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management report

The consolidated financial statements for the years ended April 30, 2010 and 2009 are the responsibility of 
the management of the Mercator Group and have been examined by the Audit Committee and approved 
by the Board of Directors. They were prepared in accordance with Canadian generally accepted accounting 
principles and include some amounts which are based on management’s estimates and judgement. 
Management is also responsible for all other information contained in the Annual Report to ensure that it 
reflects the consolidated financial statements and activities of the Company.

Management of the Company is responsible for the development, establishment and maintenance of appro-
priate internal procedures and controls regarding financial information, so as to ensure that the publicly 
issued financial statements are fairly presented, in accordance with generally accepted accounting prin-
ciples. Such internal control systems are intended to provide reasonable assurance as to the reliability of the 
financial information and the safeguarding of assets.

External auditors have full access to the Audit Committee, which comprises outside independent directors. 
The Audit Committee, which meets regularly during the fiscal year, and the external auditors examine the 
consolidated financial statements and recommend their approval to the Board of Directors. The attached 
consolidated statements were audited by Samson Bélair/Deloitte & Touche s.e.n.c.r.l., external auditors, the 
report of which follows.

Patrick Bazinet
Iterim Chief Financial Officer
Montreal, Canada
August 2, 2010

Jean-Pierre Apélian
President et Chief Executive Officer
Montreal, Canada
August 2, 2010
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Auditors’ report

To the Shareholders of 
Mercator Transport Group Corporation

We have audited the consolidated balance sheets of Mercator Transport Group Corporation as at April 30, 
2010 and 2009 and the consolidated statements of earnings and comprehensive income, shareholders’ 
equity and cash flows for the years then ended. These financial statements are the responsibility of the 
Company’s management. Our responsibility is to express an opinion on these financial statements based 
on our audits.

We conducted our audits in accordance with Canadian generally accepted auditing standards. Those stan-
dards require that we plan and perform an audit to obtain reasonable assurance whether the financial state-
ments are free of material misstatement. An audit includes examining, on a test basis, evidence supporting 
the amounts and disclosures in the financial statements. An audit also includes assessing the accounting 
principles used and significant estimates made by management, as well as evaluating the overall financial 
statement presentation.

In our opinion, these consolidated financial statements present fairly, in all material respects, the financial 
position of the Company as at April 30, 2010 and 2009 and the results of its operations and its cash flows for 
the years then ended in accordance with Canadian generally accepted accounting principles.

August 2, 2010

1 Chartered accountant auditor permit No. 10511

Samson Bélair / Deloitte & Touche s.e.n.c.r.l.
1 Place Ville Marie, Suite 3000, Montreal QC  H3B 4T9  Canada
Tel: 514-393-5234     Fax: 514-390-4111     www.deloitte.ca
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consoliDatED statEmEnts oF EaRnings  
anD comPREHEnsiVE incomE 

Years ended April 30, 2010 

      2010  2009
      $  $
       
       
Revenue  32,318,798       28,185,103
Administration fees  217,095  5,000
      32,535,893  28,190,103
       
Operating expenses   
  Direct costs  27,306,859  24,474,710
  Selling and administrative expenses  4,971,208  3,157,247
  Depreciation and amortization (Note 22) 169,305  134,898
      32,447,372  27,766,855
       
Operating income before non-controlling interests  88,521  423,248
Interest (Note 22) 33,584  33,101
Earnings before income taxes and non-controllling interests  54,937  390,147
Income taxes (Note 4)  51,067  166,209
      3,870  223,938

Non-controlling interests (Note 15)  92,202  –
Net earnings and comprehensive income  96,072   223,938
       
Basic and diluted earnings per share (Note 5)  0,003  0,008

The accompanying notes are an integral part of these consolidated fi nancial statements. 
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consoliDatED statEmEnts oF sHaREHolDERs’ EqUitY 

Years ended April 30 

    2010 
   Capital stock Contributed  Defi cit Shareholders’  
    surplus  equity
   $ $ $ $

Balance, beginning of year 1,353,232 208,575 (331,599) 1,230,208

Net earnings – – 96,072 96,072
Issuance of shares related to stock options  26,934 (6,934) – 20,000
Adjustment related to stock options – 31,909 – 31,909
Issuance of shares (net of related expenses) 71,566 – – 71,566
Balance, end of year 1,451,732 233,550 (235,527) 1,449,755
           
        2009 
      Capital stock  Contributed   Defi cit  Shareholders’  
        surplus    equity
      $  $  $  $
           
Balance, beginning of year  1,319,604  122,478  (555,537)  886,545

Net earnings  –  –  223,938  223,938
Issuance of shares related to stock options  33,628  (8,628)  –  25,000
Adjustment related to stock options  –  94,725  –  94,725
Balance, end of year  1,353,232  208,575  (331,599)  1,230,208

The accompanying notes are an integral part of these consolidated fi nancial statements.
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consoliDatED balancE sHEEts 

As at April 30

      2010  2009
      $  $
Assets   
Current assets   
  Cash and cash equivalents  640,948  987,666
  Cash held in trust  195,000  70,000
  Accounts receivable (Note 6)  6,467,746  2,688,681
  Inventories (Note 7)  116,274  131,519
  Prepaid expenses  302,264  104,358
      7,722,232  3,982,224

Investments (Note 8)  48,494  –
Property and equipment (Note 9) 606,768  64,953
Intangible assets (Note 10)  463,724  286,339
Future income taxes (Note 4)  198,094  198,443 
      9,039,312  4,531,959
   
Liabilities   
Current liabilities   
  Bank loans (Note 11)  1,530,976  196,102
  Accounts payable and accrued liabilities (Note 12)  4,881,570  2,929,625
     Income taxes payable  41,396 21,266
     Advances from a corporation (Note 13) 991,179  –
  Current portion of obligations under capital leases (Note 14)  5,831  1,418
  Current portion of long-term debt (Note 14) 41,820  41,820
      7,492,772  3,190,231

Obligations under capital leases (Note 14)  13,237  –
Long-term debt (Note 14)  69,700  111,520
      7,575,709  3,301,751
Commitments (Note 18)   
Non-controlling interests (Note 15)  13,848  –

Shareholders’ equity   
  Capital stock (Note 16)  1,451,732  1,353,232
  Contributed surplus (Note 16) 233,550  208,575
  Defi cit  (235,527)  (331,599)
      1,449,755  1,230,208
      9,039,312  4,531,959

The accompanying notes are an integral part of these consolidated fi nancial statements.
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consoliDatED statEmEnts oF casH FloWs 

Years ended April 30

      2010  2009
      $  $
Operating activities   
  Net earnings  96,072  223,938
  Adjustments for:     
    Depreciation and amortization  169,305  134,898
    Future income taxes  (1,594)  145,124
    Foreign exchange variation on future income taxes  1,943  –
    Stock-based compensation  31,909  94,725
         Non-controlling interests   (92,202)  –
  Net change in non-cash working capital items  (Note 22)  (1,953,060)  50,375
      (1,747,627)  649,060
       
Investing activities 
  Acquisition of investments   (48,494)  –
  Acquisition of property and equipment  (606,133)  (41,557)
  Acquisition of intangible assets  (73,578)  (56,204)
  Creation of subsidiary (Note 15)  106,050  –
  Deferred costs (Note 10)  (124,388)  –
  Net change in cash held in trust  (125,000)  (35,000)
      (871,543)  (132,761)
       
Financing activities   
  Net change in bank loans  1,334,874  (93,898)
  Repayment of obligations under capital leases   (3,347)  (12,061)
  Repayment of long-term debt  (41,820)  (41,820)
  Advances from a corporation  991,179  –
     Issuance of common shares, net of issuance fees  (8,434)  25,000
      2,272,452  (122,779)
   Net change in cash and cash equivalents  (346,718)  393,520
Cash and cash equivalents, beginning of year  987,666  594,146
Cash and cash equivalents, end of year  640,948  987,666

The accompanying notes are an integral part of these consolidated fi nancial statements. 
Additional information is provided at Note 22.
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1.  Description of business 

The Company, incorporated under the Canada Business Corporations Act, specializes in air and sea transportation engineering as well as 
international logistics and distribution. 

2.  Significant account policies 

These consolidated financial statements have been prepared in accordance with Canadian generally accepted accounting principles (“GAAP”) 
and reflect the following significant accounting policies: 

Principles of consolidation 

The consolidated financial statements include the accounts of the Company and all its subsidiaries. 

Use of estimates 

The preparation of financial statements in accordance with Canadian GAAP requires management to make estimates and assumptions that 
affect the reported amounts of assets and liabilities and disclosure of contingencies at the date of the financial statements, as well as the 
amounts of operating revenue and expenses reported during the year covered by these financial statements. Actual results could differ from 
those estimates. Items that require management to make greater use of estimates are the provision for income taxes, allowance for doubtful 
accounts, fair value of financial instruments, impairment of long-lived assets, useful life of tangible and intangible assets and estimation of 
the fair value of options granted under the stock option incentive plan. 

Revenue recognition 

Revenue is recognized when the requirements related to the transaction’s completion are met and collectibility is reasonably assured at the 
time of the transaction. Revenue arising from logistics and administrative fees are recognized when services are rendered. Revenue arising 
from distribution are recognized when the product is delivered. 

Financial instruments 

Financial assets and financial liabilities are initially recognized at fair value and their subsequent measurement is dependent on their clas-
sification as described below. Their classification depends on the purpose for which the financial instruments were acquired or issued, their 
characteristics and the Company’s designation of such instruments. The Company accounts for all financial instruments using settlement 
date accounting.

Classification 

Cash and cash equivalents	 Held for trading 
Cash held in trust	 Held for trading
Accounts receivable 	 Loans and receivables 
Investments	 Held for trading
Bank loans	 Other liabilities
Accounts payable and accrued liabilities	 Other liabilities
Advances from a corporation	 Other liabilities
Obligations under capital leases	 Other liabilities 
Long-term debt 	 Other liabilities
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Held for trading 

Held for trading fi nancial assets are fi nancial assets typically acquired for resale prior to maturity or that are designated as held for trading. 
They are measured at fair value at the balance sheet date. Fair value fl uctuations including interest earned, interest accrued, gains and losses 
realized on disposal and unrealized gains and losses are included in interest. 

Loans and receivables 

Loans and receivables are accounted for at amortized cost using the eff ective interest method. 

Other liabilities 

Other liabilities are recorded at amortized cost using the eff ective interest method and include all fi nancial liabilities. 

Transaction costs

Transaction costs in connection with fi nancial instruments classifi ed as held for trading are recorded as charges at the moment they are 
incurred. Transaction costs are capitalized to the cost of fi nancial assets and liabilities not classifi ed as held for trading and recorded based on 
the useful life of the instrument using the eff ective interest method.

Eff ective interest method 

The Company uses the eff ective interest method to recognize interest income or expense which includes transaction costs or fees, premiums 
or discounts earned or incurred for fi nancial instruments. 

Cash and cash equivalents

Cash and cash equivalents comprise cash, bank balances and short-term liquid investments that have a term of three months or less at the 
acquisition date. 

Inventories

Inventories of goods from the distribution segment are valued at the lower of cost and net realizable value. Average cost is used to determine 
cost. 

Investments

Investments are recorded at fair value as of the closing date of the balance sheet. 

Property and equipment

Property and equipment is recorded at cost. Depreciation is based on their respective useful lives using the following methods and rates:

      Method  Rate

Offi  ce furniture  Declining balance  20%

Computer equipment  Declining balance  30%

Motor vehicles  Declining balance  30%

Trucks and trailers  Straight-line  5 years

Leasehold improvements  Straight-line  Term of lease
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Intangible assets 

Intangible assets are recorded at cost. Amortization is based on their respective useful lives using the straight-line method and following 
periods:

      Period

Exclusive distribution rights  5 years

Software  3 years

Website  3 years

Client relationships  5 years

Impairment of long-lived assets 

Long-lived assets are tested for impairment whenever events or changes in circumstances indicate that the carrying amount may not be 
recoverable. An impairment loss is recorded when the carrying value exceeds undiscounted cash fl ows expected to result from their use and 
eventual disposition. An impairment loss should be measured as the amount by which the carrying amount of a long-lived asset exceeds 
its fair value. 

Income taxes 

The Company uses the liability method of accounting for income taxes. Future income taxes are recognized based on the deductible or tax-
able temporary diff erences between the carrying value and tax value of balance sheet items, measured using the enacted or substantively 
enacted tax rates expected to apply in the years in which those temporary diff erences are expected to reverse. Future income tax assets are 
recognized when, in management’s opinion, it is more likely than not that these assets will be realized. 

Stock-based compensation 

The fair value method is used to account for stock-based compensation. This method consists of recording an expense over the vesting 
period of the options granted. When options are exercised, any consideration paid and the corresponding compensation recorded as con-
tributed surplus are credited to capital stock. 

Earnings per share 

Earnings per share are calculated by dividing net earnings by the weighted-average number of common shares outstanding during the year. 
Diluted earnings per share are calculated by taking into account any potential dilution that may occur if securities or other contracts to issue 
common shares were exercised or converted to common shares at the beginning of the period or at the time of issuance, if later. The treasury 
stock method is used to determine the dilutive eff ect of stock purchase warrants and options on shares. 

Foreign currency translation 

The Company’s foreign currency denominated accounts and its foreign integrated subsidiaries are translated using the temporal method. 
Monetary assets and liabilities in foreign currencies are translated at the exchange rate in eff ect on the balance sheet date, and non-monetary 
assets and liabilities at their historical rates. Revenue and expense items are translated at the monthly rate in eff ect during the year. Gains and 
losses on exchange are included in earnings for the period. 
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3.  Changes in accounting policies

New accounting standards adopted

Goodwill and intangible assets

In February 2008, the Canadian Institute of Chartered Accountants (“CICA”) published Section 3064 “Goodwill and Intangible Assets.”  This new 
standard establishes standards for the recognition, measurement, presentation and disclosure of goodwill and intangible assets. The require-
ments are effective for financial statements of interim periods and fiscal years, starting October 1, 2008. The adoption of this Section had no 
impact on the consolidated financial position and results of the Company.

Financial instruments 

The Company adopted the changes made by CICA to Section 3862, Financial instruments – Disclosures whereby an entity shall classify and 
disclose fair value measurements using a fair value hierarchy that reflects the significance of the inputs used in making the measurements. 
The fair value hierarchy shall have the following levels: 

Level 1 -	 valuation based on quoted prices (unadjusted) in active markets for identical assets or liabilities;

Level 2 -	 valuation techniques based on inputs other than quoted prices included in Level 1 that are observable for the asset or liability, either  
	 directly (i.e., as prices) or indirectly (i.e., derived from prices);

Level 3 -	 valuation techniques using inputs for the asset or liability that are not based on observable market data (unobservable inputs).

The fair value hierarchy requires the use of observable market inputs whenever such inputs exist. A financial instrument is classified to the 
lowest level of the hierarchy for which a significant input has been considered in measuring fair value. 

The required disclosures are included in Note 20.

New accounting standards not yet adopted

Adoption of International Financial Reporting Standards (IFRS) in Canada

The Canadian Accounting Standards Board has confirmed that IFRS will replace the current Canadian GAAP for publicly-accountable profit-
oriented enterprises.  These new standards are applicable to fiscal years beginning on or after January 1, 2011, and companies will be required 
to provide comparative IFRS information for the fiscal year immediately preceding that date. The Company will have to implement this stan-
dard in the first quarter of its fiscal year ending April 30, 2012. The Company has not yet determined the impact on its financial statements but 
expects the transition to IFRS to impact financial reporting, business processes and information systems.  The Company will invest in training 
and resources throughout the transition period to facilitate a timely conversion.

Business combinations, consolidated financial statements and non-controlling interests

In January 2009, the CICA issued the following Handbook Sections:  Handbook Section 1582 titled “Business combinations,” Handbook Section 
1601 titled  “Consolidated financial statements” and Handbook Section 1602 titled  “Non-controlling interests”  which together replace Section 
1581 titled  “Business combinations” and Section 1600 titled  “Consolidated financial statements.”  The Section will apply prospectively to 
business combinations for which the acquisition date is on or after the beginning of the first annual reporting period beginning on or after 
January 1, 2011. The early adoption is authorized only when the three new sections are applied simultaneously. Together, those three sections 
establish the standards concerning the accounting of business combinations, the presentation of the consolidated financial statements as 
well as the accounting in the consolidated financial statements establish subsequently to a business combination, of non-controlling interest 
within a subsidiary. The Company presently evaluates the impact of adoption of these new sections on the Company’s consolidated financial 
statements.
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4.  incomE taXEs 

a) Income tax expense (recovery) was as follows:
      2010   2009
      $   $ 
  Current income taxes 52,661  21,085 
  Future income taxes  (1,594)  145,124
     51,067  166,209

b) The income tax expense (recovery) diff ers from the calculated amount 
  applying the combined basic tax rate to the earnings (loss) 
  before income taxes for the following reasons:
     2010   2009
      $   $ 
  Tax expense based on combined Canadian and provincial  basic tax rate  16,426  120,544 
  Tax expense adjustment due to the following items:   
    Change in tax rate   (6,058)  2,465
    Non-deductible items 34,766  43,200
    Other items  5,933  –
      51,067  166,209

c) The main future tax asset components are as follows:
     2010   2009
      $   $ 
  Property and equipment and intangible assets  30,224  18,281 
  Share issuance expenses  15,397  19,540
  Non-capital loss carryforwards  152,473  160,622
      198,094  198,443

As at April 30, 2010, the Company had accumulated tax losses of approximately $505,410 that can be used to reduce taxable income in 
future years. The tax benefi t from tax loss carryforwards was recorded as future income tax assets. The unused tax losses can be claimed in 
future years, no later than miscellaneous expiry dates between 2014 and 2030 for a portion of $318,950 and without term for the remaining 
portion of $186,460.
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5.  EaRnings PER sHaRE

The following table provides information on net earnings per share:

      2010  2009
      $  $
Net earnings   96,072  223,938

Weighted-average number of basic shares outstanding   27,587,148  27,353,951

Dilutive eff ect of options outstanding  1,684,749  1,846,211

Weighted-average number of basic and diluted shares outstanding  29,271,897  29,200,162

Net earnings per basic share  0,003  0,008

Net earnings per diluted share  0,003  0,008

Options to purchase 1,600,000 common shares were outstanding as at April 30, 2010 and were included in the calculation of the diluted net 
earnings per share. Options to purchase 1,933,333 common shares were outstanding as at April 30, 2009. They were included in the calcula-
tion of the diluted loss per share.

6.  accoUnts REcEiVablE

      2010  2009 
      $   $ 

Clients   6,326,278    2,614,057
Other  141,468   74,624 
      6,467,746  2,688,681

7.  inVEntoRiEs

Inventory expense recognized in direct cost was as follows:

      2010  2009
      $  $

Inventory expense  2,311,425  3,251,776

8.  inVEstmEnts

      2010  2009
      $  $

Investment fund units  48,494  –
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9. PRoPERtY anD EqUiPmEnt

        2010 
   Cost Accumulated Net book
    depreciation value
   $ $ $

Offi  ce furniture  90,072 22,448 67,624
Computer equipment  95,761 32,472 63,289
Motor vehicles   63,078 8,680 54,398
Trucks and trailers  426,813 20,941 405,872
Leasehold improvements  26,421 10,836 15,585
      702,145 95,377 606,768

        2009 
      Cost  Accumulated  Net book
        depreciation  value
      $  $  $

Offi  ce furniture  44,486  13,027  31,459
Computer equipment  51,526  18,032  33,494
      96,012  31,059  64,953

10.  intangiblE assEts

        2010 
   Cost Accumulated Net book
    amortization value
   $ $ $

Exclusive distribution rights  311,500 150,558 160,942
Software  139,429 39,873 99,556
Website  34,830 14,190 20,640
Client relationships  63,409 5,211 58,198
Deferred costs  124,388 – 124,388
   673,556 209,832 463,724

The deferred costs are composed of sourcing fees. 

        2009 
      Cost  Accumulated  Net book
        amortization  value
      $  $  $

Exclusive distribution rights  311,500  88,258  223,242
Software  134,949  100,742  34,207
Website  31,470  2,580  28,890
      477,919  191,580  286,339
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11. banK loans 

As at April 30, 2010, the Company had one line of credit of $1,000,000 at prime rate plus 1.5%, secured by a fi rst mortgage on trade accounts 
receivable and other debt of which $129,132 was unused as at April 30, 2010.  This line of credit is renewable annually.

As at April 30, 2010, the Company also had a line of credit of $676,200  (500 000 €) at prime rate plus 3%, secured by a fi nancial security 
guarantee certifi cate issued by Export Development Canada (EDC) of which $16,092 was unused as at April 30, 2010. This line of credit is 
renewable annually.

12. accoUnts PaYablE anD accRUED liabilitiEs

      2010  2009
      $  $
       
Accounts payable and accrued liabilities  4,706,825  2,929,625
Deferred revenues  174,745  –
      4,881,570  2,929,625

13. aDVancEs FRom a coRPoRation 

On September 2, 2009, the Company concluded a leasing-management agreement with S.A.S. Trans Orient Services (“Trans Orient”). This 
agreement, concluded through Mercator Transport France Inc., an exclusive subsidiary of the Company, allows it to run the international 
transport brokerage operations of Trans Orient as lessee-manager of the business. These advances, totalling $991,179 (€732,903) as of April 
30, 2010, representing the working capital transferred to the Company, bear no interest and are repayable at the term of the agreement 
(Note 23).

14. long-tERm DEbt anD obligations UnDER caPital lEasEs

The long-term debt from the Business Development Bank of Canada at an interest rate varying between 8.25% and 10.3%, is repayable in 
one principal payment of $2,565 and 71 monthly principal instalments of $3,485 starting January 15, 2008, and is secured by a corporate 
guarantee, certain equipment and intangible assets, as well as trade accounts receivable, and up to 50% of the commitment, guaranteed by 
some Company’s directors.

The estimated repayments of long-term debt over the next years are as follows:  

  $

 2011 41,820
 2012 41,820
 2013 27,880

  111,520
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       2010  2009
      $  $
Software lease contract, 9.2% interest, repayable 
  in monthly instalments of $745 including interest, 
  maturing January 8, 2013, with a purchase option upon maturiry  19,068  –

Software lease contract, 18.1% interest, repayable 
  in monthly instalments of $724 including interest, 
  maturing July 1, 2009, with a purchase option upon maturiry  –  1,418
      19,068  1,418

Obligations maturing with the next fi scal year                        5,831  1,418
      13,237  –

Minimum payments due during the years ending April 30, are as follows:

2011   8,940 –
2012   8,940 –
2013   6,705 –
Total payments due, including interest  24,585 –
Incidental expenses and interest included in payments   5,517 –
Balance of obligations  19,068  –

15.  inVEstmEnts anD acqUisitions

a) Non-controlling interests

During the current year, the Company and a group of minority shareholders each invested in the creation of its subsidiary Mercator East Africa 
Inc. an amount of $106,050 ($100,000 US) receiving voting shares giving respectively 60% and 40% of the votes as well as preferred shares. 
This amount was used to set-up four new offi  ces in East Africa, namely in Tanzania, Uganda, Kenya and Zambia. Non-controlling interests 
represent the share of net earnings and net assets of the subsidiary held by the minority shareholders. As at April 30, 2010, the share of net 
assets of the subsidiary held by minority shareholders is $13,848, which equals the diff erence between the $106,000 investment and the 
share of the net loss of the subsidiary held by the minority shareholders of $92,202 for the year.

b) Business acquisition

On November 30, 2009, the Company, through subsidiary Mercator Ghana Limited, purchased the assets of Toti Berg Freight Services Limited 
for $100,000. This amount was paid with the issuance of common shares of the Company. The purchase price was allocated between the 
purchased net identifi able assets on a fair value basis.

The following represents the fair value of the purchased assets:

      $ 
     Working capital  36,591
     Intangible assets 
    Limited useful life - Client relationships (Note 10)  63,409
       100,000
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16.  caPital stocK

The Company’s authorized capital stock consists of an unlimited number of common shares without par value, participating and voting, as 
well as an unlimited number of preferred shares, without par value and non-voting, issuable in series. 

Issued and paid 

The following table shows the changes in the Company’s common capital stock during the year: 

      Number Amount
    $ 

Balance as at April 30, 2009   27,418,335   1,353,232
Shares issued upon exercise of stock options  133,333 26,934
Shares issued   250,000 100,000
Issuance fees  –  (28,434)
Balance as at April 30, 2010 27,801,668 1,451,732

At the moment of the acquisition of Toti Berg Freight Services Limited on November 30, 2009, 250,000 common shares of the Company were 
issued in consideration for the purchased assets (Note 15b).

The following table shows the changes in the Company’s common capital stock during the preceding year:

      Number Amount
        $ 

Balance as at April 30, 2008  27,293,335 1,319,604
Shares issued upon exercise of stock options  125,000 33,628
Balance as at April 30, 2009 27,418,335 1,353,232

Contributed surplus 2010 2009 
      $   $ 

Balance at beginning of year  208,575    122,478
Stock options granted  31,909  94,725
Stock options exercised   (6,934)  (8,628)
Balance at end of year 233,550  208,575
     
The balance of the contributed surplus as at April 30, 2010 was as follows :

      2010  2009
      $   $ 
Stock-based compensation for options granted 
  to directors and executives  211,550    186,575
Stock-based compensation for options granted 
  to the underwriter  22,000  22,000       
      233,550  208,575
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Stock-based compensation plan 

On January 16, 2004, the Company adopted a stock option incentive plan in accordance with TSX Venture Exchange policies, which states 
that the Company’s Board of Directors may from time to time and at its discretion grant the Company’s directors, executives, employees, 
consultants and technical advisors non-transferable stock options on common shares exercisable during a period of up to fi ve years after 
the grant date. However, the number of common shares reserved for the issue under the terms of the stock-option plan may not exceed 
3,497,881 shares.

The exercise price of an option shall not be lower than the market value of the share at the date of grant, determined as the average of 
the closing price of the share on the TSX Venture Exchange preceding the date of grant less the discount allowed under the TSX Venture 
Exchange policies.  The general terms for exercising the options granted are 25% of the number of shares under option after the date of grant, 
and up to an additional 25% afterward every six months.

Moreover, the number of common shares reserved for issue to a particular director, executive or employee may not exceed 5% of the 
common shares issued and outstanding. The number of common shares reserved for issue to a consultant or technical adviser may not 
exceed 2% of the common shares issued and outstanding.

The Board of Directors determines the price per common share and the number of common shares that can be allocated to each director, 
executive, employee, consultant and technical advisor, as well as all other terms and conditions of the option, subject to the rules of the TSX 
Venture Exchange. Holders must exercise their options within 90 days of resigning from their position or no longer holding their position 
within the Company. However, if the holder’s death is the reason for the termination of employment as a director, consultant or employee, 
options must be exercised within the 12 months following the death, subject to their maturity date. 

Changes in the number of options outstanding as at April 30, 2010 :

   Number of  Weighted- average
   options  exercise price
        $ 

Beginning of year  1,933 333  0.21 
Granted   100,000  0.50 
Exercised   (133,333)  0.15 
Cancelled   (300,000)  0.20 
End of year  1,600,000  0.28 

Exercisable options at the end of year 1,500,000 0.27
 
Changes in the number of options outstanding as at April 30, 2009: 

      Number of   Weighted- average
      options   exercise price
        $ 

Begining of year       2,008,333                 0.21
Granted  425,000  0.41
Exercised                                                                                                                                              (125,000)  0.20
Cancelled                                                            (375,000)  0.20
End of year 1,933,333   0.21

Exercisable options at the end of year                                                                   1,283,333  0.25
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Options granted to directors and executives 

During the year ended April 30, 2010, stock options on 100,000 common shares maturing over a maximum of fi ve years were granted to 
directors and executives. These options were estimated at their fair value using the Black-Scholes option pricing model. An amount of $31,909 
was expensed as stock-based compensation for the year ended April 30, 2010 and the related credit was recorded in the contributed surplus.

In 2009, stock options on 425,000 common shares maturing over a maximum of fi ve years were granted to directors and executives, 300,000 
of which remain outstanding. These options were estimated at their fair value using the Black-Scholes option pricing model. An amount of 
$94,725 was expensed as stock-based compensation for the year ended April 30, 2009 and the related credit was recorded in the contributed 
surplus.

The following stock options were outstanding as at April 30, 2010:

      Options outstanding  Vested options 

Granted in  Number  Weighted-average    Number  Weighted-average
      of options  exercise price  Maturing  of options  exercise price
        $      $

2007   1,000,000  0.20  2012  1,000,000  0.20
2008   200,000  0.25  2013  200,000  0.25
2009   300,000  0.50  2014  275,000  0.50
2010   100,000  0.50  2015  25,000  0.50
      1,600,000      1,500,000  –

The following assumptions were used to determine the fair value of options at the time of granting:

      2010  2009

Risk-free interest rate  2.11%  1.79%
Expected dividend yield   – –
Expected life (years)  5.00  5.00
Expected volatility  75%  75%
Weighted-average fair value of options granted  $0.50  $0.50 
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17.  caPital managEmEnt

The objective of the Company in terms of capital management is to ensure it has suffi  cient liquid assets available to pursue its growth 
strategy and to be able to carry out specifi c acquisitions while keeping its conservative approach in terms of leverage and management of 
fi nancial risks. An additional objective is to give shareholders an adequate return on investment. Furthermore, the Company believes that the 
redemption of its own shares may represent, in certain circumstances, a judicious use of its capital.

The capital of the Company consists of net liabilities and shareholders’ equity. Net liabilities consist of bank loans, advances from a corpora-
tion, debts bearing interest as well as non-controlling interests, net of cash and cash equivalents. The main use of the capital of the Company 
is to fi nance acquisitions and create new subsidiaries.

The principal measurement used by the Company to manage fi nancial leverage is the net liabilities on shareholders’ equities ratio. As at 
April 30, 2010 and 2009, this ratio was established as follows:

      2010  2009
      $  $

Bank loans  1,530,976  196,102
Advances from a corporation  991,179  –
Current portion of obligations under capital leases  5,831   1,418
Current portion of long-term debt  41,820  41,820
Obligations under capital leases  13,237  –
Long-term debt  69,700  111,520
Non-controlling interests  13,848  –
Cash and cash equivalents  (640,948)  (987,666)
Net liabilities  2,025,643  (636,806)
Shareholders’ equity  1,449,755  1,230,208
Net liabilities on shareholders’ equity  1.40 :1  (0.52) :1

The Company’s fi nancial objectives and strategy as described above remained substantially unchanged over the year ended April 30, 2010.  
These objectives and strategy are reviewed on an annual basis. Management considers that its ratios are within reasonable limits, in light of 
its capital management objectives.

The Company is subject to various bank covenants under its credit facilities. The Company regularly monitors these ratios to ensure it 
meets all fi nancial covenants, and has control in place to ensure that contractual covenants are met. The Company complied with all bank 
covenants as at April 30, 2010. 

18.  commitmEnts

The Company rents premises under diff erent lease agreements expiring on or before March 31, 2015, after which the premises may be still 
occupied by agreement between the parties. Minimum payments for the next fi ve fi scal years shall amount to $129,055 in 2011, to $65,936 
in 2012, to $6,831 in 2013, to $7,515 in 2014 and $7,533 in 2015.
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19.  RElatED PaRtY tRansactions

The Company entered into the following transactions with related parties:

      2010  2009
      $  $
Professional fees  164,602  124,204

The Company is related to other companies that are controlled by common shareholders. Transactions between the Company and related 
companies are conducted in the ordinary course of business and are measured at the exchange amount, which is the consideration estab-
lished and agreed upon by the related parties. 

20.  Financial instRUmEnts 

Currency risk

Part of the Company’s sales and purchases are denominated in foreign currency. Consequently, the Company has a foreign currency expo-
sure on certain assets, liabilities, revenue and expenses. As at April 30, 2010, cash, accounts receivable, bank loans, accounts payable and 
accrued liabilities denominated in US dollars amounted to $343,292 (CAN$348,716), $1,307,343 (CAN$1,327,999), $77,891 (CAN$79,122) and 
$1,578,644 (CAN$1,603,586), respectively. As at April 30, 2009, cash, accounts receivable and accounts payable, denominated in US dollars 
amounted to $458,703 (CAN$547,233), $939,247 (CAN$1,120,522) and $1,280,413 (CAN$1,527,533), respectively. As at April 30, 2010, cash, 
accounts receivable, bank loans, accounts payable and accrued liabilities in Euros were €17,086 (CAN$23,107), €3,143,319 (CAN$4,251,025), 
€488,101 (CAN$660,108) and €2,500,531 (CAN$3,381,717) respectively. As at April 30, 2009, cash, accounts receivable and accounts pay-
able, denominated in Euros amounted to €83,540 (CAN$131,860), €546,578 (CAN$862,719) and €333,772 (CAN$526,826) respectively. As at 
April 30, 2010, cash, accounts receivable, accounts payable and accrued liabilities in Ghanaian Cedis (GHS) were GHS 71,145 (CAN$50,819), 
GHS 88,974 (CAN$63,554) and GHS 12,319 (CAN$8,799) respectively. As at April 30, 2009, accounts denominated in Ghanaian Cedis were at zero. 

The Board of Directors requires the Company to manage its foreign currency risk. Mercator Group hedges against this risk by regularly ana-
lyzing foreign currency cash fl ows and through the use of currency contracts. As at April 30, 2010, the Company held no currency contracts.

Assuming no change in commodity prices and interest rates, a hypothetical increase of CAN$0.06 of the Canadian dollar compared to the 
US dollar, a hypothetical increase of CAN$0.16 of the Canadian dollar compared to the Euro, and a hypothetical increase of CAN$0.02 of the 
Canadian dollar compared to the Ghanaian Cedi on April 30, 2010 would have had an impact of $335, $28,332 and $2,303 respectively. The 
Company would have had an equal but opposite eff ect for a decrease compared to the related currencies.

Credit risk 

The Company’s exposure to credit risk relates to the Company’s cash and cash equivalents, fi nancial instruments and deposits with banks and 
fi nancial institutions. The Company manages this risk by dealing with only creditworthy institutions.

The Company is exposed to credit risk on its accounts receivable from customers. The Company provides credit to its clients in the normal 
course of its operations. It carries out, on a continuing basis, credit checks of its clients and maintains provisions for potential losses on receiv-
ables, which are consistent with management’s forecasts, when they occur. In order to reduce this risk, the Company’s credit policy includes: 

•  An analysis of the fi nancial position of its customers;
•  A very strict and diligent credit policy for all customers; 
•  Monthly review of all customers’ credit rating with the relevant agencies; 
•  Selection of customers as part of a well-established marketing strategy. 
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In conclusion, management believes that these measures allow for an eff ective assessment of the risk incurred with a particular customer 
and the potential consequences for the Company’s results. 

Management considers that all receivables are fully collectible as most of the Company’s customers have good credit standing and no his-
tory of default.

As at April 30, 2010, the Company had receivables of $1,413,858 from one client (as at April 30, 2009, $898,488).  As at April 30, 2010, approxi-
mately 3% of trade receivable is outstanding for more than 90 days from the date of invoice, while approximately 66 % is current (less than 
30 days). The allowance for doubtful accounts amounted to $41,396 as at April 30, 2010 ($54,173 as at April 30, 2009).

Interest risk 

The Company is exposed to fi nancial risks as a result of interest rate fl uctuations and the volatility of these rates. Short-term credit facilities 
described in Note 11 bear interest at fl oating rates whereas the long-term debt rate is fi xed.

Assuming that bank loan as reported on April 30, 2010 had been the same throughout the period, an hypothetical 1% interest rate increase 
would have had an unfavorable impact of $15,310 on net earnings for the year ended April 30, 2010. The Company would have had an equal 
but opposite eff ect for a hypothetical 1% rate decrease.

Fair value

The Company determines the fair market value of fi nancial instruments based on current interest rates, the market value and current price 
of a fi nancial instrument under comparable conditions.  As at April 30, 2010 the carrying value of the Company’s fi nancial instruments cor-
responded to their fair value, except for its long-term debt and obligations under capital leases for which the carrying amount and fair value 
is summarized in the following table:

      As at April 30, 2010  As at April 30, 2009
      Carrying Fair  Carrying  Fair
      value value  value  value
      $ $  $  $
Long-term debt  111,520 111,905  153,340  153 ,869
Obligations under capital leases  19,068 19,200  1,418  1,418

The fair value of long-term and obligations under capital leases were determined using the discounted cash fl ow method in accordance 
with current fi nancing arrangements.  The discount rates used correspond to prevailing market rates off ered to the Company for debt with 
the same terms and conditions.

Under fair value evaluation hierarchy, cash and investments with a fair value equal to book value are classifi ed under Level 1. No transfer of 
level occurred during the year.
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Liquidity risk 

Liquidity risk is the risk that the Company will not be able to meet its obligations as they become due. The Company manages liquidity risk 
through the management of its capital structure and fi nancial leverage, and by continuously monitoring forecasts and actual cash fl ows. The 
following are the contractual maturities of fi nancial liabilities as April 30, 2010:

         
      Carrying  Less than  Between one Between two More than
   value one year and two years and fi ve years fi ve years
   $ $ $ $ $

Bank loans   1,530,976  1,530,976  –  –  –
Accounts payable and accrued liabilities  4,881,570  4,881,570  –  –  –
Income taxes payable  41,396  41,396  –  –  –
Advances from a corporation  991,179  991,179  –  –  –
Obligations under capital leases
  (including interest)  24,585  8,940  8,940  6,705  –
Long-term debt (including interest)  126,103  50,437  46,460  29,206  –
      7,595,809  7,504,498  55,400  35,911  –
Commitments (Note 18)  216,870  129,055  65,936  21,879  –
Totals  7,812,679  7,633,553  121,336  57,790  –

The Company has two credit facilities renewable annually; there can be no assurance that such credit facilities will be renewed or refi nanced, 
or if renewed or refi nanced, that the renewal or refi nancing will occur on equally favorable terms. If, when required, the Company is unable 
to renew or refi nance the credit facility, or is able to renew or refi nance such credit facility on less favorable terms, this may have an adverse 
eff ect on the Company’s business, fi nancial condition, results of operations and future prospects.
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21.  sEgmEntED inFoRmation 

The Company operates in two sectors, namely the logistics sector and the distribution sector.

The logistics sector includes mainly brokerage services in sea, air and road transport as well as international logistics. The activities in this 
sector are exercised in Canada, Europe, United States and Africa.

The distribution sector is mainly the commercialization of absorbent products. The activities of this sector are carried on in Canada.

These sectors are managed separately because each business sector represents a strategic sector which serves diff erent markets. The 
Company evaluates sectorial performance using earnings before income tax of each business sectors. 

      2010  2009
      $  $
Revenue     
  Logistics  28,145,885  23,269,055
  Distribution  4,172,913  4,916,048
      32,318,798  28,185,103

      2010  2009
      $  $
Earnings (loss) before income taxes  
  Logistics  (87,216)  506,338
  Distribution  345,042  51,808
      257,826  558,146
  Depreciation and amortization  169,305  134,898
  Interest  33,584  33,101
  Earnings before income taxes  54,937  390,147

Revenues by geographical segments are as follows:

      2010  2009
      $  $

Canada  9,178,457  13,765,023
Europe  12,178,570  7,151,786
United States  3,067,110  3,377,327
Africa  6,025,936  3,322,911
International  1,868,725  568,056
      32,318,798  28,185,103

Revenues by geographical segment are based on the customer’s country of residence.

For the year ended April 30, 2010, one client represents 10% or more of the Company’s revenue, representing 13% of revenue (in 2009, one 
client represented 35% of revenue).

The accounting policies of each sector are the same as those described in Note 2 regarding the signifi cant accounting policies.
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22.  aDDitional inFoRmation 

Cash fl ow

       2010  2009
      $  $
a)  The net change in non-cash working capital items was as follows :   
  Accounts receivable  (3,742,474)  47,375
  Inventories  15,245  4,940
  Prepaid expenses  (197,906)  (55,709)
  Accounts payable and accrued liabilities  1,951,945  32,503
  Income taxes payable  20,130  21,266
      (1,953,060)  50,375
       
b) Additional information     
  Interest paid  38,355  35,092
  Income taxes paid  32,531  –

c)  Items not aff ecting cash and cash equivalents     
  Issuance of common shares in consideration 
    for a business acquisition (Note 15b)  100,000  –
  Purchase of software under capital leases  20,977  –
       

Additional information – earnings and comprehensive income       

a) Foreign exchange (loss) gain  (13,358)  54,568

b) Depreciation and amortization   
  Depreciation of property and equipment  64,318  14,686
  Amortization of intangible assets  104,987  120,212
      169,305  134,898

c)  Interest     
  Interest revenue  (4,771)  (1,991)
  Interest on bank loans and other  25,404  15,099
  Interest on long-term debt  12,615  18,928
  Interest on obligation under capital leases  336  1,065
      33,584  33,101
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23.  Subsequent events

Private placement of $1,600,000 

On July 6, 2010, the Company concluded a private placement of 5,333,333 common shares of its capital stock, of which 1,166,666 were issued 
to independent directors of the Company and 4,166,667 to institutional funds, at a price of $0.30 per share, for total gross proceedings of 
$1,600,000 (net proceedings of $1,430,000). 

Laurentian Bank Securities was the broker in the private placement and received a $80,000 commission (6.4% of the gross amount of the 
private placement made by the institutional funds) as well as 166,667 share warrants, each warrant allowing the broker to subscribe to a 
common share for a period of twenty-four months following the closing of the said placement. 

Acquisition of SAS Trans Orient Services 

On July 27, 2010, the Company announced that it had completed the previously announced acquisition of the French corporation SAS Trans 
Orient Services. As announced June 23, 2009, this acquisition took place in the context of the judicial liquidation of the French corporation 
Orient Finances SAS, which held all the shares of Trans Orient, for a purchase price of €675,000 ($877,000), payable in cash at closing. The 
Company had subsequently been informed, on July 31, 2009 that the decision confirming the acquisition of Trans Orient was being subjected 
to an appeal procedure filed by the Orient Finances SAS minority shareholders. These shareholders having withdrawn the appeal procedure, 
the act witnessing the transfer of all the shares of Trans Orient to the benefit of Mercator Transport France Inc., wholly owned subsidiary of 
the Company, was concluded.

At the closing of the acquisition of Trans Orient, the leasing-management agreement between Trans Orient and the Company, which had 
been announced on September 2, 2009, was terminated.


