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MANAGEMENT DISCUSSION AND ANALYSIS FOR THE
YEAR ENDED MAY 31, 2018
This Management Discussion and Analysis (“MD&A”) is intended to help the readers assess, through the eyes of management,
the Fonds de solidarité FTQ’s (the “Fonds”) results and financial condition as well as the material changes therein during the
financial year ended May 31, 2018. The annual MD&A complements and supplements the financial statements and contains
financial highlights, but does not contain the complete annual financial statements of the Fonds. For ease of understanding, this
MD&A should be read in conjunction with the financial statements and the notes thereto.
This MD&A contains forward-looking statements that should be interpreted with caution. These statements necessarily involve
assumptions, uncertainties and risks; it is therefore possible that, due to a number of factors, they will not materialize.
Legislative or regulatory changes, economic and business conditions and the level of competition are examples of major factors
that may influence, sometimes significantly, the accuracy of the forward-looking statements in this MD&A. This MD&A is dated
June 28, 2018.
The Fonds is subject to the Regulation Respecting Development Capital Investment Fund Continuous Disclosure (the
“Regulation”) and, as such, applies the requirements of this Regulation, notably to its financial statements and its MD&A.
You can get a copy of the annual financial statements as at May 31, 2018 and a copy of the interim documents, at no cost, as
follows:


by visiting our website (fondsftq.com) or the SEDAR website (sedar.com)



at your request:
o

by calling Saving Services at 514 383-3663 or toll free at 1 800 567-3663;

o

by writing us at P.O. Box 1000, Chabanel Station, Montréal, Québec H2N 0B5.
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FINANCIAL HIGHLIGHTS
The following tables show selected key financial information about the Fonds and are intended to help you understand the
Fonds’ financial performance for the past five financial years. This information is derived from the Fonds’ audited financial
statements, and financial data are in accordance with International Financial Reporting Standards (“IFRS”). Financial data for the
financial year ended May 31, 2014 have been restated in accordance with IFRS. The Fonds’ results are discussed under “Results
of operations” on page 6.

RATIOS AND SUPPLEMENTAL DATA
Years ended May 31

a

Net income corresponds to revenues less total operating expenses and income taxes. Comprehensive income is obtained by deducting
(adding) the remeasurement of the net defined benefit liability from (to) net income.

b

These investments include funds committed but not disbursed as well as guarantees and suretyships.

c

Total operating expense ratio is obtained by dividing total operating expenses for the year presented in the Statements of Comprehensive
Income by the average net assets attributable to the security holders of the Fonds for the year. Average net assets correspond to the average of
net assets as at the end of the interim period and net assets as at the end for the financial year.

d

Trading expense ratio is obtained by dividing transaction costs for the year by the average net assets attributable to security holders of the
Fonds for the year.

e

Portfolio turnover rate reflects the number of changes made to the composition of the portfolio. For example, a portfolio turnover rate of 100%
would mean that the Fonds purchased and sold all the securities in its portfolio once during the financial year. There is not necessarily a
relationship between a high turnover rate and the portfolio’s performance.
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CHANGE IN NET ASSETS PER SHARE
Years ended May 31

a

Net assets per share is based on the actual number of shares outstanding at the relevant time.

b

The increase from operations is based on the weighted-average number of shares outstanding during the relevant financial year.

ECONOMIC CONDITIONS AND OUTLOOK
According to International Monetary Fund (“IMF”) forecasts, global gross domestic product (“GDP”) will grow 3.9% in 2018, up
from 3.8% in 2017. The IMF anticipates that accelerating growth in emerging countries will contribute to this increase. Since
President Trump’s election in November 2016, business activity indicators, including the Purchasing Managers’ Index (“PMI”1),
have soared to historical highs, although their progression has slowed down recently, suggesting slightly less robust economic
growth for the rest of 2018. In addition, the increasingly worrisome protectionist measures that the Trump administration is
adopting could potentially have a negative impact on growth in global trade.
Europe
Economic growth in the Eurozone accelerated from 1.8% in 2016 to 2.3% in 2017. The IMF raised its projections for 2018 and
now expects sustained growth of 2.4%. After reaching a historical high in January, the PMI, which reflects the private sector’s
overall activity, weakened in March and recorded its lowest growth since the beginning of 2017, which could impact economic
activity on the continent. Hiring by businesses pushed the Eurozone unemployment rate down 0.7% compared to May 2017,
reaching 8.5% in April, its lowest level since 2009. Economic growth in 2017 allowed the Eurozone to considerably reduce its
overall budget deficit. However, the high debt levels of certain countries such as Italy continue to restrict economic growth in the
Eurozone. Inflation was stable over the last 12 months, going from 1.4% in May 2017 to 1.1% in May 2018. During 2017, the
European Central Bank held its overnight deposit rate steady at -0.40%, but it announced that it will continue to compress its
quantitative easing program. Since January 2018, bond purchases have been reduced from €60 billion to €30 billion per month.
Starting in October 2018, the bond purchase amount will be lowered to €15 billion per month until December 2018, and the
program will be ended afterwards.

1

The Purchasing Managers’ Index is a composite index of a country’s manufacturing activity and services. It takes into account the
manufacturing sector’s new orders, production, employment, deliveries and inventories.
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In the United Kingdom, Brexit negotiations with other European countries continue to make further progress. The country’s
eventual withdrawal from the Eurozone is weakening its economic growth, which slipped from 1.9% in 2016 to 1.8% in 2017, and
the IMF forecasts growth of only 1.6% in 2018. The sterling pound’s recent appreciation did not curb inflation, which stood at
3.1% in November, and forced the Bank of England to increase its key rate at the end of 2017. Since then, the inflation rate
decreased to 2.4% in May 2018. A second increase is likely before the end of 2018, which would bring the key rate to 0.75%.
United States
U.S. economic growth accelerated in 2017 compared to 2016, going from 1.5% to 2.3%. This acceleration was mainly attributable
to increases in consumption and business investment. The IMF is forecasting growth of 2.9% in 2018 on the basis of favourable
financial conditions2 as well as consumer and business leader confidence indicators, which are at historical highs. The tax cuts
recently approved by Congress with the passing of the tax reform bill positively impacted confidence indicators, suggesting a
similar effect on growth.
President Trump began the second year of his term by implementing protectionist measures. To protect the steel and aluminum
industry, the Trump administration imposed tariffs of 25% and 10%, respectively, on imports of these metals. Canada, Mexico
and other allies, which had been temporarily exempted from these measures, have been subjected to the tariffs since June 1. In
addition, to reduce the trade deficit with China, the White House announced the imposition of new tariffs on a series of Chinese
imports valued at US$50 billion, which prompted China to reply by imposing tariffs on the same amount of U.S. imports. These
developments are causing economists to fear that a trade war between the world’s two largest economies could start. The
NAFTA negotiations had accelerated, as the United States sought to conclude an agreement in principle before the July 1
Mexican elections. However, the breakdown in recent negotiations led the United Stated to propose negotiations on bilateral
agreements with Canada and Mexico, respectively. Despite this proposal, the NAFTA negotiations between the three countries
should resume this summer.
In May 2018, the U.S. unemployment rate was 3.8%, compared to 4.3% in May 2017. The labour force participation rate
continued to stand at 62.7%, similar to May 2017, which indicates that the employment market is booming. Economists expect
the unemployment rate to continue to go down slightly in 2018 and 2019. The inflation rate increased from 1.9% in May 2017 to
2.8% in May 2018, prompting the U.S. Federal Reserve (the “Fed”) to raise its key rate from 1.75% to 2.00% last June. The Open
Market Committee is encouraged by the U.S. economy’s solid economic outlook, despite the recent stock market volatility (these
markets reached record levels in January, experienced a downturn in February and stabilized afterwards) and the Trump
administration’s protectionist policies. Market participants forecast two additional key rate hikes by the end of 2018.
Canada
The Canadian economy accelerated in 2017, growing 3.0%, compared to 1.4% in 2016. This acceleration was driven by the
strong contribution of personal consumption and the rebound of business investment, particularly in the energy industry, and of
government spending. The IMF is expecting growth to decrease to 2.1% in 2018, as a result of more modest growth in
consumption. The high level of Canadian household debt and the increase in the key rate by the Bank of Canada could slow
down consumption. In addition, the real estate industry’s contribution to GDP is forecast to decrease due, in particular, to the
new restrictions on uninsured mortgage lending and laws passed by provincial governments to curb speculation and demand
from foreign buyers. According to the May 2018 housing market statistics 3 , sales plummeted 16.2% since May 2017, and
average prices fell 6.4% in the same period.
The unemployment rate continued to decline over the last 12 months, reaching 5.8% in May 2018 (6.5% in May 2017), matching
its lowest level since October 2007. However, during that period, the labour force participation rate was down 0.5% to 65.3% in
May, its lowest level since 2000. Inflation climbed from 1.3% in May 2017 to 2.2% in May 2018. The economic growth outlook
convinced the Bank of Canada to raise its key rate to 1.25% in January 2018, the third rate hike since July 2017, and economists
expect two more increase before the end of 2018. The Bank of Canada remains concerned by the economy’s sensitivity to
interest rate increases, the competitiveness challenges facing the country and the uncertainties around NAFTA.

2

As demonstrated by the Bloomberg U.S. Financial Conditions Index, which monitors the changes in the overall level of financial stress in the
U.S. money, bond and stock markets to assess the availability and cost of credit.

3

Based on statistics provided by The Canadian Real Estate Association (CREA).
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Stimulated by recent key rate increases, short-term (2 years) and long-term (10 years) interest rates in Canada rose between
May 31, 2017 and May 31, 2018 from 0.69% to 1.92% and from 1.42% to 2.24%, respectively. During the same period, provincial
and investment-grade corporation credit spreads trended down until February 2018, when this trend was reversed by the stock
market downturn. Credit spreads stabilized afterwards. The Canadian dollar appreciated against the U.S. dollar, from US$0.74 on
May 31, 2017 to US$0.77 on May 31, 2018.
Québec
After economic growth of 1.4% in 2016, Statistics Canada estimates that growth in 2017 was 3.1%, the largest rise in GDP in
15 years. Strong increases in consumption, government spending and investment in machinery and equipment drove this GDP
growth. For 2018, the Québec Ministry of Finance forecasts a lower growth of 2.1%. The outlook for consumption in 2018 is still
positive as a result of strong job creation, an over 3.0% rise in weekly average wages and tax cuts of approximately $1 billion for
individuals. Although the real estate sector seems to be declining in certain regions of Canada, it is experiencing some growth in
Québec. The unemployment rate in Québec decreased over the last 12 months to 5.3% in May 2018, after reaching a historical
low of 5.0% in December. Despite the uncertainty surrounding NAFTA negotiations and the deep tax cuts in the United States,
the confidence of SME executives in Québec is at it highest level since 2009, which should encourage business investment and
hiring. Government spending will also be on the rise in 2018, as the Québec government announced in its latest budget new
measures amounting to $16 billion to stimulate the economy over the next six years.
The Fonds will certainly continue to play a major role, particularly by contributing to creating and maintaining quality jobs in
Québec and by working with Québec companies that are looking to innovate and willing to expand abroad while generating
economic spinoffs for Québec.
Conclusion
The synchronization of economic growth between developed and emerging countries generated optimism among the various
market participants, which lifted stock market indexes to new highs. However, the impact of the White House’s protectionist
measures against China and the decrease in global activity indicators for the private sector are beginning to erode this optimism
and dampen the rise of stock markets. The Fonds, like other financial institutions, is continuously monitoring the situation to
anticipate risks that could negatively impact its return.

FONDS DE SOLIDARITÉ DES TRAVAILLEURS DU QUÉBEC (F.T.Q.)

6

Management discussion and analysis for the year ended may 31, 2018

MANAGEMENT DISCUSSION OF FINANCIAL PERFORMANCE
RESULTS OF OPERATIONS
FONDS RESULTS
For the financial year ended May 31, 2018, the Fonds posted comprehensive income of $1.0 billion, compared to $1.1 billion for
the prior year. The return to the shareholder for the year ended May 31, 2018 was 7.5% (3.8% for the first six-month period and
3.6% for the second six-month period), compared to 9.1% for the prior year (4.0% for the first six-month period and 4.9% for the
second six-month period). This return is mainly explained by the good performance of the Development Capital Investments
portfolio and, to a lesser extent, of the Other Investments portfolio, which benefited from the solid stock market performance
but was negatively affected by the impact of the increase in interest rates on the bond portfolio and, on a smaller scale, the
appreciation of the Canadian dollar. Overall, both portfolios profited from the favourable financial market conditions that
prevailed during the financial year. The Fonds’ net assets amounted to $14.3 billion as at May 31, 2018 compared to
$13.1 billion as at May 31, 2017. The value of the Fonds’ shares increased by $2.85 compared to the value announced on July 5,
2017 and by $1.41 compared to the value announced on January 5, 2018 to stand at $40.73 as at July 5, 2018.
As a result of its mission, a significant portion of the Fonds’ portfolio is comprised of private securities and specialized funds. In
general, the Fonds’ asset allocation tends to limit its return potential in a bull market, while it tends to limit its loss potential in a
bear market.

RETURN BY SECTOR
Years ended May 31

*

Assets under management refer to the fair value, at the end of the year, of the assets managed by the Investments and Other Investments
sectors and used to generate revenues presented in the Statements of Comprehensive Income. This amount differs from the amount of assets
presented in the financial statements, which includes, unlike assets under management, notes from the liquidity surpluses of regional, local
and real estate funds and some other specialized funds.

**

Other investments represent the remaining assets not invested in partner companies. Managed by the Other Investments sector, they consist of
the following portfolios: cash and money market, bonds, shares and other securities, including international infrastructure funds.

SECTOR RESULTS
Investments Sector
The assets managed by the Investments sector are essentially mission-driven development capital investments made by the
Fonds in public and private companies in the form of shares, units or loans. To stabilize its return, the Fonds favours a fair
balance between investments in the form of loans—that are usually unsecured and provide a current return through interest
payments—, investments in shares—that potentially generate a higher return but involve an increased level of volatility—, and
investments in specialized fund units—that better diversify the Fonds’ portfolio while bringing private and foreign capital inflows

FONDS DE SOLIDARITÉ DES TRAVAILLEURS DU QUÉBEC (F.T.Q.)

7

Management discussion and analysis for the year ended may 31, 2018

to Québec. Development capital investments are governed by the Fonds’ Investment Policy, which is an important component of
its Integrated Financial Assets Management Policy.
The Investments sector earned a gross return of 14.1% for the year, compared to a gross return of 10.0% generated for the prior
year. Taking into account this return and given the level of mission-driven investments made by the Fonds, the assets in this
sector represented $7.7 billion at the end of the year or 53.6% of assets under management as at May 31, 2018 (respectively,
$6.9 billion and 52.5% as at May 31, 2017).
The performance of the Investments sector is influenced by various factors, particularly the behaviour of the financial markets as
well as the economic and business conditions in which our partner companies operate, and by the dynamic management of our
investments. The gross return of 14.1% of the Investments sector for this year is largely explained by the following:


The gross return of 14.4% generated by our private securities and specialized funds portfolio during the year (compared
to 9.1% for the prior year). Overall, this performance is attributable to the general strength of the portfolio, which
produced interest revenues, dividends and distributions and, in addition, generated an increase in value during the year
(of which a significant portion results notably from the gain realized on the sale of our ownership interest in Atrium) in
a solid economic growth environment in Québec;



The gross return of 13.0% generated during the year by our listed securities portfolio (compared to 14.3% for the prior
year). The performance for the year is explained in particular by the return on the securities of a number of Québecbased companies resulting from favourable stock market conditions.

Other Investments Sector
The Other Investments sector manages the Fonds’ assets that are not invested in partner companies. Other investments consist
of the following portfolios: cash and money market, bonds, shares and other securities, including international infrastructure
funds. Other investments are managed in accordance with the Other Investments Portfolio Policy, which is an integral part of the

Integrated Financial Assets Management Policy. The Other Investments Portfolio Policy is designed to optimize the risk-return
profile of the Fonds, diversify the Development Capital Investments portfolio and ensure that the Fonds maintains a sufficient
level of liquidities to meet all its obligations.
For the year, the Other Investments sector earned a gross return of 3.5%, compared to the gross return of 11.0% recorded for the
prior year. The assets of this sector amounted to $6.7 billion, or 46.4% of the Fonds’ assets under management as at May 31,
2018 (respectively, $6.3 billion and 47.5% as at May 31, 2017).
The evolution of bond interest rates (Canada bond rates and credit spreads) and exchange rates as well as stock market
performance are determining factors in analyzing the performance of the Other Investments sector. Results for this sector are
influenced by the behaviour of the financial markets and the conditions affecting the economic environment. The gross return of
3.5% of the Other Investments sector for the year is mainly explained by the following:


The solid performance of Canadian and foreign stock markets, which contributed to the gross return of 7.3% on the
shares and other securities portfolios. These portfolios had generated a gross return of 18.8% for the prior year in
extremely favourable stock market conditions;



The negative gross return of 0.5% on our fixed-income securities portfolio for the year, compared to the positive gross
return of 3.3% for the prior year. The return for this year is essentially explained by a decrease in the value of bonds
held in the portfolio caused by the increase in interest rates on Government of Canada securities, partly offset by
interest income generated by the portfolio and the tightening of credit spreads.

TOTAL OPERATING EXPENSES
Total operating expenses consist mainly of expenses related to assets under management, shareholder services, subscription
activities, economic training, systems and controls, including their improvement, the investing process in companies, personnel
and all other resources the Fonds requires to achieve its mission and meet its objectives. Although it is essential that the Fonds
has available resources to achieve its mission, it is also fundamental that it controls its expenses. On average, the Fonds was
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able to maintain its total operating expense ratio at a lower level than the management expense ratio of Canadian balanced
funds4, which stands at approximately 2.1% on an annual basis.
For the financial year ended May 31, 2018, the ratio of total operating expenses to average net assets attributable to security
holders of the Fonds, calculated using the method prescribed by the Regulation, was 1.4% (1.4% for the prior year). Expressed in
dollars, total operating expenses amounted to $193 million for the financial year ended May 31, 2018, up $21 million compared
to the prior year. This increase results essentially from the implementation of the main strategic orientations of the Fonds
(attributable to the hiring of new personnel, among other factors) as well as budgeted salary and employee benefits increases.

ANALYSIS OF CASH FLOWS, BALANCE SHEET AND OFF-BALANCE SHEET ITEMS
Cash Flows
Cash flows from operating activities of the Fonds were a net cash outflow of $208 million for the year, compared to a net cash
outflow of $255 million for the prior year. Changes in these cash flows mainly resulted from our current operations.
Cash flows from financing activities of the Fonds were a net cash inflow of $207 million for the year, compared to a net cash
inflow of $284 million for the prior year. These cash flows for the two years resulted from issues of shares amounting to
$833 million5 ($900 million for the prior year), less redemptions of shares of $626 million6 ($616 million for the prior year).
Cash flows from capital investing activities were a net cash outflow of $11 million for the year, compared to a net cash outflow of
$5 million for the prior year.
As at May 31, 2018 and 2017, the Fonds had a $60 million line of credit available for its working capital requirements. This line
of credit was not drawn during the years ended May 31, 2018 and 2017, and its outstanding balance was nil as at May 31, 2018
and 2017.
Balance Sheet and Off-Balance Sheet Items
Development capital investments shown on the balance sheet increased from $7.5 billion as at May 31, 2017 to $8.3 billion as at
May 31, 2018. This $795 million growth mainly resulted from the increase in value of development capital investments during
the year, offset by negative net investments of $8 million (investments of $1,028 million less divestitures of $1,036 million).
On a commitment basis, the Fonds made development capital investments of $1,108 million during the year, compared to
$873 million for the prior year. Funds committed but not disbursed amounted to $1,006 million as at May 31, 2018
($996 million as at May 31, 2017).
In addition, other investments shown on the balance sheet increased by $422 million during the year to $6.6 billion as at
May 31, 2018 ($6.2 billion as at May 31, 2017). This increase is mainly attributable to net subscriptions (issues of shares less
redemptions of shares) and revenues generated by the Other Investments portfolio.
As part of managing its assets, the Fonds may use derivative financial instruments to facilitate the management of portfolios,
increase its revenues, manage its market risks, modify asset allocation and manage foreign exchange hedging. The use of
derivative financial instruments is governed by a guideline and risk budgets.

MISSION OF THE FONDS, OBJECTIVES AND STRATEGIES
MISSION AND OBJECTIVES
The Fonds is a union-based development capital investment fund that was born out of the Fédération des travailleurs et
travailleuses du Québec. Created in 1983 under the Act to Establish the Fonds de solidarité des travailleurs du Québec (F.T.Q.) ,
the Fonds undertakes to collect the savings of FTQ members and Québec residents who want to participate in creating and

4

Source: Bloomberg (based on a sample of 187 Canadian retail balanced funds).

5

This amount is presented on a cash basis and therefore includes the net change in share subscriptions between May 31, 2017 and May 31,
2018.

6

This amount is presented on a cash basis and therefore includes the change in amounts payable between May 31, 2017 and May 31, 2018.
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maintaining jobs, in order to improve the situation of workers and to stimulate the Québec economy. The Fonds’ mission also
includes raising awareness and encouraging workers to save for retirement as well as providing them economic training.
The Fonds’ mission is supported by both levels of government, as shares of the Fonds qualify for RRSPs and give rise to both
Québec and federal tax credits.
The business model the Fonds uses to achieve its mission can be illustrated as follows:

When shareholders buy shares of the Fonds, an entire process is set into motion. A portion of the money collected from
shareholders (in consideration of which the Fonds issues them shares) is first invested by the Fonds, pursuant to its mission, in
shares, units or loans in private and public companies in Québec, or in companies that generate economic spinoffs in Québec.
The investments made by the Fonds in compliance with its mission represent the Development Capital Investments portfolio, and
the companies in which the Fonds invests become partner companies of the Fonds. Pursuant to the Fonds’ Incorporation Act,
this portion invested in partner companies must comply with the investment rule 7. To ensure sound diversification of its financial
assets, the other portion of the money collected but not invested in Fonds partner companies is invested in other financial
instruments in a way that allows the Fonds to meet its liquidity needs and to produce current revenue sufficient to cover
expenses and generate a reasonable return to the shareholders. All these other financial investments represent the Other
Investments portfolio. The Fonds’ interests in partner companies are qualified as patient capital as they are intended to be held
over an investment horizon generally ranging from 5 to 7 years, depending on the financial instrument used. The sums raised
when an interest held by the Fonds is sold or bought back (divestiture) are reinvested in other companies or used to reimburse
shareholders who request a share redemption, in accordance with our retirement or early retirement criteria. On average,
shareholders request a redemption approximately 11 years after their first share purchase. During this 11-year average period,
given the Fonds’ investment horizon, the shareholders’ money would therefore have been invested in development capital more
than 1.5 times.

STRATEGIES
During the 2017-2018 financial year, the Fonds continued to deploy the strategic orientations adopted by the Board of Directors
in the 2014-2015 financial year.

7

For more on this, please see the “Investment rule” section of this MD&A.
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To ensure meeting on an ongoing basis the evolving needs of the Québec economy and the expectations of its stakeholders, the
Fonds launched, in the second half of the 2017–2018 financial year, a new strategic review aimed more specifically at its
development capital investment activities. The main principles arising from this review were presented to the Board of Directors
at its April 12, 2018 strategy meeting. This review will continue in the early part of the 2018-2019 financial year and the
deployment of some new orientations could begin during that financial year. In the meantime, the Fonds will continue
implementing the initiatives that resulted from the previous strategic planning process.
The ongoing review of its strategic orientations enables the Fonds to continue increasing its socioeconomic impact, to optimize
its current activities in the short and medium term and to evolve its business model in the longer term.
Savings Market Development
For the strategic orientations of the Savings Market Development sector, the Fonds continues its efforts to develop a support
relationship with savers.
This support orientation involves enhancing the Fonds’ offering to its savers by taking into account their life cycle and enabling
them to connect with the Fonds through their preferred communication channel. With respect to creating a better saver
experience, priority was given to improving our digital tools to support the Fonds’ offering, but also developing a more precise
knowledge of Quebecers’ savings needs and preferences to better meet them.
In that respect, the 2017-2018 financial year was marked by the launch of the Fonds’ new digital platform and the redesign of
the Personal section. Emphasis was put on the removal of irritants, compatibility with mobile devices and contents, three areas
that seem to bear fruit. Since the launch, the proportion of users visiting the Personal section via mobile devices increased from
35%8 to 44%9. In addition, the number of users visiting the Personal section between January and April 2018 was up sharply
compared to the corresponding period in 2017.
The work performed to develop a better knowledge of savers included the following:


A behavioural segmentation based on savings objectives and life stages was developed;



A survey was conducted in fall 2017 with 4,785 shareholders to measure their level of satisfaction with their experience
with the Fonds;



The SOM RRSP/TFSA survey, conducted by SOM Research, was continued to monitor the level of savings plans and
products held by our savers and the contributions these savers make to such products.

Development Capital Investments
For the strategic orientations of the Investments sector, which are intended to better support the Québec economy and
companies, the Fonds had identified four areas of intervention:


Sectors of excellence of the Québec economy



Innovation



Socioeconomic real estate infrastructure



Continuity initiative to support Québec’s flagships

Sectors of excellence of the Québec economy
The Fonds has developed extensive expertise in 25 sectors of economic activity across Québec and will continue to support
these sectors. That being said, the Québec economy also needs specific intervention in certain key sectors. Strategies to further
support the identified sectors of excellence continued to be deployed. These sectors of excellence are as follows:


Aerospace



Agrifood



Forest products

8

Percentage calculated using data for the period from December 5, 2016 to May 28, 2017.

9

Percentage calculated using data for the period from December 5, 2017 to May 28, 2018.
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Life sciences

Innovation
As part of its continuing approach aimed at encouraging innovation in Québec businesses, the Fonds announced during the
financial year the launch of Solunov, a new initiative to support business innovation in Québec. To encourage more Québec
businesses to innovate, the Fonds introduced a three-phase approach that, in addition to providing financing, will see the Fonds
team up with innovation experts such as Inno Centre and Réseau TransTech to provide businesses with better guidance in
identifying, validating and implementing innovations. The Fonds assumes the diagnosis-related costs for eligible businesses.
Then, the Fonds offers tailored financing, as follows:



up to 75% of the cost of a feasibility study, to a maximum of $250,000, at a reduced interest rate, along with guidance
from experts;



$1 million and up for the implementation of an innovation project.

Socioeconomic real estate infrastructure
For 25 years, through the Fonds immobilier de solidarité FTQ, its subsidiary, the Fonds has developed an extensive development
and construction expertise in all real estate sectors, across Québec.
Developing socioeconomic real estate infrastructure is a major issue in Québec. To support governments, municipalities, cities
and school boards in their strategy to develop and upgrade real estate infrastructures such as schools, libraries and sports and
cultural complexes, the Fonds is looking to deploy an additional $400 million in projects totalling over $2 billion.

Continuity initiative to support Québec’s flagships
The presence of headquarters in Québec is a barometer of wealth and quality jobs. This is a major issue for the Québec
economy, and the Fonds has been concerned about it for a long time.
Because of its mission, the Fonds is a natural player for taking part in supporting Québec’s economic flagships. This is why the
Fonds had announced that it would invest up to an additional $500 million to buy blocks of shares of publicly-traded Québec
businesses. As at May 31, 2018, $214 million had been invested through this strategic initiative.
The Fonds does not pretend that, with this strategy, it will be able to prevent a takeover bid or block a transaction on its own,
but it wants to send a signal to call local capital to action and increase the ownership of shares in Québec businesses by Québec
interests.

REPORT ON OPERATIONS
The Savings Market Development Sector
The 2017-2018 financial year was marked by positive results. First, the Fonds achieved its subscriptions objective of
$833 million. It should be noted that lump-sum subscriptions were suspended from February 15, 2018 to May 31, 2018.
Despite this, the Fonds welcomed over 42,000 new shareholders, of which more than half are under age 40 and close to 14% are
under age 25.
Since fall 2017, the Fonds has also reviewed the seasonality of its campaigns to ensure an ongoing presence among people
under age 40. Content marketing campaigns were designed based on the interests and life stages of this target group, as well as
the media they consume. This new ongoing presence makes it possible for the Fonds to meet market expectations and stand out
from the competition by presenting an image that young people understand. We were also more present during the RRSP season
to showcase the benefits of the simplicity and efficiency of automatic savings. In addition, local representatives (“LRs”) made
significant contributions during the last year, carrying out over 3,400 workplace blitzes.
The annual volume of subscriptions through automatic savings, which represented over 60% of the Fonds’ subscriptions in
2017-2018, totalled $514 million. The action plan focusing on the voluntary retirement savings plan (“VRSP”) was a strong
contributor, leading to the enrolment of nearly 600 new employers and therefore adding slightly over 2,200 new shareholders.
Online transactions continued to rise and represented 28% of subscriptions. A total of 18,749 new shareholders enrolled through
the Fonds’ website, which was enhanced by the redesign of the Personal page.
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As at May 31, 2018, the total number of shareholders was 667,417, a new high. The volume of share redemptions was
$626 million.
The Investments Sector
True to its mission, the Fonds invests in companies in all sectors of the economy. As such, on a commitment basis, the Fonds
invested $1,108 million during the year to contribute to the development of these companies and to support creating and
protecting quality jobs across Québec. Please find below a few examples of the Fonds’ contribution to Québec’s economic
development during the year.
The Fonds continues to focus on the technology sector and, as such, participated in a $16.5 million financing round for Mnubo,
to accelerate the adoption of artificial intelligence by Québec manufacturers. Mnubo, an Internet of Things company, provides
data analytics and artificial intelligence solutions to manufacturers of connected products and equipment. This new financing
round for Mnubo will strengthen the artificial intelligence and technology innovation field in Québec.
The Fonds maintains is commitment to support the biotech sector, as demonstrated by the $5.75 million investment in the share
capital of IMV inc. (TSX: IMV). This financing will support the development of new immunotherapies for fighting cancer. The
company has offices and laboratories in Halifax and Québec City, and is planning to increase its staff from 37 to up to 60 by
2020. With investments in around 15 biotech companies, the Fonds’ portfolio is among the largest in this sector in Québec and
Canada.
The Fonds invested close to $87.6 million in Groupe Solmax, a Canadian company specialized in the production of polyethylene
geomembranes for industrial and environmental applications. This investment allowed Groupe Solmax to acquire GSE
Environmental and become a world leader in the geosynthetic industry. The Fonds has been a partner of Groupe Solmax since
1996, and invested in it once again to support the growth of this Québec flagship.
The Fonds also invested $7.2 million in Groupe Meloche, a Québec aeronautics flagship. This investment will help this company
based in Salaberry-de-Valleyfield adapt to the technical specifications of several new aircraft. Through its ownership interest, the
Fonds is helping Groupe Meloche maintain its position among the world leaders in components for the aeronautic industry.
Proud to support green technologies, the Fonds and the Fonds régionaux de solidarité FTQ made a significant investment of
$70 million in EBI Opérations inc. This Québec company founded in 1960 is engaged in residual materials management and
renewable energy generation. More specifically, this company sorts and recovers recyclable materials, composts organic
materials and produces biogas from the decomposition of garbage in its own landfill sites. The investment will allow the
company to strengthen its financial position and support its growth projects to make it a leading player in Québec and Canada.
To help the company continue its growth, the Fonds invested $60 million in the form of a loan in family-owned Deschênes
Group in connection with an acquisition that will enable it to expand into the United States. Deschênes Group, the largest
Canadian-owned company in its field, is a leading wholesale distributor that serves the plumbing and heating, electrical,
waterworks, fire protection, HVAC/R, auto parts markets and measurement and control equipment to the oil and gas markets.
Deschênes Group has 186 sales outlets in Canada and the U.S., including 19 specialty plumbing stores in Québec and Ontario.
During their financial year ended March 31, 2018, the Fonds régionaux de solidarité FTQ invested a total of $82.2 million.
Overall, 100 investments were made, including 71 in new companies. Among those, to ensure succession at Transport Savard
ltée, $1 million was invested in this Baie-Comeau company specialized in the manufacturing of concrete products for standard
or custom projects. Also to ensure succession, $2 million was invested in Essential Turbines inc., a Dorval-based leader in the
repair, overhaul and custom modification of helicopter engines, modules and accessories. To enable the buy-back of a portion
of the shares held by one on the main shareholders of Jaymar Furniture Corp., $3 million was invested in this Terrebonne
manufacturer of residential and institutional furniture. In addition, $2 million was invested in Maisons Laprise inc. to participate
in the financing of land acquired over the last years. This company, located in Montmagny, designs, manufactures and markets
prefabricated home systems and modular homes for the residential, multi-residential, commercial, utilitarian and humanitarian
markets.
During their financial year ended December 31, 2017, the local solidarity funds (“LSFs”) invested a total of $10.2 million. Overall,
370 investments were made, including 313 in new companies. Among those, an investment was made in Mécadémic inc., a
Montréal-based company that designs, manufactures and markets extra-small industrial robots. This investment should help
the company acquire new equipment, improve its production line and hire four new employees. To enable the take-over of the
business by employees, an investment was also made in Entreprises J.M. Arsenault inc., a Gaspé company that sells office
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furniture, stationery and supplies as well as computer and office automation hardware and services. Lastly, to help the company
purchase equipment aimed at improving its productivity, an investment was made in Trica inc. This company, located in the
Laurentians, manufactures high-end bedroom and dining room furniture. Since June 1, 2017, Fonds locaux de solidarité FTQ has
continued to expand its presence across Québec by creating 6 new LSFs, which brought their total number to 79 as at May 31,
2018.
During its financial year ended December 31, 2017, the Fonds immobilier de solidarité FTQ set a new record by investing
$180.3 million. It authorized investments in 23 new projects and sold 18 assets or ownership interests for a total gain of
$48.5 million. In addition to its presence throughout Québec, the Fonds immobilier is a partner in some of the largest real estate
projects in the Montréal census metropolitan area (“CMA”). This includes participation in revitalizing the Griffintown
neighbourhood, where residential, office and commercial buildings can be found side-by-side. It is a partner in the HUMANITI
project, the very first project aiming for LEED and WELL certifications in Québec. It is also involved in the construction of flagship
projects Solar and Espace Montmorency, located on Montréal’s South Shore and North Shore, respectively. At the end of its
financial year, it had 53 buildings under management, 47 projects in development or under construction, having a total value of
$3.1 billion, which will support 25,600 jobs, and investments of $70 million in social, community and affordable housing
projects.
Policy for Investment Outside Québec10
Over the years, the Fonds has made investments pursuant to the Policy for Investment Outside Québec that have had significant
economic spinoffs for Québec. During the last financial year, the Fonds invested $69 million under this policy ($51 million in the
prior year). Substantially all of this amount, was invested in four private funds outside Québec, namely : (i) Forbion Capital
Fund IV C.V. a Europe-based investment fund specialized in life sciences; (ii) MKB Partners Funds, Limited Partnership, a
Canadian investment fund specialized in environmental technologies; (iii) Versant Voyageurs I, L.P., an international investment
fund based in North America and Europe specialized in life sciences; and (iv) White Star Capital II Canada, Limited Partnership, an
international investment fund specialized in information technologies, with offices in North America and Europe.
The Fonds’ Investment Network
Since its inception in 1983, the Fonds has built a solid investment network that helps entrepreneurs achieve their ambitions by
giving them access to patient capital based on their needs. A true business, ideas, talent and knowledge hub, this network offers
the Fonds’ partner companies the opportunity to share their concerns with other SMEs, learn from past experiences and forge
new business ties. The Fonds’ investment network, which covers all of Québec, comprises five levels of investment.


The Fonds generally offers $2 million and up for large companies. The Fonds is involved in the financing of mergers,
acquisitions, expansions, new market development or buy-backs, among others.



The Fonds régionaux de solidarité FTQ generally offer capital ranging from $100,000 to $3 million to meet the needs of
businesses in their region.



The local solidarity funds, created by the Fonds and the Québec Federation of Municipalities, generally offer $5,000 to
$100,000 to small businesses.



The Fonds immobilier de solidarité FTQ specializes in real estate investment and development. Its main objective is to
create and protect jobs through the construction or major renovation of office buildings and commercial, industrial,
institutional and residential properties.



The other specialized funds form an investment network in Québec and abroad that invests in assorted industries. The
Fonds’ commitment to this network continued in 2017-2018, with the ongoing goal to facilitate Québec SMEs’ access
to capital in all their stages of development.

10

Since 1998, the Fonds has been authorized by the Minister of Finance of Québec to invest outside Québec provided certain clearly defined
conditions are met, notably with regards to economic spinoffs in Québec. The main groups of eligible investments are private funds outside
Québec, companies impacting the Québec economy and large-scale investment projects (financing for expansion, modernization,
productivity improvement).
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Québec entrepreneurs have access to the entire Fonds investment network through its website. In addition to facilitating the
search for our financing projects and for members of our teams of experts, this one-stop shop for investment provides details
on the Fonds, the regional funds, the local funds and the real estate fund.
The following graph shows the breakdown of the Fonds’ development capital investments based on its various network
components:

INTEGRATED MANAGEMENT OF THE FONDS’ ASSETS
The Fonds implemented the Integrated Financial Assets Management Policy, which applies to all the Fonds’ financial assets. The
objective of this policy is to manage financial assets in an integrated and comprehensive way to ensure sound diversification and
optimal risk-return profile while complying with the mission of the Fonds and meeting the expectations of its stakeholders. The

Integrated Financial Assets Management Policy is complemented by the Investment Policy for development capital investments
managed by the Investments sector and the Other Investments Portfolio Policy for the assets managed by the Other Investments
sector. Assets in the Other Investments portfolio are allocated in a way that is complementary to the Development Capital
Investments portfolio, whose mission is to invest in companies, to obtain, overall, the desired risk-return profile.
The Integrated Financial Assets Management Policy takes into account actual and expected changes in the Fonds’ business,
particularly the expected increase in redemptions due to aging shareholders and the increase in the size of the portfolio of
mission-driven development capital investments, notably as a result of the increase in the investment rule threshold by 2020
(see the “Investment rule” section on page 17 for more details). In fact, the weight of investments disbursed by the Fonds, which
was 54% as at May 31, 2018 (53% as at May 31, 2017), should gradually increase.
Development Capital Investments
During the 2017-2018 financial year, the Fonds continued to deploy the strategic orientations adopted by the Board of Directors
during the 2014-2015 financial year. This deployment took place within the risk management framework implemented a few
years ago by the Investments sector, which helped improve portfolio quality and stabilize return. Furthermore, as previously
mentioned, to ensure meeting on an ongoing basis the evolving needs of the Québec economy and the expectations of its
stakeholders, the Fonds launched, in the second half of the 2017–2018 financial year, a new strategic review aimed more
specifically at its development capital investment activities. This review will continue in the early part of the 2018-2019 financial
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year and the deployment of some new orientations could begin during that financial year. The deployment of these orientations
will take place within the risk management framework already in place in the Investments sector.
To enable risk diversification, the Fonds will continue to allocate its Development Capital Investments portfolio across various
economic sectors, including the real estate sector through the Fonds immobilier de solidarité FTQ. To deliver on its regional and
local commitment, the Fonds will continue to invest in all regions of Québec through the Fonds régionaux de solidarité FTQ and
the local solidarity funds.
The Investments sector’s activities, which support the Fonds’ achievement of its mission regarding development capital
investments in the Québec economy, are integrated in the global perspective defined by the Integrated Financial Assets

Management Policy, which includes the Investment Policy, and vary, among other things, depending on fluctuations of the
investment rule which the Fonds must follow pursuant to its Incorporation Act (for more on this, see the “Investment rule”
section hereinafter).
Generally, the Fonds holds a minority interest in the companies in which it invests. Over the years, this investing approach has
enabled the Fonds to develop extensive knowledge of the various sectors in which it invests. This expertise is highly valued by
its partner companies.
Multidisciplinary teams support our investment specialists with their expertise: legal, tax, business valuation, market study, due
diligence, labour relations and public market departments. A due diligence committee reviews files to identify the associated
risks, taking into consideration the Fonds’ mission. In addition, to deal with more difficult situations, the Due Diligence, Market
and Special Mandates department, together with the Legal Affairs department, very closely monitor investments that entail
greater risk.
To fulfill its Québec economic development and job creation mission, the Fonds invests significantly in the form of unsecured
risk capital (development capital) in companies. To have an accurate idea of the Fonds’ efforts in Québec’s economic
development, we must go beyond the image given by the portfolio as at a specific date and look at amounts invested in the form
of unsecured risk capital (development capital) over a certain period.
As the following graph illustrates, during the financial year 2009 to 2018, i.e. a 10-year period, the Fonds has committed
$6.1 billion of unsecured risk capital (development capital) to companies. Of this amount, $2.1 billion has been invested in
venture capital 11 either directly in private companies ($1.1 billion) or indirectly in private funds ($1.0 billion) in Québec and
Canada. The investments made by the Fonds in private funds have had a structuring effect on the Québec venture capital
industry and allowed these private funds to raise several additional billions of dollars.

11

Venture capital comprises high-risk investments made directly or indirectly by the Fonds in companies in the start-up or early development
stage, particularly in the new economy sector.
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Other Investments
In managing assets not invested in partner companies (presented under “Other Investments” in the financial statements), the
Other Investments sector is governed by the Other Investments Portfolio Policy, which forms an integral part of the Integrated

Financial Assets Management Policy. The objective of the Other Investments Portfolio Policy is to optimize the Fonds’ risk-return
profile, diversify development capital investments and provide sufficient liquidities for the Fonds to meet all its obligations.
As at May 31, 2018, the Other Investments portfolio consists of the cash and money market, bonds, shares and international
infrastructure funds. The assets of the Other Investments portfolio are managed internally by a team of specialists and externally
by specialized managers. The internal team of specialists manages the cash and money market portfolio and a portion of the
bonds portfolio. Management of the internal bonds portfolio ($2.3 billion in assets as at May 31, 2018), which had been
outsourced to an external manager on an interim basis, has been backsourced to the Fonds in fall 2017. In addition, the Fonds
disposed of its investments in companies that own coal reserves for energy purposes and added these companies to its list of
excluded stocks and bonds.
In addition, to improve the overall performance of these portfolios, the Fonds’ specialists have a discretionary limit to implement
tactical strategies on the market; these transactions must comply with the Other Investments Portfolio Policy and the guidelines
authorized by the Financial Assets Management Committee.
The Fonds retains the services of external specialized managers to manage all the shares and to actively manage a portion of its
bond assets. An active approach is adopted by the external managers for Canadian shares, while a passive approach, including
the replication of alternative beta indexes, is preferred for managing the global shares. International infrastructure funds are
also managed externally.
As part of managing its assets, the Fonds may use derivative financial instruments to facilitate the management of portfolios,
increase its revenues, manage its market risks, modify asset allocation and manage foreign exchange hedging. The use of
derivative financial instruments is governed by a guideline and risk budgets. In addition, the internal investment manager is
authorized to manage tactical allocation and market opportunities portfolios in accordance with predetermined risk budgets that
have been approved by the appropriate governing bodies.
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INVESTMENT RULE
The investment rule, set out in the Fonds’ Incorporation Act, stipulates that the Fonds’ qualified development capital investments
must respect the minimum threshold of the investment rule at the end of each financial year. As at May 31, 2018, this minimum
threshold was 63% of the Fonds’ average net assets of the previous financial year. The Fonds may invest the remaining assets in
other financial vehicles for asset diversification and sound management purposes. The calculation method for the investment
rule is based on the value of the Fonds’ assets, which depends in part on interest rate fluctuations and on stock market
performance and the economy in general. It should be noted that it was announced that the investment rule threshold would be
gradually raised (by 1% per year starting in 2016) to 65% in 2020.
If the Fonds does not meet the investment rule minimum threshold, issues of shares giving rise to labour-sponsored fund tax
credits for the following financial year are limited to a prescribed percentage of the total value of the shares issued during the
previous financial year, except for shares acquired through payroll deduction or by employer contributions set out in agreements
concluded before the end of the prior year.
As at May 31, 2018, the value of the average qualified investments12 was $7.8 billion or 67.7% of the average net assets of the
previous financial year (compared to 65.7% as at May 31, 2017). Since the minimum threshold of the investment rule was
reached as at May 31, 2018, the amount of share issues giving rise to labour-sponsored fund tax credits for the 2018-2019
financial year will not be limited by the investment rule.
As at May 31, 2018, in addition to the investment rule, the Fonds complied with all other limits and rules set out in its
Incorporation Act. The Fonds expects to comply with all the limits and rules set out in its Incorporation Act over the next several
years.

RECENT DEVELOPMENTS
Since the most recent annual MD&A as at May 31, 2017, no significant developments have affected the Fonds.

12

These investments include funds committed but not disbursed as well as guarantees and suretyships.
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PAST PERFORMANCE
This section presents past returns to the shareholder. The past performance of the Fonds does not necessarily indicate how it
will perform in the future.

YEAR-BY-YEAR RETURNS TO THE SHAREHOLDER
The following chart show the annual return to the shareholder and illustrates how such return has changed from period to
period for the last 10 financial years ended May 31.

The return to the shareholder is calculated by taking into account the non-annualized change in the value per share over the
relevant financial year.

ANNUAL COMPOUND RETURNS TO THE SHAREHOLDER
At the current value of $40.73 per share, a shareholder who has invested at the beginning of each of the periods indicated below
earns the following annual compound returns:

The annual compound return to the shareholder is calculated by taking into account the annualized change in the value per
share over each of the periods indicated.
Since the inception of the Fonds, the annual compound return to the shareholder has been 4.3%.

ANNUAL COMPOUND RETURNS TO THE SHAREHOLDER (INCLUDING TAX CREDITS)
A shareholder who would have invested an equal amount each year through payroll deduction would have earned, at the current
value of $40.73 per share and including the Québec and federal labour-sponsored tax credits (15% at the Québec level and 15%
at the federal level, except for the 2015 tax year, for which it was 10% at the federal tax level), an annual compound return of
17.8% and 14.0% for a 7-year and 10-year period, respectively. In addition to this return, the shareholder can receive additional
tax benefits if he transfers his Fonds shares to an RRSP.
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SUMMARY OF INVESTMENT PORTFOLIO
As at May 31, 2018, the Fonds’ assets under management were comprised of the following categories of the Development
Capital Investments and Other Investments portfolios:

The following table presents the issuers of the top 25 positions held by the Fonds as at May 31, 2018, of which 19 are part of
the Development Capital Investments portfolio and 6 are part of the Other Investments portfolio. When the Fonds holds more
than one class of securities of an issuer in the Development Capital Investments portfolio, those classes are aggregated.
However, for the Other Investments portfolio, debt and equity securities are not aggregated.

This summary of investment portfolio may change due to the transactions of the Fonds.

13

Despite their relatively important weight in the overall portfolio of the Fonds, these issuers do not constitute a significant concentration risk
given the large number of investees.

14

Includes all the Fonds’ investments in SSQ, Life Insurance Company inc. and SSQ, Mutual Holding inc.
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TRENDS AND OUTLOOK
TRENDS IN THE VENTURE CAPITAL INDUSTRY
According to the Canadian Venture Capital and Private Equity Association, (“CVCA”), $3.5 billion of venture capital was invested
in Canada in 2017 in 592 transactions compared to $3.2 billion in 530 transactions in 2016, representing a 9.4% increase in
dollars.
Investment activity in this sector in Québec experienced significant growth once again in 2017. Québec grew its market share to
37% (from 31% in the prior year), with investments of $1.3 billion in 180 transactions, compared to $1.0 billion in
164 transactions in 2016, up 30% in dollars. Québec’s contribution is right behind Ontario’s, which represented 40% of
investments ($1.4 billion). Once again this year, we can reasonably believe that the presence of development capital investment
funds such as the Fonds contributed to the success of Québec.
The information technology and communications sector was the most active (89 transactions in Québec totalling $860 million),
followed by the life sciences sector (43 transactions in Québec totalling $326 million). These two sectors accounted for 90% of
venture capital investments in Québec.
According to the CVCA 15, in 2017, the Fonds ranked second among venture capital investors in Québec based on amounts
invested, with $520 million, just behind BDC Capital, with $521 million. In terms of development capital, the Fonds was the most
active investor based on the number of transactions (128) and ranked second based on the amount of the transactions.

TRENDS IN THE SAVINGS MARKET AND RRSP
The last Québec budget, tabled on March 27, 2018, proposed measures to improve the well-being of families. The government
will continue to enhance tax relief for first home purchases, a measure aimed in particular at encouraging access to home
ownership and thereby reducing the debt levels of Québec households, which reached a historical high of 155.3% in 2016
(155.0% in 2015). But these levels do not indicate that most households are in a precarious situation. Low interest rates, despite
the recent small hikes, and the strong performance of the job market help keep the financial situation of Québec households
stable.
This financial stability seems to be reflected in particular in the average savings rate of Québec households. For a second
straight year, the savings rate was 5.0% or more (5.0% in 2016 and 5.2% in 2015). For RRSPs specifically, Statistics Canada
indicates that the number of contributors in Québec has held steady for these two years (1.55 million in 2016 compared to
1.53 million in 2015). In addition, according to an annual survey conducted by SOM, term savings products and mutual funds
were among the most popular products that Quebecers selected for their RRSPs over the last three years. The situation appears
to be the same for TFSAs; the number of contributors in Québec (1.52 million in 2016) did not vary significantly compared to
2015 and 2014.
It is clear that efforts to raise awareness and encourage Quebecers to save more remain at the centre of the Fonds’ priorities,
particularly with regard to young people. In addition, in a context where the average age of the population is reaching new
highs, the Fonds will further focus on enhancing the support it provides its savers as they transition toward retirement. As such,
for the 2018-2019 financial year, we believe that the Fonds, with its economic development mission, will continue to be an
advantageous choice for anyone looking to contribute to an RRSP, especially in light of its tax credits, which always represent a
distinctive benefit, the competitive return of its shares and the engagement of its LR network.

15

It should be noted that the statistics regarding the Fonds presented above are compiled by the CVCA and do not correspond to the amounts
presented elsewhere in the MD&A, particularly due to the following: i) the Fonds presents its investment amounts on an commitment basis,
while the CVCA presents its statistics on a disbursement basis; ii) the Fonds presents its investment amounts for the 12-month period ended
May 31, 2018, while the CVCA’s statistics cover the calendar year ended December 31, 2017; and iii) the Fonds only presents its share of the
transactions, whereas the CVCA compiles the total amount of transactions.
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FONDS OUTLOOK16
Based on current economic and financial outlooks, and given its mission and investment strategies, the Fonds is anticipating an
average annual net return of 2.5% to 3% on a long-term horizon. This return does not take into account the tax credits granted
to shareholders upon purchasing shares of the Fonds and is subject to volatility on a six-month and annual basis.
While the Fonds is confident it will reach its return objective over a long period, the annual return depends on current economic
conditions and the ups and downs of the stock and financial markets. Therefore, the Fonds’ return for the 2018-2019 year will
be influenced by stock and financial market returns. The return for private securities is also linked to the overall performance of
the economy and may be lower than their historic average returns, particularly because of an increase in the cost of credit,
adverse impact of economic conditions, the volatility of the Canadian dollar compared to the U.S. dollar and the effects of
foreign competition. As mentioned previously, the ongoing review of the Fonds’ strategic orientations will enable it to continue
increasing its socioeconomic impact and to optimize its current activities in the short and medium term and to evolve its
business model in the longer term; this could increase the ratio of total operating expenses to average net assets for the 20182019 financial year compared to the ratio for the 2017-2018 financial year.

RISK MANAGEMENT
Sound risk management practices are vital to the success of the Fonds. We manage our risks within a framework taking into
account the nature of our activities and the risks we can reasonably assume considering the desired risk-return profile and
stakeholder expectations. To that end, we capitalize on a structured process to identify, measure and control the significant
risks with which we must contend.

Note to readers: The following paragraphs and the sections on market risk, credit and counterparty risk and liquidity risk form
an integral part of the financial statements on which an unmodified opinion was expressed in an independent auditors’ report
dated June 28, 2018.
The Fonds manages all its financial instruments in an integrated, comprehensive manner in accordance with the standards set
out in the Integrated Financial Assets Management Policy. The Integrated Financial Assets Management Policy is complemented
by the Investment Policy for the development capital investments managed by the Investments sector and by the Other

Investments Portfolio Policy for the assets managed by the Other Investments sector. All these policies fall under the umbrella of
the Sustainable Development Framework Policy and the Integrated Risk Management Policy. These policies, which were adopted
by the Board of Directors, set goals, guidelines and several limits so that the Fonds’ management can ensure that the target
risk-return profile is reached. The Fonds may use derivative financial instruments to facilitate the management of portfolios,
increase its revenues, manage its market risks, modify asset allocation and manage foreign exchange hedging. The use of
derivative financial instruments is governed by a guideline and risk budgets.
During the year ended May 31, 2018, the Fonds continued to implement its integrated risk management framework. This
process, which was undertaken a few years ago, is essentially aimed at providing the Fonds’ management with an overall vision
of all risks to ensure that they are all managed in accordance with their degree of importance. The Fonds’ integrated risk profile
had enabled prioritizing the key financial and non-financial risks of the Fonds, before and after considering the effectiveness of
the controls implemented to mitigate the Fonds’ exposure to these risks. Afterwards, a mitigation strategy was developed for
some of these risks, and action plans were developed and began to be deployed. The qualitative statements related to the risk
appetite and tolerance framework were updated during the year. In addition, the Fonds produces on a quarterly basis a risk
scorecard. This scorecard, which is integrated into its corporate scorecard, enables management to monitor the development of
risks related to its business objectives and strategies.
In the normal course of business, the Fonds is exposed to various risks; the main risks are presented in the following sections.

16

The outlook presented in this MD&A reflects the Fonds’ expectations with respect to future events, based on information available to the
Fonds as at June 28, 2018, and presupposes certain risks, uncertainties and assumptions. Many factors, several of which are beyond our
control, may cause the Fonds’ actual results, performance, or achievements to differ materially from explicit or implicit expected future
results, performance, or achievements.
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MARKET RISK
Market risk is the risk of a financial loss arising from a change in the fair value of financial instruments as a result of their
exposure to financial markets. More specifically, this risk varies with financial market conditions and certain parameters of these
markets, such as volatility, which may lower the value of the Fonds’ financial assets and thus have a negative impact on its
balance sheet and results. Difficult economic or financial conditions may have a negative impact on the value of the Fonds’
shares.
In selecting its integrated and overall financial asset allocation, the Fonds takes into account three types of market risk, namely
interest rate risk, stock market risk and foreign exchange risk. More specifically, the Fonds manages market risk by allocating its
financial assets across several asset classes. In addition, it invests in various industries and geographic areas, within the limits
allowed by its Incorporation Act.

INTEREST RATE RISK
Interest rate risk is the risk that the fair value or future cash flows of a financial instrument change as a result of fluctuations in
bond interest rates (Canada bond rates and credit spreads).
The Fonds is exposed to this risk as interest rate fluctuations have a direct impact on the fair value of bonds held in the Other
Investments portfolio and of some bonds held in the Development Capital Investments portfolio. This risk is however partly
controlled through the active management of a portion of the bonds portfolio, whereby the portfolio exposure in terms of
maturities and issuers is regularly revised based on anticipated changes in interest rates and credit spreads.
The Fonds performs sensitivity analyses to specifically inform management that a material level of interest rate risk exposure has
been reached. The following table presents a sensitivity analysis for the interest rate risk to which the Fonds’ financial assets are
exposed.
Sensitivity of the Fonds’ Results to Interest Rate Risk

*

This analysis is performed on bonds held by the Fonds presented under Other Investments in the financial statements and some bonds
presented under Development Capital Investments in the financial statements. In this analysis, the impact on results takes into account the
use, if any, of interest rate forward and futures contracts aimed at protecting assets.

Also, to inform management that a material level of interest rate risk exposure has been reached, the Fonds classifies its
interest-rate-sensitive financial instruments based on their terms to maturity. This classification is based on contractual
maturities. For information about this classification, please refer to the “Breakdown by maturity” section of Note 6, “Other
investments”, to the financial statements, which presents separate breakdowns by maturity for bonds, money market
instruments and derivative financial instruments, and to the “Breakdown by maturity of loans, bonds and advances at fair value”
section of Note 7, “Development capital investments”.

STOCK MARKET RISK
Stock market risk is the risk that the fair value of a financial instrument changes as a result of price fluctuations on stock
markets. Stock market fluctuations affect the Fonds’ financial assets as they have a direct impact on fair value measurement of
listed shares.
The Fonds retains the services of specialized managers to manage all the listed shares held in the Other Investments portfolio
and some listed shares held in the Development Capital Investments portfolio. An active approach is adopted by the external
managers for Canadian shares, while a passive approach, including the replication of alternative beta indexes, is preferred for
managing the global equities portfolios.
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The Fonds performs sensitivity analyses to specifically inform management that a material level of stock market risk exposure
has been reached. The following table presents a sensitivity analysis for the stock market risk to which the Fonds’ listed shares
are exposed.
Sensitivity of the Fonds’ Results to Stock Market Risk

*

This analysis is performed on listed shares held by the Fonds presented under Development Capital Investments and Other Investments in the
financial statements. In this analysis, the impact on results takes into account the use, if any, of stock index futures.

FOREIGN EXCHANGE RISK
Foreign exchange risk is the risk that the fair value of a financial instrument denominated in a foreign currency changes as a
result of exchange rate fluctuations.
Exchange rate fluctuations have an impact on the securities denominated in foreign currencies held by the Fonds that are
translated into Canadian dollars at the prevailing exchange rate. Exchange rate fluctuations also have an impact on the results of
certain companies in which the Fonds has invested. The net impact of an appreciation or a depreciation of the Canadian dollar
against other currencies may be negative or positive for these companies, depending on whether they are importing or exporting
goods or services.
In general, the Fonds has not been hedging its currency exposure for a few years. For the Fonds, the currency hedging ratio for a
specific portfolio is determined based on a risk-management-oriented approach and not on the enhancement of returns. A
currency exposure generally brings a diversification effect that reduces volatility and protects the capital of financial assets in
bear markets. However, when capital protection is limited in an environment in which the Canadian dollar is greatly undervalued
against the U.S. dollar, the Fonds implements a complementary overlay hedging strategy with respect to the financial assets
denominated in U.S. dollars held in the global shares portfolios of the Other Investments sector. The overall foreign exchange
risk management strategy enables the Fonds to meet its current financial objectives and its risk appetite and tolerance, as set
out in the Integrated Financial Assets Management Policy.
The Fonds performs sensitivity analyses to specifically inform management that a material level of foreign exchange risk
exposure has been reached. The following table presents a sensitivity analysis for the foreign exchange risk to which the Fonds
is exposed with respect to the securities denominated in foreign currencies it holds.
Sensitivity of the Fonds’ Results to Foreign Exchange Risk

*

This analysis is performed on securities denominated in foreign currencies held by the Fonds presented under Development Capital
Investments and Other Investments in the financial statements. In this analysis, the impact on results takes into account the use, if any, of
foreign currency forward contracts.

Also, to inform management that a material level of foreign exchange risk exposure has been reached, the Fonds calculates its
net exposure to currencies as a percentage of assets under management.
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Fonds’ Net Exposure to Currencies*

*

This classification takes into account all the securities held by the Fonds presented under Development Capital Investments and Other
Investments in the financial statements. It also takes into account the use, if any, of foreign currency forward contracts. However, it does not
take into account funds committed but not disbursed amounting to $199 million ($189 million as at May 31, 2017) and denominated in
foreign currencies, mainly in U.S. dollars.

SENSITIVITY

OF THE

FONDS’

RESULTS TO MARKET RISK RELATED TO UNLISTED FINANCIAL INSTRUMENTS IN DEVELOPMENT

CAPITAL INVESTMENTS
The value of unlisted financial instruments in development capital investments is established using approved and accepted
valuation techniques. These techniques are based on a set of assumptions that take into account market conditions as at the
valuation date, such as economic growth and credit spreads, but also other assumptions specific to each investment. For
information about sensitivity analyses on unlisted financial instruments in development capital investments, please refer to the
“Sensitivity of the fair value of financial instruments categorized within Level 3” section of Note 9, “Fair value of financial
instruments”, to the financial statements.

CREDIT AND COUNTERPARTY RISK
Credit risk is the potential for loss due to the failure of a partner company (financial instruments presented under Development
Capital Investments), issuer or counterparty in a transaction (financial instruments presented under Other Investments) to
honour its contractual obligations or due to a deterioration in its financial position. The Fonds also includes concentration risk in
this risk.
The Fonds’ exposure to credit risk results mainly from its mission-driven development capital investments, which are generally
unsecured. This risk is usually lower for other investment activities since the counterparties involved (governments, banks, etc.)
typically are financially stronger. The Fonds is also exposed to credit risk as a result of its accounts receivable. However, the
potential impact of such exposure is low given the amounts involved. The maximum exposure to credit risk related to the
above-mentioned financial instruments corresponds to their fair value on the balance sheet, plus funds committed but not
disbursed as well as guarantees and suretyships.
The Fonds manages the credit risk related to its development capital investments in several ways, including carrying out a due
diligence review to ensure that the credit risk level is acceptable, supporting partner companies throughout their development
and monitoring on an ongoing basis investments in companies either held directly or through specialized funds.
The Fonds regularly re-examines the status of its development capital investments to ensure that they are adequately classified
in one of the following three categories: compliant with internal criteria, under watch or in turnaround. To deal with the more
difficult situations, an internal committee closely monitors investments that involve greater credit risk.
Classification of the Development Capital Investments Portfolio (including funds committed but not disbursed)

Issuer and counterparty credit ratings and compliance with exposure limits by borrower or counterparty contribute to the sound
management of the credit and counterparty risk of the Other Investments portfolio and to the diversification of assets. These
criteria (concentration limits by credit rating), which are set out in the Other Investments Portfolio Policy, are based on the risks
specific to each asset class and reduce the risk that our results will be materially affected in the event of a payment default.
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The following table presents the breakdown of bonds, money market instruments and over-the-counter derivative financial
instruments included in the Other Investments portfolio by credit rating as at May 31, 2018 and May 31, 2017.
Classification of Bonds, Money Market Instruments and Over-the-Counter Derivative Financial Instruments included in the Other
Investments Portfolio)

*

Presents credit quality using the Dominion Bond Rating Services (DBRC) rating scale.

Over-the-counter derivative financial instruments held in the Other Investments portfolio expose the Fonds to counterparty risk.
To limit its exposure to counterparty risk, the Fonds ensures that transactions related to over-the-counter derivative financial
instruments held in the Other Investments portfolio are carried out under an International Swaps & Derivatives Association Inc.
(ISDA) master agreement and entered into with recognized financial institutions.

CONCENTRATION RISK
Concentration risk is the risk that a significant portion of the Fonds’ financial commitments is attributable to a specific issuer,
financial product, industry or geographic area, which could put the Fonds in a vulnerable position in the event that such issuer,
product, industry or area experiences difficulties.
The Fonds maintains a sound diversification of its assets through the Integrated Financial Assets Management Policy, which is
complemented by the Investment Policy for development capital investments and by the Other Investments Portfolio Policy for
the assets managed by the Other Investments sector. Compliance with these policies enables managing the concentration risk
associated with the exposure to an issuer or group of issuers with common characteristics (industries, class of securities, credit
ratings, etc.).
Concentration by issuer

*

The portion attributable to investments that do not constitute a high concentration risk given the large number of investees represented 11.3%
as at May 31, 2018 (11.9% as at May 31, 2017).

**

All these securities are issued or guaranteed by government issuers (Canada or provinces).

The summary of investment portfolio presented previously also discloses relevant information on concentration risk.
To enable asset diversification, the Fonds ensures to allocate its Development Capital Investments portfolio across various
industries. More specifically, the Fonds approves on an annual basis targets by industries, in keeping with its internal structure.
These targets are set using a risk allocation mechanism. It should be noted that the actual results may however differ from the
industry targets determined based on the investment opportunities on the market. Based on an optimal risk level defined by the
Fonds for this portfolio as a whole by considering its mission, the risk allocation mechanism facilitates a more effective
monitoring and control of the portfolio profile and sector allocation by risk level. The risk-return balance of this portfolio is
achieved through a sector-based risk allocation mechanism that takes into account the higher risk of our investments in certain
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sectors. The risk allocation mechanism and the sector-based allocation of the Development Capital Investments portfolio are
determined by taking into account funds committed but not disbursed. In some cases, the terms of the agreements could allow
the Fonds not to disburse these committed funds, which protect the Fonds against additional risks.
Given the Québec economic development mission of the Fonds, the Development Capital Investments portfolio consists primarily
of Québec-based companies. The return of the Development Capital Investments portfolio is therefore highly influenced by the
economic conditions prevailing in Québec. As a result, the Fonds seeks some level of geographic diversification through its
Other Investments portfolio governed by the Other Investments Portfolio Policy, which forms an integral part of the Integrated

Financial Assets Management Policy. In addition to allowing for the diversification of development capital investments, the Other
Investments Portfolio Policy aims at optimizing the Fonds’ risk-return profile and providing the liquidity that the Fonds needs to
meet all its obligations.

LIQUIDITY RISK
The Fonds must make disbursements on a daily basis—in particular when it redeems shares held by its shareholders, disburses
amounts it committed to invest in partner companies, reimburses notes payable and pays expenses. The Fonds is required to
redeem its shares only in the circumstances set out in its Incorporation Act, or to purchase them by agreement in exceptional
situations provided under a policy adopted for such purpose by the Board of Directors and approved by the Minister of Finance
of Québec.
The Fonds must be able to obtain the liquidity required to meet its commitments. Liquidity risk is therefore related to the
potential for loss due to its inability to meet such commitments. In some cases, securities acquired on the market can be subject
to resale restrictions, which may reduce their liquidity.
The Fonds’ Incorporation Act provides that part of the financial assets of the Fonds may be invested in marketable securities on
organized markets, such as stock and bond markets, so it can easily obtain cash. The Fonds also has access to a bank line of
credit for additional liquidities.
As at May 31, 2018, liquid financial assets, comprised of fixed-income securities (cash, money market and bonds) as well as
listed shares held in the Other Investments portfolio and some listed shares held in the Development Capital Investments
portfolio, amounted to $8.0 billion ($7.5 billion as at May 31, 2017). This amount represents 55.2% of assets under management
as at May 31, 2018 (56.6% as at May 31, 2017), demonstrating, in management’s opinion, that the Fonds has the required
liquidities to fulfill all its obligations and commitments, even under potential scenarios that would be less favourable to it.
To manage its liquidity risk, the Fonds also performs scenario simulations over several horizons and analyzes events that may
lead to a liquidity crisis. These scenario simulations enable the Fonds to ensure it has sufficient liquidities in any circumstances.
Contractual maturities analysis is also a component of liquidity and financing management. However, this breakdown by
maturity is not necessarily representative of how the Fonds manages its liquidity risk and its financing requirements.
The following table presents the contractual cash flow maturities for non-derivative financial liabilities, derivative financial
liabilities and other items.
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Contractual Maturities

a

The notes arising from excess liquidities of regional, local and real estate funds and some other specialized funds are repayable on demand
and, as such, have been classified as “On demand”. The notes balance increases or decreases based on the investment and divestiture activities
of these funds and has not exposed the Fonds to significant annual net disbursements to date.

b

Accounts payable excludes derivative financial liabilities.

c

Share redemptions payable represents all amounts payable to shareholders for which a share redemption request was being processed and no

d

Most of the funds committed but not disbursed have a maximum disbursement maturity date. However, they may be called on demand and, as

amount had yet been disbursed at the end of the financial year or the six-month period.
such, are classified as “On demand”. In some cases, the terms of the agreements could allow the Fonds not to disburse these committed funds.
Although the entire amount of funds committed but not disbursed is classified as “On demand”, the amount that the Fonds will have to
disburse over the next 12 months will be less, as the calls for payment from specialized funds to which the Fonds has committed are usually
spread over several years. For instance, funds committed but not disbursed gave rise to disbursements of $683 million during the last
12 months.
e

Guarantees and suretyships are irrevocable commitments and are classified as “On demand”. However, in the current conditions, management
believes it is unlikely that the Fonds will have to disburse amounts for guarantees and suretyships.
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OPERATIONAL RISK
Inherent to all of the Fonds’ activities, operational risk is the risk of sustaining losses as a result of the inadequacy or failure of
certain processes or systems in place or due to human factors or external events. This risk also includes legal risk, regulatory
compliance risk and cybersecurity risk.
The Fonds manages operational risk by ensuring that policies, standards and procedures are implemented and effective. Control
principles and mechanisms are monitored and periodically revised with a view to continuous improvement. The Fonds’
operational risk management and the effectiveness of its management framework are underpinned by the following guiding
principles:


A culture of integrity;



Competent, well-trained staff;



Identification of succession for critical positions and knowledge transfer programs;



Segregation of incompatible duties;



Adoption of a concept of independence inspired by the guidelines of the Canadian Securities Administrators and

Regulation 52-110 respecting Audit Committees, under which an independent member is independent from the Fonds,
the FTQ and its affiliated unions;


Delegation of decision-making authority to Investment Committees whose majority of members are independent;



Monitoring of the development capital investment valuation process;



Monitoring of the due diligence review process;



Monitoring of financial fraud risk;



Framework program of financial compliance;



Framework program of regulatory compliance;



Internal audit function;



Monitoring of technology development and information security;



Business continuity program, in the event of business interruption;



Ongoing monitoring of changes in applicable legislation, regulations and standards, including the Fonds’ compliance
therewith, and ongoing monitoring of market best practices;



Risk identification and assessment when new products or activities are implemented.

Codes of ethics and conduct define, among other things, the rules of conduct to be followed by management and unionized
personnel as well as directors to avoid, for instance, conflict of interest situations. All employees must, in the execution of their
duties, put the interests of the Fonds ahead of their own or those of third parties. They must also avoid placing themselves in a
conflict of interest situation, either real, potential or apparent. The codes of ethics and conduct prohibit, among others, certain
personal trading deemed conflictual, including receiving certain gifts and using any advantage, information or interest related to
the Fonds that would be incompatible with the professional duties and responsibilities of an employee. In addition, the codes
forbid the disclosure by directors and employees, for purposes other than the execution of their duties, of confidential
information obtained through such execution. Each year, all employees and directors must complete a statement of interests
held and a statement on the compliance of their conduct with the code. The employees’ code refers to an ethics hotline managed
by an accounting firm that allows employees to report cases considered as non-compliant with the code and related to financial
or accounting information or illegal acts. The Fonds also adopted a Financial Fraud Prevention and Reporting Policy on June 29,
2017, and all the Fonds employees attended a training session on that topic.
Due to emerging information security risks, the Fonds implemented over the years several oversight and control mechanisms to
manage cybersecurity risks. An information security master plan was established and continued to be deployed by a team of
experts, which ensures the development and execution of this master plan.
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STRATEGIC RISK
Strategic risk, which also includes competitive risk and risk associated with regulatory changes, refers to the possibility of
incurring losses as a result of ineffective strategies, lack of integrated business strategies or the inability to adapt the strategies
to changes in the business environment.
As the Fonds operates in a highly regulated environment, this risk is managed through monitoring and strategic and operational
planning processes that seek input from all levels of the organization; the resulting plans are submitted to the Board of Directors
for approval. The Management Committee periodically monitors the business plans and strategic objectives of the Fonds and
each sector. Any strategic decision or change to the Fonds’ already adopted orientations that could have a material impact is
authorized beforehand by the appropriate governing bodies, based on the powers delegated to them.

REPUTATION RISK
Reputation risk is the risk that negative information, whether founded or unfounded, will cause expenses, revenue losses, a
decrease in liquidity or a decline in the customer base.
The Fonds controls and manages reputation risk through the following, among others: proper training, legal and financial due
diligence reviews for all its development capital investments, sound governance practices, the application of policies and
procedures, the existence of an Integrated Risk Management Advisory Committee and ownership of the codes of ethics and
conduct by all management and unionized personnel as well as directors. The Fonds is a responsible corporate citizen that takes
ethical, social and environmental aspects into consideration when making investment decisions. In that respect, the Fonds
implemented the Sustainable Development Framework Policy a few years ago. The Fonds also has a voting rights policy with
regards to public companies and a code of conduct for international business dealings. The Fonds also ensures that any financial
information released outside the organization is accurate and validated beforehand.
The Fonds has had for a few years a Disclosure Policy concerning all financial and non-financial information issued and/or
disclosed externally and the information that is communicated internally to a large number of employees. The main objectives of
this policy are to provide a disclosure framework and standards, to ensure that information disclosed is rigorously prepared and
validated, to make the Fonds’ employees aware of disclosure principles, and to specify the roles and responsibilities of the main
participants in the disclosure process.
The application of this policy is monitored by a Disclosure Committee comprised of employees of the Fonds. The main
responsibilities of this Committee are to set disclosure guidelines, to implement, keep up to date and enforce the Disclosure

Policy, and to ensure that relevant and effective disclosure controls and procedures are in place. The Disclosure Committee
reports on its activities to the Audit Committee.
Given the growing use of social media by the Fonds and its employees, the Fonds has had a Social Media Policy for a few years.
This policy governs the use of these tools to prevent any harm or damage to the image or the reputation of the Fonds resulting
from such use.

GOVERNANCE
The Fonds pays special attention to governance rules both for its investments, for which it requires a transparency, integrity and
sound governance framework, and for its own corporate governance. The Fonds believes that implementing and maintaining
sound governance practices are essential to managing an organization and reinforce the confidence of investors and its various
stakeholders, including shareholders, the federal and provincial governments, the Autorité des marchés financiers (“AMF”),
socioeconomic players in the various regions of Québec and companies impacting the Québec economy.
The Management Committee, comprised of the President and Chief Executive Officer and executives, is responsible for the
overall management of the Fonds’ operations. The governance structure that supports the Fonds is as follows:
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KEY GOVERNING BODIES
BOARD OF DIRECTORS
The Board of Directors carries out the following duties:


Ensuring the Fonds’ mission, Incorporation Act and any other law it is subject to are followed while adhering to its
values of solidarity and responsibility;



Approving the main directions, policies and business strategies of the Fonds, notably in regards to integrated financial
assets management and integrated risk management;



Ensuring there are controls over the Fonds’ management, including over risk management, and ensuring a culture of
integrity;



Approving investment recommendations for which it is responsible and monitoring them;



Ensuring that the Fonds, as an investor, behaves as a socially responsible entity;



Evaluating the Fonds’ performance on a regular basis.

Members of the Board of Directors are appointed or elected according to the rules set out in the Fonds’ Incorporation Act. In
carrying out its mandate, the Board delegates part of its responsibilities to boards and committees to support it in maintaining
the highest standards. The Fonds’ committees regularly report on their activities to the Board of Directors.

EXECUTIVE COMMITTEE
The Executive Committee is composed of at least seven directors, including i) the Chairman of the Board of Directors, ii) the First
Vice-Chair of the Board of Directors, iii) the President and Chief Executive Officer, iv) a member appointed by the FTQ, and v) the
Presidents of the Investment Committees for the Traditional, New Economy and Real Estate sectors.
This committee may only deliberate or make decisions if a majority of independent members are present. It may exercise all the
powers of the Board of Directors with the exception of distributing shares, granting options, dismissing or replacing directors,
declaring or authorizing dividend payments, and adopting, amending or revoking bylaws. In exceptional cases, for instance
where urgency so requires, the Executive Committee may authorize an investment after such investment has received a
favourable recommendation from an Investment Committee.

GOVERNANCE AND ETHICS COMMITTEE
The Governance and Ethics Committee is composed of at least three members appointed by the Board of Directors of the Fonds,
including a member appointed by the FTQ, a majority of which must be independent. The Chair of the committee, who must be
independent, is selected by the Board of Directors. The Vice-Chair of the committee, also selected by the Board of Directors,
must be one of the members appointed by the FTQ.
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This committee is responsible for supporting the Board of Directors in the implementation of a continuing education and selfassessment program, in addition to the overall aspects of the Fonds’ general governance, in particular with respect to
appointments to the governing bodies of the Fonds. More specifically, it determines the terms and conditions for the election of
members of the Board of Directors at the shareholders’ meeting. It also ensures, with the Fonds’ management, that directors,
governing body members and all employees of the Fonds maintain on an ongoing basis ethical culture and practices. The
Governance and Ethics Committee also reviews certain continuous disclosure documents to be filed with the AMF or distributed
to shareholders.

HUMAN RESOURCES COMMITTEE
The Human Resources Committee is composed of at least three members appointed by the Board of Directors of the Fonds,
including a member appointed by the FTQ, a majority of which must be independent. The Chair of the committee, who must be
independent, is selected by the Board of Directors. The Vice-Chair of the committee, also selected by the Board of Directors,
must be one of the members appointed by the FTQ.
This committee is tasked with overseeing general human resources practices and ensuring proper orientation with respect to
compensation, performance and succession planning for the Fonds and its network, in particular the real estate fund, the
regional funds and the local funds. More specifically, the committee: i) proposes to the Board of Directors the appointment of the
President and Chief Executive Officer, his employment conditions and his remuneration, and assesses his performance; ii)
examines with the President and Chief Executive Officer issues related to the compensation of the Fonds’ management and
participates in management’s assessment and succession planning; and iii) oversees the negotiation of the collective agreement
with the Fonds’ employees.

AUDIT COMMITTEE
The Audit Committee is composed of at least three members of the Board of Directors, who must all be independent in
accordance with the Fonds’ Incorporation Act and Regulation 52-110 respecting Audit Committees.
This committee’s mandate includes i) recommending for approval by the Board of Directors the audited financial statements; the
MD&A; the audited annual statement of development capital investments, at cost; the unaudited annual statement of other
investments; and the unaudited annual index of the share of the Fonds in investments made by the specialized funds, at cost; ii)
approving the principles for valuing development capital investments and receiving the Valuation Committee’s report; iii)
enquiring about the effectiveness of internal controls implemented by management; iv) enquiring about the compliance and risk
management process for preparing the Fonds’ financial statements and providing feedback; and v) monitoring the deployment of
the fraud prevention program. The Audit Committee also ensures the Fonds complies with the laws, regulations and agreements
that govern its operations and that may have a material financial impact. The Audit Committee makes recommendations to the
Board of Directors when necessary. An internal audit function, which is mandated by the Audit Committee, is in place, which
allows benefiting from an independent assurance function.

INTEGRATED RISK MANAGEMENT COMMITTEE
The Integrated Risk Management Committee is composed of at least five members appointed by the Board of Directors of the
Fonds, a majority of which must be independent, and includes at least: i) three independent members of the Board of Directors,
of which one must be the Chair of the Financial Assets Management Committee; and ii) two members appointed by the FTQ. The
Chair of the committee, who must be an independent director, is selected by the Board of Directors. The Vice-Chair of the
committee, also selected by the Board of Directors, must be one of the two members appointed by the FTQ.
The primary mandate of this committee is to supervise the Fonds’ general risk management practices and to support the Board
of Directors by making recommendations to ensure that the Fonds applies proper oversight and risk management practices. The
main components of its mandate are: ensuring that the Fonds adopts an integrated and comprehensive view of all the risks,
considers the interrelationships and interdependencies between these risks and manages these risks in accordance with their
degree of importance; overseeing the implementation of the Integrated Risk Management Policy and periodically reviewing the
risk management orientations and framework policies; ensuring that the risks to which the Fonds is exposed are clearly
identified and reviewing the measures taken by management to adequately manage them; and examining, recommending to the
Board of Directors and monitoring the quantitative and qualitative risk appetite statements as well as risk tolerance levels.
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FINANCIAL ASSETS MANAGEMENT COMMITTEE
The Financial Assets Management Committee is composed of at least five members, including the President and Chief Executive
Officer, appointed by the Board of Directors of the Fonds. A majority of its members must be independent. The Chair of the
committee, who must be an independent director, is selected by the Board of Directors of the Fonds.
This committee is responsible for developing, implementing, updating as well as controlling and monitoring the Integrated
Financial Assets Management Policy, including the Investment Policy and the Other Investments Portfolio Policy. Its primary
mandate is to ensure that asset management is coordinated and aligned. In this capacity, it informs the Board of Directors of the
main investment orientations. This committee also monitors performance and changes in the risk-return profile, ensures that
the Fonds’ asset management complies with all its policies and approves the guidelines required to manage its financial assets.
This committee makes recommendations to the Board of Directors when necessary.

SECTOR-BASED INVESTMENT COMMITTEES
The Sector-Based Investment Committees comprise the three Investment Committees for the Traditional, New Economy and
Mining Sectors as well as the Boards of the Fonds immobilier de solidarité FTQ (which are considered, for operational purposes,
as an Investment Committee), and are composed of a majority of independent members.
These committees are composed of a minimum of five members and a maximum of nine members (except for the Boards of the
Fonds immobilier de solidarité FTQ, for which there is no maximum number of members).
The Investment Committees are responsible for decisions related to development capital investments and divestitures, monitor
the evolution of the authorized portfolio and ensure alignment with management on the major investment orientations of the
Fonds.
The authorization of the Board of Directors or, if the Board is unable to meet in a timely fashion, the Executive Committee, is
required, on the recommendation of the Investment Committee for the relevant sector, when a development capital investment
exceeds the following thresholds:
-

$15 million for the New Economy and Mining economic sectors;

-

$20 million for the Traditional and Real Estate economic sectors.

Any investments below these thresholds are under the authority of the relevant Investment Committee. All majority interest
investments must be authorized by the Board of Directors on the recommendation of the appropriate Investment Committees.

VALUATION COMMITTEE
The Valuation Committee is composed of a majority of independent qualified valuators. This committee is mandated to review
the private investment valuation process and provide a reasonable assurance that the procedure used for valuing the
Development Capital Investments portfolio complies with the procedure set out in the Regulation Respecting Development

Capital Investment Fund Continuous Disclosure. The Valuation Committee reports on its review to the Audit Committee twice
yearly.

INTEGRATED RISK MANAGEMENT ADVISORY COMMITTEE
The Integrated Risk Management Advisory Committee, composed of internal members, supports the officer in charge of
integrated risk management and the Management Committee in the implementation of the integrated risk management
framework and its decisions, in accordance with the requirements of the Integrated Risk Management Policy.

PURCHASE-BY-AGREEMENT DECISION-MAKING COMMITTEE
The Purchase-by-Agreement Decision-Making Committee, composed of internal members, was set up in accordance with
Section 8 of the Fonds’ Incorporation Act. Its main duty is authorizing the purchase by agreement of the shares and fractional
shares of the Fonds in accordance with the Purchase-by-Agreement Policy adopted by the Board of Directors and approved by
the Minister of Finance of Québec.
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RISK GOVERNANCE
As integrated financial assets management is an essential part of its risk governance, the Fonds has put in place a management
framework to ensure that risk management and control strategies and resulting operational decisions consider the established
acceptable risk level.
The above-mentioned Integrated Risk Management Committee, which is the main committee responsible for all the Fonds’ risks,
reviews and qualifies the significant risks to which the Fonds is exposed in implementing its strategy. The internal Integrated
Risk Management Advisory Committee identifies and analyzes the integrated risk management input parameters to support the
officer in charge of integrated risk management and the Management Committee in defining the integrated risk management
framework and in making decisions. The Fonds’ risk governance structure is built upon a series of policies approved by the
Board of Directors. The Fonds regularly reassesses policies, standards, guidelines, and procedures to incorporate the best
possible practices.

The adoption of the Sustainable Development Framework Policy is part of the Fonds’ integrated risk management approach,
which allows it to systematically consider environmental, social, governance and sustainable development factors alongside
financial factors. The Fonds prioritizes a responsible investment approach and takes into account these factors and socially
responsible investment principles in controlling the risks it intends to assume.
The implementation process of the integrated risk management framework that was launched a few years ago and led to the
adoption by the Board of Directors of the Integrated Risk Management Policy (see the “Risk Management” section) also had an
impact on the risk governance structure. The roles and responsibilities of the Fonds’ governing bodies, internal committees and
main stakeholders involved were specified in this policy. The Board of Directors of the Fonds reconfirmed its responsibility for
integrated risk management while delegating to the Integrated Risk Management Committee the monitoring of certain activities
and their results. The Integrated Risk Management Policy sets out the organization’s requirements with respect to the integrated
management of all types of risks, ensures that risk management is closely related to the “total” risk appetite and determines an
approach whereby all significant risks and their interrelations are considered in the development of the organization and the
maintenance of the risk-return profile. Integrated risk management is the responsibility of the Executive Vice-President, Finance,
who is the “officer in charge of integrated risk management” and chairs the Integrated Risk Management Advisory Committee,
composed of internal members, and is supported in his duties by the Vice-President, Integrated Risk Management and Financial
Strategies.
The Integrated Financial Assets Management Policy, which is under the Integrated Risk Management Policy, is a key piece of the
risk governance framework. The objective of this policy is to manage financial assets in an integrated and comprehensive way to
ensure sound diversification and an optimal risk-return profile while complying with the mission of the Fonds and meeting the
expectations of its stakeholders. The Integrated Financial Assets Management Policy is complemented by the Investment Policy
for the development capital investments managed by the Investments sector and the Other Investments Portfolio Policy for the
assets managed by the Other Investments sector. The purpose of these policies is to set out the investment principles and rules
for financial assets as well as to define the roles and responsibilities of the persons involved and the monitoring procedure to be
applied. Policies are complemented by guidelines to specify how investment managers must proceed, including, without
limitations, discretionary limits, diversification requirements, quality standards as well as return and risk objectives.
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VALUATION FRAMEWORK
Development capital investments and other investments are recorded on the balance sheet at their fair value 17. However, the
majority of the Fonds’ development capital investments are made in private companies or specialized funds for which a fair value
must be established because the securities issued by these companies or funds are not traded on organized, public markets.
Qualified valuators employed by the Fonds determine the fair value of these investments. These valuators report to the Executive
Vice-President, Finance and follow a structured process comprising several verification and validation steps to ensure the
quality, uniformity and integrity of the work performed and of the resulting fair value.
The management framework that governs the procedure for valuing development capital investments is set out in the Regulation

Respecting Development Investment Fund Continuous Disclosure. In particular, the Regulation specifies the minimum
qualifications required for qualified valuators employed by the Fonds as well as the governing body responsible for approving
the valuation principles used. The Regulation also requires that all relevant information about the valuations (excluding publicly
traded issuers valued using market prices) be provided to an independent valuation committee. In addition, regulations require
that the Chief Executive Officer and the Chief Financial Officer of an investment fund sign on a half-year basis a certification
stating that the valuation procedure set out in the Regulation was complied with and confirming the aggregate fair value of the
Development Capital Investments portfolio. This certification has been signed and submitted to the Audit Committee on a halfyear basis since May 31, 2009. For the six-month period ended May 31, 2018, the certification was signed by the President and
Chief Executive Officer and the Executive Vice-President, Finance of the Fonds.
During the year, minor changes were made to the Fonds’ valuation principles. The valuation principles were approved by the
Audit Committee in May 2018.

FINANCIAL GOVERNANCE
While not required to apply Regulation 52-109 issued by the Canadian Securities Administrators, the Fonds has decided to base
its work upon the principles stated in this rule, thereby demonstrating its willingness to respect best practices in financial
governance. Our financial compliance framework program commonly known as Confor applies to controls providing reasonable
assurance that the financial information prepared and reported is reliable and that the financial statements are prepared in
accordance with IFRS issued by the International Accounting Standards Board.
Management is responsible for designing and maintaining adequate internal control over financial reporting and disclosure
controls and procedures. It must also periodically evaluate their design and effectiveness.
During the year, the Fonds undertook the necessary work to evaluate the design and effectiveness of its internal control using
the following recognized frameworks: i) COSO 2013 (issued by the Committee of Sponsoring Organizations of the Treadway
Commission) for internal control over financial reporting and disclosure controls and procedures, ii) and the 5th edition of COBIT
(Control Objectives for Information and Related Technologies), issued by ISACA (Information Systems Audit and Control
Association), for information technology general controls. Regulations require that the Chief Executive Officer and the Chief
Financial Officer confirm their responsibility for controls by signing a certification to this end. Accordingly, for the year ended
May 31, 2018, the President and Chief Executive Officer and Executive Vice-President, Finance of the Fonds signed a certification
confirming their responsibility in that regard. These certifications are available on SEDAR. A mechanism for sub-certification by
several Fonds executives and managers also supports these certifications.
Management’s conclusions on the design and effectiveness of internal control over financial reporting and disclosure controls
and procedures are presented hereafter.

17

Fair value is defined as the price that would be received to sell an asset in an orderly transaction between market participants at the reporting
date.
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MANAGEMENT’S REPORT ON INTERNAL CONTROLS
CONCLUSIONS ON THE DESIGN AND EFFECTIVENESS OF INTERNAL CONTROL OVER
FINANCIAL REPORTING
Internal control over financial reporting comprises all the processes and controls in place, including policies and procedures, that
govern the maintenance of accounting records and the preparation of financial statements to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements in accordance with IFRS. Management,
under the supervision of the President and Chief Executive Officer and the Executive Vice- President, Finance, evaluated the
design and effectiveness of internal control over financial reporting. Based on this evaluation, management concluded that, as at
May 31, 2018, internal control over financial reporting was adequately designed and effective and did not contain any material
weaknesses. However, because of its inherent limitations, internal control over financial reporting may not prevent or detect
certain misstatements on a timely basis. During the year ended May 31, 2018, there was no change in the Fonds’ internal control
over financial reporting that has materially affected, or is reasonably likely to affect, the Fonds’ internal control over financial
reporting.

CONCLUSIONS ON THE DESIGN AND EFFECTIVENESS OF DISCLOSURE CONTROLS AND
PROCEDURES
Disclosure controls and procedures include the processes and mechanisms designed to provide reasonable assurance that
financial information for external purposes is recorded, processed, summarized and reported within the required time period for
review and approval by management and that it is disclosed externally within the time periods specified in the applicable
regulations and legislation. Management, under the supervision of the President and Chief Executive Officer and the Executive
Vice-President, Finance, evaluated the design and effectiveness of disclosure controls and procedures. Based on this evaluation,
management concluded that, as at May 31, 2018, disclosure controls and procedures were adequately designed and effective.

