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MANAGEMENT’S DISCUSSION & ANALYSIS

Management’s Discussion & Analysis (“MD&A”) presents management’s view of the financial position and performance of
Clarke Inc. (“Clarke” or the “Company”) for the three and six months ended June 30, 2017 compared with the three and six
months ended June 30, 2016. The following disclosures and associated unaudited interim condensed consolidated financial
statements are presented in accordance with IAS 34, Interim Financial Reporting. This interim MD&A should be read in
conjunction with the information disclosed within the interim condensed consolidated financial statements and notes thereto
for the three and six months ended June 30, 2017. This MD&A is prepared as at August 3, 2017 (unless otherwise stated).
All dollar amounts are shown in millions of Canadian dollars unless otherwise indicated.

OVERVIEW & STRATEGY

Clarke is an investment company. Our objective is to maximize shareholder value. While not the perfect metric, we believe
that Clarke’s book value per share, together with the dividends paid to shareholders, is an appropriate measure of our success
in maximizing shareholder value over time.

We attempt to maximize shareholder value by allocating capital to investments that we believe will generate high returns and
reallocating capital over time as needed. In doing this, Clarke’s goal is to identify investments that are either undervalued or
are underperforming and may be in need of positive change. These investments may be companies, securities or other assets
such as real estate, and they may be public entities or private entities. We do not believe in limiting ourselves to specific types
of investments. From time to time, Clarke will invest passively in a security where it believes the security is undervalued and
there is no need for change or where it believes the security is undervalued but that the management team in place at the
underlying company is doing an appropriate job to reduce the undervaluation. More often, Clarke will seek active
involvement in the governance and/or management of the company in which it invests. In these cases, Clarke will have
acquired the security with a view of changes that could be made to improve the underlying company’s performance and
maximize the company’s value. When Clarke believes that an investee company has implemented appropriate changes and/or
the value of the investee company has reached or exceeded its intrinsic value, Clarke may sell its investment. Clarke
generally invests in industries that have hard assets, including manufacturing, industrial, energy and real estate businesses.

SECOND QUARTER REVIEW AND OUTLOOK

In the second quarter of 2017, the Company’s book value per share increased by $0.05 or 0.4%. In the first half of 2017, the
Company’s book value per share increased by $0.37 or 3.2%. Our book value per share at the end of the second quarter was
$11.98 and our share price was $11.16.

While our book value per share increased only nominally during the quarter, there were several notable developments during
the period. First, during the quarter, Clarke received approval from the applicable regulatory authorities to terminate and
wind-up one of Clarke’s three pension plans. Subsequent to the second quarter, Clarke received a distribution of this pension
plan’s surplus in the amount of $29.6 million. This distribution will not be included in Clarke’s income. Second, negotiations
during the second quarter resulted in the extension of the contract for Clarke’s passenger/car ferry which operates on the St.
Lawrence River. The term of this contract now extends to 2022. Third, during the second quarter, Clarke sold its remaining
Holloway Lodging Corp. (“Holloway”) 6.25% debentures maturing February 2020 as their price rose close to par value.

The value of Clarke’s securities portfolio remained essentially the same from the first quarter to the second quarter,
registering a $0.6 million decline during the period (net of purchases and sales). Behind the headline numbers, however,
Clarke witnessed a decline in the value of its energy securities of $7.0 million, offset almost entirely by increases in the value
of its Holloway and Terravest Capital Inc. (“Terravest”) investments. We continue to expect the value of our energy
securities to increase throughout the remainder of the year. Our expectation has clearly not been met to date.

One final highlight worth mentioning comes from Holloway. During the second quarter, Holloway completed a major debt
refinancing that materially reduced the company’s cost of debt and aggregate debt service. This should result in Holloway
generating more cash flow which can be reinvested in its business or returned to shareholders. Additionally, Holloway now
has considerably more liquidity and financial flexibility to pursue opportunities as they arise.



Clarke’s cash balance at the end of the second quarter was $15.8 million. As of the date of this MD&A, Clarke’s cash balance
is $37.8 million reflecting the pension surplus distribution received, net of withholding tax, most of which Clarke expects to
recover in due course. As Clarke’s energy and other investments are monetized, Clarke will be in a position to either reinvest
that capital in new opportunities should they present themselves or to return that capital to shareholders should we not see
attractive investment opportunities or the prospect of such opportunities in an appropriate time frame. At present, our bias is
to continue returning capital to shareholders, including by way of share repurchases should attractive opportunities arise.

DECLARATION OF SPECIAL DIVIDEND

Following the pension distribution referred to above, Clarke is holding a considerable amount of cash on hand. The Company
continues to see limited investment opportunities. Accordingly, Clarke’s board of directors has declared a special dividend in
the amount of $2.00 per Common Share, payable on August 22, 2017 to shareholders of record at the end of business on
August 14, 2017. The aggregate amount of this dividend is approximately $29.5 million and represents approximately 78% of
Clarke’s current cash on hand.

BOOK VALUE PER SHARE

The Company’s book value per share at June 30, 2017 was $11.98, an increase of $0.37 per share since December 31, 2016.
The following graph shows Clarke’s book value per share, share price and cumulative dividends paid since 2002 (the year the
present Executive Chairman joined the Company).
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* Information for the years ended 2002 and 2003 is as at March of the following year. In 2004 the Company’s year-end was changed to
December. All other information is for the years ended December 31 and as at June 30, 2017.



The following graph compares the yearly change in the value of $100 invested since 2002 (the year the present Executive
Chairman joined the Company) in (i) the TSX Composite Total Return Index, (ii) the S&P 500 Total Return Index, and (iii)
the Company based on the change in book value per share (“BVPS”) and cumulative dividends paid.
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RESULTS OF OPERATIONS

Highlights of the interim condensed consolidated financial statements for the three and six months ended June 30, 2017
compared to the three and six months ended June 30, 2016 are as follows:

Three months ~ Three months Six months Six months
(in millions, except per share amounts) ended ended ended ended
June 30,2017  June 30, 2016 June 30,2017  June 30, 2016
$ $ $ $
Realized and unrealized gains (losses) on

investments (0.4) 4.0 3.9 (0.4)
Dividend income 1.0 0.9 1.8 1.8
Interest income 0.2 0.5 0.5 1.0
Revenue and other income* 1.1 1.9 13 1.9
Net income — 6.4 4.2 1.8
Comprehensive income (loss) 0.7 3.2 5.6 (3.0)
Basic and diluted earnings per share (“EPS”)

Net income — 0.41 0.28 0.12
Total assets 182.9 157.8 182.9 157.8
Long-term financial liabilities 0.9 1.5 0.9 15
Cash dividends declared per share — 2.10 — 2.20
Book value per share 11.98 9.83 11.98 9.83

*Revenue and other income includes pension recovery, gains on sale of fixed assets, foreign exchange gains/losses, and

service revenue



Net income of the Company for the three and six months ended June 30, 2017 was nil and $4.2 million, respectively,
compared with $6.4 million and $1.8 million, respectively, for the same periods in 2016. During the three and six months
ended June 30, 2017, the Company had unrealized losses of $0.6 million and unrealized gains of $3.3 million on its
investments compared to unrealized gains of $3.7 million and unrealized losses of $0.5 million for the same periods in 2016.
The Company had realized gains on its investments of $0.2 million and $0.6 million, respectively, for the three and six
months ended June 30, 2017 compared with $0.3 million and $0.1 million for the same periods in 2016.

INVESTMENT HOLDINGS

The Company owns securities, interests in two private equity funds and a ferry business. The Company’s equity holdings
generated dividends of $1.0 million and $1.8 million, respectively, in the three and six months ended June 30, 2017 compared
to $0.9 million and $1.8 million for the same periods in 2016. The Company’s debt and cash holdings generated interest
income of $0.2 million and $0.5 million, respectively, in the three and six months ended June 30, 2017 compared to $0.5
million and $1.0 million for the same periods in 2016. This decrease is due to the sale of debentures and the decrease in cash
holdings.

Securities Portfolio

The Company’s securities portfolio consisted of the following investments:

June 30, 2017 December 31, 2016
Market Market Market Market
Shares or Price value Shares or Price value
face value $ $°000 %  face value 3 $°000 %
Energy Securities Portfolio N/A N/A 22,247  17.3 N/A N/A 31,770 236
Holloway shares 7,952,715 5.70 45,330 35.2 7,952,715 5.00 39,764 295

Holloway 6.25%
Convertible Debentures — — — — 6,909,000 0.93 6,391 4.7
Keck Seng Investments Ltd. 4,292,000 1.11 4,781 3.7 4,292,000 0.97 4,162 3.1

Terravest shares 5,750,000 9.80 56,350 43.8 5,750,000 8.75 50,312 37.3
Undisclosed investments N/A N/A — — N/A N/A 2,422 1.8
Carrying value of securities 128,708 100.0 134,821 100.0

The breakdown of the change in the Company’s securities portfolio is as follows:

Six months ended
June 30, 2017

$
Securities — beginning of period 134.8
Purchases 0.1
Proceeds on sale 9.7)
Realized and unrealized gains on securities (net of foreign exchange losses on securities) 3.5
Securities — end of period 128.7

Other Investments

We currently have $2.6 million invested in two private equity funds, which management considers legacy investments. We
also own a passenger/car ferry operating on the St. Lawrence River under contract with the Government of Québec since
1973. The operating season for the ferry began during the second quarter. As described above, subsequent to the second
quarter, Clarke extended the term of its ferry contract, which will now expire in 2022.



OUTSTANDING SHARE DATA
At August 3, 2017, the Company had:

e  Anunlimited number of Common Shares authorized and 14,768,767 Common Shares outstanding; and
e Anunlimited number of First and Second Preferred Shares authorized and none outstanding.
e 250,000 options to acquire Common Shares outstanding, 166,667 of which are vested and exercisable.

LIQUIDITY AND CAPITAL RESOURCES

At June 30, 2017, the Company’s cash position was $15.8 million compared to $6.8 million at December 31, 2016. This
increase in cash is mainly the result of proceeds on sale of investments during the first and second quarters.

Cash flow from operating activities

Cash provided by operating activities was $0.1 million for the six months ended June 30, 2017, compared to $0.3 million
used during the same period in 2016. The cash provided by operating activities was driven mainly by dividends, interest and
service revenue received during the period offset by the payment of prior year accounts payable.

At June 30, 2017, working capital excluding securities was $15.6 million, compared to $5.8 million at December 31, 2016.
The Company’s working capital needs are minimal and the Company has the ability to fund any working capital needs
through its cash on hand and its existing credit facilities.

Cash flow from investing activities

Net cash of $9.9 million was provided by investing activities during the six months ended June 30, 2017, compared to $0.8
million provided during the same period in 2016. Net cash provided by investing activities during the period was mainly a
result of net sales of investments (sales less purchases) in the amount of $9.5 million. Cash provided by investing activities
for the six months ended June 30, 2016 was mainly the result of proceeds on sale of a building of $3.6 million offset by net
purchases of investments of $2.9 million.

Cash flow from financing activities

Net cash used in financing activities was $1.0 million for the six months ended June 30, 2017, compared to $36.4 million
used during the same period in 2016. Net cash used in financing activities during the quarter was related to the repurchase of
Common Shares for $0.8 million and regular repayments of long-term debt of $0.2 million. Cash used in financing activities
for the six months ended June 30, 2016 was mainly related to the payment of regular and special dividends in the amount of
$34.4 million and the repurchase of Common Shares for $1.8 million.

Available capital under credit facilities

The Company has access to credit facilities where certain of the Company’s securities are pledged as collateral. At June 30,
2017, $33.8 million was available under these facilities and nil was drawn on these facilities. Declines in the market value of
pledged securities may have an adverse effect on the amount of credit available under these facilities.

SUMMARY OF QUARTERLY RESULTS

Key financial information for the current and preceding seven quarters is as follows:

Sept. Dec. Mar. Jun. Sept. Dec. Mar. Jun.

Three months ended 2015 2015 2016 2016 2016 2016 2017 2017
$ $ $ $ $ $ $ $

Revenue (16.7) 9.3 (3.1) 7.3 16.4 12.1 5.6 1.9
Net income (loss) (19.3) 6.6 (4.6) 6.4 14.2 9.4 4.2 —
Other comprehensive income (loss) (1.5) 2.7 (1.6) (3.2) 0.7 1.6 0.8 0.7
Comprehensive income (loss) (20.8) 9.3 (6.2) 3.2 14.9 11.0 5.0 0.7
Basic and diluted EPS (in dollars) (1.24) 0.42  (0.29) 0.41 0.93 0.64 0.28 —




As seen in the table above, our results can fluctuate significantly from quarter to quarter, mainly as a result of certain
accounting standards the Company follows. Under IFRS, realized and unrealized gains and losses on our publicly-traded
securities are recorded in “revenue” on our consolidated statements of earnings. The Company does not believe that quarterly
fluctuations in the stock prices of our investee companies necessarily reflect a change in the value of the underlying
businesses in which we are invested. The value of the underlying businesses are often more stable than their stock prices
reflect. Clarke views its investments on a longer-term basis as opposed to on a quarter-to-quarter basis. These fluctuations,
however, often provide us with an opportunity to invest more capital in particular investments that we like or vice-versa.

FINANCIAL INSTRUMENTS
In the normal course of operations, the Company uses the following financial and other instruments:

e To generate investment returns, the Company will invest in equity, debt and other securities. These instruments may
have interest rate, market, credit and foreign exchange risk associated with them.

e To manage foreign exchange, interest rate and general market risk, the Company may enter into futures and forward
exchange contracts. These instruments may have interest, market, credit and foreign exchange risk associated with them.
Clarke hedges certain of its foreign currency exposure on U.S. dollar denominated investments. Clarke anticipates
continuing this policy for the foreseeable future.

As an investment company, Clarke has a significant number of financial instruments. Notes 1, 4, 7, 9, 11, 18 and 19 to the
consolidated financial statements for the year ended December 31, 2016 and the Company’s 2016 AlF, provide further
information on classifications in the financial statements, and risks, pertaining to the use of financial instruments by the
Company.

SIGNIFICANT EQUITY INVESTMENTS

In accordance with National Instrument 51-102 of the Canadian Securities Administrators, the Company has determined that
Holloway and Terravest are significant equity investees. Accordingly, we are required to disclose the following summary
financial information. The summarized financial information provided is for the most recent year-to-date interim period and
the comparative year-to-date period. For those reporting entities that have not yet released their interim consolidated financial
statements for the current period, the prior period financial information is provided.

Holloway

Holloway’s core business is hotel ownership. Holloway owns 33 hotels comprising 3,765 rooms. As of June 30, 2017, Clarke
owned 42.1% of the outstanding shares of Holloway.

Selected Financial Information (audited) March 31, 2017 December 31, 2016

$ $

Total assets 333.3 3514

Total liabilities 225.5 246.4

Shareholders' equity 107.8 105.0

Three months Three months

ended ended

March 31, 2017 March 31, 2016

$ $

Total revenue 23.5 22.0

Net income (loss) 3.5 (3.5)
Terravest

Terravest is engaged in (i) the manufacturing of residential and commercial tanks and pressure vessels, (ii) the manufacturing
of wellhead processing equipment for the oil and natural gas industry, and (iii) well servicing for the oil and natural gas
industry in Southwestern Saskatchewan. As of June 30, 2017, Clarke owned 31.4% of the outstanding shares of Terravest.



Selected Financial Information

March 31, 2017

September 30, 2016

$ $

Total assets 185.8 168.9
Total liabilities 99.7 82.4
Shareholders' equity 86.1 86.5
Three months Three months Six months Six months

ended ended ended ended

March 31,2017 March 31, 2016 March 31, 2017 March 31, 2016

$ $ $ $

Total revenue 46.6 43.4 94.8 99.2
Net income 0.7 1.2 4.4 6.2

RELATED PARTY TRANSACTIONS

The Company was party to related party transactions during the six months ended June 30, 2017. All related party
transactions were in the normal course of operations and occurred at fair value. For full details of the Company’s related
party transactions, please refer to Note 17 of our consolidated financial statements for the year ended December 31, 2016 and
Note 9 of the interim condensed consolidated financial statements for the three and six months ended June 30, 2017.

DISCLOSURE CONTROLS AND INTERNAL CONTROLS OVER FINANCIAL REPORTING

The implementation of Canadian Securities Administrators National Instrument 52-109 - Certification of Disclosure in
Issuers’ Annual and Interim Filings represents a continuous improvement process, which has prompted the Company to
formalize existing processes and control measures and to introduce new ones. The objective of this instrument is to improve
the quality, reliability, and transparency of information that is filed or submitted under securities regulation.

In accordance with this instrument, the Company has filed certificates signed by the President & Chief Executive Officer and
the Chief Financial Officer that, among other things, report on the design and effectiveness of disclosure controls and
procedures and the design and effectiveness of internal controls over financial reporting.

Management has designed disclosure controls and procedures to provide reasonable assurance that material information
relating to the Company is made known to the President & Chief Executive Officer and the Chief Financial Officer,
particularly during the period in which annual filings are being prepared. Management has also designed internal controls
over financial reporting to provide reasonable assurance regarding the reliability of financial reporting and the preparation of
financial statements for external purposes in accordance with IFRS.

There have been no changes in the Company’s disclosure controls and procedures or internal controls over financial reporting
during the six months ended June 30, 2017 that have materially affected, or are reasonably likely to materially affect, the
effectiveness of the internal controls over financial reporting.

ENVIRONMENTAL MATTERS

The Company’s businesses are exposed to the following environmental risks in conducting regular operations: (i)
contamination of owned or leased property; and (ii) contamination of the environment relating to spills or leaks originating
from the Company’s ferry.

The Company’s businesses regularly review their operations and facilities to identify any potential environmental
contamination or liability. Limited internal reviews, which may include third party environmental assessments, have been
conducted at all the Company’s wholly-owned real estate within the past five years. These limited reviews identified no
material remediation issues and potential risks and there have been no material events arising subsequently that would
indicate additional obligations.

The Company believes it and its businesses comply in all material respects with all relevant environmental laws and
regulations. The Company is not aware of any material uninsured pending or proceeding actions against it or any of its
businesses relating to environmental issues.



CAUTIONARY STATEMENT REGARDING USE OF NON-IFRS ACCOUNTING MEASURES

This MD&A makes reference to the Company’s book value per share as a measure of the performance of the Company as a
whole. Book value per share is measured by dividing shareholders’ equity at the date of the statement of financial position by
the number of Common Shares outstanding at that date. Clarke’s method of determining this amount may differ from other
companies’ methods and, accordingly, this amount may not be comparable to measures used by other companies. This
amount is not a performance measure as defined under IFRS and should not be considered either in isolation of, or as a
substitute for, net earnings prepared in accordance with IFRS.

FORWARD-LOOKING STATEMENTS

This MD&A may contain or refer to certain forward-looking statements relating, but not limited, to the Company’s
expectations, intentions, plans and beliefs with respect to the Company. Often, but not always, forward-looking statements
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can be identified by the use of words such as “plans”, “expects”, “does not expect”, “is expected”, “budgets”, “estimates”,
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“forecasts”, “intends”, “anticipates” or “does not anticipate”, “believes”, or equivalents or variations of such words and
phrases, or state that certain actions, events or results, “may”, “could”, “would”, “should”, “might” or “will” be taken, occur
or be achieved. Forward-looking statements include, without limitation, those with respect to the future or expected
performance of the Company’s investee companies, the future price and value of securities held by the Company, changes in
these securities holdings, the future price of oil and value of securities held in the Company’s energy basket, changes to the
Company’s hedging practices, currency fluctuations and requirements for additional capital. Forward-looking statements rely
on certain underlying assumptions that, if not realized, can result in such forward-looking statements not being achieved.
Forward-looking statements involve known and unknown risks, uncertainties and other factors that could cause the actual
results of the Company to be materially different from the historical results or from any future results expressed or implied by
such forward-looking statements. Such risks and uncertainties include, among others, the Company’s investment strategy,
legal and regulatory risks, general market risk, potential lack of diversification in the Company’s investments, interest rates,
foreign currency fluctuations, the sale of Company investments, the fact that dividends from investee companies are not
guaranteed, reliance on key executives, commodity market risk, risks associated with investment in derivative instruments
and other factors. With respect to the Company’s investment in a ferry operation, such risks and uncertainties include, among
others, weather conditions, safety, claims and insurance, labour relations, and other factors.

Although the Company has attempted to identify important factors that could cause actions, events or results not to be as
estimated or intended, there can be no assurance that forward-looking statements will prove to be accurate as actual results
and future events could differ materially from those anticipated in such statements. Other than as required by applicable
Canadian securities laws, the Company does not update or revise any such forward-looking statements to reflect events or
circumstances after the date of this document or to reflect the occurrence of unanticipated events. Accordingly, readers
should not place undue reliance on forward-looking statements.



