988 114,771 312,590 217,070
Amortization of intangible assets 52,777 52,778 105,555 105,555
Amortization of deferred costs 35,086 37,438 74,875 74,878
Non-cash interest and finance charges 2,651 3,281 5,001 6,562
Share-based compensation 193,811 119,832 401,591 184,357
Future income tax provision 417,394 541,761 636,586 498,106
1,772,660 2,140,115 2,855,004 2,704,326
Changes in non cash operating accounts
(note 11) (956,077) (1,181,058) (1,807,226) (4,054,556)
816,583 959,057 1,047,778 (1,350,230}
Investing activities
Capital asset additions (431,812) (502,507) (484,271) (721,770)
Other asset additions - 17,141 - (59,304)
Loans receivable - (23,334) (550,000) (23,334)
(431,812) (508,700) (1,034,271) (804,408)
Financing activities
Repayment of acquisition notes payable (66,668) (100,000) (3,066,668) (1,383,333)
Repayment of long-term debt - (125,001) - (250,002)
Repayment of capital lease obligations (69,426) (64,371) (136,978) (130,161)
Issuance of shares 12,500 72,501 12,500 110,500
Share issue costs - - (2,051) -
Repurchase of common shares (265,451) (225,780) (1,026,430) (1,082,826)
(389,045) (442,651) (4,219,627) (2,735,822)
Decrease in cash for the period (4,274) 7,706 (4,206,120) (4,890,460)
(Bank Indebtedness)/Cash, beginning of
period (4,570,137) 121,961 (368,291) 5,020,127
(Bank Indebtedness)/Cash, end of period $ (4,574,411) 129667 $ (4,574,411) $ 129,667




Pareto Corporation

Notes to Consolidated Financial Statements
June 30, 2008

Significant accounting policies

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
of print management; direct marketing; event management; program management, customer
incentive and loyalty management; fulfilment and distribution services; and field
merchandising services.

Basis of consolidation

These unaudited 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.
These interim consolidated financial statements do not include all disclosure required by
Canadian generally accepted accounting principles for annual financial statement, and
accordingly, these interim consolidated financial statements should be read in conjunction
with Pareto’'s most recent annual consolidated financial statements. These interim
consolidated financial statements follow the same accounting policies and methods of
application used in the Company’s audited annual consolidated financial statements as at
and for the year ended December 31, 2007, except for the new accounting policies adopted
subsequent to that date, as discussed in Note 2.

Accounting 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. Actual results could differ from management's best
estimates as additional information becomes available in the future.

Changes in accounting policies

CICA Handbook Section 1506, Accounting Changes, prescribes expanded disclosure for
changes in accounting policies, accounting estimates and accounting for errors. Under the
new standard, accounting changes should be applied retrospectively unless otherwise
permitted or where it is deemed impractical. The new standard also requires that the
Company disclose new primary sources of GAAP that have been issued, but are not yet
effective and have not been adopted by the Company.

a) New accounting policies

Financial Instruments Disclosure and Presentation —CICA Handbook section 3862
“Financial Instruments - Disclosure” and section 3863 ‘“Financial Instruments -
Presentation”, replace Handbook Section 3861, Financial Instruments — Disclosure and
Presentations, revising and enhancing disclosure requirements to provide additional
information on the nature and extent of risks arising from financial instruments to which
the company is exposed and how it manages those risks. Refer to note 16 for additional
disclosures.

Capital Disclosures —CICA Handbook Section 1535 “Capital Disclosures”, specifies the
disclosure of the Company’s objectives, policies and processes for managing capital,
including: a description of what components of liabilities and shareholders’ equity the
Company defines as capital and their balances, and the nature of any externally imposed
capital restrictions, how those are managed and the consequence of any non-
compliance, if any. Refer to note 15 for additional disclosures.



Pareto Corporation

Notes to Consolidated Financial Statements
June 30, 2008

3.

Inventories — CICA Handbook Section 3031 “Inventories”, provides guidance on the
measurement of inventories, with an expanded definition of cost, and the requirement
that inventory must be measured at the lower of cost and net realizable value. In
addition, the section has additional disclosure requirements, including accounting
policies, carrying values, and the amount of any inventory writedowns.

The adoption of this new standard had no financial effect on the consolidated financial
statements of the Company. Refer to Note 3 for additional disclosures.

b) Future Accounting Policy Changes

International Financial Reporting Standards — The CICA will transition Canadian
generally accepted accounting principles (“GAAP”) for publicly accountable entities to
International Financial Reporting Standards (“IFRS”). The Company's consolidated
financial statements are to be prepared in accordance with IFRS for the fiscal year
commencing January 1, 2011. The impact of the transition to IFRS on the company’s
consolidated financial statements has not been determined.

Goodwill and Intangible Assets — Effective January 1, 2009, the Company will adopt
new CICA Handbook Section 3064, Goodwill and Intangible Assets, which establish
revised standards for the recognition, measurement, presentation and disclosure of
goodwill and intangible assets. The new standard also provides guidance for the
treatment of various preproduction and start-up costs and requires that these costs be
expensed as incurred. The Company is evaluating the full impact of this standard on its
consolidated financial statements.

Inventory and work in progress

Finished goods inventory includes total costs incurred for print materials that the company
holds for future distribution under its fulfilment and distribution client agreements. Work in
progress includes costs incurred on non-manufacturing projects for which revenue has not
yet been recognized for accounting purposes. Inventory is carried at the lower of cost and
net realizable value. The cost of work in progress inventory 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. There have been no write
downs of inventory recognized as an expense in the period. There are no inventories
pledged as security for liabilities.

June 30 December 31

2008 2007

Work in progress $ 1,629,196 $ 1,614,070
Finished goods 334,185 590,241
$ 1,963,381 § 2,204,311




Pareto Corporation

Notes to Consolidated Financial Statements
June 30, 2008

4. Loans receivable

June 30 December 31

2008 2007

Employee loans receivable (a) $ 250,000 $ 250,000
Employee loan receivable (b) 236,250 236,250
Convertible debenture - Ontogenix Inc. (c) 550,000 -
1,036,250 486,250

Less current portion - -
$ 1,036,250 $ 486,250

(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. The loans bear 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) On February 27, 2008 the Company provided financing in the amount of $550,000 to
Ontogenix Inc. (“Ontogenix”) in the form of a three year convertible debenture. The
debenture bears an average annualized interest rate of 16% of the principal. Interest is
payable in kind through the issue of additional notes and convertible debentures after six
months. The debenture, principal and any outstanding interest, are payable at the end of
the term or upon a material business change in Ontogenix’s business, subject to the right
to convert. The debenture may be converted at the sole option of the Company at any
time upon a material business change event and/or liquidity event. A material business
change event occurs if Ontogenix becomes insolvent; its board is reduced in size to two
or fewer members, or is in default of any of under the debenture. A liquidity event means
an initial public offering or change of control. When 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 Ontogenix.

5. Bank indebtedness

At June 30, 2008, the Company has a line of credit available in the amount of $9,000,000
(December 31, 2007 — $9,000,000) secured by a general security agreement over the assets
of the Company. The line of credit bears interest at prime plus 1% (December 31, 2007 — 1%)
and is repayable on demand. As at June 30, 2008, the prime rate was 4.75% (6% as of
December 31, 2007).



Pareto Corporation

Notes to Consolidated Financial Statements
June 30, 2008

6. Acquisition notes payable

The balance of acquisition notes payable relates to the following business combinations:

June 30 December 31

2008 2007

Trajectory Business Performance Inc. (a) $ - 8 66,668
Secom Plus Inc. (b) - 3,000,000
- 3,066,668

Less current portion - 3,066,668
$ - 3 -

a) The notes are non-interest bearing and were repaid out of existing cash resources.
b) The note is non-interest bearing. In January 2008, $3,000,000 was paid out of existing
cash resources.

7. Capital Lease Obligations

Future minimum annual lease payments, including imputed interest, under capital leases for
machinery leases are as follows:

2009 $ 377,239
2010 377,239
2011 233,817
988,295

Less: imputed interest 134,328
853,967

Less: current portion of capital lease obligation 297,522
$ 556,445

The leases bear interest at rates between 10% and 12% and expire between 2008 and 2011.



Pareto Corporation

Notes to Consolidated Financial Statements
June 30, 2008

8. Share capital
a) Authorized:
Unlimited common shares
Unlimited special shares issuable in series

b) Issued common shares:

Number of Amount
Shares

Balance, December 31, 2006 45,058,204 17,176,172
Shares issued pursuant to private placement (i) 225,000 236,250
Shares issued on exercise of stock options 573,571 186,505
Shares repurchased for cancellation (1,862,127) (703,822)
Shares issue costs - (22,976)
Balance, December 31, 2007 43,994,648 16,872,129
Shares issued on exercise of stock options 50,000 16,293
Shares repurchased for cancellation (1,313,500) (496,333)
Shares issue costs - (2,051)
Balance, June 30, 2008 42,731,148 16,390,038

(i) On April 5, 2007, Pareto issued 225,000 common shares pursuant to an employee
private placement at an issue price of $1.05 per common share.

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



Pareto Corporation

Notes to Consolidated Financial Statements
June 30, 2008

8. Share capital (continued)

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

Number of  Weighted Average

Options Exercise Price
Options outstanding, December 31, 2006 1,385,516 $ 067
Granted in 2007 1,263,334 1.08
Exercised in 2007 (573,571) 0.25
Forfeited in 2007 (171,111) 1.10
Options outstanding, December 31, 2007 1,904,168 $ 1.02
Granted in 2008 - -
Exercised in 2008 (50,000) 0.25
Options outstanding, June 30, 2008 1,854,168 $ 1.05
Number of options exercisable
Options exercisable, June 30, 2008 768,604 $ 0.96
Options exercisable, December 31, 2007 429,440 $ 074
Options exercisable, December 31, 2006 864,775 $ 037

The range of exercise prices for options outstanding and exercisable options at March
31, 2008 are as follows:

Number Weighted Average Number Weighted Average
Exercise Price Qutstanding  Contractual Life Exercisable Contractual Life
$0.25 - $0.85 166,667 0.62 166,667 0.62
$0.86 - $1.10 892,501 3.63 290,274 2.69
$1.11-$1.25 655,000 3.75 218,332 3.75
$1.26 - $1.53 140,000 2.83 93,331 2.83
1,854,168 3.34 768,604 2.56

d) 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 (2006 — 1,000,000) of the Company’s common shares have
been reserved for issue through the redemption of restricted stock units into common
shares on a one to one basis. 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. Restricted stock units are redeemable upon the third anniversary of
the date of grant. At June 30, 2008, 1,015,952 restricted stock units were outstanding
pursuant to the LTIP (682,619 at December 31, 2007) and 833,333 restricted stock units
were outstanding outside of the LTIP as issued as incentives (833,333 at December 31,
2007).
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Pareto Corporation

Notes to Consolidated Financial Statements
June 30, 2008

8. Share capital (continued)
e) Share-based compensation:

The fair value of stock options granted in 2007 was estimated using the Black-Scholes
option-pricing model with the following assumptions:

Dividend yield 0%

Expected volatility 40%

Risk-free interest rate 4.0% to 4.7%
Expected option life 2 to 4 years

The fair value of restricted stock units granted in 2008 and 2007 was estimated to equal
the market price of a Pareto common share on the date of grant.

fy  Contributed Surplus
In 2008, $401,591 of share based compensation was added to contributed surplus with
$3,793 of contributed surplus reallocated to share capital as a result of options exercised
in the year.

9. Income taxes

The Company has approximately $0.5 million of non-capital losses to apply against future
taxable income. These losses expire in 2014.

Three months ended Six months ended
June 30 June 30
2008 2007 2008 2007

Provision for income taxes consists of:
Current $ 57,088 $ 104,762 $ 46,829 $ 285,930
Future 417,394 541,761 636,586 498,106

$ 474,482 $ 646,523 $ 683,415 $ 784,036
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Pareto Corporation

Notes to Consolidated Financial Statements
June 30, 2008

10. Earnings per share

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

Three months ended Six months ended

June 30 June 30

2008 2007 2008 2007

Net earnings $ 914,953 $ 1,270,254 $ 1,318,806 $ 1,617,798
Weighted average number of

common shares outstanding 42,897,760 44 515,164 43,234,245 44,649,180

Stock options 103,102 481,438 106,457 417,885

Restricted stock units 1,734,470 807,642 1,625,211 578,543
Weighted average number of

diluted common shares
outstanding 44,735,332 45,804,244 44,965,913 45,645,608
$ 0.02 $ 003 §$ 003 $ 0.04

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 (2008 - $0.78), meaning their inclusion would
increase diluted earnings per share. In 2008, 1,747,711 stock options were excluded
because their effect would be anti-dilutive.

11. Supplementary cash flow information

Three months ended Six months ended
June 30 June 30
2008 2007 2008 2007
Changes in non-cash
operating accounts:
Accounts receivable $ 15,905 $ (1,371,591) $ 743,739 $ (1,424,609)
Inventory and work in progress 1,967,717 2,363,105 240,930 (3,936)
Prepaid expenses (7,858) (12,196) 80,183 (121,542)
Accounts payable and accrued
liabilities {1,456,058) 1,825,076 (2,695,145) (1,461,890)
Income taxes payable 15,344 (306,501) (20,713) (173,023)
Deferred revenue (1,491,127) (3,678,951) (156,220) (869,556)

$ (956,077) $ (1,181,058) $ (1,807,226) $ (4,054,556)
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Pareto Corporation

Notes to Consolidated Financial Statements
June 30, 2008

12. Commitments

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

2009 $ 793,356
2010 639,251
2011 609,652
2012 502,817
2013 434,189

2014 and thereafter $ 1,885,300

13. Related party transactions

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 %% 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.

During the first six months of 2008, $14,182 (2007 - $28,619) of interest was received
pursuant to loans receivable from executives, measured at the exchange amount.

14. Segmented information

The Company provides 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 six month period ended June 30, 2008, one customer represented greater than
10% of the Company’s revenue with 23% (2007 — 31%). As at June 30, 2008, amounts due
from this customer accounted for 28% (2007 - 28%) of accounts receivable. All of the
Company’s operations are located in Canada.
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Pareto Corporation

Notes to Consolidated Financial Statements

June 30, 2008

15. 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, acquisition notes payable,
capital lease obligation and shareholders’ equity.

June 30, 2008 December 31, 2007

Bank Indebtedness $ 4574411 $ 368,291
Acquisition notes payable - 3,066,668
Long-term capital leases 853,967 990,945
Total debt 5,428,378 4,425,904
Shareholders’ equity 26,406,690 25,702,273
Total capitalization $ 31,835,068 § 30,128,177
Net debt:Shareholders’ equity 0.21:1 0.17:1
Net debt:Total Capitalization 0.17:1 0.15:1
Total debt:EBITDA 0.8:1 0.6:1

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.

In July 2007, the Company commenced a normal course issuer bid to acquire up to
2,235,000 common shares through the facilities of the Toronto Stock Exchange. Purchases
are made at market prices with a maximum of 400,000 shares being purchased in any 30 day
period. The shares are cancelled as purchased. The normal course issuer bid terminated on
July 11, 2008 with a total of 2,210,727 shares repurchased. The Company considers its
shares to be undervalued, and a buy-back program is consistent with the Company’s goal of
creating long-term value for its shareholders.

The Company intends to buy-back additional shares through a Substantial Issuer Bid as
detailed in note 18 of these statements, and will fund the purchases with additional debt.

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.

There were no changes in the Company's approach to capital management during the
period. The Company currently has no externally imposed capital restrictions.
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Pareto Corporation

Notes to Consolidated Financial Statements
June 30, 2008

16. Financial Instruments
(a) Fair value of financial instruments

At June 30, 2008, the fair value of the Company’s financial instruments approximate their
carrying values due to their short-term nature.

(b) Derivative financial instruments

The Company, on occasion, engages in transactions in foreign currencies, most commonly
involving the US dollar and the Euro. At June 30, 2008, there are no such contracts
outstanding.

(c) Financial risk management

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
Accounts payable and accrued liabilities Other financial liabilities
Acquisition notes payable Other financial liabilities

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.

i) 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.

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 June 30, 2008, a reserve in respect of doubtful accounts of $98,099
was set up to cover accounts were collection is not assured.

All of the Company’s accounts receivables are within Canada.
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Pareto Corporation

Notes to Consolidated Financial Statements
June 30, 2008

16. Financial instruments (continued)

i) 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.

iiif) 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

iv) 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.

v) Interest rate risk
The Company’s principal exposure to interest rate fluctuations is limited to bank
indebtedness (as described in note 7) which bears interest at floating interest rates.

Based on the Company’'s average debt level during the first six months of 2008, the
sensitivity of a 100 basis point increase in interest rates would result in an approximate
decrease of $42 thousand in net annual earnings.

vi) 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.

17. Comparative figures
Certain comparative figures have been reclassified to conform to the current period’s
presentation.

18. Subsequent event

Substantial Issuer Bid - On August 7, 2008 the Company announced that its Board of
Directors authorized an offer to repurchase for cancellation up to $11 million worth of its
common shares, at a price of $1.00 per share, through a substantial issuer bid. This
represents up to 11 milion common shares or approximately 26% of the Company's
approximately 42.7 million total issued and outstanding common shares. An issuer bid
circular containing full details of the offer and procedures for tendering common shares will
be filed on SEDAR and mailed to shareholders on or about August 12, 2008. The funds
required to pay for all shares purchased pursuant to this Offer will be provided by credit
facilities arranged by Pareto with a Canadian chartered bank. The offer will expire 7:00pm
(Toronto Time) on September 19, 2008 unless extended by the Company.
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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 August 6, 2008, summarizes the significant factors affecting the
consolidated operating results, financial condition, liquidity and cash flows of Pareto for the quarter ended June
30, 2008. All amounts are in Canadian dollars. This MD&A should be read in conjunction with consolidated
financial statements for the period ended December 31, 2007, which are prepared in accordance with Canadian
GAAP. Additional information relating to Pareto, including the Annual Information Form dated March 26, 2008,
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-controlling interest); a
measure not defined under Canadian generally accepted accounting principles (“GAAP"), to discuss Pareto’s
operating performance. The Company cautions readers 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. 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 net debt (long-term debt plus acquisition
notes payable, less cash), 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 is a marketing services company that provides marketing execution services to its clients. Pareto’s focus
is on the details of marketing programs, utilizing technology to drive efficient and effective marketing execution.
The Company provides value to its clients by sourcing, designing and coordinating the many elements that go
into delivery a successful campaign, event or loyalty program. Pareto provides measurable, quantifiable
services that complement and support its clients’ marketing and sales departments. The Company endeavors
to sell, to each client, as many of its operational services and products as possible and while the Company
markets a number of distinct “solutions”, most client projects typically involve contributions from several of
Pareto’s service offerings. The specific products and services which Pareto offers to its clients include:

Design, production and fulfillment of in-store marketing materials.
Design and production of direct marketing materials.

Corporate events.

Field services.

Incentive programs.

Outsourced marketing program management.

Pareto sells its products and services, other than 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 typically sold on a fixed fee basis include design, production and fulfillment of in-store
marketing materials and direct marketing services and, corporate events. For example, the Company may sell
finished goods (such as in-store signage and direct mail) bundled with a management system (which may
include web or data management and distribution) for a fixed price per unit. The value proposition to the client
in these circumstances is reduced cost and the benefits of Pareto’s management system in terms of reduced
cycle times, program effectiveness, and data availability. Profitability in the project or deliverable fixed fee
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business model is driven by Pareto’s success in accurately projecting its costs in pricing products and services
and by effective project management.

Outsourced marketing program management and field services are typically sold on a time and materials basis.
In this application Pareto often acts as the client’s representative. The Company’s personnel are positioned as
an extension of, and support for, the client’'s sales or marketing department. In addition to offering support,
Pareto adds value in these situations through program management where it administers and manages an
ongoing marketing program to specified objectives. These services may also be sold on a fixed fee 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 Pareto’s 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 operational 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 meaningful
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 2 to 3 years in length. Long-term contracts allow Pareto to develop and execute longer-term
performance improvement and cost reduction programs. The contracts also allow Pareto to achieve a
seamless interaction with the client personnel and have been shifting our focus towards more strategic
relationships, and away from opportunistic or reactive business. We are striving to build enterprise-wide
relationships.

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 marketing execution 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.

While marketing services may be exposed to risk in an economic downturn, our retail customers may actually

increase spending during such a downturn to promote consumer spending. The Company has been fairly
resilient to previous downturns in economic cycles. All of the Company’s operations are located in Canada with
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minimal purchasing done outside of Canada and as such, the Company has minimal exposure to changes in

currency.

Operating Results for the quarter ended June 30:

2008 2007 $ Change % Change
Revenue 20,853,852 $ 24,347,041 $ (3,493,189) -14%
QOperating and administrative expenses 18,859,644 21,994,494 (3,134,850) -14%
1,994,208 § 2,352,547 $ (358,339) -15%
Amortization of capital assets 155,988 $ 114,771 § 41,217 36%
Amortization of intangible assets 52,777 52,778 (1) 0%
Amortization of deferred costs 35,086 37,438 (2,352) -6%
Interest and finance charges, net 167,110 110,951 56,159 51%
Share-based compensation 193,811 119,832 73,979 62%
604,772 435,770 169,002 39%
Earnings before income taxes 1,389,436 1,916,777 (527,341) -28%
Income taxes 474,482 646,523 (172,041) -27%
Net earnings 914,954 $ 1,270,254 $ (355,300) -28%
Basic and Diluted earnings per share 0.02 § 0.03 §$
Operating Results for the six months ended June 30:
2008 2007 $ Change % Change
Revenue $ 37,307,022 $ 39,063,349 $ (1,756,327) 4%
Operating and administrative expenses 34,133,736 35,894,109 (1,760,373) -5%
3,173,286 $ 3,169,240 $ 4,046 0%
Amortization of capital assets 312,590 $ 217,070 $ 95,520 44%
Amortization of intangible assets 105,555 105,555 0 0%
Amortization of deferred costs 74,875 74,878 3) 0%
Interest and finance charges, net 276,453 185,546 90,907 49%
Share-based compensation 401,591 184,357 217,234 118%
1,171,064 767,406 403,658 53%
Earnings before income taxes 2,002,222 2,401,834 (399,612) -17%
Income taxes 683,415 784,036 (100,621) -13%
Net earnings 1,318,807 $ 1,617,798 §$ (298,991) -18%
Basic and Diluted earnings per share 0.03 § 0.04 3
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Second Quarter Results

Revenue

In the second quarter of 2008, the Company generated $20.8 million of revenue compared to $24.3 million in
2007, a decrease of $3.5 million or 14%. Revenue decreased this quarter in the field services business, down
$2.5 million or 41% over the previous year, in the event business, down $1.6 million or 19% over the previous
year, and down 2% in the direct marketing and retail in-store marketing business, offset somewhat by growth of
program management services, up $0.8 million or 56% over the previous year.

In the second quarter of 2007, we completed a $5 million-dollar field merchandising project that did not recur.
We have already won new business that we expect will allow our field merchandising business to grow this
year, despite the non-recurrence of that one major project. However, with that new business spread throughout
the year rather than concentrated in one quarter, only 50% of this business was replaced during the second
quarter. Similarly, in the event business, we completed one event during the second quarter of 2007 that did
not recur in 2008. Revenue in the direct marketing and retail in-store marketing business declined in the
quarter due to the loss of a number of small, low margin customers. Removing these revenues has improved
the profitability of the remaining business, resulting in no overall margin lost in 2008. Program management
service revenues increased in 2008 due to new customer wins late in 2007 and early 2008.

For the six month period ended June 30, 2008, revenues decreased by 4% or $1.8 million to $37.3 million from
$39.1 million in the same period last year. Revenue decreased in field services, down 18% over the previous
year, and in event, down 10% over the previous year, offset by growth of retail in-store marketing materials, up
4% over the previous year and program management services, up 29% over the previous year.

We continue to be confident about our ability to generate organic growth in 2008. During the second quarter, we
successfully completed the contract renegotiation with our largest customer, securing a four year contract. Our
revenues are smoother in 2008 than in the past. In 2007, we experienced two very low quarters, 1% and 3"
each with approximately $14 million in revenues, and two very high quarters, 2™ and 4" each with $24 million
and $21 million respectively. To date in 2008, our first two quarters are $17 million and $21 million. We expect
this smoothing trend to continue through the balance of the year, with our third quarter revenues to be
materially stronger than the previous year. To date, we have experienced minimal impact from the economic
downturn within the field service and retail sectors, the largest component of our business, but are experiencing
more squeezing of spending within the event and incentive services. One of our customers within the
automotive sector has cancelled a $1.5 million incentive based travel program originally scheduled for the third
quarter and reduced programs within our managed service business throughout the second half of the year.
While event revenue will decrease due to this cancellation, overall program margins will be maintained as
significant planning efforts have been completed and additional resources are required to manage the
cancellation

In 2008 the Company’s mix of revenues by business model was as follows:

¢ Fixed fee basis - $ 23.4 million or 63% ( $23.2 million or 59% in 2007)
¢ Time and materials basis - $10.6 million or 29% ($12.3 million or 32% in 2007)
¢ Resale of reward units - $3.2 million or 9% ($3.6 million or 9% in 2007)

Operating and Administrative Expenses
In the second quarter of 2008, the Company incurred $18.9 million in operating and administrative expenses

compared to $22.0 million in 2007, a decrease of $3.1 million or 14%. Operating and administrative expenses
include direct project costs, wages and salaries, facilities costs, and selling, general, and administrative costs.

Direct project costs declined as a percentage of revenue by 4% in 2008 as compared to the prior year. Wages
and salaries increased as a percentage of revenue by 4% in 2008 when compared to the prior year. Facilities
costs and selling, general and administrative costs were $0.1million lower in absolute dollars, but remained at
the same percentage when compared to the prior year.
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For the six month period ended June 30, 2008, operating and administrative expenses decreased by 5% to
$34.1 million compared to $35.9 million in the same period last year. As a percentage of revenue operating and
administrative expenses represented 91% in both 2007 and 2008.

Direct project costs declined as a percentage of revenue by 2% in 2008 as compared to the prior year. This
improvement is due to the mix of services sold, improved efficiencies and procurement savings. The loss of
small low margin customers has improved efficiencies during 2008. Additionally, a procurement process has
been undertaken beginning in the second quarter where similar to our customers pushing us for ways to save
costs, we have asked our suppliers to reduce costs. The resulting savings have begun to be recognized
providing reduced costs at the end of the second quarter over the previous year. . Wages and salaries
increased as a percentage of revenue by 2% in 2008 when compared to the prior year, due mainly to the mix of
revenues as increased revenues were achieved in managed services which are more labour intensive, whereas
reduced revenues in the event services which are more direct cost based. Facilities costs and selling, general
and administrative costs declined as a percentage of revenue by 2% when compared to the prior year due to
organizational savings realized with the integration of acquisitions which have reduced facility charges and
reduced redundant administrative costs.

EBITDA

In the second quarter of 2008, the Company generated $2.0 million of EBITDA (see “Non-GAAP Measures”)
compared to $2.4 million in 2007, a decrease of $0.4 million or 15%. EBITDA as a percentage of revenue
represented 9.6% in 2008 compared to 9.7% in 2007. This slight decrease in percentage is the result of mix of
business, offset by greater efficiencies realized as integration of acquisitions and operational improvements,
despite lower revenues.

For the six month period ended June 30, 2008, the Company generated $3.2 million of EBITDA, the same
amount as in 2007. EBITDA as a percentage of revenue represented 8.5% in 2008 compared to 8.1% in 2007.
Despite a decline in revenue in 2008, EBITDA remained constant in absolute dollars but improved as a
percentage of revenue due to improved mix of business, greater efficiencies realized from integration of
acquisitions and operational improvements.

Amortization, Interest and Share-based Compensation

In the second quarter of 2008, the Company incurred amortization, interest and share-based compensation
expenses of $0.6 million compared to $0.4 million in 2007, an increase of $0.2 million or 39%. This increase
was driven primarily by increased share-based compensation costs, increased interest and finance costs, and
increased amortization of capital. Share-based compensation expense increased by $0.1 million or 62%
reflecting the impact of the options and restricted stock units granted under the Company’s plans as well as
those granted for incentive purposes in 2007 for the hiring of three new senior executives. Interest and finance
charges increased due to interest paid on higher operating line of credit balances which were required to
finance an acquisition note payment and share repurchases under the Company’s normal course issuer bid.
Capital asset amortization increased due to amortization related to capital assets acquired in 2007 and 2008.

For the six month period ended June 30, 2008, similar factors affected these costs with total amortization,
interest and share-based compensation expenses increasing 53% compared to the same period last year.

Income Taxes

In the second quarter of 2008, the Company incurred income tax expenses of $0.5 million compared to $0.6
million in 2007, a decrease of $0.2 million or 27%. Income taxes represented 34% of earnings before tax for
both years. For the six month period, the overall tax rate remained consistent at 34%. At June 30, 2008 the
Company has $1.0 million of future income tax assets still to be utilized, with the full amount expected to be
utilized during the remainder of 2008. The Company expects to incur an effective tax rate of approximately 34%
during the remainder of 2008.

Net earnings
In the second quarter of 2008, the Company generated $0.9 million of net earnings compared to $1.3 million in

2007, a decrease of $0.4 million or 28%. For the six month period ended June 30, 2008, net earnings of $1.3
million represented an 18% decrease compared to $1.6 million in the same period last year. This decrease is
the result of reduced revenues, increased amortization, interest and share-based compensation costs, offset
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somewhat by improved EBITDA margins. Net earnings as a percentage of revenue were 4.4% for the second
quarter compared to 5.2% in 2007 and 3.5% for the six month period compared to 4.1% in 2007. Excluding the
effect of income taxes, earnings before income taxes were 6.7% of revenue for the quarter compared to 7.9% in
2007 and 5.4% of revenue for the six month period compared to 6.1% in 2007.

Earnings per share

Pareto’s basic and diluted earnings per share in the second quarter of 2008 were $0.02 versus $0.03 for both
measures in 2007. For the six month period ended June 30, 2008, basic and diluted earnings per share were
$0.03 versus $0.04 for both measures during the same period last year.

Liquidity and Capital Resources

Financial Position

June 30, 2008 December 31, 2007 $ Change % Change

Bank Indebtedness 4,574,411 368,291 4,206,120 1142%
Acquisition notes payable - 3,066,668 (3,066,668) -100%
Long-term capital leases 853,967 990,945 (136,978) -14%
Total debt 5,428,378 4,425,904 1,002,474 23%
Shareholders' equity 26,406,680 25,702,273 704,417 3%
Total capitalization 3 31,835,068 % 30,128,177  § 1,706,891 6%
Working capital position 3 1,575,663 § 1,445,121 § 130,542 9%
Net debt:Shareholders’ equity 0.21:1 0.17:1

Net debt:Total Capitalization 0.17:1 0.15:1

Total debt:EBITDA 0.8:1 0.6:1

Pareto’s sources of short-term liquidity include cash provided by operating activities and a $9 million operating
line of credit secured by a general security agreement over the assets of Pareto and its subsidiaries, and which
is repayable on demand.

Management considers the Company’s capital resources adequate to meet the Company’s operating, capital
expenditure, and financing requirements. The Company intends to buy-back additional shares through a
Substantial Issuer Bid as detailed in the subsequent event note at the end of this statement, and will fund the
purchases with additional debt. 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.

Operating activities
In the second quarter of 2008, Pareto’s operating activities generated $0.8 million of cash flow compared to

generating $1.0 million of cash flow in 2007, a decrease of $0.2 million. Operating activities before changes in
non-cash operating accounts generated $1.8 million of cash flow in 2008 compared to $2.1 million in 2007, a
decrease of $0.4 million. Non-cash operating accounts utilized $1.0 million of cash flow in 2008 compared to
$1.2 million in 2007, a decrease of $0.2 million.

For the six month period ended June 30, 2008, operating activities generated $1.0 million of cash flow
compared to a utilization of $1.4 million of cash flow in 2007, an increase of $2.4 million. Operating activities
before changes in non-cash operating accounts generated $2.9 million of cash flow in 2008 compared to $2.7
million in 2007, an increase of $0.2 million. Non-cash operating accounts utilized $1.8 million of cash flow in
2008 compared to $4.1 million in 2007, a decrease of $2.2 million.
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Our accounts receivable balance showed a slight decrease during the first six months of the year to $16.6
million from $17.3 million at December 31, 2007. This figure represents an average Days Sales Outstanding of
71 days compared to 75 days at December 31, 2007. While this marks an improvement of 5%, it is still above
the level we are targeting. However, the aging schedule is better than it has ever been at Pareto. The
percentage of receivables that are more than 60 days old reached a new low this year. The significance of this
is not related to the risk of bad debts. Our clients are mostly large, stable organizations. Our focus is in the
area of managing our working capital. We have begun implementing a plan to improve cash management, with
some early success, and we believe there is further leverage available.

Investing activities

In the second quarter of 2008, Pareto’s investing activities, comprised of capital asset additions and investment
loans, issued and utilized $0.4 million of cash flow, a decrease of $0.1 compared to 2007. For the six month
period ended June 30, 2008, investing activities utilized $1.1 million of cash flow compared to $0.8 million for
the same period last year. In 2008, $0.5 million has been utilized on capital additions, $0.3 million resulting
from leasehold improvements incurred as the field service division moved into a new facility during the second
quarter, and the remaining $0.2 million on maintenance capital requirements. In 2008, cash utilized for
investments includes $0.55 million of cash flow for a strategic investment loan to Ontogenix Inc, a technology
company focused in online marketing. The investment loan consists of a three year convertible debenture
bearing interest at a rate of 16%, accrued annually. When converted, ownership is expected to be treated on a
cost basis. The loan was funded out of existing cash resources.

Financing activities
In the second quarter of 2008, Pareto’s financing activities, comprised of payment of acquisition notes payable,

capital lease obligations and share repurchase, utilized $0.4 million of cash flow, same as last year. For the six
month period ended June 30, 2008, financing activities utilized $4.2 million of cash flow compared to $2.7
million in the same period last year. In 2008, $3.0 million was utilized for payment of outstanding acquisition
notes payable from the Secom Plus Inc. acquisition in the prior year compared to $1.4 million in 2007, $0.1
million was utilized as payment of capital lease obligations and $1.0 million was utilized to repurchase 1.3
million common shares of the Company pursuant to its normal course issuer bid. The bid expired on July 11,
2008 and the Company purchased a total of 1.3 million shares, approximately 24,000 shares short of the total
level authorized.

Contractual Obligations

The following table provides a summary of Pareto’s contractual obligations under various debt and lease
agreements:

Payments due by period

Less than 1
Total year 1-3 years 4-5 years After 5 years
Capital leases $ 853,996 $ 297,552 $ 556,444 §$ - $ -
Operating leases 4,687,815 777,134 1,215,343 902,328 1,793,010
Total contractual
obligations $ 5541811 § 1,074,686 $ 1,771,787 $§ 902,328 $ 1,793,010

Off Balance Sheet Arrangements
In October 2006, the Company acquired the shares of Secom Plus Inc. (“Secom”). As part of the purchase,

additional cash consideration of $2.0 million will be payable to the previous owners in October 2008 based on
the satisfaction of remaining conditions precedent to payment.
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Outstanding Share Data

At August 5, 2008 an unlimited number of common shares were authorized and 42,731,148 (December 31,
2007 - 43,994,648) common shares were outstanding. The Company has 1,854,168 options currently
outstanding to acquire common shares pursuant to its Option Plan of which 768,604 are exercisable. The
Company also has 1,015,952 restricted stock units currently outstanding, all convertible to common shares on a
one to one basis. See note 8 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:

Three months ending Three months ending

June 30, 2008 June 30, 2007
Net earnings $ 914,954 $ 1,270,254
Income Taxes 474,482 646,523
Amortization of capital assets 155,988 114,771
Amortization of intangible assets and deferred costs 87,863 90,216
Interest and financing charges 167,110 110,951
Share-based compensation 193,811 119,832
EBITDA 3 1,994,208 3 2,352,547

Six months ending Six months ending

June 30, 2008 June 30, 2007
Net earnings 3 1,318,807 $ 1,617,798
Income Taxes 683,415 784,036
Amortization of capital assets 312,590 : 217,070
Amortization of intangible assets and deferred costs 180,430 180,433
Interest and financing charges 276,453 185,546
Share-based compensation 401,591 184,357
EBITDA 3 3,173,286 3 3,169,240

Transactions with Related Parties

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.

During 2008, $14,182 of interest was received pursuant to the loans receivable from executives.
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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

While the Company expects to generate positive cash flow from operations, the Company intends to buy-back
additional shares through a Substantial Issuer Bid as detailed in the subsequent event note at the end of this
statement, and will fund the purchases with additional debt. Once this transaction is complete, the Company
may have a significant amount of indebtedness and debt service obligations. This higher leverage level could
materially and adversely affect the Company in a number of ways, including limiting its flexibility to plan for, or
react to, changes in its business and market conditions, limiting its access to cash available from operations or
its ability to obtain additional financing, and placing it at a disadvantage compared to any competitors that may
have a lower degree of leverage. .

Additionally, the Company may not be able to generate sufficient cash flows from operations to service its
indebtedness, in which could materially adversely affect the Company’s operations and ability to implement its
business strategy. The incurrence of additional indebtedness will result in increased interest expense The term
debt facility will require the Company to maintain certain financial covenants. The Company’s ability to comply
with these financial covenants may result in a default, which could permit accelerations of the indebtedness.

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 six month period ending June 30, 2008 Pareto
generated revenues from one client represented greater than 10% of revenues (23%, 2007 — 31%). 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.

Credit Risk

Accounts receivable represented 37% of consolidated assets at June 30, 2008 (2007 — 37%). 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.
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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 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 Pareto’s 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.

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 to the 2008
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.

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. In the first quarter of
2008, the Company completed the annual assessment and found no impairment of goodwill. Intangible assets
consist of the value of the Company’s acquired customer relationships. In the marketing services industry,
these are typically long-term in nature, and therefore customer relationship assets are amortized on a straight-
line basis over an estimated useful life of 10 years. 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.

Financial Instruments and Other instruments
Pareto engages in transactions in foreign currencies, most commonly involving the U.S. dollar and the euro.

From time to time, Pareto will use currency forward contracts to fix the exchange rate for known future
transactions. No such contracts were outstanding at June 30, 2008.
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Subsequent event

On August 7, 2008 the Company announced that its Board of Directors authorized an offer to repurchase for
cancellation up to $11 million worth of its common shares, at a price of $1.00 per share, through a substantial
issuer bid. This represents up to 11 milion common shares or approximately 26% of the Company’s
approximately 42.7 million total issued and outstanding common shares. An issuer bid circular containing fuli
details of the offer and procedures for tendering common shares will be fied on SEDAR and maiied to
shareholders on or about August 12, 2008. The funds required to pay for ali shares purchased pursuant to this
Offer will be provided by credit facilities arranged by Pareto with a Canadian chartered bank. The offer will
expire 7:00pm (Toronto Time) on September 19, 2008 unless extended by the Company.

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 June 30, 2008 and in respect of the year ending. 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

The Chief Executive Officer and Chief Financial Officer have designed a system of internal control over financial
reporting which provides reasonable assurance regarding the reliability of financial reporting and the
preparation of financial statements for external reporting purposes in accordance with the generally accepted
accounting principles.

During the quarter ended June 30, 2008, 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. The Company is continuing with its efforts in formalizing and
documenting various elements of its system of internal control over financial reporting in preparation for the
evaluation of the operating effectiveness of its internal control system within the timelines to be prescribed by
the Canadian Securities Administrators.

Recent Accounting Developments
a) New accounting policies

Financial Instruments Disclosure and Presentation —-CICA Handbook section 3862 “Financial
Instruments - Disclosure” and section 3863 “Financial instruments — Presentation”, replace Handbook
Section 3861, Financial Instruments — Disclosure and Presentations, revising and enhancing disclosure
requirements to provide additional information on the nature and extent of risks arising from financial
instruments to which the company is exposed and how it manages those risks.

Capital Disclosures ~CICA Handbook Section 1535 “Capital Disclosures”, specifies the disclosure of
the Company’s objectives, policies and processes for managing capital, including: a description of what
components of liabilities and shareholders’ equity the Company defines as capital and their balances,
and the nature of any externally imposed capital restrictions, how those are managed and the
consequence of any non-compliance, if any.

Inventories — CICA Handbook Section 3031 “Inventories”, provides guidance on the measurement of
inventories, with an expanded definition of cost, and the requirement that inventory must be measured
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at the lower of cost and net realizable value. In addition, the section has additional disclosure
requirements, including accounting policies, carrying values, and the amount of any inventory write
downs. The adoption of this new standard had no financial effect on the consolidated financial
statements of the Company. .

b) Future Accounting Policy Changes

International Financial Reporting Standards — The CICA will transition Canadian generally accepted
accounting principles (“GAAP”) for publicly accountable entities to International Financial Reporting
Standards (“IFRS”). The Company's consolidated financial statements are to be prepared in
accordance with IFRS for the fiscal year commencing January 1, 2011. The impact of the transition to
IFRS on the company’s consolidated financial statements has not been determined.

Goodwill and Intangible Assets — Effective January 1, 2009, the Company will adopt new CICA
Handbook Section 3064, Goodwill and Intangible Assets, which establish revised standards for the
recognition, measurement, presentation and disclosure of goodwill and intangible assets. The new
standard also provides guidance for the treatment of various preproduction and start-up costs and
requires that these costs be expensed as incurred. The Company is evaluating the full impact of this

standard on its consolidated financial statements.

SUMMARY OF QUARTERLY AND ANNUAL RESULTS

Year Ended
30 June, 2008 Mar 31 Jun 30

Sep 30

Dec 31

Total

Quarterly information:

Revenue $ 16,453,170 $ 20,853,852
EBITDA' 1,179,078 2,002,222
EBITDA Margin 7.2% 9.6%
Net earnings 403,853 914,954

Basic and diluted earnings
per share” 0.01 0.02

Annual information:
Total assets

Total long-term financial
Liabilities, including current
portion

Cash dividends declared
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Year Ended
31 December, 2007 Mar 31 Jun 30 Sep 30 Dec 31 Total

Quarterly information:

Revenue $ 14,716,308 § 24,347,041 $ 14,345259 $ 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 46,586,523
Total long-term financial

Liabilities, including current

portion 4,057,613
Cash dividends declared -

Year Ended
31 December, 2006 Mar 31 Jun 30 Sep 30 Dec 31 Total

Quarterly information:

Revenue $ 9532273 $ 13,036,822 $ 10,316,477 $ 18,194,436 $ 51,080,008
EBITDA' 764,547 1,236,293 708,050 40,846 2,749,736
EBITDA Margin 8.0% 9.5% 6.9% 0.2% 5.4%
Net earnings 346,152 713,047 464,347 26,249 1,549,795

Basic and diluted earnings
per share® 0.01 0.02 0.01 0.00 0.04

Annual information:

Total assets 44,807,361
Total long-term financial

liabilities, including current

portion 3,372,347
Cash dividends declared -

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

% The quarterly figures do not add to the annual figure due to rounding and differences in weighted average
diluted shares outstanding during the periods.
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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 Event business, does not follow a predetermined seasonal pattern though the fourth 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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