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Summary of For the first half of the year, income from continuing operations totaled
results $1,698 million, or $272 million more than for the first half of 2005, primarily
because of the recognition, during the second quarter, of a $234-million
foreign exchange gain on debts and swaps denominated in U.S. dollars. In
keeping with the adopted hedge accounting treatment, this amount, which
represents the realization of a portion of the deferred foreign exchange gain
recorded on the balance sheet, has been incorporated into other operating

revenue.

Income from the disposal of international interests and from their operations
until the date of sale was $873 million, an increase of $843 million from 2005,
chiefly because of the sale of our interest in Transelec, which gave rise to a
gain on disposal of some $806 million. This transaction was part of the plan
initiated in 2005 to sell off some of our foreign interests; this plan should be
carried out by year end.

Net income for the second quarter was $1,442 million, compared to
$402 million for the second quarter of 2005. This $1,040-million growth was
generated mainly by the unusual gain on the sale of Transelec.

Net income for the first half of the year was $2,571 million, or $1,115 million
more than for the same period of 2005.

Consolidated Revenue in the first half of 2006 totaled $5,808 million, or $233 million more than in the
results first half of 2005. Total electricity sales amounted to $5,370 million, a $56-million
decrease from 2005. However, revenue from electricity sales in Québec was up by
$67 million.
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On markets outside Québec, electricity purchases and sales were down by $61 million
and $123 million respectively. This reduction in net exports reflects prudent
management of our energy reserves.

Other revenue rose by $289 million, primarily because of the recognition, during the
second quarter, of a $234-million foreign exchange gain on debts and swaps
denominated in U.S. dollars.

Total expenditure was relatively stable at $3,017 million, up 0.6% over last year. The
increase in pension expense stemming from the actuarial effect of lower long-term
interest rates on financial markets and the rise in depreciation and amortization expense
following the commissioning of new equipment were partially offset by the reduction in
short-term electricity purchases outside Québec.

Financial expenses were $1,093 million, or $56 million less than in 2005, mainly because
of the increase in capitalized borrowing costs due to the higher volume of work done in
connection with our investment program.

Discontinued operations contributed $873 million to net income, compared to

$30 million last year, driven primarily by a gain of some $806 million on the sale in June
of our interest in Transelec and a $29-million gain on the sale in February of our interest
in the Cross Sound Cable underwater link.

Generation

In the first half of 2006, Hydro-Québec Production earned net income of $1,341 million, a
year-over-year increase of $234 million, primarily attributable to the recognition, during
the second quarter, of a $234-million foreign exchange gain on debts and swaps
denominated in U.S. dollars.

Short-term electricity sales outside Québec and, to a lesser degree, short-term electricity
purchases outside Québec were both down, reflective of prudent management of our
energy reserves. However, the overall impact on net income was offset by a reduction in
financial expenses compared to 2005.

Transmission

Hydro-Québec TransEnergie’s net income amounted to $427 million, up $228 million
over last year. Revenue rose from $1,246 million in 2005 to $1,503 million in 2006, for an
increase of $257 million, of which $255 million was attributable to a decision handed
down by the Régie de I'énergie in April 2006. This decision gives the Transmission
Provider, effective January 1, 2005, a $170-million annual increase in transmission
revenue for the native load in recognition of the cost of the transmission infrastructure
required to meet demand growth in Québec. This $255-million increase, $170 million of
which relates to 2005 and $85 million to the first half of 2006, was recognized in the
second quarter of 2006. However, the increase in revenue was curbed by a $32-million
rise in depreciation and amortization expense. Financial expenses totaled $347 million,
down $17 million from 2005.
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Distribution

Hydro-Québec Distribution posted a net loss of $48 million, versus net income of

$187 million in 2005. This $235-million variance stems chiefly from the $255-million
increase in the cost of transmission service for the native load applicable as of January 1,
2005, following a decision handed down by the Régie de I'énergie in April 2006.

Revenue from electricity sales in Québec was $4,810 million, up $67 million or 1.4% over
2005, essentially owing to the April 2005 and 2006 rate adjustments.

Sales volume was down 0.5 TWh to stand at 87.1 TWh as at June 30, 2006, mainly as a
result of milder temperatures at the beginning of the year.

Expenditure was up $315 million, largely because of the increase in the cost of trans-
mission service for the native load, in depreciation and amortization expense, and in
pension expense. Financial expenses were $196 million, down $9 million from 2005.

Construction

The Construction segment comprises the operations of Hydro-Québec Equipement and
Société d'énergie de la Baie James.

The volume of activity totaled $838 million, as against $813 million in 2005, for an
increase of $25 million. As in 2005, the current level of activity reflects the fact that
several major projects requiring sizable capital outlay are being carried out for Hydro-
Québec Production and Hydro-Québec TransEnergie.

The investment program for 2006 amounts to $4 billion. Development activities account
for almost 60% of this amount, or $2.3 billion, divided up as follows: $1.4 billion for hydro
projects—Eastmain-1, Chute-Allard/Rapides-des-Cceurs, Péribonka, and Eastmain-1-A/
Sarcelle/Rupert—and $900 million to bring the new generating stations onto the grid,
meet growth in demand from Québec customers and continue the deployment of the
Energy Efficiency Plan. A further $1.7 billion will be earmarked for current operations,
such as maintaining and upgrading our assets.

As at June 30, 2006, investments in fixed and intangible assets totaled $1,431 million,
compared to $1,373 million in 2005. As anticipated, a large portion of this amount was
devoted to hydro development projects. In the area of transmission, work continued to
connect Eastmain-1 generating station, install de-icing equipment at Lévis and build
Waskaganish substation as well as the lines connecting Nemiscau and Waskaganish. In
distribution, efforts were maintained to meet growth in baseload demand, improve
service quality, notably with the Customer Information System (CIS) project, and achieve
the objectives of the Energy Efficiency Plan.

The 2006 borrowing program amounts to $3.1 billion. The proceeds will be used to
refinance debt maturing this year and to sustain growth in the investment program.

During the second quarter, the Corporation reopened, for the fourth time this year, the
bond issue it launched in January 2005, maturing in February 2040. The $572-million
proceeds were in addition to the $588 million from the previous issue, which closed in
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early April 2006. Borrowings since the beginning of the year stand at 2.3 billion; they
have all been made on the Canadian market, at an average cost of 4.93%.

On June 30, Hydro-Québec received the nearly $1.8-billion proceeds from the sale of
Transelec. This amount was added to the financing obtained since the beginning of the
year.

Michael L. Turcotte Thierry Vandal

Chairman of the Board President and Chief Executive Officer

August 21, 2006















