
POLICY 
FOR THE  
FINANCING OF  
PUBLIC BODIES

February 2019



 

TABLE OF CONTENTS 

1. Policy Objectives  .................................................................... 1

2. Drawing on Best Practices  ................................................... 1

3. Understanding the Risks as a Whole ................................ 2

4. Considering the Impact of the Debt  
     of Public Bodies  .................................................................... 2

5. Managing Public Debt Carefully  ........................................ 3

 5.1 Prudent management and low risk tolerance .........................3

 5.2 Debt service stability .......................................................................3

 5.3 Risks inherent to market anticipation .......................................3

6. Government Debt Ratings  ..................................................4

7. Implementation of Guidelines  ...........................................4

 7.1  Financial needs related to operations .......................................4

 7.2 Financial needs related to investments ....................................6

8. Conclusion ...............................................................................9

Policy for the Financing of Public Bodies
 

Legal deposit – May 2019
Bibliothèque et Archives nationales du Québec
ISBN 978-2-550-83887-6  (PDF)

© Gouvernement du Québec, 2019



1. Policy  
 Objectives

The government’s particular concern about the impact of 
the debt contracted by public bodies on Québec’s public 
debt management framework is the reason for this policy. 

This policy presents a set of guidelines and objectives 
intended to guide the financing activities of public bodies 
carried out with the private sector and with government 
bodies designated for this purpose, including the  
Financing Fund or Financement Québec. 

Drawing on best practices in this area, the Ministère des 
Finances has put in place this framework, which will ensure 
that the desired overall debt profile is achieved and that 
the authorities’ risk tolerance as well as the requirements 
of the credit rating agencies are respected. 

The government expects public bodies to implement 
these financing practices in order to contribute to the 
achievement of the objectives relating to the sound  
management of Québec’s public debt.

2. Drawing on  
 Best Practices

The assessment of the financing practices of public bodies 
is primarily the responsibility of their management.  
However, the overall context of Québec’s public debt 
management requires that the government pay particular 
attention to these practices. 

The government’s responsibility includes establishing the 
acceptable level of risk associated with these practices. 
This approach is driven by prudence and low risk tolerance, 
with particular attention to the importance of debt service 
stability for public finances. 

The adoption of best financing practices is critical to  
the maintenance of the sound management of the  
government’s debt.
 
These practices include reducing the refinancing risk by 
appropriately matching the liabilities’ term with the life cycle 
of the financed asset; reducing interest rate risk through 
prudent and justified exposure to variable interest rates; 
maintaining stable debt service by avoiding factors that 
could increase its variability; and managing cash soundly to 
limit liquidity risk.

The guidelines set out in this policy go through these  
funding practices. They are essential for the achievement 
of its objectives.
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Public debt management and the risks inherent to this 
liability are understood in a holistic manner. Henceforth, 
the government bears the ultimate responsibility of 
establishing the acceptable level of risk associated 
with debt financing practices, including those used by 
public bodies. 

This responsibility requires public bodies to become 
familiar with the guidelines set out in this policy and to 
implement them.

3. Understanding the  
 Risks as a Whole

The debt profile of public bodies is reflected in the government 
of Québec’s balance sheet. The risks associated with these  
liabilities are ultimately assumed by the government.1

Thus, from a public debt management perspective, the risks 
arising from the individual financing practices of public bodies 
cannot be ignored. 

Consequently, public bodies must avoid financial risks that could 
jeopardize their ability to carry out their main mission because of 
a lack of liquidity or unreasonably high financial costs.

Moreover, if all public bodies supported their capital asset funding 
with short-term financing, the emergence of a market disruption 
would be problematic with respect to the government’s liquidity 
risk. 
The events surrounding the financial crisis of 2007-2008 are a 
good example of market disruption, where liquidity risk became a 
reality for many borrowers.

This type of event can add a significant risk premium to  
the interest rates paid by Québec on its debt. This would 
undoubtedly have an impact on the financing costs of public 
bodies, particularly with respect to the debt borrowed from 
private lenders. Some of them may even be denied bank  
financing and may have to rely on another lender.

4. Considering the 
 Impact of the Debt  
 of Public Bodies
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1  Regardless of the accounting logic according to which reciprocal transactions and  
 balances between related entities are eliminated, the quality of the government of  
 Québec’s debt is affected by its overall structure and the influence of implied or express  
 warranties under the government’s jurisdiction.   
 
2 Liquidity risk is the uncertainty regarding the availability of funds required to meet  
 financial obligations. Specifically, this risk relates to the government’s inability to realize  
 liquid assets held at the expected price at the right time or to its difficulty in quickly  
 borrowing the required liquidity.



5.3  Risks inherent 
  to market anticipation 

The government’s debt management 
approach5  does not allow it to take 
advantage of expected changes 
in interest and exchange rates. 
Rather, it is intended to protect  
the government from the risks  
associated with this practice. 

Thus, no decision on the composition of the debt portfolio is 
taken strictly on the basis of cyclical and forecast market  
developments. 

From the preferred approach perspective, a financing strategy 
based on market anticipation does not constitute a prudent 
debt management approach.

5. Managing Public Debt   
 Carefully

5.1  Prudent management and  
  low risk tolerance 

Prudence and low risk tolerance are at the heart of the  
government’s debt management approach. This orientation 
highlights the importance of debt service stability given the 
weight of this expenditure in the province’s budget. 
 
In this context, the government has, in recent years, made efforts 
to substantially reduce the share of gross debt at variable  
interest rates.3 In addition, it does not maintain any exposure  
of its debt to foreign currencies.4

5.2  Debt service stability 

The fundamental objective of meeting the government’s  
financial needs is linked to relative debt service stability, a  
factor that limits the authorities’ risk tolerance.

This caution leads the government to consider short-term 
debts more risky than long-term fixed-rate debts. The same is 
true for debt denominated in foreign currencies, since changes 
in exchange rates increase the variability of debt service. 

In addition, short-term debt, whether it is at a fixed or variable 
interest rate, may seem less expensive at first sight when the 
slope of the yield curve is positive. However, its refinancing 
may be risky due to the uncertainty brought about by changes 
in interest rates.

3

3  The Québec Economic Plan – March 2018, Structure of the gross debt by interest rate, page G.41.
 
4  As at March 31, 2018, after taking into account interest rate and currency swaps, the proportion of the  
 gross debt at fixed interest rates was 95.0% and that in foreign currencies was nil.
 
5  This approach is based on a strategy of diversification of funding sources according to markets, financial  
 instruments and the maturity of the securities traded.



6. Government 
 Debt Ratings

Credit rating agencies assess a borrower’s credit 
solvency, i.e., its ability to pay interest on its debt 
and repay capital at maturity, by assigning a 
rating on the quality of the securities it issues. In 
this respect, the relative size and structure of a 
government’s debt is of paramount importance. 

For these agencies, too much exposure of a debt 
portfolio to variable interest rates or foreign  
currencies means increased risk. In such a case, 
the credit rating assigned to this government’s 
debt would certainly be affected.

7. Implementation 
 of Guidelines

In order to meet government objectives, the following guidelines, 
and specifically those related to the nature of financing needs, 
are intended to provide a framework for the management of  
public bodies financing.6

There are two types of financing needs: financial needs related to 
operations and financial needs related to investments.

 
7.1  Financial needs related to operations 

Financial needs related to an organization’s operations refer to the 
short-term financing it must mobilize in order to offset the cash 
flow gaps corresponding to the cash receipts and disbursements 
resulting from its activities.
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6  The financing products referred to in the guidelines are those offered by the Financing Fund and  
 Financement-Québec. Private sector financial institutions offer similar products (e.g., a banker’s acceptance  
 compared to a short-term fixed-rate note). The guidelines cover all debt instruments of a similar nature.

GUIDELINE 

Financial needs related to operations are financed by short-
term borrowings in the form of short-term fixed-rate notes or, 
when required, lines of credit. 

OBJECTIVE 

To reduce interest costs and exposure to interest rate risk.

FINANCIAL NEEDS RELATED TO OPERATIONS
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The execution of the organization’s mandates generates funding 
needs related to the expected cash flows arising from its acti-
vities. Thus, over a given period, the financial needs related to 
operations result from the net impact between cash inflows and 
outflows.

These needs are managed on a cash basis, which means that the 
organization’s short-term financing products and liquidities play 
a central role.

7.1.1 Appropriate financing products 

The variable nature of financing needs related to day-to-day operations 
justifies the use of financing products in line with this characteristic, 
including short-term fixed-rate notes and lines of credit.

Lines of credit 

Lines of credit, while advantageous in terms of administrative 
flexibility, generally generate a higher interest cost than short-term 
notes, in addition to increasing exposure to interest rate risk.

Indeed, the interest rate on a line of credit can vary on a daily basis, 
while the interest rate on a short-term note is agreed on in advance, 
which allows the borrower to avoid interest rate fluctuations during 
the term of the note.

Short-term fixed-rate notes 

Since it is generally possible to predict certain trends regarding 
the recurrence and volume of cash inflows and outflows, the use of 
short-term fixed-rate notes reduces exposure to interest rate risk 
while meeting liquidity needs. 

In this context, the use of short-term fixed-rate notes should be 
prioritized to finance operation-related needs.

EXAMPLES OF RECOMMENDED PRACTICES 

Short-term financing products are best used in certain 
circumstances presented in the two examples below. Each 
example presents a situation based on the nature of the  
cash flows. 

1) Mainly unpredictable cash flows

An organization’s revenues come exclusively from the provision 
of services to citizens. The use of these services is subject to 
significant variations over time and depends on multiple factors 
that are difficult to model. 

Thus, over a given period, cash inflows are unpredictable, while 
cash outflows, including rent and salaries, are predictable.
 
In such a scenario, it is justified to take out a line of credit to 
offset the difference between receipts and disbursements. The 
organization must nevertheless ensure that it reimburses its line 
of credit as soon as it collects income.

2) Mainly predictable cash flows 

An organization provides outsourcing services to various 
departments underpricing agreements that provide for 
monthly payments of predetermined amounts. This  
organization thus collects income on a recurring and  
predictable basis. 

Expenditures also occur on a recurring and predictable  
basis, but at times that do not coincide with those of the  
collection of revenues. For example, salaries must be paid 
every two weeks.

To meet these cash outflows, the organization should  
preferably borrow through a short-term note with a maturity 
date that matches the date of the collection of income.



7.2  Financial needs related to investments 

Financial needs related to investments are the result of  
disbursements to be incurred in order to carry out investment 
projects related to the acquisition, development, maintenance, 
replacement or improvement of capital assets.

There are two phases in the financing process of  
investment-related needs, namely the implementation phase 
and the operation phase. The financing of this type of financial 
needs must be consistent with these phases.
 
 

7.2.1 Ongoing investment projects

GUIDELINE 

Ongoing investment projects are financed by short-term 
fixed-rate notes. 

OBJECTIVE 

To reduce interest costs and exposure to interest rate risk.

Short-term financing, or temporary financing, of ongoing 
investment projects is a means, along with available cash, to 
cover the costs incurred during the project’s implementation.
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Target maturity of short-term fixed-rate notes 

It is recommended to use short-term fixed-rate notes whose 
issue and maturity are determined according to the schedule 
of the investment project underway. 

Indeed, since the disbursements made during the project’s 
implementation depend mainly on its schedule, it is possible 
to synchronize the issuance and maturity of a short-term note 
with the expected delivery dates of the project.7

Advantages of short-term fixed-rate notes 

The use of short-term fixed-rate notes reduces exposure to 
interest rate risk while meeting the project’s liquidity needs. In 
addition, their interest costs, which are generally lower than 
those of a line of credit, generate savings.

In this context, it is preferable to use short-term fixed-rate 
notes to finance ongoing investment projects.

7  The maximum maturity of a short-term note is 364 days. As a result, if the schedule of a project requires  
 borrowings exceeding this term, the organization may be required to purchase notes in a certain  
 sequence (on a recurring, simultaneous or concurrent basis) in order to meet this term.

ONGOING INVESTMENT PROJECTS
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7.2.2 Completed investment projects

GUIDELINE 

• The completed portion of investment projects is  
 financed by long-term fixed-rate notes. The financial  
 amortization period8 is set at a maximum of 25 years,  
 with a few exceptions.9 

• Under no circumstances should a long-term loan have  
 a financial amortization period which exceeds the  
 useful life of the financed asset.

OBJECTIVE 

To reduce exposure to interest rate risk and refinancing 
risk by matching the financial amortization period with the 
useful life of the asset, for a maximum of 25 years.

The completion of a significant milestone or the  
commissioning of an investment project justifies the  
issuance of a long-term loan that usually corresponds to 
the value of the accumulated costs. 

Most investment projects incur interest costs when they  
are being temporarily financed. It is generally permissible 
to capitalize these interest costs during the project’s  
implementation phase and include them in the long-term  
borrowed amount.
 
It is in the borrower’s interest to proceed with long-term 
financing as soon as the asset is recorded on the books for 
the purposes of depreciation in order to start repaying the 
loan as soon as the asset is used.

Managing the duration of the liabilities  
on the balance sheet 

The principle of matching the duration of the assets and 
the liabilities is part of the government’s sound management 
practices. In other words, appropriately matching the financial 
amortization period and the useful life duration of the asset 
reduces interest rate and refinancing risks by limiting the 
need for refinancing at maturity of the corresponding loan.
 
Indeed, in the event that the durations of the assets and 
the liabilities match, the interest rate determined at the 
time of the loan issuance is known and will not change until 
the maturity of the loan. As a result, no refinancing will be 
required at maturity of the loan.
 
Depending on operational reality, it is possible to match 
asset and liability duration perfectly if they are 25 years  
or less.
 
Market practices generally limit the term of financial  
amortization for borrowings related to capital investments 
to 25 years. This limit reduces the uncertainty inherent to 
very long horizons.
 
It should be noted that public bodies may determine,  
for a given asset, a depreciation period that differs from 
the financial amortization period. However, under no  
circumstances may the financial amortization period  
exceed the depreciation period, which is subject to a  
maximum of 25 years.

8  The amortization period of the loan, also known as the financial amortization period, refers to the period  
 during which the loan will be repaid in full. The concept of financial amortization is different from the  
 concept of depreciation. 

9  The maximum term of a long-term bank financing is generally 25 years. On the bond market, the longest  
 maturity for securities issued by the government of Québec is 30 years. These practices determine the  
 maximum duration of 25 years for funding granted to public bodies, in particular those granted to the  
 health and education networks.

COMPLETED INVESTMENT PROJECTS



Interest rate risk 

Every time a loan must be renewed, a new interest 
rate must be determined. This means that there is a 
risk that the new interest rate will be less favourable 
than the initial one.

Therefore, to reduce the risk that an adverse change 
in interest rates could lead to an increase in financing 
costs, the financial amortization period should be as 
close as possible to the useful life of the asset, subject 
to a 25-year limit.

This approach ensures a predictable and stable debt 
service, which is a priority for all public bodies and the 
government.

Interest rate risk  

For a borrower, this risk refers in particular to the 
increase in the financing costs resulting from an 
increase in interest rates, either when renewing a 
fixed-rate loan or when setting a new interest rate on 
a variable-rate loan.

Refinancing risk

When the principal amount of a loan has a longer financial 
amortization period than the term of the loan, the outstanding 
balance at maturity must be refinanced.

This creates the risk that market access conditions may have 
deteriorated, so that the borrower may have to negotiate 
under unfavourable conditions, or that the loan may not be 
refinanced.

In order to reduce this risk, it is in a borrower’s interest  
to match the useful life of the asset to the maturity of the  
liability as closely as possible. It will reduce uncertainty about 
the borrower’s financing capacity.

Refinancing risk 

Refinancing risk refers to the uncertainty regarding an  
organization’s ability to renew a term loan when the need 
for financing still exists. 
 
More specifically, this risk refers to the fact that the  
organization may be forced to refinance a term loan at an 
exceptionally high price or even that it may not be able to 
refinance that loan.
 
A generalization of this phenomenon can represent a  
significant risk for the economy and the government.
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8. CONCLUSION 

The government bears the ultimate responsibility of  
establishing the acceptable level of risk associated with  
government financing practices, including those used by  
public bodies.
 
Drawing on best practices in this area, the Ministère des 
Finances has developed the guidelines set out in this policy, 
which are intended to contribute to the achievement of the 
objectives relating to the sound management of Québec’s 
public debt.
 
As a result, the government expects public bodies to become 
familiar with these guidelines and to implement them.

 




