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high level of gas prices. power stations-especially those operated by UK utili- 

ties-made extensive use of hard coal, which produces higher emissions than gas. 

Therefore, market observers anticipate that CO2 certificates will become more 

scarce in the first trading period (2005-2007). 

Electricity price trend: no chonge in sight. Due to the aforementioned situation. 

power production costs are expected to rise above las t  year's level, which was 
already high. This i s  l ikely to be reflected in the development of prices on Euro- 

pean wholesale markets. Besides generation costs, weather-related effects could 

also lead to a further increase in electricity prices. Last year was one of the warm- 
est years in recent history. I f  temperatures return t o  normal levels. energy con- 

sumption could rise compared with 2005, causing generation capacity to become 
even more scarce. This type of weather change was already observed at the begin- 

ning of 2006. 

We intend t o  strengthen 
our earning pawei ilgain in 
k c a l  2006 above all through 
organic grourth. Oor highly 
Competitive German power 
ge"erati0" operat,anr W l l l  

play a centla1 role. 

Adding even more value t o  the company. I n  the last few years, we laid the ground- 
work for achieving continuous organic growth. We intend to increase the operating 

result organically by an average of a t  least 5% per year. Bofh in this financial year 
and the n e x t  one. the key t o  this accomplishment will be the competitiveness of 
our German power generation business. In addition, a variety of regulated activi- 

ties i n  our core markets make stable contributions to our earnings. These include 
the UK and North American water operations which we intend to sell by the end of 
2007. However, even without these water activities. we generate about one third 
of our consolidated operating result from regulated business above al l  in Germany 
and the Czech Republic. Cost-cutting measures will provide more positive stimuli. 
We want t o  realize €230 million in savings this year. This will bring us to  the end 
of the programme underway since 2003 designed to reduce our annual cost posi- 
tion by E680 million. Burdens on earnings will continue to stem from the price of 
fuel purchased for our power plants. Moreover. we wil l be exposed to r isks from 
political intervention. We emphasized this point repeatedly in both this and earlier 

publications. For instance. we anticipate negative effects will arise above all from 
Ihe regulation of Germany's electricity and gas grids. The European emissions 
trading system continues to pose a challenge. We gained our first experience with 
it l a s t  year. However, we expect that risks will be manageable until the end of the 
first three-year trading period in 2007. We will continue to address them through 
the flexible deployment of power stations and optimized electricity and fuel pro- 
curement. I n  sum. we are optimistic about being able to achieve our value target 
for 2006: a return on capital employed (ROCE) of  a t  least 14%. We already sur- 
passed this goal in 2005. 

, 
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Iubs ton t ia l  copital expenditure an power plants a n d  grid facilities. Both the 

German and UK power generation sectors are at the beginning of a long-term 
investment cycle. We started planning for the replacement of old power plants . 
with more efficient and environmentally friendly technologies early on. A t  the er.d 
of 2005 we commenced the construction of a large-scale lignite-fired 2.100 M h  
Power plant in Germany. This year, we will initiate preparatory work for moth  
major project in Germany. involving a hard coal power station with an instalpd 
capacity of 1.500 MW. We are also investigating the possibility of rnoderniang our 

power plant portfolio in the UK. These projects will make a substantial cordribution 

to improving the Group's emissions balance. 

Germany's power and gas grids also require extensive upgrades. However. we WIII 
not be able to implement any major measures until the details for German grid 

regulation have materialized further. We expect this to  happen no !atFr than r.ext 
year. Our exit from the capital-intensive water business in the UK and North Ameri- 
ca wi l l  free up funds for our energy operations. Nevertheless. our investment 

budget will be lower than i t  i s  at present. including the 'water activi*ies. We e>pect 
that RWE's capital expenditure on property. plant and equipmenc.or 2006 to 2010 

i n  the energy business will average €3.5 billion per year, give or ldke 1 5  % 

After the sale of our ivaler 
xr~ui i ies .  we will have more 
f inmdal  leeway for capitdl 
rxpeiiditure in the energ), 
business. 

Divestment of UK and Nor th American woter activities. Besidesconcentratiiig on 
our operating targets, this year we have set our sights on prepwng for the sale of 
RWE Thames Water and American Water. A public offering i s  I iely as  far as Ameri- 
can Water i s  concerned. Options under consideration for RWE rharnes Water 
include a sale to long-term financial investors as well as a plaement on the stock 
market. The run-up to the sale of  American Water will be lencrhy due to the exten- 

sive approval process with water regulators in the US. I n  l igl t  of the favourable 
environment on the capital market, we are confident that 'n: will be able to com- 
plete our exit  from both activities a t  3n.appropriate price t y  the end o f  next year. 

A measured ocquisition rtrntegy. Currently. we are not plmning to make any major 
acquisitions. The planned divestments in the water 8ecr.c have priority. Projects of 
interest to  us are predominantly in Eastern Europe. We npeCt that the consolida- 
tion of the European electricity and gas sectors will beclme more intense in the 
medium term. However, there are s t i l l  only a handful sinvestments available for 
sale. since the deregulation and privatization procesm Eastern Europe is making 
slow headway. I n  l ight of the large number of intereled pot:ntial buyers. prices 

are at the upper end of the range, We join bidding pocesses only if our strict 

profitability criteria are met. Acquired investments llust earn their cost of capital 
no later than in the third full year following the d?l: of their consolidation. 

No i i iqor nqu is i t i on~  are 
planned a t  present The 
I d F  o f  our water attlvlties 
has pr>or i ty  
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croup revenue expected to be  rtoble. Revenue i s  expected to roughly match last 
year's level. This and the following prognoses are based on assumed exchange 

rates of US5 1 .20 /€  and f 0.701E in 2006. We assume that the planned sale of 
RWE Thames Water and American Water will not impact our consolidated financial 

statements before 2007. Minor divestments a t  RWE Energy and RWE Trading will 

eliminate about €2  billion i n  revenue. Excluding consolidation and currency 
effects. however, we expect revenue to grow by a single-digit percentage rate. 

The main drivers will be rising procurement costs. which will be passed on i n  

higher electricity and gas prices. and higher water tariffs. reflecting increasing 
investment in infrastructure. 

Outlook 2005 2006 
C million iore(a%l 

Eitemai ievenue 41.819 + 
~~ 

Operating result 6,201 rl 

RWE Poweri 2.112 ,a 

we r ~ p r t t  O W  opeiamg ?wit 
1 o g r 0 w h y 5 % l o I O % . N B  
income ir expected to ri le oy 
between 10% and 20%. 

Eornings expected to  post further growth. We are confident that we will succeed in 
improving our key earnings figures. According to  our forecast. EBITDA will rise by 
a single-digit percentage and the operating result will grow between 5 %  and 10% 

Net income i s  expected to post a rise of between 10% and 20%. This will princi- 
pally stern from an improvement in the non-operating result. which was character- 
ized by considerab1e.negative oneoff effects in 2005. 

Earnings trend by division: 

We expect RWE Power to close 2006 with a marked improvement in i t s  operating 
result. We anticipate that the growth will be in double-digit percentage territory. 
The rise will be driven by the Power Generation Business Unit. Price increases on 
the German wholesale market wiil be the main contributing factor. We have 
already sold most of the 2006 electricity production. Moreover. we expect to see a 
rise in the availability of generation capacity following the extensive maintenance 
carried out in 2005. The higher cost of procuring C 0 2  emissions certificates and 
fuel wil l have a counteracting effect. Furthermore. margins on the market for 
balancing power to offset rhart-term fluctuations in supply and demand on the 
power grid are iikely to shrink. Moreover, we do not anticipate that RWE Trading 
w i l l  be able to reproduce !hi? high level of earnings i t  achieved i n  2005. The 

WE Dea Busmess Unit 
bntrasting effects will be .ell a s  persistently high oil and gas prices wi l l  be coun- 
teed by mounting production and exploration costs. 

\oected to close the hscai year up on the last one. 



We irand d good chalice of 

exreeding our 14% RUCE 
l a g e t  for2006 

Uepeodmg 00 the progress of 
the sale of  our water activities. 
rrewant EL- m ~ r e d s e  the 
dividend far 2006 to between 
70% and SO?* of ie 'Urlrnl  
net lo<ome. 

RWE Energy will probably achieve an operating result that matches the 2005 

level. With stable earnings in the Continental European sales business, we believe 

earnings risks will arise especially from the new regulation of Germany's electricity 

and gas grids. We intend to largely offset the resulting negative effects in 2006 by 
taking additional measures to cut costs and enhance efficiency throughout the 

RWE Energy Group. Naturally. however. there is still some uncertainty as regards 
the extent of the impact of regulation. 

We expect the operating result recorded by RWE npower to stabilize at the level 
achieved in 2005. We will l i f t  earnings from the UK generation business by increas- 

ingly benefiting from higher wholesale electricity prices. However. we will not fully 

benefit from this rise for all of our power sales. r h i s  i s  because RWE npower had 
already sold forward part of 2006's electricity production several years previously. 

and we are therefore not able to entirely pass through.the rise i n  fuel prices and 
the cost of COZ emissions certificates to customers. I n  addition. the failure of two 

power plant blocks in Aberthaw will have adverse effects. Although our market 
share in the supply business i s  developing positively. we anticipate that the UK sales 
business will see mounting pressure on margins. This i s  due mainly to increased 
costs for suppliers, resulting from rising wholesale gas prices. Another major driver 
of costs will be the UK Government Energy Efficiency Commitment initiatives to 

reduce household carbon emissions and alleviate fuel poverty. We anticipate that 
RWE npower will succeed in posting a substantial improvement in its results in 2007. 

The operating result achieved by RWE Thomes Water i s  expected to be roughly on 

par with last year's. Our regulated UK and North American activities ate anticipat- 
ed to experience opposing effects from tariff increases and higher operating costs. 

Value management reflects good operating performance. Our improved earnings 

situation will also be clearly mirrored in our return on capital employed. We 
thus expect to  exceed our ROCE target of 14% once again. Most of the increase in 
value will come from the German energy business. According to our forecasts. 
RWE npower will be able to recover its cost of capital by2007. The reasons for this 
were explained earlier i n  this report. 

Dividend payment roiseplanned forfrsco72006. I n  light of our solid earnings 
outlook. we are confident that the dividend will also fare well. Our dividend pro- 
posal for fiscal 2006 will be linked to a payout ratio for the first time. I n  so doing. 
we intend to show our shareholders that a certain percentage of earnings will be 

reserved for  the dividend every year. We generally aim for a payout ratio of 50%. 

The basis for the calculation will be recurrent net income'. which i s  already adjust- 
ed for one-off effects. This is how we want to link the dividend directly to the 
development of our operating activities. Depending on the progress of the sale of 
RWE Thames Water and American Water. we intend to increase the payout ratio to 
between 70% and 80% for the 2006 financial vear. 



Capital expenditure on property, plant a n d  equipment up year on year. 

We will clearly step up capital expenditure on property. plant and equipment 
this year. The greatest rise i s  planned for RWE Power's German power plant busi- 

ness. The construction of a dual lignite block in Neurath is the main act iv i ty .  

Furthermore. preparatory work on the 1.500 MW hard coal power plant i n  Hamm 
will begin in 2006. More funds will be spent on our oil and gas production activities 

as well. RWE Thames Water will considerably expand its investment budget in 

order to  meet the requirements of the five-year regulatory period that began in 
2005. RWE Energy will maintain its sizeable capex budget. More than 80% of 
RWE Energy's capex will be earmarked to upgrade and expand our electricity and 

gas grids. RWE npower will modernize and enlarge its power plant portfolio. which 

will attract more spending than in 2005. I n  sum. we expect that capital expendi- 
ture on property. plant and equipment, including the RWEThames Water Division. 
will be in the order of €4.5 billion. 

We ertahllrhed 2 new cap of 
befweeo E10 billion and 
EIZ i b ~ l l m  loi  net l i n m i a l  
debl. 

Net finano'al debt remains low. Based on our estimates, our net financial debt wi l l  
again be in the order of €11. billion to €12 billion in 2006. We want to keep debt a t  

this level even once we have sold our water business. We have defined a new cap 

ranging between €10 billion and € 1 2  billion. Prior to the announcement of the 
planned divestment, i t  was €17 billion. The new cap takes into account major 
acquisitions which we would only make in the medium term. Furthermore. we want 
to maintain our current A1 and A+ credit ratings. Thanks to the good reputation 
we have as bond issuer. we always have access to short- and long-term financing 
sources. €0.7 billion i n  bonds. which we do not intend to refinance, will mature in 

2006. 

Employee headcount: decrease due to the sale ofcompanies. In fiscal 2006 

our workforce will continue to shrink principally due to the planned sale of 
RWE Solutions and of peripheral activities of RWE Thames Water. Excluding 
these effects, however. we expect the Croup's labour force to increase. 

Procurement: added cost owing to higher C02 prices. As mentioned earlier. we 

sold forward nearly a l l  of our 2006 electricity production. In principle, our 
approach involves purchasing the fuel required to generate contracted amounts 
when the supply agreements are signed. hedging fuel prices at the same time. 
This also applies to the CO2 certificates needed to produce this power. The hard 
coal and gas prices we will incur in 2006 will be high once again. We have no price 
risk exposure from our lignitebased generation of electricity since we produce this 
fuel in our own opencast mines. Uranium required to run our nuclear power sta- 

tions has been secured under firm conditions via long-term purchasing agree- 
ments. Conversely. purchases of emissions allowances will generate higher costs 
than in 2005. This is  due to the rise in the price of certificates. However. it i s  only 

possible to make limited forecasts for our procurement costs since the actual 

usage of fuel and demand for emissions certificates may deviate from our plans 
considerably. Unscheduled power plant outages and fluctuations in spot prices 
can lead to sudden adjustments in the capacity utilization of individual plants. We 
believe that savings can be realized when purchasing materials and services in 

2006 again. We will expand pool purchasing and thus achieve price advantages. 
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Research a n d  development: focus on reducing emissions. We stepped up our R&D 

budget for the current f iscal year to €68 million. Once again, in 2006, measures will 
centre on improving efficiency and reducing emissions in the power generation 

business. Since we ate one of Europe'slargest producers of COZ emissions. we 

believe we shoulder a special responsibility in the development of climate-friendly 
technologies. This year. we have set aside two thirds of our R&D budget for this 
task. A s  mentioned before, we support projects exploring ways of sequestering COZ 

produced in power plants either before or after the combustion phase. Our medium- 

term goal i s  to identify the most efficient technologies and test them in pilot plants. 

At the same time, we are looking into ways t o  store carbon dioxide safely. We want 

to take a proactive approach and establish the prerequisites for the construction of a 

"COrfree power plant: Since COZ sequestration reduces efficiency substantially. it i s  

important to continually improve the efficiency of power plants beforehand. This i s  
the objective behind the commissioning of a pilot plant with lignite drying methods 
upstream of the combustion process scheduled for 2007. We are currently building it 
in Niederaussem (Germany). Furthermore. we will continue our involvement in 
research for the "700 degree power station," which-similarly to lignite drying-ena- 

bier efficiency enhancements of up to four percentage points. 

I n  addition. we will again dedicate some of our research spending to distributed 
power generation in 2006. We also intend to make inroads in the usage of bio- 
mass. Renewables-based energy i s  one of the pillars of RWE's climate-friendly 
energy policy. Regardless of political requirements. we want to increase the share 
of electricity accounted for by biomass i n  our generation portfolio. 

I 

Fcrward-looking statements. This annual report contains forward-looking statements 

regarding the future development of the RWE Group and its companies as well 
as economic and political developments. These statements are assessments that 
we have made based on information available to us at the time this document 
was prepared. I n  the event that the underlying assumptions do not materialize I 

I 
1 1 of these statements. 

or additional risks arise. actual performance can deviate from the performance 
expected a t  present. Therefore. we cannot assume responsibility for the accuracy 

! 
I 
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Supervisory Board Report 

Deor ShorehoIders, 
I n  fiscal 2005 the Supervisory Board oversaw and closely monitored the Executive 
Board's activities in line with the duties imposed on i t  by German law and the 
company's articles of association. The Supervisory Board convened six meetings. 
two of which were extraordinary. during which it received reports from the Execu- 
tive Board on business trends as well as on issues relating to the RWE Croup's 

strategic and operational development. Al l  of the Supervisory Board members 
attended at least half of the meetings. The average participation rate per session 

exceeded 90%. When in session. the Supervisory Board passed a l l  required resolu- 
tions on the basis of detailed information. Between meetings, the Supervisory 
Board was informed of projects and transactions that were especially important 
or urgent to the company i n  a timely manner. When necessary. it was asked for 
approval by circular. The Chairman of the Supervisory Board was constantly in touch' 

with the members of the Executive Board in order to discuss as soon as possible 
events of material importance to the company's situation and development. 

Focus on strategic issues. Our strategy of focus and constantly optimizing the 
RWE Croup's portfolio is a major pillar of the company's past and future success. 

The exploration of  a new strategy for the water business presented by the Executive 
Board in early November was a pivotal point. Another focal topic involved budgets 
for a far-reaching capital expenditure programme i n  RWE's power plant and grid 

business. AS in 2004. some of the Supervisory Board's sessions dealt in depth with 
select aspects of RWE's strategy. Such discussions were held, e.g. regarding 
RWE Energy's sales operations and RWE Trading's strategy. 



Change ofstrategy in the water business.' On November 4. the Supervisory Board 

convened an extraordinary meeting to discuss the aforementioned plans to with- 
draw from the UK and North American water sectors. The Executive Board 

explained to the Supervisory Board that this step would allow the Group to tallow 

i ts aim of focusing its core competencies above al l  an Europe's convergent elec- 
tricity and gas markets. The Executive Board presented further reasons lor the 
proposed move. The potential sale process was also explained. The Supervisory 

Board reviewed the proposals submitted by the Executive Board intensively and 
will continue to be kept informed on this topic. 

Activities with €3.9  bi l l ion in revenue sold. In  the period under review, the Super- 

visory Board held in-depth consultation sessions on the divestment of operations 
generating a combined €3.9 billion in revenue. It repeatedly discussed the sale of 
RWE Umwelt. which was initiated in 2004 and was largely completed in Octo- 

ber 2005. Furthermore. RWE shed several small water investments outside RWE's 
core markets as well as some RWE Solutions subsidiaries. 

Far-reaching investments in power plants and grids. Both the German and UK 
power generation sectors are at the beginning of a long-term investment cycle. 
The Executive Board involved the Supervisory Board early on in its plans to replace 
old power stations with more efficient and environmentally friendly technology. 
I n  its September 16 session, the board inspected the development area in Neurath 
in the vicinity of Cologne [Germany) where a second lignite power plant with 
optimized plant technology i s  being built. I n  i ts extraordinary meeting on Novem- 
ber 4. the Supervisory Board approved the acquisition of a gas-fired power plant in 
Great Yarmouth. UK. 

Following the blackouts caused by the natural disaster on November 25.2005 in 
Greater OsnabrUck and the Miinsterland (both in Germany). the Executive Board 
informed the Supervisory Board a t  i t s  December 8 session on all of the measures 
necessary to restore power and support people i n  the affected areas. The ongoing 
programme for overhauling old pylons was also discussed i n  this context. This 
programme was launched as far back as 2000. Measures mainly aim at ensuring 
grid safety. Required resources are at our disposal. 

Other ma in  topics of deliberation. Discussions regularly considered reports received 
on the Group's revenue and result trends as well as on measures to reduce costs. 
I n  addition. the Executive Board furnished information on the development of 
energy prices. The Supervisory Board also regularly discussed the Croup's financial 
situation. In i t s  December 8 session. the Supervisory Board dealt in detail with the 
medium-term budget for 2006 to 2008 submitted by the Executive Board. The 

Executive Board explained deviations from previous budgets and goals in detail. 
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Moreover. the plenum dealt repeatedly with the change in political conditions on 
the energy markets in which the company i s  active as well as the impact they could 

have on the development of the company's business. The main issues discussed i n  

this contexl were the initial experience gained from the European CO? emissions 
trading scheme, the new German regulator's plans to regulate domestic electricity 

and gas grids. and the new federal government's concepts as  regards energy 

policy. 

Furthermore. during the reporting period, the Supervisory Board often addressed 

issues of corporate governance. Topics discussed in this context include the review 
of the Supervisory Board's efficiency set forth i n  the German Corporate Govern- 

ance Code as well as the Code of Conduct for RWE employees. 

Committees. The Supervisory Board formed four committees. Their rnembersare listed 
in the chapter on  "Boards and Committees.*" During the Supervisory Board meet- 
ings, committee chairmen delivered in-depth reports on the committees' work. 

The Executive Committee convened three times in the 2005 financial year. I t s  
activity primarily consisted of preparatory work for the Supervisory Board debates. 

Two of the main subjects of the committee's deliberations were the corporate 
budget and the Group's strategy. 

The Audit Committee convened four times in the same period. It discussed the 

interim reports and financial statements of the parent company (RWE AG) and the 
Group at great length and prepared the award of the audit contract to the inde- 
pendent auditor. The independent auditor was present a t  some of the meetings. 

Debates also centred on the impact of major divestments on the company's bal- 
ance sheet and tax position. risk management, impairment test methods. the 
treatment of nuclear and mining provisions a r  well as internal audits. 

The Human Resources Committee held five sessions. Debates primarily addressed 
the compensation system for members of the Executive Board including the long- 
term incentive plan (LTIP). Furthermore, i t  passed necessary resolutions regarding 
the employment contracts of  Executive Board members. 

Once again. in fiscal 2005. there was no reason to convene the Mediat ion Com- 
mittee. which complies with Sec.27. Para.3 of the German Co-Determination Act. 

F inanoal  statement1 for fiscal 2005. The financial statements of the parent com- 

pany, which were prepared by the Executive Board in compliance with the German 
Commercial Code: the financial statements of the Group, which were prepared in 

compliance with International Financial Reporting Standards (IFRSS): the combined 
review of operations for RWE Aktiengesellschaft and the Group: and the accounts 

were scrutinized by PricewaterhouseCoopers Aktiengesellschaft Wirtschaftspru- 
fungsgesellschaft and were issued an unqualified auditots opinion. The auditors 

were elected by the ACM on April 14.2005. and commissioned by the Supervisory 
Board to  audit the iinancial statements of RWE AG and the Group. Documents 
supporting the annual financial statements. the annual report and the auditor's 



audit report were submitted to a l l  the members of the Supervisory Board in good 

time. The Executive Board also commented orally on the documents in the Supervi- 

sory Board's balance sheet meeting of February 21.2006. The auditors, who signed 

the audit report. attended the meeting, presented the material results of their 
audit. and were available to answer questions. I n  the run-up to the balance sheet 

meeting. during its session on February 20.2006. the Audit Committee concerned 
itself i n  depth with the financial statements and audit reports and recommended 

that the Supervisory Board approve the financial statements as well as the appro- 
priation of profits proposed by the Executive Board. 

The Supervisory Board thoroughly reviewed the financial statements of RWE AG 

and the Group, the combined review of operations for RWE Aktiengesellschaft and 
the Croup. and the proposed appropriation of distributable profit. No objections 

were raised as a result of this review. As recommended by the Audit Committee, 
the Supervisory Board approved the auditor's results of the audit of both financial 

statements. and they adopted the financial statements of RWE Aktiengesellschaft 
and the Croup for the period ended December 31.2005. The annual financial 
Statements are thus adopted. Furthermore, the Supervisory Board concurs with the 

appropriation of profits proposed by the Executive Board. which envisions a divi- 
dend payment of €1.75 per share. 

Changes in personnel on the Supervisory and Executive Boards. Mr. Ralf Hiltenkamp 
retired from the Supervisory Board effective April 10,2005. Pursuant to a resolution 

adopted by the Essen District Court on April 11.2005, Ms.Sirnone Haupt was 
appointed to succeed him as member of the Supervisory Board. Mr. Erwin Winkel 
vacated his seat on the Supervisory Board as of the end of the day on M y  31,2005. 
Mr. Dieter Faust was appointed Mr. Winkel's successor as of August 1.2005. The 

Supervisory Board extends i t s  appreciation to Messrs. Hiltenkamp and Winkel for 
their commitment and successful performance for the benefit of the company. 

Mr.Alwin f i t t ing was appointed to the Executive Board of RWE Aktiengesellschaft 

as  of August 1,2005. He fulfils the duties of a labour director in accordance with 
Sec.33 of  the German &Determination Act. 

The Supervisory Board thanks the Executive Board and the RWE Croup's entire staff 
for their successful work. With their commitment and expertise, they laid the 
Cornerstone for success in f iscal 2005. 

Essen, February 21,2006 

The Supervisory Board 

/ 
4h- fl- 
Dr.Thomas R .  Fischer 

-Chairman- 
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Corporate Governance 

Steady progress determines our  corporate governance practices. This often keeps 
us a step ahead of adjustments made to the German Code. The ambitious st4n- 
dards that we impose on  the transparency of corporate governance and :he 

behaviour of our employees is  s e t  forth in the new RWE Code of Conduct. 

we continue to fully comply 
wi th  the German Corporate 
covemao<e Code's 
rcronimendations. 

Unqualified statement of compliance. Several amendments to the Code passed by 

the German Government Corporate Governance Code Commission entered into 
force on July 20,2005. They are primarily designed to strengthen the independ- 

ence of supervisory board members. RWE fully complies with a l l  of the recommen- 
dations of the new version of the Code. As in prior years. we can thus issue an 
unqualified declaration o f  compliance for 2005. I n  addition, RWE complies with 
the suggestions for voluntary action included i n  the Code with one exception. 
We do not envision electing or re-electing supervisory board members a t  different 

dates or for varying periods of tenure. Our current and pant statements of compli- 
ance as well as past corporate governance reports can be found on the RWE web- 

site'. Information on the activities of RWEs Executive Board, Supervisory Board 
and other RWE AG cornmitrees as well as on the RWE Annual General Meeting are 
also included on this site. 

*& 
Other aspects of Code compliance. During our constant monitorlng of corporate 

governance practices. we paid special attention to the relations between the 
Supervisory Board. the Executive Board and the company. even before the Code 
was amended. The following is a list of noteworthy issues in 2005: 

. I n  the period under review, no material transactions were concluded between 
RWE AG or a Croup company and an Executive Board member or related party. 
Furthermore. no contracts were concluded between the company and members 
of the Supervisory Board. Executive Board and Supervisory Board members had 
no conflicts of interest. 
I n  the year under review. the Supervisory Board of RWE AG debated the 
structure of the Executive Board Compensation system in accordance with I tem 

4.2.2 of the Code. 
I n  2008 the Supervisory Board performed another efficiency check pursuant to 

I tem 5.6 of the Code. This examination looks. among other things. into the 

cooperation between the Executive Board and the Supervisory Board commit- 
tees as well as the Supervisory Board itself and scrutinizes the work done during 
their meetings. 
All listed companies affiliated with the Group which are obliged to issue a state- 

ment of compliance again fulfiled this obligation in 2005. Detaiis of the compa- 
nies' affiliation with the Group and company size were taken into account. 

. 

. 

- 



* Securities dealings by Executive Board members reportable under Sec. 15a of 

the German Securioes Trading Act were reported i n  an orderly fashion and 

published on RWE's website'. Obligatory stock purchases within the scope of 

the new BEAT long-term incentive plan introduced i n  2005 are shown in the 
following table: 

TianiaiUon dale Name P w t m  F>nan'ial ISIN Puahare/  Price per Number 
instrument Sale %hare in C of sharer 

RWt<ommonrharr DE 0007037129 Purchase 47 .26  12.415 05/21/2001 Roelr. H a u y  <EO 

Bonekamp. Berthold A .  EVP RWt common $hare DE 0007037129 Purchase 47.26 4.138 05/27/2005 

RWE rommonrhan DE0007037129 Purchase 47.26 4,211 05/27/2005 Dr.Slurany. K I ~ u I  EVP 

Zilius. 1m EVP RWErornmanrhare DE0007037129 Purrhare 47 .26  4.130 05/27/2005 

RWE mnmon rhare OE 0007037129 Purrhare 55.58 4.600 

. .. . . .~ ~ ~- .~ . ~ . ~. .  .... ~ - .  ~~~~ ~. ~ . .  ~. 

. .- .. ~ . ~ ~. . .-. . . __ 
. . . . ~~ . .~ ~ . ~ ~.~ 

. . . .. ~. ~. . . . ~ ~ ~ .  . 

.~ ..... ~ ~ . . .  .... . . 
07/26/2005 Rodr. Hairy CEO 

Bonekamp. Berthold A .  EVP RWErommon rhare DE0007037129 . Purchase 55.58 4 7 5  . .  . ~~~~ . . .  ~~ . 07/26/2005 .. ~- .. 
RWE commanrharc DE 000703712'3 Purrhare 55.58 2 .150  

07/26/2005 Ziliu5. Jan EVP RWEmnmonrhare DE 0007037129 Puithasc 55.58 1.200 
. ~, ~~~ ~~~ . . . .  ~~ ~ 

07/26/2005 Di. Slurany. Klaus EVP 
.. ~ 

None of the board members held securities with a combined value high enough 
to fa l l  under mandatory disclosure pursuant to I tem 6.6 of the Code a s  of the 
balance-sheet date. 

Service for our rharehoJders. Our capital market communications abide by the 
principle of informing investors as comprehensively and punctually a s  possible of 
the Group's developments at any given time. We have published our annual report 
in February for the third straight year, and thus continue to rank among the "fastest" 
DAX companies. Moreover. we have a long-standing practice of providing live 
webcasts of our analyst conferences. keeping them posted as recordings for three 
months after the event.,By.publishing our financial calendar i n  our financial reports 
and on the Internet early on. placing financial advertisements and posting far- 
reaching content on our website. we afford our shareholders the opportunity to 
stay abreast of a l l  major events and news relating to RWE. Good ACM turnouts are 
also of importance to us. I n  2005, 56.52 % of the company's voting stock and 
voting rights was represented. For several years. we have been providing our 
shareholders the option of voting by proxy in order to increase AGM turnout even 
more. Anyone who issues instructions via the Internet using our  online proxy 
system can make changes until the end of the debate. As set forth in the new law 
on corporate integrity and modernization of the right of contestation (UMAC). we 

adapted and simplified the registration and verification process for the Annual 
General Meeting by passing an amendment to the company's articles of associa- 
tion at l a s t  year's AGM. This should encourage shareholders-especially foreign 

investors-to participate i n  the AGM and exercise their voting rights. 

Ereokdown of Supervisory Board cornpensotion. RWE has already complied with 

the German corporate governance requirement to publish Executive Board remu- 
neration by member for three years. The same applies to the compensation of the 
Supervirory Board. Pursuant to Sec.12 of the bylaws, Supervisory Board members 

receive a fixed Compensation of €40.000 for their services after the end of each 
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n 
f i s c a l  year. The compensation increases by €225 for every €0.01 by which the 
dividend exceeds €0.10 per common share. Anyone who takes additional office on 

the Supervisory Board or any of i t s  committees. receives one-and-a-half to three 
times the aforementioned sums. in accordance with the recommendations includ- 

ed in the Code. The following table shows how this affects the total compensation 

of each  member. 

*D 

Supemirmy Board compensation in 2005 
6 'on0 . ~~~ 

120 111 231 
~~ ~- D r  Thomar 4. Fixher. Chairman . . . . . . . . .  . .  ~~ 

Prank Bnrike. Deputy Chairman 80 7 4  1 5 4  

Dr.?duI Athleitnei 60 56 116 

80 7 4  1 5 4  CarLLudwig v m  Boehm-Beong 

40 37 71 Wilfried Donirth 

.. . . . . . . .  .. ~~ .... ... ................ 

. ... .. . . . 

.~~ . . . . . . . . . .  ~- . . . . . . .  . . .  

~~ .~ .... . . . .  .. .... 

Dieter Faurt (ai 01 August 1.2005) 23 2 1  4 4  
~ . . . . . . . . . . . . . . . . . . . . . . . . . . .  

SimoneHaupl(arofA~ri1 11,2005) 
Ralf Hiltenkamp (until April 10.2005) 

. . . .  
29 2 1  56  

31 16 15 

60 56 116 

40 37 77 

60 56 116 

. . . . . . . . . . . .  Heinz-Eberhaid Holl 

Berthold Hubei 

Dr OiPtmir Kuhnt 
~~ . .  ~ . . . . . . . . . . . .  .... .......... . .  

..- . . . . . . . .  ... 
Or. Gerhard Lanqemeyer 60 56 116 

DagmarMl lh lpnf~ld(arof  lanuary4.2005) 40 36  76 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . 

~ ~~~ ~~ .. ........ . . . . . . . . . . . . .  
Dr Wolfgang Remiper 

GGnter Reppien 

51 5 3  110 

116 60 56 _. - 
116 60 5 6  Bernhard yon Rothklrth 

60 56 116 Or. Manfred Srhneider 

60 5 6  116 KlaucDicter Siidhofer 

Owe rigger 60 56 116 

~~ ~ 
~~ ~ .. ........ . ~. .~ .~ ~ 

...... . ........ _ _ ~  ....... ~~~. 

. . . . . . . . . . . . . . . .  . ... __  . . . .  

............ ~~ ~~ .......... .. ~~~ .... ....... 
Prof. K a r d  Van Miert 4 0  3 7  77 

4 0  37  7 7  1urgen WCfCI5 

.~ ~ . . . . . .  .... 

........... ..... . . .  . . . . . . . . . . . . . . . . . . . . . . . .  
Erwin Winkel (unti l luly 31,2005) 3 5  32 67 

1.180 1,095 2.215 Total 

Executive Boord compensation components.*The remuneration of RWE Executive 
Board members largely consists of a fixed and variable components. The fixed 
portion accounts for about 40% of total cash compensation, with the perform- 

ance-linked variable component accounting for the remaining 6046. The variable 

portion consists of a company bonus (70%) and an individual bonus 130%). The 

amount of the company bonus depends on the development of walue added and 
free cash flow. The amount of the individual bonus depends on the degree to 

which the goals agreed by the Chairman of the Supervisory Board and the Execu- 
tive Board member at the beginning of the financial year have been met. I n  

addition, in common with 1,000 other managersin the RWE Group. Executive 
Board members participate in a long-term incentive plan that rewards them based 
on performance over extended periods of time. I n  the fiscal year, we created a 

new programme called BEAT 2005, harmonized it throughout the Group. and 
adapted it to the more stringent corporate governance requirements. Exercise 

hurdles were raised once again. The waiting period was extended to three years 

*B 
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and the redemption o f  the 2005 tranche was limited to three times the original 

value theoretically realizable at grant. For the 2006 tranche, the limit i s  double the 

original allocation value theoretically achievable on the capital market. Moreover. 

the BEAT Programme, which is based on virtual shares, requires Executive Board 
members to invest their own money in RWE shares ta cover one third of the post- 

tax value at grant. These shares must be held for the entire waiting period of each 

respective BEAT tranche. The predecessor programmes had also adhered to the 

principle of rewarding sustained success in comparison to competitors in the corn- 
pany's peer group. The following provides an overview of the older programmes. 

. 2002 LTIP: This plan was initiated in 2002 pursuant ta a Supervisory Board 

resolution for Executive Board members and about 1.050 additional managers 
through the issuance of stock appreciation rights' (SARs). The SARs issued in 

three tranches between September 20.2002. and May 25.2004. have a waiting 
period of two years and a total term to maturity of flve years. 
1999 AOP-F: The Executive Board of RWE AG was authorized to issue non- 
transferable Subscription rights to members of the Executive Board and other 

managers in the RWE Group within the scope of AOP-F until March 8,2004. A 
total of four tranches were initially issued. They have since been exercised by 
members of RWE AC's Executive Board or have been forfeited. 

- 

Code of conduct for RWE employees. The Code of Conduct adopted in the autumn of 
2005 establishes rules of behaviour in compliance with the principles of corporate 
governance for RWE staff throughout the Group. This set of rules ensures that 
employees behave within a predefined framework both when cooperating within 
the organization as well as in dealing with customers. shareholders. suppliers and 
consultants. I n  l ight of the public debate on the consulting activities of profes- 

sional politicians. we decided to lay down some clear rules in this area as well. 
RWE welcomes its employees' occupying honorary political positions and becom- 
ing involved i n  social volunteering. However, anyone who holds a public office 
full-time or exercises a political mandate. i s  not eligible for employment with RWE 
as a staff member or consultant. 

Statement of compliance in accordance with Sec.161 of the German Stock 
Corporation Act. Following an orderly audit, the Executive and Supervisory 
Boards of RWE AG issued the following declaration of compliance: 
RWE Aktiengesellschaft complies with a l l  of the recommendatians of the German 

Government Corporate Governance Code Commission issued in the luly 20.2005. 
version of the Code. Likewise. from the last statement of compliance on Febru- 
ary 22.2005. to luly 20.2005. RWE Aktiengesellschaft has complied with all of the 
recommendations of the version of the Code issued on luly 4.2003. and has 
complied with a11 of the recommendations of the luly 20.2005. version of the 
Code since July 21.2005. 

Essen. February 21.2006 
RWE Aktiengesellschaft 

On behalf of the Supervisory Board 

Dr.Thomas R. Fischer Harry Roels Alwin Fitting 

On behalf of the Executive Board 
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Securing talent for the long term 

Both today and tomorrow, our  employees are the mast impor tant  asset our 
compony has. We uti l ize and cultivate their potential through an ambitious 

personnel and executive development programme. Providing the next generation 
of professionals with certified t ra in ing plays a central role. Only b y  making this 

investment can we secure talent in the face of demographic change. 

More than your run-of-the-mill professional training. We secure well-qualified About 1.000 yoiing aduilr 
signed a mining contract with 
RWE in 2005. 

budding professionals from within our own ranks by training 3.115 young people’. 
which a i m  makes a contribution to professional qualification and job security in 

RWE‘s regions. RWE’s training programmes impart knowledge and skills for more 
than 50 recognized training occupations groupwide. and has nearly 60 training 
centres in Germany. Some 1.000 young adults signed a training agreement in 
2005. After the first year of training, some top performers attend a university of 

applied sciences or an academy during their training programme, enabling them 
to obtain two degrees in four-and-a-half years. This option is available for both 
technical and general commercial apprenticeable trades. depending on the laca- 
tion and company in question. The “Dream Team” contest targets the brightest of 
our trainees. Participants undertake their projects of choice on issuer of relevance 
to the company autonomously. covering everything from planning to presentation 
before a panel of judges. This allows them to acquire key competencies such as 
team working, responsible action and time managemenl at an early Stage. 

I n  2004 we launched the ‘TI1 Make It!” initiative tha l  prepares people for training 
The project admits up to 100 young people every year, who do not have the pre- 
requisites for a successful apprenticeship. providing them with the competencies 
they need in the working world. At the same time, practical activity builds partici- 
pants’ confidence in their own skills and provides for exercises in teamwork. The 

high referral rate rewards us for this commitment: 70% of the participants in the 
class of 2004/2005 received apprenticeship positions. 52% of which were outside 
the RWE Group. In January 2006 the project received an award within the scope of 
the ”Deutscher FGrderpreis Jugend i n  Arbeit.” the German competition for promot- 

ing young people in the working environment. 

Employee survey 2005. I n  the year under review, we carried out RWE’s first group- 
wide staff survey to gam insight into employee Satisfaction as well as the compa- 
ny’s strengths and weaknesses. Carried out locally in our various divisions. the 
opinion poll generated responses from two thirds of the eligible employees. who 

furnished information on work. development. relationships and ieadership. The 



results were evaluated with the staff members in workshops. and change measures 

were derived from the discussions. The employee opinion poll i s  to be used as a 
management and controlling tool and become an integral component of our 

corporate culture. 

Creatrng long-ierm performance incentives'. BEAT 2005. tL8e new long-term incen- 

work for long-term compensation incentives. promoting the development of a 

common leadership culture. Long-term incentives for executives have gained 
importance worldwide. They constitute an effective tool for bringing the interests 

of shareholders and management more in line with eachother and for increasing 
the value of the company. Our new programme supportsthe alignment of man- 
agement with this corporate goal by rewarding R W E s  success when compared 

to i ts peers. 

*Q tive . -  plan introduced in the fiscal year, provides a homoge.,eous. groupwide frame- 

During the last  round of collective bargaining negotiations, we were able to let our 
wage earners partake of the Group's success as well. By paying them an apprc- 
priate one-time bonus, we gave them an additional reward for the contribution 
they made to the company's positive development. 

More than 19.000 RWE staf f  
ineinberr purchased employee 
Ihaies in 2005 .  

.Employee shares are yet another tool we can use to lelour'employees directly 
reap the benefits of their company's success while prmoting personal wealth 
building. Moreover. this gives our staff an additionalverformance incentive. 
In the year under review, 19.145 Group employees brught 419,413 common 
shares. Our workforce owns 2 %  of RWEs subscribeckapital. 

Generation change and succession monogement. Demographic change will have an 
incisive impact on our personnel structure. I n  additnn. the early retirement regu- 
lations effective in recent years will have a major inipct on the way our employee 
structure develops. This is  why we are setting our lug-term staffing needs against 
the development of employee demographics with aiew to identifying shortages 
and excesses and balancing them in a timely manne. 

Succession management, which has been integrategroupwide. i s  a topic of equal 
importance. One of the components i s  the potentia$ssessrnent process introduced 
throughout the organization in 2004. This is how $*'ensure thal every vacant 
management position is staffed on time and with tl! most suitable person. Poten- 
t i a l  candidates are prepared for promotions througltailor-made career develop- 

ment programmes, most of which take them throu? various areas throughout the 
Group. Studies have shown that strategic successicolanniog reduces undesired 
staff turnover and lowers the cost of external recruilent. 
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Conso7idated Income Statement 
of the R WE Croup 

c rnlill"l, NOW 2005 2004 

Revenue (including natural gar t a x l d e c t r i d t y  tax) (1) 41.819 42.137 

1.141 Natural gas tax le let t i i t i ty  lax  (1) 1.301 

ReYPnYe 40,518 40.996 

Changer in  fini5hed goadr and work in progress 38 -87 

3 2 1  264 Other own work rapilaiized 

3.260 ( 2 )  2.437 Other operaling inronie 

(31 24.500 22,975 cost of material5 

~~ 

- 

- . . .. . ~~~ ~ . ~ ~.. .. ~ . . ~~~ 
~ .~ 

.~ .~ . .- ~. .~ ~ . .  ~ . 

~~ .... ~~ .. ~. . ~ ~.. . . .~ 
5.370 6.122 

3.765 

of which: impairment lmrer on goodwill (814) (4921 

staff  <OIll 141 ~ ~~ 

~ ~~ ~ - . . ~ ~ ~  ~ ~ 

~. (51 3,762 
. . ~. -~ Depredation. amort~zaflan. and impairment lolle5 . ~ ~~ 

.. .. .... ~~ -. ~ ~~ . . . .~ 
Other operating expenses (6 )  4.879 6.054 

~nrome from operating activities of continuing operations 4.746 5.574 

1.955 Financial intome 

Finance m ~ l i  (a) 3.990 4.440 
~~~ 

(81 2.305 
. ~-~ ~~~ .. . . ~ ~ 

~nrome from continuing operations before tax 3.828 3.93s 

Taxer onincome (9) 1.221 1,521 

~nrarne from continuing operations 2.607 2.414 
~ 

lncome from discontinued operatiom -2 0 

Tnrnms 2.507 2.414 
~~~ 

Minority intere5t 356 277 

Net incornel income attnbutable to RWE AG shareholders 2.231 2.137 
~~ 

82i ic  eariingr and diluted PPI ~ommon 
and pteferred share ( E )  (28) 3.97 3.80 

of which: fram continuing oprrationr (€) (28) (4.01) (3.80) 

of which: lmm disrontinued operations ( E )  (-0.04) (0.00) 



Consolidated Balance Sheet of 
the R WE Group 

R I S P l l  
< "llillOl, 

Non-turrent airetr 

Note 12/31/05 12131104 

Intangible m e h  (10) 17.215 17.718 . . .  ~ . .  ~. 
Property. ~ l a o t m d  equipment (11) 36.089 34.518 

~~ ... ~~ ~. .~ . .. ~ ~ .- 
507 

2,665 
~ .. 

invertment plopPity 112) 476 

lilverlmentr atiounled for using the equity methad (13) 2.617 
. . . .. - .. - . . .  . ~ .  .. 

Other non-~uiient bnan<ial airets (141 1.842 1.939 
~~ ~. ... . ~. . .... ~ 

.. ~ . 
F i n a n m l  rereivablpr 1151 1.500 1.301 

6.815 3.515 Other receivabier -~ and ~ . .  other arret5 ~ 116) 

Oelerred laxer (171 3.790 3.243 

70,344 65.406 

~ .~ . ... .. . . . ~  .. ~ .~ ~~ . 

. . . ~ ~ 

currant arretr 

.. lnvenloriei ~ ~ - (181 2.257 2,043 

37.778 27,964 

108,122 93,370 

Equity and Liabiljtier 
rn)l~i,an . Note 12/31/05 12/31/04 

- Equity (22) 

Minority interest 1.643 1.537 

RWE Group interest 11.474 9.656 . . ~ ~ . .  . . ~  . . ~ .~ 

13.117 11,193 

Non-currenl liabilitie$ 

P,O"iSiO"5 (24) 28.064 27.830 

Finanaai liabilities1 (25) 21.458 22.488 
~ ~~_ ~~~~ ~ .~ ~ .. 

~ .- _~ -~ .. ~ . 
Other liabilities (27) 9.907 5.869 -~ ~~ ~ ~~~~~ 

Defeired tares (17) 4.873 4.134 

64,302 60,321 

Current iiabililier 

Provisions (24) 4.784 5.330 
~ .~,. ~~~ ~ 

Financial liabihlier (25 )  5.994 4.895 

Current tax lidbilitiei 86 128 

Liabilmes heid for sale 533 a 
Other liabilities (27) 11.809 5.437 

~~ ~~ ~ .~ ~~ ~ . 
Trade X L O U I I ~ ~  payable (261 7.497 6.066 

~ ~ ~ . . ~ .... .~ - .. . . . . ~~ ~ 

. .. ... .~ .~ . . .  .. ~~ . . ~  ~ 

~ .. . ~ ... ~ .. .. .~~ .  ~ ~ 

30,703 21.856 

108.122 93,370 

1 Including f 21.255 milhan m nOniYllenl Int.lel-b~dllngIi.b,l,li~l IP~CVIOUI year (20.559 m~llion) 
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Ca,h Flow Sf.,.rn."ll 

Changes in Equity 

Consolidated Cash Flow Statement of the 
R WE Croup 

Note ( J 2 )  2005 2004 <mil l ion 
Income from continuing operatlonr 2,607 2,414 

_. 

.~ . .  ~ 

Depreciation. mortizatmn. imparmeot lorrer. write-barkr 3.795 3.780 

Changer i n  piavirionr -279 -307 
................ .~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

482 

-1.005 -720 
~ ~ ~- 148 

. .  .................. . . . . . . .  
Changer m deierred taxes 

Income l roni dirparat of n o ~ u r i e n l  arretr and marketable iecurilies 
. . .  . . . . . . . . . . . . . . . . . .  . . . . . . . . .  

Other nowash income lexpenrer (mainly equity accounting method) -34 -90 
......... . .. ............... . 

72 -623 Changer inwarking opit.31 ............ . .  .. 

Intangible ar ret r l  property. plant and equipment/iouertment property . . . . . . .  
Capital expenditure -3,667 -3.429 

-~ ..... . . . . . . .  

..... .. . . . . . . . . . . . . . . . .  .... ........ 
~ ~ ~~ 

683 - .- P m e e d i  irom rale of m e t 3  197 . . . . . .  ... .- ........ . ........ 

....... ~ . ~ .  ~ ~ . . Acquiiitianr and investment5 ......... ~~ 

-471 -308 
Proceeds from sale of d$iets I divemuie5 635 2.637 
Capital expenditure . . . . . . . .  ~ ~~ 

1.257 -1.157 

-2.049 -1,574 

-3 -43 

-1.070 -939 

Changer i n  returitier and carh Invemwntr  - - .~ 
Cash flows fmm invert ing activities of continuing operations 

Net changein equity incl. minority interest 

Dividendi paid to RWE AG %harehaiderr and minority intemrtr 

I ~suanre  of finanoal debt 

- 
~ . ~~ . . . . . . . .  . ..... . . . . .  

. . . . . . . . . . . . . . . . . . . . . . .  .............. .. 

4,361 2.087 
. . . . .  -. ~~~ ~ .. . 

-6,672 -5.114 Repayment af  financial debt 

cash flows from financing activities of mntinuing operat imr -3.384 11.009 

.. Net cash changein .... rash and ......... cash equivalentr . olmntinuing . operation5 ........ - . 

Net change in cash and cash egui ia lent l  -95 4 5 5  

-129 -655 . 

34 0 

.. 
Effertr of changer i n  loreign exchange rater and other changer in Value 
on rarh and cash equivalents 

Cash and cash equivalents at  beginning of the reparting period 

Cash and rash equivalents a t  end o f  the reporling period 

1.526 2.181 

1.431 1.526 



Consolidated L t e r n e n t  of Changes in Equity 
of the RWE Group 

Aciunwlated ather RWE Minority Total Note (22) iubxribed Additional Relained 

RWE A G  (>pita1 01 and dis. Group iimrert CaPllal at Paid-in earning< c o m p r ~ b ~ ~ ~ ~ ~  inlOlnC 
interest 

RWE AG lributable Currency Fair value 
p,ofit translation measurement 

c lnlllion adjustment of finan<ial 
instrument% 

Balance at 01/01/04 1 . 4 4 0  1 .288  4 , 8 5 6  -756 185 7.013 2,052 9,065 
Repayment of  e q u q  

Dividendr paid 

Other romprehenwe ~ n m m e  

In<ome 

Other changer 

8alanrt at 12/31 /04  1 . 4 4 0  1 .288  6 , 2 9 0  

Repayment of equity 

Dividendi paid 

Other camprehenwe mmme 

2 .231  IMOme 

2 5 9  Other changer 

Balance at  12/31/05 1 .440  1 .288  7 , 9 3 6  

~. .~~ . .. ~~~ -43 . . -43 ~ ..,, .. ~ ... ~ 
. ~. .. .~~ 

-703 -236 -939 

630 519 1 .209  101 1.310 

2.137 2 7 1  2.414 

- -614 -614 

-703 
. . .~. ... . ~~~ . .  ~ . ~. . ~. .. . ~. ~ 

.. 

. . .  . ~ . .  .. ~. ... ~ ~ ~ . .  ~~ .~ ..~. 

2.137 
. . ~~~ . .. . . .~ . . ~ 

...~... ~~~. 

-126 7 6 4  9,656 1 .537  11 .193 

-3 -3 

-844 -844 -245 -1.089 
.~ . ~ 

~ ~ . .  .~ ~~ 

~ .~~ . . .... ~~. ~ . . ~ ~ . . .  .. . ~ ~~. . .. 

282 -110 172 5 6  228 

259 -58 201 

~ . ~ . . - -  ~ . . .  ~ 
~- - . .  . 

.. ~ .~. .. . 2 . 2 3 1  356 2 .581  
~ ~~ 

.. ~ ~ 

. .  

654 1 1 , 4 7 4  1.643 13 .117 1 5 6  - 
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Note, 
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prrYntrtlOn I scope .t rOn,~lidaf,on 

Statement by the Executive Board 

The Executive Board of RWE AG i s  responsible for the completeness and accuracy 
of the consolidated financial statements and the review of operations of the 

group, which has been combined with the review of operations of RWE AG. 

The consolidated financial statements for the periad ended December 31.2005 
have been prepared in accordance with International Financial Reporting Stand- 

ards (IFRSs) as applicable in the EU. The previous year's figures have been calcu- 

lated according to the same principles. 

Internal control systems. the use of uniform directives throughout the group. and 

our programmes for basic and advanced staff training ensure that the consolidated 
financial Statements and combined review of operations are adequately prepared. 
Compliance with legal regulations. the internal guidelines as well as the reliability 

and viability of the control systems are continuously monitored throughout the 

group. 

I n  line with the requirements of the German Corporate Control and Transparency 
Act (KonTraG). our risk management system enables the Executive Board to identify 
potential risks at an early stage and initiate countermeasures. if necessary. 

The consolidated financial statements, the combined review of operations and the 

report of the independent auditors are discussed in detail by the Audit Committee 
and a t  the Supervisory Boards meeting on financial statements with the independ- 
ent auditors present. The results of the Supervisory Boards examination have been 
included in rhe report of the Supervisory Board (pages 80 to 83) of this annual 
report. 

Essen. February 14,2006 

The Executive Board 

Roels Bonekamp Fitting Sturany Zilius 



Basis of presentation 

The consolidated financial statements have been prepared i n  accordance with the 
IFRSs.  as applicable in the EU. as well as in accordance with the supplementary 

accounting regulations applicable pursuant to Sec.315a. Para.1 of the German 

Commercial Code (HGBl. The consolidated financial statements also comply with 
a l l  IFRSs effective up to the balance-sheet date. 

Changes in equity have been disclosed in addition to the income statement, the 
balance sheet and the cash flow statement. Statements made in the notes to the 
financial Statements also include segment reporting. 

Several balance sheet and income statement items have been combined in order 
to improve clarity. These items are stated and explained separately i n  the notes to 
the financial statements. The income statement has been prepared using the 

nature of expense method. 

The consolidated financial statements have been prepared in euros. Al l  amounts 
(unless specified otherwise) are stated in millions of euros (€million). 

These consolidated financial statements were prepared for the 2005 f iscal  year 

(January 1 to December 31). 

Scope of consolidation 

I n  addition to RWE AG, the consolidated financial statements contain a l l  material 
German and foreign companies which RWE AG controls directly or indirectly. Princi- 
pal associates and joint ventures are accounted for using the equity method. 

Investments in subsidiaries. joint ventures or associates which are of secondary 
importance from a group perspective are accounted for in accordance with IAS 39. 
Subsidiaries which are not included in the scope of consolidation account for less 
than 1 % of the Croup's revenue. income and debt. Subsidiaries with negative 
income or equity are generally fully consolidated. 

A collective listing of the Group's investments in accordance with Sec.313. Para.2. 
NOS. 1 to 4 and Para.3 of the German Commercial Code (HGB) will be filed in the 
Commercial Register of the Essen District Court. Material consolida,ted investments. 

investments accounted for using the equity method,' and other investments are 
listed on pages 173 to 175 of this annual report. *D 
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Eighteen companies domiciled in Germany and 18 companies domiciled outside 

of Germany were consolidated for the first time in the year under review. One 

hundred and twenty-four companies. 46 of which are headquartered outside of 

Germany. were excluded from the scope of consolidation. Twelve companies, two 

of which are based outside of Germany, were merged. Six associates or joint 
ventures. including three outside of Germany, were accounted for using the equity 

method for the first time. Sixty-seven investments, which had been accounted for 

using the equity method in the previous year, including eleven outside of Germany. 
were sold. merged or were fully consolidated for the first time. First-time consoli- 
dation and deconsolidation generally take place when control is transferred. 

German Foreign Total 1SId 

161 328 4 8 9  589 

12/31/05 12131105 12/11/05 12/31/04 

With regards to subsidiaries. the following share acquisitions or increases were 

significant: 

* Great Yarmouth Power Ltd. United Kingdom. acquisition of a 100% stake: 

€227 million i n  acquisition costs 
STOEN S.A.. Poland: increased stake by 14.09 percentage points to 99.09%; 
€52 million in acquisition costs 

Stredoceska plynarenska a.5.. Czech Republic; increased stake by 30.96 per- 
centage points to 82.14%: €34 million i n  acquisition costs 
Severoceska plynirenska a.s.. Czech Republic: increased stake by 20.21 per- 
centage points to 72.03 %: € 3 3  million in acquisition costs 

Harpen Aktiengesellschaft. Dortmund: increased stake by 4.94 percentage 
points to 100.00%: €31 million in acquisition costs 

. 
- 
* 

. 

A total of €227 million was used to acquire stakes in companies which were cow 
solidated for the first time (previous year: €81 million). 

Assets and liabilities held for d e .  At RWEThames Water. preparation for the sale 
of peripheral activities in 2006 was commenced. with the result that these are now 

classified as a disposal group and are disclosed as  "Assets/liabilities held for sale": 

c .,lliO" 12/31/os 

Discontinued operations. RWE sold approximately 7096 of RWE Umwelt to Rethmann 

per contract signed on September 28.2004. The German Federal Cartel Office 

approved the deal on February 24.2005. Sale of the 30% which initially remained 



with RWE was completed in  October 2005. As a result. the former segment 

RWE Umwelt is disclosed i n  these statements as a discontinued operation, the 
key figures of which are presented in the following tables: 

(iniilion 12/31 /05  

* S e t 5  n 
~ . .  
Liabilities 

Expenrerl Income -585 ~. . ~ ~ ~~ ~~~ ~ . .. . ~ . ~ .  
29 

~ . .  .~ . . ~  . . . ~ . .  . .~ .. Income from dirtontinucd aperationr before tax 

c "llliloll 2005 

Cash flowiflorn operaling activities 341 

Cash flows i m n  inverting artivitier -402 

Furthermore. with regard to subsidiaries and investments accounted for using the 
equity method. the following share disposals were significant: 

Subsidiaries: 

. 

. 

. 
SSM Coal B.V. Group. the Netherlands 
RWE Umwelt Ost GmbH. Halle (Saale). Germany 
RWE Umwelt West GrnbH. Crevenbroich. Germany 

Investmentr accounted for using the equity method: 

Stadtwerke Dusseldorf AG. Dusseldorf, Germany 
Severoceska energetika a.s.. Czech Republic 

RWE SCHOTT Solar CmbH. Alzenau. Germany 

- 
. 

All  in all. a net 4 7 6 1  million in non-current assets (including deferred taxes). 
4 7 1 2  million in current assets (excluding cash and cash equivalents), 4 4 1  million 

i n  cash and cash equivalents and 4 1 . 7 3 6  million in  non-current and current liabili- 
ties were assumed or transferred as a result of the acquisition or disposal ofcon- 
solidated enterprises. 

The total selling price o f  divested suhsidiaries amounted to €205 million (previous 

year: €1.180 million), which was paid in cash or cash equivalents. 
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Further information on major share disposals i s  provided on pages 34 to 36 in the 

review o f  operations. 

Effects of changes i n  the scope of consolidation have been stated in the notes 

insofar as  they are of particular importance. 

Conso'lida tion principles 

The financial statements of Cermpn and foreign companies included in the scope 

of consolidation are prepared using uniform accounting policies. On principle, 

subsidiaries with a different balancesheet date prepare interim financial state- 
ments as of the Group's balance-sheet date. 

Business Combinations are reported according to the purchase method. Pursuant 
to this method, a t  the time of acquisition. capital consolidation takes place by 

offsetting the purchase price against the acquired subsidiaries' revalued prorated 

net assets. Subsidiaries'identifiable assets, liabilities and contingent liabilities are 
measured a t  full fair value. regardless of the amount of the minority interest. 

Intangible assets are reported separately from goodwill i f  they are separable from 
the company or i f  they stem from a contractual or other right. No new restructur- 

ing provisions are recognized within the scope of the purchase price allocation. 
Acquisition costs not allocated to assets. liabilities, or contingent liabilities are 
capitalized as goodwill. Negative goodwill from lirst-time consolidation is included 

in income. 

Capitalized goodwill i s  no longer amortized. I t  is tested for impairment once a 

year or more frequently i f  there are indications of impairment. I n  the deconsolida- 
tion. residual carrying amounts of capitalized goodwill are taken into account 
when calcuhing income from disposals. 

Expenses and income a s  well as receivables and payables between consolidated 
companies are eliminated. Intra-group profits and losses are eliminated as long as 
they are not of minor significance. 

The same consolidation principles apply to investments accounted for using the 
equity method, in respect of which recognized goodwill is reported on the balance 

sheet under investments. This goodwill is also not amortized. I f  necessary. impair- 

ment losses on the equity value are reported under income from inwestments 
accounted for using the equity method. The financial statements of all investments 
accounted for using the equity method are also prepared using uniform accounting 

Dolicies. 



Currency tvandation 

Nan-monetary foreigniurrency transactions disclosed in companies' separate 
financial statements as of the balance-sheet date are valued at the exchange rate 

valid when they were recognized initially. Monetary items are converted using the 
exchange rate valid on the balance-sheet date. Exchange rate gains and losses 

from the measurement of monetary assets or monetary liabilities i n  foreign cur- 

rency occurring up to the balance-sheet date are recognized i n  the income state- 

ment under other operating expenses or income. 

Functional currency translation i s  applied when converting the currencies of for- 

eign companies' financial statements. In the consolidated financial statements. 
the balance-sheet items of a l l  foreign companies are translated into euros a t  the 
average exchange rate prevailing on the balance-sheet date, since principal for- 

eign enterprises included in the consolidated financial statements conduct their 
husiness activities independently i n  their national currencies. When translaling the 

adjusted equity of foreign companies accounted for using the equity method, the 
same procedure is followed. Differences to previous-year translations are recog- 
nized in other comprehensive income without an effect on the income statement. 
Goodwill i s  translated a t  yearend as an asset of the economically autonomous 
foreign sub-unit. For expense and income items, the annual average exchange 
rates are used for currency translation. Annual financial statements of Group com- 
panies based in a country with hyperinflation are translated according to I A S  29. 

No material entities were headquartered in a country with hyperinflation in the 
fiscal or previous year. 

The!ollowing exchange rates (among others) were used as a basis for currency 
translations: 

Exchange rates Alelap Year-end 

C 2005 2004 12/31/05 12/31/04 

1 US dollar 0 .81 0.80 0.85 0.73 . ~~ .. . ~ ~~ . . ~ ~~~ 

1.46 1.47 1 4 6  1 4 2  

100 Hunoarian forinlr 0.40 0 .40  0.40 0 .41  
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Accounting policies 

In tangib le  assets are accounted for at amortized cost. With the exception of good- 

will, a l l  intangible assets have finite useful lives and are thus amortized using the 

straight-line method. Software for commercial and technical applications i s  amor- 

tired over three t o  five years: concessions and other usage rights in the electricity 
and gas business generally have useful lives of up to 20 years. Concessions in the 

water business have terms of up to 50 years. Capitalized customer relations are 
amortized over a useful life of ten years. Useful lives and methods of amortization 

are reviewed on an annual basis. 

Goodwill i s  not amortized: instead it i s  subjected to an impairment test once every 

year or more frequently i f  there are indications of impairment. 

Development costs are capitalized if a newly developed product or process can be 
clearly defined, i s  technically feasible and it i s  the company's intention to either 

use the product or process itself or market it. Furthermore, asset recognition 
requires that there be a sufficient level of certainty that the development costs will 
lead to future cash inflows. Capitalized development costs are amortized over the 
time period during which the products are expected to be sold. Research expenses 
are recognized a s  expenses in the period i n  which they are incurred. 

An impairment loss is recognized for an intangible asset. i f  the recoverable amount 
of the asset is less than i t s  carrying amount. I f  the asset i s  part of a cash-generat- 
ing unit, the impairment loss is calculated based on the recoverable amount of the 
cashqenerating unit. I f  this results in the carrying amount of a cash-generating 

unit to which goodwill was allocated exceeding the recoverable amount. the allo- 
cated goodwill is initially written down by the difference. Impairment losses which 
must be recognized in addition to this are taken into account by reducing the car- 
rying amount of the other assets of the cash-generating unit on a prorated basis. 
I f  the reason for an impairment loss recognized in prior years has ceased to  exist. 

a write-back is performed, whereby the increased carrying amount resulting from 
the write-back may not exceed the amortized cast. Impairment losses on goodwill 
are not reversed. 

Property. p lan t  ond equipment i s  stated a t  depreciated cost. The borrowing cost i s  

not capitalized a s  part of the cost. If necessary. the cost of property, plant and 
equipment may contain the estimated expenses for the decommissioning of plants 
or site restoration. Maintenance and repair costs are recognized as expenses. 



Exploratory drillings are accounted according to the successful efforts method. i. e. 
as a rule. the expenses for exploratory drillings are capitalized only in the event of 

commercial success. 

With the exception of  land and leasehold rights, property. plant and equipment is 
generally written down using the straight-line method, unless in exceptional cases 

another depreciation method i s  better suited to t he  usage pattern. The deprecia- 

tion of typical property. plant and equipment i s  calculated according to the follow- 
ing useful lives. which apply throughout the group: 

Gas andwater rtoiagefadlines 20-100 

Gas dirtribution fadlitier 1 4 - 2 0  
. .~ . .  .~ . 

~ . . . ~ . .  . . . ~ ~~~ ~ - . . .~ 

Property. plant and equipment held under a finance lease is capitalized a t  the 
lower of the fair value of the leased asset or the present value of the minimum 
lease payments, and i s  depreciated using the straight-line method over its expect- 

ed useful life or lease term. whichever i s  shorter. 

An impairment loss is recognized for property. plant and equipment, i f  the recover- 
able amount of the asset i s  less than its carrying amount. If the asset i s  part of a 
cash-generating unit, the impairment loss is calculated based on the recoverable 
amount of the cash,generating unit. IF this results in the carrying amount of a 
cashqenerating unit to which goodwill was allocated exceeding the recoverable 
amount. the allocated goodwill is initially written down by the difference. Impair- 
ment losses which must be recognized in addition to this are taken into account by 
reducing the carrying amount of  the other assets of the cash-generating unit on a 

prorated basis. I f  the reason for an impairment lass recognized in prior years has 

ceased to exist. a write-back i s  performed. whereby the increased carrying amount 
resulting from the write-back may not exceed the depreciated cost. 
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Investment property is a l l  real property held to earn rental income or for long-term 

capital appreciation rather than for use in production or for administrative pur- 
poses. This property is measured at depreciated cost. Transaction costs are includ- 

ed in the initial measurement. Depreciable investment property i s  written-down 

over 12 to 80 years using the straight-line method, Fair values of investment prop- 
erty are stated in the notes and are determined using internationally accepted 
valuation methods such as the discounted cash flow method or are derived from 

the current market prices of comparable real estate. 

An impairment loss is recognized for investment property. i f  the recoverable 

amount of the asset i s  less than i ts carrying amount. If the asset is part of a cash- 

generating unit, the impairment loss is calculated based on the recoverable 
amount of the cashgenerating unit. I f  this results in the carrying amount of a 

cash-generating unit to which goodwill was allocated exceeding the recoverable 
amount. the allocated goodwill is initially written down by the difference. Impair- 
ment losses which must be recognized in addition to this are taken into account by 

reducing the carrying amount of the other assets of the cash-generating unit on a 

prorated basis. If the reason for an impairment loss recognized i n  prior years has 
ceased to exist. a write-back is performed, whereby the increased carrying amount 

resulting from the write-back may not exceed the depreciated cost. 

Investments occounted for using the equity method. Shares of companies account- 
ed for using the equity method are initially accounted for at cost and thereafter 
based on their amortized prorated net assets. The carrying amounts are increased 
or reduced annually by the prorated profits or losses. dividends distributed and 
other changes in equity. Recognized goodwill i s  included i n  the carrying amount 
and i s  not amortized. An impairment loss i s  recognized for companies accounted 

for using the equity method. i f  the recoverable amount is  less than the carrying 

amount. 

Other rim-current financial assets. Shares in nomonsolidated subsidiaries, i n  asso- 

ciates and joint wentures not accounted for using the equity method. as well as 

other investments and non-current marketable securities stated under other finan- 
c ia l  assets are nearly exclusively classified as "available for sale". Initially and i n  
the following periods, they are measured a t  fair value as long as such can be deter- 
mined reliably. They are initially valued on their settlement date. Unrealized gains 
and losses are stated as other comprehensive income. with due consideration of 
any deferred taxes. Gains or losses are recognized in the income statement a t  the 

time of sale. If there are substantive objective indications of a reduction in the 
value of an asset. an impairment loss is recognized with an effect on income. 

' 



Accounts receivable ond other assets. Receivables are comprised of financial receiv- 

ables, trade accounts receivable and other receivables. 

With the exception of financial derivatives, accounts receivable and other assets 

are stated at amortized cost. Allowances for doubtful accounts are based on the 

actual  default risk. Prepayments received from customers for consumption which i s  

yet to  be metered and billed are netted out against trade accounts receivable of 
the utilities. 

Company loans reported under financial receivables are stated a t  amortized cost. 
Loans with interest rates common in the market are shown on the balance sheet at 

nominal value: as a rule. non-interest or low-interest loans are disclosed at their 

present value discounted using an  interest rate that i s  commensurate with the 
risks involved. 

Customer-specific construction contracts are recognized using the percentage of 

completion method. The capitalirable amount i s  disclosed under accounts receiv- 
able. Negative balances for construction contracts are carried a s  accounts payable 
from construction contracts. The percentage of completion is  determined accord- 
ing to  the ratio between costs incurred and estimated total costs (cost-to-cost 
method). Expected contract losses are covered with allowances or provisions and 

are determined taking the identifiable risks into account. Contract revenue com- 
prises the amount of revenue agreed in the contract and i s  shown under revenue. 

CO2 emission allowances are accounted for as intangible assets and reported 
under other assets. They are stated a t  cost and are not amortized. 

Deferred taxes result from temporary differences in the carrying amount in the sepa- 
rate I F R S  financial statements and the t a x  base, and from consolidation proce- 
dures. Deferred t a x  assets also include tax  reduction claims resulting from the 
expected utilization of existing loss carryforwards in subsequent years. They are 

capitalized when the realization of these loss carryforwards i s  guaranteed with 
sufficient certainty. Deferred taxes are assessed based on the t a x  rates that are 
applicable or expected i n  the individual countries a t  the time of realization. with 
due consideration of the t a x  regulations valid or adopted as of the balance-sheet 
date. The t a x  rate used to calculate German deferred taxes is 39.4%. The Group’s 
average local trade tax  rate in Germany has been taken into account, in addition to 

the 25.0% corporate income t a x  rate and the 5.5% solidarity surcharge. Deferred 
tax assets and deferred tax liabilities are netted against each other for each com- 
panyandlortaxgroup. 
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Inventories include all assets which are held for sale in the ordinary course of busi- 

ness (finished goods and goods for resale), which are in the process of production 
(workin progress-goods and services) or which are  consumed in the production 

process or in the rendering of services (raw materials including nuclear fuel assem- 

blies and excavated earth for lignite mining). 

Inventories are carried at the lower of cost or net realizable value. Production 

costs include full costs directly related to production and are determined based on 
the normal capacity. Specifically, in addition to directly allocable costs, production 

costs include adequate portions of required materials and production overheads. 

including production-related depreciation. The borrowing cost i s  not capitalized as 
part of the cost. Assessment is generally based on average values. The usage of 

excavated earth for lignite mining is calculated using the FIFO method. 

If the net realizable value of inventories written down i n  earlier periods has 
increased. the resulting reversal of the write-down is recognized as a reduction of 

the cost of materials. 

Nuclear fuel assemblies are stated at depreciated cost. Depreciation i s  determined 
by operation and capacity. based on consumption and the reactor's useful life. 

Marketable securities. The securities classified as current marketable securities 
essentially consist of marketable securities held in special funds as well as fixed- 
interest securities with a maturity of more than three months and less than one 

year from the date of acquisition. All of these securities are classified as "available 

for sale" and are stated a t  fair value. Upon initial recognition. the transaction costs 
directly associated with the acquisition of the financial asset are taken into 
account. These securities are initially valued on their settlement date. Unrealized 

gains and 10,sses are stated a s  other comprehensive income as part of equity. with 
due consideration of any deferred taxes. Gains or losses are recognized in the 
income statement at the time of sale. I f  there are substantive objective indications 
of a reduction in the value of an asset. an impairment loss i s  recognized with an 

effect on income. 

Financial assets are derecognized when the contractual rights to cash flows irom 
the assets expire or the entity transfers substantially all the risks and rewards of 
ownership of the asset or the entity no longer has control of the asset. 



Cash a n d  cash equivalents consist of cash on hand, demand deposits and fixed-inter- 

est  securities with a maturity of three months or less from the date of acquisition. 

Assets and l iabi l i t ies held for sale. Assets are stated as '"held for sale" if they can be 
sold i n  their present condition and i f  their sale i s  highly probable. Such assets may 

be certain noniurrent assets. asset groups ("disposal groups") or operations (-dis- 

continued operations"). Liabilities intended to be sold in a transaction together 

with assets are a part of a disposal group or discontinued operations, and are 

reported separately under "liabilities held for sale-. 

Non-current assets held for sale are no longer amortized: they are recognized a t  

fair value less costs to sell. as long as this i s  lower than the carrying amount. 

Results from the valuation of specific assets held for sale and of disposal groups 
are stated under income from continuing operations until final completion of the 

sale. 

Gains or losses on the valuation of discontinued operations a t  fair value less  costs 
to sell and profits or losses from operating activities or from the sale of such oper- 
ations are reported under income from discontinued operations. 

Share-basedpayment. The groupwide stock option plans are accounted for a s  cash- 
settled snare-based payment transactions. At each reporting date. a provision is 
recognized in the amount of the prorated fair value of the payment obligation: 
changes i n  the fair value are recognized with an effect on income. The fair value of 

options i5 determined using generally accepted valuation methodologies. 

Provisions are recognized for a l l  legal or constructive obligations to third parties 

, . . which exist on the balance-sheet date and relate to past events, and with regard to  

which it is probable that an outflow of resources will be required and the amount 
of which can be reliably estimated. Provisions are  carried at the individually most 
likely outcome and are not offset against reimbursement claims. Provisions based 
on a large number of similar events are stated at expected amounts. 
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All non-current provisions are recognized a t  the most likely outcome that is dis- 

counted as of the balance-sheet date. The settlement amount also includes the 

cost increases to be taken into account as of the balance-sheet date. For decom- 

missioning. restoration and similar provisions. changes in the estimated timing or 
amount of the payments and changes in the discount rate are taken into account 

a t  the same amount i n  measuring the existing provision as well as the respective 

asset, for example a power plant. I f  the decrease in the provision exceeds the 

carrying amount of the underlying asset, the excess is recognized immediately in 
profit or loss. Releases of provisions are credited to the same expense account on 

which the provision was originally recognized. 

Provisions for pensions and similar obligations are recognized for defined benefit 

plans. These are obligations of  the RWE Croup to pay future and ongoing post- 

employment benefits to entitled current and former employees and their surviving 

dependents. I n  particular, the obligations refer to retirement pensions in the form 
o f  both basic and supplementary benefits. Individual commitments are based on 
the differing industry and country-specific benefit arrangements and are generally 

calculated according to the employees' length of service and compensation. 
A s  benefits, the obligations of US group enterprises for their employees' post- 
retirement medical expenses are also disclosed under provisions for pensions and 
similar obligations, 

Provisions for defined benefit plans are measured according to the projected unit 
credit method. This benefitlyears6f-service method not only takes into account 

the pension benefits and benefit entitlements known as of the balancesheet date. 
but also increases in salaries and pension benefits to be expected i n  the future. 
The calculation i s  based on actuarial reports. taking into account appropriate bio- 
metric parameters. The provision is reduced by the amount of the plan assets. The 
service costs are disclosed in staff costs, and the interest cost and expected return 
on plan assets in the financial result. 

Actuarial gains and losses exceeding 10% of the greater of the benefit obligations 

or the fa i r  value of plan assets are amortized over the entitled employees' average 
remaining working lives with an effect on income. 

I n  addition to the defined benefit plans, the company pension plan also consists 
of defined contribution plans. I n  the case of defined contribution plans, the enter- 
prise's obligation i s  limited to the amount it contributes to the plan. The contribu- 

Gons to the plan are recognized as expenses and disclosed under staff costs. 



Waste management provisions in the nuclear energy sector are based on obliga- 
tions under public law and restrictions included i n  operating licenses. The amount 

recognized for the disposal of spent nuclear fuel assemblies covers the expected 

costs. in particular reprocessing costs on the basis of contractual agreements and 

costs for direct final disposal. The cost of transporting. treating and taking back 
waste, including the cost of temporary storage are included accordingly. 

The amount recognized for the decommissioning of nuclear power station facilities 

is also based on the expected costs. The calculation of expected costs for the post- 

shutdown phase and dismantling i s  based on outside expert opinions working on 

the assumption that the facilities are dismantled completely. 

Furthermore. provisions are created for other waste management measures (man- 

agement o f  radioactive operational waste). 

Waste management provisions also include the cost of final storage and associated 
pre-financing costs calculated based on data from the German Federal Office for 

Radiation Protection. I t  i s  expected that these provisions will be used up by 2080. 

Provisions for mining damage are recognized to cover obligations to restore min- 

ing damage that has already occurred or been caused. Such risks and obligations 
are those that ex is t  as of the balance-sheet date or are identifiable when the bal- 
ance sheet i s  being prepared. They must be recognized due to obligations under 
public law that are based, among others. on the German Federal Mining A c t  and 
formulated, above all, i n  operating schedules and water law permits. Provisions are 

generally recognized based on the increase in the obligation. e.g. i n  line with 
lignite production. Such provisions are measured at full expected cost or according 
to estimated Compensation payments. 

Furthermore. provisions are made owing to obligations under public law to dis- 
mantle production facilities and fill wells. The amount of these provisions i s  based 

on total cost estimates derived from past experience and comparative rates deter- 
mined by the German Association of Oil and Natural Cas Production Industry. 
Similar assumptions for foreign subsidiaries are also taken into account. 

Liobilities consist of financial liabilities. trade accounts payable and other liabilities 

Upon initial recognition. liabilities are stated a t  fair value. I n  the periods thereaf- 

ter, liabilities (except for financial derivatives) are carried a t  amortized cost. Liabili- 


