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= Group operating result 15% up year on year
= Netincome improved by 23 %

* Net financial debt remains low at €38.6 billion

* Sale of UK water business results in €0.7 billion book gain
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At a glance

RWE Group—Key figures Jan-Sep Jan=Sep +/- Jan-Dec
- 2006 2005 in % 2005
External revenue € million |- 33,976 29,409 155 41,819
Germany €million | 19792} 15,417 284 23,038
Dutside Germany €million | - 14,184 |  13.992 14 18781
EBITDA €milion " 6,797] 6147 10.6 8,324
Operating result €million |  5361) 4,656 15.1 6,201
Income from continuing operations before tax! € million I ¢ 3,549 I 2,918 21.6 3,696
. + Net income emillion |* " 2,092] 1697 233" 2231
Earnings per share ) € | 3.72 { 3.02 23.2 3.97
Cash flows from operating activities € million I 4,882 I 4,394 111 5.304
Capital expenditure € miltion | 2,944 2,327 26.5 4,143
Property, plant and equipment € million | 2,729 2,168 25.9° 3,667
Financial assets €milion |~ 215 | 159 35.2 a76 .

Free cash flow? €milion | 2,153 2,226 -33° 1,637

| 09/30/06 | 12/31/05 '

Net financial debt emilion | . 8596| 11.438 -24.8"

Workforce? | 76391| 85928 -11.1°

1 Prior-year figures restated (see comments on pages 14 and 41}.
2 Cash flows from operating activities minus capital expenditure on property, plant and equipment.
3 Full time equivalent.




Letter from the CEO< . B

»We are very s'atisfied with the sale of Thames Water.
The book gain exceeded our expectations.«

Dhar /l;l.mtD(.f’ - |

The successful sale of ti?e UK water company Thames Water, which-we announced at the end of October,

is by far the most significant change to your company this year. We are very satisfied with the outcome.,
The €0.7 billion book gain exceeded both our expectations as well as those of the market.

The following is a summary of key facts and figures for the first three quarters of the year:

= The operating result improved by 15%. With the exception of the water business, ali divisions posted
double-digit growth: Due to seasonal and other effects, however, this cannot be extrapolated for the
year as a whole. '

= Netincome recorded a 23 % gain, thanks to the good organic development. This increase is again
higher than what we expect to achieve by year-end. - i

*  We reduced net finaincial debt even further. By the end of the third quarter, it totalled €8.6 billion. It is
expected to be eliminated by the end of the year, once the sale of Thames Water has been completed.
We expect continued earnings growth for the year as a whole. The full impact of the reduction in electricity
and gas grid fees implemented by the German Federal Network Agency (Bundesnetzagentur) will not be
felt until next year. ' '

Yours sincerely,

H. 1. M. Roels
CEO of RWE AG

Essen, November 2006
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RWE on the Capital Market

RWE share price posts double- drgvt gam after
strong thlrd quarter

" Performance of RWE shares compared with the Dax 30 and the Dow Jones STOXX Utilities indices
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The first three quarters of 2006 were marked by significant fluctuations in sentiment on stock markets.
Following substantial rises in share prices until the middle of April and a subsequent period of weakness,
the stock markets turned around in the third quarter, recording considerable gains again. The DAX 30
closed at 6,004 points on September 29, the last trading day of the month. In the first three quarters of
2006, the German lead index thus posted a gain of 11 %. This matches the performance of the Dow Jones
: . Euro STOXX 50, the most important lead index in the Eurozone. Takeover activity and optimistic economic
- forecasts were the main factors behind the upsWing on the stock market at the beginning of the year. In
May and June, however, share prices were adjusted significantly. It was-above all the interest rate increas-
es implemented by the US Federal Reserve and the European Central Bank that depressed sentiment. The
boom on crude oil markets proved to be a lasting burden, which achieved record prices in the middle of
the year as the conflict in Lebanon came to a head, among other things. The cooling of the crisis in the
Middle East provided some relief for the situation on the ofl markets starting in August. Marginally declin-
ing raw material prices and surprisingly good economic data were the basis for another upswing on the
stock markets, which continued after the end qf the period under review. On November 1, the DAX 30
rreached 6,292 points —its preliminary high in more than five years.
¢ [ | o . . .
Once again, RWE shares outperformed the market as a whole. At the end of September, our common
stock traded at €72.75. In the first three quarters of 2006, it achieved a total return (i. ., including the
dividend) of 19%. RWE's preferred shares rose to €66.12, corresponding to a total return of 25%. RWE's
share price trend was similar to that of the DAX. The positive outlook for German power prices as well as
merger and acquisition activity in the European utility sector bolstered share prices early in the year. In

[ —




May and June, RWE shares lost some of tt‘weir gains. This was triggered-by the decrease in wholesale elec-
tricity prices in the inte:rim, which was due to the collapse of prices for CO; emissions certificates. In addi-
tion, risks to earnings from the regulation of the German electricity and gas grid business became increas-
ingly apparent. RWE shares posted strong gains again in the third quarter, This was due to the resurgence
of merger and acquisition speculation. In the run- up to the sale of Thames Water on October 16, media
rumours about attractive gnces bid drovej RWE shares to new record highs. The price of our common stock

occasionally exceeded €78. |
i

Development of RWE's five-year credit default swap (CDS)
compared with the CDS sector index iTraxx Europe Energy
in basis points

40 I

30

20 Q%_u_”_ : | [ _

gt S N 1 I 1 | “-«l_H_

10 : i i
|
3

0 =

01/01/06 03/31/06 06/30/06 09/30/06  11/03/06

= iTraxx Europe Energy

-— RWE

-

The consequences of increased M&A activity were also seen on the bond markets. This caused the price

* *of credit default swaps (CDSs) to rise, as!investors were worried that debt-financed takeovers could have
" a negative impact on the credit ratings of the companies carrying out the acquisitions. In the second quar-
ter, sentiment on the bond market was charactenzed by the interest rate increases implemented by the
US Federal Reserve and the European Central Bank. This caused fixed-interest bond prices to fall. However,
*'bond markets have recently expenencedla return to more robust prices. This was fuelled by speculation
on the end of the cycle of increasing US interest rates. RWE euro bonds also benefited from this. At times,
they traded at higher pnces than in the ﬁrst half of the year. Moreaver, our creditworthiness still enjoys
high ratings, as dlsplayed by the development of market prices for hedging RWE credit risk using CDSs.
These have recorded a substantial dechne since March. On November 2, they were at 12 basis points for
"“the five-year (DS —the lowest level for the year until then. They were thus ten basis points below the

level achieved at the end of 2005. In thz? same period, the iTraxx Europe Energy, the European CDS sector
index, fell by seven to|17 basis points. The leading rating agencies also uphold our high credit rating. In
July 2006, Moody's and Standard & Poor’s confirmed our Al and A+ ratings, respectively.

By the end of August,lwe’h'ad fully repaid.-the €0.7 billion in bonds that came due this financial year,
without taking any refinancing measures.

)

i
RWE on the Capital Markét
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Review of Operations

-

Economic environment - . . . .

o
]
-Strong economic activity on RWE's core markets ' :
+ The global ecoriomic upturn continued in the third quarter of 2006. Whereas the US economy lost some
momentum following the most recent interest rate increases, our European core markets maintained their
high growth rates. This was the situation by region:

= In the first three quarters of 2006, the Eurozone's gross domestic product (GDP} was up an estimated
2.5% on the same period last year. The upswing since the beginning of the year is being supported
above all by capital expenditure on property, plant and equlpment and exports. In addition, consumer
spending was slightly revitalized. :

= - Germany's estimated growth exceeds 2%. Dr}mestic demand gained some momentum, due to stronger
investment in property, plant and equipment resulting from the positive development of foreign trade
and industrial production. The ‘construction sector, which is important for the economy as a whole,
showed first signs of recovery following a ten- -year downward trend. A modest improvement was also
seen in consumption, which has been weak in the recent past.

» The UK econamy also displayed dynamic development. GDP in the first three quarters was about 2.5%
up on the comparable figure for 2005. High capacity utilization, good corporate earnings and, above all,
investment contributed to the economy’s resurgence

» Economic growth remained strong in the EU member states in'Central Eastern Europe. Most of these
countries benefit from the fact that they have become more competitive on an international scale. This
results in high growth rates primarily in induStriaI output and exports.

= The US economy cooled following a dynamic start to the year. Low growth in real income and:assets has
recently dampened consumer sentiment. Another factor was the US Federal Reserve’s restrictive mon-
etary policy. which caused consumer loans tolbecome maore expensive and corporate refinancing costs
to rise. US GDP in the first three' quarters of 2006 was 3.4 % higher year on year.

The aforementioned economic conditions in our core regions only had a limited impact on the develop-

ment of our operating activities. Energy consumption generally shows relatively small reactions to changes

in GDP. Economic dynamism is primarily reflected in demand from industrial enterprises. Household ener-

-gy consumption predominantly depends on weather conditions. Economic cycles have even less of an

effect on the water business.
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Year-on-year rise in electricity and gas consumption® ~--" .. + .. ¢ I y

In the first three quarte‘rs, demand for energy on our core European markets was marked by extreme
temperatures. Below-av‘erage winter temperatures led to a significant increase in demand for energy. Con-
versely, demand for hea:nting in the summer months, which is commonly low, fell behind the year-earlier
Jevel due to unusually high temperatures.|On balance, weather-related effects resulted in a.marginal rise in
household energy dem:imd. Owing to the.expanding economy, consumption in the manufactu'ring industry

was up as well, Damper‘ﬁng effects arose from the high level of energy prices.

In Germany, electricity ‘consumption was'1 % up an the same period a year earlier. This was due to the
industry’s positive trend and the added need for heating power. Demand for gas also experienced a rise,

. posting a gain of about‘ 3 %, driven by the weather.

Electricity consumption‘ in the UK also advanced by approximately 1%, The temperature difference -

between the winters of‘ZOOS and 2006 in the UK was even greater than on the Continent. In the United

| - . . - .
- Kingdom, however, ecopomic developments only had a minimal-impact on.the increase in demand. Despite

* . the rise in demand for heating energy, natural gas consumption in,the UK declined on the whole. The main

\
reason for this was that UK energy companies shifted production to other fuels, in response to the high

- prices of gas for power generation. .

Our Central Eastern Eur‘opean markets sa\.;v substantial increases in demand as a result of cold winter
temperatures and stron‘g economic activity. Electricity consumption in Slovakia posted a rise of over 3 %.
- Poland and Hungary recorded similar growth rates. Demand for gas posted a somewhat larger increase,

In the Czech Republic, ‘consumption was up about 4% on the first three quarters of 2005.

01l prices show slight decline following record highs in August

The boom on the international fuel markets continued in 2006. Crude oil, in particular, has become much

. | )
}flrst three quarters of 2006, a barrel of Brent traded at an average of US$67. This
is a 25 % increase over the corresponding period in 2005 and more than twice as much as the ten-year

: | 1 : T . .
_average. This was because demand was high-and spare production capacity in oil-producing countries

|
.was relatively low. Furt‘hermore,;political unrest in Nigeria, the dispute over Iran’s nuclear programme
and - above all—warlike activity in Lebanon burdened the markets. At the beginning ofjAugust', a barre!

of Brent fetched a record price of nearly US$ 79. In the wake of mounting inventories and waning tension

in the Middle East, oil prices fell back cle}jrly below the US$ 70 mark in September.

more expensive. In the

Substantial rise in gas prices
In Continental Europe, |gas prices generally track the developments of oil prices by several months. Border

prices for natural gas.in Central Europe have risen substantially year on year. In the first three quarters,

| S .
they were an average of 40% above the level in the same period in 2005. This development was reflected

in end customer prices|as well. In Germa?y, prices rose by an average of 19% for households and by 29 %
for industrial clients. Iq the Czech Republic, an independent regulatory authority is responsible for setting

gas prices on a quarter‘ly basis. When doing so, the authority mainly takes into account prices on the inter-

national oil market and the relevant exchange rates. In the first three guarters, Czech household customers

had to pay an average ‘of 24 % more thanlin the year-earlier period.
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In the UK, spot prices on the gas market nearly doubled year on year, partially owing to the weather-
induced rise in demand and the impact of hlgh crude o prices, In addition, the country’s largest gas
storage facility was temporarily unavailable for‘techmcal reasons. The situation on the gas market
calmed down as the year progressed. The incFeése in gas prices was also felt in the end customer busi-
ness. UK household customers had to pay 31% more than in the first three quarters of 2005, and major
commercial consumers were hit with even larger increases in prices.

<l
v
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Hard coal prices persistently high .
Hard coal prices on the Rotterdam spot marke-f[ picked up again since the beginning of the year. On aver-
age, in the first three quarters, they amounted to US5 63 per metric ton {including freight and insurance
to Rotterdam), coming very close to the level actjﬁeved in the same period in 2005. Sea freight rates are
stilt high compared to the multi-year average.{Tf)ey were on the decline in early 2006 before commencing
another strong climb in July. This reflects the étéady demand for raw materials in China and India, among
other things. Most recently, sea freight rates for the standard route from South Africa to Rotterdam were
US$ 22 per metric ton, Market fundamentals, i;el moderate payload growth and fleet expansion, however,
are likely to provide relief over the long term. B;D;FA prices, which are relevant for long-term purchasing
agreements for electricity generated from Gerimén hard coal, are determined by the German Federal Office ;
of Economics and Export Control and amountédrto €62 per metric ton-of hard coal equivalent in the first :
half of the year. A similar figure is expected fo:r the third quarter. In the period under review, the'BAFA ‘

| price would thus be slightly down on the price r:ecorded in the same period in 2005 (€65). ] '

€ o e

S i i et b
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CO; emissions trading: price collapse in the seé:ohd quarter i
The market for CO; emissions allowances expérienced substantial price spikes in the first three q‘uarters n /
of 2006. The boom witnessed in 2005 continutec’i at the beginning of the reporting period. The price of ;
certificates for 2006 occasionally reached levejs exceeding €30 per metric ton of CO;. This reflected the
high price of power plant gas, among other th}'n'g;s. In consequence, UK electricity generators shifted their
electricity production to hard coal power planfs ‘which have higher emissions than gas-fired facilities. As
a result, market participants were increasingly’ expectmg a shortage of CO; certificates available for the
first trading period (2005 2007). At the end of April 2006, however, it appeared that the amount of CO; ‘o
emitted by individual countries in 2005 mlght‘.have been much lower than anticipated. This resulted in the
most significant decline in prices since the intr:oduction of the trading scheme. Within a few days, the cer-
tificates for 2006 lost more than half of their v;alpe. In the following months, prices ranged between €12
and €17 per metric ton of CO;. Averaged over thfe first three quarters, certificates traded at €20, compared
with €17 in the corresponding period last year, \

O
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€ per metric ton

|
'Development of CO2 certificate prices in the European emissions trading system l
I
|
|
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Fuel costs drive electricity prices
The boom on fuel marklets and in CO; emissions trading marked the development of prices on Europe’s

* electricity exchanges. fn addition, extreme weather conditions had an impact on spot trading: Winter
temperatures, which were lower than usulal, caused power consumption to rise, resulting in higher prices.
In July, hot, dry weather led to reduced availability of power plants, resulting in massive price spikes.

. . I
Development of wholesale electricity spot prices in Germany
€ per MWh
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Development of one year forward wholesale eleft?in’ty prices in Germany
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The aforementioned factors occasionally led to cbnsiderable price increases on the European wholesale
electricity markets. Prices rose in Germany, too‘;. In spot trading at the European Energy Exchange (EEX) in
Leipzig, Germany, base-load contracts were trafdéld at an average of €53 per megawatt hour (MWh) in the
first three quarters of 2006. This represented an increase of 28 % compared to the same period in 2005.
Prices of peak-load efectricity rose 39% to an average of €76. German forward contracts also traded far
above prices witnessed in the same period last year. Until the end of April, base-load electricity purchases
for 2007 temporarily rose above €60 per MWh before the collapse in prices for CO2 emissions trading certifi-
cates caused a considerable cool down. Within;a few days, the price paid.for 2007 electricity forwards fell

below €50, but has since clearly surpassed this level once.again:«i: + ~ -

RWE sells almost all of its production one or se\}e

i
o

ral years forward, and thus the development of prices for

forward contracts for delivery in 2006 is the main: determinant of our current earnings. In the two years
prior to delivery (2004 /2005), these contracts were traded by market participants at an average price of
€38 per MWh of base-load power. The corresponding market price for forward contracts for delivery in 2005
was €31, representing an increase of over 20 %. ‘

.
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The trend in electricity Prices for en'd'cons{umers and distributors in Germany reflects the rising prices on
the wholesale market. Due to the sharp climb in the cost of purchasing electricity and an increase.in the
burdens stemming frorrll the German Renewable Energy Act, utilities raised their tariffs for all customer
segments. In the first tPree quarters, prices paid by households and small cqmmercial operations were up
an average of 4% over the same period in 2005. Industrial enterprises had to pay 14 % more. For deliveries
to this customer group,! the share of electlricity procurement costs in the total price is especially high.

Development of wholesale electricity spot p;!n'ces in the UK
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Electricity prices in the‘ UK developed similarly to Germany, but at a generally higher level. In the first
three quarters, spot prices for base-load power traded at an average of £43 (€63) per MWh. This was 34%
more than in the same|period last year. Prices of peak-load electricity rose 42 % to £55 (€80). In addition
to weather-related effects and CO; prices, high gas prices also had a substantial impact on the price of
electricity. This is because in the UK, gas-fired power plants play a much'more significant role in the forma-
tion of electricity pricels than in most cou'ntries in Continental Europe. This explains the high level of prices
-on the UK forward market. In April, purchasers of base-load electricity for 2007 had to pay up to £57 -
(€83) per MWh, However, due to the considerable drop in prices on the emissions trading market and the

downward trend in ga:? prices since June! the prices of forward contracts for 2007 fell significantly. They
¥

currently trade at £41 (€61) per MWh (a§ of November 3, 2006).

\
!
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-RWE selis most of the production from its UK power stations one or two years forward, similarly to the

policy it pursues in Germany. Current earnings on the wholesale market thus depend on the historical
development of the price of 2006 forwards. In the two years prior to delivery, it averaged £35 (€52)
per MWh of base-load electricity. The corresponding ﬁ:gure for 2005 forwards was £24 (€36). This
represents an increase of 45%.

The development of UK wholesale trading prices was also reflected in business with end customers. Due
to the significant increase in procurement costs, most power suppliers raised their prices. In the first three
quarters of 2006, households and small commercial customers paid approximately 22 % more on average,
compared to the same period of 2005. Price increases for industrial and corporate customers were higher.
Nevertheless, one should not assume that suppliers have passed on the full increase in wholesale prices to
their customers. .

Mounting electricity prices can also be witnessed on our Central Eastern European markets, which do not
yet have fully developed wholesale markets. Household customers in-Hungary, Poland and Slovakia paid
over 5% more year on year,

Development of one year farward wholesale electricity prices in the UK
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Major events | - - i}
In the period-under review 'l

Regulator approves RWI:;' Westfalen-Weser-Ems’ power distribution grid fees

The German Federal Network Agency {Bundesnetzagentur—BNetzA) approved RWE Westfalen-Weser-Ems
Verteilnetz GmbH's pawer grid fees at the end of August. Some 10% of the grid fees applied for were not
recognized by the Federal Network Agency. As a result, the grid fees, which previously totalled just under
€800 million, were reduced by a double—digit million euro figure. The Federal Netwark Agency’s notice
entered into force on September 1, 2006 and remains in effect until the end of 2007. The reductions
-primarily relate to- imputed costs as wel] as the return on capital employed. However, we do not expect !
household electricity Itanffs to be reducled this year. This is because the approval authority of the state of
North Rhine-Westphalia already factored in 2 decrease of about 8% in grid fees when it approved the elec-
tricity tariffs for 2006 Customers are already reaping the benefits this year. :

Lifetime extension for Biblis A nuclear pcfwer plant applied for

RWE Power filed a request for an extension of the service life of Block A of the Biblis nuclear power station
with the German govérnment Our powelzr plant subsidiary intends to transfer 30 terawatt hours {TWh) to
the facility in Biblis from the electricity contingent of RWE's Mitlheim-Karlich nuclear power plant, which is
being dismantled. ThlS is possible under the German Nuclear Energy Act, but requires the approval of the |
Federal Environment and Economics Ministries as well as from the Chancellor's Office. The consensus on
nuclear power betweén the German govlernrnent and the country’s energy utilities led to the shutdown of )
our Miilheim-Karlich nuclear power plant. In compensation, RWE received an electricity production contin-
gent of about 107 TWh that is to be trapsferred to other nuclear power stations. The additional 30 TWh
applied for would alloiw the lifetime of Biblis A to be adjusted to that of Biblis B, We expect that Block B can
continue running until the second half of 2011 given that approximately 21 TWh can be transferred from

- the Milheim-Karlich clontingent without approval. The continued operation of Biblis A beyond 2008, which
would be made possible by the transfer! would not change the total amount of electricity that may be
generated by Germany's nuclear power Is.'(ations. pursuant to the consensus.

New company to manage the Group's gals midstream octivities
RWE will group its gas midstream operations under a new company. The midstream business encompasses
gas wholesaling, transmission and storage. By bundling these activities, we aim to strengthen the Croup's
competitive position in the gas busines:s. The new company will initially handle gas procurement for
RWE Energy’s sales operations and RWE Power's power plants as well as the management of gas sales for
RWE Dea and assume| commercial respensibility for our liquefied natural gas (LNG) activities. In light of
the convergence of Europe's gas and electricity markets, we will combine our midstream business with
RWE Trading in the lolng run. The new company, which is yet to be named, is scheduled to take up opera-
tions on January 1, 2007. The Managing|Board will be chaired by Stefan Judisch, who is currently Managing
Director of RWE Tradiing. i
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RWE qualifies for inclusion in two renowned sustainability indices

RWE received two major awards in the field of sustainable corporate-management and climate protection,
In September, we were included in the "Climate Leadership Index” of the Carbon Disclosure Project (CDP)
for the first time, receiving "best in class” distinction’in the utilities category. The CDP is a group of large

“institutional investors formed to make corporatei CO;z emissions and climate protection strategies transpar-
~° ent to the capital market. We received special recognition for our plans to build the first Jarge-scale CO,-

free coal-fired power plant. September also saw RWE included inthe internationally renowned Dow Jones
Sustainability Index (D1SI) for a further year. RWE is the only German utility to have been included in the
DISI without interruption since the Index was initiated in 1999.

Successful sale of Thames Water

On QOctober 16, 2006, we announced the sale of our UK water company Thames Water to Kemble Water
Limited, a consortium led by Macquarie’s Européan Infrastructure Funds. The transaction has a value of
£8.0 billion based on the price of £4.8 billion and net financial debt of £3.2 billion. Based on the current
exchange rate of £0.67 /€ (as of November 3, 2006), this corresponds to €11.9 billion. We will achieve a
book gain of €0.7 billion. The transaction encorpasses Thames Water's UK activities as well as the major-
ity of its international business outside North America. Thames Water’s Continental European activities had
already been integrated into RWE Energy at the beginning of the 2006 fiscal year. The Supervisory Board
of RWE AG approved the sale of Thames Water on October 21. The deal is still subject to antitrust clear-
ance. We expect to be able to complete the transaction in December, We intend to sell the North American
water business on a US stock exchange. The transaction is subject to approval from 13 of the 29 US states
in which American Water is active. Four of the US states have given us the go-ahead. We expect to conduct
the public offering next year. ’ e

German Federal Network Agency approves RWE Westfa!en-Wesér—Ems' gas distribution grid fees

At the beginning of October, the German Federal Network Agency {Bundesnetzagentur—BNetzA) approved
RWE Westfalen-Weser-Ems Verteilnetz GmbH's gas grid fees. Nearly 26 % of the fees for which approval was
soughf were not recognized. This will result in a double-digit million reduction in the approximately

- €160 million in fees achieved so far. The cuts made by the Federal Network Agency primarily relate to imput-

ed costs as well as the return on capital employedf The new grid fees entered into force on October 1, 2006,
and will remain valid until March 31, 2008. The price reduction ordered by the Federal Network Agency will
be fully passed through to customers. However, the decline in grid fees is contrasted by the increase in gas
procurement costs. Since these two effects offset each other, gas prices paid by RWE Westfalen-Weser-Ems’
400,000 househotd customers will remain stable this year. We expect further grid fee approvals to be issued
in the weeks ahead.
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RWE sells Harpen AG’s real estate business - S -
At the end of October, we concluded an Eagreement to sell Harpen s real estate business. The buyer is

a bidding consortium éonmstmg of asset managers Whitehall Funds and Cerberus. The divestment will

reduce revenue by about €40 million. Thle parties agreed not to disclose the price. Since it spun off its

energy division in Mayl this year, Harpen had been-focussing on the real estate business, which is not

one of our core activities. Harpen's former distributed energy supply business now belongs to the newly

founded RWE Key Account Contracting GmbH, a subsidiary of RWE Energy; the renewables-based power

generation business was integrated into|RWE Power.

RWE involves German municipalities in planned large-scale power plant
RWE will cooperate more closely with mlJJnicipal utilities in the field of electricity generation. For the first
time, we are affording our municipal cusltomers an opportunity to acquire stakes in a hard coal power sta- '
tion, which has already been planned, via a joint company. A decision on the site of the 1,500 MW dual- |
block unit is yet to be taken. The 26 municipal utilities involved will have a total of 350 MW in capacity at
their disposal. Construction supervision and plant operations will be handled by RWE. The full agreement
on the investment project is to be signed in 2007.

Unplanned outage of thle Biblis nuclear power plant .
The Biblis A and B nuclear power plant blocks will likely remain offline for several months. During an inspec-
tion of Block A in October we dlscovered that the installation of screw anchors for plant components was
faulty. A detailed check revealed that Blth B is also affected. We thus took this block offline as well. Work
on remedying these faflults will probably take until after the end of 2006. The overall impact on earnings
-cannot be fully quantified at present.

- Changes in the Executive Board of RWE AG . . .
The Nomination Committee of the Supervisory Board of RWE AG will propose to the Supervisory Board
at its meeting on Deelember 13, 2006, Ithat Dr. Rolf Pohlig (53) be appointed to the Executive Board
as of January 1, 200? Subject to the approval of the Supervisory Board, Dr. Pohlig will succeed
Dr. Klaus Sturany (60) as Chief Fmanmal Officer effective May 1, 2007. Dr. Pohlig's most recent position
was that of Executwe Vice,President of E.CN AG, mainly responsible for mergers and acquisitions.
Klaus Sturany will retlre on April 30, 2?07

.The Nomination Commutee will also propose to the Supervisory Board that Dr, Ulrich Jobs {53) be appointed
to the Executive Board of RWE AG as of Apnl 1, 2007. Subject to Supervisory Board approval, Dr.Jobs will
succeed Jan Zilius (60) as Executive Vlce President of RWE AG and Chief Executive Officer of RWE Power AG
effective May 1, 2007 Jobs is currently the CEO of RWE Transgas. Jan Zilius will retire an April 30, 2007.
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Notes on reporting

Our reporting for 2006 is affected by non-operating one-off effects resulting from changes in accounting
standards, reclassification, and divestments:

» According to IAS 32, a contract that contains an obligation for the RWE Group to purchase its own

shares gives rise to a liability. In line with the development of international accounting practice, this
rule also applies to forward purchases of minority interests and put options, which were granted to .
minority shareholders of RWE Energy’s German regional companies in the past. These minority inter-
ests had to be reclassified from equity to liabilities this fiscal year, in order to state the potential pur-
chase price obligations. In addition, goodwill was capitalized in the amount of the difference between
the present value of the liabilities and the carrying amount of the minority interests, In the income
statement, the financial result decreases in favour of the minority interest; net income remains

" unchanged. Prior-year figures were restated bfecause this accounting policy is retroactive, Detailed

explanations on this issue can be found on page 41 in the notes.

We adjusted our reporting for the water business effective January 1, 2006. We now refer to the
former 'RWE Thames Water Division’ as the .'Water Diviston." We stopped assigning American Water to
UK-based RWE Thames Water, because we are!selling these activities separately. We assigned German-
based RWE Aqua, including its minority interest in Berliner Wasserbetriebe, to the RWE Energy Divi-
sion. We soid our water activities in Chile, the,United Arab Emirates, and Spain in the period under
review. As of September 30, the divestment of our equity interests in China and Indonesia was still
pending. Therefore, we stated these companies under the item “Assets/ liabilities held for sale.” New
rules mandated by International Financial Reporting Standards (IFRS}) also required us to restate our
water operations in Izmit {Turkey), At the t;e:gijnning of the year, we started recognizing them as leas-
ing activities instead of as operating activities. Therefore, they are no longer included in revenue,
EBITDA, the operating result, or net debt. '

We transferred Harpen AG's distributed energy supply activities to the RWE Energy Division with
retroactive effect as of January 1, 2006. These activities have been managed by the newly founded
RWE Key Account Contracting GmbH since May.

i
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Business performance

" Electricity production J RWE Power! - * RWE npowet . " RWE Group?
January-September | 2006 2005 | 2006 2005 I 'zuos| 2005
Billion kWh : . b o
In-house generation i bl o138 1365 |, 271 243 [; . 1683]  162.8
Lignite ) | | 529 575 | - - | sas9 57.5
Nuclear | | | 390 35.3 | - - 390] 35.3 i
Hard coal | |t 368| 319 | 1ss| 125 || s29]  as0 ;
Gas | | 1. 63] 7 | 1w0s] w2 o] 197 .
Hydro, ofl, ather r {17 3r] . a1 | 1af 06 i 5.8 | 5.3 ,
Electricity purchased frumtﬁjrd parties I ; —i . - | 17.43] 17.03 [g' 73.9 1.7 !
ot } | + . 138.7] 1365 | 245 ar3 § 2422 234.5
i

- 1 Figures for in-house generation include electricity procured from power plants not owned by RWE that we can deplay at our discretion on the basis of
long-term agreements. In the hrst three quarters of 2006 they break down inta 22.6 biflion kWh (hard coal) and 1.9 billior kWh (hydrn oil, other).

2 Including generation and electnmy purchases of RWE Energy s regianal companies.

3 FElectricity purchased by RWE npowerlargely via RWE Tradlng ,

Power generation up 3%

In the first three quarters of the year, the RWE Group produced 168.3 billion kilowatt hours (kWh) of elec-
tricity—3 % more than, in the same period in 2005, In-house generation and power purchases combined
for 242.2 billion kWh in total electricity riaroduction.

RWE Power generated|138.7 billion kWh!of electricity, accounting for 82 % of total in-house generation.
This includes electricity from power plants not owned by RWE that we can deploy at our discretion on the
basis of long-term agrteements RWE Power generated 2% more electricity than in the same period last
year. Due to the favourable market en\nronment we stepped up the use of hard coal power plants. In addi-
tion, in the first three quarters, we beneflted from the improved availability of our nuclear power plants.
However, we expect mgmﬂcant productllon shortfalls in the fourth quarter. This is due to unplanned out-
ages at the Biblis site (see page 13). In the period being reviewed, we produced less electricity from lig-
nite, among other thmgs due to planned downtime for maintenance. Furthermore, production outages :
occurred primarily owmg to a fire at ourisite in Niederaussem. Electricity generation by our gas power
plants was also down on the year-earlier level.

RWE npower generated 27.1 billion kWhiof electricity—up 12 % year on year. Generation from hard coal
recorded a steep rise;jwe had a higher capacity utilization level in light of the improved profit margins. In .
contrast, the hard coal blocks in Aberthaw and Tilbury were taken offline for certain periods due to trans- ]
former damage. RWE ’npower's oil-fired power plants also saw increased utilization compared with 2005,
due to improved margins. Conversely, w’e produced less electricity from gas in the UK. This was partially
because of unplanned outages at the sites in Didcot and Little Barford. Another factor was that the high
level of gas prices cutlinto profit margins. The acquisition of the 420 MW gas-fired power station in
Great Yarmouth in November 2005 had a positive effect on total production. '
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RWE Energy made a small contribution of 2.5 bﬂhon kWh to total power produced This output is largely
attributable to the German regional compames

Gas production rises by one-third— oil productfoh down
RWE Dea, the upstream company subsumed uﬁdgr the RWE Power Division, produced 2,071 million m3
of gas—31% more than a year earlier. One contributing facter was that we began production in a
UK North Sea gas field in September 2005. Gelfmtan production rose as well. In the winter, we sold signifi-
cant amounts of gas on the spot market, in adt;lit;ion to the quantities ensured via long-term agreements,
in order to cover the weather-induced increase.ir{ demand. Qur German production in the summer was up

year on year as well. Conversely, oil production was down 12 % to 3,011,000m3, among other things due

to a scheduled interruption of production in a I:\Idrwegian oilfield. In addition, production was naturaly

reduced as existing reserves were depleted. In'céntrast we stepped up production in the German North
Sea. This was made possible by the installation of a pipeline connecting the Mittelplate oil platform with
the mainland, eliminating the need for oil to be 5h1pped

oy

External electricity sales volume

RWE Pawer

RWE Energy _

o .. RWE npower RWE Group

January - September 2006 2005 2006 2005 | ,'2006_,. 2005 I * 2006 2005
Biltion kWh . i P ‘,

Private and commercial customers [ . 0.3 | 0.4 I ) 28.?] 28.3 ( ' 16_.i| 16.0 l ' - 448 44.8
Industrial and corporate customers L7 | 59 [ 438 45.8 l - 258| 22.7 ' 71.3 ‘ 74.4
Distributors 10.2 9.6 a2l 379 | o ] 01 | s23] ars
Electricity trading | - 610 53.8 3 o) - | ero] 53.8
Total - [ 73.2] 69.7 | *'1141| 11200 | . 42.0] 38.8 | 2204] 2206

1

Sk

Electricity sales volume advances by 4%

s

In the first three guarters of 2006, we supplied _2?9.4 billion kWh of electricity to outside customers. Group
electricity sales are typically somewhat lower théri the total amount of power produced and purchased. This
is due to grid losses as well as in-house consumphon by lignite production and hydro-storage power plants,
Electricity sales volumes were up 4% year on year All of the divisions active in the energy business posted
gains. C

External electricity sales achieved by RWE Powe:r tfotaﬂed 73.2 billion kWh and were thus 5% higher

than in the same period last year, reflecting the rise in power production. Most of the electricity sales
{61.0 billion kWh) are attributable to RWE Tradmg s sales of in-house generation on the wholesale market,
which do not include sales from tradmg with purchased electricity.

RWE Energy posted a 2% rise in electricity sales tjo 114.1 billion kWh. This growth stems exclusively from
the grid business. As customers switched provide}s in the wake of liberalization in Hungary, we sold less
electricity in that country, \

RWE npower sold 42.0 billion kWh of electricity. This represents an 8% rise compared with the same
period last year.
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Externat gas sales volume i?:WE Power = - ‘ l RWE Energy. *- * s+  RWE npower RWE Group
January - September 2006 2005 [ | 2006 2005 “ 2006 2005 || 2006 2005
Billion kWh { o : . ;

Private and commercial customers . i - - I i 50;9 49.5 §. 28.0 262 | 78.9 | 757
Industrial and corporate customers | | 4.2, 224 | c81s 726.] 57 57 | 91.4 80.7
Distributors 1 13.6 | e |1 78 mr | - - em 89.6
Total | 17.8]. 143 |.|-2105] 1998 | 337 319 | . 262.0 246.0

l

Gas sales volume up 7% year-on year, due to temperature effects
In the first three quarters of 2006, the RWE Group sold 262.0 billion kWh of gas. This represents an
increase of 7% over the figure for the corresponding period in 2005. One of the reasons for this was the
rise in demand for heating gas since the|winter was colder than usual.

Gas sales achieved by RWE Power largely correspond to the quantities produced by RWE Dea, which were
sold to distributors and end customers. In addition, small amounts of gas were sold by RWE Trading. Gas
sales volumes posted’ by the RWE Power: D1v1510n advanced by 24 % to 17, 8 bﬂhun kWh. This reflects the
increase in gas production at RWE Dea.

RWE Energy sold 210. 5 billion kWh of gas' The company thus exceeded the level achieved a year earlier

by 5%. This is largely because we supply a combined cycle gas turbine plant in Antwerp, Belgium, which
was commissioned in August 2005. In addmon demand for gas was up owing to the weather. Another

contributing factor was that we enlarged Iour customer base in the Dutch gas market. -

RWE npower's gas salsfs rose by 6% to 33 7 billion kWh. The cold winter weather also played a role here.
Moreover, .we acquired new private household customers, which enabled us to grow sales correspondmgly

17
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External revenue l ]an Sep Jan-5ep +/- Jan-De¢

€ million ' *. 2006 2005 in % 2005

, RWE Power , N & >5zao] 4,895 7.9 6,832
Power Generation* t . -3981] 3778 5.4 5,254

RWE Dea ; b 1299 1117, 163 1,578

RWE Energy i |7 19,969 17170 16.3 24,318
German regions o [ -11.888] 10,539 12.8 14,838
International regions n . 354 2770 278 4,077
Electricity & Gas Transmission _ B [+~ 3:628] 2,449 48.1 3,502

RWE Solutions B RN & Y B W 7 -42.2 1,707

Other, consolidation o - s 138 26.8 194

RWE npower , s 5,607 4,262 31.6 6,382
Water Division - o 3,067 3,023 1.5 4,210
Regulated UK business o |, 1509} 1404 7.5 1,905

North America . o | n3e] 1272 3.6 1,799

: Other markets o - p240 347 -30.8 506
- o1 Other, consolidation o .53 59 -10.2 77
RWE Group ; 33,976] 29,409 15.5 41,819
Electricity revenue i | » 19.042{ 15726 211 22,238

Direct electricity tax ) _: | ‘.‘1716l 654 4.7 971

* Including RWE Trading.

S S

Revenue jumps 16 % '

. In the first three quarters of 2006, the RWE Group generated €34.0 billion in external revenue. This repre-
~ sents an increase of. 16 % over the figure for the cprrespondmg peried in 2005. We posted gains in all divi-
sions. An additional driver to higher electricity.:gés and water tariffs was the increased volume in the gas
business. The rise was slightly curtailed by'decOnSolidations The single largest effect was the sale of the

Dutch-based coal trading company SSM Coal as of November 30, 2005 {-€618 million). Changes in the
UsS dollar and pound Sterling-to-euro exchange rate in the first three quarters did not have a significant
effect (-€13 million)}, The average dollar-to- euro exchange rate in the first three quarters was US$1.25/€.
US currency was thus a little more expensive than‘ in the same period in 2005 (US$1.26/€). The pound
Sterling lost ground to the euro, albeit margina]lyg. The exchange rate was £0.69 /€ (first three quarters of
2005: £0.68/€). _ , ;

oo

Organically, i.e. net of one-off effects and changes in foreign exchange rates, the RWE Group posted a 19%

increase in external revenue.

[
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The following is an overview of the development of revenue by division:

External revenue posted by RWE Puwerlimproved by 8% to €5,280 million. Revenue achieved by our
Power Generation Business Unit (including RWE Trading)} increased by 5%. This was due to the develop-
ment of wholesale ele‘ctn‘city prices. Colunteracting one-off effects stemmed from the deconsolidation of
S5M Coal, among other things. In addition, we transferred Harpen AG's distributed energy supply busi-
ness to RWE Energy (T€119 million). Net'of these one-off effects, revenue achieved by our power genera- I
tion business was up 31 %. Revenue recorded by the RWE Dea Business Unit rose 16 % year on year, pri-

marily due to the increase in oil and gas prices. Higher gas production also contributed to this growth.

External revenue recorded by RWE Energy rose 16 % to €20.0 billien, The division's electricity revenue was
12% up year on year. This was largely because higher procurement costs were passed through to industrial
and corporate customers, Furthermore, our German regional companies lifted general tariffs for households
and small commercial ‘enterpnses as of January 1, 2006. However, the price increases approved by the federal
states were usually far lower than what had been applied for. So far, Siiwag Energie AG has not been granted
approval to raise its tariffs. In the German transmission grid business, the rise in sales volumes from electric-
ity fed into the grid fr(')m combined heatjand power generation plants led to an increase in revenue. Qur gas
activities made an even larger contribution to the rise in revenue than the electricity business. Gas revenue
generated by RWE Enelergy was 48 % higher year on year. The growth was primarily due to price increases
implemented to pass through higher prolcurement costs to our customers. This was because prices set in our
gas purchasing and supply agreements are linked to oil prices. In addition to price-related effects, revenue

|
growth was driven by the positive development of sales,

[
T
RWE npower grew external revenue by 32 % to €5,607 million. Electricity revenue rose from £3,165 million ‘
to €4,486 million, and gas revenue mcreased from €800 million to €1,054 million. Due to the rise in procure- |
ment costs, our UK energy company hfted electricity and gas tariffs as of January 1 and April 1, 2006. More- ;
over, we experienced p051twe volume effects from the acquisition of new customers. The cold winter weather |

was an additional factor. This enabled RWE npower to sell far more heating gas.

External revenue generated by the Water IDiv'ision amounted to €3,067 million, slightly exceeding the year-
earlier level. Net of non-operating effects from currency exchange rates, changes in accounting policies and
divestments, revenue ‘was up 5%. This mainly resulted from water tariff increases in the regulated UK busi-
ness. American Water posted a 2% rise in;organic terms. This growth was also predominantly due to tariff

increases approved by regulators. The acquisition of new projects also contributed to the rise in revenue.

19
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EBITDA “Jantsep] " Jan-sep +/-  Jan-Dec
€ million -y 2006 2005 in % 2005
RWE Power ; | ev27ief 2148 26.7 2,800
Power Generation* ; ) I ,* 2,137 ] 1,715 24.6 2,158
RWE Dea | <581} 430 = 351 642
RWE Energy _ | 2425 2,346 3.4 3.142
German regions ! | . 1,457 1,444 0.9- 1,954
International regions J l S 37_1-1 341 8.8 476
Electricity & Gas Transmission ! l . - 753,| 493 52.7 621
RWE Selutions ; P 2 -1024 132
Other, consolidation [ -155 | 26 - -41
. RWE npower [ [ an| 389 21,1 561
Water Division [ 1,391 1,479 -5.9 2,045
Regulated UK business . I o 799; 787 15 1,102
North America . | . i - |, . ".549 [ 557 -l.4 T44
Other markets \ |70 a3 135 -68.1 199
Other, consolidation . l =208 [ - =212 1.9 -224
RWE Group ; ] . 6,797 6,147 - 10.6 8,324
* Including RWE Trading. :
Operating result ‘ ‘ I Jah-Sep Jan-Sep +/- Jan-Dec
€million , 2006 2005 in % 2005
" RWE Power i | :2284] 1676 36.3 2,112
Power Generation* ; | 1822 1.364 33.6 1,667 -
RWE Dea : | as2 312 48.1 445
RWE Energy ; ] 2063 1871 10.3 2,507
German regions v i ’ '_l','238',l ’ 1,199 3.3 1,609
International regions ! !’ ‘ 310 | T 260 19.2 381
" Electricity & Gas Transmission ' [ s '61'f'| 373 65.4 452
RWE Solutions i S| 18 -161.1 113
Other, consolidation |~ i 21 - -48
RWE npower ; | + 379] 303 25.1 437
Water Division f | 87a| 1,017 -14.1 1416
Regulated UK business ! | a7s | 477 -0.4 687
North America ; |-« 3s1] 373 -5.9 491
Other markets ‘ | as] 167 -71.3 238
Other, consolidation ! | 239 -211 -13.3 -271
RWE Group |'.- 5361 a656 15.1 6,201

* Including RWE Trading.
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Double-digit year-on-year rise in operatmg result and EBITDA
The RWE Group contlr‘mued to improve 1t:|s earnings. EBITDA chmbed 11% to €6,797 million, The operating
result rose 15% to €5,361 million. How?\fer, we expect to see much lower growth rates for the full year
(see page 30 et seq.).|On balance, consolidation, accounting and currency effects only had a slight impact

on the development of earnings.
The following is an overview of our operating result by division:

In the first three quarters of 2006, RWIE| Il’ower achieved an operating result of €2,284 million. This figure
was 36 % up year on year. The following is a breakdown of the operating result by business unit:

* Power Generation (including RWE Tralding): This business unit recorded a strong, 34 % increase. How-
ever, due to burdens resulting from the current power plant outages in Biblis, among other things, this
growth cannot be Fxtrapolated for the year as a whole. The key factor to success in the power genera-
tion business is pr‘ice increases on thlel wholesale market. In addition, we benefited from gains in sales
volumes. But we also saw a rise in procurement costs. Increased fuel costs had an effect-of about
€80 million compe‘\red with the corre]slponding period last year. Purchases of CO; emissions certificates
caused costs to rise by some €70 million. Furthermore, we incurred higher costs for staff and power
station rﬁaintenance. RWE Trading's |operating result was much lower than the unusually high level
achieved in the sa‘rne period a year ealrlier.

* RWE Dea: The continuing price boom on the il and gas markets led to a clear improvement in the oper-
ating result recorded by our upstream'activities. RWE Dea achieved a rise of 48 %. The increase in gas
production also played a role. Burdens stemmed primarily from the rise in royalties and exploration
costs.

RWE Energy improveg its operating resylt by 10% to €2,063 million. Contributing factors were the inclu-

sion of RWE Aqua and of Harpen's distributed energy supply business. Net of all non-operating effects, the
operating result poste‘d a 5% gain, in part owing to cost reductions and sales increases. Fu;thermore, mar-
gins improved in the Czech gas business.|The improvement in the operating result cannot be extrapolated
for the full year. This is because the intrmliuction of German grid regulation will not have a tangible impact
on our earnings until the fourth quarter.I The following is a breakdown of the operating result by business

unit;

= German regions: RWE Energy’s Germaln regional companies closed the first three quarters with an oper-
ating result that was 3 % higher than in the same period last year. They benefited from cost reductions
and efficiency enhancements. However, personnel costs increased, primarily due to wage adjustments.

= International regions: The operating result of our Continental European sales business outside Germany |
improved by 19%. The marked gain ils partially due to the Czech regional distributors, which also sold
more gas due to weather-related effects. Moreover, the Czech regulator approved higher tariffs. Profit
margin improvements in the Dutch glals business also contributed to the growth in earnings.
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.Net income improved by 23%
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= Electricity & Gas Transmission: This business qnit oversees our German extra-high-voltage power grid,
our German gas transmission grid, and Czech-based RWE Transgas’ gas transmission and gas trading
operations. This unit also includes two new companies: RWE Key Account GmbH, to which we trans-
ferred RWE Solutions’ key account business effective April 1, 2005, and RWE Key Account Contract-
ing GmbH, including Harpen's former distripuied energy supply business. The operating result stated
for "Electricity & Gas Transmission’ was up 65 % This is predominantly a result of the fact that the
Czech regulator approved higher margins for RWE Transgas in its business with regional distributors,
This offset burdens stemming from the prev_ious year, which had not yet been reflected in 2005 prices.
= RWE Solutions, which has now been sold, cfps:erd the reporting period with an operating loss of
€11 million. We deconsolidated this group of :companies in the third quarter of 2006.
. I
The operating result earned by RWE npower rose 25 % to €379 million. However, the considerable rise
cannot be extrapolated for the year as a whole, because RWE npower’s earnings trend is subject to fluctua-
tion over the course, of the year. The strong imp:rosvement in the first three quarters came fram the power
plant business, which benefited from the higher wholesale prices. In addition, we generated much higher
income from the short-term management of our purchase and sales positions. This earnings effect will
probably be lower for the year as a whole, Burdens arose from unplanned power plant outages. Margins are
coming under increasing pressure in the end cuStémer business, RWE npower’s second mainstay. This is
primarily due to the rise in electricity and gas purchase prices. In addition; there was a one-off effect from
the first quarter: Due to the cold winter and the’_large number of newly acquired customers, we had to pur-
chase additional gas on the UK spot market, which experienced especially. pronounced price spikes due to
capacity bottlenecks. RWE npower was unable to fully pass on to its customers higher electricity and gas

purchase costs.

The operating result recorded by the Water Divisibn decreased by 14% to €874 million. This was mainly
due to non-operating special items predominantly, relating to the transfer of RWE Agqua to RWE Energy and
the change in the statement of the Turkish water business (see page 14), Net of accounting, currency and
consolidation effects, the operating result declinelﬂ by-8 %. In organic terms, our regulated UK water busi-

. ness closed the reporting period roughly on par with the year-earlier level. The operating result achieved by

American Water slipped 7 % organically, despite the increase in tariffs and positive volume-related effects.
This is due to the increase in the cost of energy and materials as well as the additional expense incurred for

improving customer service. Furthermore, depreciation rose in line with American Water's investing activity.

American Water has not yet received regulatory re:h'ef on these investments, but they will be taken into
account in future applications.

The reconciliation to net income is characterized by the positive operating performance. This is countered
by additional burdens in the non-operating result.,

.

Non-operating result | Jan-'Sep . Ian-Sep +- Jan-Dec
€ million 2006 2005 € million 2005
Capital gains | . 403 | 346 57 326
Impairment losses _ . Ii T I -55 55 -814
Restructuring, other | =621 ] -397 -224 -200
Non-operating result | -218 | -106 -112 -688

e e e, marta
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The non-operating result declined by €112 million to -€218 million. Changes break down as follows:

= (Capital gains advanced by €57 million to €403 million. A contributing factor was the sale of our 25%
stake in oil producer KazGerMunai injKazakhstan. The sale of shares in the technology division of ura-
nium enricher Urenco also resulted in a book gain. -

= No impairment iosses were recogmzed in the period under review. The figure recorded a year earlier

reflected a burden of €55 million attnbutable to the water activities outside RWE's core regions.

.= The result stated under ‘Restructuring, other’ decreased by €224 million to -€621 million. We

built provisions, some of which were a%ccrued in connection with old-age part-time arrangements at
RWE Power and mi‘nor sales of equity interests. In addition, costs were incurred in preparation for the

1
sale of RWE Thames Water and the planned public offering of American Water. Income from the change

\ ! . . .
in nuclear provisions was cut in half, flrom €209 million to €105 million. We amortized RWE npower’s

|
customer base by €245 million {firstithree quarters of 2005: €246 million),

Financial result H ‘Jan- Sep Jan-Sep +/- Jan-Dec
€ million ! 2006 2005 in % 2005
Interest incame M [. 1463} 905 61.7 1,208
Interest expenses o L [ -2.144, -1,597 T -34.3 -2,193
Net interest \ I | -es81¥ -692 1.6 -985
Interest accretion to non-cl.jurrent provisions ] | ‘ ‘—8?3"‘" 926 5.7 -1,238
Other financial result* ‘ i | l —4051 -14 -185.7 406
Financial result* \ H | -159a% -1,632 23 -1,817
: -

* Prior-year figures restated (see comments on pages 14 and 41).

The financial result 1?1proved by €38 mﬂhon to -€1,594 million. This was in part due to net interest.
The effect felt here was that we repaid flnancmgs used by subsidiaries and replaced them with lower-cost’

\
refinancings.: Howeve‘r, we also incurrediadditional expenses owing to the rise in short-term market interest
rates. The rise in the f‘inancfal result als? I'_;tems from the decrease in the interest accretion to non-current
provisions. This was due to the fact that we reduced the discount factors for our provisions at the end

of 2005,

Our continuing operations generated income before tax amounting to €3,549 million. This represents
a 22 % rise compared|with the same period last year. Our effective tax rate increased slightly to 38 %.

Income from continuing operations after tax rose 19 % to €2,191 million. Income of €16 million was
recorded from discontinued operations/! resulting from a supplementary payment by Remondis for the pur-

chase of our environrr‘mntal business. The minority interest decreased from €150 million to €115 million.
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Net income generated by the RWE Groaup amounted to €2,092 million. This represents an increase of 23%
on the first three quarters of 2005. Accordingly, earnings per share rose from €3.02 to €3.72,

13
o

Reconciliation to net income f Jan-Sep Jan-5ep +/- Jan-Dec
) 2006 2005 in % 2005

Operating result ST TR emillion | 5,361 4,656 15.1 6,201
Non-operating result ' T €million |, ~-218 -106 -105.7 -688
Financial result! : ' emillion { © -1,594] -1.632 23 1817
Income from continuing operations before tax! - S € million I - 3,549 | 2,918 21.6 3,696
Taxes on income : s : "7 emilion | -1358| -1071 -26.8 -1,221
Income from continuing operations? ' b € million I 2,191 [ 1,847 18.6 2,475
Income from discontinued operations - €milion | * 16| - - -20
Income! . ' €milion { -+ 2,207 ~ 1,847 19.5 2,455
Minority interest! s ‘ Cb T €million |15 150 -233 224
Net income? C S emillion | 2,002 1,697 23.3 2,231
Earnings per share : ' - € 3.72{ 302 "23.2 3.97
* Effective tax rate! : - - ) ' s 38| - 37 T 2.7 33

1 Pricr-year figures restated {see comments on pages 14 and 41).
2 RWE shareholders’ share in income,

o

Cost-cutting programmes: overall goal for 2006 w:'iﬂ be achieved

'

Annual cost reduction S 2003 2004 2005 2006 Total

€ million _ ' .
Reorganization ‘ 150 160 190 | - 500
Acciuisition synergies o 60 30 50 . 40 | 180‘|
Total - R 60 180 210 230 | 680 |

We intend to reduce annual costs by €680 million within the scope of two programmes which will be

completed by the end of 2006: : - . e

* The first programme with a targeted velume of €500 million encompasses measures linked to the
reorganization of the RWE Group, which was initiated in 2003. The main areas of focus are the German
energy business, the water business, and our IT operations. By the end of 2005, savings of €310 mil-
lion had been realized. P

<= The second programme, launched in 2002, capitalized on synergies from the large-scale acquisitions
- made in the-past. Targeted savings total €1$0:million. €100 million of this sum was allocable 1o the
- combining of the back office functions of our UK-based companies RWE npower and RWE Thames

Water, We intend to achieve €80 million in s‘av;ings at our Czech gas companiés. By December 31,
2005, we had already realized a total of €140 million in synergies through these projects.
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- M 3 ‘ . . . » v ] ] »
We had thus already realized €450 mi]lioln in savings at the beginning of this financial year. We will fully

realize the remainingl'€230 million despite the sale of our UK and US water businesses. Lost synergy poten-
. , . .

tial will be compensa!ted for by addltrorlrz?l cost-cutting measures. In the first three quarters of 2006, we

decreased our costs by an.additional €|180-miﬂion.

In the first three guarters, capital spending amounted to €2,944 million—27 % up on the same period
in 2005. Capital expenditure on property plant and equipment rose by 26 % to €2,729 million. The
largest increase was !recorded by RWE ﬁower One highlight is the construction of a 2,100 MW dual-block
lignite-fired power plant with optimized plant technology at the site in Neurath, Germany, which began
in January. In additi(‘)n, more funds werr.1 spent on the expansion of gas production in the UK and Eqypt.
RWE npower also increased capital expenditure on property, plant and equipment considerably. The focal
point of RWE npower’s capex programme consists of retrofitting the hard coal power plant in Aberthaw
with a fiue gas desulphurization unit. The Water Division stepped up investment in the infrastructure in
Greater London and m cur North Amerrcan supply areas, RWE Energy spent less on property, plant and
equipment than in the same period last year However, we expect that the figure for the full twelve months
will be higher than 1n‘ 2005. Here, the focus lies on the grid business. At €215 million, the RWE Group’s

|
spending on frnancra] assets remained low. The largest portion was spent to increase the stakes held in

the Hungarian and C‘zech gas actlvrtleslm connection with an asset swap with E.ON. In turn, we shed our
minority interests in Hungarian-based DDGAZ and two Czech gas distributors. :

f

1

|

Capital expenditure ‘ ‘ ] o Jan-Seb Jan-Sep +/- Jan-Dec ’

€ million 2006 2005 € million 2005 |

Capita) expenditure on ﬁroperty, plant and eqr;lipment* | I

" RWE Power I [ , 869 | 558 . 311 842 J

RWE Dea | [ | 306 | 195 111 290 |

RWE Energy f H | ass] 566 -78 1.064 |

RWE npower | [ | - a1l 126 85 315 |

Water Division ] w1 | 1132 - 896 236 1,388 |
North America | H ! 395 | 306 89 520
Other, consolidation | [ 29} 22 7 58
Total ] [ 2,729] 2168 561 3,667

Capital expenditure on financial assets I ' |

RWE Power \ H - - - -
RWE Energy | [ 278 | 95 183 174
" RWE npower | N | 11| 1 10 227
Water Division | [ | al 17 213 17
North America | [ | - i ] - - -

Other, conso]idétion | i ‘ ! -7:_8 I 46 -124 58 |
Total ] { I 215 | 159 56 a76
_Total capital expenditure [ [ 2948 2327 617 4,143

| -
* Property, plant and equipment 2nd intangible assets.
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Cash flow statement —Key figures

In the first three quarters of 2006, cash flows from operating activities amounted to €4,882 million. This
was €488 million, or 11 %, up year on year, predominantly due to the positive earnings trend. However,
counteracting effects were felt from working capital. Additions caused by the reduction in working capital

were lower than in the same period last year. Capital expenditure was €2,318 million higher than proceeds
from disposals of nen-current assets and companies. Cash flows from financing activities totalled -€77 mii-

lion, This is the amount by which debt repayments and dividend payments exceeded new financial debt.

Free cash flow is calculated by subtracting capital expenditure on proberty, plant and equipment from
cash flows from operating activities. Free cash flow decreased by €73 million to €2,153 million, despite
the higher level of cash flows from operating activities. This was because capital expenditure on property,

plant and equipment was up by €561 million.

Cash flow statement! Jan-Sep Jan-Sep +/- Jan-Dec
€ millien 2006 2005 in % 2005
Cash flows from operating activities | 4,882 4,394 11.1 5,304
Change in working capital? 336 | 766 -56.1 204
Cash flows from investing activities -2318|  -2110 99  -2,049
Cash flows from financing activities =77 | -1,641 95.3 -3.384
Effect of changes in ¢urrency exchange rates and other changes ‘
in value on cash and cash equivalents 33 31 6.5 34
Total net changes in cash and cash equivalents I 2,520 ] 674 273.9 -95
l i
Cash flows from operating activities ' 4,882 ] 4,394 11.1 5,304
Minus capital expenditure on property, plant and equipment ’ : l
and intangible assets -2,729 -2,168 -25.9 -3,667
Free cash flow l 2,153 ] 2,226 -1.3 1,637

1 Figures only relate to continuing operations, Please turn to page 38 for the complete cash flow statement.

2 Prior-year figures restated {see comments on pages 14 and 41).
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Net financial debt reduced to €8.6 billion .
Since the beginning of the year, we redu‘ced net financial debt by €2,842 million to €£8,596 million,
despite making €1.2 bl]l]Ol‘l in dw1dend[éayments This development was mainly supported by the high
level of free cash ﬂow Furthermore, we received €1,069 million in proceeds from divestments. Net finan-

cial liabilities of €412 million were ehmlr{ated as a result of deconsolidations. Changes in accounting

policies in accordancé with IFRS reduced our net financial debt by €246 miliion, while currency effects
decreased them by aAother €300 m1|ho|n| Financial derivatives, which we use to hedge our liabilities
against currency effects, had a market value of €1.1 billion as of September 30, 2006. Derivatives,

!
however, are not taken into account in net financial debt.

| Net financial debt ’ ‘ ‘ 09/30/06 | 12/31/05 -
‘ € million . in %
| Cash and cash equivalents | i | 3.951 | 1,431 176.1
Marketable securities [ : I | | 11.825 ] 11,356 4.1
Other financial assets | I | a324] 3603 20.0
Gross financial assets | I | | 20,100 | 16,390 22.6
Bonds. notes payable, bank debt and commercial paper | 26.594] 24,982 6.5 '
Other financial debt ‘ | ] I 2,102 ' 2,846 -26.1
Gross financial debt | H | 28.696]| 27.828 3.1
Net financial debt | I I 8s596] 11438 -24.8

Employee headcount posts 2% growth net of consolidations !
As of September 30, I2[‘.)06, the RWE Group employed 76,391 people (full time equivalent), 50 % of whom |
(38.482) worked outside Germany. The workforce decreased by 9,537 employees, or 11 %, vis-3-vis Decem-
ber 31, 2005. On balance 11,209 employees left the Group as a result of acquisitions and divestitures.
Most of this was due to the sale of RWE Solutions. Net of consolidation effects, the employee headcount
increased by 1,672, or 2%. The labour fo'rce working in Germany was up by 329 employees, or 1%, net of
consolidation effects‘.

Workforce* ‘ I 09/30/06 | 12/31/05 +/-

in %
RWE Power | | | 18537 18,702 -0.9
RWE Energy | | | 28542] 37.598 -24.1
RWE npower | | 11,075]|  10.125 9.4
Water Division | | 15034 16,306 -7.8
Other \ | 3203|3197 0.2
RWE Group | i 76,391 | 85,928 -11.1

I

* Full time equivalent (1FTE = 1 full-time position).
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Research and development: focus on emissions reduction . .
Spending on research and development (R&D} amounted to €45 million in the first three quarters of
2006 —much more than the amount spent in the same period in 2005. One of our most important projects
is the construction of a lignite pre-drying facility at the site in Niederaussem, Germany, which we began in
January. We expect that this will lead to efficiency improvements.inthe generation of electricity from lignite i
of up to four percentage points. ‘ ‘ . : -

As efficiency enhancements and emissions reductions in fossil-fuelled power stations play an important role
in ensuring a balanced energy mix, these two aspects continue to be main areas of focus in our R&D activi-
ties. We are developing methods for capturing carbon dioxide in the power plant process working closely Lt
with our partners in plant construction and the chemical industry. We plan to commission the world’s first |
large-scale, COx-free coal power plant in 2014. We will combine coal gasification with CO; separation and
generate electricity in combined-cycle gas turbines downstream of this. In parallel, we are working on a
method to separate CO; from flue gas, which will enable us to reduce emissions lastingly by retrofitting )
existing power plants with this technology. Initial field tests are scheduled to be carried out at aur lignite- .
fired power stations as pilot projects from 2008 onwards and in the form of demonstration facilities from -
2010 onwards. Furthermore, we are developing techniques within the scope of in-house projects and
research consoartiums that will enable the safe storage of carbon dioxide in deep rock formations. As the C
capiure of CO2 necessarily results in a loss of efﬁciency, in parallel with this research, we are also exploring - i
new possibilities of improving ptant efficiency. The aforementioned construction of a pilot facility for lig- .
nite pre-drying prior to combustion serves this purpose. Moreover, we are pushing forward with our devel-
opment wark on the '700-degree power station'«‘wihich—simﬂarly to lignite pre-drying—may aliow for an ,
increase of up to four percentage points in plant efficiency. - i

Distributed power generation is another field of RWE’'s R&D work, Qur research and development activities =
also focus on renewable energy sources. One example of this is our plan to construct a 700 kW biomass- :
fired plant in Neurath, Germany. Within the scope of this project, we are exploring ways to optimize the ‘ |
technology and logistics involved, as well as the cultivation of plants used in the power generation process. T
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Outlook for 2006 S

Economic research institutes forecast good economic data
Despite the dampening influences of h}'glyher interest rates, economic forecasts for the full year are opti-
mistic. Leading economic research institutes anticipate that growth rates posted by the world economy
will be marginally higlher than in 2005.:In Germany, our largest market, the real gross domestic product
(GDP) is expected to %ncrease by 2.3 %.{more than doubling the growth displayed in 2005. This is antici-
pated to be driven b)‘f higher investment in plant, machinery and construction as well as a slight resur-
gence in consumptioln. However, the rise in demand will also partially be based on the advance effect of
the value-added tax 1'|ncrease planned i%l Germany for 2007, The upturn currently witnessed in the UK is
likely to continue, primarily thanks to the favourable investment climate. Economists forecast real growth
of 2.7 %. Their prognosis for:EU member states in Central Eastern Europe is even maore favourable. Real
CDP in some of these economies mlght expand by more than 5%. However, government savings meas-
ures passed in Hungajiry in the middle of}the year are likely to curtail growth. Prognoses for the US have
worsened somewhat above all due to hlgher interest rates and weaker consumer spending. Nevertheless,

economic research lnStltUtES forecast that 2006 growth adjusted for prices will exceed 3 %.

Fuel costs persistently high
No end to the boom “on the world's ener?y markets is in sight. Oil prices are still far above the multi-year |
average, although prices recently showed a decline. The price of a barrel of Brent is currently about US$ 60
(as of November 3, 2006). In light of the continued tightness of production and refining capacity as well
as persistent geopolitical risks, considerable price reductions seem unlikely, CGas prices will reflect this
development, as they track oil prices. Hard coal prices have been experiencing an upswing since the end
of 2005. Therefare, u\‘re expect purchasmg costs to remain high. A metric ton of hard coal currently trades
for about USS 68 on the Rotterdam spot-market (including freight and insurance to Rotterdam). We expect
the price of European CO; emissions allowances to remain moderate. Certificates for 2006 recently traded
at around €10 per mletnc ton of CO,. If thts level is maintained through the end of the year, the average

price for 2006 would be roughly on par| \lmth level recorded in 2005 (€18).

Prices on the electricity markets remain|high
Due to the persistently high fuel prices and continued tightness of generation capacity on Europe’s largest
energy markets, electricity prices will remain high, at least over the medium term. Emissions trading will
contribute to this, although the price of|{CO; certificates has been low as of late. We have sold forward
almost all our generation for the current fiscal year, We have also already sold forward nearly all of our
German power plants’ 2007 generation,|and over 60 % of our German 2008 production,

!ns 29
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Reclassification on Thames Water due to its sale .

The sale of Thames Water, which we expect to complete in December (see page 12); will have a consider-
able impact on our figures for 2006 as a whole. The income statement will disclose all of the income after
tax from the sale of Thames Water, including the book gain on the divestment, as "income from discontin-
ued operations.” Therefore, the company will no longer be.included in revenue, EBITDA, the operating
result, non-operating result, financial result, or t_a>'<es on income. Prior-year figures will be adjusted in
accordance with IFRS. However, Thames Water is still taken into account in the cash flow statement,
including capital expenditure. .

Year-on-year increase in Group revenue expected .

We expect revenue, excluding Thames Water, to be 5% to 10 % higher than in 2005. This and the following
prognoses are based on assumed exchange rates of US$1.25/€ and £0.70/€ in 2006, The expected
growth in revenue will result from increases in the price of electricity, gas and water that have been made
in order to pass through increasing procurement costs and capital expenditure on infrastructure to our
customers. In addition, the gas business will benefit from its higher sales valume partially owing to the
cold winter weather, Deconsolidations will have a counteracting effect—abaove all those of RWE Solutions
and SSM Coal. This will eliminate about €2 billion in revenue.

Further rise in earnings expected

The prognosis we published in February 2006 is still valid for the development of both EBITDA and the
operating result. We expect EBITDA to post a single-digit percent increase even without Thames Water's
2005 and 2006 figures. The operating resuit is expected to post a slightly stronger rise. As before, we
anticipate that it will grow by 5% to 10%. The éutrent power plant outages at Biblis will impose a burden
on the operating result. But this will be contrasted by the countereffect of the reclassification of

Thames Water to discontinued operations. :

Earnings trend by division:

We expect RWE Power to close 2006 with a marked.improvement in its.operating result. We.anticipate
double-digit percent growth. The earnings improvement will largely be driven by the Power Generation
Business Unit (including RWE Trading). The signfficant rise in wholesale prices is the main factor. However,
there will be adverse effects here as well: In addition to the aforementioned power plant outages, the
higher cost of fuel, staff and power station maintenance will dampen the rise in earnings. In addition, as
expected, RWE Trading will net be able to match the high level of earnings achieved in 2005. We anticipate
that the RWE Dea Business Unit will record a doubie-digit year-on-year gain in its operating result, This is
due to persistently high oil and gas prices. We expect burdens on earnings to arise from higher royalties
and increased exploration costs. In addition, we anticipate that oil production will be lower.




;
Review of Operations

We now believe that RWE Energy will _beI able to maintain the level of earnings recorded in 2005. Expected

burdens from Germar|1 grid regulation will be felt Jater than anticipated.

We expect the operatling result recorded by RWE npower to close the fiscal year up on the last one, The

basis for this is a marked-improvement i'n the earnings-situation-of the UK power plant business, as we are

increasingly beneﬁtinlg from higher wholtlesale electricity prices. However, RWE npower had already sold

forward part of its current electricity production at markedly lower prices in previous years. We will not be

able to fully compenslate for the additional cost caused by the rise in fuet prices or for CO2 emissions certifi-

| . .
cates for that output.|In addition, powerlplant outages have had a negative effect. Margins in the UK sales

business are mcreasu}gly coming under pressure. Although our market share is developing positively, we

1
have not yet been able to fully pass on t!he considerable rise in gas procurement costs to our customers.

Due to the temperature-driven rise in sales and higher customer figures, the increase in gas prices will have

. | ) e
. an especially strong effect on procurement costs this year. Furthermore, we expect additional expenses to

arise from the energy| savings measuresiin UK households, which energy companies are obliged to promote

by the government.

Without Thames Water 5 2005 and 200? figures, the operating result generated by the Water Division will

be lower than in 200|5 The spin-out of RWE Aqua will also have an effect. Net of currency effects, we antic-
ipate that the operating result achreved by American Water will decrease by a single-digit percentage. Our

regulated North American water activities will see positive effects from tariff increases, contrasted by

| . : . :
much higher operating costs, including|higher energy prices.

Net income: significant increase due to book gain on sale of Thames Water

We expect net incomle generated by the RWE Group to exceed the level achieved in 2005, owing to the

|
good organic development. Our last forelcast saw an increase in the order of 10%. The sale of Thames

Water will cause this Igrc:wth to be much higher. This will be driven by the €0.7 billion book gain, leading

to an increase of over 40% in net mcomsle. We still see risks arising.from the introduction of grid regulation

in Germany. The ﬁrstiprowswns for countermeasures on the cost side have already been included in our

forecast. Since we will,not -be able to quantify the full impact of regulation until the end of the year, we

. | - . . .
cannot decide on theI extent of these measures or the provisions required for this until we prepare the

financial statements for the year.

Our previous forecast envisioned that recurrent net income, which is adjusted for one-off effects and is the

yardstick for determir:ﬁng the dividend,iwould rise by between 10% and 20 %. Due to the current power

plant outages at Biblis, we now expect recurrent net income to come in at the lower end of this range. The

|
sale of Thames Water does not affect th1s prognosis, since recurrent net income does not include the book

gain, but Thames Water s net income wﬂl be included until the company has been deconsolidated.

31
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Subject to the aforementioned regulatory risks, we anticipate that our non-operating result for fiscal 2006
will be negative, but to a lesser extent than in 2005. We are issuing this forecast under the éksumption -
that no major impairment losses will be recognized in 2006. Income from the change in nuclear provisions
is expected to be much lower. We must also take into account the costs incurred for American Water's

- planned public offering. In addition,.the first set of restructuring provisions for grid regulation mentioned
previously will have an effect. . . -

o

We anticipate that the financial result will be lower than in 2005, as book gains from the sale of securities

will be lower than last year. In 2005, they were uriusually high.

Higher capital expenditure on property, plant and equipment
We expect that we will clearly step up capital expénditure on property, plant:and equipment this year. The
greatest rise is planned for RWE Power’s German ﬁower plant business. The construction of a dual lignite
block in Neurath is the main project. Furthermore, this year, we will commence preparatory work for the
1,500 MW hard coal power plant in Hamm. More funds will be spent on our gil and gas production activi-
ties as well. RWE Energy is expected to marginally increase its capex budget; mainly for investments in the
grid. RWE npower will modernize and enlarge its power. plant portfolio, which will draw more spending
than in 2005. The Water Division will also expand its investment budget over 2005. In sum, we expect
that capital expenditure on property, plant and equipment will be between €4.5 billion and €4.8 billion

. {including Thames Water). Without Thames Water, total capex will fall in the range from €3 .4 billion to

€3.7 billion. s '

Sale of Thames Water will result in positive net financial position =
Through the sale of Thames Water, we expect to have a positive net financial position in the order of
€3 billion at year-end. Without this transaction,'.w:e would have about €9 billion in net financial debt.

Employee headcount: decrease due to the sale of compames
In the year underway, the workforce will shrink 519n1f1cantly above all due to the sale of Thames Water and
RWE Solutions. We expect the employee headcount to total just under 70,000 at the end of the year. With-
out the divestitures, the Group’s staff would expar‘id.

Research and development: rise in spending on environmentally friendly power generation
We increased our R&D budget for the fiscal year underway to about €70 million and will raise it significant-
ly again after 2006, This sum does not yet include.the planned construction of the CO>-free power plant.
We are stepping up our measures to improve efficiency and reduce emissions in electricity production (see
page 28). Developing dimate-friendly technolog’iés is one of our top priorities. Distributed power genera-
tion is another field of RWE's R&D work. We also intend to make inroads in the usage of biomass. Renewa-
bles-based energy is one of the pillars of RWE's climate-friendly energy policy.

4
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Risk management ||, T

Continuous early detection and standardized recording, evaluation, control andimonitoring of risks are
handled by the RWE Group using a groupwide risk management system. We strive to obtain information
on risks and their financial impact as early as possible in order to counter them with suitable measures.

We evaluate risks acc?rding to their danlwage potential and probability of occurrence and aggregate them
at the business unit, divisional and Group levels. Here, a risk’s damage potential is defined against refer-
ence variables, i. e. fh‘lfe operating resultla:hd equity of the business unit concerned or the Group as a whole.
We can.thus ensure a systematic and uniﬂorm analysis of our current risk situation throughout the Group,

on the basis of which|specific risk-control initiatives can be developed for the business units concerned. |
The following is an overview of major risks and opportunities:

* Changes in the price of commoditie?: Certain risks and opportunities are inherent in our production
operations, and above all in ourelectricity generation business. The latter is significantly influenced by
the development c|>f market prices for electricity, fossil fuels—especially hard coal and gas—as well as by
the development of the price of CO; clertiﬁcates. A risk arises, e.g., if rising commodity prices cannot be

passed on by incr?asing electricity plrilces. Opportunities stem from the widening of the spread between
electricity prices and prices for fossil fuels. In addition to production, sales operations are also exposed |
to risks. Such risks arise, e.g.,asa result of unexpected fluctuations in demand owing to changes in
temperature. Our pnce risks on purchasmg and sales markets are determined using special evaluation
models, while taklng current forward pnces and expected price volatility into account. Among other
things, we use financial derivatives to) mitigate risks associated with sales and procurement. Additional |
risks and opportunities arise from our, oil and gas production operations. Unexpected disadvantageous |
changes in price in this area are also mitigated through the strategic use of derivative hedges..

Our electricity and gas businesses face the price and sales risks as well-as marketing oppartunities
resulting from the deregulation of Europe's electricity and gas markets. We address these risks with
differentiated pricing strategies and appropriate marketmg policies as well as with effectwe measures
to cut costs..

Our trading activities are principally designed to mitigate earnings risks stemming from price fluctua-
tions on energy markets. In this context, our trading division functions as a central platform for hedg-
ing commodity price risks throughout the RWE Group. This enables us to create a stable basis of plan-
ning for our company. In addition, ‘-INIe conclude trades in order to take strategic advantage of price
changes to a limited extent. This leads to risks from unexpected price fluctuations as well as credit risks
in the event that trading partners fai to fulfil their contractual obligations. Thé RWE Group’s integrated
trading and risk r'r‘lanagement systemI is firmly aligned with best practice as applied to the trading busi-
ness, Specific benchmarks for price risks are established on a daily basis. The RWE AG Risk Committee
sets risk limits that are continuously monitored. Among other things, we use the value-at-risk {VaR)
method to quantlfy price risks assocllated with energy trading.
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» Operating risks: We operate technologically domplex and interconnected production plants ali along
- our value chain. Uninsured damage to our lignite mining equipment, production plants, or power plant

components can occur. Risks associated with possible outages caused by the ageing of components in
our power stations will increase. Our grid business is exposed to the risk of facilities being destroyed

- by force majeure such as severe weather conditions. We address the aforementioned operating risks
* through high safety standards as well as regular audit, maintenance and servicing work. As appro-

priate, insurance policies also limit possible effects of damage.

Changes in prices in the finance sector: Within the scope of our operations, we are also exposed to
currency, interest-rate and share-price fluctﬁation risks. Due to our international presence, currency
risk management is very important. The podna Sterling and US dollar are our major non-euro curren-
cies. RWE conducts sizeable operations in these currency zones. Furthermare, fuel prices are quoted
in these currencies. Group companies outside the Eurozone are generally obliged to hedge all local
currency risks via the Group’s holding company, RWE AG. The parent company determines the net
financial pasition for each currency and hedbes it with external market partners if necessary. Risks are
guantified using the VaR method: The Executive Board of RWE AG has established a system that limits
risks. At the end of September 2006, the VaR for RWE AG’s foreign currency position was €0.1 million.

- This and all VaR figures mentioned hereinafter are based on a confidence interval of 35%. Furthermore,

a holding period of one day was assumed for each position or security. Interest rate management is also
ascribed significant importance. Our interest-rate risk primarily stems from our financial debt and inter-
est-bearing assets. Risks arise whenever the interest curve rises or falls. Negative changes in value
caused by unexpected interest-rate movements are hedged with non-derivative and derivative financial
transactions. As of September 30, 2006, the Va'R from interest obligations connected to our financial
debt and associated hedges was €32.2 million. The VaR from interest-bearing assets including hedges
amounted to €27.0 million. We are also exposeid to risks and opportunities when investing in stocks.

At the end of September, the VaR for share price risks was €26.4 million. Opportunities and risks from
changes in the value of securities are controlled by a professional fund management system.

Credit risks: Most of the credit transactions performed by our finance and trading departments are
with banks and business partners of good credit standing. We mitigate credit risks for both activities by
placing limits on transactions and—if necessary—requesting cash collateral. In addition, we conclude
credit insurance policies and bank guarantees, Credit risks are monitored daily for trading transactions
and weekly for finance transactions. ‘

In our sales business, we are exposed to creditfrisks due to the possibility that customers may fail to
meet their financial obligations. We mitigate‘th“is risk by subjecting our customer portfolio to a regular
creditworthiness check in compliance with our credit risk guidelines.

'




Review of Operations

* Regulatory risks: The RWE Group's exposure to.the constant change in the political, legal and social
environment in whfch it does businessI can be expected to have an impact on earnings. Lignite and
hard coal power plants account for alsigniﬁcant portion of our electricity generation portfelio. This
represents a risk due to the EU-wide CO; emissions trading system. Risks can arise from changes made
.to the allocation rules and national elnlfnssrons budgets for the second trading period (2008-2012)
with correspondlnc_‘; effects on the pr:ce of CO; certificates. Therefore, CO; price risk management is
an integral compopent of our centralllzed risk management system. We intend to continue reducing
specific COz emissions and make our, overall portfolio more flexible by investing in power plants in

the future.

At present, we seejour German electricity and gas grids subjected to substantial risks from reguiatory i
intervention. However, there is still some uncertainty as regards the extent of the impact from
regulation. .

'

= Legal risks: RWE Group companies are involved in litigations and arbitration proceedings connected
with their operations. However, we d? not expect any major negative repercussions from these pro-
ceedings for the RWE Group’s economic or financial position. Additionally, companies belonging to the
RWE Energy Division are directly invol}.red in various administrative and regulatory procedures (includ-
ing approval procedures) or are direc'tly affected by their results,

Raw materials production and power generation activities might be curtailed by risks arising from

!, - .
approval processes for our opencast mines and nuclear power plants. We prepare our applications for
approval with great care and ensure that approval processes are handled competently in order to

|
prevent such risks from arising.

Qutside shareholders initiated several|legal proceedings to examine the appropriateness of the conver-
sion ratios and thel amount of cash p?id in compensation in connection with company restructurings

pursuant to German company law, Welare convinced that the conversion ratios and cash compensation
calculated on the basis of expert opi{:ions and verified by independent auditing firms are adequate and
will stand up to scrutiny in court,

We have included additional information on our risk management in our 2005 annual report.

Forward-looking statem‘ents. This report cc:ntains forward-looking statements with respect to future events
related to the RWE Group and its companies as well as economic and political developments. These state-
ments are assessments that we have made based on information currently available to us. In the event that
the underlying assum})tions prove incor#elct or additional risks materialize, actual results may vary materi-
ally from the performa'mce expected at present. Therefore, we cannot assume responsibility for the correct-

ness of these statements.
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Consolidated Financial Statements (condensed)

Consolidated Income Statement of the RWE Group* -

: . Jul-Sep | Jul-5ep Jan-Sep Jan-Sep
€ million ' 2006 2005 2006 2005
Revenue (including natural gas tax / electricity tax) 9,645 | 8,682 h 33,976 ] 29,409
Natural gas tax / electricity tax -252 I -261 I -1,012 l -932
Revenue | 9393 8,421 | 32,96a) 28,477
Changes in finished goods and work in progress / other own work capitalized 13 43 294-] 279
Cost of materials 5201 -4531| -19927] -16,641
Staff costs -1,355] 1371 | -3.836]  -3,965
Depreciation, amortization, and impairment losses | -702 | 779 -2,138 ] -2,170
Other operating result | 1172 -835 23,012 1937
Income from operating activities of continuing operations . l 976 | 948 [ 4,345 ] 4,043
Income from investments accounted for using the equity method ] 167 76 , 397 272
Other income from investments ' } ) ] 345 78 401 235
Financial income ' ! 758 | 581 2,323 1.644
Finance costs | -n3eo} -n161)  -3.917 3,276
Income from continuing operations before tax i 886 [ 522 3,549 | 2,918
Taxes on income { -445 | -230 -1,358 | -1,071
Income from continuing operations : , | T o441 ‘ 292 I 2,191 ] 1,847
Income from discontinued operations l - i - I 16 | -
Income | 441 292 | 2207] L1847
Minority interest . | -8 | -22 I -115 i -150
Net income / income attributable to RWE AG shareholders | 433 | 270| 2,092} 1,697
Basic and dituted earnings per common and preferred share in € | 0.77 | 0.48.! 3.72 i 3.02

of which: from continuing operations in € C I (0.77} (0.48) i (3.69) I (3.02)

of which: from discontinued operations in € | (0.00) ©0.00)|  (0.03)] {0.00)

* Prior-year figures restated.
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|
Consolidated Balance Fheet of the RWE Group™
|

Assets —— J

08/30/06 12/31/05
€ millicn o

18.070] 18,551
35710 36,089
463 | 476
2422 2617

l
l
P
l
|
| 1e12] L84z
!
|
|
|
|
|
|

Non-current assets |

Intangible assets ]

i
Property, plant and equipmfent i

Investment property

. s ql
Other non-current fmancuallassets

8.243) 8315
3873} 3,790
70.593| 71,680
I
2,649 2,257
66504 8325
11,903} 14,543
10.835| 10,344
3,951 1,431
| 142 | 878
|. 36130] 37,778
| 106,723} 109,458

. 1
Accounts receivable and other assets

Deferred taxes [

Current assets |

Inventories [

Trade accounts receivable I

Accounts receivable and other assets

Marketable securities r

Cash and cash equivalents ‘

Assets held for sale f

09/30/06 12/31/05

f _ |

_ 11,971} 11431
- : 587 } 926
| |~ 12558| 12357
! I I

28,096 | 28,064
22,388  21.458

Equity and Liabilities
£ million

Equity

RWE Group interest

Minority interest

Provisions

Financial Tiabilities

l
|
|
|
|
|
|
Non<urrent liabilities |
|
|
i
|
|
[
|

| 106,723 | 109,458

Other liabilities | 9,748| 10,670
Deferred taxes 1 5,092 I 4,873
_ | | 65324] 65,065
Current liabilities | i
Provisions | 5,228 4,784 ,
Financial liabilities | 6257| 5994
Trade accounts payable 6,381 7.497
Liabilities held for sale 167 533 ‘
Other liabilities | f 10,808 | 13,228
| | | 28841] 32,036
|

* Prior-year figures restated.




Consolidated Financial Statements {condensed)

Consolidated Cash Flow Statement of the RWE Group*

| Jan-Sep Jan-Sep
€ million 2006 2005
Income from continuing operations | 2,191 1,847
Depreciation, amortization, impairment losses, write-backs | 2,139 2,203
Changes in provisions | 385 -145
Deferred taxes / non-cash income and expenses / income from disposal of non-current assets I

and marketable securities ’ -169 =277
Changes in working capital N | 336 | 766
Cash flows from operating activities of continuing operations i 4,882 ] 4,394
Capital expenditure on non-current assets ' -2,942 1 -2,327
Proceeds from sale of assets 940 ] 516
Changes in securities and cash investments -316 ] -299
Cash flows from investing activities of continuing operations | -2,318 I -2.110
Cash flows from financing activities of continuing operations I =77 I -1,641
Net cash change in cash and cash equivatents of continuing operations | 2,487 ] 643
Effects of foreign exchange rates and other changes in value l 33 | 31
Total net changes in cash and cash equivalents I 2,520 I 674
Cash and cash equivalents at beginning of reporting period [ 1,431 I 1,526
Cash and cash equivalents at end of reporting period I 3951 2.200
Financial assets at beginning of reporting period [ 16,390 | 14,998
Financial assets at end of reporting period . ’ 20,100 | 17,766
Gross financial liabilities at beginning of reporting period ' I 27,828 | 27,383
Gross financial liabilities at end of reporting period [ 28,696 l 28,611
Net financial debt at beginning of reparting peried | 11,438 i 12,385
Net financial debt at end of reporting period | 8,596 i 10,845

* Prior-year figures restated.




Consohdated Statemet‘ﬂ of Changes in Equity

of the RWE Group

|
Consolidated Financial Statements {condensed}

N ‘ RWEGroup  Minority Total | |
€ million interest interest
Balance at 12/31/04 | H 9,581 874 | 10,455 |
Dividends paid [ -844 -144 -o88 |
Gther comprehensive incorﬁelother I | 727 3 730 I
Income f i 1,697 150 1,847 |
Balance at 09/30/05 | [l 11,161 883 | 12,044 |
I i l |
Balance at 12/31/05 | | '11,431 926 | 12,357 |
Dividends paid | | -984 -126 1,110
Other comprehensive income / other I " -568 -328 -896 |
Income | [ 2,002 s | 2,207
Balance at 09/30/06 | i 11,971 587 | 12,558 |

* Priar-year figures restated.
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Notes

.Accounting policies = . .. o .o

The interim report for the period ended September 30,-2006, was prepared in accordance with the
International Financial Reporting Standards (IFRSs).

With the exception of the new and revised rules described below, this interim report was prepared using
the accounting policies applied in the consolidated financial statements for fiscal 2005. For further infor-
mation, please see the consolidated financial statements for the period ended December 31, 2005, which
provide the basis for this interim report. In line with TAS 34, the scope of reporting for the presentation
of the consolidated financial statements of RWE AG for the period ended September 30, 2006, was con-
densed compared. with the scope applied to the consolidated financial statements for the full year.

The interest rates as per December 31, 2005,-he}ve been used for pension provisions, provisions for nuclear
waste disposal, and provisions for mining.

Changes in accounting policies

The International Accounting Standards Board (IASB) and the International Financial Reporting Inter-
pretations Committee (IFRIC) have approved a number of changes to the existing IFRSs and adopted sev-
eral new Standards and Interpretations, which became effective as of January 1, 2006. The RWE Group is
applying the following Standards and Interpretations'in fiscal 2006 for the first time: :

IFRS 6 "Exploration for and Evaluation of Mineral Resources™: IFRS 6 includes rules for accounting for

expenditures related to the explorationand evaluatior of minerals, oil, natural gas, and similar finite

_ resources before the technical feasibility and commercial viability of extracting the resource can be dem-
onstrated. IFRS 6 does not mandate an accounting policy specific to exploration and evaluation expens-
es. Instead, it sets forth the basic conditions under which the company preparing the accounts selects an
accounting method. Furthermore, IFRS 6 prescribes that impairment tests pursuant to IAS 36 be carried
out on exploration and evaluation assets. The first-time application of IFRS 6 did not have a'material
impact on the RWE Group's consolidated financial statements.
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|

IAS 19 Amendment (2004) “Actuarial Gal}r?s and Losses, Group Plans and Disclosures”; With the change
to IAS 19 "Employee Benehts the TASB also allows for the accounting of actuarial gains and losses in
equity, without an effﬁct on the income ?tlatement RWE has opted not to use this method for the time
being. In addition, fur‘ther information on pension commitments in the notes will become necessan{ in the
future. With the exception of additional information in the notes, first-time application-of the.new versian

of IAS 19 does not have an impact on the’ RWE Group's consolidated financial statements.

IAS 32 “Financial Instruments: Disclosure and Presentation™: According to IAS 32, a contract that con-
tains an obligation forlan entity to purchlase its own equity instruments gives rise to a financial liability for
the present value of the redemption amount. This also applies if the obligation to purchase is conditional
on the counterparty exercising a right toI redeem regardless of the probability of exercise.

In line with the development of international accounting practice, RWE is also applying this rule since
January 1, 2006, anal(‘ngously to forward purchases of minority interests and to put options owned by
minority shareholders! Certain minority mterests are thus now presented as other liabilities. The differ-
ence hetween the agreed purchase price-and/ or the agreed exercise price and the carrying amount of
the minority interest i‘s recognized as colntingent consideration that depends on future events, in line

with the rules for the accounting of business combinations pursuant to IAS 22 and IFRS 3.

Prior-year figures were retrospectively relsEated. As of January 1, 2005, this resulted in additional other
liabilities of €2,082 million (of which €749 million were non-current), additional goodwill of €1,444 mil-
lion, a reduction in ad‘vance payments malde of €100 million and a reduction in equity of €738 million. '
The last of these amounts primarily includes the retirement of minority interest (€663 million) and good-
will amortization (€121 million} which WF' had to recognize by the end of fiscal 2003. In the income
statement, the mmonty interest’s share j n income decreased by €100 million in the first three quarters
of 2005 and by €132 million.in fiscal 2005 This is contrasted by an increase in finance costs by the same

amount.

In the first three quarfers of 2006, the;pujrchase liabitities, which are measured at their present value |
declined. This resulted in a €166 mililion adjustment to goodwill, without an effect on income.

Furthermore, various :Iamendments to IAIS, 39 became effective for the first time, These amendments relate
to the option to classify financial instruments as “financial assets or financial liabilities recognized at fair

- value through profit apd loss,” to the reco:gm'tion of cash flow hedges for hedging currency risks associated
with forecast transactions that have a high probability of occurrence within a group, and to the recognition
of financial guarantee:s jssued, which will fall under the scope of IAS 39 in the future. The first-time appli-
cation of these amendments does not have any material impact on the RWE Group’s consolidated financial
statements. ‘
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IFRIC 4 "Determining Whether an Arrangement Contains a Léase”: IFRIC 4 contains criteria for identify-
ing lease elements in arrangements which are not formally referred to asleases. Contractual elements that
meet IFRIC 4 criteria must be accounted for as leases in accordance with IAS 17. The first-time application
of this Interpretation had the impact described in the review of operations, which is not material for the

" RWE Group's consolidated financial statements..~ - .« - .. . "

IFRIC 5 "Rights to Interests Arising from Decommrissioning, Restoration and Environmental Rehabilita-
tion Funds”: IFRIC 5 governs the accounting for claims and obligations arising in connection with funds
accrued for the decommissioning of plants and similar obligations. The first-time application of this Inter-
pretation does not have an impact on the RWE Group’s consolidated financial statements.

IFRIC 6 “Liabilities Arising from Participating in a Specific Market —Waste Electrical and Electronic
Equipment”: This Interpretation governs the accounting for provisions related to disposal liabilities stem-
ming from the European Union’s Directive on Waste Electrical and Electronic Equipment. The first-time
application of this Interpretation does not have an impact on the RWE Group’s consolidated financial
statements.

New accounting policies

The IASB and IFRIC have adopted further standards and interpretations, which are not yet effective in the
2006 financial year. These IFRSs can only be applied if they are endorsed by the EU. This is still pending
far some standards at present. The possible impact of the first-time application of the standards described
below on the consolidated financial statements of the RWE Group is currently being examined.

IFRS 7 “Financial Instruments: Disclosures”: IFRS 7 combines and expands disclosures of financial instru-
ments previously required under IAS 32 and those previously required under IAS 30 only for banks and simi-
lar financial institutions. IFRS 7 will be effective across all sectors in the future. As part of the development
of IFRS 7, IAS 1 was amended to add requirements for disclosures about capital management. IFRS 7 and
the amendment to IAS 1 become effective for the first time for fiscal years that start on January 1, 2007, or
thereafter. With the exception of additional information in the notes, the first-time application of IFRS 7
does not have a material impact on the RWE Group’s consolidated financial statements.

IFRIC 7 “Applying the Restatement Approach under IAS 29 ‘Financial Reporting in Hyperinflationary
Economies'”: IFRIC 7 clarifies certain issues related to the application of IAS 29 for cases in which the
country, the currency of which is the functional currency of the reporting enterprise, becomes a hyper-
inflationary country. This Interpretation becomes effective for the first time for fiscal years starting on
March 1, 2006, or thereafter. The first-time application of IFRIC 7 is not expected to have a material

impact on the RWE Group’s consolidated financial statements.

IFRIC 8 “Scope of IFRS 2”; IFRIC 8 clarifies the applicability of IFRS 2 "Share-based Payment™to agree-
ments, in which the company preparing the accounts makes share-based payments for apparently nil or

inadequate consideration. This Interpretation becomes effective for the first time for fiscal years starting
on May 1, 2006, or thereafter. The first-time application of IFRIC 8 is not expected to have a material
impact on the RWE Group's consolidated financial statements.
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IFRIC 9 “Reassessment ofEmbedded Derwatwes" IFRIC 9 addresses whether a contract must be assessed
only upon inception of the contract or whether the contract must be assessed throughout the life of the
contract if there is an embedded derivati\:n:a as per TAS 39 ,Financial Instruments: Recognition and Meas-
urement”. This Interpretation becomes efflective for the first time for fiscal years starting on June 1, 2006,

or thereafter. The first-t‘ime application of IIFRIC 9 is not expected to have a material impact.on the
RWE Group’s consolidated financial statements,

IFRIC 10 “Interim Finanlcial Reporting and Impairment”: IFRIC 10 applies to the interaction of the regu-
lations of IAS 34 on Intenm Financial Reportlng and the regulations of IAS 36 and IAS 39 on the reversal
of impairment losses w1th regard to certain assets. The Interpretation makes it clear that impairments of
assets recognized in lntenm reports may not be reversed in the annual financial statements, This Interpre-
tation becomes effecti\lre for the first time for fiscal years starting on November 1, 2006, or thereafter. The
first-time application of IFRIC 10 is not expected to have a material impact on the RWE Group’s consoli-

dated financial statements,

Scope of consolidation

In addition to RWE AG, the consolidated ‘fillnancial statements contain all material German and foreign com-
I

panies which RWE controls directly or indirectly. Principal associates are accounted for using the equity

method.

The scope of consolidation breaks down as follows:

| { 09/30/06] 12/31/05
Jom ' 425 | 489
{ 117 158

Fully consolidated CUmpanies' e

o

|
1
Envestments accounted for usmg the equity method ]

In the first three quarters of 2006, 38 ful]y consolidated companies and 2 investments accounted for using
the equity method were deconsolidated due to the sale of the RWE Solutions Group, and 24 fully consoli-
dated companies and 38 investments acclolunted for using the equity method were deconsolidated due to

. the sale of water operations.

Assets and liabilities held for'sale

The assets and liabilities held for sale are reported in the Water Division and are presented in the
following table: o
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€ milfion o | 09s30/06| 12/31/05

Assets held for sate j I 142 | 878
Liabilities held for sale : | 167 | 533

A
[EE A B Lo AL

In the period under review, the sale of water-activities in Indonesia was initiated, and consequently
these are classified as a disposal group. The major reduction in the assets and liabilities compared to
December 31, 2005, results from the deconsolidation of the water activities in Chile..

Discontinued operations

The income from discontinued operations of €1$ million after taxes results from supplementary payments
in connection with the closing of the sale of RWE Umwelt to Remondis in fiscal 2005.

Revenue

i .
|
Revenue from energy trading operations is stated net, reflecting only the margins,

Research and devélopmenf costs |

In the first three quarters of 2006, research and development costs totaled €45 million (first three
quarters of 2005: €25 million).

Intangible assets .

Intangible assets include €1,278 million (prior year: €1,444 million} in geodwill from put options
and forward purchases of minority interests that are recognized in accordance with IAS 32.

i
i
3
!
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Own shares

In the first three quarters of 2006, RWE Group companies bought 14,994 common shares on the capital
market at an.average clost of €69.81 perjshare. They account for €38,384.64 of the Corporation’s share

" capital (0.03 %o of sUb:s»cribed capital). Emlployees of RWE AG and its subsidiaries received a total of
629 common shares at an average price Iof €44.68 per share within the.scope of capital formation and
14,365 commeon shares at an average price of €48,37 on the occasion of service anniversaries. Aggregate

proceeds amounted to €722,938.77, Differences to the purchase price were recognized in the income

statement. |

Stock option plans

Contingent capital in the amount of €51,2|00,000 is available to offer subscription rights to common
1
shares in the name of the bearer to members of the Executive Board as well as to other executives of

RWE AG and subordinéte affiliates.

Pursuant to the resolution passed by the Annual General Meeting on April 13, 2006, the Executive Board
was authorized to pur$hase shares of any class in RWE totalling up to 10% of the Corporation’s share capi-
tal until October 12, 2007. - :

Detailed information was provided on other group-wide share-based payment plans for executive staff
at RWE AG and at subsidiaries and associates in the financial statements for the period ended Decem-

ber 31, 2005.

Of the original 5,262,300 stock options issued within the framework of the 2001A tranche of the AOP-F !
stock option plan, there were no longer any outstanding stock options as of September 30, 2006.

In the first quarter of E2006. another tranche was issued within the framework of the Long Term Incentive
Plan for executive staff {“Beat”).

Dividend distribution

RWE AG's April 13, 2006, Annual Genere‘ﬂ Meeting decided to pay the proposed dividend of €1.75 per
common and preferred share for fiscal 2905.
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Other liabilities o

Other liabilities include €772 million (prior year: €763 million)'in.non-current and €1,167 million
(€1.333 million) in current purchase price obligations from put options and forward purchases of minority
interests that are recognized in accordance with TAS 32.

Earnings per share

] Jan-Sep Jan-Sep

2006 2005
Net income - AT € miliion ‘ 2,092 | 1,697
Number of shares outstanding {weighted average} : thousands | 562,405 | 562,405
Basic and diluted earnings per comman and preferred share - € I ‘372 | 3.02

When determining diluted earnings per share, stock options issued by RWE as part of the stock option
programmes are taken into account if they are dilutive. The earnings per share are the same for both
common and preferred shares. T )

- Contingent liabilities

Contingent liabilities principally relate to commitmentsiensuing from: guarantees and watranty agree-
ments. Compared to December 31, 2005, they décreased by €32 millicn to €238 million. This decline
is essentially attributable to commitments arising from guarantees. ’ ‘

Reconciliation to the operating result

Reconciliation of income from operating activities ; . lan-Sep| Jan-Sep

" to the operating result , 2006 2005
€ million BT I
Income from operating activities 4,345 4,043
+ Income from investments . Vo : 708 -7 . 507
- Non-operating result . 218 I 106

Operating result 5,361 ] 4,656
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The reconciliation addresses the following points:

* Income from investments includes a]ll expenses and income that have arisen in connection with operat-
ing investments. Income from investments thus constitutes an integral part of the Croup’s operating

activity.- I TR N P S T :

« Income and expenses that are unusual from an economic perspective, or are the result of exceptional
events, prejudice the assessment of operating activities. They are reclassified te the non-operating

result.

Recondiliation of EBITDA o the operating result! Jan-Sep Jan-Sep
-€ million | - | - 2006 |- 2005 - .
EBITDA | [ 6,797 6,147

- Operating depreciation arid amortization ’ i -1,863 -1,869

EBIT 4934} a2t - - : ' :
+ Income from operating i‘njvestn'ienté 427 } 378 ' A

Operating result | ' H 5361 4,656

N S . .
$ 1

Events after the balance sheet date

On October 16, 2006, we announced the Isale of our UK water company Thames Water to Kemble Water
Limited, a consortiumlled by Macquarie’s European Infrastructure Funds. The transaction value {sale price
plus net financial liabilities assumed) amounts to £ 8.0 billion. The deal is still subject to antitrust clearance.

-In October 2006, the lGerman-Federa] Nﬂworkﬂgency {Bundesnetzagentur—BNetzA} approved the grid
fees of the gas distributor RWE Westfalen‘Weser-Ems Verteilnetz GmbH..About 26 % of the fees for which

{
approval was sought were not recognizedl.

At the end of October, we agreed to sellithe real estate activities of Harpen to a consortium of bidders

_— I : : . .
consisting of asset managers Whitehall Funds and Cerberus. This transaction requires the approval of the
European competition authorities. : '

In October, we discovered that the installation of screw anchors in both blocks of the Biblis nuclear power
plant was faulty. Necessary installation work is expected to result in an unplanned outage of the entire

. |
power plant lasting several months,

o . y . .
More detailed information is presented on pages 12 and 13 in the review of operations.
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Financial Calendar 2007*

02/23/2007  Annual repoft for fiscal 2006

= Press
= Analy

04/18/2007 Annual G

04/19/2007  Ex-dividend date =~

|

|
clonference .}
st conference

c
eneral Meeting .

|
:

05/15/2007  Interim report for.the first q'uarter of 2007

1
with analyst conference call

08/09/2007  Interim report for the first t|1alf of 2007

* Press

[
* Analyst conference

conference

|l
o
|

11/14/2007 Interim rleport for the first tlhree quarters of 2007

with analyst conference call

-t
I

!
|

|
|

|
-],
|

* Al events will be broadcasted live on the Internet and can thus be followed by the public at large,
d 2
invesiors and analysts simultaneously. We will keep the recordings on our website for at least three
¢ nef |

months.

This is a translation of the
from the German version,

|
i
'
i

1

1 |

o
German interim report. In case of divergence

n .
the German version shall prevail,
o
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