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For the years ended December 31, 2009 and 2008
(in thousands of dollars, except per share amounts)

NOTE 16:  FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (continued)

Held for Trading
Loans and receivables / 
other financial liabilities

 

Carrying Amount

 

Fair value

$ $ $ $

The carrying amounts of the financial instruments as at December 31, 2009 are as follows:

Financial assets:
Cash and cash equivalents 22,769$                  -$                                   22,769$                22,769$                      
Note receivable                    199,666 -                                                     199,666                       199,666 
Accounts receivable -                                                     221,591                 221,591                          221,591 

222,435$                221,591$                        444,026$              444,026$                    

Accounts payable and accrued liabilities -$                        224,030$                           224,030$                  $                   224,030 
Foreign exchange forward contracts 67                         -                                                           67                                67 
Long Term Debt -                                                       87,400                      87,400                            87,400 

67$                         311,430$                        311,497$              311,497$                    

Financial liabilities:

Net financial asset / (liability) 222,368$                (89,839)$                         132,529$              132,529$                    

Held for Trading
Loans and receivables / 
other financial liabilities

 

Carrying Amount

 

Fair value

Cash and cash equivalents 60,965$                  -$                                   60,965$                60,965$                      
Note receivable                    152,027 -                                                     152,027                       152,027 
Accounts receivable -                                                     213,575                 213,575                          213,575 

Financial assets:

The carrying amounts of the financial instruments as at December 31, 2008 are as follows:

212,992$                213,575$                        426,567$              426,567$                    

Accounts payable and accrued liabilities -$                        227,243$                           227,243$                  $                   227,243 
Foreign exchange contracts                        1,310 -                                                      1,310                           1,310 
Long Term Debt -                                                     121,792                    121,792                          121,792 

1,310$                    349,035$                        350,345$              350,345$                    

Net financial asset / (liability) 211,682$                (135,460)$                       76,222$                76,222$                      

Financial liabilities:

The Company has exposure to the following risks from its use of financial instruments, and manages these risk exposures as follows:

(a) Credit risk:

Credit risk refers to the risk of losses due to failure of the Company's customers or other counterparties to meet their payment obligations. The Company primarily
sells to the North American automotive industry and provides credit to its customers in the normal course of business. The exposure to credit risk associated with
the non-performance of these customers can be directly impacted by a decline in economic conditions which would impair the customers' ability to discharge their
obligations to the Company.  

The Company has exposure to the following risks from its use of financial instruments, and manages these risk exposures as follows:

The aging of accounts receivable at the reporting date was as follows:

Approximately 87% (2008 - 90%) of the Company ’s production sales are derived from four (2008 - four) customers. The Company manages this risk by
ensuring that these customers continue to settle accounts under the agreed upon payment terms, and long outstanding balances are investigated and resolved on
a timely basis.

2009 2008

0-60 days  $             204,368  $                   202,219 
61-90 days                     8,338                           6,855 
Greater than 90 days                     8,885                           4,501 

 $             221,591  $                   213,575 

The aging of accounts receivable at the reporting date was as follows:



MARTINREA INTERNATIONAL INC. 
Notes to Consolidated Financial Statements                           

For the years ended December 31, 2009 and 2008
(in thousands of dollars, except per share amounts)

NOTE 16:  FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (continued)

Closing balance December 31 2007 $ 2 099

As the Company's most significant customers continue to make regular and consistent payments in accordance with agreed upon repayment terms, and given the
history of good collections, a provision for doubtful accounts is made on a customer by customer and invoice by invoice basis, based on ongoing customer
discussions.  The reconciliation of the allowance for doubtful accounts is as follows:

Closing balance, December 31, 2007  $                       2,099 
Increase during the year                           2,420 

Closing balance, December 31, 2008                           4,519 
Decrease during the year                          (1,907)

Closing balance, December 31, 2009  $                       2,612 

(b) Liquidity risk:

The Company is exposed to the non-performance by counterparties to foreign currency forward contracts. These counterparties are large international financial
institutions and, to date, no such counterparty has failed to meet its financial obligation to the Company. Management does not believe there is a significant risk of
non-performance by these counterparties.

(b) Liquidity risk:

(c) Interest rate risk:

Liquidity risk is the risk that the Company will not be able to meet its financial obligations when they come due. The Company manages liquidity risk by monitoring
sales volumes and collection efforts to ensure sufficient cash flows are generated from operations to meet the liabilities when they become due. Management
monitors consolidated cash flows on a weekly basis covering a rolling 12 week period, quarterly through forecasting and annually through the budget process. At
December 31, 2009, the Company had cash of $22,769, and the facilities available as discussed in note 8. All the Company's financial liabilities other than long
term debt have maturities of approximately 60 days.  A summary of the Company's contractual obligations and commitments is provided in note 20.

Interest rate risk refers to the risk that the value of a financial instrument or cash flows associated with the instrument will fluctuate due to changes in market

(d) Foreign exchange risk:

g
interest rates. The Company is exposed to interest rate risk as a significant portion of the Company's long-term debt bears interest at rates linked to the US prime,
Canadian prime, 1 month LIBOR or the Bankers Acceptance rates. The interest rate on the term loan fluctuates depending on the achievement of certain financial
debt ratios, and may cause the interest rate to increase by a maximum of 1.25%. An increase or decrease of 1.0% in all variable interest rate debt would,
everything else being equal, have an effect of approximately $829 (2008 - $935) on the Company's consolidated statement of operations for the year ended
December 31, 2009.

Foreign exchange risk refers to the risk that the value of the financial instruments or cash flows associated with the instruments will fluctuate due to changes in the
foreign exchange rates. The Company undertakes revenue and purchase transactions in foreign currencies, and therefore is subject to gains and losses due to
fluctuations in foreign currency exchange rates. The Company's foreign exchange risk management includes the use of foreign currency forward contracts to fix

The Company does not use derivative financial instruments for speculative purposes.

g y g p y g g g g y
the exchange rates on certain foreign currency exposures. The Company periodically enters into foreign exchange forward contracts to manage exposure of
exchange rate fluctuations between the Mexican Peso and US Dollar.

The Company is exposed to the following currency risk on sales, purchases and borrowings at the reporting date, reported below in the foreign currency:

At December 31, 2009, the Company had committed to sell a total of US$3,965 and buy Mexican Pesos of at an average exchange rate of 12.86400. At
December 31, 2009, the aggregate value of these forward contracts was a loss of $67 (2008 - $1,310) and was recorded in accounts payable and accrued
liabilities.  The Company does not apply hedge accounting.

USD EURO GBP PESO

Accounts receivable  $                131,692 684                                                           -   16,016
Accounts payable and accrued liabilities                  (135,219) (80)                                                            (8)                        (27,922)
Long-term debt (8,411)                                                         -                             -   -                              

 $                (11,938)                                   604                           (8)                        (11,906)

At December 31, 2009, a 5% rise or fall of the Canadian dollar against the other currencies, assuming all other variables remain the same, would have resulted in
a $1,024 (2008 - $1,555) increase or decrease in the Company's net loss for the year ended December 31, 2009.
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NOTE 16:  FINANCIAL INSTRUMENTS AND RISK MANAGEMENT (continued)

USD EURO GBP PESO

Accounts receivable                      95,517                                     -   153 161,583
A t bl d d li biliti (89 809) (101) (496) (28 854)

The currency exposure risk on sales, purchases and borrowings as at December 31, 2008 reported in foreign currency are as follows:

Accounts payable and accrued liabilities                   (89,809)                                (101)                      (496)                        (28,854)
Long-term debt                    (12,851)                                     -                             -                                  -  

 $                  (7,143)                                 (101)                       (343)                       132,729 

The following summary illustrates the fluctuations in the exchange rates applied during the year ended December 31, 2009:

USD EURO GBP PESO

Opening exchange rate 1.2180 1.7046 1.7896 0.0885
Closing exchange rate 1.0510 1.5046 1.6986 0.0804
Average exchange rate 1.1564 1.5954 1.7908 0.0853g g

(e) Capital risk management:

The Company's objectives in managing capital are to ensure sufficient liquidity to pursue its strategy of organic growth combined with strategic acquisitions and to
provide returns to its shareholders. The Company defines capital that it manages as the aggregate of its shareholders' equity, which is comprised of issued
capital, contributed surplus, accumulated other comprehensive loss and accumulated deficit. 

The Company manages its capital structure and makes adjustments in light of general economic conditions, the risk characteristics of the underlying assets and
the Company's working capital requirements. In order to maintain or adjust its capital structure, the Company, upon approval from its Board of Directors, may
issue or repay long-term debt, issue shares, repurchase shares, or undertake other activities as deemed appropriate under the specific circumstances. The Board
of Directors reviews and approves any material transactions out of the ordinary course of business, including proposals on acquisitions or other major investments
or divestitures as well as annual capital and operating budgets

NOTE 17:  RELATED PARTY TRANSACTIONS

In addition to debt and equity the Company may use operating leases as additional sources of financing. The Company monitors debt leverage ratios as part of
the management of liquidity and shareholders’ return and to sustain future development of the business. The Company is subject to externally imposed capital
requirements and its overall strategy with respect to capital risk management remains unchanged from the prior year.

or divestitures, as well as annual capital and operating budgets.

A director of the Company was, for 2007 and part of 2008, a director and officer of a company which purchased $641 (2008 - $1,221) of products from the Company.
These sales were in the normal course of business and were recorded at exchange amounts

NOTE 18:  ECONOMIC DEPENDENCE

The Company, as a supplier to North America's automotive manufacturers, faces certain challenges in the upcoming year. It is economically dependent on three major
customers namely General Motors, Ford Motor Company and Chrysler (collectively "the Detroit 3") in order to generate operating profits and cash flows from operations
and for the continued viability of the Company's business. 

During 2008, the Company also advanced loans to some of its principal officers and employees with interest charged at market rates for an amount of $1,964. These
loans are recorded in other receivables and were used to purchase shares of the Company from the open market. The Company received repayments of $427 in 2009.
The balance of the loans are repayable by December 2010.

These sales were in the normal course of business and were recorded at exchange amounts.

Recent economic conditions during 2008 and 2009 have reduced consumers' demand for certain of the products produced by the Detroit 3. In addition, illiquid credit
market conditions have reduced the availability of financing for many consumers. These factors, combined with the general slowdown in consumer spending on
automotive products caused by uncertainty about future market conditions, continue to adversely impact the Detroit 3's profits and cash flows. As such, it is possible
that Detroit 3 production levels will decrease from the current levels in the near term. Although production levels improved for the Detroit 3 in the second half of 2009
from the first half of 2009, production levels still remain lower than during the earlier part of the decade. Any inventory, accounts receivable and revenue losses resulting
from further production cuts by the Detroit 3 may have a significant impact on the operations of the Company.
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NOTE 19:  SEGMENTED INFORMATION

December 31, 2009 Canada US Other Total
Location:

Destination

The Company focuses its operations on the production of goods for the automotive industry.  Sales by geographic region are summarized as follows:

Canada 261,679$                151,728$                        85,563$                498,970$                    
US 11,436                    359,502                          73,398                  444,336                      
Other 13                           44,489                            150,332                194,834                      

273,128$                555,719$                        309,293$              1,138,140$                 

December 31, 2008 Canada US Other Total
Location:

C d 373 271$ 413 417$ 20 683$ 807 371$

Destination

Canada 373,271$               413,417$                       20,683$                807,371$                   
US 40,056                    419,526                          87,814                  547,396                      
Other -                              81,735                            120,519                202,254                      

413,327$                914,678$                        229,016$              1,557,021$                 

Assets by geographic region are summarized as follows:

Approximately  87% (2008 - 90%) of the Company ’s  production sales are derived from four (2008 - four) customers.  The Company manages this risk by ensuring that 
these customers continue to settle accounts under the agreed upon payment terms, and long outstanding balances are investigated and resolved on a timely basis.

December 31, 2009 Current assets Capital Assets
Intangibles and 

other assets Total

Canada 200,225$                172,070$                        237,455$              609,750$                    
US 133,958                  162,414                          37,972                  334,344                      
Mexico 68,320                    60,549                            4,458                    133,327                      
Europe 3,045                      822                                 2,475                    6,342                          

405,548$                395,855$                        282,360$              1,083,763$                 

 

December 31 2008 Current assets Capital Assets
Intangibles and 

other assets TotalDecember 31, 2008 Current assets Capital Assets other assets Total

Canada 244,931$                188,339$                        187,753$              621,023$                    
US 125,869                  175,802                          38,213                  339,884                      
Mexico 61,148                    64,340                            84                         125,572                      
Europe 3,479                      498                                 2,130                    6,107                          

435,427$                428,979$                        228,180$              1,092,586$                 

NOTE 20:  GUARANTEES AND COMMITMENTS

The Company leases manufacturing premises, office equipment, vehicles and facilities under long term operating leases and enters into purchase obligations in its
normal course of business The aggregate expected payments towards these obligations are as follows:

2010 184,847$                    
2011 39,505                        
2012 53,824                        
2013 6,256                          
2014 4,554                          
Thereafter 8,764                          

297,750$                    

normal course of business.  The aggregate expected payments towards these obligations are as follows:
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NOTE 20:  GUARANTEES AND COMMITMENTS (continued)

The Company is a guarantor under a tool financing program. The tool financing program involves a third party that provides tooling suppliers with financing subject to a
Company guarantee. Payments from the third party to the tooling supplier are approved by the Company prior to the funds being advanced. The amounts loaned to
tooling suppliers through this financing arrangement do not appear on the Company's consolidated balance sheet. At December 31, 2009, the amount of program
financing was $38,662 (2008 - $ 22,927). The maximum amount of undiscounted future payments the Company could be required to make under the guarantee is
$38,662 (2008 - $22,927).   

The Company would be required to perform under the guarantee in cases where a tooling supplier could not meet its obligation to the third party. Since the amount
advanced to the tooling supplier is required to be repaid generally when the Company receives reimbursement from the final customer, and at this point the Company
will in turn repay the tooling supplier, the Company views the likelihood of tooling supplier default as remote. No such defaults occurred during 2009 or 2008.
Moreover, if such an instance were to occur, the Company would obtain the tool inventory as collateral. The term of the guarantee will vary from program to program,
but typically ranges between six to eighteen months.
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