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For the period from January 1 to September 30, 2007, income from continuing
operations totaled $2,262 million, or $213 million more than for the same period of 2006.
This increase is mainly due to growth in net electricity exports by Hydro-Québec
Production, which accounted for $216 million, colder temperatures in 2007 than in 2006,
which accounted for $158 million, and a positive variance of $211 million in net revenue
from special contracts with large-power industrial customers. These factors were
mitigated by the introduction, in January 2007, of water-power royalties payable by
Hydro-Québec Production to the Québec government, for $199 million. It should also be
noted that a $234-million non-recurring foreign exchange gain had been recognized in
second quarter 2006 on debts and swaps denominated in U.S. dollars.

Income from discontinued operations was $21 million, compared to $919 million in 2006.
The 2007 income resulted primarily from an $18-million gain in the first quarter on the
sale of our interest in DirectLink (Australia). The 2006 income was chiefly derived from an
$813-million gain on the sale of our interest in Transelec (Chile).

For the period from January 1 to September 30, 2007, net income totaled $2,283 million,
as against $2,968 million in 2006.

Income from continuing operations for third quarter 2007 was $217 million, down

$117 million from 2006. This result is mainly attributable to a reduction in Hydro-Québec
Production’s net electricity exports because of purchases made in the third quarter,
reflecting prudent management of our energy reserves.

For the nine months ended September 30, 2007, Revenue amounted to $9,114 million,
a year-over-year increase of $874 million. Revenue from electricity sales rose by

$1,097 million to $8,832 million. For the Québec market, the total was $7,543 million, up
$692 million over 2006. Sales on markets outside Québec generated $1,289 million, an
increase of $405 million. Other revenue was down $223 million, primarily because of the
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recognition on June 30, 2006, of the $234-million non-recurring foreign exchange gain
on debts and swaps denominated in U.S. dollars.

In Québec, the $692-million increase in revenue from electricity sales was chiefly due to
colder temperatures in 2007, growth in revenue from special contracts with large-power
industrial customers and rate adjustments effective April 1, 2006 and 2007.

On markets outside Québec, the $405-million increase was attributable to a higher
volume of exports by Hydro-Québec Production and, to a lesser extent, the resale of
excess supply by Hydro-Québec Distribution.

Total expenditure was $5,003 million, or $482 million more than in 2006. The difference
stems mainly from a $202-million increase in electricity purchases in excess of the
heritage pool made by Hydro-Québec Distribution, a $66-million increase in short-term
electricity purchases made outside Québec by Hydro-Québec Production and the
introduction, in January 2007, of water-power royalties payable by Hydro-Québec
Production to the Québec government, for $199 million.

Financial expenses were $1,849 million, up $179 million over 2006. The difference is in
part attributable to higher interest rates on capital markets. In addition, the application of
new accounting standards for financial instruments, which abolish the transitional rules
granted in 2004, gave rise to an upward adjustment of retained earnings as at January 1,
2007, and consequently terminated the amortization of a deferred gain.

Generation

For the first nine months of the year, Hydro-Québec Production posted net income of
$1,579 million, compared to $1,684 million in 2006, a year-over-year decrease of

$105 million. The difference is mainly owing to the introduction of water-power royalties
in January 2007, the increase in financial expenses and the recognition, during second
quarter 2006, of the $234-million non-recurring foreign exchange gain on debts and
swaps in U.S. dollars. These factors were largely offset by growth in net electricity exports
and the increase in net revenue from special contracts with large-power industrial
customers.

Transmission

Hydro-Québec TransEnergie’s net income amounted to $381 million for the first three
quarters of 2007, a decrease of $149 million from last year.

Revenue was $2,097 million, down $73 million from $2,170 million in 2006. Following a
decision of the Régie de I'énergie in April 2006, non-recurring native load transmission
revenue of $170 million for 2005 had been recognized in revenue for second quarter
2006. This resulted in a reduction of $170 million in 2007, which was partially offset by
additional income of $43 million approved by the Régie in a 2007 decision and by a
$54-million increase in revenue generated by point-to-point transmission services,
related to the increase in Hydro-Québec Production’s exports and the resale of excess
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supply by Hydro-Québec Distribution. Financial expenses totaled $583 million, or
$35 million higher than in 2006.

Distribution

Hydro-Québec Distribution posted net income of $287 million, versus a $175-million loss
for the first nine months of 2006, a $462-million improvement. This increase is mainly due
to higher revenue from electricity sales and a reduction in the cost of native load
transmission service stemming from the fact that $170 million in non-recurring
transmission costs for 2005 had been recorded in second quarter 2006. However, these
factors were partially offset by a higher volume of electricity purchases in excess of the
heritage pool and by an increase in financial expenses.

Revenue from electricity sales totaled $7,531 million, up $680 million over last year,
basically because of colder temperatures in the first six months of 2007, the increase in
revenue from special contracts with large-power industrial customers, and the April 2006
and 2007 rate adjustments. It should be noted that all risks related to special contracts
are assumed by Hydro-Québec Production. Sales volume was 126.5 TWh, an increase of
3.1 TWh, attributable mainly to colder temperatures.

Construction

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

For the first nine months of the year, the volume of activity totaled $1,455 million,
compared to $1,367 million in 2006. As in 2006, several major projects are being carried
out for Hydro-Québec Production and Hydro-Québec TransEnergie. Noteworthy among
them was the start of construction on the Eastmain-1-A/ Sarcelle/Rupert project in the
first quarter.

As at September 30, 2007, investments in fixed and intangible assets and in the
implementation of the Energy Efficiency Plan totaled $2,473 million, compared to
$2,303 million in 2006. As anticipated, a large portion of this amount was devoted to
the development projects of Hydro-Québec Production, such as the Eastmain-1-A/
Sarcelle/Rupert project and the Péribonka, Chute-Allard and Rapides-des-Coeurs
hydroelectric developments.

Hydro-Québec TransEnergie continued investing in its transmission system to bring new
generating facilities onto the grid, to meet growth in demand and to ensure long-term
operability. Hydro-Québec Distribution continued to invest to meet growth in demand
and improve service quality, notably through deployment of the Energy Efficiency Plan.
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In the third quarter, the Corporation reopened the bond offering launched in October
2006 and maturing in February 2045. The $498-million proceeds from this new issue
brought total borrowings for the first three quarters to $1,024 million. The average cost
of these financings, contracted on the Canadian market, was 4.87%.

The 2007 financing program is relatively modest compared to that of previous years,
mainly because of funds available from the disposal of our foreign holdings, which was
completed at the end of February 2007. The proceeds from our borrowings will be used
to refinance debt maturing this year and to finance the investment program.

Michael L. Turcotte Thierry Vandal

Chairman of the Board President and Chief Executive Officer

November 9, 2007
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Quarter Highlights

Mercier generating station

The fifth and final generating unit at Mercier came on stream in September. The station
has an installed capacity of 51 MW and an annual output of 0.3 TWh.

Péribonka generating station

Impoundment of Péribonka reservoir began in late September. The water level should
reach 70 m before the end of the year, allowing the generating units to be commissioned
progressively.

Vaudreuil-Soulanges substation

In July, Hydro-Québec TransEnergie asked the Régie de I'énergie to authorize the
construction of 120/25-kV Vaudreuil-Soulanges substation and its tie line, thereby
creating a loop on the existing Dorion-Rigaud line. The project will cost $29.7 million,
and the substation is scheduled for commissioning in 2009.

Saint-Maxime substation — Rebuilding of 25-kV section

In July, the Régie de I'énergie authorized Hydro-Québec TransEnergie to increase the
capacity of Saint-Maxime substation and rebuild its 25-kV section. The project will cost
$42 million, and commissioning will take place from 2008 to 2010.

Reliability of transmission in Québec

In August, the Régie de I'énergie designated the Direction — Contréle des mouvements
d’énergie of Hydro-Québec TransEnergie as transmission reliability coordinator for
Québec. This decision confirms the implementation of new mandatory reliability
standards in Québec. The division had been adhering to voluntary standards coordinated
by the North American Reliability Corporation since 1968, now replaced by the new
regime which incorporates all the mandatory reliability standards for power transmission
throughout North America.

Rate adjustment

In August, Hydro-Québec Distribution filed its 2008—-2009 rate application with the Régie
de I'énergie, proposing a 2.9% adjustment applicable April 1, 2008. The application will
be the subject of public hearings before the Régie this fall.
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Wind power — Tender call for 2,000 MW

In September, Hydro-Québec Distribution received 66 bids from more than 25 project
proponents, for a total of 7,724 MW, in response to its October 2005 call for 2,000 MW

of wind power. The division is studying the bids and will make its selection next spring.
Once the contracts are signed, they must be approved by the Régie de I'énergie, and the
selected proponents must obtain the approvals and permits required for construction of
the wind farms.

Kuujjuaq generating station

In September, the Régie de I'énergie authorized Hydro-Québec Distribution to build a
thermal generating station at Kuujjuaq to replace the existing one. The new plant will
have five generating units for a total installed capacity of 6,425 kW. The $44.3-million

facility is slated for commissioning in 2010.
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