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GROSS LOANS RECEIVABLE  
BY BORROWER SECTOR

Financials 5%

Other 3%

Forestry 9%

Agriculture 6%

Industrials 44%

Energy 15%

  

Mining 4%

Technology and  
Hardware 14%

TOTAL:
$1,314MM

LOAN PORTFOLIO  
BY AMOUNT FUNDED

TOTAL:
24 LOANS

<$10MM 21%

$50MM+ 38%

$10–$20MM 8%

$21–$30MM 17%

$41–$50MM 8%
$31–$40MM 8%

GROSS YIELD

21.2%

13 14 15 16

20.3%
18.9%

19.5%

53.3

13 14 15 16

99.0

171.3

188.1

13 14 15 16

TOTAL REVENUE 
(after derecognition)
(C$ millions)

(1)  Refer to “Description of Non-IFRS 
Measures” in the MD&A. These 
financial measures are not 
recognized measures under 
International Financial Reporting 
Standards (IFRS) and do not have a 
standardized meaning prescribed 
by IFRS. Therefore, they may not 
be comparable to similar measures 
used by other issuers.

FINANCIAL HIGHLIGHTS
(C$ 000s, except per share information) 2016 2015
Average loan portfolio outstanding(1)  $ 1,218,691 $  1,021,553 

Total revenue (after derecognition)   188,126  171,306

Gross yield(1)   19.5%  18.9%
Net interest income   142,929  132,433

Net interest margin(1)   11.7%  13.0%

Net income   1,153  61,952
Earnings per share (diluted)  $ 0.02 $ 1.22 
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CALLIDUS  
CAPITAL

Callidus Capital is an asset-based  
lender (ABL) providing bridge 
financing to Canadian and U.S. 
companies unable to obtain 
adequate credit from traditional 
lenders. Loans typically range from 
$10 million to $100+ million and 
are generally structured as fully 
collateralized demand, first lien 
facilities with historical gross  
yields of approximately 20%. 

Callidus spans a significant gap in the lending market, working with companies with capital requirements 

too small to access high-yield markets. Its competitive advantages include: 

• A proprietary and agile due diligence process to evaluate assets, operations and credit risks; 

• Generally non-dilutive demand loans with limited or no financial covenants; and 

• A senior management team with extensive restructuring experience across numerous industries. 

Callidus effectively manages risk by working closely with its borrowers, constantly monitoring and 

assessing collateral and controlling all cash flow through blocked accounts. It has a long track record  

of successfully helping companies expand operations, make prudent acquisitions and improve financial 

stability until they can gain access to traditional credit.
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LETTER FROM THE CHAIRMAN AND CEO

LETTER FROM  
THE CHAIRMAN AND CEO

Fellow shareholders,

We are very pleased to report that 2016 was another year of significant 
progress for Callidus. We executed a number of complex initiatives and 
made great strides in unlocking value for shareholders, as evidenced by a 
110% increase in our share price over the course of 2016. However, our 
stock continues to be volatile and to trade at a significant discount to fair value.

A year and a half ago, Callidus made a commitment to shareholders to close the gap between the trading 

price of the shares and their fair value. We announced a four-stage process to achieve this – a Normal 

Course Issuer Bid (NCIB), the implementation of a growing dividend, a Substantial Issuer Bid (SIB), and, 

if those steps failed to fully surface the value in our stock, the possible privatization of the Company.

The NCIB was our first step, increasing liquidity for shareholders that wanted to sell. We then introduced a 

dividend, initially at $0.70 per share. We followed that with a dividend reinvestment plan, in order to give those 

shareholders interested in doing so the ability to easily reinvest their cash dividends in our shares without 

brokerage costs. In 2016, we increased the dividend twice, in aggregate by over 70% to $1.20 per share.

In 2016, we completed the third stage of the four-stage process outlined above, the SIB, pursuant to 

which we repurchased 2.8 million shares at a price of $16.50 per share. We made the conscious decision 

to repurchase shares in this way for two reasons. First, repurchasing shares presented us with a highly 

accretive value opportunity since the purchase price was significantly below the National Bank valuation 

completed in April 2016. That valuation identified a range of $18 to $22 per share. Second, we again 

provided increased liquidity for shareholders that wished to sell, and rewarded remaining shareholders 

with an increased interest in our growing business. 

The initial price under the SIB was at a substantial premium to the closing price at the time we initiated 

the offer. We increased the SIB offer price three times. All SIB participants retroactively participated in 

the increases, an element of fairness we consider fundamentally important and a reflection of our culture 

at the Company. While the return on the SIB share repurchases exceeded what we would have earned 

from extending new loans, it also meant that we held the loan book constant during that period, as cash 

was used primarily for share repurchases. Upon completion of the SIB, we announced another NCIB for 

another 2.5 million shares, which is currently underway. We do not expect the NCIB to materially affect 

our ability to make new loans. 

Another area of focus for us in 2016 was to consider how we could better manage and strengthen our 

business and assets. We saw this as an opportunity to enhance our operations in preparation for the 

resumption of growth. Accordingly, we undertook a comprehensive review of our loan processes and 

practices and, based on our findings, proceeded to refine our already very robust procedures across 

all functions. These refinements included ensuring the Company was being appropriately compensated 

for granting waivers, extensions and amendments to loan agreements (a feature referred to as “yield 

enhancements”), increasing the detail and timeliness of reporting in the underwriting process, 

implementing enhanced measures for compliance monitoring and aligning employee compensation 
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directly with loan losses or procedural oversights, to name just a few. We also added staff to enhance 

the breadth of our underwriting and workout capabilities.

While the stock has responded to all of these initiatives, it continues to trade at a discount to fair value. 

So, in Q4 2016, we began implementing the fourth and final stage of the process, the exploration of a 

privatization of the Company. Our Board of Directors has established a Special Committee in connection 

with any privatization. Goldman Sachs has been retained as an advisor to the Special Committee. A total 

of 19 parties signed non-disclosure agreements and entered the privatization process. A more limited 

number of parties, which we stated would not exceed six in number, are currently in the process of 

developing proposals and engaging in discussions relating to potential structures and valuations. Early 

indications of interest support initial valuations that would translate into a price received by tendering 

shareholders that is consistent with the previously disclosed National Bank valuation.

At this time, we remain optimistic that we will announce a transaction by the end of the second quarter 

of 2017. However, there can be no certainty that a transaction will be concluded, what price or terms 

may be offered or accepted, or if the process will be concluded according to the anticipated timeline.

During 2016, we also focused on putting into place a low-cost and flexible capital structure to fund growth. 

The most significant step in this regard was the closing of a new scalable, predominantly investment-

grade securitization facility that will serve as a primary source of funding for our growth. This facility has 

resulted in our achieving a significantly lower cost of capital. Accordingly, we expect that this securitization 

facility will become an increasingly larger component of our capital structure. Its use will result in increased 

interest margin, net income and return on equity.

During 2017, we have seen changes in the credit market to which we have and will continue to adapt. 

Capital is more plentiful, and therefore credit pricing generally is under downward pressure, albeit less so 

in our segment. For competitive reasons, we may lower interest rates, or alter credit features like term, 

or provide the option to pay a small portion of interest in-kind. 

While we see some lenders taking greater risk for less return, we will not diminish our lending standards. 

We are very cognizant of risk, and therefore we take extensive measures to protect the interests of our 

shareholders through the structure of our loan agreements, the collateral we accept, intensive borrower 

due diligence during the underwriting process, and extensive monitoring and oversight processes that 

are maintained during the term of the loans. 

We are very pleased that, in this very competitive environment, we have an ever-increasing pipeline 

of potential loans which now stands at $2.3 billion, or $1.3 billion if presented on a basis consistent with 

past reporting parameters. We are exceptionally well positioned to execute on these opportunities. 

During 2017, we will complete our exploration of the potential privatization. Regardless of whether or not 

we are privatized, we will focus on maximizing the value of our business, achieving profitable growth 

and optimizing our capital structure. That will also necessitate growth in our team. Among the anticipated 

changes, we expect to add more strength to both our originations and underwriting teams.

We appreciate the support we have received and look forward to continuing to contribute to the strength 

and diversity of the credit market in Canada for many years to come.

Yours very truly,

Newton Glassman 

Executive Chairman and Chief Executive Officer
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MANAGEMENT’S DISCUSSION  
AND ANALYSIS
December 31, 2016

This Management’s Discussion and Analysis (“MD&A”) should be read in conjunction with the audited 

annual consolidated financial statements (“Financial Statements”) of Callidus Capital Corporation 

(“Callidus”, the “Corporation” or the “Company” or “we”) as at December 31, 2016 and 2015, and for 

the years ended December 31, 2016 and 2015, and the related notes attached thereto, which were 

prepared in accordance with International Financial Reporting Standards (“IFRS”). These items and 

additional information regarding the Corporation are available on the System for Electronic Document 

Analysis and Retrieval (“SEDAR”) at www.sedar.com. This MD&A has been prepared taking into 

consideration information available to March 30, 2017 and is current to that date unless otherwise stated. 

All amounts herein are expressed in Canadian dollars unless otherwise indicated.

STATEMENT REGARDING FORWARD-LOOKING STATEMENTS AND USE OF NON-IFRS MEASURES
This MD&A contains forward-looking information within the meaning of Canadian securities laws and 

applicable regulations. Statements that are not reported financial results or other historical information 

are forward-looking information within the meaning of applicable Canadian securities laws (collectively, 

“forward-looking statements”). Sentences and phrases containing or modified by words such as 

“anticipate”, “plan”, “continue”, “estimate”, “intend”, “expect”, “may”, “will”, “project”, “predict”, 

“potential”, “targets”, “projects”, “is designed to”, “strategy”, “should”, “believe”, “contemplate” and 

similar expressions, and the negative of such expressions, are not historical facts and are intended to 

identify forward-looking statements. Forward-looking statements are based on information available at 

the time and/or management’s expectations with respect to future events that involve a number of risks 

and uncertainties, any of which could cause actual results to differ materially from those expressed in or 

implied by the forward-looking statements. The factors described under the heading “Risk Factors”, as 

well as any other cautionary language in this MD&A, provide examples of risks, uncertainties and events 

that may cause Callidus’ actual results to differ materially from the expectations it describes in its 

forward-looking statements. 

In making the forward-looking statements in this MD&A, the Corporation has made assumptions 

regarding: general economic conditions, reliance on debt financing, funding pursuant to the participation 

agreement, interest rates, continued lack of regulation of asset based lending, continued operation of key 

systems, debt service, the expectation that the number of industry competitors in Callidus’ marketplace 

will continue to decline, the expectation that bank lending to mid-market companies will continue to be 

constrained for at least several years, future capital needs, retention of key employees, adequate 

management of conflicts of interests, continued performance of the loan portfolio and collateral value of 

the assets of borrowers, limited loan pre-payment, effective use of leverage, and such other risks or 

factors described in this MD&A and from time to time in public disclosure documents of Callidus that are 

filed with securities regulatory authorities. 

Forward-looking statements involve significant risks and uncertainties, and should not be read as 

guarantees of future events, performance or results, and will not necessarily be accurate indicators of 

whether such events, performance or results will be achieved. Forward-looking statements are based on 

information available at the time and/or management’s expectations with respect to future events that 

involve a number of risks and uncertainties. Any forward-looking information concerning prospective 

results of operations, financial position, expectations of cash flows and future cash flows is based upon 

assumptions about future results, economic conditions and courses of action and is presented for the 
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purpose of providing prospective investors with a more complete perspective on Callidus’ present and 

planned future operations. Such information may not be appropriate for other purposes and actual results 

may differ materially from those anticipated in such forward-looking statements. 

To the extent any forward-looking information in this MD&A constitutes future-oriented financial 

information or financial outlooks within the meaning of Canadian securities laws, such information has 

been prepared by the Corporation to provide a reasonable estimate of the potential earnings of the 

current loan portfolio (including our best estimate of the unrecognized, non-IFRS yield enhancements), 

subject to (among other things) the assumptions and risks discussed in this MD&A, and readers are 

cautioned that this information should not be relied upon for any other purpose. Future-oriented financial 

information and financial outlooks are, without limitation, based on the assumptions and subject to the 

risks set out herein.

The Corporation discloses a number of financial measures in this MD&A that are calculated and 

presented using methodologies other than in accordance with IFRS. The Corporation utilizes these 

measures in managing the business, including performance measurement and for valuation purposes, 

and believes that providing these performance measures on a supplemental basis to its IFRS results is 

helpful to investors in assessing the overall performance of the business of the Corporation. These 

financial measures should not be considered as a substitute for similar financial measures calculated in 

accordance with IFRS. The Corporation cautions readers that these non-IFRS financial measures may 

differ materially from the calculations disclosed by other businesses, and as a result, may not be 

comparable to similar measures presented by others. Reconciliations of these non-IFRS financial 

measures to the most directly comparable financial measures calculated and presented in accordance 

with IFRS are included within this MD&A. See “Non-IFRS Measures”.

BUSINESS PROFILE AND STRATEGY 
Callidus is a specialty asset-based lender, focused primarily on Canadian companies and U.S. companies 

that are unable to obtain adequate financing from traditional lenders. Callidus provides flexible and 

innovative loan structuring, with limited or no covenants and an efficient credit approval process. The 

Corporation’s loans are generally structured as demand, first lien (senior secured) facilities, on a fully 

collateralized basis.

Callidus addresses an important gap in the lending markets by providing financing to borrowers whose 

perceived credit risk is too high for the lending criteria of traditional lenders, and whose capital 

requirements are too small to access high-yield markets. Callidus also provides borrowers with access 

to capital to fund growth or acquisitions. Additionally, Callidus can assist borrowers through challenging 

periods by working with the operators and drawing on the extensive experience of the Corporation’s 

management team. Callidus seeks to work with borrowers that are likely to improve their financial 

stability and gain the ability to repay the funding Callidus has advanced through loan commitments from 

traditional lenders or otherwise.

The Corporation believes that its expertise in assessing the quality of each prospective borrower and 

its ability to complete timely detailed due diligence enable Callidus to identify opportunities for significant 

returns in situations where risks can be assessed and managed. As part of its strategy to manage the 

perceived risk of these borrowers and each loan, Callidus takes an active approach to lending as it 

carefully assesses and lends against collateral, typically accounts receivable, inventory, machinery and 

equipment, real estate, other term assets and enterprise values, and monitors this collateral on an 

ongoing basis. Callidus has consistently generated significant returns while effectively and prudently 

managing its risk exposure. 
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CURRENT STATUS OF THE BUSINESS
As a result of ongoing, continuous process changes and improvements, we have revised our measure of 

growth prospects, referred to as our pipeline of potential borrowers, to capture a broader range of deals 

to better reflect the opportunities we are pursuing. This pipeline measure on a gross basis is currently 

approximately $1.4 billion. If presented on a basis consistent with past reporting parameters, the pipeline 

measure at year-end was $630 million, and currently stands at $764 million, with $145 million in signed 

back term sheets. See “Forward-Looking Statements” and “Risk Factors”.

DESCRIPTION OF NON-IFRS MEASURES
The Corporation’s Consolidated Financial Statements have been prepared in accordance with 

International Financial Reporting Standards (“IFRS”) as issued by the International Accounting Standards 

Board (“IASB”). Management uses both IFRS and non-IFRS measures to monitor and assess the 

operating performance of the Corporation’s operations. Throughout this MD&A, management uses the 

following terms and ratios which do not have a standardized meaning under IFRS and are unlikely to be 

comparable to similar measures presented by other organizations:

Gross yield is defined as total revenues before derecognition divided by the average loan portfolio 

outstanding after adjusting for loans classified as assets acquired from loans. While gross yield is 

sensitive to non-recurring fees and yield enhancements earned (for example, as a result of early 

repayment), the Corporation has included this information as it believes the information to be instructive 

given the frequency of receipt of non-recurring fees and enables readers to see, at a glance, trends in the 

yield of the loan portfolio.

Gross loans receivable is defined as the sum of (i) the aggregate amount of loans receivable on the 

relevant date, (ii) the loan loss allowance on such date, (iii) the book value of assets acquired from loans 

as they appear on the balance sheet, and (iv) discounts on loan acquisitions. The following is a 

reconciliation, before and after derecognition, of gross loans receivable to net loans receivable in the 

Statement of Financial Position and a summary of gross loans receivable as at December 31, 2016 and 

December 31, 2015. 

($ 000s)

After 
Derecognition 
December 31,  

2016

Before 
Derecognition 
December 31, 

2016

After 
Derecognition 
December 31,  

2015

Before 
Derecognition 
December 31,  

2015

Loan facilities  $  1,176,642   $  1,421,771   $  1,352,653   $ 1,645,298 

Gross loans receivable     1,100,304     1,313,994     1,103,766    1,220,715 

Less: Discounted facilities     (7,575)     (7,575)     (9,793)    (9,793)

Less: Allowance for loan losses     (164,973)     (166,732)     (43,307)    (44,613)

Less: Allowance for assets acquired  
 from loans     (19,359)     (19,359)     (13,169)    (13,169)

Less: Assets acquired from loans     (91,206)     (91,206)     (102,367)   (102,367)

Net loans receivable   $  817,191   $  1,029,122   $  935,130   $ 1,050,773 

Interest yield is defined as total interest before derecognition divided by average loan portfolio 

outstanding after adjusting for loans classified as assets acquired from loans.

Average loan portfolio outstanding is calculated before derecognition for the annual periods using 

daily loan balances outstanding. The average loan portfolio outstanding grosses up the loans receivable 

for (i) assets acquired from loans, (ii) the allowance for loan losses, and (iii) discounted facilities. This 

information is presented to enable readers to see, at a glance, trends in the size of the loan portfolio.

Net interest margin is defined as net interest income divided by average loan portfolio outstanding.
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Allowance for loan losses/assets acquired from loans ratio is defined as the sum of the allowance 

for loan losses and allowance for assets acquired from loans divided by gross loans receivable 

before derecognition.

Operating expense ratio is defined as total operating expenses (consisting of salaries and wages, stock 

options expense, general and administrative expenses, net of Catalyst’s share of these operating 

expenses) divided by average loan portfolio outstanding. 

Return on equity (“ROE”) is defined as net income after derecognition divided by quarterly average 

shareholders’ equity. Return on equity is a profitability measure that presents the annualized net income 

available to shareholders’ equity as a percentage of the capital deployed to earn the income.

Leverage ratio is defined as total debt (net of unrestricted cash and cash equivalents) divided by gross 

loans receivable before derecognition. Total debt consists of the senior debt, revolving credit facilities, 

collateralized loan obligation and subordinated bridge facility.

Yield enhancement is defined as a component of a lending arrangement that Callidus negotiates in 

addition to the original loan agreement including but not limited to additional fees, profit participation 

arrangements and equity and equity like instruments. Should a value be determined for the enhancement 

and depending on its contractual nature, the related amount may be recognized in the statement of 

comprehensive income as a part of interest income, fee income or gain on derivative assets associated 

with loans, may be recognized as an available-for-sale equity interest with value changes recorded in 

other comprehensive income/loss (“recognized yield enhancements”), or, may be unrecognized, which 

includes yield enhancements related to controlling interests (“unrecognized non-IFRS yield 

enhancements”) appropriate accounting treatment under IFRS.

The non-IFRS measures should not be considered as the sole measure of the Corporation’s performance 

and should not be considered in isolation from, or as a substitute for, analysis of the Corporation’s 

financial statements. 
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SELECTED FINANCIAL INFORMATION
The selected financial information set out below for the years ended December 31, 2016 and December 31, 

2015 and as at December 31, 2016 has been derived from the Company’s Financial Statements as at 

December 31, 2015 prepared in accordance with IFRS, as well as the Company’s financial records. The 

following information should be read in conjunction with those statements and related notes.

($ 000s unless otherwise indicated) 2016  2015

Average loan portfolio outstanding(1)   $ 1,218,691   $ 1,021,553 

Gross yield(1)   19.5%   18.9%

 Gross yield on core product   19.8%   19.3%

 Gross yield on Callidus Lite   14.7%   14.2%

Income Statement Data (after Derecognition unless Indicated)
Total revenue  $ 188,126   $ 171,306 

Operating expenses(2)   (18,510)    (20,593)

Provision for loan losses   (134,314)   (35,653)

Recognized yield enhancements(3)    14,400     – 

Recovery under the Catalyst guarantee    32,022   11,807 

Net interest margin(1)   11.7%   13.0%

Allowance for loan losses/assets acquired from loans ratio(1)   14.2%   4.7%

Operating expense ratio(1)   1.5%   2.0%

Net income   $ 1,153   $ 61,952 

ROE(1)   0.2%   12.9%

Balance Sheet and Other Data
Change from 2015

($ 000s unless otherwise indicated)
December 31, 

2016
December 31, 

2015 $ %

Total assets   $ 1,027,215   $ 1,121,798   $ (94,583)   -8%

Gross loans receivable (before derecognition)(1)    1,313,994    1,220,715    93,279   8%

Net loans receivable   817,191    935,130   (117,939)   -13%

Assets acquired from loans   91,206    102,367    (11,161)   -11%

Revolving credit facility, senior debt and  
 collateralized loan obligation   229,261    293,989   (64,728)   -22%

Subordinated bridge facility, due to Catalyst   332,668    291,479   41,189   14%

Leverage ratio(1)   40.4%   50.9%  

(1) Refer to “Description of Non-IFRS Measures”. 
(2) Consists of salaries and wages, stock options expense, general and administrative expenses, net of Catalyst’s share of these 

operating expenses (2016: $3.0 million; 2015: $0.8 million).
(3) Recognized yield enhancements are recorded in the statement of income before derecognition in total revenues (2016: $11.3 million) 

and in gain on derivative assets associated with loans (2016: $3.1 million). Unrecognized yield enhancements are non-IFRS 
measures and are further summarized in “Yield-Enhancement Agreements”. 

HIGHLIGHTS
• As at December 31, 2016, gross loans receivable before derecognition was $1,314 million, an increase 

of $93 million or 8% from December 31, 2015. The increase was due to the funding of existing loans 

partially offset by the repayment or write-off of 15 loans (11 repayments and 4 write-offs) totalling 

$244 million. At December 31, 2016, there were 24 loans and the average loan amount funded 

was approximately $55 million. This compares with 39 loans and an average loan amount funded of 

$31 million at December 31, 2015. Net loans receivable decreased from last year due to a higher 

participation in the average loan portfolio by Catalyst Fund V in the current year and an increase in 

allowance for loan losses.
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• Gross yield for the year was 19.5%, an increase of 0.6% from last year due primarily to higher rates 

charged on certain loans and the recognition of additional fees in the current year. 

• For the year, a total of $11.3 million of additional fees have been recognized in interest and fees and 

other in the statement of comprehensive income related to yield enhancement features. These 

yield enhancement features will continue to be earned as part of the loan restructuring process and 

will generate repeated incremental income for the overall portfolio. Under IFRS, the value of yield 

enhancements related to controlling interests ($110.7 million as at December 31, 2016) does not 

get recognized into income until disposition of the consolidated entities. These yield enhancements 

are further summarized in “Yield-Enhancement Agreements”. 

• Provision for loan losses of $134.3 million was recorded in the statement of income for the year. 

The majority of this provision related to two primary factors. The first contributing factor 

(approximately one third) was a decrease in appraisal values for hard assets such as land or 

machinery and equipment or “yellow metal” of borrowers. Appraisal values are also subject to 

volatility quarter-over-quarter particularly in the natural resource sector. The second contributing 

factor (approximately one fifth) was an overall decrease in enterprise values used as collateral as a 

result of lower updated forecasts and performance expectations provided by our borrowers and 

market comparatives in specific industries including scrap metal and aluminum castings. These 

industries experience commodity-based and customer-base volatility quarter-over-quarter and as a 

result, enterprise values for these companies are inherently subject to volatility. Both of these 

primary factors introduce a level of volatility in the loan loss estimation whereby the Company may 

experience higher than expected loan loss provisions which may result in reversals in future 

periods, and the Company under IFRS accounts for this volatility as a change in estimate. In 

particular, the largest loan loss provision taken in the current year relates to a marine scrap metal 

salvaging business (Esco Marine Inc.) that was dormant for a significant portion of 2016 and has 

recently restarted in 2017 achieving specific milestones that the Company believes may provide 

upside from the provisions that have been taken.

• During the year, the Company recognized a recovery of $32.0 million under the Catalyst guarantee 

due to the recognition of specific loan loss provisions in the year.

• For the year, the average loan portfolio outstanding was $1,219 million, an increase of $197 million 

or 19% from last year. 

• The leverage ratio decreased from 50.9% at December 31, 2015 to 40.4% at December 31, 2016, 

primarily due to a decrease in the revolving credit facility. 

• In March 2016, Callidus’ Board of Directors (the “Board”) authorized a substantial issuer bid to 

purchase for cancellation up to 3,571,428 common shares at a purchase price of $14 per common 

share (the “Purchase Price”) for an aggregate purchase price not to exceed $50 million (the 

“Offer”). In June 2016, the Board authorized an increase to the purchase price under the Offer 

from $14.00 per share to $15.50 per share. In July 2016, the Board authorized an increase to the 

purchase price under the Offer from $15.50 per share to $16.10 per share. In August 2016, the 

Board authorized an increase to the purchase price under the Offer from $16.10 per share to $16.50  

per share. Under the revised Offer, the aggregate maximum purchase price payable by Callidus is 

$58.9 million. In October 2016, the Company announced that it was increasing the number of 

shares eligible under its current substantial issuer bid by 1,500,000 shares, or approximately an 

additional 3% of the shares outstanding as at October 27, 2016. Under the revised Offer, Callidus 

has offered to purchase for cancellation up to 5,071,428 of its outstanding common shares at 

$16.50 per share, from its shareholders. In December 2016, the Company announced final take-up 

of the revised Offer. Following the final take-up, a total of 2.8 million shares had been purchased 

and cancelled under the revised Offer for $16.50 per share or $47.0 million.
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• In October 2016, the Company increased the amount of its aggregate annual dividend to $1.20 

per share and announced that Goldman Sachs has been engaged to act as financial advisor in 

connection with the previously announced privatization process. The process is now underway 

and the Company continues to expect the process to be completed before the end of the second 

quarter of 2017. 

• In December 2016, the Company closed a US$125 million collateralized loan obligation secured 

by a portion of the loan portfolio pledged to a special purpose financing vehicle wholly-owned by 

Callidus. The collateralized loan obligation consists of four investment grade debt tranches ranging 

from AAA (sf) to BBB (sf), representing approximately 60% of the initial issue size. The collateralized 

loan obligation finances a portion of the loan portfolio pledged by a special purpose financing 

vehicle wholly-owned by Callidus. The obligation matures December 7, 2021 and carries an all-in 

blended interest rate of approximately 5.85%.

• Subsequent to year-end, in January 2017, the Toronto Stock Exchange (“TSX”) accepted the 

Company’s notice of intention to undertake a normal course issuer bid (“NCIB”). Under the terms 

of the NCIB, Callidus may acquire up to 2,495,839 of its common shares, representing 5% of the 

49,916,781 common shares comprising Callidus’ total issued and outstanding common shares as 

of January 16, 2017.

• Subsequent to year-end, three loans were fully repaid in January 2017, relating to facilities totaling 

$83.8 million which were originated between 45 and 57 months ago. The outstanding amounts, 

including fees and interest, were fully repaid in accordance with their original terms for total 

proceeds of $68.7 million of which $58.8 million was Callidus’ equity portion. Three additional loans 

were repaid in March 2017, relating to facilities of $318.3 million which were originated between 

17 and 26 months ago. The outstanding amounts, including fees and interest, were fully repaid in 

accordance with their original terms for total proceeds of $308.7 million of which $80.9 million was 

Callidus’ equity portion.

• Subsequent to year-end, in January 2017, the Company extended the revolving period by six months 

to July 2017 and amended the amount of the revolving credit facility to US$275 million with an 

expandable feature to increase it to US$325 million. All other terms remain substantially unchanged.

• Subsequent to year-end, in March 2017, the Company extended the maturity of its revolving 

unsecured subordinated bridge facility from April 30, 2017 to October 31, 2017. All other terms 

remain substantially unchanged.

• Subsequent to year-end, in March 2017, the Company extended the maturity of its senior debt 

from March 31, 2017 to the earlier of September 30, 2017 and the date when the privatization 

transaction closes. All other terms remain substantially unchanged.



12

MANAGEMENT’S DISCUSSION AND ANALYSIS

RESULTS OF OPERATIONS
Net Income

Consolidated Statement of Income

($ 000s except per share information) 2016  2015

Interest  $ 172,688   $ 158,356 

Fees and other    15,438    12,950 

Total revenue   188,126     171,306 

Salaries and wages   (11,089)    (9,716)

Stock options expense    (2,221)    (4,452)

Provision for loan losses   (134,314)    (35,653)

Recovery under the Catalyst guarantee    32,022    11,807 

Gain on derivative assets associated with loans    3,136    – 

(Loss) income from assets acquired from loans    (21,203)    590 

General and administrative    (8,192)    (8,064)

Catalyst’s share of overhead expenses   11,324     1,639 

    (130,537)    (43,849)

Interest expense and participation fees to: 

 Catalyst Fund Limited Partnerships   (28,757)   (20,109)

 Senior debt and revolving credit facilities    (16,440)    (18,764)

Foreign exchange loss   (777)    (1,692)

    (45,974)    (40,565)

Income before income taxes    11,615     86,892 

Income taxes expense    (10,462)    (24,940)

Net income   $   1,153   $  61,952 

Earnings per common share (dollars)

 Basic   $  0.02   $  1.23 

 Diluted   $   0.02   $  1.22 

2016 vs. 2015

For the year, interest income increased $14 million or 9% from last year, as a result of a $197 million or 

19% increase in the average loan portfolio outstanding to $1,219 million year-over-year that was partially 

offset by a higher participation in the average loan portfolio by Catalyst Fund V in the current year.

For the year, fee income was $15.4 million, a $2.5 million increase from last year as a result of growth in 

the loan portfolio and the recognition of additional fees in the current year that was partially offset by a 

higher participation in the average loan portfolio by Catalyst Fund V in the current year.

Provision for Loan Losses

($ 000s) 2016  2015

Specific individual loan loss provisions  $ 134,706   $ 38,215 

Collective allowances    (392)    (2,562)

Total  $ 134,314   $ 35,653 

The Corporation conducts a detailed assessment of the loan portfolio to assess whether there is 

objective evidence of impairment at the (i) individual loan and (ii) collective portfolio levels. As a result of the 

Corporation’s high degree of interaction with each borrower through regular reporting requirements, which 

include submission of daily sales and cash receipts information, weekly borrowing base calculations and 

quarterly field examinations, management believes that it is able to assess for impairment on a timely basis 

and put in place the appropriate measures to mitigate and limit loan losses. 
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The provision for loan losses for the year was $134.3 million. The majority of this provision related to two 

primary factors as outlined in the Highlights section.

The assessment of impairment and determination of the loan loss provision requires judgment 

and consequently, there is measurement uncertainty and actual results may differ from estimates. 

Management considers the provision for loan losses to be adequate. 

Selected Quarterly Information

($ 000s unless otherwise 
indicated) Q4–2016 Q3–2016 Q2–2016 Q1–2016 Q4–2015 Q3–2015 Q2–2015 Q1–2015

Average loan portfolio  
 outstanding(1)  $ 1,282,593  $ 1,217,965  $  1,147,323  $ 1,226,881  $ 1,192,994  $ 1,101,675  $  928,172  $ 864,324 

Gross yield(1)   20.1%   19.0%   20.0%   19.4%   19.1%   19.7%   18.8%   17.9%

Total revenue  $ 48,486  $ 44,169  $ 45,931  $ 49,540  $ 48,467  $  48,419  $  39,329  $ 35,091 

Operating expenses(2)   (3,849)   (4,051)   (5,363)   (5,247)   (6,314)   (5,055)   (5,182)   (4,886)

(Provision) recovery for  
 loan losses   (86,329)   (25,781)

   
  (14,354)   (7,850)   (25,396)   (7,457)   (3,215)   415 

Recognized yield 
 enhancements(3)   (23,800)    2,800    35,300    –    –   –    –   –

Recovery (expense) under  
 the Catalyst guarantee

 
  18,138   6,382   8,531   (1,029)   6,055   3,328   3,018   (594)

Net interest income   35,910   33,633   35,682    37,704   36,734   37,747   30,827   27,125 

Net interest margin(1)   11.1%   11.0%   12.5%   12.5%   12.2%   13.6%   13.5%   12.7%

Allowance for loan losses/ 
 assets acquired from  
 loans ratio(1)   14.2%   6.9%   6.0%   4.5%   4.7%   2.6%   3.1%   3.2%

Operating expense ratio(1)   0.3%   0.3%   0.5%   0.4%   0.5%   0.5%   0.6%   0.6%

Net income  $  (58,542)  $  5,162  $ 37,461  $  17,072  $  7,648  $  19,925  $ 18,390  $ 15,989 

ROE(1)   -49.5%   4.1%   29.2%   13.9%   6.2%   16.1%   15.2%   13.6%

Leverage ratio(1)   40.4%   40.3%   38.5%   38.9%   50.9%   52.8%   49.0%   40.3%

(1) Refer to “Description of Non-IFRS Measures”. 
(2) Consists of salaries and wages, stock options expense, general and administrative expenses, net of Catalyst’s share of these 

operating expenses.
(3) Recognized yield enhancements are recorded in the statement of income before derecognition in total revenues (Q4-2016: 

$5.1 million; YTD 2016: $11.3 million) and in gain on derivative assets associated with loans (Q4-2016: loss of $23.9 million; YTD 
2016: $3.1 million). Unrecognized non-IFRS yield enhancements are further summarized in “Yield-Enhancement Agreements”. 

Q4-2016 vs. Q3-2016

• For the current quarter, the average loan portfolio outstanding was $1,283 million, an increase of 

$65 million or 5% from the prior quarter due primarily to funding of existing loans partially offset by 

the repayment of 4 loans in the current quarter.

• Gross yield for the quarter was 20.1%, an increase of 1.1% from the prior quarter due primarily to 

the recognition of certain other fees in the current quarter.

• Provision for loan losses for the quarter increased $60.5 million from the prior quarter. The majority 

of this provision related to two primary factors as outlined in the Highlights section.

• During the current quarter, the Company recognized a recovery of $18.1 million under the Catalyst 

guarantee due to the recognition of specific loan loss provisions in the current quarter. The increase 

from the prior quarter is due to the increase in the provision for loan losses in the current quarter.

• Recognized yield enhancements decreased in the current quarter due primarily to a negative 

mark-to-market adjustment on derivative assets associated with loans.
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Q4-2016 vs. Q4-2015

• For the current quarter, the average loan portfolio outstanding was $1,283 million, an increase of 

$90 million or 8% from the same quarter last year due primarily to funding of existing loans.

• Gross yield for the quarter was 20.1%, an increase of 1.0% from the same quarter last year due 

primarily to the recognition of certain other fees in the current quarter.

• Provision for loan losses for the quarter increased $60.9 million from the same quarter last year. 

The majority of this provision related to two primary factors as outlined in the Highlights section.

• During the current quarter, the Company recognized a recovery of $18.1 million under the 

Catalyst guarantee due to the recognition of specific loan loss provisions in the current quarter. 

The increase from the same quarter last year is due to the increase in the provision for loan losses 

in the current quarter.

Catalyst Guarantee

In connection with the repayment of the Catalyst debenture at the time of the Corporation’s initial public 

offering (the “Offering”), the Catalyst Funds agreed to guarantee any losses incurred by the Company 

on loans in the portfolio at the time of the Offering. The guarantee covers any losses of principal incurred 

by the Company on certain specified loans until fully realized (“watch-list loans”). Watch-list loans are 

identified by management as subject to heightened monitoring due to the financial condition of the 

borrowers. All other loans in the portfolio at the time of the Offering were also guaranteed for any losses of 

principal until such time as the loans were renewed by the Company at their next scheduled credit review. 

In December 2014, the Company acquired all of the Funds’ participation interest, outstanding at the time, 

in the loan portfolio at par plus accrued interest and fees. The participation agreement also provided that 

in the event that the Company purchased Catalyst Fund IV’s participation interest, Fund IV agreed to 

provide a guarantee that covered Catalyst’s percentage ownership interest in the relevant loans at the 

time of the acquisition. The guarantee covers losses of principal until fully realized on watch-list loans at 

the time of acquisition and losses of principal on all other loans until such loans are renewed at the next 

scheduled review. Neither guarantee generally applies to accrued and unpaid interest. 

The Company normally requires that its borrowers agree to a cash sweep arrangement so that their cash 

will be subject to the Company’s control. The Company and Catalyst have agreed that the Company will 

operate the cash sweep so that the first application of a borrower’s cash will be to currently due accrued 

and unpaid interest and fees and second to principal and any other amounts due. These cash sweep 

arrangements are intended to minimize losses in relation to interest and fees. 

As of December 31, 2016, the amount of accrued and unpaid interest and fees included in the gross 

loans receivable balance that is not covered by the Catalyst guarantee was $106.3 million.
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At December 31, 2016 (before Derecognition) ($ 000s) %

Guarantee Coverage of Gross Loans Receivable
Portion of gross loans receivable covered by a guarantee:

 Watch-list loans   $  123,005   9%
 Non-watch-list loans    12,280   1%
Portion of gross loans receivable not covered by a guarantee:

 Watch-list loans   183,002   14%
 Non-watch-list loans    995,707   76%

Total gross loans receivable  $ 1,313,994   100%

Guarantee Coverage of Allowance
Allowance for loan losses/assets acquired from loans covered  
 by a guarantee:

 Watch-list loans  $ 24,362   13%
 Non-watch-list loans   –   0%
Allowance for loan losses/assets acquired from loans not covered  
 by a guarantee:

 Watch-list loans    125,533   68%
 Non-watch-list loans    36,196   19%

Total allowance for loan losses/assets acquired from loans   $ 186,091   100%

For the year, the Company recognized a recovery of $32.0 million under the Catalyst guarantee due to 

the recognition of specific loan loss provisions. 

Approximately $123 million or 9% of the gross loans receivable at December 31, 2016 is covered until 

those loans are fully realized.

Operating and Other Expenses 

($ 000s) 2016  2015

Salaries and wages   $ 11,089   $ 9,716 

Stock options expense    2,221     4,452 

General and administrative    8,192     8,064 

Foreign exchange loss    777    1,692 

Catalyst’s share of these operating expenses    (2,992)    (795)

Total   $ 19,287   $ 23,129 

Salaries and Wages and Stock Options Expense

Salaries and wages for the year increased $1.4 million from last year primarily as a result of a number of 

net new hires in anticipation of and to accommodate growth in the loan portfolio. Stock options expense 

for the year decreased $2.2 million from last year due to a lower Black-Scholes valuation on newly 

granted options.

Foreign Exchange Gain/Loss

Certain of the Corporation’s assets, including cash and loans receivable, and liabilities, including amounts 

outstanding under the revolving credit facility and subordinated bridge facility, are denominated in 

U.S. dollars, and accordingly, the Corporation is exposed to foreign exchange risk. To mitigate the foreign 

exchange risk, the Corporation enters into foreign exchange forward contracts in an amount offsetting 

the net balance sheet exposure at a cost dependent on the forward premium at the transaction date.
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INCOME TAXES
The Corporation recognized a net $7 million deferred tax asset as at December 31, 2016 (December 31, 

2015 – deferred tax asset of $14 million). 

As disclosed in prior quarters, our effective tax rate was higher than the statutory tax rate. This was due 

primarily to the tax treatment of share compensation expense. The Company anticipates that the effective 

tax rate will revert closer to the statutory tax rate over time, as share compensation expense decreases 

for the awards granted to date. This is due to a greater amount of share compensation expense being 

recognized earlier, on a graded vesting basis over the three-year vesting period of the options.

Consolidated Statements of Financial Position

Change from 2015

($ 000s)
December 31, 

2016
December 31, 

2015 $ %

Cash and cash equivalents  $ 47,668   $ 25,210   $  22,458   89%

Net income taxes receivable (payable)    18,621    (9,345)   27,966   -299%

Assets acquired from loans    91,206    102,367   (11,161)   -11%

Loans receivable    817,191   935,130   (117,939)   -13%

Derivative assets associated with loans   3,136   –   3,136   n/a

Net deferred tax liability (asset)   7,025   13,903   (6,878)   -49%

Guarantee asset    30,667   34,755    (4,088)   -12%

Other net assets    11,701    4,365   7,336   168%

Total   $ 1,027,215   $ 1,106,385   $ (79,170)   -7%

Accounts payable and accrued liabilities   $ 24,601   $  19,208  $  5,393   28%

Deferred facility fees and other   3,441   10,238    (6,797)   -66%

Revolving credit facility, senior debt and  
 collateralized loan obligation   229,261    293,989    (64,728)   -22%

Subordinated bridge facility, due to Catalyst    332,668    291,479    41,189   14%

Shareholders’ equity    437,244    491,471   (54,227)   -11%

Total   $ 1,027,215   $ 1,106,385   $ (79,170)   -7%

Current Loan Portfolio (before Derecognition)

Number of Loans ($ 000s)

Gross Loans Receivable Continuity

Year Ended 
December 31, 

2016

Year Ended 
December 31, 

2015

Year Ended 
December 31, 

2016

Year Ended 
December 31, 

2015

Balance, beginning of period  39  32   $  1,220,715  $ 830,505 

Originations –  11    –    255,298 

Full repayments or write-offs  (15)  (4)    (243,671)    (57,792)

Net funding  –  –     336,949    192,704 

Balance, end of period  24  39   $ 1,313,993   $  1,220,715 

As of December 31, 2016, the loan portfolio consisted of 24 loans with an aggregate gross loans 

receivable amount outstanding of $1,314 million or $1,029 million of net loans receivable. This compares 

with 39 loans and $1,221 million outstanding or $935 million after derecognition as of December 31, 

2015. As of December 31, 2016, the largest loan facility was $275 million (of which 88% was drawn) and 

the smallest loan facility was $2 million. 

As of December 31, 2016, the loan portfolio was distributed 59% in Canada and 41% in the U.S. by dollar 

amount funded.
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As at December 31, 2016, the estimated collateral value coverage across aggregate net loans receivable 

was approximately 116% with a range between 100% and 392% on an individual loan basis. Furthermore, 

the aggregate watch-list loans had an estimated aggregate collateral value coverage of 100% and non-

watch-list loans had an estimated collateral value coverage of 118%. It should be noted that there is no 

cross-collateralization of the asset coverage as between borrowers. The composition of the collateral 

coverage is as follows:

December 31, 
2016

December 31, 
2015

Accounts receivable and tax credits   12%   21%

Inventory   6%   15%

Machinery and equipment   11%   21%

Real estate   5%   14%

Vessel under construction   22%   0%

Present value of future cashflows   10%   13%

Tenure land value   7%   15%

Other   7%   10%

Enterprise value   36%   63%

Total   116%   172%

In instances where enterprise valuation is used in determining collateral values, significant estimations 

and critical judgments are used including assumptions over and not limited to future cash flows, interest 

rates, execution risk and company-specific risks. Inherently, there are risks and uncertainties relating to 

the valuation of these forms of collateral that may result in significant variation and volatility in our 

provisions from period to period. Such risks and uncertainties include and are not limited to unforeseen 

economic and technological changes in a particular industry, inability to meet future cash flows targets 

and changes in commodity prices.

Loan Portfolio by Amount Funded

December 31, 2016 December 31, 2015

The average amount funded per loan increased to $55 million as at December 31, 2016 from $31 million 

as at December 31, 2015. The number of loans greater than $20 million increased from 49% at 

December 31, 2015 to 71% at December 31, 2016 and the numbers of loans exceeding $50 million 

increased from 28% at December 31, 2015 to 38% at December 31, 2016. 

<$10MM 33%

$50MM+ 28%

$41–$50MM 3%

$31–$40MM 3%

$21–$30MM 15%

$10–$20MM 18%

TOTAL:
39 LOANS

TOTAL:
24 LOANS

<$10MM 21%

$50MM+ 38%

$10–$20MM 8%

$21–$30MM 17%

$41–$50MM 8%
$31–$40MM 8%
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Gross Loans Receivable before Derecognition by Borrower Sector

December 31, 2016 December 31, 2015

The Corporation’s loans are diversified across a variety of industries, with the industrials industry and the 

technology and hardware industry comprising the largest segments. Callidus will often target sectors that 

are experiencing a downturn as such borrowers may be under financial pressure and may be unable to 

access capital from traditional lenders. 

In connection with managing and monitoring its loan portfolio, Callidus establishes what it calls a 

“watch-list”, borrowers with a deteriorating financial condition or that otherwise meet certain credit and/

or operational criteria warranting closer monitoring and supervision. Callidus takes a proactive approach 

to ensuring compliance with loan terms and obligations, which allow the Company to better manage the 

risk of default and/or loss for watch-list accounts. As of December 31, 2016, there were 8 loans on the 

Company’s watch-list and these loans represented 33% of gross loans receivable. As of December 31, 

2016, of these 8 loans, a total specific loan loss and allowance on assets acquired from loans of 

$149.9 million had been taken, and a corresponding $30.7 million asset related to the Catalyst guarantee 

was recorded. As at December 31, 2016, the collective allowance was $4.6 million. 

It is not uncommon for Callidus to deal with borrowers undertaking some form of financial restructuring 

given the nature of its business. As the Company operates primarily in the distressed lending sector, 

a formal or informal restructuring process maybe an efficient tool to protect the collateral, often at higher 

yields than what would otherwise be available. Callidus uses a variety of techniques to mitigate 

potentially challenging situations, ranging from a cooperatively managed out of court liquidation to a 

full court process in order to minimize any risk of loss. In instances where Callidus obtains financial or 

non-financial assets by taking possession of collateral we hold as security and these assets are not 

readily convertible into cash, our policy for disposing of such assets is determined on a case by case 

basis after considering various factors including but not limited to the types of available collateral, the 

economic cycle of the borrower and the amount of time and cost required to convert the collateral into 

cash. There is significant risk in disposing of assets not readily convertible into cash, in particular, where 

the Company controls the assets. These include, but are not limited to, performance of the investment 

and the macro-economic conditions impacting the sector of the investment.

The Company’s association with Catalyst, the performance leader in the Canadian distressed private 

equity sector and arguably one of the best in the world, provides immense value. As of December 31, 

2016, 9 of 24 loans were going through a formal restructuring process representing 35% of gross loans 

receivable. As of December 31, 2016, for these 9 loans, a total loan loss allowance of $161.9 million 

Consumer Goods 0%
Financials 5%
Other 4%

Forestry 12%
Agriculture 4%

Industrials 35%
Energy 12%

Paper and  
Packaging 1%
Mining 4%
Entertainment 0%

Technology and  
Hardware 23%

TOTAL:
$1,221MM

Consumer Goods 0%
Financials 5%
Other 3%

Forestry 9%
Agriculture 6%

Industrials 44%
Energy 15%

Paper and  
Packaging 0%
Mining 4%
Entertainment 0%

Technology and  
Hardware 14%

TOTAL:
$1,314MM
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before derecognition had been taken (part of the total $166.7 million loan loss allowance before 

derecognition as of December 31, 2016) and a corresponding $24.4 million asset (part of the total 

$30.7 million asset as of December 31, 2016) related to the guarantee was recorded. 

Since 2006, Callidus has advanced 101 loans representing total credit facilities of $2.2 billion of which 

83 loans have been fully repaid or realized. Of the 83 loans, 8 resulted in an aggregate loss of $37 million. 

In addition, of the 83 loans, 6 went through a form of restructuring and were fully repaid. The balance of 

the 69 loans were fully repaid in the normal course. As at March 29, 2017, 18 loans are outstanding 

representing total credit facilities of approximately $1.1 billion. As at March 29, 2017, 8 loans are going 

through a form of restructuring. 

As of December 31, 2016, the portfolio included 2 companies involved in the oil and gas industry, 

representing 15% of gross loans receivable. As of December 31, 2016, for these loans, a total loan loss 

allowance of $5.4 million had been taken and a corresponding $5.4 million asset related to the Catalyst 

guarantee was recorded. 

Number of Existing Loans  Total Existing Credit Facilities  
by Year of Origination by Year of Origination

March 30, 2017 March 30, 2017

The above graphs show that our portfolio is in line with our expected loan duration. Although loans are 

generally due on demand, realizations can occur over longer terms and have uncertain timings and loans 

can be extended.

Yield-Enhancement Agreements

Where borrowers seek accommodations from Callidus in relation to their credit facilities, Callidus in the 

normal course negotiates yield enhancements (including but not limited to by way of equity and equity 

like interests) as compensation. Management expects that recoveries from such yield enhancements will 

be achieved on an irregular basis but may be substantial in amount. Significant estimation and critical 

judgment are involved in the measurement of separated embedded derivatives including options and, 

therefore, the values from such yield enhancements may significantly change from period to period 

causing volatility in our results. Such significant estimations and critical judgments used in the determination 

of recognized and unrecognized yield enhancements include assumptions over and are not limited to 

future cash flows, interest rates, execution risk and company-specific risks. Inherently, there are risks and 

uncertainties relating to the valuation of these yield enhancements that may result in significant variation 

from period to period. Such risks and uncertainties include and are not limited to unforeseen economic 

and technological changes in a particular industry, inability to meet future cash flows targets and changes 

in commodity prices.

TOTAL:
$1,081MM

2015 4%

2011 and prior 0%

2012 20%

2013 36%

2014 40%

TOTAL:
18 LOANS

2015 17%

2011 and prior 0%

2012 11% 

2013 22%

2014 50%
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In the National Bank Financial valuation that accompanied our completed substantial issuer bid, National 

Bank Financial considered the value that may accrue to Callidus from equity and equity like interests 

currently owned by Callidus as a result of credit bid processes or through normal course negotiations 

with borrowers. National Bank Financial noted that as at March 29, 2016, the Company has agreed to 

terms pertaining to “yield enhancement options” related to seven of the loans in the portfolio, and 

expected to finalize the agreements on three additional loans during the next quarter. In arriving at its 

opinion as to the fair market value of the Callidus shares, National Bank Financial selected a fair market 

value for the equity and equity-like interests of between $0.50 and $1.00 per share. Management views 

this valuation range as conservative.

The following table summarizes the yield enhancements as of December 31, 2016:

Yield Enhancement Method of Accounting

Value 
Recognized in 

2016 Statement 
of Income 

(in $ millions)(1) 

Unrecognized 
Value at 

December 31, 
2016

 (in $ millions)(2) 

Fee charged to 9 borrowers Fee recognized over estimated 
contract life.   $ 10.6   $  0.8 

Profit participation above certain 
threshold and royalty stream on  
3 borrowers

Interest yield adjustment over  
life of the loan.

   0.7    – 

Options to purchase equity  
interests in 5 borrowers

Separated embedded derivative – fair 
value movement recorded through 
statement of income.    3.1   12.0 

Equity interests in 1 borrower Equity interest – fair value movement 
recorded through statement of other 
comprehensive income.

   
 
  – 

   
 
  – 

Current/expected controlling  
interest in 3 borrowers

Consolidation – fair value disclosure 
only. Recognize into income upon 
disposition.    –    110.7 

Total  $  14.4   $ 123.5 

(1) Value recognized in the financial statements before derecognition per quarter was as follows: Q4-2016: ($23.8) million; Q3-2016: 
$2.8 million; Q2-2016: $35.3 million. It should also be noted that the recognized yield enhancement on options to purchase equity 
interests in 5 borrowers does not relate to the same entities as the unrecognized non-IFRS yield enhancement on the current/
expected controlling interest in 3 borrowers. 

(2) The unrecognized value of the yield enhancements is a non-IFRS measure. The current estimated value is attributed to two 
borrowers and the value ascribed is considered a forward-looking statement. The following table outlines certain significant 
forward-looking statements contained in this MD&A and provides the material assumptions used to develop such forward-looking 
statements and material risk factors that could cause actual results to differ materially from the forward-looking statements.
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Forward-looking Statements Assumptions Risk Factors

Significant Future 
Events/Milestone 
Assumptions to 
Support the Top 
End of the 
Valuations

Updates for the 
Current Year

The fair value of the 
derivative asset 
associated with loans 
represents a warrant to 
acquire a 10% equity 
interest in a borrower with 
a total fair value of 
$15.1 million 
(unrecognized value of 
$12.0 million) on 
December 31, 2016.

The valuation technique 
primarily used a 
discounted cash flow 
on an anticipated project 
that the borrower 
expects to secure with 
the following significant 
unobservable inputs and 
estimates:

(1) Risk adjusted discount 
rate (contract): 17%

(2) Risk adjusted discount 
rate (terminal): 21%

(3) Annual average 
EBITDA (EBITDA 
margin): US$79.0 million 
(21%)

(4) Contract probability: 
95%

(5) Capital injection of 
US$32 million assumed 
to occur in 2017

Significant risk factors 
that could cause actual 
results to differ materially 
from the estimates used 
in the valuation of the 
warrant include: the 
borrower’s ability to 
secure the project 
contract, the borrower’s 
ability to complete an 
equity transaction, the 
borrowers’ ability to 
achieve the forecasted 
EBITDA targets, 
unexpected changes in 
working capital 
requirements, political 
risk associated with the 
country of operations, 
competitor risk and 
execution risk. A 10% 
decrease or increase in 
the cashflows would 
result in a valuation range 
between $12.1 million to 
$18.2 million.

1) Borrower 
finalizes contract 
documentation 
without material 
delays

(2) Borrower 
completes 
capital injection 
transaction in 
2017

(3) Borrower is 
able to execute 
project and 
achieve 
forecasted 
results 

(4) Political risk 
does not 
materially disrupt 
contract 
cashflows 

(1) Borrower has 
executed key 
contract related 
to project

(2) Third-party has 
been engaged by 
borrower to assist 
in completion of 
capital injection 
transaction 

Fair value of expected 
controlling interest in 
borrower expected to 
recognize into income 
upon disposition is 
estimated at 
$110.7 million on 
December 31, 2016.

The valuation technique 
used a discounted cash 
flow with the following 
significant unobservable 
inputs and estimates:

(1) Risk adjusted discount 
rate: 17.1%

(2) Long term growth 
rate: 10.0%

(3) Annual average 
EBITDA: $30.4 million 

(4) Significant new 
business from a large 
diversified gaming 
company in Canada that 
is commonly controlled 
by the Catalyst Capital 
Group Inc.

Significant risk factors 
that could cause actual 
results to differ materially 
from the estimates used 
in the valuation include 
the borrower’s ability to 
secure new business 
from a large diversified 
gaming company in 
Canada, the borrowers’ 
ability to achieve the 
forecasted EBITDA 
targets, competitor risk 
and unexpected changes 
in working capital 
requirements. A 10% 
decrease or increase in 
the cashflows would 
result in a valuation range 
between $88.5 million to 
$132.8 million.

(1) Callidus 
obtains control 
of the underlying 
borrower

(2) A commonly 
controlled 
enterprise is 
awarded 
contracts

(3) Callidus and 
commonly 
controlled 
enterprise are 
able to reach an 
agreement for 
deployment of 
7,000 slot 
machines

(1) Subsequent to 
year end, Callidus 
obtained control 
of the underlying 
borrower

(2) Commonly 
controlled 
enterprise was 
awarded contract

Impaired Loans Receivable 

Callidus engages in a high degree of monitoring of the collateral securing the loan portfolio and regular 

interaction with its borrowers. The Corporation’s experienced team of finance professionals actively 

monitors each loan on a daily, weekly or monthly basis, as appropriate depending on the risks. Callidus’ 

extensive system of collateral monitoring and management contact mitigates risk by acting as an early 

warning system of potential credit issues. However, there are instances where loans may not perform as 

originally underwritten. Management assesses each loan to determine whether an indication of 

impairment exists. In determining collateral values, the Company engages a variety of independent third 

parties such as lawyers, appraisal firms, enterprise valuation experts and other valuation specialists, in 
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addition to performing quarterly field examinations. In instances where enterprise valuation is used in 

determining collateral values, significant estimations and critical judgments are used including 

assumptions over and not limited to future cash flows, interest rates, execution risk and company-specific 

risks. Inherently, there are risks and uncertainties relating to the valuation of these forms of collateral that 

may result in significant variation from period to period. Such risks and uncertainties include and are not 

limited to unforeseen economic and technological changes in a particular industry, inability to meet future 

cash flows targets and changes in commodity prices.

The loan loss allowance is calculated as the difference between (i) the carrying value of the loan and (ii) 

the present value of estimated net proceeds on disposal using the interest rate of the loan as the 

discount rate. The extent of estimates and judgment applied in determining a loan’s impaired value leads 

to significant measurement uncertainty, and the ultimate value realized from such security may be 

materially different than that estimated by management. Additionally, monetizing certain impaired loans or 

their underlying security may not occur on a timely basis, given the nature of the security or its location.

The Company also considers evidence of impairment for loans at the collective level. The collective 

allowance is calculated by using the probability of default (“PD”), loss given default (“LGD”), and 

exposure at default factors, which are determined with reference to (1) historical default experience, 

(2) the Company’s loss experience, and (3) loan exposure at the financial statement date. Funded 

exposures are multiplied by the borrower’s PD and by the relevant LGD parameter. A qualitative 

component is also applied to account for external factors not captured in the historical results. 

Off Balance Sheet Arrangements

The Corporation has no off balance sheet arrangements, except for undrawn loan commitments to the 

Corporation’s borrowers, of $1 million based on borrowing base availability (December 31, 2015 – 

$24 million).

Liquidity and Capital Resources

The Corporation’s primary sources of short-term liquidity are cash and cash equivalents and undrawn 

credit facilities. Assuming a participation rate for Catalyst Fund V of 75%, a leverage ratio of 50% and 

continued usual increases in our senior debt facilities, total liquidity as at December 31, 2016 would be 

able to support approximately $300 million of new loans.

The Company continues to explore financing sources, including but not limited to both the private and 

public capital markets to ensure adequate and diversified funding sources. These sources include seeking 

increased availability from Callidus’ existing lenders and from Catalyst Funds. 

In December 2014, the Company obtained a US$200 million unsecured subordinated bridge facility 

extended by Catalyst. In September 2015, the Company increased the amount of its revolving unsecured 

subordinated bridge facility from Catalyst by US$50 million to US$250 million. In March 2017, the 

Company extended the maturity of its revolving unsecured subordinated bridge facility from April 30, 

2017 to October 31, 2017. All other terms remain substantially unchanged.

In January 2015, the Company increased the amount of its revolving credit facility by US$62.5 million to 

US$262.5 million in the aggregate. In April 2015, the Company increased the amount of the revolving 

credit facility by US$37.5 million to US$300 million in the aggregate. Availability under our revolving credit 

facility increases as new loans are funded and subsequently added to the borrowing base, subject to 

lender approval. In May 2016, the Company increased the amount of the revolving credit facility by a 

further US$37.5 million to US$337.5 million in the aggregate. In January 2017, the Company extended 

the revolving period by six months to July 2017 and amended the amount of the revolving credit facility to 

US$275 million with an expandable feature to increase it to US$325 million. All other terms remain 

substantially unchanged.
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In April 2015, Catalyst announced the first closing of its most recent fund, Catalyst Fund Limited 

Partnership V (“Catalyst Fund V”), with US$650 million of capital commitments. As of December 31, 

2015, Catalyst Fund V had reached its “hard cap” of US$1.5 billion of which $300 million could be used 

to acquire loan participation interests.

In March 2016, Callidus’ Board of Directors (the “Board”) authorized a substantial issuer bid to purchase 

for cancellation up to 3,571,428 common shares at a purchase price of $14 per common share (the 

“Purchase Price”) for an aggregate purchase price not to exceed $50 million (the “Offer”). In April 2016, 

an issuer bid circular and related documents (the “Issuer Bid Circular”) in connection with the Offer were 

mailed to shareholders. In June 2016, the Board authorized increasing the purchase price under the Offer 

from $14.00 per share to $15.50 per share. In July 2016, the Board authorized an increase to the 

purchase price under the Offer from $15.50 per share to $16.10 per share. In August 2016, the Board 

authorized an increase to the purchase price under the Offer from $16.10 per share to $16.50 per share. 

Under the revised Offer, the aggregate maximum purchase price payable by Callidus is $58.9 million. In 

October 2016, the Company announced that it was increasing the number of shares eligible under its 

substantial issuer bid by 1,500,000 shares, or approximately an additional 3% of the shares outstanding 

as at October 27, 2016. Under the revised Offer, Callidus offered to purchase for cancellation up to 

5,071,428 of its outstanding common shares at $16.50 per share, from its shareholders. In December 2016, 

the Company announced final take-up of the revised Offer. Following the final take-up, a total of 

2.8 million shares had been purchased and cancelled under the revised Offer at $16.50 per share or 

$47.0 million ($24.4 million through share capital and $22.6 million through retained earnings).

Total credit facilities issued by the Corporation and available to borrowers at December 31, 2016 were 

$1,422 million (December 31, 2015 – $1,645 million) subject to borrowing base availability.

The Corporation’s primary liquidity needs include: funding of new and existing loans, debt service and 

principal repayment obligations, capital market programs such as substantial issuer bids, payments 

related to financial instruments, specifically foreign currency contracts, and ongoing operating costs. 

The Corporation’s contractual obligations are summarized in the “Contractual Obligations” section.

As discussed further in “Exposures to Selected Financial Instruments”, the Corporation enters into 

financial instruments, specifically foreign currency contracts that require it to make payments based on the 

value of the contracts, either as collateral or to settle the contracts. The Corporation monitors potential 

liquidity requirements to ensure that they can be readily funded by its sources of short-term liquidity. 

The Corporation considers its current and contemplated sources of liquidity sufficient to meet 

requirements for the purposes of short-term and long-term operations and growth. 

Financing Strategy

One of the primary objectives of Callidus’ financing strategy is to achieve an efficient cost of capital on a 

risk-adjusted basis for its shareholders. A key element to Callidus’ capital strategy going forward is to 

limit borrowings to levels that would be considered high investment-grade (based on discussions with 

rating agencies if necessary), which management believes is between 50% and 60% of the eligible loan 

portfolio. This provides the Corporation with the flexibility required to fund ongoing operations, limit 

financial covenants and performance requirements and reduce risk of early payment requirements under 

the credit facilities.

To date, the Corporation has advanced its financing strategy on a measured and deliberate basis. As the 

business has grown, the Corporation has added additional external financing sources. Callidus continues 

to explore financing sources including both the private and public capital markets to ensure adequate and 

diversified funding sources. 
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Capitalization

In December 2014, the Company obtained a US$200 million revolving unsecured subordinated bridge 

facility from Catalyst. The facility carries an interest rate of 8% per annum plus an annual fee equal to 

1.5% of the maximum amount available under the facility and a standby fee equal to 1% per annum of 

undrawn amounts. The facility matures on April 30, 2017 and is pre-payable by the Company at any time 

without penalty. In September 2015, the Company increased the amount of its revolving unsecured 

subordinated bridge facility from Catalyst by US$50 million to US$250 million. Subsequent to year-end, in 

March 2017, the Company extended the maturity of its revolving unsecured subordinated bridge facility 

from April 30, 2017 to October 31, 2017. All other terms remain substantially unchanged.

In December 2016, the Company closed a US$125 million collateralized loan obligation secured by a 

portion of the loan portfolio pledged to a special purpose financing vehicle wholly-owned by Callidus. 

The collateralized loan obligation consists of four investment grade debt tranches ranging from AAA (sf) 

to BBB (sf), representing approximately 60% of the initial issue size. The collateralized loan obligation 

finances a portion of the loan portfolio pledged by a special purpose financing vehicle wholly-owned by 

Callidus. The obligation matures December 7, 2021 and carries an all-in blended interest rate of 

approximately 5.85%. Callidus has re-started the process of growth of its loan portfolio and will utilize 

the facility as the primary source of funding for incremental growth. The Corporation remains committed 

to doubling the loan portfolio over the next two to three years. Callidus expects the securitization 

program to represent a growing proportion of the capital structure as it funds the incremental growth in 

the loan portfolio and further reduces the Corporation’s cost of capital. Over time, as the securitization 

program expands, Callidus will review and optimize the size of its other facilities to achieve a suitable 

capital structure to support the doubling of its loan book.

Financial Covenants, Restrictions and Events of Default

The revolving credit facility contains certain requirements and restrictions, such as excess concentration 

limits, collateral quality tests, and other such requirements and restrictions as are customary with similar 

financings, with which the Corporation must comply in order to maintain access to the credit facilities 

and avoid default. The revolving credit facility is subject to a borrowing base calculation dependent upon 

the aggregate principal amount owing in respect of the loans in the loan portfolio. As at December 31, 

2016, $98 million was outstanding under the revolving facility and $256 million remained available subject 

to borrowing base availability.

The Corporation was in compliance with its financial covenants at December 31, 2016 and December 31, 

2015.

Cash Flow Summary

($ 000s) 2016  2015

Operating activities   $ 104,783  $ (207,820)

Financing activities   (82,325)   173,394 

Increase (decrease) in cash and cash equivalents  $ 22,458   $ (34,426)

Operating Activities 

Cash flow from operating activities consists of net income, plus non-cash items such as amortization of 

transaction fees, employee stock option expense and provision for credit losses, and includes funding/

repayment of loans. 

Cash flow from operating activities represented an inflow of $105 million in the year. This compares to a 

cash outflow of $208 million last year, which was primarily attributable to funding of loans. 
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Financing Activities

During the year, financing activities represented $82 million of cash outflow, attributable to repayments 

made on the Company’s revolving credit facility as well as the purchase of shares under the substantial 

issuer bid. This compares to $173 million of cash inflow last year, which was attributable to net draws on 

the Company’s subordinated bridge facility from Catalyst and the revolving credit facility.

Contractual Obligations

The following table summarizes Callidus’ contractual obligations at December 31, 2016 and payments 

due for each of the next five years and thereafter: 

For the Years Ended December 31  
($ 000s) 2017 2018 2019 2020

2021 and 
Thereafter Total

Accounts payable and  
 accrued liabilities   $ 24,601   $ –   $  –   $  –  $  –   $ 24,601 
Income and other taxes  
 payable   –     –    –   –    –   – 
Borrower deposits   129    –     –    –     –   129 
Revolving credit facilities   –     –    91,715   –   –    91,715 
Subordinated bridge facility due 
 to Catalyst   332,668    –     –   –     –   332,668 
Senior debt and collateralized 
 loan obligation   49,404    –    –    88,142   –   137,546 

Total  $ 406,802   $  –   $ 91,715   $ 88,142   $ –   $ 586,659 

Related Party Transactions

CCGI and funds managed by it (collectively “Catalyst”) own approximately 66.7% of the issued and 

outstanding shares of the Company as at December 31, 2016.

In December 2014, the Company obtained a US$200 million revolving unsecured subordinated bridge 

facility from Catalyst. The facility carries an interest rate of 8% per annum plus an annual fee equal to 

1.5% of the maximum amount available under the facility and a standby fee equal to 1% per annum of 

undrawn amounts. The facility matures on April 30, 2017 and is pre-payable by the Company at any time 

without penalty. In September 2015, the Company increased the amount of its revolving unsecured 

subordinated bridge facility from Catalyst by US$50 million to US$250 million. Subsequent to year-end, in 

March 2017, the Company extended the maturity of its revolving unsecured subordinated bridge facility 

from April 30, 2017 to October 31, 2017. All other terms remain substantially unchanged.

In connection with the Offering, Catalyst Fund IV obtained an approximate 18% undivided participation 

interest in the loan portfolio of the Company at the time of the Offering. The participation agreement 

provided that the Company was not entitled to the risks or rewards related to Catalyst Fund IV’s 

participation interest in the loan portfolio. Consequently, the portion of the loans corresponding to Catalyst 

Fund IV’s participation interest was derecognized from the financial statements during fiscal 2014. 

The participation agreement also provided that in the event that Catalyst Fund IV wished to sell  

its participation interest in the loan portfolio, the Company had the option to acquire all or part of Fund IV’s 

participation interest in the loan portfolio at par plus accrued interest and fees. In December 2014, the 

Company acquired all of the Fund’s participation interest in the loan portfolio at par plus accrued interest 

and fees for 2,335,357 common shares, at a price of $21.41 per common share, as well as a cash 

payment of approximately $821 as a post-closing adjustment for foreign exchange. 
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The agreements entered into at the time of the Offering also permit other funds managed by Catalyst 

(the “Funds”) to participate in the Company’s loan portfolio in the future within certain limits generally 

determined based upon the Company’s available capital. In the event that other Funds participate, similar 

arrangements are in place in the agreement, providing the Company with the option to purchase such 

participations on the same terms in the event that the Funds wish to sell and with respect to guarantees 

as described in “Catalyst Guarantee”.

In accordance with the terms of the participation agreement, entered into in connection with Callidus’ initial 

public offering, Catalyst Fund V participates in the funding of new loans originated by Callidus. This provides 

Callidus with access to additional funds to fund the expansion of its loan portfolio. As at December 31, 

2016, approximately $212 million of loans were derecognized (December 31, 2015 – $116 million).

During the year, the Company implemented a dividend reinvestment plan (“DRIP”) pursuant to which 

eligible shareholders may elect to automatically reinvest their cash dividends payable in respect of the 

common shares to acquire additional common shares. During the year, 2.8 million shares were granted to 

those who elected to participate in the DRIP. The Funds elected to participate in the DRIP in respect of 

100% of their shareholdings of the Company and, therefore, received 2.5 million shares.

Catalyst Fund II, an investment fund and major shareholder of the Company, was previously scheduled to 

dispose of its assets no later than 2016. The term of that Fund has now been extended at least until 

November 2017.

In March 2016, as approved by the independent members of the Board, the Company required payment 

by the Catalyst Funds of a guarantee with respect to the Company’s assets held for sale in an amount 

equal to the total outstanding plus accrued and unpaid interest of $101.3 million. The Funds acquired the 

loan in question for an amount equal to the guarantee and are now the owners of the business and are 

actively restructuring it. The Company primarily used the proceeds from the guarantees to repay a 

portion of the balance outstanding under the subordinated bridge facility.

Exposures to Selected Financial Instruments

Certain of the Corporation’s loans receivable and amounts outstanding under the revolving credit facility 

are denominated in foreign currencies, primarily the U.S. dollar, and accordingly the Corporation is 

exposed to foreign exchange risk. To mitigate this foreign exchange risk, the Corporation enters into 

foreign exchange forward contracts. 

At December 31, 2016, the Corporation had outstanding obligations to sell an aggregate US$70 million at 

an average rate of CAD1.3229 per USD maturing January 20, 2017 through foreign exchange forward 

contracts. The Corporation also had a call option to buy an aggregate US$70 million at a strike price of 

CAD1.339 per USD maturing December 7, 2021 as well as a put option to sell an aggregate US$70 million 

at a strike price of CAD1.339 per USD maturing January 6, 2017. All foreign currency gains or losses to 

December 31, 2016 have been recognized as other income in net income (loss) for the period and the fair 

value of these instruments at December 31, 2016 was a net asset of $8.7 million (December 31, 2015 – a 

net asset of $1.3 million) which is recognized on the Consolidated Statements of Financial Position. A net 

gain of $7.1 million was recognized on contracts which were settled in the current year (2015 – a net loss 

of $42.9 million), which was included as part of other income for the year. 

Critical Accounting Estimates

The Corporation’s accounting policies are integral to understanding and interpreting the financial results 

reported. Note 3 to the Financial Statements summarizes the significant accounting policies used in 

preparing the Financial Statements. Certain of these policies require management to make estimates and 

subjective judgments that are difficult, complex, and often relate to matters that are inherently uncertain. 
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The policies discussed below are considered to be particularly important to the presentation of the 

Corporation’s financial position and results of operations, because changes in the judgments and estimates 

could have a material impact on the Financial Statements. These estimates are adjusted in the normal 

course of business to reflect changing underlying circumstances. Significant areas of estimation uncertainty 

and critical judgments in applying accounting policies that have the most significant effect on the amounts 

recognized in the Financial Statements include the allowance for loan losses, the Corporation’s assessment 

of when, if at all, to consolidate the results of certain of its borrowers and income taxes.

Allowance for Loan Losses

Collectability is regularly evaluated by assessing the realizable values of the assets securing the loans and 

viability of the underlying business. At each reporting date, the Corporation assesses whether there is 

objective evidence that loan receivables are impaired. A loan is impaired when objective evidence 

demonstrates that a loss event has occurred and that the loss event has an impact on the future cash 

flows of the asset that can be estimated reliably. 

Objective evidence that financial assets are impaired includes: 

• significant financial difficulty of the borrower; 

• default or delinquency by a borrower; 

• the restructuring of a loan or advance by the Corporation on terms that the Corporation would not 

consider otherwise; and

• indications that a borrower or issuer will enter bankruptcy.

The Corporation considers evidence of impairment for loans at both a specific loan and a collective level. 

All individually significant loans are assessed for specific impairment. Those found not to be specifically 

impaired are then collectively assessed for any impairment that has been incurred but not yet identified, 

where the loans have similar risk characteristics. Impairment losses are calculated as the difference 

between the carrying amount and the present value of estimated future cash flows discounted at the 

asset’s original effective interest rate. 

Management estimates allowances on a collective basis for exposures in loans not specifically assessed. 

This collective assessment is determined in respect of probable incurred losses that are inherent in the 

portfolio of performing loans but have not yet been specifically identified on an individual basis. 

Management establishes this allowance on a collective basis through an assessment of quantitative and 

qualitative factors. Using an internally developed model, management arrives at an initial quantitative 

estimate of the collective allowance for the performing portfolio based on numerous factors, including 

historical average default probabilities, loss given default rates and exposure at default factors. Information 

on the Corporation’s loan losses can be found in note 6 to the Financial Statements. 

Consolidation

The Corporation consolidates any entities which it controls. Control is established when the Corporation 

has the power over the entity, exposure or rights to variable returns from its involvement, and the ability 

to exercise power to affect the amount of returns. The Corporation assesses individual loans for control 

at each reporting date. Under IFRS, there is significant judgment required in the assessment of control of 

an underlying borrower. 

When the Corporation concludes that consolidation is required, the Corporation classifies the loan as 

assets acquired from loans as the intention is not to operate the acquired entity on an ongoing basis. In 

January 2015, one of the Company’s borrowers emerged from formal restructuring proceedings in 

Canada and the U.S. as a going concern. As a result and under the terms of its secured creditor 
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agreement, the Company gained control of the business of the borrower and has presented the net assets 

and liabilities of the business as assets held for sale. In November 2015, one of the Company’s borrowers 

(Wabash Castings Inc., a manufacturer of aluminum castings) emerged from formal restructuring 

proceedings in the U.S. as a going concern. As a result and under the terms of its secured creditor 

agreement, the Company gained control of the operating assets of the borrower and has presented the 

net assets and liabilities of these operating assets as businesses acquired. In March 2016, the Company 

required payment by the Catalyst Funds of a guarantee with respect to the Company’s assets held for 

sale. The Funds acquired the loan in question and became the owners of the business. In May 2016, one 

of the Company’s borrowers (Altair Water and Drilling Inc., a water and oil drilling services company) 

emerged from formal restructuring proceedings in Canada as a going concern. These loans were classified 

as assets acquired from loans in the Statement of Financial Position and were recorded at the lower of (i) 

carrying value and (ii) fair value less cost to sell. Subsequent to year-end, in February 2017, one of the 

Company’s borrowers (Bluberi Gaming Technologies Inc., a digital slot gaming company) emerged from 

formal restructuring proceedings in Canada as a going concern. As a result and under the terms of its 

secured creditor agreement, the Company gained control of the operating assets of the borrower and will 

present the net assets and liabilities of the operating assets as businesses acquired going forward.

Derivative Assets Associated with Loans

The Corporation receives warrants and equity options as yield enhancements from some of its 

borrowers. Under IFRS these warrants/options are required to be fair valued on the balance sheet, with 

changes in fair value recorded through the income statement. There is significant judgment required in 

the determination of the fair value and the Corporation uses all available information from its borrowers 

and at each reporting period re-estimates the cash flows used in the determination of fair values. 

Therefore, the values from such yield enhancements may significantly change from period to period 

causing volatility in our results.

Income Taxes

The provision for income taxes is calculated based on the expected tax treatment of transactions 

recorded in the Corporation’s consolidated statements of comprehensive income. In determining the 

provision for income taxes, the Corporation interprets tax legislation and makes assumptions about the 

expected timing of the reversal of the deferred tax asset. If the Corporation’s interpretations differ from 

those of the tax authorities or if the timing of reversals is not as expected, the Corporation’s provision for 

income taxes could increase or decrease in future periods. The amount of any such increase or decrease 

cannot be reasonably estimated. Information on the Corporation’s income taxes can be found in note 11 

to the Financial Statements.

Standards Issued But Not Effective 

The Corporation actively monitors developments and changes in standards from the International 

Accounting Standards Board (“IASB”). The IASB issued a number of new or revised standards. The 

Company is currently assessing the impact the adoption of these standards will have on its consolidated 

financial statements. Refer to note 4 to the Financial Statements.

Risk Factors

Callidus operates in a dynamic environment that involves various risks, many of which are beyond 

Callidus’ control and which could have an effect on Callidus’ business, revenues, operating results and 

financial condition. See ‘‘Risk Factors’’.

Disclosure of Outstanding Share Data

As at December 31, 2016, there were 49,916,781 common shares outstanding and 2,217,484 options 

outstanding, each option being exercisable into common shares on a 1:1 basis.
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RISK FACTORS
An investment in the common shares is highly speculative. An investment is suitable only for those 

investors who are able to risk a loss of their entire investment. Investors should consult with their own 

professional advisors to assess the legal, financial and other aspects of an investment in the common 

shares. In addition to the other information contained in this MD&A, prospective investors should 

carefully consider the following risk factors. 

The risks and uncertainties described herein are not the only risks and uncertainties that Callidus faces. 

Additional risks and uncertainties of which Callidus is not currently aware or that Callidus currently 

believes to be immaterial may also materially adversely affect Callidus’ business, assets, liabilities, 

financial condition, results of operations, prospects, cash flows and the value or future trading price of 

the common shares (one or more of the foregoing, a “material adverse effect”). The occurrence of any of 

the possible events and risks described below and elsewhere in this MD&A could have a material 

adverse effect and prospective investors could lose all or part of their investment in the common shares. 

This MD&A also contains forward-looking statements that involve risks and uncertainties. Callidus’ actual 

results may differ materially from those anticipated in these forward-looking statements as a result of 

various factors, including the risks described below and elsewhere in this MD&A. See “Cautionary Note 

Regarding Forward-Looking Statements”.

Financial Risk Management

A discussion of risk factors and risk management policies and procedures relating to foreign currency 

risk, interest rate risk, liquidity risk, and credit risk as required under IFRS 7, Financial Instruments: 

Disclosures follows below. 

Foreign Currency Risk

The results of operations and cash flows of Callidus may be affected by changes in the Canadian dollar 

exchange rate relative to the currencies of other countries. Currently, Callidus’ loan portfolio contains 

exposure to loans denominated in U.S. dollars. A change in the value of the U.S. dollar relative to the 

Canadian dollar may have a negative effect on the financial performance of Callidus. Callidus currently 

employs economic hedging techniques to minimize currency exchange rate risks. Callidus is unable 

to offer any assurance that its hedging strategies will successfully reduce the risk they were designed 

to mitigate. Callidus’ use of hedging transactions exposes it to risks associated with such transactions. 

Hedging against a change in the values of its portfolio positions does not eliminate the possibility of 

fluctuations in the values of such positions or prevent losses if the values of such positions decline. 

Moreover, it may not be possible to hedge against an exchange rate fluctuation that is so generally 

anticipated that Callidus is not able to enter into a hedging transaction at an acceptable price. 

Callidus makes use of certain derivative instruments, including forward contracts, swaps and options 

to facilitate its currency economic hedging activities. The use of derivative instruments involves risks 

different from, and possibly greater than, the risks associated with investing directly in the underlying 

securities and other traditional investments. Callidus’ use of derivative instruments involves certain 

inherent risks, including, but not limited to:

• the risk of default on amounts owing to Callidus by the counterparties with which Callidus has 

entered into such transactions;

• the risk that Callidus has entered into a derivative position that cannot be closed out quickly, by 

either liquidating such derivative instrument or by establishing an offsetting position; and 

• the risk that, in respect of certain derivative products, an adverse change in market prices for 

currencies or interest rate indices will result in Callidus incurring an unrealized mark-to-market loss 

in respect of such derivative products.
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Derivatives also involve the risk of mispricing or improper valuation and the risk that changes in the value 

of a derivative may not correlate perfectly with the underlying asset, rate or index.

Interest Rate Risk

The Company is exposed to interest rate risk as it earns interest on its loans receivable and pays interest 

on its revolving credit facility and on its senior debt. 

The Company’s loans receivable primarily bear a fixed rate of interest as does the Company’s senior debt 

and subordinated bridge facility. Any changes in interest rate indices will not have an immediate impact 

on the Company’s interest income and related expenses on these financial instruments. 

The Company’s revolving credit facility is exposed to changes in interest rate indices. The Company 

actively monitors any interest rate gap. 

Liquidity Risk

Liquidity risk is the risk that Callidus will encounter difficulty in meeting obligations associated with its 

financial liabilities that are settled by delivering cash or another financial asset. Callidus is dependent 

upon its ability to secure funding for its loans and to fund its existing obligations. While Callidus actively 

pursues new sources of funding, there can be no assurance that such additional financing will be 

obtained. In the past, Callidus has obtained the cash required for its operations through a combination of 

cash generated from operations, funding from the Catalyst Funds, debt and the Offering. Callidus intends 

to fund new loans using (i) debt capital and (ii) growth capital. Assuming a participation rate for Catalyst 

Fund V of 75%, a leverage ratio of 50% and continued usual increases in our senior credit facilities, total 

liquidity as at December 31, 2016 would be able to support approximately $300 million of new loans. An 

example of the funding structure is as follows:

$100

NEW LOAN

$50
50% EQUITY

$50
50% DEBT

$40.00

CBL REVOLVER

$10.00

CCGI BRIDGE

$12.50

CBL

$37.50
(75% of $50, max.)

CATALYST
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The Company manages its liquidity risk by monitoring its ongoing operating requirements. The Company 

prepares budgets and cash forecasts to ensure it has sufficient funds to fulfill its obligations and actively 

pursues new sources of funding to meet liquidity needs. 

Credit Risk

Callidus’ business depends on the creditworthiness of its borrowers and their ability to fulfill their 

obligations to Callidus. Although Callidus intends to originate loans only with borrowers which it believes 

to be creditworthy, there can be no assurance that borrowers will not default and that Callidus will not 

sustain a loss on its loans as a result. Callidus will also rely on representations made by borrowers in their 

loan documentation. However, there can be no assurance that such representations will be accurate or 

that Callidus will have any recourse against the borrower in the event a representation proves to be 

untrue. See also “Risk Factors – Risks Relating to Callidus’ Operations – Fraud by a Borrower”. 

Risks Relating to Callidus’ Operations

Performance of the Loan Portfolio

Callidus maintains a loan portfolio of $1,011 million before derecognition as at March 29, 2017 

($516 million of net loans receivable after derecognition). The past performance of Callidus has been 

based on a comparable loan portfolio of a smaller size. For example, as at December 31, 2011, the size 

of Callidus’ loan portfolio was approximately $154 million. There can be no assurance that the same 

types of earnings can be made on the current loan portfolio or additional loans.

Reliance on Certain Individuals and the Management Services Agreement

The success of Callidus will depend in large part upon the skill and expertise of Messrs. Glassman, 

Reese and Riley and other Callidus professionals referred to under “Executive Officers and Directors”. 

There is no assurance that all of Callidus’ current management team, including Messrs. Glassman, Reese 

and Riley, will continue to be employed by or available to the Corporation. There can also be no assurance 

that Callidus’ asset-based lending strategy will continue to be successful in the absence of any one or all 

of Messrs. Glassman, Reese or Riley, or that Callidus will be able to attract and retain suitable candidates 

to replace these individuals. 

The services of Messrs. Glassman and Riley are provided to Callidus by CCGI pursuant to a management 

services agreement (the “Management Services Agreement”). In the event that the Management 

Services Agreement is terminated, the Corporation will be required to establish replacement arrangements 

for certain of its management and related resources. There can be no assurance that replacement 

arrangements will be available on terms and conditions similar to or as favourable as those currently in 

place with CCGI, or at all. Further, any such arrangements will result in significantly increased fees, costs 

and expenses to the Corporation which, in turn, may have an adverse impact on the Corporation and its 

business, operations and financial condition. The failure of CCGI to perform its obligations pursuant to 

and in accordance with the Management Services Agreement or the termination of the Management 

Services Agreement could have a material adverse effect on the Corporation.

Fraud by a Borrower

While Callidus makes every effort to verify the accuracy of information provided to it when making a 

decision on whether to underwrite a loan, and has implemented systems and controls to assist in 

protecting itself against fraud, a borrower may fraudulently misrepresent information relating to its 

financial health, operations or compliance with the terms under which Callidus has advanced funds. In 

cases of fraud, it may be difficult and often unlikely that Callidus will be able to collect amounts owing 

under loan or realize on collateral, which could have a material adverse effect on the Corporation.
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Changes in Market and General Economic Conditions

A weak economy could impact the quality of the loans available to Callidus. Adverse economic conditions 

also may decrease the estimated value of the collateral securing Callidus’ loans. Further or prolonged 

economic slowdowns or recessions could lead to financial losses in the loan portfolio and a decrease in 

Callidus’ net finance income, net income and book value. Any of these events, or any other events 

caused by turmoil in global financial markets, could have a material adverse effect on the Corporation.

Competitive Business Environment 

Callidus’ ability to originate new asset-based loans could be significantly affected by the activities of other 

industry participants. New competitors may enter the Canadian asset-based loan market or current 

market participants may significantly increase their activities in this area. There can be no assurance that 

Callidus will be able to compete effectively with its current and future competitors in connection with the 

origination of new loans. If these or other competitors were to engage in aggressive pricing policies, 

Callidus may have difficulty originating new loans or could be forced to offer lower rates, both of which 

could have a material adverse effect on the Corporation. Some of Callidus’ competitors offer a broader 

range of financial and lending services than Callidus and can leverage their existing customer 

relationships to offer and sell services that compete directly with Callidus’ services. Further, Callidus’ 

competitors may have greater financial, technical, marketing, origination and other resources, and may 

have greater access to lower cost capital. As a result of competition, Callidus may not be able to attract 

new customers, retain existing customers, or sustain the rate of growth that Callidus has experienced to 

date. As a result, Callidus’ ability to profitably expand its loan portfolio may decline. If Callidus’ existing 

customers choose to use competing sources of credit to refinance their debt, Callidus’ loan portfolio 

could be adversely affected.

Entering New Markets

The Corporation plans to expand Callidus Lite and to further expand in the U.S. asset-based lending 

industry. The U.S. is a different lending market with different competitive dynamics and therefore 

presents distinct and substantial risks. The Corporation faces competition from significantly larger lenders 

in the U.S. If the expansion of the Callidus Lite product or the growth in the U.S. does not develop as 

currently anticipated, or if Callidus is unable to penetrate the U.S. market successfully, such result could 

have a material adverse effect on the Corporation.

Litigation 

From time to time in the ordinary course of its business, Callidus may become involved in various legal 

proceedings, including commercial, employment, class action and other litigation and claims, as well as 

governmental and other regulatory investigations and proceedings. Such matters can be time-consuming, 

divert management’s attention and resources and cause Callidus to incur significant expenses. 

Furthermore, the results of any such actions could have a material adverse effect on the Corporation. 

Operating Policies and Strategies 

The Board of Callidus has the authority to modify or waive certain of the Corporation’s operating policies 

and strategies without prior notice and without the approval of Callidus shareholders. Callidus cannot 

predict the effect that changes to its current operating policies and strategies would have on its business, 

operating results or share price. Changes to the Callidus’ operating policies and strategies could have a 

material adverse effect on the Corporation.

Lack of Regulation

Currently, there are no regulatory capital requirements on asset-based lenders that would impede their 

ability to extend credit, unlike the major commercial banks which are subject to the provisions of the 

Bank Act (Canada) and Basel III. Any changes to the regulation of the asset-based lending industry could 

have a material adverse effect on the Corporation.
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Disclosure Controls and Procedures and Internal Control over Financial Reporting

Disclosure Controls and Procedures

Callidus’ disclosure controls and procedures as defined in National Instrument 52-109 – Certification of 

Disclosure in Issuers’ Annual and Interim Filings (NI 52-109) are designed to provide reasonable assurance 

that information required to be disclosed in our filings under securities legislation is recorded, processed, 

summarized and reported within the time periods specified in securities legislation. They are also 

designed to provide reasonable assurance that all information required to be disclosed in these filings is 

accumulated and communicated to management, including the Chief Executive Officer (CEO) and Chief 

Financial Officer (CFO) as appropriate, to allow timely decisions regarding public disclosure. We regularly 

review our disclosure controls and procedures; however, they cannot provide an absolute level of 

assurance because of the inherent limitations in control systems to prevent or detect all misstatements 

due to error or fraud.

Our management, including the CEO and CFO, conducted an evaluation of the effectiveness of our 

disclosure controls and procedures as of December 31, 2016. Based on this evaluation, the CEO and CFO 

have concluded that our disclosure controls and procedures were effective as of December 31, 2016.

Internal Control over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial 

reporting, as defined in NI 52-109. Internal control over financial reporting means a process designed by 

or under the supervision of the CEO and CFO, and effected by our board of directors, management and 

other personnel to provide reasonable assurance regarding the reliability of financial reporting and the 

preparation of financial statements for external purposes in accordance with IFRS, and includes those 

policies and procedures that: (1) pertain to the maintenance of records that in reasonable detail accurately 

and fairly reflect the transactions and dispositions of the assets of Callidus; (2) are designed to provide 

reasonable assurance that transactions are recorded as necessary to permit preparation of financial 

statements in accordance with IFRS, and that receipts and expenditures of Callidus are being made only 

in accordance with authorizations of management and directors of Callidus; and (3) are designed to 

provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or 

disposition of Callidus assets that could have a material effect on the financial statements.

All internal control systems have inherent limitations and therefore our internal control over financial 

reporting can only provide reasonable assurance and may not prevent or detect misstatements due to 

error or fraud.

Our management, including the CEO and CFO, conducted an evaluation of the effectiveness of our 

internal control over financial reporting as of December 31, 2016 using the Committee of Sponsoring 

Organizations of the Treadway Commission (COSO) framework (2013). Based on this evaluation, the CEO 

and CFO have concluded that our internal control over financial reporting was effective as of 

December 31, 2016.

Changes in Internal Control over Financial Reporting

There were no changes to internal control over financial reporting during the quarter and year ended 

December 31, 2016 that materially affected, or are reasonably likely to materially affect, our internal 

control over financial reporting. 
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MANAGEMENT’S RESPONSIBILITY  
FOR THE FINANCIAL STATEMENTS
The accompanying consolidated financial statements and all information in this annual report are the 

responsibility of management and have been approved by the Board of Directors.

The consolidated financial statements have been prepared by management in accordance with 

International Financial Reporting Standards as issued by the International Accounting Standards Board. 

Financial statements are not precise since they include certain amounts based upon estimates and 

judgements. When alternative methods exist, management has chosen those it deems to be the most 

appropriate in the circumstances in order to ensure that the consolidated financial statements are 

presented fairly, in all material respects, in accordance with International Financial Reporting Standards.

The Company maintains systems of internal controls, which are designed to provide reasonable 

assurance that accounting records are reliable and to safeguard the Company’s assets. The control 

framework applied by the Company for assessing its internal control, as required by CSA’s Multilateral 

Instrument 52-109, is the Internal Control – Integrated Framework (2013) as published by The Committee 

of Sponsoring Organizations of the Treadway Commission (COSO). 

The Board of Directors is responsible for ensuring that management fulfills its responsibilities for financial 

reporting and is ultimately responsible for reviewing and approving the financial statements. The Board 

carries out this responsibility principally through its Audit & Risk Committee.

The Audit & Risk Committee meets periodically with management and the external auditors to discuss 

internal control over the financial reporting process, auditing matters and other financial reporting issues. 

The Audit & Risk Committee reviews management’s discussion and analysis and the consolidated 

financial statements prepared by management, and then recommends them to the Board of Directors for 

approval. The Audit & Risk Committee also recommends to the Board of Directors and the shareholders 

the appointment of the external auditors and approves their services and fees. 

The consolidated financial statements have been audited by the Company’s external auditors, KPMG LLP, 

in accordance with Canadian generally accepted auditing standards. KPMG LLP has full and free access 

to management and the Audit & Risk Committee.

March 30, 2017

“Newton Glassman”  “Dan Nohdomi”

 Chairman and CEO CFO
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INDEPENDENT AUDITORS’ REPORT
To the Shareholders of Callidus Capital Corporation

We have audited the accompanying consolidated financial statements of Callidus Capital Corporation, 

which comprise the consolidated statements of financial position as at December 31, 2016 and 2015, 

the consolidated statements of income and comprehensive income, changes in equity and cash flows 

for the years then ended, and notes, comprising a summary of significant accounting policies and other 

explanatory information.

Management’s Responsibility for the Consolidated Financial Statements

Management is responsible for the preparation and fair presentation of these consolidated financial 

statements in accordance with International Financial Reporting Standards, and for such internal control 

as management determines is necessary to enable the preparation of consolidated financial statements 

that are free from material misstatement, whether due to fraud or error.

Auditors’ Responsibility

Our responsibility is to express an opinion on these consolidated financial statements based on our 

audits. We conducted our audits in accordance with Canadian generally accepted auditing standards. 

Those standards require that we comply with ethical requirements and plan and perform the audit 

to obtain reasonable assurance about whether the consolidated financial statements are free from 

material misstatement.

An audit involves performing procedures to obtain audit evidence about the amounts and disclosures 

in the consolidated financial statements. The procedures selected depend on our judgment, including 

the assessment of the risks of material misstatement of the consolidated financial statements, whether 

due to fraud or error. In making those risk assessments, we consider internal control relevant to the 

entity’s preparation and fair presentation of the consolidated financial statements in order to design audit 

procedures that are appropriate in the circumstances, but not for the purpose of expressing an opinion 

on the effectiveness of the entity’s internal control. An audit also includes evaluating the appropriateness 

of accounting policies used and the reasonableness of accounting estimates made by management, as 

well as evaluating the overall presentation of the consolidated financial statements.

We believe that the audit evidence we have obtained in our audits is sufficient and appropriate to provide 

a basis for our audit opinion.

Opinion

In our opinion, the consolidated financial statements present fairly, in all material respects, the 

consolidated financial position of Callidus Capital Corporation as at December 31, 2016 and 2015, 

and its consolidated financial performance and its consolidated cash flows for the years then ended 

in accordance with International Financial Reporting Standards.

Chartered Professional Accountants, Licensed Public Accountants

March 30, 2017

Toronto, Canada
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CONSOLIDATED STATEMENTS  
OF FINANCIAL POSITION
(Expressed in thousands of Canadian dollars) 

December 31, 
2016

 December 31, 
2015

Assets    
 Cash and cash equivalents   $  47,668   $ 25,210 

 Income taxes receivable (note 11)   18,621    6,068 

 Derivative assets (note 15)   8,722     1,310 

 Assets acquired from loans (note 6 and 17)    91,206    102,367 

 Loans receivable (note 5 and 6)    817,191   935,130 

 Derivative assets associated with loans (note 5)    3,136    – 

 Deferred tax asset (note 11)     7,025    13,903 

 Guarantee asset (note 9)    30,667    34,755 

 Other assets    2,979    3,055 

   $  1,027,215   $ 1,121,798 

Liabilities and Shareholders’ Equity
Liabilities:

 Accounts payable and accrued liabilities (note 9)  $ 24,601   $   19,208 

 Income and other taxes payable (note 11)    –    15,413 

 Borrower deposits   129   142 

 Deferred facility fees    3,312   10,096 

 Revolving credit facility (note 8)    91,715    248,710 

 Senior debt (note 7)   49,404    45,279 

 Collateralized loan obligation (note 7)    88,142     – 

 Subordinated bridge facility, due to Catalyst (note 7)   332,668    291,479 

   589,971    630,327 

Shareholders’ equity:

 Share capital (note 10)     435,413     416,750 

 Contributed surplus (note 16)     6,424    8,843 

 Retained earnings   (3,930)    64,007 

 Accumulated other comprehensive (loss) income    (663)    1,871 

  437,244     491,471 

Contingencies (note 13)    –    – 

   $ 1,027,215   $ 1,121,798 

See accompanying notes to consolidated financial statements.

Approved on behalf of the Board:

“Newton Glassman”  “Tibor Donath”

Chairman and CEO  Director
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CONSOLIDATED STATEMENTS OF  
INCOME AND COMPREHENSIVE INCOME
Consolidated Statement of Income
For the Year Ended December 31
(Expressed in thousands of Canadian dollars, except per share information)  2016  2015

(Note 19)    

Revenue:       

 Interest   $ 172,688   $ 158,356 

 Fees and other    15,438    12,950 

  188,126    171,306 

Interest expense and participation fees:

 Catalyst Fund Limited Partnerships    (28,757)    (20,109)

 Senior debt and revolving credit facilities   (16,440)   (18,764)

   (45,197)    (38,873)

Net interest income   142,929   132,433 

Other income (expenses):

 Provision for loan losses (note 6)   (134,314)   (35,653)

 Recovery under the Catalyst guarantee (note 9)   32,022    11,807 

 Gain on derivative assets associated with loans (note 3)    3,136    – 

 Foreign exchange loss   (777)   (1,692)

 (Loss) income from assets acquired from loans (note 17)   (21,203)    590 

 Catalyst’s share of overhead expenses (note 19)    11,324   1,639 

   (109,812)   (23,309)

Non-interest expenses:

 Salaries and wages    (11,089)   (9,716)

 Stock options expense (note 16)    (2,221)   (4,452)

 General and administrative   (8,192)   (8,064)

   (21,502)   (22,232)

Income before income taxes    11,615   86,892 

Income taxes (expense) recovery: 

 Current   (3,584)   (31,345)

 Deferred   (6,878)   6,405 

   (10,462)    (24,940)

Net income   $  1,153   $ 61,952 

Earnings per common share (dollars)

 Basic (note 20)  $ 0.02   $ 1.23 

 Diluted (note 20)   $  0.02   $   1.22 

Consolidated Statement of Comprehensive Income 
Net income   $ 1,153   $ 61,952 

Other comprehensive (loss) income net of tax:

 Items that may be reclassed to profit and loss:

  Foreign currency translation (loss) gain on foreign operations (note 3)   (2,534)    1,871 

Comprehensive (loss) income   $ (1,381)   $  63,823 

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS  
OF CHANGES IN EQUITY

(Expressed in thousands  
of Canadian dollars)

Share Capital 
Amount

Contributed 
Surplus

Retained  
Earnings

Accumulated 
Other 

Comprehensive 
Income (Loss) Total

Balance, January 1, 2015   $ 428,291   $ 7,631   $ 31,908   $  –   $ 467,830 
Net income    –     –    61,952     –    61,952 
Dividends    –    –    (17,250)    –    (17,250)
Shares issued    10,011    (3,240)     –    –    6,771 
Shares cancelled    (21,552)    –    (12,603)    –    (34,155)
Stock options expense  
 (note 16)    –     4,452     –    –    4,452 
Other comprehensive loss     –    –    –   1,871    1,871 

Balance, December 31, 2015   $ 416,750   $  8,843   $ 64,007   $  1,871   $ 491,471 

Balance, January 1, 2016   $  416,750   $ 8,843   $ 64,007   $ 1,871   $ 491,471 
Net income    –    –   1,153     –    1,153 
Dividends     –    –   (46,462)    –    (46,462)
Shares issued    43,949   (4,640)     –   –    39,309 
Shares cancelled   (25,286)    –   (22,628)    –    (47,914)
Stock options expense  
 (note 16)     –     2,221     –    –    2,221 
Other comprehensive loss     –    –     –    (2,534)    (2,534)

Balance, December 31, 2016   $ 435,413   $   6,424   $ (3,930)   $ (663)   $ 437,244 

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS 
OF CASH FLOWS
For the Year Ended December 31 
(Expressed in thousands of Canadian dollars) 2016  2015

Cash provided by (used in):    
Operating activities:

 Income for the period   $  1,153   $ 61,952 

 Items not involving cash:

  Stock options expense    2,221    4,452 

  Provision for loan losses   134,314   35,653 

 Change in non-cash operating items:

  Change in loans receivable, net of repayments   (16,375)    (179,210)

  Derivative assets   (7,412)    (844)

  Derivative assets associated with loans    (3,136)     – 

  Income taxes receivable    (12,553)   (6,068)

  Deferred taxes   6,878   (6,405)

  Assets acquired from loans   11,161    (102,367)

  Guarantee asset    4,088   (12,149)

  Other assets     76    (1,400)

  Accounts payable and accrued liabilities    9,149   (2,344)

  Deferred facility fees   (6,784)   3,610 

  Income and other taxes payable   (15,413)   (4,548)

  Borrower deposits   (13)    (27)

  Other   (2,571)   1,875 

   104,783   (207,820)

Financing activities:

 Net draw on collateralized loan obligation   88,142    – 

 Dividends   (13,103)   (3,260)

 Net (repayment) draw on revolving credit facility   (156,995)   38,301 

 Change in senior debt   4,125   (4,375)

 Issuance of share capital    2,231   1,413 

 Repurchase of share capital   (47,914)   (34,154)

 Net draw on subordinated bridge facility    41,189   175,469 

   (82,325)    173,394 

Increase (decrease) in cash and cash equivalents   22,458   (34,426)

Cash and cash equivalents, beginning of period    25,210   59,636 

Cash and cash equivalents, end of period   $ 47,668   $ 25,210 

Cash and cash equivalents is composed of the following:

 Cash   $   47,668   $ 25,210 

 Restricted cash     –     – 

   $  47,668  $ 25,210 

Cash interest received   $ 124,462   $ 123,770 

Cash interest paid    40,245    34,644 

See accompanying notes to consolidated financial statements.
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NOTES TO CONSOLIDATED  
FINANCIAL STATEMENTS
(Expressed in thousands of Canadian dollars)

Years Ended December 31, 2016 and 2015

1. REPORTING ENTITY
Callidus Capital Corporation (“Callidus” or the “Company”) is a company domiciled in Canada and was 

incorporated under the Business Corporations Act (Ontario). These consolidated financial statements 

comprise Callidus and its subsidiaries (together referred to as the “Company”). The Company operates a 

specialty finance business that provides senior secured asset-based loans and lending services to 

mid-market companies operating in Canada and the United States. Callidus is headquartered in Toronto, 

Ontario, Canada. The Company is registered as an investment fund manager and an exempt market 

dealer with the Ontario Securities Commission (“OSC”).

The reporting entity includes the following subsidiaries: (i) two separate operating entities (Wabash 

Castings Inc. and Altair Water and Drilling Services Inc.) that Callidus gained control of (note 17); and 

(ii) two separate special purpose financing vehicles wholly-owned by Callidus (Callidus ABL Corporation 

and CCC Funding Corporation).

In October 2016, the Company increased the amount of its aggregate annual dividend to $1.20 per share 

and announced that Goldman Sachs has been engaged to act as financial advisor in connection with the 

previously announced privatization process. The process is now underway and the Company continues to 

expect the process to be completed before the end of the second quarter of 2017.

2. BASIS OF PRESENTATION
(a) Statement of Compliance

These consolidated financial statements have been prepared in accordance with International Financial 

Reporting Standards (“IFRS”) as issued by the International Accounting Standards Board (“IASB”). 

The consolidated financial statements have been approved for issue by the Board of Directors on 

March 30, 2017.

(b) Basis of Measurement

The consolidated financial statements have been prepared on a historical cost basis except for derivative 

instruments which are measured at fair value.

(c) Functional and Presentation Currency

These consolidated financial statements are presented in thousands of Canadian dollars, which is also 

the Company’s functional currency. 

(d) Use of Estimates and Judgments

The preparation of the consolidated financial statements in conformity with IFRS requires management to 

make judgments, estimates and assumptions that affect the application of accounting policies and the 

reported amounts of assets, liabilities, income and expenses. Actual results may differ from these estimates.

Estimates and underlying assumptions are reviewed on an ongoing basis. Revisions to accounting 

estimates are recognized in the period in which the estimates are revised.
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Significant areas of estimation uncertainty and critical judgments in applying accounting policies that have 

the most significant effect on the amounts recognized in the consolidated financial statements include the 

allowance for loan losses, recognition and measurement of separated embedded derivatives including 

options (classified on the balance sheet as derivative assets associated with loans), derecognition and the 

Company’s assessment of consolidation under IFRS 10, Consolidated Financial Statements, of certain 

loans in its loan portfolio.

3. SIGNIFICANT ACCOUNTING POLICIES
The significant accounting policies used in the preparation of these consolidated financial statements are 

summarized below.

The accounting policies set out below have been applied consistently to all periods presented in these 

consolidated financial statements.

(a) Cash and Cash Equivalents

Cash and cash equivalents include cash on hand and highly liquid financial assets with original maturities 

of three months or less from the acquisition date that are subject to an insignificant risk of changes in 

their fair value, and are used by the Company in the management of its short-term commitments. 

Cash and cash equivalents are carried at amortized cost in the consolidated statements of financial position. 

(b) Loans Receivable

Loans receivable are non-derivative financial assets with fixed or determinable payments that are not 

quoted in an active market and that the Company does not intend to sell immediately or in the near term. 

Loans receivable include accrued interest and fee receivable, loans advanced to borrowers during the 

normal course of the Company’s business, and loans acquired from other lenders at a discount. 

Loans receivable are initially measured at fair value plus incremental direct transaction costs, and 

subsequently measured at their amortized cost using the effective interest rate method. The loans 

receivable balances include accrued interest and fees and are net of provisions for credit losses.

Separable embedded derivatives, such as equity options or warrants, that are a component of a loan 

receivable agreement, are separately accounted for as a derivative and are presented in the consolidated 

statement of financial position as derivative assets associated with loans. Changes in the fair value of 

such embedded derivatives are presented as gain on derivative assets associated with loans in the 

consolidated statement of income.

(c) Impairment

Collectability is regularly evaluated by assessing the realizable values of the assets securing the loans and 

the viability of the underlying business. At each reporting date, the Company assesses whether there is 

objective evidence that loans receivable or other financial assets are impaired. A financial asset is 

impaired when objective evidence demonstrates that a loss event has occurred after the initial 

recognition of the asset and that the loss event has an impact on the future cash flows of the asset 

which can be estimated reliably. 
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Objective evidence that financial assets are impaired includes: 

• significant financial difficulty of the borrower or issuer; 

• default or delinquency by a borrower; 

• the restructuring of a loan or advance by the Company on terms that the Company would not 

consider otherwise; 

• indications that a borrower or issuer will enter unplanned bankruptcy; and

• observable data relating to a group of assets such as adverse changes in the payment status of 

borrowers or issuers in the group, or economic conditions that correlate with defaults in the group. 

The Company considers evidence of impairment for loans at both a specific and collective level. Loans 

are assessed for specific impairment. Those found not to be specifically impaired are then collectively 

assessed for any impairment that has been incurred but not yet identified. The collective allowance is 

calculated by using the probability of default (“PD”), loss given default (“LGD”), and exposure at default 

factors, which are determined with reference to (1) historical default experience, (2) the Company’s loss 

experience, and (3) loan exposure at the financial statement date. Funded exposures are multiplied by the 

borrower’s PD and by the relevant LGD parameter. A qualitative component is also applied to account for 

external factors not captured in the historical results.

Specific impairment losses are calculated as the difference between the carrying amount and the present 

value of estimated future cash flows discounted at the original effective interest rate of the loan. 

If the terms of a loan are renegotiated or modified due to financial difficulties of the borrower, then an 

assessment is made of whether an impairment loss should be recognized. 

Impairment losses are recognized in profit or loss and reflected in an allowance account against 

loans receivable. 

Interest on the impaired assets continues to be recognized. If an event occurring after the impairment 

was recognized causes the amount of impairment loss to decrease, then the decrease in impairment loss 

is reversed through profit or loss, limited to the original amortized cost had the loan not been impaired. 

The Company writes off a loan either partially or in full, and any related allowance for impairment loss, 

when the Company determines that there is no likelihood of recovery.

(d) Catalyst Guarantee

The Company recognizes a guarantee asset on its consolidated statements of financial position in relation 

to specific loans subject to the Catalyst guarantee, and records a recovery of its provision for specific loan 

losses on the consolidated statement of income at the same time as the related provision is recorded. 

(e) Borrower Deposits

Borrower deposits include amounts received by the Company from potential borrowers as part of the 

loan application process. If the loan is approved and closes, the full amount of the deposit is credited 

against the loan. If the loan is approved on terms substantially the same as the terms and conditions 

contained in the term sheet provided to the potential borrower and the borrower chooses not to proceed 

with the credit facility, the deposit is deemed a fully earned work fee by the Company and non-refundable 

and is recognized into income at that time. The deposit amounts less any legal and due diligence costs 

incurred by the lender are refunded to such potential borrowers if the loan application is not approved. 
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(f) Foreign Currency Transactions

Monetary assets and liabilities of foreign operations having a functional currency other than the Canadian 

Dollar are translated at the rate of exchange prevailing at the reporting date, and revenues and expenses 

at average rates during the period. Unrealized gains and losses arising upon translation of foreign 

operations are credited or charged to the foreign currency translation gains/losses in the Consolidated 

Statement of Comprehensive Income. On disposal or partial disposal of a foreign operation, resulting in 

a loss of control, an appropriate portion of the translation differences previously recognized in other 

comprehensive income are recognized in the Consolidated Statement of Income. 

Monetary assets and liabilities of the Company denominated in foreign currencies at the reporting date 

are translated into the functional currency at the spot exchange rate at that date. The foreign currency 

gain or loss on monetary items is the difference between the amortized cost in the functional currency at 

the beginning of the year, adjusted for effective interest and payments during the year, and the amortized 

cost in the foreign currency translated at the spot exchange rate at the end of the year. Foreign currency 

differences arising on translation are recognized in the consolidated statements of income. 

(g) Financial Assets and Financial Liabilities

(i) Recognition

The Company initially recognizes loans and other financial assets on the date on which they are originated. 

All other financial instruments (including regular-way purchases) are recognized on the trade date, which is 

the date on which the Company becomes a party to the contractual provisions of the instrument. 

A financial asset or financial liability is measured initially at fair value plus, for an item not at fair value through 

profit or loss, transaction costs that are incremental and directly attributable to its acquisition or issue. 

(ii) Classification

Financial Assets:

The Company classifies its financial assets into one of the following categories: 

• loans and receivables;

• held to maturity;

• available for sale; and

• at fair value through profit or loss, and within this category as:

• held for trading; or designated at fair value through profit or loss.

At December 31, 2016 and 2015, all financial assets except for derivative instruments have been 

categorized as loans and receivables.

Financial Liabilities:

The Company classifies its financial liabilities as measured at amortized cost or fair value through profit or 

loss. At December 31, 2016 and 2015, the Company had no liabilities at fair value through profit and loss.
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(iii) Derecognition

Financial Assets:

The Company derecognizes a financial asset when the contractual rights to the cash flows from the 

financial asset expire, or it transfers the rights to receive the contractual cash flows in a transaction 

in which substantially all of the risks and rewards of ownership of the financial asset are transferred or in 

which the Company neither transfers nor retains substantially all of the risks and rewards of ownership 

and it does not retain control of the financial asset. 

On derecognition of a financial asset, the difference between the carrying amount of the asset (or the 

carrying amount allocated to the portion of the asset derecognized) and the sum of (i) the consideration 

received (including any new asset obtained less any new liability assumed) and (ii) any cumulative gain or 

loss that had been recognized in other comprehensive income (“OCI”) is recognized in profit or loss. 

Any interest in transferred financial assets that qualify for derecognition that is created or retained by the 

Company is recognized as a separate asset or liability. 

In transactions in which the Company neither retains nor transfers substantially all of the risks and 

rewards of ownership of a financial asset and it retains control over the asset, the Company continues to 

recognize the asset to the extent of its continuing involvement, determined by the extent to which it is 

exposed to changes in the value of the transferred asset. 

In certain transactions, the Company retains the obligation to service the transferred financial asset for 

a fee. The transferred asset is derecognized if it meets the derecognition criteria. An asset or liability is 

recognized for the servicing contract if the servicing fee is more than adequate (asset) or is less than 

adequate (liability) for performing the servicing. 

Financial Liabilities:

The Company derecognizes a financial liability when its contractual obligations are discharged or 

cancelled, or expire. 

(iv) Offsetting

Financial assets and financial liabilities are offset and the net amount presented in the consolidated 

statements of financial position when, and only when, the Company currently has a legal right to set off 

the amounts and it intends either to settle them on a net basis or to realize the asset and settle the liability 

simultaneously. No such instruments subject to offsetting were outstanding at the financial statement date.

Income and expenses are presented on a net basis only when permitted under IFRS, or for gains and 

losses arising from a group of similar transactions. 

(v) Amortized Cost Measurement

The amortized cost of a financial asset or financial liability is the amount at which the financial asset or 

financial liability is measured at initial recognition, minus principal repayments, plus or minus the 

cumulative amortization using the effective interest rate method of any difference between the initial 

amount recognized and the maturity amount, minus any reduction for impairment.

(vi) Fair Value Measurement

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly 

transaction between market participants at the measurement date in the principal or, in its absence, the 

most advantageous market to which the Company has access at that date. The fair value of a liability 

reflects its non-performance risk. 
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When available, the Company measures the fair value of an instrument using the quoted price in an 

active market for that instrument. A market is regarded as active if transactions for the asset or liability 

take place with sufficient frequency and volume to provide pricing information on an ongoing basis. 

If there is no quoted price in an active market, then the Company uses valuation techniques that 

maximize the use of relevant observable inputs and minimize the use of unobservable inputs. The chosen 

valuation technique incorporates all of the factors that market participants would take into account in 

pricing a transaction.

The best evidence of the fair value of a financial instrument at initial recognition is normally the transaction 

price, i.e., the fair value of the consideration given or received. If the Company determines that the fair 

value at initial recognition differs from the transaction price and the fair value is evidenced neither by a 

quoted price in an active market for an identical asset or liability nor based on a valuation technique that 

uses only data from observable markets, then the financial instrument is initially measured at fair value, 

adjusted to defer the difference between the fair value at initial recognition and the transaction price. 

Subsequently, that difference is recognized in profit or loss on an appropriate basis over the life of the 

instrument but no later than when the valuation is wholly supported by observable market data or 

the transaction is closed out. 

The Company recognizes transfers between levels of the fair value hierarchy as of the end of the 

reporting period during which the change has occurred. 

(h) Derivatives Held for Risk Management Purposes

Derivatives held for risk management purposes are measured at fair value in the consolidated statements 

of financial position. 

All changes in fair value are recognized immediately in the consolidated statements of income and 

comprehensive income. 

(i) Income Taxes

Income tax expense comprises current and deferred tax. It is recognized in profit or loss except to the 

extent that it relates to items recognized directly in equity or in OCI. 

(i) Current Tax

Current tax comprises the expected tax payable or receivable on the taxable income or loss for the year 

and any adjustment to the tax payable or receivable in respect of previous years. It is measured using tax 

rates enacted or substantively enacted at the reporting date. Current tax also includes any tax arising 

from dividends.

(ii) Deferred Tax

Deferred tax is recognized in respect of temporary differences between the carrying amounts of assets 

and liabilities for financial reporting purposes and the amounts used for taxation purposes. 

Deferred tax is not recognized for:

• temporary differences on the initial recognition of assets or liabilities in a transaction that is not a 

business combination and that affects neither accounting nor taxable profit or loss;

• temporary differences related to investments in subsidiaries to the extent that it is probable that 

they will not reverse in the foreseeable future; and 

• taxable temporary differences arising on the initial recognition of goodwill. 
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Deferred tax assets are recognized for unused tax losses, unused tax credits and deductible temporary 

differences to the extent that it is probable that future taxable profits will be available against which they 

can be used. Deferred tax assets are reviewed at each reporting date and are reduced to the extent that 

it is no longer probable that the related tax benefit will be realized. 

Deferred tax is measured at the tax rates that are expected to be applied to temporary differences when 

they reverse, using tax rates enacted or substantively enacted at the reporting date. 

Deferred tax assets and liabilities are offset if there is a legally enforceable right to offset current tax 

liabilities and assets, and they relate to taxes levied by the same tax authority on the same taxable entity, 

or on different tax entities but they intend to settle current tax liabilities and assets on a net basis or their 

tax assets and liabilities will be realized simultaneously. 

(iii) Tax Exposures

In determining the amount of current and deferred tax, the Company considers the impact of tax 

exposures, including whether additional taxes and interest may be due. This assessment relies on 

estimates and assumptions and may involve a series of judgments about future events. New information 

may become available that causes the Company to change its judgment regarding the adequacy of 

existing tax liabilities; such changes to tax liabilities would impact tax expense in the period in which such 

a determination is made.

(j) Consolidation

The Company consolidates any entity for which it has control. Control is established when the Company 

has the power over the entity, exposure or rights to variable returns from its involvement, and the ability 

to exercise power to affect the amount of returns. The Company assesses if it has control over individual 

borrowers at each reporting date. 

(k) Interest

Interest income and expense are recognized in profit or loss using the effective interest rate method. The 

effective interest rate is the rate that exactly discounts the estimated future cash payments and receipts 

through the expected life of the financial asset or financial liability (or, where appropriate, a shorter 

period) to the carrying amount of the financial asset or financial liability. When calculating the effective 

interest rate, the Company estimates future cash flows considering all contractual terms of the financial 

instrument, but not future credit losses.

The calculation of the effective interest rate includes transaction costs and fees and points paid or 

received that are an integral part of the effective interest rate. Transaction costs include incremental 

costs that are directly attributable to the acquisition or issue of a financial asset or financial liability.

Interest income includes interest earned on loans receivable. Interest income is calculated on the daily 

balance and charged monthly. Fees that are not an integral part of the effective interest rate are 

recognized into income as they are earned per the contractual terms of the loans.

Facility fees are earned on commitment of a new facility or renewal of existing facilities, and are payable 

by the borrower (i) at closing or renewal, or (ii) the earlier of maturity or repayment of the credit facility. 

These fees are non-refundable and are recognized as income over the expected term of the facility.

Unused line fees are calculated daily based on the unused portion of the credit facility and are payable by 

the borrower monthly.
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Discounts on acquired loans are recognized as payments are received.

As at December 31, 2016, there were $3,312 (2015 – $10,096) in deferred facility fees that will be 

recognized in income in fiscal 2017 and 2018.

As at December 31, 2016, there were $7,575 (2015 – $9,793) in discounts on acquired loans that will be 

recognized when the related loans are fully repaid or realized.

(l) Loan Commitments and Financial Guarantees

Financial guarantees are contracts that require the Company to make specified payments to reimburse 

the holder for a loss that it incurs because a specified debtor fails to make payment when it is due in 

accordance with the terms of a debt instrument. Loan commitments are firm commitments to provide 

credit under pre-specified terms and conditions. 

Liabilities arising from financial guarantees or commitments to provide a loan at a below-market interest 

rate are initially measured at fair value and the initial fair value is amortized over the life of the guarantee 

or the commitment. The liability is subsequently carried at the higher of this amortized amount and the 

present value of any expected payment to settle the liability when a payment under the contract has 

become probable. 

(m) Stock-based Compensation

(i) Stock Option Plan

The Company uses the fair value-based method of accounting for stock options and recognizes 

compensation expense based on the fair value of the options on the date of the grant, which is 

determined using the Black-Scholes option pricing model. The fair value of the options is recognized on 

a straight-line basis over the vesting period of the options granted as compensation expense with a 

corresponding increase in contributed surplus. The awards are delivered in tranches; each tranche is 

considered a separate award and is valued and amortized separately. Expected forfeitures are factored 

into determining the stock option expense and the estimates are periodically adjusted in the event of 

actual forfeitures or for changes in expectations. The Contributed surplus balance is reduced as the 

options are exercised and the amount initially recorded for the options in contributed surplus balances is 

reduced as the options are exercised and the amount initially recorded for the options in contributed 

surplus is reclassified to capital stock. Stock options granted to employees are recognized in salary and 

wage expense on the consolidated statements of comprehensive income as they vest.

(ii) Deferred Share Unit (“DSU”) Plan

The Company has a DSU plan for directors. The obligation that results from the award of a DSU is 

recognized in income upon the grant of the unit and the corresponding amount is included in other 

liabilities in the consolidated statements of income for the period in which the changes occur. 

(n)  Assets Acquired from Loans

Assets acquired from loans are carried at the lower of the carrying amount at designation and fair value less 

costs to sell. Goodwill recognized at the time of acquisition is tested for impairment on an annual basis.

4. FUTURE ACCOUNTING DEVELOPMENTS
(a) Financial Instruments (IFRS 9)

IFRS 9 addresses classification and measurement of financial assets and liabilities, including impairment 

of financial assets, and hedge accounting. Under this standard, financial assets are classified and 

measured based on the business model in which they are held and the characteristics of their contractual 

cash flows. The accounting model for financial liabilities is largely unchanged from IAS 39 except for the 
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presentation of the impact of own credit risk on financial liabilities designated at fair value through profit 

or loss account. The new impairment model is an expected loss model as compared to an incurred loss 

model in IAS 39. 

IFRS 9 is mandatorily effective for annual periods beginning on or after January 1, 2018. The Company is 

working on developing a transition plan and will complete the development and validation of the 

impairment models for the calculation of expected credit losses in 2017 to support a parallel run during 

2017. The Company will update accounting policy manuals, internal control documents, implement 

changes to business and financial reporting processes and systems, and enhance the Company’s existing 

governance process to support the high quality implementation of the Standard by January 1, 2018.

(b) Revenue from Contracts with Customers (IFRS 15)

The IASB issued IFRS 15, Revenue from Contracts with Customers, which is effective for fiscal years 

beginning on January 1, 2018 and is available for early adoption. IFRS 15 will replace IAS 11, Construction 

Contracts, IAS 18, Revenue, IFRIC 13, Customer Loyalty Programs, IFRIC 15, Agreements for the 

Construction of Real Estate, IFRIC 18, Transfer of Assets from Customers, and SIC 31, Revenue – Barter 

Transactions Involving Advertising Services.

The standard contains a single model that applies to contracts with customers and two approaches to 

recognizing revenue: at a point in time or over time. The model features a contract-based five-step 

analysis of transactions to determine whether, how much and when revenue is recognized. New 

estimates and judgmental thresholds have been introduced, which may affect the amount and/or timing 

of revenue recognized.

The Company is in the process of evaluating the impact of IFRS 15 on the Company’s financial statements.

5. LOANS RECEIVABLE AND ASSOCIATED DERIVATIVE ASSETS
Loans and advances to customers are measured at amortized cost, which is net of allowance for loan 

losses. Derivative assets associated with loans are measured at fair value.

Total loans receivables and the associated derivative assets are as follows:

December 31, 
2016

December 31, 
2015

Loans receivable   $ 817,191   $ 935,130 

Derivative assets associated with loans    3,136    – 

  $  820,327   $ 935,130 

The contractual maturity of loans receivables is as follows:

Contractual Maturity
December 31, 

2016
December 31, 

2015

0–3 months   $  421,997   $  573,060 

4–6 months   40,834    92,562 

7–12 months    171,129    111,357 

13 months or more   183,231    158,151 

  $ 817,191   $ 935,130 

The loans can be prepaid subject to prepayment penalties. The total credit facilities before derecognition 

available to borrowers subject to borrowing base availability at December 31, 2016 were $1,421,771 

(December 31, 2015 – $1,645,298). Of the total drawn loan balance before derecognition, $306,005 

related to watch-list loans (December 31, 2015 – $292,229).
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The loans receivable earn interest at fixed rates. For the current year-to-date period, the loan portfolio 

generated a blended gross yield, including all interest and fees of approximately 20% (2015 – 19%). The 

loans are generally senior secured credit facilities with revolving and non-revolving facilities secured by a 

first charge on substantially all of the borrowers’ assets.

Given the nature of the business, loans may be renewed past their original contractual maturity. The 

historical average time for a loan to be repaid/realized has been 1.7 years.

6. LOAN LOSS ALLOWANCE
As at December 31, 2016, the Company has an allowance for loan losses of $164,973 (December 31, 2015 – 

$43,307), which is offset against loans receivable on the consolidated statements of financial position. 

December 31, 
2016

December 31, 
2015

Allowance for loan losses
Balance, beginning of period   $ 43,307   $  29,139 

Changes for the period:

 Specific loan loss provisions     134,706    38,215 

 Collective allowances   (392)   (2,562)

 Provision related to assets acquired from loans   (4,458)    (10,169)

Write-offs for the period:    (8,190)   (11,316)

Ending allowance for loan losses   $  164,973   $  43,307 

Impairment on assets acquired from loans
Balance, beginning of period   $  13,169   $   – 

Changes for the period:

 Impairment classified as allowance for loan losses    4,458    10,169 

 Provision related to assets acquired from loans    14,901     3,000 

Write-offs for the period:   (13,169)    – 

Ending allowance for impairment on assets acquired from loans   $  19,359   $ 13,169 

Balance, end of period   $  184,332   $ 56,476 

The specific loan loss provisions of $134,706 (December 31, 2015 – $38,215) related to a pool of loans 

with gross loans receivables of $416,049 (December 31, 2015 – $263,228).

In March 2016, as approved by the independent members of the Board, the Company required payment 

by the Catalyst Funds of a guarantee (as described in note 9(c)) with respect to the Company’s assets 

held for sale in an amount equal to the total outstanding principal plus accrued and unpaid interest of 

$101.3 million. The Catalyst Funds acquired the assets in question for an amount equal to the guarantee 

and are now the owners of the business and are actively restructuring it. As a result of the transaction, 

the allowance associated with the asset held for sale was written off in the current year. 



50

NOTES TO CONSOLIDATED FINANCIAL STATEMENTS

The following table represents specific individual loan loss allowances by country and industry:

Individually Impaired by Geographical Region and Industry
December 31, 

2016

Canada
 Agriculture   $ 42,310 
 Energy    5,418 
 Forestry   10,000
 Industrials    4,123 
 Mining   16,598

  78,449 

United States
 Industrials    55,756 
 Mining     29,813 
 Technology & Hardware   17,471 

   103,040 

Total   $ 181,489 

7. TERM DEBT
December 31, 

2016
December 31, 

2015

Senior debt   $ 49,459   $ 45,555 

Less: associated transaction costs   (55)   (276)

   49,404   45,279 

Subordinated bridge facility, due to Catalyst   332,668    291,479 

Collateralized loan obligation   88,142     – 

  $ 470,214   $ 336,758 

The amounts due on the senior debt represent a senior secured non-revolving term loan for $50 million. 

The loan was originally scheduled to mature on March 31, 2017, and bears a fixed rate of interest of 

8.419% which was based on Government of Canada bond rate at the time of issuance plus 5.75%. The 

loan has a first priority charge over a portion of the assets of the Company. Subsequent to year-end, in 

March 2017, the Company extended the maturity of its senior debt from March 31, 2017 to the earlier of 

September 30, 2017 and the date when the privatization transaction closes. All other terms remain 

substantially unchanged. The Company was in compliance with its financial covenants at December 31, 

2016 and December 31, 2015.

The Company paid $584 in transaction costs in 2011 and an additional $169 in 2014 associated with the 

senior debt, which have been deferred and are being amortized into interest expense over the term of the 

loan using the effective interest rate method. 

In December 2014, the Company obtained a US$200 million revolving unsecured subordinated bridge 

facility from Catalyst. The facility carries an interest rate of 8% per annum plus an annual fee equal to 1.5% 

of the maximum amount available under the facility and a standby fee equal to 1% per annum of undrawn 

amounts. The facility matures April 30, 2017 and can be repaid in full by the Company at any time without 

penalty. In September 2015, the Company increased the amount of its revolving unsecured subordinated 

bridge facility by US$50 million to US$250 million. Subsequent to year-end, (a) In March 2017, the 

Company extended the maturity of its revolving unsecured subordinated bridge facility from April 30, 2017 

to October 31, 2017. All other terms remain substantially unchanged. The Company was in compliance 

with its financial covenants at December 31, 2016 and December 31, 2015.
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In December 2016, the Company closed a US$125 million collateralized loan obligation secured by a 

portion of the loan portfolio pledged to a special purpose financing vehicle wholly-owned by Callidus. 

The collateralized loan obligation consists of four investment grade debt tranches ranging from AAA (sf) 

to BBB (sf), representing approximately 60% of the initial issue size. The collateralized loan obligation 

finances a portion of the loan portfolio pledged by a special purpose financing vehicle wholly-owned by 

Callidus. The obligation matures December 7, 2021 and carries an all-in blended interest rate of 

approximately 5.85%.

8.  REVOLVING CREDIT FACILITY
The Company has a US$337.5 million revolving credit facility (the “revolving credit facility”) to finance a 

portion of the loan portfolio pledged by a special purpose financing vehicle wholly-owned by Callidus. 

The revolving credit facility may be drawn in either Canadian or U.S. dollars and provides for an aggregate 

of US$281.25 million of Class A loans and US$56.25 million of Class B loans. The Class A loans and the 

Class B loans (together the “Loans”) are subject to borrowing base availability dependent on certain 

eligible loans receivable balances approved by the lender. 

The Loans are also subject to a minimum utilization of 50%, measured quarterly and bear interest at an 

applicable base rate (bankers’ acceptance for Canadian dollar loans and LIBOR for U.S. dollar loans) plus 

a margin of 2.75% and 6.25% for the Class A Loans and Class B Loans, respectively. 

The revolving credit facility matures January 15, 2019, and contains a revolving period that ends July 15, 

2017, followed by a two-year amortization period. The revolving period may be extended subject to 

lender approval. Additionally, there is a non-call period to the end of the revolving period. If Callidus has 

requested an extension to the facility and the lender has denied the request, the facility may be repaid in 

full without penalty.

In January 2015, the Company increased the amount of its revolving credit facility by US$62.5 million to 

US$262.5 million in the aggregate. In April 2015, the Company increased the amount of the revolving 

credit facility by a further US$37.5 million to US$300 million in the aggregate. In May 2016, the Company 

increased the amount of the revolving credit facility by a further US$37.5 million to US$337.5 million in 

the aggregate. In January 2017, the Company extended the revolving period by six months to July 2017 

and amended the amount of the revolving credit facility to US$275 million with an expandable feature to 

increase it to US$325 million. All other terms remain substantially unchanged.

The Company was in compliance with its financial covenants at December 31, 2016 and December 31, 2015.

9. RELATED PARTY TRANSACTIONS
The following transactions have occurred between the Company and its related parties other than as 

noted elsewhere in these financial statements.

(a) Relationships

The Catalyst Capital Group Inc. (“CCGI”) and funds managed by it (collectively “Catalyst”) own 

approximately 66.7% of the issued and outstanding shares of the Company as at December 31, 2016 

(December 31, 2015 – 62.4%).

The Chief Executive Officer of Catalyst, Newton Glassman, is the Chief Executive Officer, Chair of the 

Board of Directors and Chair of the Credit Committee of the Company.
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(b)  Catalyst Participation Interest

In connection with the initial public offering of the Company’s shares in 2014 (the “Offering”), and 

repayment of the Catalyst debenture at that time, Catalyst Fund IV obtained an approximate 18% undivided 

interest at the time of the Offering in the loan portfolio of the Company. The participation agreement 

provided that the Company was not entitled to the risks or rewards related to Catalyst Fund IV’s 

participation interest in the loan portfolio. Consequently, the portion of the loans corresponding to Catalyst 

Fund IV’s participation interest was derecognized from the financial statements during fiscal 2014. 

The participation agreement also provided that in the event that Catalyst Fund IV wished to sell 

its participation interest in the loan portfolio, the Company had the option to acquire all or part of Fund IV’s  

participation interest in the loan portfolio at par plus accrued interest and fees. In December 2014, the 

Company acquired all of the Fund’s participation interest in the loan portfolio at par plus accrued interest 

and fees in exchange for issuance of 2,335,357 common shares of the Company, at a price of $21.41 per 

common share, as well as a cash payment of approximately $821 as a post-closing adjustment for 

foreign exchange. 

The agreements entered into at the time of the Offering also permit other Catalyst Funds to participate in 

the Company’s loan portfolio in the future within certain limits generally determined based upon the 

Company’s available capital. In the event that other Catalyst funds participate, similar arrangements are in 

place in the agreement providing the Company with the option to purchase such participations on the 

same terms in the event that the Funds wish to sell and with respect to guarantees as described below. 

In accordance with the terms of the participation agreement, entered into in connection with Callidus’ 

initial public offering, effective April 2015, Catalyst Fund V began to participate in the funding of new 

loans originated by Callidus. This provides Callidus with access to additional funds to fund the expansion 

of the Company’s loan portfolio (note 19).

(c) The Catalyst Guarantees

In connection with the repayment of the Catalyst debenture at the time of the Offering, the Catalyst 

Funds (the “Funds”) agreed to guarantee any losses incurred by the Company on loans in the portfolio 

at the time of the Offering. The guarantee covers losses of principal incurred by the Company on certain 

specified loans until fully realized (“watch-list loans”). Watch-list loans are identified by management as 

subject to heightened monitoring due to the financial condition of the borrowers. All other loans in the 

portfolio at the time of the Offering were also guaranteed for any losses of principal until such time as 

the loans were renewed by the Company at their next scheduled credit review. 

As noted above, in December 2014, the Company acquired all of the Funds’ participation interest, 

outstanding at the time, in the loan portfolio at par plus accrued interest and fees. The participation 

agreement also provided that in the event that the Company purchased Catalyst Fund IV’s participation 

interest, Fund IV agreed to provide a guarantee that covered Catalyst’s percentage ownership interest in 

the relevant loans at the time of the acquisition. The guarantee covers losses of principal until fully 

realized on watch-list loans at the time of acquisition and losses of principal on all other loans until such 

loans are renewed at the next scheduled review. 

Neither guarantee generally applies to accrued and unpaid interest. The Company normally requires that 

its borrowers agree to a cash sweep arrangement so that their cash will be subject to the Company’s 

control. The Company and Catalyst have agreed that the Company will operate the cash sweep so that 

the first application of a borrower’s cash will be to currently due accrued and unpaid interest and fees and 

secondly to principal and any other amounts due. These cash sweep arrangements are intended to 

minimize losses in relation to interest and fees.
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As at December 31, 2016, the Company recorded a guarantee asset of $30,667 related to the Catalyst 

guarantee. During the year, $35,445 (2015 – $10,916) was received under the Catalyst guarantee.

(d) Other Transactions during the Period

During the year ended December 31, 2016, commitment fees of $5,105 (2015 – $3,849) were paid or 

accrued to Catalyst. Interest expense also includes $23,341 (2015 – $15,592) paid and accrued to Catalyst. 

All transactions are in the normal course of operations and are measured at the exchange amount, which 

is the amount of consideration established and agreed to by the related parties. As at December 31, 2016, 

accounts payable and accrued liabilities included $6,526 (December 31, 2015 – $1,689) representing the 

unpaid portion of net income due to the Fund’s participation interest in the loan portfolio (note 19). 

In March 2016, as approved by the independent members of the Board, the Company required payment 

by the Catalyst Funds of a guarantee with respect to the Company’s assets held for sale. The Catalyst 

Funds acquired the loan in question for an amount equal to the guarantee and are now the owners of the 

business and are actively restructuring it. The Company primarily used the proceeds from the guarantee 

to repay a portion of the balance outstanding under the subordinated bridge facility.

(e) Key Management Personnel Compensation

No compensation is paid by the Company to its Chief Executive Officer. Other key management 

personnel compensation comprised the following: 

 2016  2015

Short-term employee benefits  $   2,728   $ 2,947 

Share-based payments    683   1,365 

   $ 3,411   $ 4,312 

10.  SHARE CAPITAL

December 31, 2016 December 31, 2015

Shares  Amount Shares  Amount

Common shares outstanding, beginning  
 of year   49,354,355   $  416,750    51,026,754   $ 428,291 

Issue of common shares    3,412,030    43,949    888,997   10,011 

Purchase and cancellation of common 
 shares    (2,849,604)    (25,286)    (2,561,396)    (21,552)

Common shares outstanding, end of year   49,916,781   $ 435,413   49,354,355   $ 416,750 

In August 2015, the Company adopted a dividend policy pursuant to which the Company would declare 

and pay quarterly cash dividends to holders of its outstanding common shares of record as of the close 

of business on the last business day of each calendar quarter. In addition, the Company implemented a 

dividend reinvestment plan (“DRIP”) pursuant to which eligible shareholders may elect to automatically 

reinvest their cash dividends payable in respect of the common shares to acquire additional common 

shares. During the year, 2.8 million shares were granted to those who elected to participate in the DRIP. 

Catalyst elected to participate in the DRIP on 100% of their shareholdings of the Company and, therefore, 

received 2.5 million shares in consideration of the dividend. Cash outflow during the year for the dividend 

was $13.1 million. In April 2016, the Company adopted a dividend policy pursuant to which it would 

declare and pay monthly dividends in lieu of quarterly dividends. In May 2016, the Company increased 

the amount of its aggregate annual dividend to $1.00 per share. In October 2016, the Company 

increased the amount of its aggregate annual dividend to $1.20 per share. A dividend of $5.0 million was 

accrued as at December 31, 2016 as it is payable to shareholders of record as at December 31, 2016.
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In March 2016, Callidus’ Board of Directors (the “Board”) authorized a substantial issuer bid to purchase 

for cancellation up to 3,571,428 common shares at a purchase price of $14 per common share (the 

“Purchase Price”) for an aggregate purchase price not to exceed $50 million (the “Offer”). In April 2016, 

an issuer bid circular and related documents (the “Issuer Bid Circular”) in connection with the Offer were 

mailed to shareholders. In June 2016, the Board authorized an increase to the purchase price under the 

Offer from $14.00 per share to $15.50 per share. In July 2016, the Board authorized an increase to the 

purchase price under the Offer from $15.50 per share to $16.10 per share. In August 2016, the Board 

authorized an increase to the purchase price under the Offer from $16.10 per share to $16.50 per share. 

Under the revised Offer, the aggregate maximum purchase price payable by Callidus is $58.9 million. In 

October 2016, the Company announced that it was increasing the number of shares eligible under its 

substantial issuer bid by 1,500,000 shares, or approximately an additional 3% of the shares outstanding 

as at October 27, 2016. Under the revised Offer, Callidus offered to purchase for cancellation up to 

5,071,428 of its outstanding common shares at $16.50 per share, from its shareholders. In December 2016, 

the Company announced final take-up of the revised Offer. Following the final take-up, a total of 

2.8 million shares had been purchased and cancelled under the revised Offer for $16.50 per share or 

$47.0 million ($24.4 million through share capital and $22.6 million through retained earnings).

11. INCOME TAXES
Amounts recognized in profit or loss:

 2016  2015

Current tax expense:

 Current year   $   9,939   $ 31,134 

 Prior year adjustments   (6,355)    211 

    3,584     31,345 

Deferred tax expense:

 Origination and reversal of temporary differences   588    (6,405)

 Prior year adjustments     6,290  

    6,878    (6,405)

Total income tax expense   $ 10,462   $ 24,940 

Reconciliation of effective tax rate:

 2016  2015

Tax using the combined statutory tax rate   $ 8,209   $ 23,580 

Non-deductible expenses     53    60 

Stock-based compensation     588    1,180 

Changes to estimates for prior years    (65)    211 

Other    1,677    (91)

Total income tax expense   $  10,462   $  24,940 
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Components of deferred tax assets:
December 31, 

2016
December 31, 

2015

Deferred tax assets:

 Deferred financing fees   $  878   $ 2,675 

 Provision for loan losses    11,726    17,501 

 Deferred share issue costs   2,027    3,040 

 Non-capital loss carryforward   1,145     – 

 Other    101    – 
 Financing costs   129   113 

  16,006    23,329 

Deferred tax liabilities:

 Leasehold improvements   (23)    (20)

 Unrealized gain on derivative asset   (831)     – 

 Recovery under the Catalyst guarantee   (8,127)   (9,406)

Total recognized deferred tax assets   $ 7,025   $ 13,903 

Movements in deferred tax assets and liabilities during the year:

Balance at 
January 1, 2016

Balance 
Recognized in 
Profit or Loss

Balance 
Recognized in 
Share Capital

Balance at 
December 31, 

2016

Deferred facility fees   $   2,675   $  (1,797)   $ –   $ 878 
Provision for loan losses    17,500   (5,774)   –   11,726 
Financing costs    113   15    –    128 
Leasehold improvements   (20)   (2)     –   (22)
Deferred share issue costs   3,040    (1,013)     –   2,027 
Other    –   101    –   101 
Unrealized gain on derivative asset    –    (831)    –    (831)
Non-capital loss carryforward    –    1,145   –   1,145 
Recovery under the Catalyst guarantee   (9,406)   1,279    –   (8,127)

   $ 13,902  $ (6,877)   $ –   $ 7,025 

Balance at 
January 1, 2015

Balance 
Recognized in 
Profit or Loss

Balance 
Recognized in 
Share Capital

Balance at 
December 31, 

2015

Deferred facility fees   $  1,719   $ 956   $   –   $ 2,675 

Provision for loan losses    7,722   9,779    –    17,501 

Financing costs    11   102   –    113 

Leasehold improvements   (16)    (4)    –   (20)

Deferred share issue costs    4,053    (1,013)    –   3,040 

Recovery under the Catalyst guarantee    (5,991)   (3,415)   –   (9,406)

   $ 7,498   $ 6,405   $  –   $  13,903 
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12. FAIR VALUES OF FINANCIAL INSTRUMENTS
Fair values and carrying values of financial instruments:

Fair value is the price that would be received to sell an asset or paid to transfer a liability in an orderly 

transaction between market participants at the measurement date and in the principal market, or in its 

absence, the most advantageous market to which the Company has access. The fair value of a liability 

reflects its non-performance risk. Some of the Company’s financial instruments lack an available trading 

market. As such, the fair values of such instruments are based on estimates using discounted cash 

flows and other valuation techniques. The fair values derived from such valuation techniques are 

significantly affected by the assumptions used to determine discount rates and the amount and timing of 

future cash flows. Due to this estimation process and the need to use judgment, the aggregate fair value 

amounts should not be interpreted as being necessarily realizable in an immediate settlement of the 

financial instruments.

The amounts in the following table represent the fair values and fair value hierarchy of all the financial 

instruments carried on the Company’s consolidated statements of financial position:

December 31, 2016 December 31, 2015

Fair Value
Carrying 

Value

Fair Value 
over 

Carrying Fair Value
Carrying 

Value

Fair Value 
over 

Carrying
Fair Value 
Hierarchy

Assets

Cash and cash equivalents   $ 47,668   $ 47,668   $  –   $ 25,210   $  25,210   $   –   1

Loans receivable     817,191   817,191     –    935,130    935,130     –   3

Derivative assets associated  
 with loans   3,136   3,136    –    –   –     –   3

Derivative assets    8,722     8,722    –    1,310   1,310     –   2

Guarantee asset    30,667     30,667     –   34,755    34,755     –   3

   $  907,384   $ 907,384   $ –   $ 996,405   $ 996,405   $  –  

Liabilities 

Accounts payable and accrued  
 liabilities   $  24,601   $  24,601   $ –   $   19,208   $ 19,208   $  –   2

Revolving credit facility    91,715    91,715    –     248,710    248,710     –   3

Senior debt    49,404    49,404     –     45,279    45,279    –   3

Collateralized loan obligation   88,142    88,142    –     –    –    –   3

Subordinated bridge facility,  
 due to Catalyst   332,668   332,668    –   291,479    291,479     –   3

   $  586,530   $  586,530   $ –   $ 604,676   $ 604,676   $  –  

The above table categorizes financial instruments recorded at fair value on the consolidated statements 

of financial position into one of the three fair value hierarchy levels:

• Level 1 – fair values are based on unadjusted quoted prices from an active market for identical 

assets or liabilities;

• Level 2 – fair values are based on inputs other than quoted prices that are directly or indirectly 

observable in an active market; and

• Level 3 – fair values are based on inputs not observable in the market. 

There were no transfers between levels during the period. The fair value hierarchy levelling is applicable 

for all periods. 
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The following methods and assumptions are used to estimate the fair values of financial instruments:

(i) The carrying value of cash and cash equivalents, revolving and non-revolving credit facilities, assets 

held for sale, the guarantee asset and accounts payable and accrued liabilities is a reasonable 

approximation of fair value because these instruments are either short-term in nature or re-priced to 

current market rates frequently.

(ii) The fair value of the loan portfolio is determined by aggregating the present value of the discounted 

cash flows factoring current interest rates and estimates of credit risk. Discount rates used to 

determine the fair value of loans range between 5.0% and 35.0%.

In determining collateral values, the Company engages a variety of independent third parties such as 

lawyers, appraisal firms, enterprise valuation and other valuation specialists, in addition to performing 

quarterly field examinations. In instances where enterprise valuation is used in determining collateral 

values, significant estimations and critical judgments are used including assumptions over and not 

limited to future cash flows, interest rates, execution risk and company-specific risks. Inherently, 

there are risks and uncertainties relating to the valuation of these forms of collateral that may result in 

significant variation from period to period. Such risks and uncertainties include and are not limited to 

unforeseen economic and technological changes in a particular industry, inability to meet future cash 

flows targets and changes in commodity prices.

(iii) Fair values of derivative instruments are determined using pricing models, which take into account 

current market and contractual prices of underlying instruments, as well as time value and yield curve 

underlying the positions, which are observable. Accordingly, such instruments are classified in Level 2 

of the fair value hierarchy. Fair values of the derivative assets associated with loans are valued based 

on the underlying enterprise value of the borrowers in which the Company has an equity interest. 

Accordingly, such instruments are classified as Level 3 in the fair value hierarchy. 

13. CONTINGENCIES
In the normal conduct of its lending operations, there are sometimes pending claims against the Company 

relating to its collateral including personal guarantees. Litigation is subject to many uncertainties and the 

outcome of individual matters is not predictable with assurance. In the opinion of management, based 

on the advice and information provided by its legal counsel, final determination of any litigation exposure 

has been factored into the Company’s loan loss provisioning. There are no other claims against the 

Company which are expected to materially affect the Company’s consolidated financial position or 

consolidated results of operations.

14. FINANCIAL RISK MANAGEMENT
The Company’s exposure to risks associated with financial instruments includes currency risk, interest 

rate risk, liquidity risk and credit risk.

(a) Currency Risk

The Company is exposed to financial risks as a result of exchange rate fluctuations and the volatility of 

these rates. This exposure is the result of indebtedness and related interest expense denominated in 

U.S. dollars, as well as assets and liabilities that will be settled in U.S. dollars. The Company has entered 

into foreign exchange forward contracts to mitigate this risk (note 15).

A change of 1% in the value of the Canadian dollar as compared to the U.S. dollar would result in an 

immaterial change to the Canadian equivalent amount of U.S. dollar foreign exchange exposure as at 

December 31, 2016 as the gain or loss on translation is offset by the mark-to-market value of the foreign 

exchange forward contracts.
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(b) Interest Rate Risk

The Company is exposed to interest rate risk as it earns interest on its loans receivable and pays interest 

on its revolving credit facility and on its senior debt. 

The Company’s loans receivable primarily bear interest at fixed rates, as do the Company’s senior debt 

and subordinated bridge facility. Any changes in interest rate indices will not have an immediate impact 

on the Company’s interest income and related expenses on these financial instruments. 

The Company’s revolving credit facility is exposed to changes in interest rate indices. The Company 

continues to monitor this interest rate gap. 

(c) Liquidity Risk

Liquidity risk is the risk that the Company will encounter difficulty in meeting obligations associated with 

its financial liabilities that are settled by delivering cash or another financial asset. 

The Company manages its liquidity risk by monitoring its operating requirements. The Company prepares 

budget and cash forecasts to ensure it has sufficient funds to fulfill its obligations and actively pursues 

new sources of funding to meet liquidity needs. 

(d) 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 principally from the Company’s loans and 

advances to its borrowers. 

The Company adheres to a credit evaluation process and requires collateral to support the loan.

The Company actively monitors each loan, as appropriate depending on the risks. In most cases, the 

Company maintains control of the borrower’s deposit account through the use of blocked accounts, 

which facilitate loan repayment and reduce the risk of fraud. In structuring its loans, the Company 

generally relies on collateral such as inventory, receivables and fixed assets, and on enterprise value and 

other non-working capital assets, such as intellectual property of the borrower. Financial results and 

collateral values are regularly monitored against business plans and industry trends. Regular meetings 

with the borrowers’ management are combined with regular field audits. Third party collateral appraisers 

generally confirm initial inventory and fixed asset values and professional restructuring advisors are 

involved, as necessary. This system of collateral monitoring and management contact mitigates risk by 

acting as an early warning system of potential credit issues. Early detection of issues ensures that 

proactive remedies can be implemented.

The net carrying amount of all loans is at least 100% collateralized as of December 31, 2016 and 

December 31, 2015. Collateral securing loans receivable primarily relates to enterprise values, vessels, 

and machinery and equipment.
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15. DERIVATIVES HELD FOR RISK MANAGEMENT
The table below analyzes derivatives held for risk management purposes by type of instrument. 

Notional Amount(1) Fair Value Asset (Liability)

December 31, 
2016

December 31, 
2015

December 31, 
2016

December 31, 
2015

Foreign exchange forward contracts   $  70,000   $  135,000   $ (485)  $ 1,310 

Foreign exchange call option contract   70,000     –   8,493     – 

Foreign exchange put option contract   70,000    –   714    – 

(1) Amounts in thousands of U.S. dollars; all of the Company’s forward contracts mature within 30 days of period end.

16. SHARE-BASED PAYMENTS
The Company grants stock options which vest evenly over a three-year period and are exercisable up 

to 10 years from the date of grant. As approved by the directors, a total of 10% of the total issued and 

outstanding common shares of the Company have been reserved for issuance under the plan of which 

4% have been awarded and remain outstanding as at December 31, 2016.

The value of these options is recognized on a graded vesting basis except where the employee is eligible 

to retire prior to a tranche’s vesting date, in which case the value is recognized between the grant date 

and the date the employee is eligible to retire.

The amount recorded in contributed surplus as at December 31, 2016 was $6,424 (December 31, 2015 – 

$8,843). For the year ended December 31, 2016, an expense of $2,221 (2015 – $4,452) was recorded in 

the consolidated statements of income and comprehensive income. As at December 31, 2016, future 

unrecognized compensation cost for non-vested stock options was $1,458 (December 31, 2015 – $3,129), 

which is to be recognized over a weighted average period of 1.4 years (December 31, 2015 – 2.3 years).

Significant assumptions used in valuing the options granted at year-end include a volatility rate of 37% 

(December 31, 2015 – 37%), a dividend rate of 6.6% (December 31, 2015 – 8.7%), an expected life 

assumption of 10 years (December 31, 2015 – 10 years), and a risk-free rate of 2.06% (December 31, 

2015 – 1.89%). 
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The following table summarizes the weighted average exercise prices and the weighted average 

remaining contractual life of the balances of stock options outstanding at December 31, 2016. 

Options Outstanding Options Exercisable

Exercise Price ($) Options

Weighted 
Average 

Remaining 
Contractual Life 

(Years)

Weighted 
Average  
Exercise  
Price ($) Options

Weighted 
Average  
Exercise  
 Price ($)

$3.41   85,546    6.00   $ 3.41   85,546  $ 3.41 

$7.99   106,847    9.05   $  7.99     –     – 

$8.03   1,115,000    8.96   $  8.03    371,667   8.03 

$13.54   60,737    9.30   $  13.54    –    – 

$14.00   16,775     9.39   $ 14.00    –    – 

$14.85   16,138    9.47   $  14.85     –     – 

$16.10   21,746     9.55   $  16.10    –     – 

$16.15   22,247    9.64   $ 16.15    –   – 

$16.34   22,299    9.72   $  16.34     –    – 

$16.89   679,866    7.96   $  16.89   448,199    16.89 

$17.09   21,693     9.80   $  17.09    –     – 

$18.10   24,342    9.89   $  18.10    –    – 

$18.20   24,248     9.97   $   18.20    –     – 

   2,217,484     8.61   $  11.37    905,412   $ 11.98 

For the year ended December 31, 2016, 198,260 (2015 – 55,000) options were forfeited or expired.

17.  ASSETS ACQUIRED FROM LOANS
The table below summarizes the assets acquired from loans:

December 31, 
2016

December 31, 
2015

Assets held for sale   $   –   $  66,787 

Businesses acquired    91,206    35,580 

   $  91,206   $ 102,367 

(a) Assets Held for Sale

In January 2015, one of the Company’s borrowers emerged from formal restructuring proceedings in 

Canada and the U.S. as a going concern. As a result and under the terms of its secured creditor 

agreement, the Company gained control of the business of the borrower and had presented the net 

assets and liabilities of the business as assets held for sale. 

In March 2016, as approved by the independent members of the Board, the Company required payment 

by the Catalyst Funds of a guarantee (as described in note 9(c)) with respect to the Company’s assets 

held for sale in an amount equal to the total outstanding principal plus accrued and unpaid interest of 

$101.3 million. The Funds acquired the loan in question for an amount equal to the guarantee and are 
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now the owners of the business and are actively restructuring it. The Company primarily used the 

proceeds from the guarantee to repay a portion of the balance outstanding under the subordinated 

bridge facility. 

 2016  2015

Net loss from operations of assets held for sale   $ (1,417)   $ (8,257)

Provision related to assets held for sale     –    (3,000)

Recovery under the Catalyst guarantee   1,417    11,257 

   $  –   $  – 

(b) Businesses Acquired

In November 2015, one of the Company’s borrowers (Wabash Casting Inc., a manufacturer of aluminum 

castings) emerged from formal restructuring proceedings in the U.S. as a going concern. In May 2016, 

one of the Company’s borrowers (Altair Water and Drilling Inc., a water and oil drilling services company) 

emerged from formal restructuring proceedings in Canada as a going concern. In both instances, as a 

result and under the terms of its secured creditor agreement, the Company gained 100% control of the 

operating assets of both borrowers and has presented the net assets and liabilities of these operating 

assets as businesses acquired (which was materially the same as the assets on acquisition date).

An amount of $21,203 (2015 – income of $590) was recorded in the statement of comprehensive income 

for the year representing the net operating losses, provisions and goodwill impairment from the above 

two businesses acquired. The losses from the two businesses acquired are fully covered under the terms 

of the Catalyst guarantee and as such the full recovery of these losses has been recorded in the statement 

of comprehensive income.

As at December 31, 2016, the significant assets and liabilities of the businesses acquired consisted of 

the following:

December 31, 
2016

December 31, 
2015

Significant assets:    
Accounts receivable   $   5,059   $ 2,428 

Inventory    1,917    – 

Other assets    16,178     – 

Machinery and equipment   19,919   13,576 

Land and building    18,724     5,490 

Goodwill    38,939    13,660 

Significant liabilities:
Accounts payable and accrued liabilities   1,599   577 

Short-term notes     –   913 

Goodwill was tested for impairment at December 31, 2016 and resulted in an impairment which is 

included in the loss of $21,203 described above.

18. CAPITAL REQUIREMENTS
The Company is required to maintain minimum excess working capital as prescribed by the OSC. 

At December 31, 2016 and December 31, 2015, the Company was in compliance with the OSC’s 

requirement to maintain minimum capital of $100. 
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19.  TRANSFERS OF FINANCIAL ASSETS
As described in note 9, in connection with the Offering, the Company, CCGI, and certain funds managed 

by CCGI entered into a participation agreement. Accordingly, effective April 2015, Catalyst Fund Limited 

Partnership V (“Catalyst Fund V”) began to participate in the funding of new loans originated by Callidus. 

The tables below provide a summary of the impact of derecognition on the Company’s financial statements.

Statement of Financial Position

As at December 31, 2016
Before 

Derecognition
Effect of 

Derecognition
After 

Derecognition

Cash and cash equivalents   $  47,668   $  –   $ 47,668 
Income taxes receivable     18,621     –    18,621 
Derivative assets     8,722    –     8,722 
Assets acquired from loans     91,206     –     91,206 
Loans receivable   1,029,122    (211,931)    817,191 
Derivative assets associated with loans    3,136    –     3,136 
Deferred tax asset     7,025    –     7,025 
Guarantee asset     30,667     –    30,667 
Other assets     2,979    –     2,979 

   $ 1,239,146   $ (211,931)   $ 1,027,215 

Accounts payable and accrued liabilities(1)   $ 3,481   $  21,120   $ 24,601 
Borrower deposits    129     –     129 
Deferred facility fees   3,312     –     3,312 
Due to Catalyst Fund Limited Partnership V    196,700    (196,700)     – 
Revolving credit facilities    97,871    (6,156)     91,715 
Senior debt     49,945    (541)     49,404 
Collateralized loan obligation     98,311    (10,169)    88,142 
Subordinated bridge facility, due to Catalyst    332,791    (123)    332,668 

  782,540    (192,569)     589,971 

Share capital     435,413     –     435,413 
Contributed surplus     6,424     –     6,424 
Retained earnings    15,432    (19,362)    (3,930)
Accumulated other comprehensive loss    (663)    –    (663)

     456,606    (19,362)    437,244 

   $  1,239,146   $ (211,931)   $ 1,027,215 

(1)  Payable recognized pertains to the derecognized income owed to Catalyst Fund V as a result of the participation interest.
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Statement of Comprehensive Income

Consolidated
Effect of 

Derecognition
2016 after 

Derecognition

Interest   $  201,842   $ (29,154)   $  172,688 
Fees and other     20,523   (5,085)    15,438 

    222,365    (34,239)    188,126 

Catalyst Fund Limited Partnerships     (29,501)     744   (28,757)
Senior debt and revolving credit facilities    (17,805)     1,365   (16,440)

    (47,306)     2,109    (45,197)

Net interest income    175,059    (32,130)   142,929 

Provision for loan losses   (135,540)    1,226   (134,314)
Recovery under the Catalyst guarantee     32,055    (33)    32,022 
Gain on derivative assets associated with loans     3,136     –    3,136 
Foreign exchange gain    (1,028)     251    (777)
Income from assets acquired from loans    (21,203)    –    (21,203)
Catalyst’s share of overhead expenses     –     11,324    11,324 

    (122,580)     12,768   (109,812)

Salaries and wages    (11,089)    –   (11,089)
Stock options expense    (2,221)     –    (2,221)
General and administrative    (8,192)     –   (8,192)

    (21,502)    –   (21,502)

Income before income taxes     30,977    (19,362)     11,615 
Current income taxes (expense) recovery    (3,584)     –   (3,584)
Deferred income taxes (expense) recovery    (6,878)     –    (6,878)

    (10,462)     –   (10,462)

Income and comprehensive income   $ 20,515   $ (19,362)   $   1,153 

20.  EARNINGS PER SHARE

 2016  2015

Basic earnings per common share:     

Net income   $  1,153   $  61,952 

Weighted average number of common shares outstanding (’000s)     50,132     50,469 

Basic earnings per common share   $   0.02   $  1.23 

Diluted earnings per common share:
Net income   $  1,153   $  61,952 

Weighted average number of common shares outstanding (’000s)    50,132    50,469 

Adjustments to average shares due to:

 Share-based payment options and others     208     318 

Weighted average number of common shares outstanding (’000s)     50,340    50,787 

Diluted earnings per common share   $   0.02   $  1.22 
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21. SUBSEQUENT EVENTS
(a) In January 2017, the Toronto Stock Exchange (“TSX”) accepted the Company’s notice of intention to 

undertake a normal course issuer bid (“NCIB”). Under the terms of the NCIB, Callidus may acquire up 

to 2,495,839 of its common shares, representing 5% of the 49,916,781 common shares comprising 

Callidus’ total issued and outstanding common share as of January 16, 2017.

(b) In January 2017, the Company amended the amount of the revolving credit facility to US$275 million 

with an expandable feature to increase it to US$325 million. All other terms remain substantially 

unchanged.

(c) In February 2017, one of the Company’s borrowers (Bluberi Gaming Technologies Inc., a digital slot 

gaming company) emerged from formal restructuring proceedings in Canada as a going concern. As 

a result and under the terms of its secured creditor agreement, the Company gained control of the 

operating assets of the borrower and will present the net assets and liabilities of the operating assets 

as businesses acquired. The Company is in the process of evaluating the fair values of all assets 

acquired and liabilities assumed.

(d) In March 2017, the Company extended the maturity of its revolving unsecured subordinated bridge 

facility from April 30, 2017 to October 31, 2017.

(e) In March 2017, the Company extended the maturity of its senior debt from March 31, 2017 to the 

earlier of September 30, 2017 and the date when the privatization transaction closes. All other terms 

remain substantially unchanged.

(f) Subsequent to year-end, three loans were fully repaid in January 2017, relating to facilities totaling 

$83.8 million which were originated between 45 and 57 months ago. The outstanding amounts, 

including fees and interest, were fully repaid in accordance with their original terms for total proceeds 

of $68.7 million of which $58.8 million was Callidus’ equity portion. Three additional loans were 

repaid in March 2017, relating to facilities of $318.3 million which were originated between 17 and 

26 months ago. The outstanding amounts, including fees and interest, were fully repaid in accordance 

with their original terms for total proceeds of $308.7 million of which $80.9 million was Callidus’ 

equity portion.



CORPORATE INFORMATION
Established in 2003, Callidus Capital Corporation is a Canadian company that specializes in 

innovative and creative financing solutions for companies that are unable to obtain adequate 

financing from conventional lending institutions. Unlike conventional lending institutions that demand 

a long list of covenants and make credit decisions based on cash flow and projections, Callidus’ 

credit facilities have few, if any, covenants and are based on the value of the company’s assets, its 

enterprise value and borrowing needs. Callidus employs a proprietary system of monitoring collateral 

and exercising control over the cash inflow and outflow of each borrower, enabling Callidus to very 

effectively manage any risk of loss.

NORTH AMERICAN HEADQUARTERS
Callidus Capital Corporation
4620 – 181 Bay Street, P.O. Box 792

Bay Wellington Tower, Brookfield Place

Toronto, ON M5J 2T3

Canada

STOCK EXCHANGE LISTING INFORMATION
Toronto Stock Exchange: CBL

TRANSFER AGENT
Computershare Investor Services Inc.
100 University Avenue, 8th Floor

Toronto, ON M5J 2Y1

Canada

AUDITORS
KPMG LLP
4600 – 333 Bay Street

Toronto, ON M5H 2S5 

Canada

INVESTOR RELATIONS
Phone: (416) 945-3240

Email: investor@calliduscapital.ca

REGULATORY FILINGS
The Company’s filings with the Ontario Securities Commission can be accessed  

on SEDAR at www.sedar.com.

ANNUAL MEETING OF SHAREHOLDERS
The Annual Meeting of Shareholders will be held on June 29, 2017 at 10:30 a.m.  

at the Design Exchange, 3rd Floor, 234 Bay Street, Toronto, Ontario, Canada.
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