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Loto-Québec’'s Mission

Loto-Québec’s primary mission is to assure the systematic
effective operation of games of chance in the province. Create
1969 to implement a public lottery, the Corporation has diversi
its activities over the years in order to carry out new manda
entrusted to it by the Government.

In addition to a public lottery, through its subsidiaries, Loto-Québec
operates three casinos, related restaurant and hotel services, a
video lottery network, along with network bingo activities. In addi-
tion, the Corporation exports multimedia products to interna-
tional markets and is coproprietor of Moliflor Loisirs, the third
largest casino operator in France. The Corporation is also prepar-
ing to launch a network of four gaming centres known as
Ludoplexes.

Loto-Québec returns the fruits of its commercial activities to the
Government and to all of Québec society. In recognition of its
social responsibilities, the Corporation is commi combating
excessive gaming and to promoting healthy ehaviour.
Moreover, it manifests its social commitment t sponsor-
ship of numerous events that bring people t roughout
the province.
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Financial Highlights

As at March 31 (in thousands of dollars) 2007 2006 % Variation
Total Revenues 3,798,832 4,016,030 (5.4)
Lotteries 1,842,432 1,860,630 (1.0)
Casinos 758,224 758,464 0.0
Restaurants 87,786 86,164 1.9
Lodging 16,214 14,716 10.2
Video Lotteries 1,097,917 1,298,805 (15.5)
Bingo 39,370 39,857 (1.2)
Multimedia 1,062 1,354 (21.6)
International 1,739
Inter-Company Transactions (45,912) (43,960) 4.4
Prizes awarded — Lotteries 964,941 966,350 (0.1)
Prizes awarded - Bingo 18,010 18,294 (1.6)
Gross margin 2,364,144 2,532,509 (6.6)
Net earnings 1,468,065 1,613,943 [CX0))
Dividends 1,391,000 1,537,000 (9.5)
Other amounts contributed to the Québec
and Canadian Governments 241,409 254,706 (5.2)
Total assets 1,077,615 1,005,120 7.2
Shareholder's equity 135,252 134,946 0.2




2002-2003 2003-2004 2004-2005 2005-2006 2006-2007

3,749.4  3,760.7  3,937.5 4,016.0 3,798.8

Net Earnings
(in millions of dollars) 2002-2003 2003-2004 2004-2005 2005-2006 2006-2007

1,446.1 1,465.3 1,583.1 1,613.9  1,468.1
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Economic

Contributions

Dividends to the Québec Government: $1.391 billion
Prizes awarded to lottery and bingo winners: $983.0 million

Commissions and other compensations to lottery, video lottery and
bingo network partners: $390.2 million

Purchase of goods and services: $432.1 million
Salaries and employee benefits: $372.4 million
Taxes to governments: $149.7 million

Special contributions to governments: $91.7 million



Contributions

Contribution to the fight against excessive gaming: $27.5 million

Contribution to the Ministere de la Santé et des Services sociaux
In aid of the elderly who have lost their autonomy: $30 million

Contribution to the Ministére de |'Agriculture, des Pécheries

et de I'Alimentation for agricultural fairs: $5.5 million
Contribution to non-profit organizations: $20.8 million

Fonds d'aide a |'action communautaire autonome: $13.1 million
Fonds d'aide a |'action humanitaire internationale: $2.6 million
Sponsorships: $14.6 million

La Collection Loto-Québec: $0.4 million
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Message from the President and Chief Executive Officer

Loto-Québec has been dealt a new hand. The era

of continuous growth is a thing of the past, the role

of gaming within our society has become an ever-

growing preoccupation, and parallel gaming is

developing on the very fringes of our legal

framework. This new hand and the challenges it

entails are raising important questions for us.

Due to the maturity of the gaming market in Québec, our rev-
enues over the past five years have grown at a pace that has
lagged behind the rate of inflation, recording gains as low as 0.5%
in 2001-2002 and 0.3% in 2003-2004. Confronted with such
modest progress, it was virtually inevitable that we would one day
find ourselves in a negative zone, and the results of the past
fiscal year indicate that that day has come, with both our revenues
and profits showing declines as compared to fiscal 2005-2006.

More specifically, our consolidated revenues of $3.799 billion and
our net income of $1.468 billion represent respective losses of
$217.2 million (-5.4%) and $145.9 million (-9%) vis-a-vis the pre-
vious reporting period. For their part, the dividends totalling
$1.391 billion that we remitted to our shareholder, the Government
of Québec, constitute a decrease of $146 million.

This drop in our earnings marks a first in the history of Loto-Québec.
However, thanks to the dedicated efforts of their respective teams,
the Lottery, Casino and Bingo sectors succeeded in maintaining
their earnings at the same levels as those of the past few years.

The declines posted during the year just ended are almost entirely
attributable to the Video Lottery sector, whose earnings were
down by $200.9 million as compared to the previous fiscal year.
This major drop is due to two fundamental factors: the continu-
ation of the video lottery network reconfiguration initiative in
accordance with our 2004-2007 Development Plan, and the new
stipulations of the anti-smoking legislation that came into effect
on May 31, 2006. These two circumstances account for 28% and
72% respectively of the decline posted.
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President and Chief Executive Officer, Alain Cousineau (centre), with his Senior Vice-Presidents (from left to right):
Simon Brodeur, Marcel Croux, Lynne Roiter / Pierre Bibeau, Gille Dufour and Jean Royer.

Significantly Reduced Accessibility

One of the principal objectives of Loto-Québec’s Development
Plan was to reduce accessibility to video lottery terminals (VLTs)
in economically fragile zones and neighbourhoods where, his-
torically, the population is more exposed to this type of gaming.
Our decision to reduce the number of sites offering VLTs was
based on various scientific studies that concluded that the risk
of abusing video lotteries is correlated with the ease of accessi-
bility to these games. Recently, an Australian study arrived at the
same conclusions once again.

Our efforts to reduce access to VLTs where required by local socio-
economic conditions were intensified during fiscal 2006-2007. As
of March 31, 2007, our VLT network consisted of 2,905 sites, rep-
resenting a decrease of 217 sites as compared to March 31, 2006.
In all, 758 sites have been withdrawn from the network since the
start of the network reconfiguration program, and other estab-
lishments are targeted to stop offering video lotteries during the
course of the current fiscal year.

Implementation of Controlled Sites

In parallel with the significant reduction of accessibility to video
lotteries within vulnerable sectors, our strategy is to concentrate
a portion of the VLTs recuperated in four controlled sites known
as Ludoplexes. The first two of these establishments will be open-
ing their doors this fall in Trois-Rivieres and Québec City offer-
ing 200 and 335 units respectively. A total of 165 of these termi-
nals have been in operation since 1996 — 65 at the Trois-Riviéeres
hippodrome and 100 at the Québec City racetrack.

An agreement with the Ministry of Health and Social Services
calls for the withdrawal of all VLTs within a 2.3-kilometre radius
of our fist two gaming centres. As such, 34 additional sites will
be closed in Québec City and seven others in Trois-Riviéres. That
translates into a total of 47 sites to be shut down in Québec City
and a total of 19 in Trois-Riviéres between now and 2009.
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Message from the President and Chief Executive Officer

Operational Integrity

In view of the importance we attribute to the integrity of our oper-
ations and the trust of the population, Loto-Québec wasted no
time in reacting to the media revelations and the Ontario
Ombudsman’s report on the vulnerability of that province's con-
sumers to possible fraudulent acts committed by lottery retailers.

Subsequent to the comprehensive analysis we conducted between
October 2001 and October 2006, we were able to conclude that
our retailers who win prizes of $50,000 and over do not win any
more often than other lottery players, when taking their respec-
tive estimated ticket consumption into account. This finding was
validated by the auditing firm of Samson Bélair / Deloitte &
Touche, s.e.n.c.r.l. on the basis of the hypotheses provided and
calculations of probability with respect to statistical norms. For
the purposes of this audit, the firm called upon the expert serv-
ices of a mathematics professor from the Université du Québec.

Moreover, in order to further ensure the validity of our findings,
we entrusted the firm KPMG with a mandate to examine our prize
payment processes and procedures so as to ascertain that risk
is being correctly managed and, if applicable, to recommend
any improvements that may need to be made.

Our Presence Abroad

No review of the past fiscal year would be complete without
underlining our active presence on the international scene. In
thatregard, our Casino Mundial subsidiary devoted its concerted
efforts to developing the commercial success of Moliflor Loisirs,
a corporation in which Loto-Québec has held a 35% interest since
March 2006 and which is the third largest casino operator in
France. Our partners appreciate how Québec casinos operate
and are reaping the benefits of our expertise to add value to
their enterprise.

Quir first year of presence in France generated total net earnings
of $8.8 million, not including gains on currency. These earnings
are particularly opportune in view of the decline in revenues
posted by our activities in Québec.

While focused primarily on working with our business units to
help implement new innovations, our research and development
subsidiary, Ingenio, took full advantage of its expertise this past
fiscal year to conclude agreements with five of the most impor-
tant companies working within our industry abroad. These devel-
opment and marketing agreements attest to Ingenio’s outstand-
ing reputation and to the high level of confidence it has earned.

Sustainable Development Policy

The Corporation’s preoccupations in the area of environmental
protection culminated during the past fiscal year with the adop-
tion of a comprehensive sustainable development policy encom-
passing 11 specific commitments and 27 action strategies. This
policy is inspired by the principles at the heart of the Sustainable
Development Act adopted by the National Assembly in April 2006.
Given the scope of the commitments undertaken and the meas-
ures implemented to assure effective monitoring, Loto-Québec
is at the very forefront of public organizations and corporations
targeted by this legislation.

Henceforth, sustainable development principles will be an inte-
gral part of all selection criteria used for the procurement of
goods and services from our suppliers. Another tangible exam-
ple of our environmental commitment is that all of the
Corporation’s real estate holdings have now earned Go Green
certification from the Québec division of the Building Owners
and Managers Association (BOMA). During its annual gala, this
association also recognized Loto-Québec with the Building of
the Year Award in the 100,000 - 249,000 square foot” category
for its Multifunctional Complex in Montréal, as well as with the
Earth Award for its Québec City office building.



2007-2010 Operational Planning

The challenges posed by the maturity of our market and the
reconfiguration of our game offerings were the very foundation
of an extensive and meticulous process of reflection that precip-
itated the preparation of our 2007-2010 Operational Plan. As part
of this exercise, each corporate unit pinpointed its respective
mission, identified specific issues being confronted, evaluated
individual strengths and weaknesses, defined precise objectives,
and decided on concrete action plans. The exercise also offered
an opportunity to question ourselves on the evolution of Loto-
Québec, and on its role, mandate and future directions. This
reflection process will be completed this year and integrated into
the Corporation’s next Development Plan.

As is the case for all other public corporations in the world man-
dated to operate games of chance, one of Loto-Québec’s raisons
d'étre is to organize gaming within controlled parameters and for
the sole benefit of the general population. This role enables the
Corporation to serve as a valuable bastion against llicit gambling.

However, according to all observers, illegal gambling has estab-
lished a growing presence in our society, and this phenomenon
is depriving the State of major amounts of legitimate revenue.
Based on these observations, there is an undeniable and urgent
need for clear reflection and concerted action, specifically with
respect to gaming machines being operated in contravention of
the regulatory framework, illegal sports betting, organized poker
sessions, and Internet gambling.

Act Respecting the Governance of
Government Corporations

The recently adopted Act Respecting the Governance of
Government Corporations impacts the administration of our
organization in a number of different ways. Working in concert
with the Corporate Secretariat, Loto-Québec's Board of Directors
has already put certain required changes into place, most notably
by restructuring advisory committees and designating individual
Directors to now sit on each.
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Lotteries

Reyvitalizing

the Product Line




Since Loto-Québec’s earliest beginnings, lotteries have consti-
tuted the Corporation’s most emblematic activity sector, the
sector with the greatest overall clientele. This past year, a
renewed product line and effective business strategies resulted
in total sales of $1,842.4 million, comparable to levels posted

during the past few fiscal years.

Evolution of Revenues Over the Past 5 Years

(in billions of dollars) 2002-2003 2003-2004 2004-2005 2005-2006 2006-2007

1.834 1.813 1.857 1.861 1.842
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Lotteries

During the year just ended, the sector continued to make dreams
come true for many lottery enthusiasts. In April 2006, for exam-
ple, a lucky resident of Saint-Félix-de-Valois claimed the largest
grand prize ever awarded in Québec after winning the $30 mil-
lion Super 7 jackpot.

The Corporation recorded another milestone at the beginning
of 2007 when it issued its one thousandth cheque of $1 million
or more. In fact, 40 prizes of $1 million or more totalling over
$300 million were awarded to lucky Québecers during the past
fiscal year. In all, Loto-Québec paid out $964.9 million in prizes
to winners over the course of fiscal 2006-2007.

A Renewed Product Line

True to their internationally recognized reputation as leaders
within their industry, Loto-Québec employees again demon-
strated their unparalleled dynamism and creativity through the
numerous innovations introduced this past year, including:
a new version of Extra launched in June
a variety of new instant games such as Uno, Sudoku,
Scrabble and Yum
the La Loterie Ma Maison product, distributed throughout
an extended network
the addition of interactive components to various products
the Spécial Country edition of La Poule aux ceufs d’or,
presented in conjunction with the Festival Western de
Saint-Tite
the addition of a hockey programme to the Prédictions
sports betting game
the introduction of the 10 000 $ a I'heure lottery, featuring
draws every hour for 10 days, simultaneous dissemination
of results via different platforms, and the possibility for
consumers to download the results to their computer in
real time
the launch of Grand Prix Casino, the very first $20 instant
game
the introduction of Vie de millionnaire, the first online
special edition guaranteeing players Canada-wide a
$1 million grand prize per year for 25 years

Once again this year,

lotteries brought bright

smiles to the faces of many, like »
these lucky Lotto 6/49 and
Célébration 2007 winners.

Furthermore, in response to the lagging sales in the instant
lottery category, a strategy aimed at reversing the trend was
developed and will be implemented during fiscal 2007-2008.

Effective Marketing Strategies

A series of high quality advertisements that were designed and
produced by local talent and very well received by the public
were prepared in support of Loto-Québec's overall marketing
efforts and to help maintain a positive corporate image. Some of
these ads were recognized for their excellence with various prizes
awarded locally and at international competitions.

Upon the request of other Canadian lottery corporations, Loto-
Québec also designed and implemented a special advertising
campaign for Vie de millionnaire that was launched throughout
the country. Among the other publicity initiatives developed
over the course of this past reporting period was the
alwaysbenice.com interactive Web site aimed at promoting
Lotto 6/49.

Implementation of Digital Displays

Loto-Québec pursued its efforts to modernize its image at
points of sale this past year with the installation of an additional
250 digital displays near store cash registers. These units con-
stitute a dynamic means of conveying information to consumers,
particularly with respect to new products and jackpots currently
being offered. This digital display network is undeniably among
the largest projects of its kind in Québec and serves as a verita-
ble technological proving ground for the Corporation that is
paving the way for the pending installation of a new generation
of gaming terminals.



Projects with Major Accounts

Classified under the banner of “major accounts”, gas stations,
pharmacy chains, major food stores and other big names in the
retail sector rank among Loto-Québec's most important busi-
ness partners within its distribution network.

During the past fiscal year, several joint projects were under-
taken that enabled the Corporation to strengthen its relations
with its major partners. These include special promotions, the
implementation of digital displays, business reviews and
collaborations in research and development, most notably aimed
at the creation of new point of purchase materials. At the same
time, a variety of new retail sectors were targeted during the
year that are currently the focus of market testing.

Responsible Practices

Within the entire sphere of its marketing activities, the promotion
of responsible gaming remains at the very heart of Loto-Québec's
preoccupations. In that regard, fiscal 2006-2007 saw the adop-
tion of a range of more stringent policies designed to ensure
that retailers comply with the legislation prohibiting the sale of
lottery products to minors. As part of the Corporation’s annual
prevention program, control measures were reinforced, an
unprecedented communication and awareness program was
launched, and the phantom shopper program was intensified.
Thus, retailers who failed to comply with the directives after hav-
ing received an initial formal notice saw their authorization to
sell lottery products revoked.

A Sustained Presence in Living Rooms
Across the Province

Loto-Québec has a greater presence on TV screens than any
other lottery corporation in the country. From its late-night daily
draws, to the weekly and gala versions of La Poule aux ceufs
d’or, to its Roue de Fortune chez vous, Gagnant a Vie! Collection,
La Loterie Ma Maison and 10 000 $ a I’heure capsules, to the
annual Célébration draw and show, the Corporation'’s televised
games provide it with unparalleled visibility. This past fiscal year,
literally millions of viewers at home were able to share the
excitement and emotion of 487 contestants as they played
their favourite lottery games in front of the TV cameras.

In all, Loto-Québec issued 357,667 cheques to lottery winners
during the year just ended, representing a total value of nearly
$475 million. This amount does not, however, include the prizes
paid out directly by the Corporation’s retailers at their points
of sale.
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Commissions to Retailers

(in millions of dollars)

2002-2003 125.9
2003-2004 123.6
2004-2005 126.7
2005-2006 126.9
2006-2007 124.0

Financial Support to NPOs

Number of NPOs In millions of dollars
2002-2003 1,282 10.5
2003-2004 1,369 9.9
2004-2005 1,415 10.5
2005-2006 1,443 10.1
2006-2007 1,448 9.9
Distribution of Retailers by Business Category
As at March 31, 2007 Number %
Tobacco and Convenience Store 5,024 52.1
Food 1,843 19.1
Other Service Businesses 1,449 15.0
Pharmacies 908 9.4
Miscellaneous 271 2.8
Kiosks 121 1.3
Itinerant Sellers 32 0.3

Total 9,648 100.0




Lotteries

As at March 31
(in thousands of dollars)

Sales
2007

Sales
2006

Variation

Prizes Awarded
2007

Prizes Awarded
2006

Variation

Online Lotteries

Lotto 6/49 514,282 502,306 11,976 247,157 236,295 10,862
Super 7 255,163 243,266 11,897 159,306 136,847 22,459
Québec 49 54,017 52,367 1,650 22,515 28,169 (5,654)
Extra 157,766 143,764 14,002 71,099 64,606 6,493
Banco 128,483 123,819 4,664 66,501 61,179 5,322
La Quotidienne 34,404 32,963 1,441 16,320 14,083 2,237

L'Ours Chanceux 1,919 (1,919) 1,736 (1,736)
Joker 4,632 8,030 (3,398) 2,076 4,580 (2,504)
Astro 6,744 3,472 3,272 3,560 1,699 1,861

Vie de Millionnaire 12,342 12,342 4,776 4,776
Subtotal 1,167,833 1,111,906 55,927 593,310 549,194 44116
Instant Lotteries

Regular 126,816 154,650 (27,834) 66,399 87,735 (21,336)
Entertainment 360,535 400,284 (39,749) 197,736 220,192 (22,456)
Televised 15,031 10,008 5,023 8,010 5,496 2,514
Multimedia 2,586 3,848 (1,262) 1,394 2,039 (645)
Subtotal 504,968 568,790 (63,822) 273,539 315,462 (41,923)
Traditional Lotteries

La Mini 12,265 12,490 (225) 5,397 5,495 (98)
Teleactive 59,186 57,110 2,076 35,243 32,848 2,395
Special Editions 47,734 62,780 (15,046) 27,668 36,337 (8,669)
Subtotal 119,185 132,380 (13,195) 68,308 74,680 (6,372)
Sports Betting 50,446 47,554 2,892 29,784 27,014 2,770
Total 1,842,432 1,860,630 (18,198) 964,941 966,350 (1,409)




Société des casinos du Québec
Sustaining Revenues
Through a

Customer-
Focused

Approach

B .



Over the past year, the Société des casinos du Québec (SCQ)
succeeded in maintaining its earnings at a level comparable
to recent years. This positive performance was achieved in
spite of the persistent competition posed by other forms of
entertainment, the effects of the new tobacco legislation
stipulations, the recurrent decline in tourist traffic, and the
ever-growing competitive challenges resulting from increased

game offerings within the northeastern part of the continent.

Evolution of Revenues Over the Past 5 Years

(in millions of dollars) 2002-2003 2003-2004 2004-2005 2005-2006 2006-2007

747.5 728.9 751.9 758.5 758.2
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By effectively mobilizing all of its personnel, Loto-Québec’s SCQ
subsidiary was able to conclude the past reporting period with
total revenues of $758.2 million, which is about equivalent to the
earnings posted the previous year. For its part, Resto-Casino, which
is responsible for administering food and beverage services at the
three casinos and for operating the Hilton Lac-Leamy Hotel,
recorded revenues of $104 million during fiscal 2006-2007, up
3.1% as compared to the previous year.

These results can be attributed to prudent management and to
the dedication and commitment of the SCQ’s 5,500 casino, restau-
rant and hotel employees. The results are also the product of
the sustained efforts to improve operations at the subsidiary’s
various establishments, modernize equipment and installations,
and assure the utmost in customer service.

2007-2010 Strategic Planning

This past year saw the preparation of a comprehensive strategic
plan for the period spanning 2007 to 2010. The fruit of extensive
research and reflection, this plan is of prime importance to the
SCQ’s ability to confront and overcome its formidable challenges.
Not the least of these, for example, is the fact that while casino
revenues seem to have reached a plateau, their operating costs
continue to grow, particularly those related to employee salaries
and benefits.

The SCQ's 2007-2010 strategic planning initiative offered signifi-
cant new insights into the strengths and weaknesses of its various
establishments and identified new business opportunities to coun-
teract the factors posing the greatest threats.

The past year was marked by
three significant changes at the
Casinos: the cashless system, the »
outsourcing of theatre manage-
ment, and the major makeover
of the Nuances Restaurant.

One of the most concerning is the volume of gaming houses oper-
ating in nearby markets targeted by the SCQ. In fact, the number
of competing establishments (casinos and racinos) in Ontario and
the northeastern U.S. grew from 48 to 60 between 2002 and 2005.
During the same brief three-year period, the number of slot
machines operated by competing establishments rose by 23%.

Within the context of this arduous market environment, it is more
vital than ever that the SCQ be able to secure a competitive edge
by adopting a totally customer-focused approach that sets superior
quality of service as its top priority and hallmark. It is this position
that is at the very heart of the vision fuelling the initiatives outlined
in its 2007-2010 Strategic Plan.

Modernization of Game Offerings

The SCQ has embarked on a project to equip all of its casinos’
slot machines with a cashless payment system that will reduce to
a minimum the need to handle cash in gaming areas. Patrons at
the Casino de Montréal and the Casino du Lac-Leamy are already
enjoying the benefits of this new technology, and the Casino de
Charlevoix is slated to proceed with the implementation of the
new system in autumn 2007.

Highly appreciated by casino patrons for its ability to enhance their
gaming experience, the cashless payment system is already in place
at the majority of gaming houses in North America. As such, the
availability of the technology at Loto-Québec’s three casinos will
not only improve their competitive position, but the quality of their
customer service and profitability of their operations as well.

On a related front, and as part of its commitment to continuously
renewing its game offerings, the SCQ concluded a research and
development agreement with Ingenio, filiale de Loto-Québec in
fiscal 2006-2007. This accord calls for the creation of new game
concepts and themes for its slot machines.



Outsourcing of Theatre Management

Subsequent to the release of a request for proposals, the man-
agement of the Casino de Montréal’s and Casino du Lac-Leamy's
theatres was entrusted to Productions 2P3. This consortium
made up of Les Productions Phaneuf and Zone 3 combines the
experience and expertise of two companies that have earned
an excellent reputation within the province's entertainment and
television sector. In awarding the mandate to Productions 2P3,
the SCQ is in a position to further diversify the programming at
these two theatres and better respond to the needs and expec-
tations of its clientele.

International Market Development

Building on its outstanding reputation among its international
high-limits clientele, the SCQ has undertaken a major effort to
intensify its marketing efforts targeting “junket” players and, in
the process, to review the overall operation of its International
Development Department (IDD).

High-limits players generally call upon the services of independ-
ent agents to plan their trips and prepare their visits to the
world’s most prominent gaming houses. As such, the IDD has
implemented a new operating structure to enable it to better
respond to the expectations of these agents and the specific
requirements of their clients.

As part of this modified structure, a new position has been
created at each casino (two positions at the Casino de Montréal)
responsible for junket clients. In addition to the implementa-
tion of the new operating structure, the respective roles and
jurisdictions of each establishment have been more clearly
defined so as to harmonize their actions and activities.

Major Economic Spin-Offs

During the past fiscal year, the SCQ acquired some $128 million
worth of goods and services. Similarly, Resto-Casino remained an
important customer for a large number of Québec-based compa-
nies in the agro-food sector.

The SCQ also contributed to the province’s economic development
by lending its financial support to a varied range of events offering
tangible benefits to the tourism industry. More specifically, the sub-
sidiary contributed close to $2.4 million through the sponsorship of
some 23 different events, including the Grand Prix of Canada, the
Rogers Cup, Les grands feux du Casino du Lac-Leamy, and the
Domaine Forget International Music Festival.
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Casino
de Montréal

The Casino de Montréal posted total earnings of $506.4 million
during fiscal 2006-2007, representing a slight increase of 1.1%
vis-a-vis the previous year. Having played host to some 74 mil-
lion visitors since opening its doors in 1993, the gaming house
nestled on fle Notre-Dame continued to make a significant
contribution to Montréal’s tourism industry over the course of
the year just ended.

The pride of the Casino de Montréal, the Nuances gourmet
dining room retained the Five Diamond rating it has earned
from the CAA and AAA automobile associations. In addition,
the Nuances underwent an extensive makeover, revitalizing
everything from its menu and décor, to its place settings, graphic
signature and service staff uniforms. Carried out under the
theme, Awakening of the Senses, this thorough rejuvenation
called upon the creativity and craftsmanship of an entirely
home grown team of designers and artisans.

For its part, the Cabaret du Casino presented 17 dazzling
productions during the year. A total of 447 matinee and
evening performances were staged to the delight of enthu-
siastic audiences numbering close to 180,000.

The Montréal, Charlevoix
and Lac-Leamy Complex
gaming houses are shining »
brighter than ever.

Casino
de Charlevoix

Up 4.9% over the previous year at $49.9 million, the Casino de
Charlevoix’s 2006-2007 revenues were at the highest level in the
establishment'’s history. This positive performance is all the more
noteworthy in light of the labour conflict that plagued the Fairmont
Le Manoir Richelieu Hotel during 2005-2006 and resulted in a
marked reduction of visitor traffic at the gaming house.

The Casino de Charlevoix welcomed its 12 millionth visitor during
the year just ended. Playing host on average to more than one
million visitors each year since its opening in 1994, the establish-
ment serves as a major asset to the development of tourism within
the region.

Once again this year, the Casino and the Fairmont Le Manoir
Richelieu were the recipients of several awards and distinctions.
For instance, the Le Charlevoix Restaurant and the Fairmont
Le Manoir Richelieu both retained their CAA Four Diamond des-
ignation, while Le Charlevoix was recognized by Wine Spectator
Magazine for the excellence of its wine list. Ranked on the Gold
List of Condé Nast Traveler, the Fairmont Le Manoir Richelieu
is also listed as a Five Star establishment by Hébergement
Québec, and the Hotel's golf course was named as the best new
Canadian course in 2006 by the prestigious Golf Digest Magazine.



Lac-Leamy
complex

The Casino du Lac-Leamy posted revenues of $201.9 million in
fiscal 2006-2007, a 3.9% decline as compared to the previous
year. This decrease reflects the particularly high level of com-
petition confronting the establishment within its immediate
market.

The Casino actively pursued the review of its operations during
the year just ended in order to improve its efficiency and better
meet the expectations of its clientele. Involving the participation
of a broad group of managers and employees, this exercise has
generated various improvements at the establishment, including
the formation of a new team responsible exclusively for customer
service. Ultimately, the Casino is now better able to innovate
within its market and satisfy the needs of its various clienteles.

The Hilton Lac-Leamy Hotel was once again honoured by the
Hilton Corporation this past year with three awards of excellence.
For the fourth time since opening in 2001, the Hotel received the
award for best overall performance in North America in the Business
Hotel category, marking the very first time in the history of the
Hilton chain that the same establishment earns this prestigious
distinction three years in a row. In addition, the Hotel was
the recipient of awards for best restaurant and best restaurant
service, and it retained the CAA/AAA Four Diamond rating and
Tourisme Québec's Five Star designation.

For its part, the Casino du Lac-Leamy's Le Baccara Restaurant
earned the Five Diamond rating for the seventh consecutive year.
Synonymous with high gastronomy, this rating is among the most
coveted within the North American restaurant sector.

Total Revenues

As at March 31

(in millions of dollars)

2006-2007 2005-2006 Variation
Casino de Montréal 506.4 500.8 1.1%
Casino de Charlevoix 49.9 47.6 4.9%
Casino du Lac-Leamy 201.9 210.1 (3.9%
Total 758.2 758.5 -




Société des loteries vidéo
du Québec

Reshaping



In a state of continuous growth since its creation, the Société des
loteries vidéo du Québec (SLVQ) posted its first ever decline in
revenues and net income this past fiscal year. Two essential
factors account for these declines: the reshaping and resulting
reduction in size of the network, and the new stipulations of the
anti-smoking legislation. In fact, never has this network consisted
of fewer sites since its initial implementation in 1995. Within this
challenging context, responsible management remained at the

heart of the subsidiary’s priorities and preoccupations.

Evolution of Revenues Over the Past 5 Years

(in billions of dollars) 2002-2003 2003-2004 2004-2005 2005-2006 2006-2007

1.077 1.129 1.237 1.299 1.098
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The SLVQ terminated fiscal 2006-2007 with total revenues of
$1.098 billion and net income of $710.8 million, representing
respective declines of 15.5% and 17.4% over the previous report-
ing period. For their part, commissions and other financial com-
pensations paid to operators amounted to $251.8 million.

Factors Accounting for the Declines

Having come into effect on May 31, 2006, the new stipulations
of the tobacco legislation had a marked impact on bar traffic
and constitute the principal reason for the losses recorded by
the SLVQ.

Another major factor contributing to the lower earnings of the
past year was the diminished size of the video lottery terminal
(VLT) network. Undertaken as part of Loto-Québec’s 2004-2007
Development Plan and subsequently intensified with the volun-
tary withdrawal programs offered to certain categories of retailers,
this downsizing of the SLVQ's network continued over the course
of fiscal 2006-2007 with the elimination of an additional 217
sites, thus bringing the total reduction of sites to 758 since the
start of the network reconfiguration program.

In parallel with this effort, the Government moratorium on the
issuance of video lottery operating permits was maintained for
a fifth consecutive year. As at March 31, 2007, the Corporation’s
VLT network was comprised of 12,779 terminals in operation at
2,905 sites. Moreover, Loto-Québec has VLTs in reserve that will
be relocated to gaming centres when they open, at which time
the number of units could reach a maximum of 13,570, in accor-
dance with the Corporation’s 2004-2007 Development Plan.

Continuing to offer
popular entertainment in a
responsible fashion.

New Responsible Management Measures

A compensatory voluntary removal program is now being offered
to retailers located within a 2.3-kilometre radius of the future
Québec City and Trois-Riviéres gaming centres. With this pro-
gram in place, there will be fewer game offerings within zones
situated in proximity to these gaming centres.

Moreover, the racetracks located in Montréal, Québec City and
Trois-Rivieres henceforth offer the same types of terminals as
those in place at the network’s other establishments since 2003.
These units are all equipped with features designed to promote
responsible gaming.

Some 11,000 individuals employed at bars, brasseries and tav-
erns in the province participated in the Taking Risks Is No Game
2 training program during the year just ended. The purpose
of this training is to enable bar owners and their employees
to be in a position to assist excessive gamblers, without, of
course, attempting to play the role of professionals special-
ized in the field of problem gaming.

A preliminary assessment of this training conducted by researchers
at Université Laval has revealed that retailers and employees
feel much more able to detect situations of excessive gaming.
Other analyses are currently underway in order to arrive at a
final evaluation of this training initiative.

Typical Player Profile

The SLVQ also conducted another study to determine the profile
of the typical Québec video lottery enthusiast. Based on the results
of this research, the average age of VLT players is 37, with 66%
of these individuals being males, 51% being married or living in
a couple relationship, and 53% having completed a college or
university education. A total of 80% of respondents indicated that
they set a budget before playing, and the majority affirmed that
they respect that budget.

For 77% of players, video lotteries constitute a part of an overall
entertainment experience. These individuals will frequent an estab-
lishment for the initial purpose of enjoying a drink, having a meal,
playing some billiards, or meeting up with friends to socialize. Finally,
close to 75% of the people consulted indicated that they play video
lotteries in the company of friends (50%) or their spouse (20%).
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Maintaining an Innovative
and Responsible Approach

The SLVQ continued to demonstrate its internationally recog-
nized leadership in the responsible marketing of video lotteries
over the course of the past fiscal year. For example, the Taking
Risks Is No Game 2 training program and the subsidiary’s Code
of Responsible Marketing generated a high level of interest at
the 13th International Conference on Gambling & Risk Taking
organized by the University of Nevada. Unique within the indus-
try, this set of principles encompasses a total of 20 obligations
that each bar owner offering video lotteries is urged to respect.

Outlook

In line with the principles outlined in Loto-Québec’s 2004-2007
Development Plan, the SLVQ intends to consolidate its new
marketing approach and continue to offer an enjoyable form of
entertainment in a responsible fashion. In so doing, the subsidiary
will pursue the reconfiguration of its VLT network so as to reduce
accessibility while minimizing the risk of illegal units emerging. In
order to fulfill this commitment, the SLVQ will ensure that game
offerings remain at a sufficient level and as geographically diver-
sified as possible.

Video Lotteries

As at March 31, 2007

Number of Terminals 12,779
Number of Sites 2,905
Average Number of Terminals per Site 4.4
Commissions to Retailers (in millions of dollars) 241.5
Distribution of Sites and Terminals by Region
As at March 31, 2007

Number  Number
Region of Terminals  of Sites
Laval, Laurentians, Lanaudiére 2,065 446
Montréal 3,770 745
Québec City, Chaudiere, Appalaches 1,509 361
Mauricie, Bois-Francs 863 212
Estrie 749 184
Saguenay, Lac Saint-Jean, North Shore 625 169
Lower Saint Lawrence, Gaspésie, Tles-de-la-Madeleine 401 123
Abitibi, Témiscamingue, Northern Québec 419 101
Montérégie 1,606 389
Outaouais 772 175

12,779 2,905




Société des bingos du Québec
A Fragile Sector
Achieving Major

Accomplishments




Thanks to the improvements made to its products and its inten-
sified promotional efforts, the Société des bingos du Québec
(SBQ) has succeeded in counteracting the effects of lower
attendance at bingo halls and in limiting its drop in revenues
to 1%. At the same time, non-profit organizations licensed to
operate bingo games were the beneficiaries of $10.9 million,

representing all of the subsidiary’s profits.
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Société des bingos du Québec

The mandate of the SBQ is to create and market network bingo
games in order to financially support non-profit organizations
(NPOs) that hold bingo permits. All profits generated through
the marketing of the subsidiary’s products are distributed directly
to these organizations.

The SBQ offers three different network bingo products - Le
Petit Tour in the afternoon, Le Grand Tour in the evening, and
Le Tour Eclair played both afternoons and evenings. These prod-
ucts are available simultaneously at 113 bingo halls, including
the biggest locations in Québec.

Despite an 11% decline in bingo hall traffic since the new stip-
ulations of the tobacco legislation came into effect on May 31,
2006 prohibiting smoking in public places, the SBQ succeeded
in almost maintaining its 2006-2007 revenues at the previous
year's level. During the past fiscal year, the subsidiary posted
total earnings of $39.4 million, representing only a slight decrease
of 1% vis-a-vis fiscal 2005-2006.

Of the $10.9 million contributed to NPOs holding bingo licenses,
$10.2 million went to 784 organizations that organize their events
at halls connected to the SBQ network, and $713,000 was dis-
tributed among another 315 organizations holding bingo games
in non-participating halls.

Marking its 10th anniversary in December 2007, the SBQ will have
contributed close to $100 million to NPOs since its creation, which
translates into approximately $10 million per year.

A pastime that can reunite
generations around a star
like Maritza. »

Initiatives Bearing Fruit

The SBQ’s positive financial performance of this past year is the
result of the improvements made to its products and of its efforts
to enrich the entertainment value of the bingo experience in
order to attract new players to its halls. From the launch of the
improved version of Tour Eclair, to the use of the Internet to
promote Le Tour 2e Chance, to the introduction of the popular
new La Grande Lisiere strip, the SBQ spared no effort in offer-
ing bingo enthusiasts a more attractive choice of products and
playing options.

In parallel with these initiatives, the SBQ organized a number of
effective product promotions and resumed its Place a I'artiste sum-
mer tour to promote bingo among the general public. As well,
the subsidiary maintained events like Célébration au gagnant,
which spotlights major wins by consumers. The typically festive
atmosphere that reigns at these types of events goes a long way
in promoting bingo as a highly entertaining pastime.

An Industry Confronted with
Formidable Challenges

Over the past few years, Québec’s bingo industry has seen a
significant decline in revenues generated by its traditional prod-
ucts. The general aging of its clientele, the fact that this form of
entertainment is often associated with a bygone era, and the
restrictions posed by existing regulations are the principal fac-
tors fuelling the difficult challenges of renewing the sector’s client
base and boosting bingo hall traffic.

Furthermore, the application of the tobacco legislation’s new
stipulations certainly did not help to improve the industry’s already
precarious situation. With close to half of all bingo enthusiasts
being smokers, this Bill has had a dramatic effect on bingo hall
traffic. In fact, several NPOs have had to abandon their bingo
activities during the past year, while others may need to follow
suit if they cannot succeed in keeping their operations profitable.



As such, the SBQ is likely to be confronted with formidable chal-
lenges over the coming years. Nevertheless, the subsidiary remains
committed to finding effective ways to maintain its revenues in
spite of the diminished attendance at its halls and the declining
numbers of people playing the game.

New directions will also have to be developed in conjunction
with the regulations to soon be implemented by the Régie des
alcools, des courses et des jeux aimed at enabling the industry
to compete more effectively with other forms of gaming. Within
the context of this evolving environment, the SBQ must review
its product strategies in order to maintain the appeal of network
games and to promote client loyalty and increased attendance
at participating halls.

Sales by Region

April 1, 2006 — March 31, 2007

Outlook for 2007-2008

The next few years will certainly be decisive ones for the bingo
industry. In addition to consolidating positive business relations
with its partners for the ultimate benefit of NPOs, the SBQ is com-
mitted to offering increasingly more attractive products and to
expanding its client base. To do so, the subsidiary intends to invest
in research and development, to create new families of games,
and to explore new modes of distribution. It will also actively pur-
sue its marketing efforts and launch various initiatives aimed at
increasing public interest in network bingo, with the overall objec-
tive being the sustainable revival of this gaming sector that is so
vitally important to the financial health and worthy activities of
non-profit organizations.

Participating Participating Commissions Paid Amount Distributed to
Region Halls Events NPOs* Net Sales to Operators Participating NPOs
Additional
Sums Paid Payments
According to up to 100%
Agreement of Net Profits
$ $ $ $ $
Lower Saint-Lawrence 4 619 29 339,636 17,632 67,140 20,998
Québec City 11 3,785 98 4,302,424 268,230 851,791 265,997
Chaudiére-Appalaches 6 1,004 24 1,079,184 62,480 213,509 66,721
North Shore 2 153 3 136,644 5,157 27,079 8,448
Saguenay-Lac-St-Jean 5 966 30 849,535 49,556 167,937 52,522
Mauricie, Bois-Francs 5 1,641 47 2,120,792 130,982 418,960 131,118
Estrie 3 948 23 1,144,529 71,303 226,364 70,760
Montérégie 18 5,371 148 7,699,456 468,031 1,520,256 476,018
Montréal 17 7,328 146 9,366,681 582,381 1,853,593 579,094
Abitibi-Témiscamingue 7 988 25 925,375 54,999 182,830 57,211
Outaouais 5 1,242 40 1,335,070 79,631 263,500 82,541
Laval 4 2,014 41 2,672,726 166,334 529,587 165,241
Laurentides 10 2,924 69 4,081,685 247,759 807,381 252,350
Lanaudiere 11 2,045 47 2,781,457 159,346 549,166 171,963
Gaspésie 5 668 14 534,703 23,122 105,483 33,058
Total (excluding the fund) 113 31,696 784 39,369,897 2,386,943 7,784,576 2,434,040 10,218,616
Fund: Amount distributed to non-participating NPOs 713,082
Grand total for NPOs 10,931,698

* Based on the most recent RACJ data



Ingenio

INnNnovation



As Loto-Québec’s subsidiary dedicated to research and devel-
opment, Ingenio works hand-in-hand with the Corporation’s
various business units in order to diversify their products and
help them realize new innovations. The subsidiary also actively
pursues opportunities for exporting its know-how to interna-
tional markets by forging new game design and multimedia

product supply agreements with foreign partners.
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Ingenio

The research and development field is relatively new within the
gaming industry, and Loto-Québec is one of the few lottery
corporations in the world to have created a subsidiary exclusively
for that purpose. Ingenio conducts applied research aimed at the
development of innovative new products, as well as fundamen-
tal research whose goal is to foster better understanding and
mastery of certain phenomena, such as the dynamics of gaming,
the convergence of different gaming sectors, and the multiplic-
ity of gaming platforms.

Five Agreements with Major Partners

Ingenio carries out the bulk of its work in collaboration with other
public corporations or foreign companies involved in the gaming
sector. During the past fiscal year, the subsidiary concluded or
renewed five important agreements with leading players in the indus-
try - Bally Technologies, Pollard Banknote, Betware, Gamelogic and
Scientific Games International. These contracts will influence the
direction of Ingenio’s research efforts, while helping the subsidiary
to amortize its operating costs.

Within the casino sector, Ingenio established a long-term strate-
gic alliance with Bally Technologies aimed at providing gaming
houses with a more dynamic range of offerings and players with
aricher and more enjoyable gaming experience. As part of this
agreement, Ingenio’s team created three new slot machine
games - Hatch the Cash (La Poule aux ceufs d’or), Groovy Machine
and Dog Show. Featuring an original graphic aspect and offer-
ing superior entertainment value, these games made their
first public appearance at Bally’s booth at the Global
Gaming Expo held in November 2006 at Las Vegas.
The new games are currently undergoing certification
by the various regulating authorities, the final step

before being offered in casinos.

The year just ended also saw Ingenio initiate research and
development work in collaboration with the Société des casinos
du Québec and its gaming houses in order to explore innovative
new directions in casino game offerings.

Developing innovative products
with great commercial potential
on the international scene. >

Within the lottery sector, Ingenio renewed its distribution agree-
ment with Pollard Banknote and signed three new agreements
with major partners Betware, Gamelogic and Scientific Games
International authorizing them to offer its games around the
world. Certain agreements call for the use of Ingenio’s patents
on the concept of interactive, predetermined outcome instant
lotteries with access codes.

Multimedia Lotteries As Popular As Ever

Four marketing agreements were concluded for Ingenio’s mul-
timedia lottery products during fiscal 2006-2007. In addition to
Loto-Québec itself, the Western Canada Lottery Corporation
and the Atlantic Lottery Corporation both added new products
to their multimedia game offerings. For their part, the Oregon
Lottery and New Jersey Lottery maintained their existing port-
folios, which did not, however, generate any new revenues for
Ingenio over the course of the year.

Developed during fiscal 2005-2006, the new family of short-
duration interactive lotteries known as Jeux Eclair grew larger
with the addition of certain games this past year. On a related
front, in collaboration with Loto-Québec’s Icelandic partner,
Betware, the British Columbia Lottery Corporation (BCLC) became
the first lottery corporation in March 2007 to market Jeux Eclair
online on its PlayNow site. Other lottery corporations are
expected to follow suit.

Entry into the World of Bingo

During the previous reporting period, Ingenio also collabo-
rated on two important projects with Loto-Québec’s Société
des bingos du Québec (SBQ) subsidiary. More specifically, the
SBQ took advantage of Ingenio’s expertise to conclude an
agreement for the utilization of Bingo 2000 software by the
BCLC. This network bingo management software developed
by the SBQ was ideally suited to meet the BCLC's specific needs,
and the transaction served to reaffirm the value of the bingo
subsidiary’s intellectual property.
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In addition, the SBQ's launch of the Grande Lisiére, a bingo strip
combining several cards, required the adaptation of Tour 2e
chance, a promotional bingo game for the Internet previously
developed by Ingenio. This game has been highly popular with
players in bingo halls since being introduced online in June 2006.

Lending Technical Support
to the Fondation Mise sur toi

In fiscal 2005-2006, Ingenio offered its technical expertise to
the Fondation Mise sur toi for the design and development of
an information console presenting the 8/8 The Winning
Combination questionnaire, a valuable tool enabling users to
acquire a profile of their gaming behaviour. This past year, Ingenio
created a Web-adapted version of this effective tool that is now
accessible on the Internet at 8sur8.com.

Revenues That Reflect a Prudent Market

During the past fiscal year, Ingenio posted total earnings of
$1.1 million, down 21.6% from the previous reporting period.
These results are a reflection of the fact that potential cus-
tomers are presently showing considerable prudence with
respect to multimedia lottery games in light of the legal pro-
ceedings launched by Ingenio against two companies (and set-
tled out of court) to protect its intellectual property rights. In
the United States, in particular, this state of prudence is also
being fuelled by the legislative uncertainty and legal confusion
surrounding Internet sales and online gaming.

Sustaining an Active Presence
Within the Multimedia Milieu

Ingenio continues to demonstrate its commitment to Québec's
multimedia sector by maintaining its solid partnership with
Alliance NumériQC, a network of local multimedia and interac-
tive digital content professionals. This role as a major partner
confirms the importance of Ingenio’s involvement in the net-
work. Loto-Québec’s R&D subsidiary is also a member of the
Information and Communication Technology Cluster of Greater
Montréal.

g:nlaou-—u

m|=|wf
=
~
£

=
g5
a8

Moreover, for the past seven years, Ingenio has been proudly
presenting a prize of $5,000 to the designer of the best inter-
active multimedia entertainment project under the banner of
the prestigious Québec Entrepreneurship Competition. The
subsidiary also awards a $2,000 prize at the National Animation
and Design Centre’s annual graduates gala, as well as lending
its support to Cybercap, an organization devoted to the social
and professional integration of young dropouts through
multimedia.

Priorities for 2007-2008

Among Ingenio’s priorities for fiscal 2007-2008 are the following:

®  Preserving its assets by optimizing the fruits of existing
partnerships

e Continuing to diversify its leading research and develop-
ment activities by realizing the most innovative projects
with solid commercial potential or which have intrinsic
value for Loto-Québec and its subsidiaries

e Intensifying efforts to promote its products and expertise
in foreign markets



Société des salons de jeux du Québec
First Two

Gami
Contres

Preparing for Launch




Following an intensive planning phase, the development of an
organizational structure, the release of calls for tender, and
the start-up of construction work, the first two Loto-Québec
gaming centres, known as Ludoplexes, are slated to open at
Trois-Rivieres and Québec City respectively in autumn 2007.
In the meantime, the Société des salons de jeux du Québec
(SSJQ) is pursuing its talks with the local and regional author-
ities and parties concerned and is preparing the appropriate
security, control and awareness measures aimed at ensuring

responsible gaming.
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Société des salons de jeux du Québec

The preliminary development of the two sites started in autumn
2006, followed by the construction of the buildings themselves
during the winter. Work is expected to continue until the begin-
ning of the fall of this year in accordance with the established
timetable. The Trois-Riviéres gaming centre is scheduled to open
its doors in October, while the Québec City facility should be
inaugurated in November.

A great deal of attention was paid to the functional, aesthetic and
design aspects of the buildings in order to ensure a dynamic char-
acter and provide patrons with a fully secure environment.

The SSJQ is also firmly committed to designing, building and
operating its gaming centres in full compliance with solid sustain-
able development objectives. As such, the centres will conform
to a series of standards established by the international Leadership
in Energy and Environmental Design organization.

Great care has been taken
with the design and aesthetics
of the two Ludoplexes.

Important Economic Benefits

The establishment of Loto-Québec's first two gaming centres
will generate important economic benefits. For example, the
SSJQ is investing some $66 million in the two projects —
$49 million for construction and site development, and close
to $17 million for equipment acquisition. These investments
and the subsequent operating expenditures, including the pur-
chase of goods and services and income taxes, will yield direct
benefits for the local and regional communities. In all, some
120 requests for proposals will have been solicited to realize
the design and construction of the two facilities.

The Corporation estimates that the Québec City gaming cen-
tre will employ approximately 200 individuals, while close to 150
will find work at the Trois-Riviéres establishment. The majority
of these jobs will be created by private firms to be awarded the
mandate by the SSJQ for the management of daily operations.

A Firm Commitment to
Responsible Management

SSJQ management has organized a host of meetings and pre-
sentations in the Trois-Rivieres and Québec City regions in order
to confirm and explain its commitment to operating its enter-
tainment facilities in a responsible fashion.

Numerous security, control and sensitization measures will be
applied as soon as the gaming centres are opened, starting with
the restriction of access to individuals aged 18 and over. In addi-
tion, the presence of surveillance and monitoring stations and
security agents will allow the public to enjoy a totally safe envi-
ronment, and a self-exclusion program similar to the one in place
at Québec casinos will be implemented.

There will be no bank wickets in the gaming areas, and the
cashes will allow for no debit card withdrawals or exchange of
personal cheques for cash. Moreover, the consumption of
alcohol will be strictly prohibited in the gaming areas, and all
preventive measures that apply to video lottery terminals in bars
will be in effect at the gaming centres as well.



Players interested in determining their gaming profile and assess-
ing their propensity for excessive gaming will have access to
the appropriate documentation and tools. These include the
8/8 The Winning Combination information console, an initiative
of the Fondation Mise sur toi.

All gaming centre personnel in direct contact with patrons will
receive training designed to enable them to detect individuals
showing signs of distress. These players will be singled out and
offered timely referral to the services of a qualified counsellor at
a local support centre specialized in the treatment of problem
gamblers.

Another major measure to be implemented at the gaming cen-
tres is a new system that will oblige every player to possess a
responsible gaming card. This card will be required in order to
start a gaming session, and cardholders will have to set the max-
imum amount they wish to spend on playing during their visit.
Once this amount is reached, the card will be deactivated. To
be used totally anonymously by players, the responsible gam-
ing card will not enable gaming centre management to conduct
any targeted monitoring whatsoever for promotional purposes.
Furthermore, the SSJQ will apply Loto-Québec’s advertising
code of ethics to the operation of its gaming centres, and
absolutely no advertising or promotional activities focused on
gaming will be conducted.

The new gaming centres are being implemented in accordance
with the stipulations outlined in Loto-Québec’s 2004-2007
Development Plan. In response to the recommendations of
researchers, the Corporation committed to reconfiguring its video
lottery network by relocating a portion of its units in specially
controlled sites able to restrict access.

A Simple and Effective
Organizational Structure

Developed with simplicity and effectiveness in mind, the admin-
istrative structure put into place by the SSJQ is perfectly adapted
to the gaming centre concept and its mode of operation through
outsourcing. The project team is currently made up of 25 individ-
uals, with other qualified personnel to be added as the opening
dates draw nearer. Once the Trois-Rivieres and Québec City sites
will have officially opened their doors, the SSJQ will have approx-
imately 20 managers and professionals on staff at its head office,
along with 14 employees at each establishment. The remaining
personnel to be assigned to operational duties will originate from
the private sector.

Priorities for 2007-2008

The completion of construction work on the two gaming centres,
the final phases of development, and the site openings in the fall
will monopolize much of the SSJQ's time and resources during the
coming months. In addition, the group plans to actively pursue
the design, construction and development of the Mont-Tremblant
gaming centre, which is currently scheduled to open in early sum-
mer 2008. A fourth centre will also eventually be established on
the northern fringe of Montréal adjoining a racetrack to be built
by the firm Attractions Hippiques Québec.




Casino Mundial

A Fruitful Initial Year
Within the

French
Market
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A coproprietor of the French Moliflor Loisirs Group since March
2006, Loto-Québec’s Casino Mundial subsidiary was actively
involved during this initial year in maximizing the value of its invest-
ment through the effective provision of services as per the terms
of the agreement concluded with its business partners. The acqui-
sition over the course of the past year of a casino in Sables d'Olonne
and the authorization of construction of a new gaming house in

Sanary-sur-Mer confirm the potential of this strategic partnership.




Two of the Moliflor Loisirs
Group's prize jewels: the future
Sanary-sur-Mer casino and the
Sables d'Olonne Casino des Pins.

Created in 2002, the Casino Mundial subsidiary’s mission is to
promote Québec expertise and know-how on the international
scene in casino design, implementation and operation. At the
same time, the subsidiary is responsible for pursuing related
business opportunities able to generate economic spin-offs for
the province.

Towards the end of 2005, Casino Mundial was approached by
the European Bridgepoint Capital investment corporation to
participate in the financing required to acquire the Moliflor
Loisirs Group, the third largest casino operator in France with
a portfolio of 21 gaming houses and a market share of approx-
imately 9%.

On March 30, 2006, Casino Mundial finalized its participation with
a 35% interest in Moliflor Loisirs, representing an investment in the
order of $90 million. The co-shareholders are Bridgepoint Capital
(55%) and the Moliflor Group’s management team (10%). During
2006, Moliflor Loisirs generated total revenues of close to 260 mil-
lion euros.

According to the terms of the service contract stipulating oper-
ational collaboration between Casino Mundial and Moliflor Loisirs
over an initial period of three years, the managing director of
Casino Mundial is responsible for the Group’s development
activities, and Loto-Québec is to provide all its expertise and
resources in order to maximize Moliflor's overall development
and profitability. The principal services supplied to date include
the following:

*  Preparation of candidacy files subsequent to the release of
municipal tenders for the construction and operation of
casinos in Villeneuve-Loubet and Lille, the latter municipal-
ity having ultimately selected another casino operator

e Acquisition of the Casino des Pins in Sables d'Olonne

¢ Analyses of potential casino acquisition opportunities

¢ Implementation of a customer loyalty program at Moliflor
casinos

e Provision of real estate development support services

e Preparation and dissemination of an employee training
program on conflict management

e Development of a predictive model to assess the revenue
potential of French casinos

With its investment in Moliflor during 2006-2007, Loto-Québec
has successfully consolidated its earnings before interest charges
in the order of $17 million derived from:

e $1.7 million in service revenues

e $7.1 million in interest revenues

e $8.1 million in gains on currency

e $1 million in income consolidation

During fiscal 2007-2008, Casino Mundial intends to maximize
the return on its investment in Moliflor while optimizing the syn-
ergies that the French Group can draw upon from its association
with Loto-Québec.
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Corporate Secretariat,
Legal Affairs and
Internal Auditing

The Office of the Corporate Secretariat and Vice-Presidency of
Legal Affairs offers a wealth of expertise within its various areas
of responsibility. More specifically, its personnel provide services
and professional counsel in support of the Corporation’s objec-
tives and so as to help achieve the desired balance between its
business mandate and social responsibility. The Vice-Presidency
is involved on a daily basis with business units and other corpo-
rate sectors, providing legal support to assure operational integrity.
In addition to the Corporate Secretariat and legal affairs, the
Office looks after internal auditing, document management, the
Fondation Mise sur toi, and the Secretariat of the World Lottery
Association.

Corporate Secretariat

Over the course of the past fiscal year, besides coordinating
Loto-Québec's Board meetings and those of its subsidiaries,
developing internal policies, following up on access to informa-
tion requests, and consolidating the information exchange net-
work, the Corporate Secretariat provided the legal framework
required for the implementation of the new Public Corporation
Governance standards.

Responsible for obtaining patents and trademarks for the
Corporation and its subsidiaries, as well as for the awarding of
licenses, the Secretariat took a number of concrete actions dur-
ing the past fiscal year to protect the organization’s intellectual
property and promote recognition of its patents within the gam-
ing industry, most notably by settling disputes and signing licenses
with major international game suppliers like Gtech and Scientific
Games.

In 2007-2008, the Corporate Secretariat will focus its efforts on
integrating new governance standards into Loto-Québec's oper-
ations, along with the obligations prescribed by the new leg-
islative stipulations in the area of access to information. Moreover,
the Secretariat will work to sensitize business units to the impor-
tance of reinforcing the Corporation’s intellectual property and
to provide its various sectors with the information they require
to realize their business plans.

Legal Affairs

During the year just ended, the Legal Affairs Department was
closely involved in the negotiation and preparation of contractual
agreements related to the replacement of some 8,000 lottery ter-
minals, the management of the Casino de Montréal's and Casino
du Lac-Leamy'’s theatres by the private sector, and the transaction
via which Loto-Québec became the sole proprietor of the build-
ing housing its head office by purchasing the 50% share held by
the Caisse de dépét et placement du Québec.

In addition, the group played an integral supporting role in the
implementation of measures aimed at reconfiguring the video
lottery terminal network and the establishment of the gaming
centres. In that particular regard, the group participated actively
in reviewing the calls for tender and concluding the agreement
with the purchaser and operator of racetracks, Attractions
Hippiques Québec. Over the coming year, the Department will
also be providing its support on various construction files. In
parallel with these endeavours, considerable effort will continue
to be devoted to the preparation and management of the files
in defense of the Corporation with respect to the class action
proceedings launched by compulsive gamblers concerning video
lottery terminals.

Internal Auditing

Loto-Québec’s Internal Auditing Department is responsible for
helping to effectively control the activities of the Corporation and
its subsidiaries so as to assure the integrity of operations. Over
the past year, Internal Auditing fulfilled various different man-
dates concerning the integrity of gaming operations. In addition,
the team launched a project aimed at establishing and testing
critical controls for the entire organization. During the coming fis-
cal year, the group will complete the critical controls project and
work on implementing an integrated risk management sector.
These initiatives are part of the various measures put forth by
Loto-Québec to ensure compliance with the Act Respecting Public
Corporation Governance.
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Fondation Mise sur toi

Since its creation in 2002, the Fondation Mise sur toi has been
dedicating its efforts to preventing excessive gaming, promot-
ing healthy gaming behaviour and protecting individuals at risk.
The Fondation is actively involved in the implementation and
continuous improvement of prevention tools within Loto-
Québec's various activity sectors, as well as in the promotion of
the 1 866 SOS JEUX hotline created to provide assistance to
people and their loved ones dealing with the effects of com-
pulsive gambling.

During 2006-2007, the Fondation Mise sur toi played a key role
in the organization of a comprehensive awareness program aimed
at Loto-Québec clientele and personnel. Based on an evaluation
conducted among 1,054 Québec adults, the campaign'’s rate of
recognition was at 83%. No fewer than 94% of respondents indi-
cated having become aware of the existence of a help hotline,
and 90% learned that the outcome of gaming is determined
purely by chance. In addition, some 88% of people surveyed
agreed that the campaign was helpful, and 75% expressed that
it helped them identify excessive gaming behaviour.

The Gambling: Help and Referral hotline received more than
5,590 calls during the three-month campaign, one of the great-
est increases in call volume over the past seven years.

The Fondation Mise sur toi will be launching a major new pre-
vention and sensitization campaign among the general public
and employees of Loto-Québec and its subsidiaries in the fall
of 2007. In the meantime, responsible gaming workshops con-
tinue to be offered to the organization’s personnel.

During the past fiscal year, the Fondation was actively involved
in the redesign of the section of Loto-Québec's Web site focused
on responsible gaming. A vast array of information has been
added to the section, including a list of free resources available
throughout the province. Over 158,800 visits to this section of
the site were logged between April 1, 2006 and March 31, 2007.
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In 2005, the Fondation was entrusted with the mandate to work
with the appropriate parties to develop additional prevention pro-
grams and measures in seven geographic sectors of Québec where
the ratio of video lottery terminals is higher than the provincial
average. In that regard, the Fondation is sustaining an excessive
gaming prevention and awareness program aimed at Québec's
native communities. Under the banner of this program, represen-
tatives of the Fondation Kanatha will be visiting some 40 different
communities between now and 2009, including 15 in 2007.

Financial Management
and Strategic Planning

Part of the Senior Vice-Presidency of Financial Management,

the Corporate Vice-Presidency of Finance and Administration

provides Loto-Québec and its subsidiaries with the following

services:

e  Effective maintenance of books and records

e  Production of financial information

e Management of accounts and financial transactions

e Financial protection of 