
of representatives from management, trade unions and employees and fulfill a consultative, as well as a negotiating 
role. Since privatization, E.ON IJ.K. believes it has maintained Constructive relationships with its recognized 
unions. 

In Sweden, approximately 80 percent of E.ON Sverige’s employees are members of various trade unions. 
E.ON Sverige adheres to two main central collective labor agreements at the national level, on the basis of which 
E.ON Sverige’s corporate human resources department and representatives from the different trade unions have 
negotiated a framework for E.ON Sverige. Local human resources departments and local trade union 
representatives negotiate at the local level. Pursuant to Swedish law, representatives of the unions are members 
of E.ON Sverige’s board of directors. According to Swedish law, all issues that have an impact on the employees’ 
working conditions must be negotiated with the trade unions. Management believes its relations with the Swedish 
trade unions may be characterized as constructive and cooperative. 

The level of tradc union participation is very high in the eastern European countries i n  which the Company has 
operations. Almost all ot the Company’s employees in Romania, Hungary, Bulgaria and the Czech Republic are 
members of the trade unions in the energy and gas sector or at least particjpate in the collective bargaining 
agreements that are used in the energy and gas industries. These collective bargaining agreements, which are 
negotiated between the association of the companies within a particular industry or the individual employer and the 
respective unions, stipulate compensation levels and most other working conditions for employees. Management 
believes that its relations with thc relevant trade unions may be characterized as constructive and cooperative, and 
that the continuation ot a constructive und cooperative relationship is of great importance for the successful 
integration of the Company’s recently-acqiiircd operations in Eastern Europe. 

The employees of E.ON U S .  who are members of labor unions belong to local units of the International 
Brotherhood of Electrical Workers (“IBEW”) and The United Steelworkers of America. Most of these union 
employees are involved in operational and maintenance work in power generation and distribution operations. The 
majority of E.ON U.S.’s employees are not union members. In the United States, Collective Bargaining Agreements 
(“CBA”) are negotiated between the local management (Le“ ,  LG&E and KU) and local union representatives. Each 
CBA generally has a term of three to four years and includes no strike or lock out clauses during the term of the 
agreement. While E.ON 1J.S. had an adversarial relationship in the past with the IBEW, its primary union, 
management believes relations have significantly improved and may now be characterized as cooperative. 

Pursuant to Ell requirements, E.ON also established a European works council in  1996 that is responsible for 
cross-border issues. Thc Company believes that it has satisfactory relations with its works councils and unions and 
therefore anticipates reaching new agreements with its labor unions on satisfactory terms as the existing agreements 
expire. There can be no assurance, however, that new agreements will be reached without a work stoppage or strike 
or on terms satisfactory to the Company. A prolonged work stoppage or strike at any of its major facilities could 
have a material adverse effect on the Company’s results of operations. The Group has not experienced any material 
strikes during the last ten years. 

Since 1984, E.ON has had an employee share purchase program under which employees in Germany may 
purchase Ordinary Shares at a discount to the extent provided under German tax laws (according to Section 19a of 
the German Income Tax Law, in 2006 employees were eligible for a total discount per employee of €135). Since 
2005, E.ON provides an additional discount per employee of up to €320, which is subject to income tax and depends 
on the Company’s performance. In 2006, this additional discount amounted to €320 per employee. In 2006, 19,955 
employees purchased 443.290 Ordinary Shares under this program. 

Under HM Revenue and Customs-approved share incentive plans, E.ON’s employees in the United Kingdom 
can buy Ordinary Shares of E.ON AG out of their pretax salary (“partnership shares”) and receive additional shares 
for every partnership share purchased (“matching shares”). As of December 31, 2006, 4,849 employees were 
participating in the plans. In 2006, participants purchased 86,352 partnership shares and received approximately 
106,902 matching shares under the plans. 
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STOCK INCENTIVE PLANS 

From 1999 through 2005, E.ON AG ran a SAR plan for key executives of the Group (including the members of 
the Board of Management) that was based on the performance of E.ON AG’s Ordinary Shares. Approximately 
3.3 million SARs granted in previous years remain outstanding under this program; such SARs may be exercised in 
the future in  accordance with their respective terms. In 2006, E.ON adopted the E.ON Share Performance Plan, a 
new long-term incentive program for senior executives (including the members OF the Board of Management) to 
replace the SAR program. The new program, the specific terms of which were set during 2006, i s  based on annual 
grants of “performance rights,” with the grantee being entitled to receive a cash payment based on a formula linked 
to the price of E.ON Ordinary Shares and the performance of a benchmark index. E.ON AG granted approximately 
0.5 million share performance rights to 396 senior executives worldwide in 2006. For more infonnation about these 
plans, see “- Compensation” above and Note 9 of the Notes to Consolidated Financial Statements. 

Item 7. Major Shareholders and Related Party Transactions. 
I 

MAJOR SHAREHOLDERS 

As of December 3 1, 2006, E.ON AG had an aggregate number of 659,597,269 Ordinary Shares with no par 

Based on information available to E.ON, including filings with the SEC, there were no shareholders who 
beneficially owned more than five percent of the Ordinary Shares as of December 31, 2006. Holders of voting 
securities of listed German corporations (including E.ON) whose shareholding reaches, passes or falls below certain 
thresholds are subject to certain notification requirements under German law. These thresholds are 5, 10,25,50 and 
75 percent of a company’s voting rights; as from the beginning of 2007, additional thresholds are 3 ,  15, 20 and 
30 percent of a company’s voting rights. For more information, see “Item 10. Additional Information -- 
Memorandum and Articles of Association Disclosure of Shareholdings” and Note 17 of the Notes to 
Consolidated Financial Statements. 

value outstanding. Under the Articles of Association, each Ordinary Share represents one vote. 

In addition, as of December 31, 2006 E.ON directly and indirectly held a total of 32,402,731 of its own 
Ordinary Shares in treasury stock, representing 4.7 percent of its share capital. E.ON cannot vote these shares. For 
more information, see Note 17 of the Notes to Consolidated Financial Statements. 

According to amendments to the German Securities ‘Trading Act ( Wertpupierhunrlelsge~~t~, or “Securities 
Trading Act”) which became effective as of January 20,2007, listed German corporations have to publish the total 
number of voting rights at the end of each month in which the total number has either decreased or increased, and to 
notify BAFin. Further, a listed corporation acquiring or disposing of its own shares must publish, as well as notify 
BAFiri of, the proportion of its own shares held by it promptly, but not later than within four trading days, following 
such acquisition or disposal if the proportion reaches, passes or falls below the thresholds of 3 percent, 5 percent or 
10 percent of the voting rights. This applies to corporations acquiring or disposing of shares directly or through an 
entity acting in its own name but on behalf of the corporation. 

Although E.ON is unable to determine the exact number of its Ordinary Shares held in the United States, it 
believes that as of December 31, 2006, approximately 20.1 percent of its outstanding share capital was held by 
shareholders in the United States, and approximately 2.3 percent was held in the form of ADSs. For more 
information, see “Item 9. The Offer and Listing - General.” 

RELATED PARTY TRANSACTIONS 

In the ordinary course of its business, E.ON enters into transactions with numerous businesses, including firms 
in which the Group holds ownership interests and those with which some of E.ON’s Supervisory Board members 
hold positions of significant responsibility. 

Allianz AG was a major shareholder of E.ON in 2002 and prior years. Allianz AG provides the Group with 
insurance coverage in the ordinary course of business for which it was paid reasonable and customary fees. E.ON 
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also has ongoing banking relations with Deutsche Bank AG, previously a major shareholder, in the ordinary course 
of business. 

E.ON directly and indirectly holds a 39.2 percent interest in RAG. In February 2003, E.ON sold 37 2 million of 
its shares in Degussa (approximately 18 percent of Degussa’s outstanding shares) to RAG for €1.4 billion. 
Subsequent to this transaction, both E.ON and RAG held a 46.5 percent interest in Degussa. In the second step of the 
transaction, E.ON sold a further 3.6 percent of Degussa’s stock to RAG, with effect from June 1: 2004, giving RAG 
a 50. I percent interest in Degussa. Total proceeds from the sale of this 3.6 percent stake amounted to €283 million. 
In December 2005, E.ON and RAG signed a framework agreement on the sale of E.ON’s remaining 42.9 percent 
stake in Degussa to RAG. As part of the implementation of that framework agreement, E.ON transferred its stake in 
Degussa to RAG Projektgesellschaft in March 2006 and agreed on the forward sale of that entity to RAG for a 
purchase price of approximately Q.8  billion (equal to €31.50 per Degussa share). The transaction closed in July 
2006. As a result, E.ON no longer holds any equity interest in Degussa. For more information on these transactions, 
see “‘Item 4. Information on the Company - History and Development of the Company - Ruhrgas Acquisition” 
and “Item 5. Operating and Financial Review and Prospects - Overview” and “- Acquisitions and Dispositions”” 

From time to time E.ON may make loans to companies in which the Group holds ownership interests. At year- 
end 2006, E.ON had aggregate outstanding loans to companies in which the Group holds ownership interests 
amounting to €447 million, with one of the largest single such loans being to ONE (€122 million). For information, 
see Note 30 of the Notes to Consolidated Financial Statements. 

For a discussion of off-balance sheet arrangements, see “Item 5. Operating and Financial Review and 
Prospects - Off-Balance Sheet Arrangements.” 

Item 8. Financial Information. 

CONSOLIDATED FINANCIAL STATEMENTS 

See “Item 18. Financial Statements” and pages F-1 to F-82. 

LEGAL PROCEEDINGS 

Various legal actions, including lawsuits for product liability or for alleged price fixing agreements, 
governmental investigations, proceedings and claims are pending or may be instituted or asserted in the future 
against the Company. These include lawsuits pending in the United States and Germany against E.ON and certain 
subsidiaries in connection with the sale of VEBA Electronics in 2000, as well as various arbitration proceedings in 
which E.ON Ruhrgas is involved in connection with the terms on which i t  buys or sells natural gas and the 
acquisition of shares in Eoropgas as. Since such litigation or claims are subject to numerous uncertainties, their 
outcome cannot be ascertained; however, in the opinion of management, the outcome of these matters and those 
discussed in this section will not have a material adverse effect upon the financial condition, results of operations or 
cash flows of the Company. 

The U.S. Securities and Exchange Commission has requested that the Company provide them with 
information for an investigation focusing in particular on the preparation of its Annual Reports on Form 20-F 
and financial statements for the years from 2000 through 2003, including, with respect to all or a portion of such 
period, the accounting treatment and depreciation of its power plant assets, its accounting for and consolidation of 
certain former subsidiaries (Degussa and Viterra) and their shareholdings, the nature of the services performed by 
its auditors, disclosures with regard to its long-term commitments (including fuel procurement contracts), and the 
process of such documents’ preparation and conformity with U.S. GAAP. The Company is in close contact with the 
SEC and has been cooperating fully with the investigation. A similar request that also covers additional items has 
been made to the Company’s independent public accountants. 

For information about the conditions and obligations imposed on E.ON i n  connection with the ministerial 
approval for E.ON’s acquisition of E.ON Ruhrgas, see “Item 4. Information on the Company - History and 
Development of the Company - Ruhrgas Acquisition.” 
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For information about proceedings instituted by German or European antitrust authorities affecting E.ON 
Ruhrgas, E.ON Energie and certain of their subsidiaries, see “Item 3. Key Infonnation - Risk Factors.” 

For infomation about proceedings in connection with the proposed takeover of Endesa, see “Item 4. 
Information on the Company - History and Development of the Company -- Proposed Endesa Acquisition.” 

E.ON maintains general liability insurance covering claims on a worldwide basis with coverage limits and 
retention amounts which management believes to be adequate and appropriate in light of E.ON’s businesses and the 
risks to which they are subject. For a discussion of E.ON Energie’s and E.ON Sverige’s nuclear accident protection, 
see “Item 4. Information on the Company - Environmental Matters.” 

DIVIDEND POLICY 

The Supewisory Board and the Board of Management jointly propose the Company’s dividends based on 
E.ON AG’s unconsolidated financial statements. The dividends are officially declared at the annual general meeting 
of shareholders which is usually convened during the second quarter of each year. The shareholders approve the 
dividends. Holders of E.ON’s Ordinary Shares on the date ofthe annual general meeting ofshareholders are entitled 
to receive the dividend, less any amounts required to be withheld on account of taxes or other governmental charges. 
See also “Item 10. Additional Infonnation Taxation.” Cash dividends payable to holders of Ordinary Shares are 
distributed by HypoVereinsbank as paying agent. In Germany, the payment will be made to the holder’s custodian 
bank or other institution holding the shares for the shareholder which will credit the payment to the shareholder’s 
account. For purposes of distribution in the United States, the dividend will be paid to JPMorgan Chase Bank N.A. 
as U.S. transfer agent. For ADS holders in the United States, the payment will be converted from euros to U.S. 
dollars unless the ADS holder instructs otherwise. The U.S. dollar amounts of dividends may be affected by 
fluctuations in exchange rates. See “Item 3. Key Information - Exchange Rates.” 

E.ON AG expects to continue to pay dividends, although there can be no assurance as to the particular amounts 
that may be paid from year to year. The payment of future dividends will depend upon E.ON’s earnings, financial 
condition (including its cash needs), future earnings prospects and other factors. In March 2005, E.ON AG 
announced that it is committed to achieving a payout ratio of between 50 and 60 percent of net income excluding 
exceptional items by 2007. For information about the annual dividends paid per Ordinary Share of E.ON AG, see 
“Item 3. Key Information - Dividends.” 

SIGNIFICANT CHANGES 

For information about significant changes following December 31, 2006, see “Item 4. Information on the 
Company -History and Development of the Company.” 

Item 9. The Offer and Listing. 

GENERAL 

The principal trading market for the Ordinary Shares is the Frankfurt Stock Exchange together with XETRA, 
as described below. The Ordinary Shares are also traded on the other Gennan stock exchanges in Berlin-Bremen, 
Dusseldorf, Hamburg, Hanover, Munich and Stuttgart. Options on Ordinary Shares are traded on the German 
derivatives exchange (Eurex De~ctschlnnd). EON believes that as of December 3 1, 2006, it had approximately 
480,000 stockholders worldwide. 

E.ON shares are Iisted on the NYSE in the form of ADSs and are traded under the symbol “EON.” In the past, 
the exchange ratio between E.ON ADSs and E.ON shares was 1 :I I E.ON decided to change this ratio to 3: 1 effective 
March 29,2005. As of this date, three times as many ADSs are tradable on the NYSE, with three ADSs representing 
one Ordinary Share with a pro rata amount of the registered capital of E.ON AG calculated on a €2.60 share- 
equivalent basis. The depositary for the ADSs is JPMorgan Chase Bank N.A. 
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TRADING ON THE NEW YORK STOCK EXCHANGE 

The table below sets forth, for the periods indicated, the high and low closing sales prices for the ADSs on the 
NYSE, as reported on the NYSE Composite Tape. 

2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Third Quarter.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . .  

2006 . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
First Quarter . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  
Second Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . “ . . “  

Third Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Fourth Quarter . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

September . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
October . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
November . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  
December.. . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  

January . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

2007 

February . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

( I )  One E.ON ADS equaled one Ordinary Share until March 28, 2005. 

Price per ADS 
(W) 

High Low 

58.02 39.80 
65.44 38.52 
91.15 61.72 
35.01 27.67 
31.01 28.21 
29.97 27.67 
33.73 29.14 
35.01 29.15 
45.36 34.30 
38.39 35.60 
40.79 34.30 
42.92 36.10 
45-36 38.58 
42.88 39.35 
40.13 38.58 
42.90 38.93 
45.36 42.02 

- -  

45.40 41.91 
48.52 43.62 

On March 2,2007, the closing sale price per ADS on the NYSE as reported on the NYSE Composite Tape was 
$42.04. 

TRADING ON THE FRANKFURT STOCK EXCHANGE 

The Frankfurt Stock Exchange is by far the most significant of the seven German stock exchanges. By the end 
of December 2006, the Frankfurt Stock Exchange together with XETRA accounted for approximately 90 percent of 
the total securities orderbook turnover in Germany. As of the end of 2006, the equity securities of 8,032 
corporations, including 7,054 foreign corporations, were traded an the Frankfurt Stock Exchange. 

The structure of the Frankfurt Stock Exchange (Frotikfurter WertpapierbBrse) consists of the Prime Standard 
segment and the General Standard segment. The Prime Standard segment is designed for companies that wish to 
target international investors. Accordingly, Prime Standard companies are required to meet transparency criteria 
over and above those required for General Standard companies. E.ON’s Ordinary Shares have been admitted to the 
Prime Standard segment. 

Prices are continuously quoted on the Frankfurt Stock Exchange floor each business day between 9:OO a.m. 
and 8:OO pm. Central European Time (“CET”) and on XETRA between 9:OO a.m. and 5:30 p.m. CET for E.ON 
Ordinary Sharcs, as well as for other actively traded shares, The Frankfurt Stock Exchange publishes a daily official 
list (Orclerbuchstntisrik)) which includes the volume of recorded transactions in the shares comprising the Deutsche 
Aktienirdex or DAX 30 Index (a performance index comprising the shares of the 30 largest German companies 
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included in the Prime Standard, of which E.ON is one, and the key benchmark of trading on the Frankfurt Stock 
Exchange), together with the prices of the highest and lowest recorded trades of thc day. 

XETRA (Exchange Electr-onic Ticding System) is a computerized trading platform that can be accessed by all 
market participants regardless of their geographical location. It is administered by Deutsche Borse AG and 
integrated into the Frankfurt Stock Exchange, and is subject to the Exchange’s rules and regulations. Almost all of 
the equity securities listed on the Fxankfurt Stock Exchange are traded on XETRA. 

The tabie below sets forth, for the periods indicated, the high and low closing sales prices (Schluskur-$e) for the 
Ordinary Shares on XETRA, as reported by the Fxankfurt Stock Exchange, together with the highs and lows of the 
DAX 30 Index. 

See the discussion under “Item 3. Key Information - Exchange Rates” for rates of exchange between the 
dollar and the euro applicable during the periods set forth below. 

Price Per 

2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2005 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
First Quarter . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . .  
Second Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Third Quarter.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Fourth Quarter. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
First Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Second Quarter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Third Quarter.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Fourth Quarter. . . . . .  . . . . . . . . . . . . . . . . . . . . .  

September . . . . . . .  . . . . . . . . . . . . . . . . . . . . .  
October . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
November . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
December. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

2007 

Ordinary Share DAX 30 Index(1) 

(6 (€in thousands) 
High Low High Low ~ ~ - _ _ _ _ _  

59.97 
51.74 
67.06 
88.92 
7 1.70 
73.68 
80.80 
88.92 

104.40 
96.10 

100.35 
100.94 
104.40 
100.94 
94.96 
98.25 

104.40 

38.16 
34.67 
49.27 
64.50 
64.50 
69.60 
72.59 
72.25 
82.12 
87.07 
82.12 
85.52 
91.50 
92.65 
91.50 
91.73 
94.52 

5,462.55 
3,965.16 
4,261.79 
5,458.58 
4,428.09 
4,627.48 
5,048.74 
5,458.58 
6,611.81 
5,984.18 
6,140.72 
6,004.33 
6,611.81 
6,004.33 
6,284.19 
6,476.13 
6,611.81 

2,597.88 
2,202.96 
3,646.99 
4,178.10 
4,201.81 
4,178.10 
4,530.18 
4,806.05 
5,292.1 4 
5,334.30 
5,292. I4 
5,396.85 
5,992.22 
5,773.72 
5,992.22 
6,223.33 
6.241.13 

January . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  104.24 96.59 6,789.11 6,566.56 
February . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  111.65 99.14 7,027.59 6,715.44 

_ _ _ ~  

(1) The DAX 30 Index is a continuously updated, capital-weighted performance index of 30 German blue chip 
companies. E.ON represented approximately 9.23 percent of the DAX 30 Index as of March 2, 2007. In 
principle, thc shares included in the DAX 30 Index were selected on the basis of their stock exchange turnover 
and their market capitalization. Adjustments of the DAX 30 Index are made for capital changes, subscription 
rights and dividends. 

On March 2, 2007, the closing sale price per Ordinary Share on XETRA, as reported by the Frankfurt Stock 
Exchange, was 496.40, equivalent to $126.87 per Ordinary Share, translated at the euro Foreign Exchange Rate as 
published on Reuters page EUROFX/I on such date. 
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Item 10. Additional Information. 

MEMORANDUM AND ARTICLES OF ASSOCIATION 

Organization, Register and Entry Number 

E.ON AG is a stock corporation organized under the laws of the Federal Republic of Germany. It is entered in 
the Commercial Register maintained by the local court of Dusseldorf, Germany, under the entry number HRB 
22315. 

Objects and Purposes 

The purposes of the Company, described in Section 2 of E.ON AG’s Articles of Association (Safzicng), arc the 
supply of energy (primarily electricity and gas) and water as well as the provision of disposal services. The 
Company’s activities may encompass generation and/or production, transmission andlor transport, purchasing, 
selling and trading. Plants of all kinds may be built, purchased and operated; services and cooperations of all kinds 
may be performed. 

Furthermorc, the Company is entitled to run businesses in the chemicals sector, primarily in the special and 
constructional chemistry areas, as well as in the real estate industry and telecommunications sector. 

Further, its Articles of Association authorize EON AG to conduct business itself or through subsidiaries or 
associated companies i n  these or related areas. The Company is entitled to take all actions and measures related to 
its purpose or suited to serve its purpose, directly or indirectly. 

E.ON may also establish and purchase other companies, and may acquire shareholdings in other companies. 
particularly companies active, i n  whole or in part, in the business areas set forth above. The Articles of Association 
further authorize E.ON to acquire interests in companies of all kinds with the primary objective of investing 
financial resources, regardless of whether the company operates within one of E.ON’s stated business sectors. 

Corporate Governance 

German stock corporations are governed by three separate bodies: the annual general meeting of shareholders, 
the supervisory board and the board of management. Their roles are defined by German law and by the corporation’s 
articles of association, and may be described generally as follows: 

0 The anizitnl general rneering of shareholders ratifies the actions of the corporation’s supervisory board and 
board of  management. It decides, among other things, on the amount of the annual dividend, the appointment 
of an independent auditor and certain significant corporate transactions. In corporations with more than 
2,000 employces, shareholders and employees elect or appoint an equal number of representatives to the 
supervisory board. The annual general meeting must be held within the first eight months of each fiscal year. 

0 The siipeniisory b o d  appoints and removes the members of the board of management and oversees the 
management of the corporation. Although prior approval of the supervisory board may be required in 
connection with certain significant matters, the law prohibits the supervisory board from making 
management decisions. 

* The board ofnzanagement manages the corporation’s business and represents it in dealings with third parties. 
The board of management submits regular reports to the supervisory board about the corporation’s 
operations and business strategies, and prepares special reports upon request. A person may not serve 
on the board of management and the supervisory board of a corporation at the same time. 

In February 2002, a government commission appointed by the German Minister of Justice presented the new 
German Corporate Governance Code, which is described in more detail below. A new Transparency and Publicity 
Act (Transyarenz- itnd Pitblizitiitsgesetz) came into effect in July 2002. A new Article 161 was also added to the 
Stock Corporation Act, stipulating that the board of management and supervisory board of German listed 
companies shall declare once a year that the recommendations of the Code have been and are being complied 
with, or identify which of  the Code’s recommendations have not been or are not being applied. E.ON has submitted 
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this declaration each year since 2002 as required. For more information, see “- Significant Differences in 
Corporate Governance Practices for Purposes of Section 303A.11 of’ the New York Stock Exchange Listed 
Company Manual (the “NYSE Manual”)” below. 

E.ON has always welcomed the creation of uniform corporate governance standards. E.ON believes that the 
Code will make the German system of corporate governance more transparent and promote the trust of international 
and national investors and the general public in the management and supervision of German listed companies. 
Taking the Code as a basis, in 2002 E.ON reviewed its internal rules and procedures relating to shareholders’ 
meetings, the interaction between the Board of Management and the Supervisory Board and the transparency of its 
financial reporting, as well as the Company’s procedures for accounting and auditing. E.ON concluded from this 
review that the Company had already been following a majority of the Code’s recommendations for some time 
before the Code was published, reflecting E.ON’s value-oriented corporate governance principles and capital 
markets-oriented accounting and reporting policies. In order to promote the transparency and efficiency of the 
Supervisory Board’s activities, rules of procedure for the Supervisory Board were adopted on December 19, 2002 
and it was decided to set up an audit committee, as well as a finance and investment committee, in addition to the 
already existing committees. 

The E.ON Board of‘ 
Management manages the business of the Company, with all its members bearing joint responsibility for its 
decisions, in accordance with German law. The Board of Management establishes the Company’s objectives, sets its 
fundamental strategic direction, and is responsible for corporate policy and group organization. This includes, in 
particular, the management of the Group and its financial resources, the development of its human resources 
strategy, the appointment of persons to management posts within the Group and the development of its managerial 
staff, as well as the presentation ofthe Group to the capital markets and to the public at large. In addition, the Board 
of Management is responsible for coordinating and supervising the Group’s market units in accordance with the 
Group’s established strategy. 

Cooperation between the Board of Management and the Supervisory Buard. 

The Board of Management regularly reports to the Supervisory Board on a timely and comprehensive basis on 
all issues of corporate planning, business development, risk assessment and risk management. It also submits the 
Group’s investment, finance and personnel plan for the coming fiscal year (as well as the medium-term plan) to the 
Supervisory Board for its approval at the last meeting of each fiscal year. 

The Chairperson of the Board of Management informs the Chairperson of the Supervisory Board of important 
events that are of fundamental significance in assessing the condition, development and management of the 
Company and of any defects that have arisen in the Company’s monitoring systems without undue delay. 
Transactions and measures requiring the approval of the Supervisory Board are also submitted to the Supervisory 
Board without delay. 

In order to ensure that the Supervisory Board’s advice and oversight functions are 
conducted on an independent basis, no more than two former members of the Board of Management may be 
members of the Supervisory Board. Supervisory Board members may also not hold a corporate office or perform 
any advisory services for key competitors of the Company. Supervisory Board members are required to disclose any 
information concerning conflicts of interest to the full Supervisory Board, particularly if the conflict arises from 
their advising or holding a corporate office with one of E.ON’s customers, suppliers, creditors or other business 
partners. The Supervisory Board is required to report any conflicts of interest to the annual shareholders’ meeting 
and to describe how the conflicts have been handled. Any material conflict of interest of a non-temporary nature will 
result in  the termination of the member’s appointment to the Supervisory Board. No conflicts of interest involving 
any members of the Supervisory Board were reported during 2006. In addition, any consulting or other service 
agreements between the Company and a member of the Supervisory Board require the prior consent of the full 
Supervisory Board. No such agreements existed during 2006. 

Members of the Board of Management are also required to promptly report conflicts of interest to the 
Executive Committee of the Supervisory Board and to the full Board of Management. Members of the Board of 
Management may only assume other corporate positions, particularly appointments to the supervisory boards of 
non-Group companies, with the consent of the Executive Committee. Any material transactions between the 
Company and members of the Board of Management, their relatives or entities with which they have close personal 
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ties require the consent of the Executive Committee, and all transactions must be conducted on an arm’s-length 
basis. No such transactions took place during 2006. 

The Supervisory Board has 20 members and, in accordance with the 
German Co-detennination Act (Mitbesrirnmicngsgesetz), is composed of an equal number of shareholder and 
employee representatives. It supervises the management of the Company and advises the Board of Management. 
The Supervisory Board has formed the following committees from among its members. 

The Executive Committee consists of four members. It prepares meetings of the Supervisory Board and 
advises the Board of Management on matters of general policy relating to the strategic development of the 
Company. In urgent cases (Le“, if waiting for the prior approval of the Supervisory Board would materially prejudice 
the Company), the Executive Committee decides on business transactions requiring prior approval by the 
Supervisory Board. The Executive Committee also performs the functions of a remuneration committee. 

In particular, the Executive Committee prepares the Supervisory Board’s personnel decisions and deals with 
issues of corporate governance. It reports to the Supervisory Board at least once a year on the status, effectiveness 
and possible ways of improving the Company’s corporate governance and on new requirements and developments 
i n  this field. 

The Audit Committee consists of four members who have special knowledge in the field of accounting or 
business administration. The Company believes that two of the Audit Committee’s members - Dr. Karl-Hermann 
Baumann and Ulrich Hartinann -meet all of the requirements for being considered an “audit committee financial 
expert’’ within the meaning of Section 407 of Sarbanes-Oxley and the rules enacted thereunder, given their 
extensive experience in accounting and auditing matters. including the application of U.S. GAAP. E.ON relies on 
the exemption afforded by Rule IOA-.3(b)(l)(iv)(C) under the Securities Exchange Act with respect to the 
independence of two of its members, Gabriele Gratz and Klaus-Dieter Raschke. The Company believes that such 
reliance does not materially adversely affect the ability of the Audit Committee to act independently or to satisfy the 
other requirements of Rule 10A-3. 

The Supervisory Board Cornnzittees. 

The Audit Committee deals in particular with issues relating to the Company’s accounting policies and risk 
management, issues regarding the independence of the Company’s external auditors, the establishment of auditing 
priorities and agreements on auditors’ fees, including E.ON’s policy for the approval of all audit and permissible 
non-audit services perfornied by the Company’s independent auditors. The Audit Committee also prepares the 
Supervisory Board’s decision on the approval of the annual financial statements of E.ON AG and the acceptance of 
the annual consolidated financial statements. It also inspects the Company’s Annual Report on Form 20-F and its 
quarterly reports and discusses the financial statements and the quarterly reports with the Company’s independent 
auditors. For additional information. see “Item 16C. Principal Accountant Fees and Services.” 

The Audit Committee also prepares the proposal on the selection of the Company’s external auditors for the 
annual general meeting of shareholders. In  order to ensure the auditors’ independence, the Audit Committee secures 
a statement from the auditors proposed detailing any facts that could lead to the firm being excluded for 
independence reasons or otherwise conflicted. As a condition of their appointment, the external auditors agree 
to promptly inform the chair of the Audit Committee should any such facts arise during the course of the audit. The 
auditors also agree to promptly inform the Supervisory Board of anything arising during the course of their audit 
that is of relevance to the Supervisory Board’s duties, and to inform the chair of the Audit Committee of, or to note 
in their audit report, any facts determined during the audit that contradict statements submitted by the Board of 
Management or Supervisory Board in connection with the requirements of the Code. 

The Finance and Investment Committee consists of four members. It advises the Board of Management on all 
issues of Group financing and investment planning. It decides on behalf of the Supervisory Board on the approval of 
the acquisition and disposition of companies, company participations and parts of companies, as well as on finance 
activities whose value exceeds 1 percent of the Group’s equity, as listed in the latest consolidated balance sheet. If 
the value of any such transactions or activities exceeds 2.5 percent of this equity, the Finance and Investment 
Committee will prepare the Supervisory Board’s decision on such matters. 

As a company whose ADSs are listed on the NYSE, EON is 
subject to the U S .  federal securities laws and the jurisdiction of the U.S. securities regulator, the SEC. In particular, 

Measures Relating to the Sarbanes-Oxley Act. 
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E.ON is subject to the provisions of Sarbanes-Oxley. The aim of Sarbanes-Oxley is to increase the monitoring, 
quality and transparency of financial reporting in light of corporate and accounting scandals in the United States, 
and its provisions generally apply to both US. and non-U.S. issuers with securities listed in the United States. E.ON 
has complied with all of the Sarbanes-Oxley requirements applicable to the Company, including for the first time 
Management’s Report on Internal Control over Financial Reporting required by Section 404 of Sarbanes-Oxley. See 
“Item 15. Controls and Procedures” (which includes Management’s Report on Internal Control over Financial 
Reporting), “Item 16A. Audit Committee Financial Expert,” “Item 16B. Code of Ethics,” “Item 16C. Principal 
Accountant Fees and Services,” “Item 16E. Purchases of Equity Securities by the Issuer and Affiliated Purchasers” 
and the certifications appearing as exhibits at the end of this annual report. See “Item 18. Financial Statements” for 
the Report of the Independent Registered Public Accounting Firm on the Company’s internal control over financial 
reporting. 

E.ON has instituted the following nieasures to improve the transparency of its corporate governance and 
financial reporting: 

0 In addition to E.ON’s general Code of Conduct for all employees, the Company has developed a special 
Code of Ethics for members of the Board of Management and senior financial officers and published the text 
on its corporate website at www.eon.com. Material appearing on the website is not incorporated by reference 
in this annual report. This code obliges these managers to make full, appropriate, accurate, timely and 
understandable disclosure of information both in the documents E.ON submits to the SEC and in its other 
corporate publications. 

* In accordance with an SEC recommendation, E.ON has established a Disclosure Committee that is 
responsible for ensuring that effective procedures and control mechanisms for financial reporting are in 
place and for providing a correct and timely presentation of information to the financial markets. The 
committee is comprised of seven members from various sectors of E.ON AG who have a good overview of 
the Group and the processing of information relating to the quarterly reports and annual financial statements. 

Certain Provisions with Respect to Board Members 

As a member of the Supervisory Board or Board of Management, a person is not permitted to vote on 
resolutions relating to transactions between himself and the Company. Further, contracts between members of the 
Supervisory Board and the Company require consent of the entire Supervisory Board, unless the contract 
establishes an employment relationship or relates to the member’s services on the Board. Members of both 
Boards are prohibited from voting on resolutions relating to the initiation or settlement of litigation between 
themselves and the Company. Compensation of Board of Management members is determined by the Supervisory 
Board while compensation for the Supervisory Board is stipulated in E.ON AG’s Articles of Association. For more 
information about E.ON’s Board of Management and Supervisory Board, see “Item 6. Directors, Senior 
Management and Employees.” 

Ordinary Shares 

The share capital of E.ON AG consists of Ordinary Shares with no par value. Certain provisions with respect to 
the Ordinary Shares under German law and E.ON AG’s Articles of Association may be summarized as follows: 

Dividends in respect of Ordinary Shares are declared once a year at the annual general meeting of 
shareholders. For each fiscal year, the Board of Management approves E.ON AG’s unconsolidated financial 
statements and submits them together with a proposal regarding the distribution of profits to the Supervisory Board 
for its approval. After examining the financial statements and proposal for profit distribution, the Supervisory Board 
presents a report in writing at the annual general shareholders’ meeting. On the basis of the Supervisory Board’s 
report, the shareholders vote on the Board of Management’s proposal regarding the disposition of all unappropriated 
profits, including the amount of net profits to be distributed as a dividend. E.ON’s shareholders participate in the 
distribution of dividends of the Company in proportion to their ownership of the outstanding share capital. Prior to 
dissolution of E.ON AG, the only amounts that may be distributed to shareholders under the Stock Corporation Act 
are the distributable profits (Bilanzgewinn). 

Dividends. 
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Notice of the dividends to be paid will be published in the electronic fonn of the German Federal Official 
Gazette (elektroriischer Burzdesanzeiger). For further information regarding E.QN dividends, see “Item 3. Key 
Information - Dividends” and “Item 8. Financial Information - Dividend Policy.” 

Voririg Rights. Each Ordinary Share entitles its holder to one vote. The members of the Supervisory Board are 
each elected for the same fixed term of approximately five years; they are not elected at staggered intervals. 
Cumulative voting is not pennitted under German law. E.ON AG’s Articles of Association require that resolutions 
of shareholders’ meetings be adopted by a simple majority of votes and, in certain circumstances, by a simple 
majority of the share capital of the Company, unless a higher vote is required by German law. [Jnder German law, 
certain corporate actions require approval by 7.5 percent of the shares represented at the shareholders’ meeting at 
which the matter is proposed. Such actions include, among others: 

0 amending the articles of association to alter the objects and purposes of the company; 

* increasing or reducing the share capital; 

* excluding preemptive rights of shareholders to subscribe for new shares: 

dissolving the corporation; 

* merging the corporation into, or consolidating the corporation with, another company; 

0 transferring all or virtually all of the corporation’s assets; and 

* changing corporate form 

Shareholder Rights in Liquidation. In accordance with German law, in the event of liquidation, the assets of 
E.ON remaining after discharge of its liab es would be distributed to its shareholders in proportion to their 
shareholdings. 

Under German law, the share capital of E.ON AG may be reduced by a shareholder resolution 
amending the Articles of Association, passed by at least 7.5 percent of the share capital represented at the 
shareholders’ meeting. See “- Changes in Capital” below. 

Redeniprion. 

Preemptive RighrJ. Pursuant to E.ON AG’s Articles of Association, the preemptive right (Bezugsrecht) of 
shareholders to subscribe for any issue of additional shares in proportion to their shareholdings in the existing 
capital may be excluded under certain circumstances. 

Due to the restrictions on the offer and sale of securities in the United States under U.S. securities laws and 
regulations, there can be no assurance that any offer of new shares to existing shareholders on the basis of their 
preemptive rights will be open to US.  holders of ADSs or Ordinary Shares. 

Changes in Rights of Sltareliolders 

Under German law, the rights of holders of E.ON shares may only be changed by a shareholder resolution 
amending the Articles of Association. The resolution must be passed by at least 7.5 percent of the share capital 
represented at the shareholders’ meeting at which the issue was voted upon. 

Shareholders’ Meetings 

The annual general meeting of shareholders is convened by E.ON’s Board of Management or, when required 
by law, by its Supervisory Board, and must be held during the first eight months of the fiscal year. In addition, an 
extraordinary meeting of the shareholders may be called by the Board of Management, the Supervisory Board or 
shareholders owning in the aggregate at least 5 percent of the Company’s issued share capital. There is no minimum 
quorum requirement for shareholder meetings. Each shareholder may be represented by a proxy by means of a 
written or electronic power of attorney. In Germany, non-institutional shareholders typically deposit their shares 
with a German bank (Depotbank). Such a bank may exercise the voting rights in relation to the deposited shares only 
if authorized to do so by a proxy of the shareholder. Such proxies are revocable at any time. If a shareholder giving a 
proxy does not give the bank instructions on how to exercise the voting rights, the bank will exercise the voting 
rights in accordance with its own proposals as previously communicated to the shareholder. Holders of ADSs may 
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vote their shares by proxy by signing and returning the proxy card mailed to them by JPMorgan Chase Bank N.A. 
(the “Depositary”) in advance of the meeting. The Depositary will, to the extent permitted by law, the Articles of 
Association and the provisions of the ADSs, vote or cause to be voted all ADSs for which i t  receives signed proxies 
by the applicable record date. 

At the annual general meeting, shaxeholders are called upon to approve the distribution of‘Colnpar~y profits, to 
ratify the actions of the Board of Management and the Supervisory Board taken during the prior year, and to appoint 
the Company’s auditors. When necessary, other matters shall be resolved at shareholders’ meetings in accordance 
with the relevant provisions of German law, including: 

0 election of members of the Supervisory Board (other than those elected by the employees); 

0 amendment of the Articles of Association; 

* measures to increase or reduce share capital; 

0 mergers and similar transactions; and 

9 resolutions regarding the dissolution of the Company. 

Notice of any shareholders’ meeting, including an agenda describing items to be voted upon, shall be published 
in the electronic form of the German Federal Official Gazette (elektronischer Bundesatzzeiger) and in one other 
major daily German newspaper no later than thirty days before the deadline for registration as described below. 
Holders of ADRs will be notified of any shareholders’ meeting by the Depositary. 

At the annual general meeting of shareholders in 2005, E.ON AG’s Articles of Association were amended with 
respect to the requirements that shareholders must comply with in order to be eligible to participate in, and vote at, 
any E.ON shareholders’ meeting. Specifically, shareholders are required to: 

0 register in text form in the German or English language no later than the end of the seventh day prior to the 
day of the shareholders’ meeting; and 

0 prove their right to participate in the shareholders’ meeting and to exercise the voting right. This must occur 
by the end of the seventh day prior to the day of the shareholders’ meeting by presenting proof of the 
shareholding in text form in the German or English language issued by the institution where the shares are 
deposited. Such proof of shareholding must relate to the beginning of the twenty-first day prior to the 
shareholders’ meeting. 

The registration of the shareholder as well as the proof of the shareholding rnust be received by the Company at 

Pursuant to a shareholder resolution approved at the former VEBA extraordinary shareholders’ meeting held 
on February 10,2000, the Company excluded share certification in order to save the Company and its shareholders 
the high costs of printing and distributing share certificates. The shareholders’ right to share certificates and profit- 
sharing coupons is thus excluded except as provided by the rules governing stock exchanges on which the shares are 
listed. E.ON has not issued share certificates. 

an address specified in the notice of the shareholders’ meeting. 

Transparency and Corporate Reporting 

The Board of Management and Supervisory Board of E.ON AG place a great deal of value on the transparency 
of corporate governance. E.ON’s shareholders, capital markets participants, financial analysts, shareholder groups 
and the media are regularly and promptly informed of the condition of, and any material changes in, the Company’s 
business. E.ON makes particular use of the Internet in communicating with its shareholders and the financial 
markets in general. 

In particular, the Company produces the following financial reporting materials on a regular basis: 

0 quarterly reports; 

annual reports prepared in accordance with German law (in both German and English); 
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* the Annual Report on Form 20-F; 

a press conference at the time of release of the German annual report; and 

* telephone conferences for analysts following the release of quarterly or annual results, as well as other 

The expected dates of issue for the Company’s financial reports are summarized in the financial calendar, 
which is available on the Internet at www.eon.com. Material appearing on the website is not incorporated by 
reference in this annual report. 

In addition to its regularly scheduled financial reporting, announcements of material events are published by 
the Company through the German ad hoc disclosure system, released to the press and submitted to the SEC on 
Form 6-K. 

According to amendments to the Securities Trading Act effective as of January 20, 2007, listed German 
corporations must disseminate public information relating to, inter alia, insider information, directors’ dealings and 
notifications on shareholdings throughout the European Economic Area through several means of communication, 
including both electronic and print media. In addition, investors must have access to this information, as well as the 
corporations’ financial statements, on the Internet at www.unternehmensregister.de. Material appearing on the 
website is not incorporated by reference in this annual report. 

According to amendments to the German Commercial Code (Handelsgeserzbuch) that came into effect on 
January 20, 2007, representatives of issuers who prepare consolidated accounts for which Germany is the home 
member state pursuant to the Securities Trading Act have to affirm by written statements that, according to their best 
knowledge, the consolidated financial statements prepared in accordance with the applicable accounting standards 
give a true and fair view of the assets and liabilities, financial position and results (Vennugens-, Finatiz- urzd 
Ertragslage) of the issuer and that the group management report (Korzzertilagehericht) includes a fair review of the 
development and performance of the business and the position of the issuer, together with a description of the 
principal risks and important prospects the issuer faces. Annual and half-yearly financial reports for financial years 
beginning after December 31, 2006 are required to contain written statements to such effect. 

investor relations presentations. 

Foreign Share Owriership 

There are no limitations on the right to own Ordinary Shares, including the right of non-resident or foreign 
owners to hold or vote the Ordinary Shares, imposed by German law or the Articles of Association of E.ON AG. 

Change of Control Provisions 

There are no provisions in E.ON AG’s Articles of Association that would have an effect of delaying, deferring 
or preventing a change in  control of E.ON and that would only operate with respect to a merger, acquisition or 
corporate restructuring involving it or any of its subsidiaries. German law does not specifically regulate business 
combinations with interested shareholders. However, general principles of German law may restrict business 
combinations under certain circumstances. 

Disclosure of Shareholdings 

E.ON AG’s Articles of Association do not require shareholders to disclose their shareholdings. The Securities 
Trading Act requires each investor whose investment in a German corporation (including E.ON AG) listed on 
organized markets of a German, European Union or European Economic Area stock exchange reaches, passes or 
falls below 5 percent, 10 percent, 2.5 percent, SO percent or 75 percent of the voting rights of such corporation to 
notify such corporation and BAFin promptly in writing. According to amendments to the Securities Trading Act 
effective as of January 20,2007, the time period for such notification has been shortened from seven to four trading 
days. In addition, the amended Securities Trading Act has additional notification thresholds of 3 percent, IS percent, 
20 percent and 30 percent of the voting rights. The corporation, upon receipt of such notification, is obliged to 
publish such notification promptly, but in any event within three trading days. The same obligations apply to 
financial instruments that result in  an entitlement to acquire, upon the holder’s own initiative, shares which are 
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already issued and to which voting rights are attached, except that notifications are not required when reaching, 
passing or falling below the 3 percent threshold. 

Failure of a shareholder to notify the company will, for so long as such failure continues, disqualify such 
shareholder from exercising the voting rights attached to his shares. In connection with this requirement, the 
Securities Trading Act contains various rules designed to ensure the attribution of shares to the person who has 
effective control over the shares. 

Additionally, the German Takeover Act (Wertpupiererwerbs- und Ubernulirnegesetz) requires the publication 
o f  the acquisition of “control,” which is defined as the holding of at least 30 percent of the voting rights in  a target 
company, within seven days. 

The Securities Trading Act also requires the reporting of certain directors’ dealings. According to the Act, 
persons discharging managerial responsibilities within a publicly traded issuer have to notify both the issuer and 
BAFin about their transactions relating to the issuer’s shares and derivatives or other financial instruments linked to 
those shares. Certain persons closely associated with these managers, for example spouses, dependent children, or 
other relatives sharing the same household, are under the same obligation. Similarly, the reporting obligation also 
applies to legal entities, trusts and partnerships that are managed or controlled by any such manager or associated 
person, or that are set up for the benefit of such a person, or whose economic interests are substantially equivalent to 
those of such person. There is no notification obligation until the total amount of transactions of a covered manager 
and all his or her associated persons is at least €5,000 during any calendar year. The issuer is obliged to publish all 
notifications i t  receives on its website; E.ON made available all such disclosure received during 2006 on its website. 
Material appearing on the website is not incorporated by reference in this annual report. 

Changes in Capital 

Under German law, share capital may be increased in consideration of contributions in cash or in kind. To 
prepare such capital increase, the company may establish authorized capital (Genehmigtes Kupital) or conditional 
capital (Bedingtes Kupitul). Authorized capital provides a company’s board of management with the flexibility to 
issue new shares for a period of up to five years. Conditional capital allows the board of management to issue new 
shares for specified purposes, including employee stock option plans, mergers and the issuance of shares upon 
conversion of bonds with warrants and convertible bonds. Capital increases and the establishment of authorized or 
conditional capital require an amendment to the articles of association approved by 75 percent of the issued shares 
present at the shareholders’ meeting at which the increase is proposed. The board of management must also obtain 
the approval of the supervisory board before issuing new shares. Likewise, the share capital may be reduced. This 
requires shareholders’ authorization passed by at least 75 percent of the share capital represented at the 
shareholders’ meeting. If those shares are to be canceled, an additional resolution of the board of management 
approved by the supervisory board to amend the articles of association to take into account the reduction in share 
capital is required. E.ON AG’s Articles of Association do not contain conditions regarding changes in the share 
capital that are more stringent than German law requires. 

Authorized mid Conditional Cupitul. Subject to the approval of the Supervisory Board, the Board of 
Management is authorized to increase the Company’s capital stock until April 27, 2010 by up to 4540,000,000 
through the one-time or repeated issuance of new Ordinary Shares in return for cash or in kind contributions. E.ON 
shareholders generally have pre-emptive rights with respect to the issuance of authorized shares issued in return for 
cash contributions, though their rights may be excluded by the Board of Management, subject to approval by the 
Supervisory Board, under certain circumstances set forth in the Articles of Association. Subject to the approval of 
the Supervisory Board, the Board of Management is authorized to exclude the shareholders’ pre-emptive rights with 
respect to the issuance of authorized shares issued in return for contributions in kind. 

Also pursuant to its Articles of Association, E.ON’s capital stock has been conditionally increased by up to 
€175,000,000. This conditional increase may be implemented only to the extent that holders of conversion rights or 
obligations or option rights issued under a program authorized by the E.ON shareholders on April 30,2003 exercise 
their conversion or option rights or to the extent that the increase is necessary for the fulfillment of conversion 
obligations and no own shares are used for servicing. 
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For more information regarding the Company’s capital stock, see Note 17 of the Notes to Consolidated 

Pursuant to shareholder resolutions approved at the annual general meeting of shareholders 
held on May 4, 2006, the Board of Management is authorized to buy back up to 10 percent of E.ON AG’s 
outstanding share capital through November 4, 2007. For additional details on this share buyback plan and share 
repurchases in 2006, see “Item 16E. Purchases of Equity Securities by the Issuer and Affiliated Purchasers.” See 
also Note 17 of the Notes to Consolidated Financial Statements for information on share repurchases in 2006,2005 
and 2004. 

Financial Statements. 

Share Buyhack. 

Significant Differences in Corporate Governance Practices for Purposes of Section 303A.I I of the New 
York Stock Exchange Listed Company Manual (the “NYSE Manual”) 

Corporate governance principles for German stock corporations (Aktiengesellschaften) are set forth in the 
Stock Corporation Act, the Co-Determination Act and the German Corporate Governance Code. E.ON believes the 
following to be the significant differences between German corporate governance practices, as E.ON has 
implemented them, and those applicable to U.S. companies under NYSE listing standards, as set forth in 
Section 303A of the NYSE Manual. 

E.ON’s linplementation of the Gennan Corporate Governattce Code. The German Corporate Governance 
Code was released i n  2002 by a commission comprised of Gennan corporate governance experts, including top 
managers of large German companies and representatives of institutional and retail investors, academia, the 
accounting profession and labor unions, that was appointed by the German Federal Ministry of Justice in 2001. The 
Code has been amended twice since its initial release, most recently in June 2005. As a general rule, the Codc will be 
reviewed annually and amended i f  necessary to reflect international corporate governance developments. The Code 
describes and summarizes the basic mandatory statutory corporate governance principles found in the Stock 
Corporation Act and other provisions of German law. In addition, it contains supplemental recommendations and 
suggestions for standards on responsible corporate governance intended to reflect generally accepted best practice. 

The Code addresses six core areas of corporate governance. These are (i) shareholders and shareholders’ 
meetings, (ii) the interaction between the board of management (Vorstaiid) and the supervisory board (Aufsichtsrar), 
(iii) the board of management, (iv) the supervisory board, (v) transparency and (vi) accounting and audits. Although 
these corporate governance issues are similar to those covered by the NYSE corporate governance guidelines and 
code of business conduct that a U.S. company subject to the NYSE listing standards must adopt and disclose, the 
Code’s provisions as such are not legally binding. 

The Code contains three types of provisions. First, the Code describes and summarizes the existing statutory, 
i.e., legally binding, corporate governance framework set forth in the Stock Corporation Act and in other German 
laws. Those laws - and not the incomplete and abbreviated summaries of them reflected in the Code - must be 
complied with. The second type of provisions are “recommendations.” While these are not legally binding, $161 of 
the Stock Corporation Act requires that a German stock corporation listed on a stock exchange in the European 
Union or European Economic Area must issue an annual compliance report stating which of these Code 
recommendations, if any, are not being applied The third and final type of Code provisions comprises 
“suggestions” which issuers may choose not to adopt without making any related disclosure. The Code contains 
a significant number of such suggestions, covering almost all of the core areas of corporate governance it addresses. 

E.ON issued its annual compliance report for 2006 on December 13, 2006. E.ON’s report notes that i t  has 
complied with all of the legally binding provisions of the Code, as well as with all of its recommendations, other 
than those relating to directors’ and officers’ insurance (the Code recommends that such policies include a 
deductible, E.ON’s includes such a deductible only since June 16, 2006). This point is not expressly addressed by 
the NYSE listing standards applicable to U.S. companies. A copy of the complete compliance report is available on 
E.ON’s website at www.eon.com. Information appearing on the website is not incorporated by reference into this 
annual report. 

A German stock corporation is 
required by the Stock Corporation Act to have both a supervisory board and a board of management. This contrasts 

A Germuri Stock Corporation iA Required to Have a Two-Tier Boord System. 
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with the unitary board of directors envisaged by the relevant laws of all U.S. states and the NYSE listing standards. 
Under the Stock Corporation Act, the two boards are separate and no individual may be a member of both boards. 
Both the members ofthe board of management and the members of the supervisory board owe a duty of loyalty and 
case to the stock corporation. 

The board o f  managemen1 is responsible for managing the company and representing the company in its 
dealings with third parties. The board of management is also required to ensure appropriate risk management within 
the corporation and to establish an internal monitoring system. The members of the board of management, including 
its chairman or speaker, are regarded as equals and share collective responsibility for all management decisions. 

The supervisory board appoints and removes the members of the board of  management^ Although it is not 
permitted to make management decisions, the supervisory board has comprehensive monitoring functions, 
including advising the company on a regular basis and participating in decisions of fundamental importance to 
the company. To ensure that these monitoring functions are carried out properly, the board of management must, 
among other things, regularly report to the supervisory board with regard to current business operations and 
business planning, including any deviation of actual developments from concrete and material targets previously 
presented to the supervisory board. Transactions of fundamental importance to the stock corporation, such as major 
strategic decisions 0 1  other actions that may have a fundamental impact on the company’s assets and liab 
financial condition or results of operations, are also subject to the consent of the supervisory board. The supervisory 
board may also request special reports from the board of management at any time. 

The supesvisory board of a large company like E.ON is subject to the German principle of employee “co- 
determination” of the company’s fundamental business direction. Accordingly, under the German Co- 
determination Act, E.ON’s Supervisory Boasd consists of representatives of the shareholders and representatives 
of the employees. E.ON’s employees have the right to elect one-half of the total of 20 Supervisory Board members. 
In addition, the Chairman ofE.0N.s Supervisory Board is a shareholder representative who has the deciding vote in 
the event of a tie. 

The Corninittees Required by the NYSE Mariunl are Not Required Under the Stock Corporation Act or the 
Code. The only supervisory board committee required under German law is a mediation committee, which is 
required in companies with more than two thousand employees in Germany that are subject to the principle of 
employee co-determination. This committee’s function is to assist the supervisory board by making proposals for 
board of management member nominees in the event that the two-thirds majority of employee votes needed to 
appoint a board of management member is not met. However, the Code contains the recommendation that the 
supervisory board also establish one or more committees with sufficiently qualified members. In particular, it 
recommends establishing an “audit committee” to handle issues of accounting and risk management, auditor 
independence, the engagement and compensation of outside auditors appointed by the shareholders’ meeting and 
the determination of auditing focal points. The Code suggests that the chairman of the audit committee should not 
be the current chair of the supervisory board or a former member of the board of management of the stock 
corporation. The Code also includes suggestions on other subjects that may be handled by committees, including 
corporate strategy, compensation of the members of the board of management, investments and financing. Under 
the Stock Corporation Act, any supervisory board committee must regularly report to the supervisory board. 

E.ON has created a Finance and Investment Committee, an Audit Committee and an Executive Committee. As 
a result of its listing on the NYSE, E.ON’s Audit Committee is required to comply with the provisions of Section 301 
of Sarbanes-Oxley and Rule 10A-3 of the U.S. Securities Exchange Act of 1934 (“Rule IOA-3”), which are also 
applicable to U.S. companies, E.ON believes that its Audit Committee is in compliance with the provisions of 
Rule 10A-3 applicable to foreign private issuers. E.ON is also required to disclose information concerning any 
“audit committee financial expert” (as defined in the relevant SEC rules) serving on its Audit Committee, the fees 
E.ON pays to its auditors for various services and the policies E.ON has for approving engagements of these 
auditors, and has done so in Item 16 of this annual report. 

E.0N.s Audit Cormittee is Not Subject to All of the Requirements the NYSE Manual Applies to U.S. 
Conzpanies. E.ON’s Audit Committee is not subject to requirements similar to those applied to U.S. companies 
under Section 303A.02 or Section 303A.07 of the NYSE Manual. These requirements include an affirmative 
determination that audit committee members are “independent” according to stricter criteria than those set forth in 
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Rule 10A-3 as applicable to foreign private issuers, the adoption of an annual performance evaluation, and the 
review of an auditor’s report describing internal quality-control issues and procedures and all relationships between 
the auditor and the corporation. The Code requires that the supervisory board and the audit committee monitor the 
work of the independent auditors and receive reports from the auditors on their activities. However, these reporting 
requirements are not as detailed as those sct forth in Section 303A.07 of the NYSE Manual. 

German corporate law does not require an affirmative independence determination, meaning that the 
supervisory board need not make affirmative findings that audit committee members are independent. Nevertheless, 
both the Stock Corporation Act and the Code contain several rules, recommendations and suggestions to ensure the 
supervisory board’s independent advice and supervision of the board of management. Under the Stock Corporation 
Act, advisory, service and certain other contracts between a member of the supervisory board and the company 
require the supervisory board’s approval. A similar requirement applies to loans granted by the stock corporation to 
a supervisory board member or other persons, such as certain members of the supervisory board member’s family. 
In addition, the Code recommends that no more than two former members of the board of management be members 
of the supervisory board and that supervisory board members not exercise directorships or accept advisory tasks for 
important competitors of the stock corporation. Furthermore, the Code suggests that the chairman of the audit 
committee should not be the current chair of the supervisory board or a former member of the board of management 
of the stock corporation, and E ON has complied with that suggestion. 

The Code recommends that each member of the supervisory board inform the supervisory board of any 
conflicts of interest which may result from a consulting or directorship Function with clients, suppliers, lenders or 
other business partners of the stock corporation. In the case of material conflicts of interest or ongoing conflicts, the 
Code recommends that the mandate of the supervisory board member be terminated. The Code firrther recommends 
that any conflicts of interest that have occurred be reported by the supervisory board at the annual shareholders’ 
meeting, together with the action taken, and that potential conflicts of interest be also taken into account in the 
nomination process for the election of supervisory board members. 

Section 303A.02 of the NYSE Manual also imposes independence requirements on members of audit 
committees of U.S. companies that are more stringent than those set Forth in Rule 10A-3, requiring, for instance, 
that any director who is an employee of an issuer will not be considered independent until three years after the end of 
such employment relationship. E.ON’s Audit Committee, in accordance with the requirements of the Co- 
Determination Act (and as permitted by Rule 1 OA-3, as applicable to foreign private issuers), includes two current 
employees, neither of whom is an executive officer, as well as the former chairman of E.ON’s Board of 
Management, who retired from E.ON’s Board of Management in May 2003. 

MATERIAL CONTRACTS 

In May 2002, in connection with E.ON’s acquisition of Ruhrgas, E.ON reached a definitive agreement with 
RAG to acquire RAG’S more than 18 percent interest in  Ruhrgas and to sell E.ON’s majority intcrest in Degussa to 
RAG. See also “Item 4. Information on the Company -History and Development of the Company - Ruhrgas 
Acquisition.” An English translation of the Framework Agreement between RAG AG, RAG Beteiligungs-GmbH, 
RAG Projektgesellschaft mbH and EBV Aktiengesellschaft, and E.ON AG, Chemie Verwaltungs AG and E.ON 
Vermogensanlage GmbH has been incorporated by reference as an exhibit to this annual report. 

In May 2005, E.ON sold Viterra to Deutsche Annington. The details of the transaction are described in more 
detail in “Item 4. Information on the Company - Business Overview - Discontinued Operations -- Other 
Activities.” A copy of the sale and purchase agreement has been incorporated by reference as an exhibit to this 
annual report. 

In connection with financing the proposed acquisition of Endesa, E.ON has entered into the Facility 
Agreement and the Supplenlental Facility Agreement. For more information, including the parties to and amounts 
and tenns of these agreements, see “Item 4. Information on the Company - History and Development of the 
Company - Proposed Endesa Acquisition.” Copies of the Facility Agreement and the Supplemental Facility 
Agreement have been incorporated by reference as exhibits to this annual report. 
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EXCHANGECONTROLS 

At the present time, Germany does not restrict the movement of capital between Germany and other countries 
or individuals except Iraq, certain persons and entities associated with Osama bin Laden, the AI-Qaida network and 
the Taliban and certain other countries and individuals subject to embargoes in accordance with German law and 
applicable resolutions adopted by the United Nations and the EU. However, for statistical purposes only, every 
individual or corporation residing in Germany (a “Resident”) must report to the German Central Bank (Derrfsche 
Bundesbank), subject only to certain immaterial exceptions, any payment receivcd from or made to or on account of 
an individual or a corporation rcsident outside of Germany (a “Non-resident”) if  such payment exceeds €12,500 (or 
the equivalent in a foreign currency). In addition, Residents must report any claims against or any liabilities payable 
to Non-residents if such claims or liabilities, in the aggregate, exceed €5 million (or the equivalent in a foreign 
currency) at the end of any month. Residents are also required to report annually any shareholdings of 10 percent or 
more held in non-resident corporations with total assets of more than €3 million, and resident corporations with 
assets in excess of 43 million must report annually any shareholdings of 10 percent or more in the company held by a 
Non-resident. 

TAXATION 

The following is a summary of material US.  federal income tax and German tax considerations relating to the 
ownership of ADSs or Ordinary Shares. The discussion is based on tax laws of the United States and Germany as in 
effect on the date of this annual report, including the Convention between the United States of Anierica and the 
Federal Republic of Germany for the Avoidance of Double Taxation and the Prevention of Fiscal Evasion With 
Respect to Taxes on Income and Capital and to Certain Other Taxes (the “Income Tax Treaty”), and the Convention 
Between the United States of America and the Federal Republic of Germany for the Avoidance of Double Taxation 
with Respect to Taxes on Estates, Inheritances, and Gifts (the “Estate Tax Treaty”). Such laws are subject to change. 
In particular, changes to the Income Tax Treaty are expected to enter into effect in 2007. 

The discussion is limited to a general description of certain U.S. federal income and German tax consequences 
with respect to ownership and disposition of ADSs or Ordinary Shares by a U.S. Holder. In general, a “U.S. Holder” 
is any beneficial owner of ADSs or Ordinary Shares (1) who is a resident of the United States for the purposes of the 
Income Tax Treaty, (2) who is not also a resident of the Federal Republic of Germany for the purposes of the Income 
Tax Treaty, (3) who owns the ADSs or Ordinary Shares as capital assets, (4) who does not hold ADSs or Ordinary 
Shares as part of the business property of a permanent establishment or a fixed base located i n  Germany and (5) who 
is entitled to benefits under the Income Tax Treaty with respect to income and gain derived in connection with the 
ADSs or Ordinary Shares. The discussion does not purport to be a comprehensive description of all the tax 
considerations that may be relevant to the ownership of ADSs or Ordinary Shares, and, in particular, it does not 
address U.S. federal taxes other than income tax or German taxes other than income tax, gift and inheritance taxes. 
Moreover, the discussion does not consider any specific facts or circumstances that may apply to a particular U.S. 
Holder, some of which (for example, tax-exempt entities, persons that own, directly or indirectly, 10 percent or more 
of any class of the Company’s stock, holders subject to the alternative minimum tax, securities broker-dealers and 
certain other financial institutions, holders who hold the ADSs or Ordinary Shares in a hedging transaction or as part 
of a straddle or conversion transaction or holders whosefunctional currency is not the U.S. dollar) may be subject to 
special rules. 

Owners of ADSs or Ordinary Shares are strongly urged to consult their tax advisers regarding the U.S. federal, 
state, local, German and other tax consequences of owning and disposing of ADSs or Ordinary Shares. In particular, 
owners of ADSs or Ordinary Shares are urged to consult their tax advisers to confirm their status as U.S. Holders 
and the consequence to them if they do not so qualify. 

In general, for U.S. federal income tax purposes and for purposes of the Income Tax Treaty, holders of ADSs 
will be treated as the owners of the Ordinary Shares represented by those ADSs. 
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TAXATION OF GERMAN CORPORATIONS 

Profits earned by a German resident corporation are subject to a uniform corporate income tax rate of 
25 percent. Gennan resident corporations are also subject to a solidarity surcharge equal to 5.5 percent of their 
corporate income tax liability. The aggregate corporate income tax and solidarity surcharge amount to 
26.375 percent. In addition to these taxes, profits of a German resident corporation are subject to a municipal 
trade income tax. This tax is levied at rates set by each municipality in which the corporation maintains a business 
establishment. The municipal trade income tax is an allowable deduction for corporate income and municipal trade 
income tax purposes. 

TAXATION OF DIVIDENDS 

The Company is generally required to withhold tax on dividends in an amount equal to 20 percent of the gross 
amount paid to resident and non-resident stockholders. There is a 5.5 percent solidarity surcharge on the German 
withholding tax on dividend distributions paid by the Company. The surcharge amounts to 1 . 1  percent (5.5 percent 
X 20 pcrcent) of the gross dividend amount. This results in  an aggregate withholding rate of 21.1 percent. A full 
refund of this surcharge and partial refund of the withholding tax can be obtained by U.S. Holders under the Income 
Tax Treaty. In the case of any U.S. Holder, other than a U.S. corporation owning ADSs or Ordinary Shares 
representing at least 10 percent of the voting stock of the Company, the German withholding tax is refunded to 
reduce such tax to 15 percent of the gross amount of the dividend. 

For U.S federal income tax purposes, the gross amount of dividends paid on Ordinary Shares, without 
reduction for German withholding tax, generally will be subject to U.S. federal income taxation as foreign source 
dividend income, and will not be eligible for the dividends received deduction generally allowed to IJ.S. 
corporations. Subject to certain exceptions for short-term and hedged positions, an individual 1J.S. Holder 
generally will be subject to U S. taxation at a maximum rate of 15 percent in respect of dividends received before 
2011 if the dividends are “qualified dividends” Dividends that the Company pays generally will be treated as 
qualified dividends if the Company was not, in the year prior to the year in which the dividend was paid, and is not, 
i n  the year in which the dividend is paid, a passive foreign investment company (“PFIC”) Based on the Company’s 
audited consolidated financial statements and relevant market and shareholder data, the Company believes that i t  
was not treated as a PFIC for U S. federal income tax purposes with respect to its 2005 or 2006 taxable year. In 
addition, based on the Company’s audited consolidated financial statements and current expectations regarding the 
value and nature of its assets, the sources and nature of its income, and relevant market data, the Company does not 
anticipate becoming a PFIC fol its 2007 taxable year. 

German withholding tax, up to the 15 percent rate provided under the Income Tax Treaty, will be treated as a 
foreign income tax that, subject to generally applicable limitations under U.S. tax law, generally is eligible for credit 
against a U S .  Holder’s U.S. federal income tax liability or, at the holder’s election, may be deducted in computing 
its taxable income. Thus, for a declared dividend of $100 with respect to which the Company withholds German tax 
at a rate of at least 15 percent, a U.S. Holder would be deemed to have paid Gennan taxes of $15. Foreign tax credits 
may not be allowed for withholding taxes imposed in respect of certain short-term or hedged positions in securities. 
U.S. Holders should consult their own advisers concerning the implications of these rules in light of their particular 
circumstances. 

Dividends paid in euros to a U.S. Holder of ADSs or Ordinary Shares will be included in income in a dollar 
amount calculated by reference to an exchange rate in effect on the date the dividends are received by such holder 
(or, in the case of the ADSs, by the Depositary). If dividends paid in euros are converted into dollars on the date the 
dividends are received or treated as received by a U.S. Holder, the holder generally should not be required to 
recognize foreign currency gain or loss in respect of its dividend income. However, a U.S. Holder may be required to 
recognize domestic-source foreign currency gain or loss on the receipt of a refund in respect of German withholding 
tax to the extent the U.S. dollar value of the refund differs from the U.S. dollar equivalent of that amount on the date 
of receipt of the underlying dividend. 
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REFUND PROCEDURES 

Individual claims for refund are made on a special German form, which must be filed with the German tax 
authorities: Bundeles~eritrnlnmr fiir Steuern, 53221 Bonn, Germany. Copies of the required form may be obtained 
from the German tax authorities at the same address, or from the Embassy of the Federal Republic of Germany, 
4645 Reservoir Road N.W., Washington D.C. 20007- 1998. 

As part of the individual Iefund claim, a US.  Holder must submit to the German tax authorities the original 
bank voucher (or certified copy thereof) issued by the paying entity documenting the tax withheld, and an official 
certification on IRS Form 6166 of its last filed United States federal income tax return. IRS Form 6166 generally 
may be obtained by filing a request (generally an IRS Form 8802) with the Internal Revenue Service Center in 
Philadelphia, Pennsylvania, U.S. Residency Certification Request, P.O. Box 16347, Philadelphia, PA 191 14-0447. 
U.S. Holders should consult a tax adviser and the instructions to the IRS Form 8802 for further details regarding 
how to obtain this certification. 

Claims must be filed within four years of the end of the calendar year in  which the dividend was received. 

Under a simplified refund procedure based on electronic data exchange (Dntentragerverfahreri), a broker 
which is registered as a participant in the electronic data exchange procedure with the Biindes?entrulamrfr Steuern 
may file a collective refund claim on behalf of all of the U.S. Holders for whom it  holds ADSs or Ordinary Shares in 
custody. 

The refund is assessed against and paid to the broker, which will then pay the refund to the U S .  Holders for 
whom it is acting. The Briiideszeiitrulamrfr Steuern is entitled to review the U.S. Holders’ eligibility for a refund of 
withholding tax under the Income Tax Treaty. The data transmitted by the broker may be used by the German tax 
authorities for administrative exchange of information between Germany and the United States. 

Another simplified refund procedure applies if ADSs of a U.S. Holder are registered with brokers participating 
i n  the Depository Trust Company (“DTC“). Pursuant to administrative procedures agreed between the German 
Federal Ministry of Finance and the DTC, claims for refunds payable under the Income Tax Treaty to such U S .  
Holders may be submitted to the German tax authorities by the DTC (or a custodian as its designated agent) 
collectively on behalf of all such U.S. Holders. Details of the collective refund procedure will be available from the 
DTC. 

The Bundeszentrcilanit Jiir Steuern will issue refunds to the DTC, which will issue corresponding refund 
checks to the participating brokers. The Bundeszeritrulnmt fir Steiiern is entitled to conduct eligibility reviews, 
generally within a period of‘ four years. 

Refunds under the Treaty arc not available in respect of Ordinary Shares or ADSs held in connection with a 
permanent establishment or fixed base in Germany. 

TAXATION OF CAPITAL GAINS 

Under the Income Tax Treaty, a U.S. Holder will be protected against German tax on capital gains realized or 
accrued on the sale or other disposition of ADSs or Ordinary Shares provided the assets of the Company do not 
consist and have not consisted predominantly of immovable property situated in Germany. 

Upon a sale or other disposition of ADSs or Ordinary Shares, a U.S. Holder will recognize gain or loss for U.S. 
federal income tax purposes in an amount equal to the difference between the U.S. dollar value of the amount 
realized and the U.S. Holder’s U.S. dollar tax basis in the ADSs or Ordinary Shares. Such gain or loss will generally 
be capital gain or loss, and will be long-term capital gain or loss if the U.S. Holder’s holding period for the ADSs or 
Ordinary Shares exceeds one year. The net amount of long-term capital gain recognized by an individual U.S. 
Holder generally is subject to taxation at a minimum rate of 15 percent for gains recognized prior to 201 1. Deposits 
and withdrawals of Ordinary Shares in exchange for ADSs generally will not result in realization of gain or loss for 
U.S. federal income tax purposes. 

I 
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GIFT AND INHERITANCE TAXES 

The Estate Tax Treaty provides that an individual whose domicile is determined to be in the United States for 
purposes of such Treaty will not be subject to German inheritance and gift tax (the equivalent of the United States 
federal estate and gift tax) on the individual’s death or making of a gift unless the ADSs or Ordinary Shares (1) are 
part of the business property of a permanent establishment located in Germany or (2) are part of the assets of a fixed 
base of an individual located in Germany and used for the performance of independent personal services. An 
individual’s domicile in the United States, however, does not prevent imposition of German inheritance and gift tax 
with respect to an heir, donee, or other beneficiary who either is or is deemed to be resident in Germany at the time 
the individual died or the gift was made. 

The Estate Tax Treaty also provides a credit against U.S. federal estate and gift tax liability for the amount of 
inheritance and gift tax paid to Germany, subject to certain limitations, in a case where the ADSs or Ordinary Shares 
are subject to German inheritance or gift tax and lJ.S. federal estate or gift tax. 

OTHER GERMAN TAXES 

There are no German transfer, stamp or other similar taxes that would apply to 1J.S. Holders who purchase or 
sell ADSs or Ordinary Shares. 

INFORMATION REPORTING AND BACKUP WITHHOLDING 

Dividends on Ordinary Shares or ADSs, and payments of the proceeds of a sale of Ordinary Shares or ADSs, 
paid within the United States or through certain 1J.S.-related financial intermediaries are subject to information 
reporting and may be subject to backup withholding unless the holder (1) is a corporation or other exempt recipient 
or (2) provides a taxpayer identification number and certifies that no loss of exemption from backup withholding 
has occurred. Holders that are not US.  persons generally are not subject to information reporting or backup 
withholding. However, such a holder may be required to provide a certification to establish its non-U& status in 
connection with payments received within the United States or through certain IJ.S.-related financial 
intermediaries. 

DOCUMENTS ON DISPLAY 

E.ON AG is subject to the reporting requirements of the Securities Exchange Act of 1934, as amended. In 
accordance with these requirements, E.ON files reports and other information with the Securities and Exchange 
Commission. These materials, including this annual report and its exhibits, may be inspected and copied at the 
SEC’s Public Reference Room at 100 F Street N.E., Washington D C. 20549. Copies of materials may be obtained 
from the Public Reference Room at prescribed rates. The public may obtain information on the operation of the 
SEC’s Public Reference Room by calling the SEC in the IJnited States at 1-800-SEC-0330. E.ON’s filings, 
including this annual report, are also available on the SEC’s website at www.sec.gov. Material appearing on this 
website is not incorporated by reference into this annual report. In addition, material filed by E.ON with the SEC 
may be inspccted at the offices of the New York Stock Exchange at 20 Broad Street, New York, New York 10005. 

Item 11. Quantitative and Qualitative Disclosures about Market Risk. 

The following discussion should be read in conjunction with “Summary of Significant Accounting Policies” in 
Note 2 of the Notes to Consolidated Financial Statements and in conjunction with Notes 28 and 29 of the Notes to 
Consolidated Financial Statements, which provides a summarized comparison of nominal values and fair values of 
financial instruments used by the Company for risk management purposes and other information relating to those 
instruments. 

Risk Identificatiori and Analysis 

In the normal course of business, the Company is exposed to foreign currency risk, interest rate risk, 
commodity price risk, share price risk, and counterparty risk. These risks create volatility in equity, earnings and 
cash flows from period to period. The Company makes use of derivative instruments generally in order to manage 
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currency risk, interest rate risk, share price risk and commodity price risk. Foreign exchange, equity and interest rate 
derivatives held by the Company are used only for hedging purposes. The market units also engage in hedging and 
proprietary trading ofenergy-related commodity derivatives, subject to established guidelines for risk management. 
See “- Commodity Price Risk Management” below and the subsections on trading of the market units in “Item 4. 
Information on the Company - Business Overview.” In its hedging and proprietary trading activities, the Company 
generally utilizes established and widely-used derivative instruments for which significant liquidity exists. The 
Company’s comprehensive framework for risk management includes general risk management guidelines for the 
use and evaluation of derivative instruments that are in place throughout the Group. 

As part of its risk management system, the Company utilizes instruments such as interest rate swaps, interest 
ratekross currency swaps, Coreign exchange forward contracts, cross currency swaps, foreign exchange options, 
equity forwards, commodity forwards, commodity swaps, commodity futures and commodity options, seeking to 
reduce its risk exposure by entering into offsetting market positions. 

The following discussion of the Company’s risk management activities and the estimated amounts generated 
from profit-at-risk, value-at-risk and sensitivity analyses are “forward-looking statements” that involve risks and 
uncertainties. Actual results could differ materially from those projected due to actual developments in the global 
financial markets. The methods used by the Company to analyze risks, as discussed below, should not be considered 
projections of future events or losses. The Company also faces risks that are either non-financial or non- 
quantifiable. Such risks principally include country risk, operational risk and legal risk, which are not represented 
in the following analyses. 

Foreign Exchange and Interest Rate Risk Managernerit Principles 

The Company’s Corporate Treasury, which is primarily responsible for entering into derivative foreign 
exchange and interest rate contracts for the Group and its companies, acts as a service center for the Company and 
not as a profit center. With E.ON AG’s approval, individual Group companies may also hedge their currency and 
interest rate risks directly with third parties in exceptional cases. 

The Company uses a Group-wide treasury, risk management and reporting system which incorporates all 
relevant functions, including those of the Corporate Treasury, Back Office and Financial Controlling units. This 
system is a standard information technology solution and is both fully integrated and continuously updated. It is 
designed to provide for the systematic and consistent identification and analysis of the Company’s overall financial 
and market risks with regard to liquidity, currencies and interest rates. The system is also used to determine, analyze 
and monitor the Company’s short- and long-term financing and investment requirements as well as market and 
counterparty risks arising from short- and long-term deposits and hedging transactions. 

The range of actions, responsibilities and financial reporting procedures to be followed by each Group 
company are outlined in detail in the Company’s internal financial guidelines. The market units have enacted their 
own guidelines for financial risk management within the limits established by the Group’s financial guidelines. To 
ensure efficient risk management at E.ON AG, the Corporate Trcasury, Back Office and Financial Controlling 
departments are organized as strictly separate units. Standard software is employed in processing relevant business 
transactions. The Financial Controlling department performs continuous and independent risk controlling. The 
department prepares operational financial plans, calculates market price and counterparty risks, and evaluates 
financial transactions. The Financial Controlling department reports to management at regular intervals on the 
Group’s liquidity, foreign exchange, interest rate and commodity price risks as well as counterparty risks. Those 
subsidiaries that make use of external hedging transactions with third parties have similar organizational and 
reporting arrangements in place. 

i 
Foreign Exchange Rate Risk Management 

Due to the international nature of some of its business activities, the Company is exposed to exchange risk 
related to sales, assets, receivables and liabilities denominated in foreign currencies. net investments in foreign 
operations and anticipated foreign exchange payments. Of the Company’s consolidated revenue in 2006,2005 and 
2004, approximately 38 percent, 35 percent and 34 percent, respectively, arose due to transactions with customers 
which were not located in member states of the EMU, and therefore exposed the Company to foreign exchange rate 
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risk. The Company’s exposure results mainly from transactions in U.S. dollars, British pounds, Hungarian forint 
and Swedish krona and from net investments in foreign operations whose functional currencies are U.S. dollars, 
British pounds and Swedish krona. As of December 31, 2006, the Company was using hedging transactions with 
respect to each of these currencies. 

In accordance with E.ON’s hedging policy, macro-hedging transactions relating to currency risks are generally 
completed for periods of up to IS months. Under certain circumstances the hedging horizon is longer. Macro- 
hedging transactions comprise a number of individual underlying transactions that have been grouped together and 
hedged as an individual unit 

The principal derivative financial instrumcnts used by E.ON to cover foreign currcncy exposures are foreign 
exchange forward contracts, cross currency swaps, interest ratelcross currency swaps and foreign exchange options. 
As of December 31, 2006, the E.ON Group had entered into foreign exchange forward contracts with a nominal 
value of €1 1.5 billion, cross currency swaps with a nominal value of €1 8.5 billion, interest ratelcross currency swaps 
with a nominal volume of €0.3 billion and foreign exchange options with a nominal value of zero. 

Market risks for foreign exchange derivatives consist of the positive and negative changes in net asset value 
that result from fluctuations of the relevant currencies on the respective financial markets. The market values of 
derivative financial instruments arc calculated by comparing all rclevant price components of a transaction at the 
time of the deal with those prevailing on the valuation date. The relevant parameters used to calculate the potential 
change in market value are the contract amount and the contractual forward-exchange rate. In line with international 
banking standards, market risk has been calculated using the value-at-risk method on the basis of historical market 
data. The “value-at-risk” is equal to the maximum potential loss (on the basis of a probability of 99 percent) from 
derivative positions that could be incurred within the following business day. The calculations take account of 
correlations between individual transactions; the risk of a portfolio is generally lower than the sum of its individual 
risks. 
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The market risk analysis of the Company’s foreign exchange derivatives by transaction and maturity as of 
December 31, 2006 and December 31, 2005 is summarized in the following table. 

Total Volume of Foreign Currency Derivatives as of December 31, 2006 and December 31, 2005 

December 31,2006 December 31.2005 

Nominal 
Value 

FX forward transactions 
Buy. . . . . . . . . . . . . . . . . . . . .  4,532.7 
Sell. . . . . . . . . . . . . . . . . . . . .  6,982.4 

Buy. . . . . . . . . . . . . . . . . . . . .  7 “4 
Sell __ 

FX currency options 

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

Subtotal . . . . . . . . . . . . . . .  

(Remaining maturities) 
Cross currency swaps 

up to 1 year . . . . . . . . . . . . . .  
1 year to 5 years. . . . . . . . . . .  
more than 5 years . . . . . . . . . .  

Interest rate/cross currency swaps 
up to 1 year . . . . . . . . . . . . . .  
1 year to 5 years.. . . . . . . . . .  
more than 5 years . . . . . . . . . .  

Subtotal . . . . . . . . . . . . . . .  

Total.. . . . . . . . . . . . . . . . .  

11,522.5 

1,457.8 
10,8 12.9 
6,228.6 

- 
321.9 
- ~- 

18,821.2 

30,343.7 

Fair 
Vnlue - 

(27.1) 
19.4 

0. I 
- - 

(7.6) 
~ 

9.7 
(22.8) 
20.5 

- 
( I  7.0) 
- 

__I 

~ (9.6) - 
(17.2) - 

I-duy 
Value. 
ut-Risk 
~ 

8.1 
15.6 

0.0 
- 

8.1 

4.4 
32.2 
6.9 

- 

2.5 
- 

35.7 

39.5 

10-day 
Value- Nominal Fuir 
at-Risk Value Value 
- _ I _ _ _ _ _ _  

(€ in millions) 

25.5 4,091.3 79.2 
49.4 8,331.2 (81.7) 

0.0 227.7 32.8 
- 139.6 (39.0) _ _ _ _ _ _ -  

25.5 

14.0 1,734.7 34.7 
101.9 8,163.2 57.8 
21.8 6,358.4 66.6 

125.0 13.1 
7.8 316.4 5.0 
- 

112.8 16,697.7 177.2 
~ - 

124.7 29,487.5 168.5 _ _ _ _ -  ~- 

1-day 
Value- 
at-Risk - 

16.9 
23.6 

0.2 
0.4 

8.5 

1.9 
34.6 

8.7 

0.5 
2.3 
I 

40.6 

48.0 

IO-day 
Value- 
&Risk - 

53.4 
74.6 

0.6 
1.3 

26.9 

6.0 
109.3 
27.5 

1.6 
7.3 
- 

128.3 

151.7 

The market risk table shows the outstanding nominal values and market values of foreign exchange derivatives 
as of the balance sheet date without taking into account any economic hedging correlations between hedging 
contracts on the one hand, and recognized and pending underlying transactions or net foreign investments on the 
other hand. In fact, all ofthe Group’s foreign currency derivatives are assigned to a balance sheet item, a pending 
purchase or sales contract or an anticipated transaction. 

As an additional means of monitoring market risks, a 10-day value-at-risk is calculated on derivative positions 
at regular intervals. In doing so, the market risk, as calculated using the value-at-risk concept, is multiplied by a 
factor of 3.16 (the square root of ten), in line with the reconimendation for the capital adequacy of  banks issued by 
the Bank for International Settlements (BIS). The results of this calculation are included i n  the table above. 

While the nominal value of foreign exchange currency derivatives at December 31,2006 remained essentially 
unchanged compared with year-end 2005, the fair value has decreased, mainly due to foreign exchange rate changes 
in the major currency pairs. While the development of the foreign exchange rate between the euro and the U.S. 
dollar was positive during 2006, the other foreign exchange rates (especially the exchange rate between the euro and 
GBP) turned negative. 

The value-at-risk amounts presented here are maximum potential daily losses. It is highly unlikely that the 
Company would experience continuous daily losses such as these over an extended period of time. 
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Interest Rate Risk Management 

Several line items on the Group’s balance sheet and associated financial derivatives bear fixed interest rates, 
and are therefore subject to changes in fair value resulting from changes in market rates. The Company also faces a 
similar risk with regard to balance sheet items and associated financial derivatives bearing floating rates, as changes 
in interest rates will affect the Company’s cash flows. The Company seeks to maintain a desired mix of floating-rate 
and fixed rate debt in its overall debt portfolio. The Company uses interest rate swaps to allow it to diversity its 
sources of funding and to reduce the impact of interest rate volatility on its financial condition. 

Financial derivatives are also used to realize time congruent hedging of interest rate risks. E.ON’s policy 
provides that macro-hedging transactions can be concluded for periods of up to five years to cover interest rate risks. 
For micro-hedging purposes, any adequate term is allowed for individual hedges of foreign exchange and interest 
rates. However, where economically fcasible, the Company applies hedge accounting under SFAS 13.3 to its interest 
rate derivatives. 

The principal derivative financial instruments used by E.ON to cover interest rate risk exposures are interest 
rate swaps. As of December 31,2006, the E.ON Group had entered into interest rate swaps with a nominal value of 
€8.4 billion. 

Market risks for interest rate derivatives are calculated in the same manner as those for foreign exchange 
instruments, as discussed in detail under “- Foreign Exchange Rate Risk Management” above. 

The market risk analysis of the Company’s interest rate derivatives by transaction and maturity as of 
December 31, 2006 and Dccember 3 1 ,  2005 is summarized in the following table. 

Total Volume of Interest Rate Derivatives as of December 31, 2006 and December 31, 2005 
December 31,2006 December 31,2005 

ldag  10-day M a y  IIJ-dny 
Nominal Fair Value- Vnlue- Nominal Fair Value- Value- 

Value Value at-Risk + Value = * + 
(€ in millions) 

(Remaining maturities) 

- - _ _ _ _  

Interest rate swaps 
fixed-rate payer 

up to 1 year ” . .  . . . ~. . “ .  , . . 150.9 0.8 0.9 2.7 612.2 (11.8) 0.1 0.3 
1 year to 5 years. . . . . “ .  . 1221.8 (3.1) 1.1 3.4 1,294.9 (44.1) 1.4 4.4 
more than 5 years. . . . . . “ .  . . 919.8 (14.1) 8.3 26.2 1,033.5 (18.0) 4.0 12.6 

fixed-rate receiver 
up to 1 ycar I . . ~ . . . . . . . . . 55.1 0.0 0.0 0.0 0.0 0.0 0.0 0.0 
I year to 5 years.. ~ . . . , . . . 5,263.9 (75.5) 5.8 18.5 5,364.4 64.3 7.7 24.3 
more than 5 years.. . , . . . . . . 759.3 (14.3) 4.9 15.5 1,196.4 (20.7) 4.4 13.9 

_ _ _ _ ( _ I _ _ _  -~ 
Total . . ~ ~. . ” .  . . . . . 9.0 28.5 9,501.4 (30.3) - - 6.6 20.9 

The market risk table shows the outstanding nominal values and fair values of interest rate derivatives without 
taking into account any economic hedging correlations between hedging contracts and underlying transactions. In 
fact, all of the Group’s interest rate derivatives are assigned to a balance sheet item. 

The nominal values of interest rate derivatives at December 3 1, 2006 remained essentially stable compared 
with year-end 2005. The negative development of the fair values resulted from significantly rising euro interest rates 
in comparison to Czech krona, GBP and Swedish krona interest rates. 

A sensitivity analysis was performed on the Group’s interest-bearing short- and long-term capital investments 
and borrowings, including interest rate derivatives. The aggregate hypothetical loss in fair value on all financial 
instruments and derivative instruments that would have resulted from a 100 basis-point shift in the interest rate 
structure curve would change the interest rate portfolio’s market value by €62 million (2005: €43 million) as of the 
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balance sheet date. The market risk according to the value-at-risk calculation amounted to €49 million as of 
December 3 1, 2006 (2005: €60 million). 

Coinniodity Price Risk Munugernent 

E.ON is also exposed to risks resulting from fluctuations in the prices of commodity derivatives and raw 
materials. Hedging transactions with respect to commodity-related risks of notable scope are conducted only by the 
market units. 

The principal derivative instruments used by E.ON to cover commodity price risk exposures are electricity, 
gas, coal and oil swaps and forwards, electricity options, and exchange-traded electricity and coal future and option 
contracts, as well as emission-related derivatives. 

Derivative instruments are used by the market units to hedge the impact of electricity, gas, coal, oil and COz 
emission certificate price fluctuations and to enable the market units to make better use of their own power 
generating capacities as well as power and gas distribution and sales capabilities. To a limited extent, proprietary 
trading is conducted with the goal of improving operating results within defined limits in specified markets. The 
trading limits for proprietary trading as well as for other trading activities are established and monitored by a board 
independent from the trading operations. Limits used on hedging and proprietary trading activities mainly include 
value- and profit-at-risk numbers, as well as volume, book, credit and stop-loss limits. Additional key elements of 
the risk management system are a set of Group-wide commodity risk guidelines, the clear division of duties between 
scheduling, trading, settlement and control, as well as a risk reporting system independent of the trading operations. 

As of December 31,2006, the E.ON Group had entered into electricity, gas, coal, oil and emissions derivative 
instruments with a nominal value of €56 billion (2005: €44 billion). The increase in the nominal value of 
commodities derivatives at December 3 1,2006 compared with year-end 2005 reflects an enlarged business volume 
as well as the effects of increased volatility. 

The fair value of commodity trading transactions for which E.ON has not established economic hedging 
conditions involving recognized or contractually agreed upon or planned underlying transactions amounted to 
negative E70 million as of December 3 1,2006 (2005: negative €1 33 million). A hypothetical 10 percent change in 
underlying commodity prices would cause the market value of these commodity trading transactions to change by 
€41 million (2005: €20 million). 

Counterparty Risk Front the Use of Derivative Fiiiuiiciul Instruments 

Counterparty risk consists of potential losses that may arise from the non-fulfillment of contractual obligations 
by individual counterparties. With respect to derivative transactions, counterparty risk is equivalent to the 
replacement cost incurred by covering the open position in the event of counterparty default. Only transactions 
with a positive market value for E.ON are exposed to this risk. The Company’s counterparties for derivatives include 
financial institutions, commodity exchanges, energy distribution companies and broker-dealers, and other entities 
that satisfy E.ON’s credit criteria. The creditworthiness of all counterparties that are involved in financial 
electricity-, gas-, coal-, oil- or emissions-related derivatives with E.ON are thoroughly checked and monitored 
on a regular basis. The Company rcceives and pledges collateral in connection with long-term interest and currency 
hedging derivatives in the banking sector and with some partners in the energy sector. Furthermore, collateral is 
required when entering into transactions in commodity derivatives with counterparties that have a low degree of 
creditworthiness. Derivative transactions are generally executed on the basis of standard agreements that allow for 
the netting of all outstanding transactions with individual contracting partners. For currency and interest-rate 
derivatives in the banking sector, this netting option is reflected in the accounting treatment. Exchange-traded 
electricity future and option contracts as well as emission-related derivatives with a nominal value of €8,198 million 
as of December 31,2006 (2005: €5,059 million) are liquid instruments and do not bear individual counterparty risk. 
The Company’s counterparty risk with respect to derivatives amounts to €4,095 million as of December 31,2006 
(2005: €7,149 million). The decrease in the counterparty risk at December 31,2006 compared with year-end 2005 
was mainly caused by the negative development in gas and electricity prices during 2006. Not all counterparties are 
rated by S&P andlor Moody’s; for these unrated counterparties thorough credit limit checks and credit risk 
evaluation systems are installed and collateral is sometimes required. E.ON’s Group-wide credit risk management 
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system and credit risk management guidelines are designed to assure thorough and uniform creditworthiness 
analysis for all counterparties. Significant Group-wide limits and risks are identified and their credit risk exposures 
are regularly monitored and reported to the E.ON risk committee. The credit risk management system incorporates 
information on all counterparty risks resulting from commodity trading transactions and financial transactions in 
the area of deposits, interest rate and foreign exchange risks. 

E.ON’s contractual ability to net transactions with positive and negative market values with any defaulting 
counterparty for which a netting agreement is in place is not reflected in the figures presented in the prior paragraph, 
regardless of whether the counterparty is rated or unrated, causing the credit risk to appear greater than it is in 
actuality. In addition, the value of collateral posted by counterparties is not taken into account in calculating such 
figures. 

Item 12. Description of Securities Other than Equity Securities. 

Not applicable. 

PART I1 

Item 13. Defaults, Dividend Arrearages and Delinquencies. 

None. 

Item 14. Material Modifications to the Rights of Security Holders and Use of Proceeds. 

Not applicable. 

Item 15. Controls and Procedures. 

The Company carried out an evaluation under the supervision and with the participation of the Company’s 
management, including the Chief Executive Officer and Chief Financial Officer, of the effectiveness of the design 
and operation of the Company’s disclosure controls and procedures as of the end of the period covered by this 
report. ‘There are inherent limitations to the effectiveness of any system of disclosure controls and procedures, 
including the possibility of human error and the circumvention or overriding of the controls and procedures. 
Accordingly, even effective disclosure controls and procedures can only provide reasonable assurance of achieving 
their control objectives. Based upon the Company’s evaluation, the Chief Executive Officer and the Chief Financial 
Officer concluded that the disclosure controls and procedures were effective to provide reasonable assurance that 
infonnation required to be disclosed in the reports the Company files and submits under the Exchange Act is 
recorded, processed, summarized and reported, within the time periods specified in the applicable rules and farms, 
and that it is accumulated and communicated to the Company’s management, including the Chief Executive Officer 
and Chief Financial Officer, as appropriate to allow timely decisions regarding required disclosure. There were no 
changes in the Company’s internal control over financial reporting that occurred during 2006 that have materially 
affected, or are reasonably likely to materially affect, the Company’s internal control over financial reporting. 

Management’s Annual Report on Internal Control Over Financial Reporting 

E.ON management is responsible for establishing and maintaining adequate internal control over financial 
reporting. The Company’s internal control over financial reporting is designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of the financial statements for external purposes 
in accordance with accounting principles generally accepted in the IJnited States of America. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. It can only provide reasonable assurance regarding financial statement preparation and presentation. 
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become 
inadequate because of changes in conditions or because the degree of compliance with the polices or procedures 
may deteriorate. 
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Management assessed the effectiveness of its internal control over financial reporting as of December 3 1, 
2006. The assessment was based on criteria established in the framework ‘‘Internal Controls - Integrated 
Framework“ issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). 

Based on the assessment, E.ON management has concluded that as of December 31, 2006, the Company’s 

Management’s assessment of the effectiveness of internal control over financial reporting as of December 31, 
2006 has been audited by PricewaterhouseCoopers Aktiengesellschaft Wirtschaftsprufungsgesellschaft, an 
independent registered public accounting firm (“PwC’), as stated in their report which is included under “Item 18. 
Financial Statements.” 

internal control over financial reporting was effective. 

Item 16A. Audit Committee Financial Expert. 

E.ON’s Supervisory Board has determined that the Company’s Audit Committee currently includes two 
members who qualify as an “Audit Cormnittee Financial Expert” within the meaning of this Item 16A: Dr. Karl- 
Hermann Baumann and Ulrich Hartmann. Dr. Karl-Hennann Baumann and Ulrich Hartrnann are independent, as 
that teIm is defined in Rule 10A-3 under the Securities Exchange Act for purposes of the listing standards of the 
NYSE that are applicable to E.ON. 

Item 16B. Code of Ethics. 

E.ON has adopted a special Code of Ethics for the Chief Executive Officer, the Chief Financial Officer and its 
senior financial officers. The Company has published the text of this Code of Ethics on its corporate website at 
www.eon.com. Material appcaring on this website is not incorporated by reference into this annual report. If E.ON 
amends the provisions of this Code of Ethics or grants any waiver of such provisions, it will disclose such 
amendment or waiver on its website at the same address. 

Item 16C. Principal Accountant Fees and Services. 

auditors in each of the company’s two most recent fiscal years. 
In January 2003, the SEC adopted rules requiring disclosure of fees billed by a public company’s independent 

The following table sets forth the fees billed to the Company 
independent auditor, PwC, during the fiscal years 2006 and 2005: 

Type of Fees 

Audit Fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Audit-Related Fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
TaxFees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
All Other Fees . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

for professional services by its principal 

Year Ended Year Ended 
December 31,2006 December 31,2005 

(e in millions) 

53.4 39.8 
4.6 9.7 
0.9 1.4 

1 . 1  1.9 

52.0 60.8 
- __I 

__ - - - 

Audit Committee Pre-Approval Policies 

In accordance with German law, E.ON’s independent auditors are appointed by the annual general meeting of 
shareholders based on a recommendation of E.ON’s Supervisory Board. The Audit Committee of the Supervisory 
Board prepares the board’s recommendation on the selection of the independent auditors. Subsequent to the 
auditor’s appointment, the Audit Committee awards the contract and in its sole authority approves the terms and 
scope of the audit and all audit engagement fees as well as monitors the auditors’ independence. On May 4,2006, 
the annual general meeting of shareholders appointed PwC to serve as the Company’s independent auditors for the 
2006 fiscal year. 

In order to assure the integrity of independent audits, in May 2003 E.ON’s Audit Committee established a 
policy to approve all audit and permissible non-audit services provided by E.ON’s independent auditors prior to the 
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auditors’  engagement^ As part of the approval process, the Audit Committee adopted pre-approval policies and 
procedures pursuant to which the Audit Committee annually pre-approves certain types of services to he performed 
by E.ON’s independent auditors. Compliance with these policies is audited and monitored by the Audit Committee 
on a quarterly basis. Under the policies, the Company’s independent auditors are not allowed to perform any non- 
audit services which may impair the auditors’ indepcndence under the SEC’s rules. Furthermore, the Audit 
Committee has limited the aggregate amount of non-audit fees payable to PwC during a fiscal year to a maximum of 
40 percent of all fees. 

the following: 
In  2006, thc Audit Committee prc-approvcd the performance by PwC of material services, mainly including 

Audit Services 

0 Annual audit for E.ON’s Consolidated Financial Statements; 

* Quarterly review of E.ON’s interim financial statements: 

0 Statutory audits of financial statements of E.ON AG and of its subsidiaries under the rules of their respective 

* Attestation of internal controls as part of the external audit; and 

Attestation of regulatory filing and other compliance requirements, including regulatory advice, such as 

countries; 

carve-out reports and comfort letters. 

Audit-Related Services 

0 Accounting advice relating to transactions or events; 

e Due diligence relating to acquisitions, dispositions and contemplated transactions; 

* Consultation in accounting and corporate reporting matters; 

* Attestation of compliance with provisions or calculations required by agreements: 

* Employee benefit plan audits; 

* Agreed-upon procedures engagements; and 

* Advisory services relating to internal controls and systems documentation. 

Tax Services 

* Tax compliance services, including return preparation and tax payment planning; 

* Tax advice relating to transactions or events; 

* Transfer pricing studies; and 

0 Tax services for employee benefit plans. 

All Other Services 

Advisory services on corporate governance and risk management; 

0 Advisory services on corporate treasury processes and systems; 

e Advisory services on information systems; and 

Educational and training services on accounting and industry matters. 

Services that are not included in one of the categories listed above or in the Audit Committee’s catalogue of 
pre-approved services require specific pre-approval of the Audit Committee. An approval may not be granted if the 
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service falls into a category of services not permitted by current law or if it is inconsistent with maintaining auditor 
independence, as expressed in the rules promulgated by the SEC. 

Item 16D. Exemptions from the Listing Standards for Audit Committees. 

Information required by this Item is incorporated by reference to “Item 10. Additional Information - 
Memorandum and Articles of Association - Corporate Governance - The Supervisory Board Committees.” 

Item 16E. Purchases of Equity Securities by the Issuer and Affiliated Purchasers. 

The following table provides information on Ordinary Shares purchased by the Company in 2006: 

Total Number of 
Shares Purchased as 

Part of the Share 
Buyback Plan 

( 0  - 

Maximum Number of 
Shares that may yet 

be Purchased under the 
Share Buyback Plan 

ON 

36,353,552 
36,353,552 
36,353,552 
36,353,552 
36,353,574 
36,353,574 
36,353,574 
36,353,574 
36,353,574 
36,353,574 
36,797,269 
36,797,269 

Total Number of 
Shares Purchased 

(a) 

fbwdge Price Paid 
per Share in € 

(b) 2006 
Jan. 1-31 . . . . . . . . . . . . . .  
Feb. 1-28 . . . . . . . . . . . . . .  
Mar. 1-31 . . . . . . . . . . . . . .  
Apr. 1-30 . . . . . . . . . . . . . .  
May 1-31 . . . . . . . . . . . . . .  
Jun. 1-30 . . . . . . . . . . . . . .  
Jul. 1-31 . . . . . . . . . . . . . . .  
A u ~ .  1-31 . . . . . . . . . . . . . .  
Sep. 1-30 . . . . . . . . . . . . . .  
Oct. 1-31 . . . . . . . . . . . . . .  
NOV. 1-30 . . . . . . . . . . . . . .  
Dec. 1-31 . . . . . . . . . . . . . .  
Total..  . . . . . . . . . . . . . . . .  

3,400 88.16 

__ 

3,666 
_I 

__ 

9 1.06 
- 

_. 

I 

7,066 - 89.66 - 

(a) 366 Ordinary Shares were purchased for the benefit of the Company’s Group Works Council. 6,700Ordinary 
Shares were purchased to compensate a minority shareholder in the context of the squeeze-out proceedings 
of E.ON Bayern. All of the purchases were made in the market. 

(c)(d) Pursuant to shareholder resolutions approved at the annual general meeting of shareholders held on May 4, 
2006, the Board of Management is authorized to buy back up to 10 percent of E.ON AG’s outstanding share 
capital, or 692,000,000 Ordinaxy Shares, through November 4, 2007. Pursuant to the German Stock 
Corporation Act, the maximum number of shares the Company may purchase at any time equals 10 percent 
of 692,000,000 (or 69,200,000 Ordinary Shares) less the number of Ordinary Shares held in treasury stock at 
such time. Therefore, the maximum number of Ordinary Shares that may be purchased under the Company’s 
share buyback plan, as reflected in column D, fluctuated over the course of 2006 due to changes in the 
number of Ordinary Shares held in treasury stock, rather than due to share repurchases. The Company did not 
buy back any Ordinary Shares pursuant to this share buyback plan in 2006, as the shares purchased for the 
benefit of the Company’s Group Works Council and for compensation in the context of the E.ON Bayern 
squeeze-out were not purchased pursuant to such plan. 

For information about E.ON’s share repurchases in 2004 and 2005, see Note 17 of the Notes to Consolidated 
Financial Statements. 
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PART 111 

Item 17. Financial Statements. 

Not applicable. 

Item 18. Financial Statements. 

See pages F-1 to F-82, incorporated by reference. 

Item 19. Exhibits. 
Exhihit No. 

1.1 
4.1 

4.2 

4.3 

4.4 

4.5 

8.1 

12.1 

12.2 

13.1 

Exhibit Title 

English translation of the Articles of Association (Sazwzg)  of E.ON AG as amended to date.* 
Unofficial English translation of Framework Agreement between RAG AG, RAG Beteiligungs- 
GmbH, RAG Projektgesellschaft mbH and EBV Aktiengesellschaft, and E.ON AG, Chemie 
Verwaltungs AG and E.ON Vermogensanlage GmbH, dated May 20, 2002.*’* 
Amended and Restated Fiscal Agency Agreement between E.ON AG, E.ON International Finance 
B V., E.ON IJK PLC, and Citibank, N.A. as Fiscal Agent, and Banque du L,uxembourg S.A. and 
Citibank AG as Paying Agents, relating to the Euro 20,000,000,000 Medium Term 
Note Programme, dated August 21, 2002.** 
Sale and Purchase Agreement Regarding the Sale and Purchase of All Shares in Viterra AG 
between E.ON Viterra-Beteiligungsgesellschaft mbH, E.ON AG, Atrium Einhunderterste VV 
GmbH and Praetorium 40. VV GmbH, dated May 17, 2005.*””“ t 
EUR 37,100,000,000 Syndicated Term and Guarantee Facility Agreement, dated October 16, 2006, 
between and among E.ON, as Original Borrower and Guarantor, HSBC Bank plc, Citigroup 
Global Markets Limited, J.P. Morgan plc, BNP Paribas, The Royal Bank of Scotland plc and 
Deutsche Bank AG, as mandated lead arrangers and the other parties thereto.*’**’* 
EUR 5,300,000,000 Term Loan and Guarantee Facility Agreement, dated February 2, 2007, 
between and among E.ON, as Original Borrower and Guarantor, HSBC Bank plc, Citigroup 
Global Markets Limited, J.P. Morgan plc, BNP Paribas, The Royal Bank of Scotland plc and 
Deutsche Bank AG, as mandated lead arrangers and the other parties thereto.*‘**** 
Subsidiaries as of the end of the year covered by this annual report: see “Item 4. Information on 
the Company - Organizational Structure.” 
Certification of Chief Executive Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 
2002.‘“ 
Certification of Chief Financial Officer pursuant to Section 302 of the Sarbanes-Oxley Act of 
2002.h 
Certification of Chief Executive Officer and Chief Financial Officer pursuant to Section 906 of the 
Sarbanes-Oxley Act o f  2002.* 

* Filed herewith. 
:**: Incorporated by reference to the Form 20-F filed by E.ON AG with the Securities and Exchange 

Commission on March 19, 2003, file number 1-14688. 
*** Incorporated by reference to the Form 20-F filed by E.ON AG with the Securities and Exchange 

Commission on March 9, 2006, file number 1-14688. 
***:E Incorporated by reference to the Tender Offer Statement on Schedule TO filed by E.ON AG with the 

Securities and Exchange Cominission on January 26, 2007, file number 005-80961. 
*:**:** Incorporated by reference to Amendment No. 2 to the Tender Offer Statement on Schedule TO filed by 

E.ON AG with the Securities arid Exchange Commission 011 February 5, 2007, file number 005-80961. 
t Confidential material appearing in this document has been omitted and filed separately with the Securities 

and Exchange Commission in accordance with the Securities Exchange Act of 1934, as amended, and 
Rule 24b-2 promulgated thereunder. Omitted information has been redacted and marked with an asterisk 
and appropriate legend to indicate redaction. 
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E.ON AG AND SUBSIDIARIES 

INDEX TO CONSOLIDATED FINANCIAL STATEMENTS 
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Report of independent Registered Public Accounting Firm 

We have completed an integrated audit of E.ON AG’s 2006 consolidated financial statements and of its internal 
control over financial reporting as of December 3 1, 2006 and audits of its 2005 and 2004 consolidated financial 
statements in accordance with the standards of the Public Company Accounting Oversight Board in the IJnited 
States of America. Our opinions, based on our audits, are presented below. 

Consolidated financial statements 

We have audited the accompanying consolidated balance sheets of E.ON AG and its subsidiaries (“E.ON”) as 
of December 31,2006 and 2005, and the related consolidated statements of income, changes in stockholders’ equity 
and cash flows for each of the three years in the period ended December 31,2006. These financial statements are the 
responsibility of the Company’s management Our responsibility is to express an opinion on these financial 
statements based on our audits. 

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board 
in the IJnited States of America. Those standards require that we plan and perform the audit to obtain reasonable 
assurance about whether the financial statements are free of material misstatement. An audit includes examining, on 
a test basis, evidence supporting the amounts and disclosures in the financial statements. An audit also includes 
assessing the accounting principles used and significant estimates made by management, as well as evaluating the 
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion. 

In our opinion. the consolidated financial statements referred to above present fairly, in all material respects, 
the financial position or E.ON at December 31, 2006 and 2005, and the results of their operations and their cash 
flows for each of the three years in the period ended December 31, 2006 i n  conformity with accounting principles 
generally accepted in the United States of America. 

As discussed in Note 2 to the Consolidated Financial Statements, effective December 31,2006, E.ON adopted 
Statement of Financial Accounting Standards No. 158, “Employers’ Accounting for Defined Benefit Pension and 
Other Postretirement Plans an amendment of FASB Statements No. 87, 88, 106, and 132(R)”. 

internal control over financial reporting 

We have also audited management’s assessment, included in the accompanying “Management’s annual report 
on Internal Control over Financial Reporting” appearing under Item 15, that E.ON maintained effective internal 
control over financial reporting as of December 3 1, 2006, based on criteria established in lizternal Control - 
Inregrated Frurnework issued by the Committee of Sponsoring Organizations of  the Treadway Commission 
(COSO). The Company’s management is responsible for maintaining effective internal control over financial 
reporting and for its assessment of the effectiveness of internal control over financial reporting. Our responsibility is 
to express an opinion on management’s assessment and an opinion on the effectiveness of the Company’s internal 
control over financial reporting based on our audit. 

We conducted our audit of internal control over financial reporting in accordance with the standards of the 
Public Company Accounting Oversight Board in the United States of America. Those standards require that we plan 
and perform the audit to obtain reasonable assurance about whether effective internal control over financial 
reporting was maintained in all material respects. An audit of internal control over financial reporting includes 
obtaining an understanding of internal control over financial reporting, evaluating management’s assessment, 
testing and evaluating the design and operating effectiveness of internal control, and performing such other 
procedures as we consider necessary in the circumstances. We believe that our audit provides a reasonable basis for 
our opinions. 

A company’s internal control over financial reporting is a process designed to provide reasonable assurance 
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in 
accordance with generally accepted accounting principles. A company’s internal control over financial reporting 
includes those policies and procedures that (i) pertain to the maintenance of records that, in  reasonable detail, 
accurately and fairly reflect the transactions and dispositions of the assets of the company; (ii) provide reasonable 
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance 
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with generally accepted accounting principles, and that receipts and expenditures of the company are being made 
only in accordance with authorizations of management and directors of the company; and (iii) provide reasonable 
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company's 
assets that could have a material effect on the financial statements. 

Because of its inherent limitations, internal control over financial reporting may not prevent or detect 
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that 
controls may become inadequate because of changes in conditions, or that the degree of compliance with the 
policies or procedures may deteriorate. 

In our opinion, management's assessment that E.ON maintained effective internal control over financial 
reporting as of December 31,2006, is fairly stated, in  all material respects, based on criteria established in Intertial 
Control - Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway 
Commission (COSO). Also, in our opinion, E.ON maintained, in all material respects, effective internal control 
over financial repoxting as of December 31, 2006, based on criteria established in Internal Control - Integrated 
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission (COSO). 

Dusseldorf, 
March 6, 2007 

Pricewaterhousecoopers 
Aktiengesellschaft 
Wirtschaftsprufungsgesellschaft 

l s l  LAUE -~ Is/ DR. VOCELPOTH 
Dr. Vogelpoth Laue 
Wirtschaftsprii fer Wirtschaftspriifer 
(German Public Auditor) (German Public Auditor) 
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E.ON AG AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF INCOME 
($ / € in millions, except for per share amounts) 

Year Ended December 31, 
2004 ____ - - 2005 - 2006 Note E 

Public utility sales . . . . . . . . . . . . . . . . . . . . . . . . . . . .  $ 60,838 € 46,100 E39,729 E 34,054 
Gassales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  32,976 24,987 17,914 13,227 

Sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (31) 89,422 67,759 56,141 46,489 
Electricity and petroleum tax I . . I . , . . (4,701) (3,562) (4,525) (4,339) 

Sales, net of electricity a 84,721 64,197 51,616 42,150 

Cost of goods sold -- Public utility (45,723) (34,646) (28,482) (23,019) 

4,359 3,303 1,467 766 Cost of goods sold and s 
Cost of goods sold and services provided. . . . . . . . . . .  (69,026) (52,304) (40,603) (3 1,270) 
Gross profit on sales. I I . , I , I . I . . I I I ~ . . , 15,695 11,893 11,013 10,880 
Selling expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (5,729) (4,341) (3,845) (4,226) 
General and administrative expenses . . . . . . . . . . . . . . . . .  (2,341) (1,774) (1.516) (1,334) 
Other operating income (expenses), net . . . . . . . . . . . . . . .  (5) (1,119) (848) 1,674 1,378 
Financial carnings, net . . . . . . .  (6) (835) (633) (607) (1,014) 
Income/(Loss) from companies a 

1,103 836 433 648 ( I l c )  ______ _____ ~ - equity method . . I . . . . . . 
Income/(Loss) from continuing operations before income 

taxes and minority inte 6,774 5,133 7,152 6,332 
. . . . . . . . . . . .  426 323 (2,261) (1,852) (7) ~ - - - Income taxes 

Income/(Loss) from conti 
taxes. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7,200 5,456 4,891 4,480 

Minority interests. . , I . . I I . I , . . I I I ~ . . . . I . I I (8) (694) (526) (536) (469) 
Income/(Loss) from continuing operations 6,506 4,930 4,355 4,011 
Income/(Loss) from discontinued operatio 

Other sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (4,392) (3,328) (1,502) (792) 

Cost of goods sold - Gas (27,662) (20,961) (13,588) (9,017) 
---- 

applicable income taxes of €42. €(35) and E95. 
168 127 3,059 328 

. . . . . . . . . . . . . . .  6,674 5.057 7,414 4,339 

(4) -- ____I - - 

- (7) ______( 

- . . . . . . . . . . . . . .  - --- 
6,674 5,057 7,407 4,339 

Income/(Loss) from continuing o 9.87 7.48 6.61 6.11 
0.25 0.19 4.64 0.50 

- - (0.01) - 
10.12 7.67 11.24 6.61 

Income/(L,oss) from continuing operations . . . . . . . . . .  9.87 7.48 6.61 6.1 1 
Income/(Loss) from discontinued operations, net . . . . . .  0.25 0.19 4.64 0.50 

---- ---- 
. . . . . .  . . . . . . . . . .  Basic earnings per share: (10) 

. . . . . . . . . . .  
~ - - -  - ~ _ _ _ _ _ _ -  

. . . . . . . . . . . . . . . . . . . . . .  Diluted earnings per share: (10) 

__ __ (0.01) - 
. . . . . . . . . . . .  10.12 7.67 11.24 6.61 

. . . . . . . . . . . . .  - ~ - -  net. 

- ~ ~ -  

* Note 1 

The accompanying Notes are an integral part of these Consolidated Financial Statements. 
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E.ON AG AND SUBSIDIARIES 

CONSOLIDATED BALANCE SHEETS 
(4 in millions) 

ASSETS 
Goodwill . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other financial 
Financial recei 

Securities and fixed-term dep 

Current assets 
Totalassets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

December 31, 
2006" 2006 Note - 

~ __ 

Note - 
STOCXWOLDERS' EQUITY AND LIABILITIES 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (17) Capital stock.. 
Additional paid-in capital (18) 
Retained earriings . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . .  (19) 
Accumulated other comprehensive income (20) 
Treasury stock. (17) 
Stockholders' equity . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . .  
Minority interests . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (21) 
Financial liabilities (24) 
Operating liabilities and deferred income (24) 
Provisions for pensions (22) 
Other provisions (23) 
Defe'erred tax liabilities. (7) 
Non-current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Financial liabilities (24) 
Operating liabilities and deferred income (24) 
Provisions for pensions (22) 
Other provisions (23) 
Liabilities of disposal groups (4) 
Deferred tax liabilities. (7) 
Current liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

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

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

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

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

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

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

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

$ 19,959 e 15,124 
4,948 3,749 

56,367 42,712 
10,514 7,967 
26,836 20,335 

1,839 1,394 

4,689 3,553 
1,993 1,510 

__________I 127,145 96,344 
5,266 3,990 
1,870 1,417 

_ _ _ _ _ _ ~  

24,199 18,337 
775 587 

5,870 4,448 
1,520 1,152 

805 610 
458 347 

40,763 30,888 
167,908 127,232 

_I_____ 

~ _ _ _ _ _ _  
~~ 

~~ 

December 31, 
2006 

- 
- _I 

2006" 

$ 2,374 
15,520 
34,7 13 
10,838 

(304) 
63,141 

6,489 
13,143 
7,715 
4,974 

26,929 
9,626 

62,387 
4,540 

19,273 
153 

10,296 
812 
817 

35,891 
~- 

e 1,799 
1 1,760 
26,304 

8,212 
(230) 

47,845 
4,917 
9,959 
5,846 
3,769 

20,406 
7,294 

47274 
3,440 

14,604 
116 

7,802 
615 
619 

27,196 

__1-- 

-- 

-- 

. . . . . . . . . . . . . . . . . .  167,908 127,232 
~~ -~ Total stockholders' equity and liabilities 

I_ 

2005 - 

€ 15,363 
4,125 

41,323 
9,689 

16,119 
2,059 

3,530 
1,706 

93,914 
2,457 
1,060 

18,180 
98 

5,453 
4,346 

68 1 
373 

32,648 
126,562 

-- 

2005 ___ 

e 1,799 
I 1,749 
25,861 
5.33 1 

4,734 
10,555 
6,365 
8,290 

19,112 
7,929 

52.251 

-- 

3,807 
13,504 

430 
6,030 

83 1 
49 1 

25,093 
126,562 

1: Note 1 
The accompanying Notes are an integral part of these Consolidated Financial Statements. 
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E.ON AG AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF CASH FLOWS 
(e in millions) 

Year Ended December 31, 
~~g~ 

Netincome . . "  , . ~  " , .  . " , . . " " "  _ _ _ . " _  . . . $ 6,674 € 5,057 €7,407 €4,339 
income applicable to minority interests . . I l . _ l _ . . _ . . ~ I I . . _ . . ~ ~  . . "  694 526 536 469 
Adjustments to reconcile net income to net cash provided by operating activities 

Income from discontinued operations . . I . . . I I , I I . . . . , I . , . . I I I I . . I . (168) (127) (3,059) (328) 
Depreciation, amortization and impairment on intangible asset.., property, plant. 

equipment and equity investments. . . . I . I . . I . . . . , I . . . . " I . . . . , I 4.950 3,751 3,030 3,014 
Changes in provisions . I I . . , I . . I I . . , . . , I I I . I . . . 2,376 1,800 (362) 68 
Changes in deferred laxes" . . . .( , . ~ ~ , ~ . . I . , I , . I . , I . I 1 . . (1,090) (826) 390 (570) 
Other non-cash income and expenses I . I . , . I . . . . I I . . I I . (494) (374) 90 209 
GaidLoss on disposal: 

Equity investments . , . I . . . . . . " " .  . . . I I . . . (974) (738) (44) (397) 
Intangible assets and property. plant and equipment . I . . I . . . . . . , I I . . (120) (91) (36) (31) 
Securities (other than trading) (> ? months) . . .  . . . . ~  . . . " _ . _ . .  (650) (493) (398) (240) 

Inventories . , . . I . I . . . I . . . I I . . . . " ,  " . .  " . .  . I .  I . (1.793) (1,359) (281) (279) 
Trade receivables " . . . . I . , , . . I , . . , , . . I . I , . . I . . I . I (1,918) (1,453) (1,502) (195) 
Other operating receiwbles , I , I . I , I . 1 . . . . . I I . , . . . , I I . . . . 888 673 (3.828) (21) 
Trade payables I . . . I , . . . I . ~ . . . . . . , . , I . I . . , I I . . . . . 113 86 1,386 (119) 
Other operating liabilities . . . I . . . . , , . . . . I I . . , I . . I I . I . . . . . 1,006 762 3,215 (143) 

9,494 7,194 6,544 5,776 

. . .  " . I . . . . _  " . .  , "  ^ _ . "  . . .  I I  " " . .  4,818 3.651 6.093 1.619 
Intangible assets and property, plant and equipment I I . . I I . 1 " I . . . . . I . . . 400 303 201 269 

Equity investments I I . . . . I . I . . . I . . . . . . . I I . . I . (1.423) (1,078) (985) (2,203) 
Intangible assets and property. plant and equipment I . , I . I I I . I . . I . " . I (5,388) (4,083) (2,956) (2,574) 

Changes in securities (other than trading) (> 3 months). I . . . . , I I I . . I . , . I I . (1.017) (771) (568) (135) 
Changes in financial receivables and fixed-tern deposits . I I . . . . . . , . I . . , . . I I (3.127) (2,369) (1,339) 2.697 

Cash provided by (used for) investing activities . . , I . . I . . . . I . I " . . . , (5,940) (4,501) 442 (359) 

Payments received from/(madr for) treasury stock, net . . I I . . , . I , " 1 . . . I I 37 28 (33) - 
Payment of cash dividends to 

Stockholders of E.ON AG . . . . I I . . . . . I . . I . . . . I . . , . . " . (6.089) (4,614) (1.549) (1,312) 
Minority stockholders I I . . , I . I . , . . . , . . . I . . " " . ,  . " " ^ . " .  (319) (242) (239) (278) 

Proceeds from financial liabilities I . . . . . . . , I I , I . I . I I , I . I , 14.313 10.846 3.013 3.522 
Repayments of financial liabilities I . I , . . I I . I . . . , . . . ~ I . . I I , , . . (15,662) ( I  1,868) (7,624) (6,684) 
Cash provided by (used for) financing activities " . . , . . . , . . . . . I I . . . I I (7,719) (5,849) (6,458) (4,749) 

Net increase (decrease) in cash and cash equivalents I . . I . . , . I . . . I I . . . (4,165) (3,156) 528 668 
Cash provided by operating activities of discontinued operations , I . I , . I I . . I . . . 91 69 114 196 
Cash used for investing activities of discontinued operations . I . I . . I I I . I . . . I I (144) (109) (315) (269) 

3 2 (171) 288 Cash provided by financing activities of discontinued operations " . " " . " 

Net increase in cash and cash equivalents from discontinued operations. . . . I . I I . I (50) (38) (372) 215 

77 (60) 

Cash and cash equivalents at the beginning of the period . . . . I I . . . I , I I . . . 5,735 4,346 4.113 3,290 

Cash and cash equivnlents from continuing operations at the end of the period . I 1,520 1,152 4,346 4,113 

Changes in current assets and other operating liab 

~ - - -  
_ _ _ _ - _ _ _ _ _ -  Cash provided by operating activities . " . . I . I , . , ^ , . . .  

Proceeds from disposal of 

Purchase of 

Changes in restricted cash . . I I 1 . . . . . 1 I I . . . I . I . , . . I " . . . . (203) 1154) (4) (32) 

Payments received from/(made for) capital including minority interests. . . . I . . I . .  1 1 (26) 3 

. ~ - -  

_ I _ - -  

, " . " " . . . . . . 

__ - ---- Effect of foreign exchange rates on cash and cash equivalents . . I . I " I ^ .  " 

- - - ~  
- ~ - -  - _ _ _ - _ _ _  

* Note 1 

The accompanying Notes are an integra1 part of these Consolidated Financial Statements. 
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E.ON AG AND SUBSIDIARIES 

CONSOLIDATED STATEMENTS OF CHANGES IN STOCKHOLDERS’ EQUII‘Y 
(€ in millions) 

Accumulated other eomprehcnsive income 
Additional Currcncy Available- Minimum 

Capital paid-in Rctaincd translation for-sale pension Cash flow Treasury 
stock capital earnings adjustments securities liability SFAS 158 hedges stock Total 

Balance as of 
January 1,2004 I . . 

Shares reacquiredsold . , 
Dividends paid . I . , I . 
Net income I I . I I I 

Other comprehensive 
income. . . . . . . . . . .  

Total comprehensive 
income. . . . . . . . .  

Balance as of 
December 31,2004 I 

Shares reacquiredsold I 

Dividends paid . . I I 

Net income . . I , . . ” .  

Other comprehensive 
income . . . . . . . . . . .  

Total comprehensive 
income. . . . . . . . .  

Balance as of 
December 31,2005 I . . 

Shares reacquiredsold . , 
Dividends paid . . . . . .  
Net income . . . . . . . .  
Other comprehensive 

income. . . . . . . . . .  
Total comprehensive 

income . . . . . . . . .  
SFAS I58 . . . . . . . . . . .  
Balance as of 

December 31,2006 . 

1,799 11,564 16,976 (1,021) 1,184 (492) - 20 (256) 29,774 
182 1 82 

(1,312) (1,312) 
4,339 4,339 

125 994 (598) 56 577 

4.9 16 

1,799 11;746 2o,oo3 (896) 2,178 (1,090) ___ - ___ 76 (256) 33560 
3 3 

( 1,549) ( 1,549) 
7,407 7.407 

620 4.698 (312) 57 5,063 

~ - - - - - - ~ -  - _ _ .  

- 

11.470 - -  - ___. __I ~ - - I_- -. 

1,799 11,749 25,861 (276) E (1,402) ~ - ___ 133 (256) 44,484 
1 1  26 37 

(4.614) (4,614) 
5,057 5,057 

I67 3,139 346 - (221) 3,431 

8,488 
(550) 

- _ _ I  

- _ I _ _  

1.056 (1.606) - - - - - - - - -  

- (1,606) (s8) (zJa) 1,799 11360 26,304 (109) lo,o15 ____ ___ -~ - - - - - - - - -  

The accompanying Notes are an integral part of these Consolidated Financial Statements. 
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NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS 

(1) Basis of Presentation 

The Consolidated Financial Statements of E.ON AG and its consolidated companies (“E.ON,” the “E.ON 
Group” or the “Company”), Diisseldorf, Germany, have been prepared in accordance with generally accepted 
accounting principles in the tJnited States of America ( “ U S  GAAP”). 

The E.ON Group is an internationally active group of energy companies with integrated electricity and gas 
operations based in Germany. Effective January 1, 2004, the Group has been organized around five defined target 
markets: 

The Central Europe market unit, led by E.ON Energie AG (“E.ON Energie”), Munich, Germany, operates 
E.ON’s integrated electricity business and the downstream gas business in Central Europe. 

Pan-European Gas is responsible for the upstream and midstream gas business. Moreover, this market unit 
holds predominantly minority shareholdings in the downstream gas business. This market unit is led by 
E.ON Ruhrgas AG (“E.ON Ruhrgas”), Essen, Germany. 

0 The U.K. market unit encompasses the integrated energy business in the United Kingdom. This market unit 

* The Nordic market unit, which is led by E.ON Nordic AB (“E.ON Nordic”), Malmii, Sweden, focuses on the 
integrated energy business in Northern Europe. It operates through the integrated energy company E.ON 
Sverige AB (“E.ON Sverige”), Malmo, Sweden. 

* The 1J.S. Midwest market unit, led by E.ON U.S. LL.C (“EON U.S,”), Louisville, Kentucky, U.S., is 

The Corporate Center contains those interests held directly by E.ON AG that are not allocated to a particular 
segment, as well as E.ON AG itself. 

These market units form the core energy business and are at the same time segments as defined in Statement of 
Financial Accounting Standards (“SFAS”) No. 131, “Disclosures about Segments of an Enterprise and Related 
Information” (“SFAS 131”). The Corporate Center as part of the core energy business also contains the 
consolidation effects that take place at the Group level. 

The other activities of the E.ON Group included the activities of Degussa AG (“Degussa”), Diisseldorf, 
Germany, which was accounted for under the equity method until the final disposal of E.ON’s minority interest in 
the third quarter of 2006. 

is led by E.ON UK plc. (“E.ON UK’)), Coventry, U.K. 

primarily active in the regulated energy market in the U.S. state of Kentucky. 

Note 31 provides additional information about the market units. 

Pursuant to Article 57 Sentence 1 No. 2 of the Introductory Law to the German Commercial Code 
(“EGHGB”), E.ON is exempted from the requirement to prepare consolidated financial statements in accordance 
with the International Financial Reporting Standards (“IFRS”) and a management report in accordance with 
Article 31Sa of the German Commercial Code (“HGB”) for the 2006 fiscal year. E.ON is preparing consolidated 
financial statements and a management report in accordance with internationally accepted accounting standards 
(U.S. GAAP), as provided for by Article 292a HGB, in combination with Article 58 ( 5 )  Sentence 2 EGHGB. For an 
assessment of the conformity of U.S. GAAP regulations with the Fourth and Seventh EU Accounting Directives, 
E.ON refers to German Accounting Standard (“DRS”) No. 1 ,  “Exempting Consolidated Financial Statements in 
accordance with Article 292a HGB,” and DRS No. la, “Exempting Consolidated Financial Statements in 
accordance with Article 292a HGB - U.S. GAAP Consolidated Financial Statements: Goodwill and Other 
Intangible Assets,” as well as to the transitional regulations of German Accounting Amendment Standard 
(“DRAS”) No. 2, Article 2. 

Solely for the convenience of the reader, the December 31, 2006, financial statements (except the changes in 
stockholders’ equity) have also been translated into United States dollars (“$”) at the rate of € 1  = $1.3197, the Noon 
Buying Rate of the Federal Reserve Bank of New York on December 29, 2006. Such translation is unaudited. 
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(2) 

Principles of Consolidation 

Summary of Significant Accounting Policies 

The Consolidated Financial Statements include the accounts of E.ON AG and its consolidated subsidiaries. 
The subsidiaries, associated companies and other related companies have been included in the Consolidated 
Financial Statements in accordance with the following criteria: 

* Majority-owned subsidiaries in which E.ON directly or indirectly exercises control through a majority of the 
stockholders’ voting rights (“affiliated companies”) are generally fully consolidated. However, certain 
subsidiaries controlled by E.ON that are inconsequential, both individually and in the aggregate, are 
accounted for at cost with no subsequent adjustment, unless impaired. Financial Accounting Standards 
Board (“FASB”) Interpretation (“FIN’) No. 46 (revised December 2003), “Consolidation of Variable 
Interest Entities, an Interpretation of ARB No. 5 I ”  (“FIN 46(R)”), requires E.ON to consolidate so-called 
variable interest entities in which it  is the primary beneficiary for economic purposes, even if it does not have 
a controlling interest. 

0 Majority-owned companies in which E.ON does not exercise management control due to restrictions 
concerning the control of assets and management (“unconsolidated affiliates”) are generally accounted for 
under the equity method. Companies in which E.ON has the ability to exercise significant influence on 
operations (“associated companies”) are also accounted for under the equity method. These are mainly 
companies in which E.ON holds an interest of between 20 and 50 percent. However, certain associated 
companies controlled by E.ON that are inconsequential, both individually and in the aggregate, are 
accounted for at cost with no subsequent adjustment, unless impaired. 

* All other share investments are accounted for under the cost method or, if marketable, at fair value. 

A list of all E.ON shareholdings and other interests is published in a separate listing of shareholdings in the 
German Electronic Federal Gazette (“elektronischer Bundesanzeiger”). 

Intercompany results, sales, expenses and income, as well as receivables and liabilities between the 
consolidated companies are eliminated. If companies are accounted for under the equity method, intercompany 
results are eliminated in the consolidation process if and to the extent that these are material. 

Business Combinations 

In accordance with SFAS No. 141, “Business Combinations” (“SFAS 141”), all business combinations are 
accounted for under the purchase method of accounting, whereby all assets acquired and liabilities assumed are 
recorded at their fair value. After adjustments to the fair values of assets acquired and liabilities assumed are made, 
any resulting positive differences are capitalized in the balance sheet as goodwill. Situations in which the fair value 
of net assets acquired is greater than the purchase price paid result in an excess that is first allocated as a pro rata 
reduction of certain acquired assets. Should any such excess remain, the remaining amount is recognized as a 
separate gain. Goodwill arising in companies for which the equity method is applied is calculated on the basis of the 
same principles that are applicable to fully consolidated companies. 

Foreign Currency Translation 

The Company’s transactions denominated in currencies other than the euro are translated at the current 
exchange rate at the time of the transaction and adjusted to the current exchange rate at each balance sheet date; any 
gains and losses resulting from fluctuations in the relevant currencies are included in other operating income and 
other operating expenses, respectively. Gains and losses from the translation of financial instruments used to hedge 
the value of its net investments in its foreign operations are recorded with no effect on net income as a component of 
stockholders’ equity. The assets and liabilities of the Company’s foreign subsidiaries with a functional currency 
other than the euro are translated using year-end exchange rates, while the statements of income are translated using 
annual-average exchange rates. Significant transactions of foreign subsidiaries occurring during the fiscal year are 
included in the financial statements using the exchange rate at the date of the transaction. Differences arising from 
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the translation of assets and liabilities, as well as gains or losses in comparison with the translation of prior years, are 
included as a separate component of stockholders’ equity and accordingly have no effect on net income. 

The following chart depicts the movements in exchange rates for the periods indicated for major currencies of 
countries outside the European Monetary Union ( I ) :  

€1, rate as of 
December 31, - average rate 

€1, annual 

IS0 Code 2006 ___ 2006 ___ 200s __ 2004 200s _.- - _ _ _  

British pound . . . ~. . . I 1 I .  . I .  ~ ~. ” . .  . I . . . GBP 0.67 0.69 0.68 0.68 0.69 
Norwegian krone . “ .  . . ” . .  . . . “ .  . . . . . . . I .  NOK 8.24 7.99 8.05 8.01 8.00 
Swedish krona ” .  “ .  . I . I I I .  . . . . . . ~. I .  . . . SEK 9.04 9.39 9.25 9.28 9.12 
Hungarian forint . I . .  . . . 1 .  ~. . . . ” .  . “ .  . . . . HUF 251.77 252.87 264.26 248.05 251.68 
[J.S. dollar I . I ” . .  . . . “ . .  . . . . . I . . ~ . . I “ .  . USD 1.32 1.18 1.26 1.24 1.13 

( 1 )  The countries within the European Monetary Union in 2006 were Austria, Belgium, Finland, France, Germany, 
I __ 

Greece, Ireland, Italy, Luxembourg, The Netherlands, Portugal and Spain. 

Presentation of Sales and Cost of Goods Sold and Services Provided 

“Public utility sales’’ and “Cost of goods sold - Public utility” are shown separately in the Consolidated 
Statcments of Income and include the total sales and cost of goods sold of the reportable segments Central Europe, 
U.K., Nordic and U.S. Midwest. 

“Gas sales’’ and “Cost of goods sold - Gas” reflect the supply, transmission, storage and sale of natural gas 
from the reportable segment Pan-European Gas. 

“Other sales” and “Cost of goods sold and services provided - Other” are presented in the Consolidated 
Statements of Income and primarily include consolidation effects at the Group level. 

Revenue Recognition 

The Company generally recognizes revenue upon delivery of products to customers or upon fulfillment of 
services. Delivery has occurred when the risks and rewards associated with ownership have been transferred to the 
buyer, compensation has been contractually established and collection of the resulting receivable is probable. The 
following is a description of E.ON’s major revenue recognition policies in the various segments. 

Core Energy Birsiiiess 

Sales in the Central Europe, Pan-European Gas, [J.K., Nordic and U.S. Midwest market units result mainly 
from the sale of electricity and gas to industrial and commercial customers and to retail customers. Additional 
revenue is earned from the distribution of electricity and deliveries of steam and heat. 

Revenue from the sale of electricity and gas to industrial and commercial customers and to retail customers is 
recognized when earned on the basis of a contractual arrangement with the customer; it reflects the value of the 
volume supplied, including an estimated value of the volume supplied to customers between the date of their last 
meter reading and year-end. 

Net gains on derivative financial instruments used for proprietary trading are presented in the line item “Sales”. 

Other Activities 

Sales at Viterra AG, Essen and subsidiaries (“Viterra”), which in 2005 and 2004 were included in “Income/ 
L.oss from discontinued operations, net” and which were derived from the business of residential real estate and 
from the growing business of real estate development, were recognized net of discounts, sales incentives, customer 
bonuses and rebates granted when risk is transferred, remuneration is contractually fixed or determinable and 
satisfaction of the associated claims is probable. Sales attributable to services under long-term contracts (in 
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particular property leases and service contracts) were recognized according to the terms of the contracts or at the 
point when the relevant services were rendered. 

Electricity Tax 

The electricity tax is levied on electricity delivered to retail customers by domestic utilities in Germany and 
Sweden and is calculated on the basis ofa fixed tax rate per kilowatt-hour (kWh). This rate varies between different 
classes of customers. 

Energy Taxes 

The new German Energy Tax Act (“Energiesteuergesetz:’ “EnergieStG’) regulates the taxation of energy 
generated from petroleum, natural gas and coal. It replaced the Petroleum Tax Act effective August 1,2006. Under 
the Energy Tax Act, natural gas tax is not levied until delivery to the end consumer. Under the previously applicable 
Petroleum Tax Act, natural gas tax became due at the time of the procurement or removal of the natural gas from 
storage facilities. 

Taxes other than Income Taxes 

Taxes other than income taxes totaled e190 million in 2006 (2005: €57 million; 2004: €78 million) and 
consisted principally of property taxes and higher taxes on installed nuclear and hydroelectric powercapacities in 
Sweden. In 2005 and 1004, taxes other than income taxes consisted primarily of property tax and real estate transfer 
taxes. 

Cost of Goods Sold and Services Provided 

Cost of goods sold and services provided primarily includes the cost of generation, procured electricity and 
gas, the cost of raw materials and supplies used to produce energy, depreciation of the equipment used to generate, 
store and transfer electricity and gas, personnel costs directly related to the generation and supply of energy, as well 
as costs incurred in the purchase of production-related services. Net losses on derivative financial instruments used 
for proprietary trading are presented in the line item “Cost of goods sold and services provided.” 

Selling Expenses 

Selling expenses include all expenses incurred in connection with the sale of energy. These primarily include 
personnel costs and other sales-related expenses of the regional utilities in the Central Europe market unit. 

Administrative Expenses 

Administrative expenses primarily include the personnel costs for those employees who do not work in the 
areas of production and sales, as well as the depreciation of administration buildings. 

Accounting for Sales of Stock of Subsidiaries or Associated Companies 

If a subsidiary or associated company sells its stock to a third party, leading to a reduction in E.ON’s ownership 
interest of the relevant company (“dilution”), in accordance with SEC Staff Accounting Bulletin (“SAB”) No. 5 1, 
“Accounting for Sales of Stock o fa  Subsidiary” (“SAB 51’7, gains and losses from these dilutive transactions are 
included in the income statement under “Other operating income (expenses), net”. 

Advertising Costs 

Advertising costs are expensed as incurred and totaled €281 million in 2006 (2005: €156 million; 2004: 
€130 million). 
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Research and Development Costs 

totaled e27 million in 2006 (2005: €24 million; 2004: €19 million). 
Research and development costs are expensed as incurred, and recorded as other operating expenses. They 

Earnings per Share 

Earnings per share (“EPS”) are computed in accordance with SFAS No. 128, “Earnings per Share” 
(“SFAS 128”). Basic (undiluted) EPS is computed by dividing consolidated net income by the weighted average 
number of ordinary shares outstanding during the relevant period. The computation of diluted EPS is identical to 
basic EPS, as E.ON AG does not have any dilutive securities. 

Goodwill and Intangible Assets 

Goodwill 

SFAS No. 142, “Goodwill and Other Intangible Assets’’ (“SFAS 142”), requires that goodwill not be 
periodically amortized, but rather be tested for impairment at the reporting unit level on an annual basis. Goodwill 
must be evaluated for impairment between these annual tests if events or changes in circumstances indicate that 
goodwill might be impaired. The Company has identified its reporting units as the operating units one level below 
its reportable scgments. 

The testing of goodwill for impairment involves two steps: 

* The first step is to compare each reporting unit’s fair value with its carrying amount including goodwill. If a 
reporting unit’s carrying amount exceeds its fair value, this indicates that its goodwill may be impaired and 
the second step is iequired. 

0 The second step is to compare the implied fair valuc of the reporting unit’s goodwill with the carrying 
amount of its goodwill. The implied fair value is computed by allocating the reporting unit’s fair value to all 
of its assets and liabilities in a manner that is similar to a purchase price allocation i n  a business combination 
i n  accordance with SFAS 141. The remainder after this allocation is the implied fair value of the reporting 
unit’s goodwill. If the fair value of goodwill is less than its carrying value, the difference is recorded as an 
impairment. 

The annual testing of goodwill for impairment at the reporting unit level, as required by SFAS 142, is carried 
out in the fourth quarter of each year. 

Intangible Assets Not Subject to Aniortizution 

SFAS 142 also requires that intangible assets other than goodwiil be amortized over their useftit Iives unless 
their lives are considered to be indefinite. Any intangible asset that is not subject to amortization must be tested for 
impairment annually, or more frequently if events or changes in circumstances indicate that the asset might be 
impaired. This impairment test for intangible assets with indefinite lives consists of a comparison of the fair value of 
the asset with its carrying value. Should the carrying value exceed the fair value, an impairment loss equal to the 
difference is recognized in other operating expenses. 

Intangible Assets Subject to Amortization 

Intangible assets subject to amortization are classified into marketing-related, customer-related, contract- 
based, and technology-based, all of which are valued at cost and amortized using the straight-line method over their 
expected useful lives, generally for a period between 5 and 2.5 years or between 3 and 5 years for software, 
respectively. 

Accounting for internally-developed software for internal use within the Company is governed by the 
guidelines of the American Institute of Certified Public Accountants (“AICPA”) Statement of Position (“SOP”) 
98-1, “Accounting for the Costs of Computer Software Developed or Obtained for Internal Use.” In accordance with 
this SOP, any costs incurred from the moment at which the decision on the implementation and on all functions, 
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characteristics and specifications of the software was made, are capitalized and amortized over the probable useful 
life. Any costs incurred up to that point are immediatcly expensed. 

Intangible assets with definite lives subject to amortization are reviewed for impairment in accordance with 
SFAS No. 144, “Accounting for the Impairment or Disposal of Long-Lived Assets” (“SFAS I@’), whenever events 
or changes in circumstances indicate that the carrying amount may not be Iecoverable. 

Please see Note 1 ](a) for additional information about goodwill and intangible assets 

Property, Plant and Equipment 

Property, plant and equipment are valued at historical or production costs, including asset retirement costs to be 
capitalized and depreciated over their expected useful lives, generally using the straight-line method, as 
summarized in the following table. 

Buildings . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10 to 50years 
Technical equipment, plant and machinery . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10 to 65 years 
Other equipment, fixtures, furniture and office equipment. . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 to 25 years 

Property, plant and equipment are reviewed for impairment whenever events or changes in circumstances 
indicate that the carrying amount may not be recoverable. Recoverability is measured in accordance with SFAS 144 
by comparison of the cawing amount of the asset and its expected undiscounted future cash flows. If such a long- 
lived asset’s carrying amount exceeds its undiscounted future cash flows, the carrying value of such an asset is 
written down to its lower fair value. Unless quoted market prices in active markets are available, fair value is 
measured by discounted estimated future cash flows. If necessary, the remaining useful life of the asset is 
correspondingly revised. 

Interest on debt apportioned to the construction period of qualifying assets is capitalized as a part of their cost 
of acquisition or construction. The additional cost is depreciated over the expected useful life of the related asset, 
commencing on the completion or commissioning date. 

Repair and maintenance costs are expensed as incurred. 

Leasing 

Leasing transactions are classified according to the lease agreements which specify the benefits and risks 
associated with the leased property. E.ON concludes some agreements in which it is the lessor and other agreements 
in which it is the lessee. 

Leasing transactions in which E.ON is the lessee are differentiated into capital leases and operating leases. In a 
capital lease, the Company receives the economic benefit of the leased property and recognizes the asset and 
associated liability on its balance sheet. All other transactions in which E.ON is the lessee are classified as operating 
leases. Payments made under operating leases are recorded as an expense. 

Leasing transactions in which E.ON is the lessor and the lessee enjoys substantially all the benefits and bears 
the risks of the leased property are classified as sales-type leases or direct financing leases. In these two types of 
leases, E.ON records the present value of the minimum lease payments as a receivable. The lessee’s payments to 
E.ON are allocated between a reduction of the lease obligation and interest income. All other transactions in which 
E.ON is the lessor are categorized as operating leases. E.ON records the leased property as an asset and the 
scheduled lease payments as income. 

Financial Assets 

Shares in associated companies are generally accounted for under the equity method. E.ON’s accounting 
policies are also generally applied to its associated companies. Other share investments that are marketable, similar 
to securities, are valued in accordance with SFAS No. 1 15, “Accounting for Certain Investments in Debt and Equity 
Securities” (“SFAS 115”). SFAS 115 requires that a security be accounted for according to its classification as 
trading, available-for-sale or held-to-niakurity. Debt securities that the Company does not have the positive intent 
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and ability to hold to maturity, as well as all marketable securities, are classified as available-for-sale securities. The 
Company does not hold any securities classified as trading or held-to-maturity. 

Securities classified as available-for-sale are carried at fair value, with any resulting unrealized gains and 
losses net of related deferred taxes reported as a separate component ofstockholders’ equity until realized. Realized 
gains and losses are recorded based on the specific identification method. Unrealized losses on all marketable 
securities and investments that are other than temporary are recognized in the line item “Financial earnings, net” as 
“Write-down of financial assets and other share investments.” 

The residual value of debt securities is adjusted for premiums and discounts which remain to be amortized or 
accreted until maturity of the respective security. Such amortization and accretion is included in income. Realized 
gains and losses on such securities are respectively included in “Other operating income (expenses), net.” Other 
share investments that are nonmarketable are accounted for at acquisition cost. 

Inventories 

The Company valucs inventories at thc lower of acquisition or production cost or market value. Raw materials, 
products and goods purchased for resale are primarily valued at average cost. Gas inventories are generally valued at 
L.IFO. In addition to production materials and wages, production costs include material and production overheads 
based on normal capacity. The costs of general administration, voluntary social benefits and pensions are not 
capitalized. Inventory risks resulting from excess and obsolescence are provided for by appropriate valuation 
allowances. 

Receivables and Other Assets 

Receivables and other assets are recorded at their nominal values. Valuation allowances are provided for 
identified individual risks. Further, if the recoverability of a certain portion of the receivables is not probable, 
valuation allowances are provided to cover the expected loss. 

Emission Rights 

Emission rights held under national and international emission-rights systems are reported as inventory. 
Emission rights are capitalized at their acquisition costs when issued for the respective reporting period as (partial) 
fulfillment of the notice of allocation from the responsible national authorities. Emission rights are subsequently 
valued at amortized cost. The consumption of emission rights is valued at average cost. Any shortfall in emission 
rights is accnied throughout the year within other provisions. The expenses incurred for the consumption of 
emission rights and the recognition of a corresponding provision are reported under cost of goods sold. 

As part of operating activities, ernjssion rights are also held for proprietary trading purposes. Emission rights 
held for proprietary trading are reported tinder “Operating receivables, other operating assets and prepaid 
expenses”. 

Discontinued Operations and Assets Held for Sale 

Discontinued operations are those operations of a reportable or operating segment, or of a component thereof, 
that either have been disposed of or are classified as held for sale. Assets and liabilities attributable to a component 
must be clearly distinguishable from the other consolidated entities in terms of their operations and cash flows. In 
addition, the reporting entity must not have any significant continuing involvement in the operations classified as a 
discontinued operation. 

Also reported under assets and liabilities of discontinucd operations are groups of long-lived assets held for 
disposal in one single transaction together with other assets and liabilities (“disposal groups”). SFAS 144 requires 
that certain defined criteria be met for an entity to be classified as a disposal group, and specifies the conditions 
under which a planned transaction becomes reportablc separately as a discontinued operation. 

Gains or losses from the disposal and income and expenses from the operations of a discontinued operation are 
reported under “Incomebss from discontinued operations, net”; prior-year income statement figures are adjusted 
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accordingly. Cash flows of discontinued operations are stated separately in the Consolidated Statement of Cash 
Flows. However, there is no reclassification of prior-year balance sheet line items attributable to discontinued 
operations, as such reclassification is not required by SFAS 144. 

The income and expenses related to operations that will be disposed of but are not classified as discontinued 
operations are included in “Income/Loss from continuing operations” until they are sold. 

Individual assets and disposal groups identified as held for sale are no longer depreciated once they are 
classified as assets held for sale or as disposal groups. Instead, they are reported at the lower of their book value or 
their fair value. If the fair value of such assets, less selling costs, is less than the carrying value of the assets at the 
time of their classification as held for sale, an impairment is recognized immediately. The fair value is determined 
based on discounted cash flows. ’The underlying interest rate that management deems reasonable for the calculation 
of such discounted cash flows is contingent on the type of property and prevailing market conditions. Appraisals 
and, if appropriate, current estimated net sales proceeds from pending offers are also considered. 

Restricted Cash 

Restricted cash with a remaining maturity in excess of twelve months is classified as “Financial receivables 
and other financial assets.” 

Securities and Fixed-Term Deposits 

Deposits at banking institutions and available-for-sale securities that management does not intend to hold 
long-term with original maturities greater than thee  months are classified as ‘‘Securities and fixed-term deposits”. 
Unrealized gains and losses in these investments are reported net of related deferred taxes as a separate component 
of stockholders’ equity. Realized gains and losses, as well as unrealized losses that are other than temporary, are 
recognized in “Other operating income (expenses), net.” 

Cash and Cash Equivalents 

Cash and cash equivalents with an original maturity of three months or less include checks, cash on hand, 
balances in Bundesbank accounts and at other banking institutions. Included herein are also securities with an 
original maturity of three months or less unless they are restricted. 

Stock-Based Compensation 

Effective January 1,2006, E.ON applies the accounting and measurement guidelines of SFAS No. 123 (revised 
2004), “Share-Based Payment” (“SFAS 123(R)”). SFAS 123(R) requires that the virtual stock option program 
(“Stock Appreciation Rights,” “SAR”) used by the E.ON Group be recognized as an expense on the basis of their 
fair value. Previously, under SFAS 123 in conjunction with FASB Interpretation No. 28, “Accounting for Stock 
Appreciation Rights and Other Variable Stock Option or Award Plans” (“FIN 28”), SAR were accounted for at their 
intrinsic value on the balance sheet date, with the corresponding expenses also recognized on the income statement. 
In accordance with SFAS 123(R), EON determines fair value using the Monte Carlo simulation technique. The 
cumulative effect of the initial application of the standard, which was effected using the modified prospective 
transitional method, did not exceed €1 million. Consequently, no separate presentation of pro forma information is 
provided. 

U.S. Regulatory Assets and Liabilities 

Accounting for E.ON’s regulated utility businesses, Louisville Gas and Electric Company (“LG&E’)), 
Louisville, Kentucky, U.S., and Kentucky Utilities Company (“Kentucky Utilities”), Lexington, Kentucky, 
US., of the U.S. Midwest market unit, conforms with U.S. generally accepted accounting principles as applied 
to regulated public utilities in the United States of America. These entities are subject to SFASHo. 71, “Accounting 
for the Effects of Certain Types of Regulation” (“SFAS 71”), under which costs that would otherwise be charged to 
expense are deferred as regulatory assets based on expected recovery of such costs from customers in future rates 
approved by the relevant regulator. Likewise, certain credits that would otherwise be reflected as income are 
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deferred as regulatory liabilities. The current or expected recovery by the entities of deferred costs and the expected 
return of deferred credits is generally based on specific ratemaking decisions or precedent for each item. 

The US. Midwest market unit currently receives interest on most regulatory assets except for certain assets 
that have separate rate mechanisms providing for recovery within twelve months. No return is earned on the pension 
and postretirement regulatory asset, which represents the changes in the funded status of the plans. Additionally, no 
return is earned on the asset retirement obligation (“ARO”) regulatory asset. This regulatory asset will be offset 
against the associated regulatory liability, ARO asset and ARO liability at the time the underlying asset is retired. 

IJS.  regulatory assets and provisions arc included in “Operating receivables, other operating assets and 
prepaid expenses” and “Other provisions,” respectively. 

Provisions for Pensions 

The valuation of pension liabilities is based upon actuarial computations using the projected unit credit method 
in accordance with SFAS No. 87, “Employers’ Accounting for Pensions” (“SFAS 87”), and SFAS No. 106, 
“Employers’ Accounting for Postretirement Benefits Other Than Pensions” (“SFAS 106”). The valuation is based 
on current pensions and pension entitlements and on economic assumptions that have been chosen in order to reflect 
realistic expectations. Cash balance pension plans are valued in accordance with the interpretation of the “Emerging 
Issues Task Force” (EITF) 03-4 (traditional unit credit method). The expanded disclosure requirements outlined in 
SFAS No. 132 (revised 2003), “Employers’ Disclosures about Pensions and Other Postretirement Benefits” 
(“SFAS 132(R)”), were followed by E.ON for all domestic and foreign pcnsion plans. 

The effective date for fixing the economic measurement parameters is December 31 of each year. Variations in 
measurement assumptions, differences between the estimated and actual number of bencficiaries and underlying 
assumptions can result in actuarial gains and losses. Together with unrecognized prior service cost or credit, these 
are recognized as income or expense on a delayed basis and amortized separately over periods determined for each 
individual pension plan. 

SFAS No. 1.58, “Employers’ Accounting for Defined Benefit Pension and Other Postretirement Plans - an 
amendment of FASB Statements No. 87, 88, 106, and 132(R)” (“SFAS 158”) was adopted at the end of the 2006 
fiscal year. SFAS 158 requires balance sheet recognition of the overfunded or underfunded status of pension and 
postretirement benefits. Unrecognized actuarial gains or losses and past service cost have been recognized net of tax 
in “Accumulated other comprehensive income” as part of the adoption of SFAS 158 See Note 22 for inore 
information. 

Other Provisions and Liabilities 

Other provisions and liabilities are recorded when an obligation to a third party has been incurred, the payment 
is probable and the amount can be reasonably estimated. 

SFAS No. 143, “Accounting for Asset Retirement Obligations” (“SFAS 143”), requires that the fair value of a 
liability arising from the retirement or disposal of an asset be recognized in the period in which it is incurred if a 
reasonable estimate offair value can be made. When the liability is recorded, the Company must capitalize the costs 
of the liability by increasing thc carrying amount of the long-lived asset. In subsequent periods, the liability is 
accreted to its present value and the carrying amount of the asset is depreciated over its useful life. Provisions for 
nuclear decommissioning costs arc based on cxternal studies and are continuously updated. Other provisions for the 
retirement or decommissioning of property, plant and equipment are based on estimates of the amount needed to 
fulfill the obligations. 

Changes to these estimates arise pursuant to SFAS 143 particularly when there are deviations from original 
cost estimates or changes to the payment schedule or the level of relevant obligation. The liability must be adjusted 
in the case of both negative and positive changes to estimates (Le., when the liability is less or greater than the 
accreted prior-year liability less utilization). Such an adjustment is usually effected through a corresponding 
adjustment to fixed assets and is not recognized in income. Provisions for liabilities are accreted annually at the 
same interest rate that was used to establish fair value. The interest rate for existing liabilities will not be changed in 
future years. For new liabilities, as welt as for increases in fair value due to changes in estimates that are treated like 
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new liabilities, the interest rate to be used for subsequent valuations will be the interest rate that was valid at the time 
the new liability was incurred or when the change in estimate occurred. 

FASB Interpretation No. 47, “Accounting for Conditional Asset Retirement Obligations - an Interpretation 
of FASB Statement No. 143” (“FIN 47’7, clarifies that SFAS 143 also applies to asset retirement obligations even 
though uncertainty exists about the timing and/or method of settlement. A liability must be recognized for an 
obligation if its fair value can be reasonably estimated. For the E.ON Group, the adoption of FIN 47 in 2005 resulted 
in a charge against earnings of €7 million after taxes (€10 million before taxes). The net book values of long-lived 
assets increased by €13 million through the adoption of FIN 47, U.S. regulatory assets increased by €13 million, and 
additional provisions of €36 million were recognized. 

FASB Interpretation No. 45, “Guarantor’s Accounting and Disclosure Requirements for Guarantees, Including 
Indirect Guarantees of Indebtedness of Others” (“FIN 4 5 3  requires the guarantor to recognize a liability for the fair 
value of an obligation assumed under certain guarantees. It also expands the scope of the disclosures made 
concerning such guarantees. Note 25 contains additional information on significant guarantees that have been 
entered into by E.ON. 

Deferred Taxes 

Under SFAS No. 109, “Accounting for Income Taxes” (“SFAS 109”), deferred taxes are recognized for all 
temporary differences between the applicable tax balance sheets and the Consolidated Balance Sheet. Deferred tax 
assets and liabilities are recognized for the estimated future tax consequences attributable to differences between 
the financial statement carrying amounts of existing assets and liabilities and their respective tax bases. SFAS 109 
also requires the recognition of the future tax benefits of net operafing loss carryforwards. A valuation allowance is 
established when thc deferred tax assets are riot expected to be realized within a reasonable period of time. 

Deferred tax assets and liabilities are measured using the enacted tax rates expected to be applicable for taxable 
income in the years in which temporary differences are expected to be recovered or settled. The effect on deferred 
tax assets and liabilities of a change in tax rates is recognized in income for the period that includes the enactment 
date. The deferred taxes for German companies during the reporting year were generally calculated using a tax rate 
of 39 percent (2005: 39 percent; 2004: 39 percent) on the basis of a federal statutory rate of 25 percent for corporate 
income tax, a solidarity surcharge of 5.5 percent on corporate tax, and the average trade tax rate applicable for 
E.ON. Foreign subsidiaries use applicable national tax rates. 

Note 7 shows the major temporary differences as recorded. 

Derivative Instruments and Hedging Activities 

SFAS No. 133, “Accounting for Derivative Instruments and Hedging Activities” (“SFAS 133”), as amended by 
SFAS No. 137, “Accounting for Derivative Instruments and Hedging Activities - Deferral of the Effective Date of 
FASB Statement No. 133 -an amendment of FASB Statement No. 133” (“SFAS 137”), and SFAS No. 138, 
“Accounting for Certain Derivative Instruments and Certain Hedging Activities - an amendment of FASB 
Statement No. 133” (“SFAS 138”), as well as the interpretations of the Derivatives Implementation Group 
(“DIG’), are applied as amended by SFAS No. 149, “Amendment of Statement 133 on Derivative Instruments 
and Hedging Activities” (“SFAS 149”). SFAS 133 contains accounting and reporting standards for hedge 
accounting and for derivative financial instruments, including certain derivative financial instruments embedded 
in other contracts. 

Instruments commonly used are foreign currency forwards, swaps and options, interest-rate swaps, interest- 
rate options and cross-currency swaps. Equity forwards are entered into to cover price risks on securities. In 
commodities, the instruments used include physically and cash-settled forwards and options based on the prices of 
electricity, gas, coal, oil and emission rights. As part of conducting operations in commodities, derivatives are also 
acquired for proprietary trading purposes. Income and losses from derivative proprietary trading instruments are 
shown net in the Consolidated Statement of Income. 

SFAS 133 requires that all derivatives be recognized as either assets or liabilities in the Consolidated Balance 
Sheet and measured at fair value. Depending on the documented designation of a derivative instrument, any change 
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in fair value is recognized either in net income or stockholders’ equity as a component of accumulated other 
coinprehensivc income. 

SFAS 133 prescribes requirements for designation and documentation of hedging relationships and ongoing 
retrospective and prospective assessments of effectiveness in order to qualify for hedge accounting. The Company 
does not exclude any component of derivative gains and losses from the assessment of hedge effectiveness. Hedge 
accounting is considered to be appropriate if the assessment of hedge effectiveness indicates that the change in fair 
value of the designated hedging instrument is 80 to 125 percent effective at offsetting the change in fair value due to 
the hedged risk of the hedged item or transaction. 

For qualifying fair value hedges, the change in the fair value of the derivative and the change in the fair value of 
the hedged item that is due to the hedged risks are recorded in income. If a derivative instrument qualifies as a cash 
flow hedge, the effective portion of the hedging instrument’s gain or loss is reported in stockholders’ equity (as a 
component of accumulated other comprehensive income) and is reclassified into earnings in the period or periods 
during which thc transaction being hedged affects earnings. For hedging instrumcnts used to establish cash flow 
hedges, the change in fair value of the ineffective portion is recorded in current earnings. To hedge the foreign 
currency risk arising from the Company’s net investment in foreign operations, derivative as well as non-derivative 
financial instruments are used. Gains or losses due to changes in fair value and from foreign-currency translation are 
recorded in the cumulative translation adjustment within stockholders’ equity as a currency translation adjustment 
in accumulated othcr comprehensive income. 

Fair values of derivative instruments are classified as operating assets or liab es. Changes in fair value of 
derivative instruments affecting income are classified as other operating income or expenses. Gains and losses from 
interest-rate derivatives are included in interest income. Certain realized amounts arc, if related to the sale of 
products or services, included in ‘‘Sales’’ or “Cost of goods sold and services provided”. 

Unrealized gains and losses resulting from the initial measurement of derivative financial instruments at the 
inception of the contract are not recognized in income. They are instead deferred and recognized in net income 
systematically over the term of the derivative. An exception to the accrual relates to unrealized gains and losses 
from the initial measurement that are verified by quoted market prices in  an active market, observable prices of 
other current market transactions or other observable data supporting the valuation technique. In this case, the result 
of the initial measurement is recognized in income. 

Option contracts rclating to minority interests in fully consolidated companies and affiliates that do not fall 
within the scope of SFAS 133 are carried at fair value in accordance with SFAS No. 150 “Accounting for Certain 
Financial Instruments with Characteristics of both Liabilities and Equity” (“SFAS 150”). EITF 00-6 “Accounting 
for Freestanding Derivative Financial Instruments Indexed to, and Potentially Settled in, the Stock of a 
Consolidated Subsidiary” and EITF 00-1 9 “Accounting for Derivative Financial Instruments Indexed to, and 
Potcntially Settled in, a Company’s Own Stock.” 

Please see Note 28 for additional information regarding the Company’s use of derivative instruments. 

Consolidated Statement of Cash Flows 

The Consolidated Statement of Cash Flows is classified by operating, investing and financing activities 
pursuant to SFAS No. 95, “Statement of Cash Flows” (“SFAS 95”). Cash flows of discontinued operations are 
reported separately in the Consolidated Statement of Cash Flows. The separate line item, “Other non-cash income 
and expenses,” is mainly comprised of undistributed income from companies accounted for under the equity 
method. Effects of changes in the scope of consolidation are shown in investing activities, but have been eliminated 
from operating and financing activities. This also applies to valuation changes due to exchange rate fluctuations, 
whose impact on cash and cash equivalents is separately disclosed. 

Segment Information 

The Company’s segment reporting is prepared in accordance with SFAS 131. The management approach 
required by SFAS 131 designates that the internal reporting organization that is used by management for making 
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operating decisions and assessing performance should be used as the basis for presenting the Company’s reportable 
segments (see Note 31). 

Use of Estimates 

The preparation of the Consolidated Financial Statements requires management to make estimates and 
assumptions that may affect the reported amounts of assets and liabilities and disclosure of contingent amounts as of 
the balance sheet date and reported amounts of revenues and expenses during the reporting period. Actual results 
could differ from these estimates. 

Presentation of the Consolidated Balance Sheet and Reclassifications 

The Consolidated Balance Sheet as of December 31,2006 has for the first time been prepared using a classified 
balance sheet structure, which improves the presentation of the financial condition. Assets that will be realized 
within twelve months of the reporting date are presented as curTent. Liabilities that are due to be settled within one 
year of the reporting date are classified as current. Prior-year information has been reclassified to conform to this 
presentation. 

In addition, prior-year information has been reclassified in order to conform to the current-year presentation. 

New Accounting Pronouncements 

FASB Interpretation No. 48, “Accounting for Uncertainty in Income Taxes” (“FIN 48’7, was published in July 
2006. FIN 48 describes the treatment of uncertain tax positions in financial reporting. FIN 48 applies to fiscal years 
that begin after December 15, 2006. E.ON is currently evaluating the potential effects of applying FIN 48. 

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements” (“SFAS 157”). SFAS 157 
provides additional guidance for fair value measurements of assets and liabilities. It applies whenever other 
standards require assets or liabilities to be measured at fair value. It does not expand the use of fair value to any new 
circumstances. Under SFAS 157, fair value is the price in an orderly transaction between market participants to sell 
an asset or transfer a liability. A fair value measurement should be determined based on the assumptions that market 
participants would use in pricing the asset or liability. In accordance with this principle, SFAS 157 establishes a fair 
value hierarchy that gives highest priority to quoted prices on active markets. At the lowest rung of this hierarchy are 
unobservable data such as the reporting entity’s own data. This statement is effective for fiscal years beginning after 
November 15, 2007. E.ON is currently evaluating the potential effects of applying SFAS 157. 

In September 2006, the SEC staff issued Staff Accounting Bulletin No. 108, “Considering the Effects of Prior 
Year Misstatements when Quantifying Misstatements in Current Year Financial Statements” (“SAB 108”). SAB 108 
was issued in order to eliminate the diversity of practice surrounding how public companies quantify financial 
statement misstatements. E.ON has initially applied the provisions of SAB 108 for the fiscal year ending 
December 31, 2006. The initial application had no effects on the Consolidated Financial Statements. 

On February 15, 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and 
Financial Liabilities - Including an amendment of FASB Statement No. 115” (“SFAS 159’7, which provides the 
option to measure certain financial assets and liabilities at fair value. Entities may decide whether to elect the fair 
value option for financial instruments to which the new accounting standard applies. Measurement classifications 
generally may be different for different financial instruments of similar types. The election is irrevocable and is 
applied only to an entire instrument; an instrument may not be split up for measurement purposes. SFAS 159 also 
contains rules concerning the presentation of items measured at fair value and corresponding disclosures in the 
notes to the financial statements. The application of SFAS 159 is mandatory for fiscal years that begin after 
November 15, 2007. E.ON is currently evaluating the potential effects of applying SFAS 159. 
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(3) Scope of Consolidation 

The number of consolidated companies changed as follows during the reporting year: 

Domestic Foreign -- 
Consolidated companies as of December 31,2005 . . . . . . . . . . . . . . . . . . . . . . .  128 379 507 
Additions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  15 18 33 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  40 DisposalslMergers I”- 5 -  35 - 
Consolidated companies as of December 31,2006 . . . . . . . . . . . . . . . . . . . . . . .  138 ___ 362 500 __ __ - - 

In 2006, a total of 109 domestic and 62 foreign associated companies were accounted for under the equity 
method (2005: 127 domestic and 63 foreign). 

The mutual insurance fund Versorgungskasse Energie Versicherungsverein auf Gegenseitigkeit (“VKE’)), 
Hanover, Germany, which reinsures part of the pension obligations toward E.ON Energie employees, was 
consolidated for the first time in 2006. A portion of the pension benefits received by these employees during 
retirement is covered by insurance contracts entered into with VKE. VKE also provides services with regard to the 
administration of pension payments for E.ON Group companies. 

See Note 4 for additional information on acquisitions, disposals, discontinued operations and disposal groups. 

The variable interest entities consolidated within the E.ON Group as of December 31, 2006, are two jointly 
managed electricity generation companies, one real estate leasing company and one company managing 
investments. During the second quarter of 2006, E.ON acquired additional interests in another real estate leasing 
company. E.ON now consolidates this company under the general consolidation rules as opposed to the variable 
interest criteria under FIN 46(R). 

As of December 31, 2006, these variable interest entities included in the E.ON Group had total assets of 
€710 million (2005: €79.5 million) and recorded earnings of €27 million (2005: €17 million; 2004: €91 million) 
before consolidation. Total assets of €239 million and earnings of €3 million before consolidation were reported as 
of. December 31,2005, for the real estate leasing company in which E.ON obtained additional interests in the second 
quarter of 2006. As of December 3 1,2004 earnings of €76 million before consolidation were reported for a variable 
interest entity disposed of during 200.5 and no earnings before consolidation for the real estate leasing company in 
which E.ON obtained further interest in the second quarter 2006. Non-current assets of €132 niillion serve as 
collateral for liabilities relating to financial leases and bank loans. 

The recourse of creditors of the consolidated variable interest entities to the assets of the primary beneficiary is 
generally limited. One variable interest entity has no such limitation of recourse. The primary beneficiary is liable 
for €75 million in respect of this entity. 

In addition, the Company has had contractual relationships with another leasing company in the energy sector 
since July 1,2000. The Company is not the primary beneficiary of this variable interest entity. The entity is currently 
in liquidation pursuant to a shareholder resolution. As of December 3 1,2006, and December 3 1,2005, the entity had 
no material assets and no liabilities. Neither the relationship to this entity nor its liquidation is expected to result in  a 
realization of losses. 

The extent of E.ON’s interest in another variable interest entity, which has been in existence since 2001 and 
was expected to terminate in the fourth quarter of 2005, still cannot be assessed in accordance with the FIN 46(R) 
criteria due to insufficient information. The significant transactions between this entity and the E.ON Group took 
place in the fourth quarter of 2005, with no activities thereafter. However, the entity’s liquidation remains 
outstanding. The entity handled the liquidation of assets from operations that had already been sold. Originally, 
its total assets amounted to €127 million. The termination of the relationship with this entity is not expected to result 
in any significant effects on earnings. 
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(4) Acquisitions, Disposals, Discontinued Operations and Disposal Groups 

The presentation of E.ON’s acquisitions, disposals, discontinued operations and disposal groups in this Note is 
based on SFAS 141 and 144. Pursuant to SFAS 141, acquisitions are classified as either “significant” or “other.” 
Additional disclosures must be made for material transactions, No acquisition was classified as significant under 
these guidelines in 2006 and 2005. 

All acquisitions and disposals are in principle consisten1 with E.ON’s stxategy for growth, which is to focus on 
its activities in the electricity and gas sectors. 

Acqiiisitions in 2006 

Central Europe 

JCP/DDGa‘z 

In the course of portfolio adjustments undertaken in the Czech Republic and Hungary, minority shareholdings 
i n  various companies were sold. In  exchange, E.ON acquired, in  addition to two other minority shareholdings, a 
further 46.7 percent of the company JihoEeskB plynkenski, as. (“JCP”), ceskt BudEjovice, Czech Republic, in 
which E.ON previously held a 13.1 percent share. This company was fully consolidated as of September 1,2006. An 
additional 39.2 percent interest was acquired in a separate transaction, which also took place in September. E.ON 
now holds 99.0 percent of JCP. 

As part of the portfolio adjustment, an additional 49.9 interest percent was acquired in the fully consolidated 
company DClduniint~li GizszolgBltat6 Rt. (“DDGBz”), Ptcs, Hungary, in which E.ON previously held a 
50.02 percent interest. As a result E.ON now holds 99.9 percent of DDGBz. 

The exchange transaction resulted in total acquisition costs of €103 million, taking into account a cash 
component of €29 million. The acquisition of the share in DDGiz resulted in goodwill of €3 million; the purchase 
price allocation of JCP is still preliminary. Gains on disposals of minority interests totaled €31 million. 

Pan-European Gas 

E. ON Fiildgdz StoragdE. ON Foldgdz Trade 

Effective March 31, 2006, E.ON Ruhrgas acquired a 100 percent interest in the gas trading and storage 
business of the Hungarian oil and gas company MOL through the acquisition of interests in  MOL FijldgiizellBt6 Rt. 
(now E.ON FijldgBz Storage) and MOL FoldgBztfaol6 Rt. (now E.ON Foldgiz Trade), both of Budapest, Hungary. 
The purchase price was approximately €400 million. It has been agreed that, contingent on regulatory developments 
in Hungary, compensatory payments may be required until the end of 2009 which could lead to a subsequent 
adjustment of the purchase price. The companies were fully consolidated as of March 3 1,2006. As at December 3 I ,  
2006, the purchase price allocation resulted in goodwill of €1 19 million. 

Disposals, Discontinued Operations and Disposal Groups in 2006 

Discontinued Operations in 2006 

Pursuant to SFAS 144, the following two companies are reported as discontinued operations in 2006: E.ON 
Finland, Espoo, Finland, within the Nordic market unit and the operations of Western Kentucky Energy Corp. 
(“WKE’), Henderson, Kentucky, U.S., within the U.S. Midwest market unit. E.ON Finland was sold in June 2006. 
In addition, E.ON recorded a gain in 2006 of approximately €52 million (net of tax: €5 1 million) from a purchase 
price adjustment on the sale of Viterra. 

Nordic 

E.ON Finlund 

On June 26,2006, E.ON Nordic and the Finnish energy group Fortum Power and Heat Oy (“Fortum”) finalized 
the transfer to Fortuni of all of E.ON Nordic’s shares in E.ON Finland pursuant to an agreement signed on 
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February 2,2006. The purchase price far the 65.56 percent stake totaled approximately €390 million. E.ON Finland 
was classified as a discontinued operation in mid-January 2006. 

The table below provides selected financial infomation from the discontinued operations of the Nordic 

2006 2005 2004 
segment for the periods indicated: 
€ in millions - - -  

131 2.58 2.53 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
__ Gain on disposal, net. . . . . . . . . . . . . . . . . . .  1 1  - 

Other income/(expenses), net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (115) (202) (230) 

Income taxes. (7) (IS) 2 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (9) (17) (9) Minority interests - 

Income from continuing operations before income taxes and minority interests. . . .  27 56 23 
. . . . . . . . . . . . . . . . . . . . . . . . . .  

Income from discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11 24 16 _ _ _ - -  - - -  

1J.S. Midwest 

WKE 

Through WKE, E.ON U.S. has a 2.5-year lease on and operates the generating facilities of Big Rivers Electric 
Corporation (“BREC’), a power generation cooperative in western Kentucky, and a coal-fired facility owned by the 
city of Henderson, Kentucky. 

In November 2005, E.ON U.S. entered into a letter of intent with BREC regarding a proposed transaction to 
terminate the lease and the operational agreements for nine coal-fired and one oil-fired electricity generation units 
in western Kentucky, which were held through its wholly-owned subsidiary WKE and affiliates. The parties remain 
in the process of negotiating definitive agreements regarding the transaction, the closing of which would be subject 
to a number of conditions, including review and approval by various regulatory agencies and acquisition of certain 
consents by other interested parties. Subject to such contingencies, the parties are working on completing the 
proposed tennination transaction during 2007. WKE therefore continues to be classified as a discontinued 
operation, just as in 200.5. 

The tables below provide selected financial information from the discontinued WKE operations in the US. 

€ in millions - -  2006 2005 2004 
Midwest segment for the periods indicated: 

Sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  227 214 195 
. . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (129) (466) (199) Other income/(expenses), net - 

Income taxes. - (34) 90 ____ 

Income from discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  64 (162) (2) 

Income from continuing operations before income taxes and minority interests. . 98 (252) (4) 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2 

- - - -  

December 31, December 31, 
2006 2005 

I 
€ in millions 

Property, plant and equipment. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  214 212 

Totalassets 
I_ 610 - 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  469 396 Other assets 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  681 

83 1 

- _I_ 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - - 615 - - Total liabilities 

In accordance with U S .  GAAP, the income and expenses of discontinued operations are reported separately 
under “IncomelLoss from discontinued operations, net,” The Consolidated Statements of Income, including the 
notes relating to them, for the period ended December 31, 2006, and for the prior reporting periods have been 
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adjusted for all discontinued operations. The assets and liabilities of these discontinued operations are presented in  
the Consolidated Balance Sheet as of December 31, 2006, under ‘‘Assets of disposal groups” and “Liabilities of 
disposal groups.” The balance sheet disclosures for the prior reporting periods were not adjusted, as SFAS 144 does 
not require such an adjustment. Cash flows to and from discontinued operations are reported separately in the 
Consolidated Statement of Cash Flows. 

Other Disposals 

In December 2005, E.ON AG and RAG AG (“RAG”), Essen, Germany, signed a framework agreement on the 
sale of E.ON’s 42.9 percent stake in Degussa to RAG. As part of the implementation of that framework agreement, 
on March 21, 2006, E.ON transferred its stake in Degussa into RAG Projektgesellschaft mbH, Essen, Germany. 
E.ON’s stake in this entity was forward sold to RAG on the same date. On July 3,2006, E.ON and RAGexecuted the 
forward sales agreement for E.ON’s stake in RAG Projektgesellschaft mbH. E.ON has now sold its entire 
remaining, indirectly held stake in Degussa. RAG paid E.ON the roughly €2.8 billion purchase price on August 3 1, 
2006. The transaction initially resulted in a gain of €618 million, which subsequently had to be adjusted for the 
intercompany gain attributable to E.ON’s minority ownership interest i n  RAG (39.2 percent). A gain of €376 million 
was thus realized from the transfer and the subsequcnt sale. 

Acquisitions iii 2005 

Central Europe 

tiorna Oryahovitz&artln 

At the end of February 2005, E.ON Energie acquired 6 7  percent stakes in each of the regional utilities 
Elektrorazpredelenie Gorna Oryahovitza AD (“Gorna Oryahovitza”), Gorna Oryahovitza, Bulgaria, and 
Elektrorazpredelenie Vama AD (“Vama”), Varna, Bulgaria, for an aggregate purchase price of approximately 
€138 million. Total goodwill of €16 million resulted from the purchase price allocation. The companies were fully 
consolidated as of March I ,  2005. 

ETE 

In July 2005, E.ON Energie transferred its 51 percent interest (49 percent voting interest) in Gasversorgurig 
Thuringen GmbH (“GVT”), Erfurt, Germany, and its 72.7 percent interest in Thiiringer Energie AG (“TEAG’)), 
Erfurt, Germany, to Thuringer Energie Beteiligungsgesellschaft mbH (“TEB”), Munich, Germany. Municipal 
shareholders also transferred interests in GV’T totaling 43.9 percent to TEB. GVTwas then merged into TEAG, and 
the merged entity was renamed E.ON Thiiringer Energie AG (“ETE’)), Erfurt, Germany. As a result of this 
reorganization, E.ON Energie holds an 81.5 percent interest in TEB and TEB holds a 76.8 percent interest in ETE. 

‘The consolidation of GVT as of July 1, 2005, undertaken at an acquisition cost of €168 million, resulted in 
goodwill o f€% million from the purchase price allocation. The transfer of the stake in TEAG resulted in a gain of 
€90 million, which is recognized under other operating income. 

NRE 

In September 2005, E.ON Energie completed the acquisition of 100 percent of the Dutch electric and gas 
utility NRE Energie b.v. (“NRE”), Eindhoven, The Netherlands. The purchase price amounted to €79 million, with 
€46 million in  goodwill resulting from the purchase price allocation. NRE was fully consolidated as of September 1, 
2005. 

E. ON Moldova 

At the end of September 2005, E.ON Energie completed the acquisition of the regional utility Electrica 
Moldova S.A. (“Moldova”), Back ,  Romania - now E.ON Moldova S.A. (“E.ON Moldova”) -by acquiring a 
24.6 percent stake in and then increasing its stake i n  the company to 51 percent through a capital increase. The 
purchase price for this 51 percent interest amounted to €101 million. E.ON Moldova was fully consolidated as of 
September 30, 2005. No goodwill resulted from the purchase price allocation. 
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Pan-European Gas 

Distrigaz 

Following approval by the relevant authorities, E.ON Ruhrgas in June 2005 purchased a 30 percent interest in 
the gas utility S.C. Distrigaz Nord S.A. (“Distrigaz”), Tiirgu Mureg, Romania, from the Romanian government for 
€12‘7 million. Following a simultaneous increase in capital by €1 78 million, this holding increased to 51 percent. 
The company was fully consolidated as of June 30,2005. Goodwill in the amount of €60 million resulted from the 
purchase price allocation. The entity was subsequently renamed E.ON Gaz Romhia S.A. 

Culedoiiiu 

E.ON Ruhrgas in November 2005 bought the British gas exploration company Caledonia Oil and Gas Limited 
(“Caledonia”), L.ondon, (J.K., which has a stake in 1.5 gas fields in the British part of the southern North Sea. The 
purchase price including incidental acquisition expenses for the I00 percent interest in Caledonia totaled 
€602 million and was primarily paid through the issuance of loan notes. The company was fully consolidated 
on November I ,  2005. Goodwill in the amount of €390 million resulted from the final purchase price allocation. The 
company was subsequently renamed E.ON Ruhrgas UK North Sea Limited. 

U.K. 

During the first half of 2005, E.ON UK bought 100 percent of the shares of Enfield Energy Centre Ltd. 
(“Enfield”), Coventry, U.K,, in two phases. The purchase price was approximately €1 8.5 million (GBP 127 million). 
The company was fully consolidated as of April 1, 2005. No goodwill resulted from the purchase price allocation. 

Holford 

In July 2005, E.ON IJK acquired Holford Gas Storage Ltd. (“Holford”), Edinburgh, U.K. The purchase price 
for the company was approximately €140 million (GBP 96 million). Full consolidation of the company took place 
on July 28, 2005. No goodwill resulted from the purchase price allocation. 

Disposals, Discontinued Operations and Disposal Groups in 2005 

Discontinued Operations in 2005 

For the 2005 fiscal year, Viterra and Ruhrgas Industries, both of which were sold during the year, were reported 
as discontinued operations in accordance with SFAS 144. In the U.S. Midwest market unit, the activities of WKE 
were classified as a discontinued operation. In addition, there were gains i n  2005 from the discontinued operations 
of the Company’s former aluminum segment, which had already been sold in 2002, as well as from the discontinued 
operations of a company in the US. Midwest market unit that was sold in 2003. These gains totaled €1 1 million 
before taxes (after-tax gain: € 1  1 million). 

Pan-European Gas 

Riclzrgas Industries 

On June 15, 2005, E.ON Ruhrgas sold Ruhrgas Industries GmbH (“Ruhrgas Industries”), Essen, Germany, 
which operates in the gas measurement and control segments and in the construction of industrial blast furnaces, to 
the holding company CVC Capital Partners for a price of approximately €1.2 billion. The company was classified as 
a discontinued operation in June 2005 and deconsolidated as of August 31, 2005. The sale resulted in a gain of 
approximately €0.6 billion. 
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The table below provides details of selected financial information from the discontinued operations of the Pan- 
European Gas segment for the periods indicated: 

€ in millions 2005 2004 -~ 
Sales . . . . . . . . . . . . . . . . . . . . . . . .  
Gain on disposal, net. . ~ I . 
Other income/(expenses), net 

Income from continuing operations before income taxes and minority interests . . . . . . . .  
Income taxes . . . . . . . . . . . . . . . . . . . .  (21) (35) 

(1 )  - ( 1 )  Minority interests - 
Income from discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  628 ~ 29 

650 

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

- -  

Other Activities 

Viterra 

On May 17,2005, E.ON sold 100 percent of Viterra, which is active in residential real estate and in the growing 
real estate development business, to Deutsche Annington GmbH, Diisseldorf, Germany. The price for the shares 
was approximately €4 billion. The company was classified as a discontinued operation in May 2005 and 
deconsolidated as of July 3 1 ,  2005. A book gain of €2.4 billion was recognized on the sale. 

The table below provides details of selected financial information from the discontinued operations of the 
other activities segment for the periods indicated: 

€ in millions 2005 2004 -~ 
Sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  453 978 
Gain on disposal, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,406 -- 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  Other income/(expenses), net (282) (595) 
Income from continuing operations before income taxes and minority interests . . . . . . . . .  383 
Income taxes (19) (64) 

(25) Minority interests 

2,577 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  _I - -  
Income from discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Acquisitions in 2004 

Significant Acquisitions in 2004 

U.K. 

Midlntids Electricity 

2,558 294 - -  ~- 

On January 16,2004, E.ON UK completed the acquisition of 100 perccnt of the British distributor of electricity 
Midlands Electricity plc (“Midlands Electricity”), Worcester, U.K. The purchase price, including incidental 
acquisition expenses, amounted to €1,706 million (GBP 1,180 million), of which €55 million was paid to 
stockholders and 4881 million was paid to creditors. Moreover, financial debts amounting to an equivalent of 
€856 million were assumed. The payments to stockholders were offset by acquired liquid funds of €86 million. The 
company was thus fully consolidated as of January 16, 2004. 



The table below contains a presentation of the major classes of assets and liabilities of Midlands Electricity as 
of the acquisition date: 
€ in millions 

Intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Financial assets. . .  . . . . . . . . . . . . . . . . . . . .  
Other assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Provisions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . .  

Total liabilities. . . .  

January 16,2004 

473 
10 

1,745 
34 

217 

Other Acquisitions in 2004 

Central Europe 

JME/JCE 

In 2003. majority stakes in two Czech regional utilities, Jihomoravsk5 energetika a s .  (“JME’)), Bmo, Czech 
Republic, and JihoEeskh energetika a s .  (“JCE’)), CeskC Budgjovice, Czech Republic, were acquired for a total of 
€207 million, and both companies were fully consolidated on October I ,  2003. In December 2004, additional 
interests in JME and JCE were acquired; these transactions increased the Company’s respective interests in JME 
and JCE from 85.7 percent and 84.7 percent as of January 1, 2004, to 99.0 percent and 98.7 percent as of 
December 31, 2004 The total purchase price in 2004 amounted to €81 million. 

Through the acquisition of all minority interests in 2005, E.ON’s ownership interest in both companies was 
increased to IO0 percent. The acquisition costs for the stakes acquired in 2005 amounted to €5 million. The 
businesses of JCE and JME were subsequently transferred to the Group companies E ON Distribuce as., E.ON 
&ski Republika as. and E.ON Energie as., all registered in Ceskt? Budgjovice, Czech Republic. For the interests 
acquired in 2004 and 200.5, no goodwill remained after purchase price allocation. 

E.ON Bnvern 

In 2004, the acquisition of the remaining E.ON Bayern shares by means of a squeeze-out procedure resulted in 
acquisition costs of € 1  89 million, of which €165 million were attributable to the transfer of E.ON AG shares. The 
goodwill resulting from this transaction was €148 million. 

Following the conclusion of all legal challenges to the squeeze-out procedure, the squeeze-out was entered in 
the commercial register in JUIY 2004. E.ON now holds 100 percent of E.ON Bayern. 

Pan-European Gas 

l’huga 

In May 2004, the squeeze-out transaction for the outstanding Thuga shares (3.4 percent) was completed and 
entered in the commercial register, with the result that the total E.ON Group stake in Thuga amounted to 100 percent 
as of December 31, 2004. The remaining 2.9 million shares were acquired at a purchase price of €223 million 
(including ancillary costs related to the acquisition). The purchase price allocation for these shares resulted in 
goodwill amounting to €106 million. 
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Nordic 

Gmriinge 

In the first half of 2004, E.ON Sverige increased its stake in Graninge AB (“Graninge”), SollefteS, Sweden, 
from 79.0 percent as of January 1, 2004, to 100 percent through the acquisition of the outstanding shares in three 
tranches for an aggregate price of €307 million (2.82 billion SEK). The purchase price allocation relating to these 
shares resulted in goodwill amounting to €76 million. As of December 31, 2004, the goodwill relating to the 
100 percent interest in  Graninge amounted to €233 million. 

Disposals, Discontinued Operations and Disposal Groups in 2004 

Disposal Groups in 2004 

Nordic 

Grnnirige 

In 2004, E.ON reached an understanding in principle with the Norwegian utility Statkraft SF (“Statkraft SF’), 
Oslo, Norway, on the sale of part ofthe hydroelectric generation capacity that E.ON had acquired when it purchased 
Graninge. 

E.ON Sverige and Statkraft AS (“Statkraft AS”), Oslo, Norway, signed an agreement to that effect on July 1, 
2005. The sales price was approximately €480 million (SEK4.46 billion). Statkraft AS took over the power plants in 
October 2005. Because assets and liabilities were recognized at fair values as part of the purchase price allocation 
following the acquisition of Graninge, the sale of the disposal group did not result in a significant effect on income. 

The table below shows the major balance sheet line items affected by the transaction; they were presented in 
the Consolidated Balance Sheet as of December 31, 2004, under “AssetsLiabilities of disposal groups:’ 
€ in millions December 31,2004 

Fixed assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  553 
Other assets 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  553 Total asse ts 

- . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 
- 

... . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  Total liabilities - (54) 
Netassets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 

(5) Other Operating Income and Expenses 

The table below provides details of other operating income and expenses for the periods indicated: 
2006 2005 - € in millions 

Gains from the disposal of investments, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  579 34 397 
(Loss) Gain on derivative instruments, net . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (2,748) 931 602 
Exchange rate differences.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  44 138 (309) 
SAB 51 Gain . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7 31 

Miscellaneous . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,297 564 707 

- 
Research and development costs. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (27) (24) (19) 

- -I _I_ 

Total. . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . .  (848) 1,674 1,378 - - -  - - -  
Other operating expenses include costs that cannot be allocated to production, selling or administration 

In the reporting period, net gains on the disposal of investments include the proceeds from the sale of the 
interest in Degussa (€376 million; see also Note 4). The higher gains in 2004 compared to 2005 were mainly 

activities. 
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attributable to the sale of stakes in EWE Aktiengesellschaft and Verbundnetz Gas AG (total gain: €31 7 million) and 
the disposal of 3.6 percent of the shares of Degussa AG (€51 million). 

“Loss (Gain) on derivative financial instruments, net” include the losses and gains recognized as a result of the 
required marking to market and realized gains from derivatives under SFAS 133. The net loss in 2006 compared to a 
nct gain in 2005 consists primarily of expenses from the fulfillment of derivative gas supply contracts and from the 
marking to market of energy derivatives, primarily at the U.K. market unit. These derivatives are used to hedge 
against fluctuations in prices. As of thc end of 2006, this marking to market resulted in a loss of approximately 
€2.7 billion. In 200.5, gains on the marking to market of derivatives incrcascd in comparison with 2004 by 
€329 million. 

Realized gains from currency derivatives and the effects of positive exchange rate differences recognized in 
income are reported as income from exchange rate differences. 

of €7 million and €31 million in 2006 and 2005, respectively. 

Miscellaneous other operating income in 2006 includes net gains realized on the sale of securities in the 
amount ore492 million (2005: €398 million; 2004: €231 million). Also included in this line item are gains from the 
disposal of institutional securitics funds as part of the transfer to the Contractual Trust Arrangement (“CTA”) in the 
amount of €159 million (see also Note 22) as well as income from the reversal of provisions (€146 million). The 
decrease in 2005 compared to 2004 of €143 million was mainly attributable to lower income from the reversal of 
provisions (€21 8 million) and an impairment loss recorded at cogeneration fac es in the IJ.K. market unit 
(€129 million) which was partly offset by higher gains realized on the sale of securities (€153 million) and the gain 
from the reduction of the Company’s stake in TEAG i n  connection with the bundling of its electric and gas activities 
in the German state of Thuringia into ETE (€90 million). 

The issuance of shares of E.ON Avacon AG (“E.ON Avacon”), Helnistedt, Gerniany, resulted in SAB 5 1 gains 

(6) Financial earnings, net 

The following table provides details of financial earnings, net for the periods indicated: 
f in millions - 2006 2005 2ooJ 
Income from companies in which share investments are held; 

Income from profit-and-loss-pooling agreements; 

Losses from profit-and-loss-pooling agreements; 

thereof from affiliated companies: €35 (2005: €33; 2004: €32) . . . . . . . . . . . . .  223 203 185 

thereof from affiliated companies: €4 ( 4 3 5 

thereof from affiliated companies: €(8) (9) (3) B) 
Income from share investments. . . . . . . . .  . . . . . . . . . . . . . .  218 -203 3 
Income from other securities . . . . . . . . .  37 45 36 
Other interest and similar income; 

thereof from affiliated companies: €1 I (2005: €6; 2004: €8) . . . . . . . . . . . . . . .  1,213 1,001 576 
Interest and similar expenses; 

thereof from affiliated companies: €(3) (2005: e@); 2004: (5)) 
thereof SFAS 143 accretion expense: f(524) (2005: (3511); 2004: f(499)). . . . .  - _ _ _ _ _ -  (1,937) (1,782) (1,675) 

Interest and similar expenses (net) . . . . . . . . .  . . . . . . . . . . .  (687) (736) (1,063) 

Write-down of financial assets and share investments . . . . .  (164) (74) (131) 

Financial earnings, net. (633) (607) (1,014) 

Net interest and similar expenses improved in 2006 as a result of lower net financial indebtedness; additionally, 
increasing interest rates had a positive effect on interest income from cash investments. Moreover, the first-time 
inclusion of VKE had a positive effect. Interest expense was reduced by capitalized interest on debt totaling 
€27 million (2005: €24 million; 2004: €20 million). 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - - -  
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Included in interest arid similar expenses (net) is a balance of €31 million resulting from various loans (2005: 
631 million; 2004: €43 million). 

(7) Income Taxes 

The following table provides details of income taxes, including deferred taxes, for the periods indicated: 

e in millions 

Current taxes 
Domestic corporate income tax ” .  

Domestic trade tax . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Other income taxes. 

Domestic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Foreign . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Income taxes . . . . . . . . . . . .  

2006 - 

(406) 
35 1 
553 

5 
503 
- 
_I 

1,081 
416 
374 
- 

1,871 

(4) 
394 

390 

2,261 
- 
- 

952 
446 
387 

(1) 
1,784 

The decrease in tax expenses of €2,584 million over the previous year primarily reflects the following effects: 
Current income taxes were reduced as a result of a higher proportion of tax-exempt earnings and the first-time 
recognition of €1,’279 million in corporate tax credits (see below). In addition, deferred tax benefits of 
approximately €1,200 million were generated primarily as a result of losses recognized on the marking to market 
of‘ commodity derivatives. The increase in tax expenses of €409 million in 2005 compared to 2004 reflected 
increases in operating income and reduced tax-exempt earnings, as well as higher foreign deferred tax expense due 
to marking to market of energy derivatives in the U.K. market unit. 

The first-time recognition of corporate tax credits is based on new German legislation providing for fiscal 
measures to accompany the introduction of the European Company and amending other fiscal provisions 
(“SE-Steuergesetz”, or “SEStEG’)), which came into effect on December 13, 2006. The new legislation altered 
the regulations on corporate tax credits arising from the corporate imputation system (“Anrechnungsverfahren”), 
which had existed until 2001. The change de-links the corporate tax credit from distributions of dividends. Instead, 
after December 31, 2006, an unconditional claim for payment of the credit in ten equal annual installments from 
2008 through 2017 has been established. ‘The total amount of the credit is €1,599 million. After discounting, tax 
income for the financial year was 41,279 million. The elimination in 2006 of the exclusion of corporate tax credits 
for dividends distributed after April 1 I ,  2003, and before January 1,2006, resulted in a tax relief of approximately 
€76 million on the dividend distributions, including the special dividend, totaling €4,614 million that were carried 
out in 2006. 

In 2005, a deferred tax liability of €436 million was recorded to take into account the difference between net 
assets and the tax bases of subsidiaries and associated companies. As of December 31, 2006, the deferred tax 
liability amounted to €526 million. No deferred taxes have been recognized for temporary differences between net 
assets and the tax bases of foreign subsidiaries held by companies in third countries, since no actual reversals of 
these differences are expected to occur, which in turn makes it impracticable to determine deferred taxes for them. 

Changes in foreign tax rates resulted in a total deferred tax benefit of €20 million. This compares to a deferred 
tax expense of €4 million recorded in 2005 and a deferred benefit of €2 million for 2004. 

Whereas prior to 2006 the reconciliation to effective income taxes and tax rate has been derived from the 
corporate tax rate, the reconciliation for 2006 for the first time uses the income tax rate applicable to E.ON in 
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Germany (consisting of corporate tax, trade tax and the solidarity surcharge) of 39 percent as a basis. The 
differences between the respective base income tax rate and the effective tax rate are reconciled as follows: 

2006 2005 (1) 2004 ___ 
€ in millions 2 € in millions 2 € in millions 2 

Corporate income tax. . . . . . . . . . . . . . . . . .  
Credit for dividend distributions . . . . . . . . . .  
Foreign tax rate differentials. . . . . . . . . . . . .  
Changes in valuation allowances” . . . . . . . . .  
Changes in tax rateltax law. . . . . . . . . . . . . .  

Tax-free income. . . . . . . . . . . . . . . . . . . .  

Other (2) . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Effective income taxesltax rate. . . . . . . . . .  

Tax effects on 

Equity accounting.. . . . . . . . . . . . . . . . . .  
( 12.4) 

(5.0) 
(24.6) 

(6.3) - 

2,789 

(355) 
109 

4 

- 

(315) 
(67) 
96 

2,261 - 

39.0 

(5.0) 
I .5 
0. I 

(4.4) 
(0.9) 
1.3 

31.6 
- 
- - 

2,469 

(501) 
(185) 
292 

1,852 ____ ____ 

39.0 

(2.7) 
(3.2) 
2.4 

__ 

( I )  Prior-year values have been adjusted accordingly to reflect the combined rate of 39 percent 
(2) thereof in 2006 income from capitalization of corporate tax credits: € 1,279 million 

As discussed in Note 4, the corporate income taxes relating to discontinued operations are reported in E.ON’s 
Consolidated Statement of Income under “IncomeILoss from discontinued operations, net,” and are as follows: 
€ in millions 2006 E ”” 
Viterra . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 19 64 

- 21 35 Ruhrgas Industries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
WKE ” ,  34 (90) (2) 
E.ONFinland. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  : . .  . . . . . . . . . . . . . . . .  7 15 (2) 

Income taxes from discontinued operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  42 (35) us 
- - -  
- -  - - -  

Income from continuing operations before income taxes and minority interests was attributable to the 

2006 2005 2004 
following geographic locations in the periods indicated: 
€ in millions 

Domestic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,664 3,526 3,553 
Foreign . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,626 2,779 
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5,133 7,152 6,332 

- 

- - -  - - -  
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Dcferrcd tax assets and liabilities are as follows as of December 31, 2006 and 2005: 

€ in millions 

Deferred tax assets 
Intangible assets . . . . . . . . . . . . . . . .  . . . . . . . . . . .  

Financial assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Receivables I . . ~ . . . . . . . . . . . . . . .  . . . . . . . . . . .  
Provisions.. . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . .  
Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net operating loss carryforwards . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Taxcredits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . .  
Subtotal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Valuation allowance. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

Deferred tax liabilities 
. . . . . . . . . . . . . . .  . . .  . . . . . . . . . . . . . . . . . .  

Property, plant and equipment . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Financial assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Provisions . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Net deferred tax assetshiabilities (-). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

December 31, 
2006 __ 2005 - 

66 
549 
208 

12 
508 

4,227 
2,315 

613 
38 

190 

8,726 

(434) 
8,292 

1,140 
6,63 1 
2,510 

122 
1,85 1 

443 
I07 

1,544 

14,348 

(6,056) 

41 
624 
383 

7 
178 

4,753 
2,42 I 

89 1 
33 

269 

9,600 

(573) 
9,027 

1,030 
6,609 
2.3 12 

94 
2,401 
1,167 

91 1 
844 

15,368 

(6,341) 

--.- 

-- 

Of the deferred tax liabilities on financial assets reported for 2006, €1,793 million (2005: €1,137 million) relate 
to the marking to market of other share investments. Of this amount, €1,777 million (2005: €1,120 million) were 
recorded in stockholders’ equity (other comprehensive income), with no effect on income. 

The adoption of SFAS 158 has led to an increase in deferred tax assets of €254 million. In addition, the 
reclassification of existing gross additional minimum pension liabilities totaling 41,374 million, e3 18 million in 
deferred taxes not recognized in income was reclassified as a component of accumulated other comprehensive 
income. The Consolidated Statement of Changes in Stockholders’ Equity provides additional information. 

Net deferred income taxes included in the Consolidated Balance Sheet are as follows: 

€ in millions 
December 31,2006 December 31,2005 

____ current non-current c- non-current 

Deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  358 1,933 383 2,269 
Valuation allowance. _- (11) ~ (423) (10) - (563) 
Net deferred tax assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  347 1,510 373 ____ 1,706 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (619) (7,29) (491) (7,929) Deferred tax liabilities. 

. . . . . . . . . . . . . . . . . . .  (272) (5;784) (118) (6,223) Net deferred tax assetsniabilities (-). ___ - - 

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

- - - 
- 

___. __ - 
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The purchase price allocations of the acquisitions of DDGfiz, E.ON Foldgfiz Trade, E.ON Foldgfiz Storage, 
Soinet and E.ON Varme resulted in  the recognition on December 31, 2006, of a total of €6 million in deferred tax 
assets and €27 million in deferred tax liabilities. 

In the acquisition of E.ON Ruhrgas North Sea Limited, the purchase price allocation resulted in deferred tax 
assets of €1 12 million and deferred tax liabilities of €245 million as of December 31, 2005. The purchase price 
allocation of GVT resulted i n  a deferred tax liability of €36 million as of December 31, 2005. 

The purchase price allocations of the acquisitions of E.ON Gaz Romdnia S.A., NRE Energie, Varna and 
Enfield resulted in a total deferred tax liability of €56 million as of December 31, 2005. 

Based on subsidiaries' past performance and the expectation of similar performance in the future, it is expected 
that the future taxable income of these subsidiaries will more likely than not be sufficient to permit recognition of 
their deferred tax assets. A valuation allowance has been provided for that portion of the deferred tax assets for 
which this criterion is not expected to be met. 

The tax loss carryforwards as of the dates indicated are as follows: 
December 31, 

2006 2005 
_I 

€ in millions 

Domestic tax loss carryforwards . . . . . . . . . . . . . .  . . .  . . " .  2,016 2,907 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,972 4,127 

Foreign tax loss carryforwards . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  956 1,220 

Total 
- -  
- -  - -  

Since January I ,  2004, a tax loss carryforward can only be offset against up to 60 percent of taxable income, 
subject to a full offset against thc first € 1  million. This minimum corporate taxation also applies to trade tax loss 
carryforwards. Despite the introduction of minimum taxation, the German tax loss carryforwards have no 
expiration date. 

€388 million after 201 I .  €5 19 million do not have an expiration date. 
Foreign tax loss carryforwards expire as follows: €15 million in 2007, €34 million between 2008 and 201 I ,  

Tax credits totaling 0 8  million are exclusively foreign. Of these, €24 million expire after 201 1 and €14 million 
do not have an expiration date. 

(8) Minority Interests in Net Income 

Minority stockholders participate in the profits of the affiliated companies in the amount of €667 million 
(2005: €567 million; 2004: €524 million) and in the losses in the amount of €141 million (2005: €31 million; 2004: 
€5.5 million). 

(9) Personnel-Related Information 

Personnel Costs 

The following table provides details of personnel costs for the periods indicated: 
€ in millions - 2006 2005 2004 
Wages and salaries . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,470 3,218 2,916 
Social security contributions . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  579 549 500 
Pension costs and other employee benefits; thereof pension costs: €50S 

(2005: €415; 2004: €373) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  524 465 394 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4,573 4,232 3,810 

In 2006, E.ON utilized 443,290 of its own shares (0.06 percent of E.ON's outstanding shares) (2005: 
,308,555 shares: 0.04 percent) for resale to employees as part of an employee stock purchase program. These shares 
were sold to employees at preferential prices between €38.37 and €74.77 (2005: between €35.01 and €64.04). The 

~ - _ _ _ _  

- - -  
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costs arising from the granting of these preferential prices were charged to personnel costs as “wages and salaries.” 
Further information about the changes in the number of its own shares held by E.ON AG can be found in Note 17. 

Since the 2003 fiscal year, employees in the U.K. have the opportunity to purchase E.ON shares through an 
employee stock purchase program and to acquire additional bonus shares. The cost of issuing these bonus shares is 
also recorded under personnel costs as part of “Wages and salaries.” 

Share-Based Payment 

Members of the Board ofManagemen1 of E.ON AG and certain executives of E.ON AG and of the market units 
receive share-based payment as part of their long-term variable compensation. Share-based payment can only be 
granted if the qualified executive owns a certain minimum number of shares of E.ON stock, which must be held 
until maturity or full exercise. The purpose of such cornpensation is to reward their contribution to E.ON’s growth 
and to further the long-term success of‘ the Company. This variable compensation component, comprising a long- 
term incentive effect along with a certain element of risk, provides for a sensible linking of the interests of 
shareholders and management. 

The following discussion includes a report on the E.ON AG Stock Appreciation Rights plan, which ended in 
2005, and on the E.ON Share Performance Plan, newly introduced in 2006. 

Stock Appreciation Rights of E.ON AG 

From 1999 up to and including 2005, E.ON annually granted virtual stock options (“Stock Appreciation 
Rights” or “SAR”) through the E.ON AG Stock Appreciation Rights program. The first tranche of SAR (from 1999) 
was exercised in full in 2002, and the second tranche (from 2000) was exercised in full in 2006. SAR from the third 
through seventh tranches may still be exercised after the end of the program, in accordance with the SAR terms and 
conditions. 

7th tranche 6th tranche 5th tranche 4th tranche 3rd tranche 2nd tranche 

Date of issuance , I ” , I . ” I .  Jan. 3, 2005 Jan. 2, 2004 Jan. 2, 2003 Jan. 2, 2002 Jan. 2. 2001 Jan. 3, 2000 
Term . . . . . . . . . . . . . . . . . . . . . .  7 years 7 years 7 years 7 years 7 years 7 years 
Blackout period . . . . . . . . . . . . . .  2 years 2 years 2 years 2 years 2 years 2 years 

Price at issuance (in €)* 61.10 44.80 37.86 50.70 58.70 44.10 
Level of the Dow Jones S 

Utilities Index (Price EUR) at 
SAR issuance . . . . . . . . . . . . . .  268.66 21 1.58 202.14 262.44 300.18 285.77 

Number of participants in year of 
issuance . . . . . . . . . . .  357 357 344 186 23 1 155 

Number of SAR issued (in 
millions) . . . . . . . . . . .  2.9 2.7 2.6 1.7 1.8 1.5 

Exercise hurdle (minimum 
percentage by which exercise 
price exceeds the price at 
issuance) . . . . . . . . . . . . . . . . .  10 I O  10 10 20 20 

price in €)*. . . . . . . . . . . . . .  67.21 49.28 41.65 55.71 70.44 52.92 
Exercise hurdle (minimum exercise 

- - - Maximum exercise gain (in €) I I . 65.35 49.05 - 

1: Adjusted for special dividend distribution 

SAR can be exercised by eligible executives following the blackout period within predetermined exercise 
windows, provided that the E.ON AG share price outperforms the Dow Jones STOXX Utilities Index (Price EUR) 
on at least ten consecutive trading days during the period from issuance until exercise, and that the E.ON AG share 
price on exercise is at least 10.0 percent (for the second and third tranches: at least 20.0 percent) above the price at 
issuance. The term of the SAR is limited to a total of 7 years. 

Starting with the fourth tranche, the original underlying share price is equal to the average of the XETRA 
closing quotations for E.ON stock during the December prior to issuance. For tranches two and three, the underlying 
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share price is the E.ON share price at the actual time of issuance. Because of the distribution of the special dividend 
of €425 per E.ON AG share declared by resolution of the Annual Shareholders Meeting on May 4, 2006, the 
original price at issuance and the exercise hurdles were adjusted in accordance with the SAR terms and conditions. 

The amount paid to executives when they exercise their SAR is paid out in cash, and is equal to the difference 
between the E.ON AG share price at the time of exercise and the underlying share price at issuance multiplied by the 
number of SAR exercised. Beginning with the sixth tranche, a cap on gains on SAR equal to 100 percent of the 
underlying price at the time of issuance was put in place in order to limit the effect of unforeseen extraordinary 
increases in the underlying share price. This cap on gains took effect for the first time in the 2006 fiscal year. The 
exercise gains from 651,016 SAR of the sixth tranche were limited to the cap of €49.05. 

As part of IJ.S. GAAP measurement, in accordance with SFAS 123(R), the SAR were measured at fair value 
for the first time in 2006. 

A recognized option pricing model is used for measuring the value of these options. This option pricing model 
simulates a large number of different possible developments of the E.ON share price and the benchmark Dow Jones 
STOXX Utilities Index (Price EUR) (Monte Carlo simulation). 

A certain exercise behavior is assumed when determining fair value. Individual exercise rates are defined for 
each of the tranches, depending on the price performance of the E.ON share. There is no liquid options market for 
the benchmark index, so no use is made of implicit volatility for reasons of consistency. Historical volatility and 
correlations of the E.ON share price and of the benchmark index that reflect remaining maturities are used in the 
calculations. The reference interest rate is the zero-swap rate for the corresponding remaining maturity. The 
dividend yields of E.ON stock and of the benchmark index are also taken into account in this pricing model. They 
are established based on the ratio of the last dividend distributed and the share prices on the valuation day. Future 
dividend expectations thus correspond to the most recent dividcnds paid out. 

The table above and the following overview contain the parameters used for measurement on the balance sheet 
date. 

7th tranche 

102.83 

6th tranche 

102.83 

5th tranche 

102.83 

4th tranche 

102.83 

3rd tranche 

102.83 
E.ON AG share price on December 31, 2006 

(in €) . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Level of the Dow Jones STOXX Utilities 

Index (Price EIJR) on December 3 1 ,  
2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Intrinsic value as of December 31, 2006 
(in €) . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Fair value as of December 31, 2006 (in e) 1 

Swap rate (in %) . . . . . . . . . . . . . . . . . . . . .  
Volatility of the E.ON share (in %) . . . . . . .  
Volatility of the Dow Jones STOXX Utilities 

Correlation between the E.ON share price 
Index (Price EUR) (in %). . . . . . . . . . . . .  

and the Dow Jones STOXX Utilities Index 
(Price EIJR). . . . . . . . . . . . . . . . . . . . . . .  

Most recent cash dividend paid on E.ON AG 
stock (in €) . . . . . . . . . . . . . . . . . . . . . . .  

Dividend yield of the E.ON share (in %) . . .  
Dividend yield of the Dow Jones STOXX 

Utilities Index (Price EUR) (in %) . . . . . .  

464.95 464.95 464.95 464.95 464.95 

41.73 
41.87 
4.03 

25.81 

49.05 
47.38 
4.03 

26.22 

64.97 
61.43 
4.04 

26.29 

52.13 
48.52 
4.04 

25.46 

44.13 
43.72 

3.98 
22.57 

14.66 14.85 14.96 14.74 13.62 

0.6802 0.6896 0.7066 0.7382 0.7901 

2.75 
2.67 

2.75 
2.67 

2.75 
2.67 

2.7.5 
2.67 

2.7.5 
2.67 

4.36 4.36 4.36 4.36 4.36 

In 2006,2,948,702 SAR from tranches two through six were exercised on an ordinary basis. In addition, 64,890 
SAR from tranches six and seven were exercised in.accordance with the SAR terms and conditions on an 
extraordinary basis. The gain to the holders on exercise totaled €134.4 million (2005: 0 3 . 1  million). During 2006, 
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42,18 1 SAR from tranches five, six and seven expired. The provision for the SAR program was €143.1 million as of 
the balance sheet date (2005: €164.4 million). The expense for the 2006 fiscal year amounted to €1 13.0 million 
(2005: €1 37.7 million). 

The number of SAR, provisions for and expenses arising from the E.ON SAR program have changed as shown 
in the following table: 

7th tranche 6th tranche 5th tranche 4th tranche 3rd tranche 2nd tranche 

SAR outstanding as of 
January 1 , 2 0 0 5 . .  . . . . . . .  - 2,647,181 2,502,393 809,886 1,300,900 192,500 

SAR granted in 2005. . . . . . . .  2,904,949 17,297 - - - - 
SAR exercised in 2005 . . . . . .  7,521 55,983 1,860,682 503,477 983,650 161,000 
SAR expired in 2005. . . . . . . .  12,000 20,000 - - 7,000 - 
Change in scope of 

consolidation in 2005 

SAR outstanding as of 
December 31,2005. . .  

SAR granted in 2006. . . . . . . .  
SAR exercised in 2006 . . . . . .  
SAR expired in 2006. . . . . . . .  
Change in scope of 

consolidation in 2006 . . . . .  
SAR outstanding as of 

December 31,2006. . . . . . .  
Gains on excercise in 2006 

(in millions of e ) .  . . . . . . . .  
Provision as of December 31, 

2006 (in millions of e). . . . .  
Expense in 2006 (in millions 

o f f )  . . . . . . . . . . . . . . . . . .  
Average exercise gain per SAR 

(in 4) . . . . . . . . . . . . . . . . .  

. I . . (67,500) -- ( I  51,500) -- (1 70,500) (28,000) (19,000) 

2,885,428 
- 

4951 1 
26,04 1 

2,417,995 

2,349,731 
13,717 

613,711 
I_ 

346,358 
2,423 

238,909 

169,742 

158,750 
- 

85,750 

12,500 

12,500 

I. 

264,930 

16.9 

16.3 

5.4 

48.84 

~- 54,547 

106.8 

2.6 

16.7 

45.45 

69,167 

5.7 

3.4 

1.2 

33.24 

73,000 

2.0 2.3 0.7 

117.6 3.2 

87.8 1.7 0.2 

40.31 27.27 54.66 

The SAR of tranches three through six were exercisable on December 31,2006. The blackout period for the 
seventh tranche ended on December 31, 2006. 

E.ON Share Performance Plan 

In 2006, a new stock-based compensation system, the E.ON Share Performance Plan, was introduced, and 
virtual shares (“Performance Rights”) from the first tranche were granted for the first time. The amount of 
compensation from the E.ON Share Performance Plan depends both on the development of the E.ON share price 
and explicitly on the relative performance of E.ON stock in comparison to a sector index. 

1st tranche 

Jan. 2,2006 

79.22 
396 

458,641 
237.66 

Date of issuance.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Term . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 years 
Target value at issuance (in e). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Number of participants in year of issuance . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Number of Performance Rights issued. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Maximum cash amount (in €). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
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At the beginning of the three-year term of each tranche, plan participants are granted Performance Rights. At 
the end of thc term, each Performance Right is entitled to a cash payment linked to the final E.ON share price 
established at that time. The amount of the payment is also linked to the relative performance of the E.ON share 
price in comparison with the benchmark, the Dow Jones STOXX Utilities Index (Total Return EUR). The amount 
paid out is equal to the target value of this compensation component if the E.ON share price at the end of the term is 
equal to the initial price at the beginning of the term and the performance matches that of the benchmark. The 
maximum amount to be paid out to each participant per Performance Right is limited to three times the original 
target value on the grant date. 

60-day average prices are used to determine the initial price, the final price and the relative performance, in 
order to mitigate the effects of incidental, short-lived price movements. The target value of the first tranche is equal 
to the initial price of €79.22. 

The calculation of the payment amount takes place at the same time for all plan participants with effect on the 
last day of the term of the tranche. If the performance of the E.ON share matches that of the index, the amount paid 
out is not adjusted; the final share price is paid out. However, if  the E.ON share outperforms the index, the amount 
paid out is increased proportionally by one percent For each one percent of outperformance. If, on the other hand, the 
E.ON share should undcrperform the index, disproportionate deductions of five percent are made for each one 
percent of underperformance, and in the case of underperformance by 20 percent or more, no payment at all takes 
place. 

The plan contains adjustment mechanisms to eliminate the effect of events such as interim corporate actions. 
Accordingly, to compensate for the economic effects of the special dividend payment of May 5, 2006, capital 
adjustment factors were established for the first tranche. 

At the end of the first year of the three-year term, the intrinsic value of one Performance Right dropped from 
€79.22 to C42.00. The declinc is primarily due to the fact that the E.ON share could not match the positive 
performance of the benchmark index to the same degree. The performance during the 60-day review period 
established lagged far behind the original performance targets set. Whereas the absolute price perfonnance since 
plan inception is very strong, this performance only partially compensates for the losses resulting from the relative 
performance. The two value-driving factors, the share price and the relative performance, are thus both reflected in 
the change in intrinsic value of the Performance Rights, and both receive the desired consideration as a result. 

Instead of reporting the target value or the intrinsic value on the financial statements, the fair value is 
determined for the Performance Rights in accordance with SFAS 123(R) tising a recognized option pricing model. 
Similar to the option pricing model used for the SARprogram, this model involves the simulation of a large number 
of different possible development tracks for the E.ON share price (taking into account the effects of reinvested 
dividends and capital adjustment factors) and the benchmark index (Monte Carlo sirnulation). However, unlike the 
SAR program, the benchmark for this plan is the Dow Jones STOXX TJtilities Index (Total Return EUR). Since 
payments to all plan participants take place on a specified date, no assumptions concerning exercise behavior are 
made in this plan structure, and such assumptions are therefore not considered in this option pricing model. 
Dividend payments and corporate actions are taken into account through corresponding factors that are analogous to 
those employed by the index provider. 
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E.ON AG share price on December 31, 2006 (in €). . . . . . . . . . . . . . . . . . .  
Level of the Dow Jones STOXX Utilities Index (Total Return EUR) on Decem 
Intrinsic value as of December 31, 2006 (in €) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Fair value as of December 31, 2006 (in €) 
Swaprate(in 9%) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Volatility of the E.ON share (in %) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . .  

Volatility of the Dow Jones STOXX Utilities Index (Total Return EUR) (in 70) . . . . . . . . . . . . . . .  
Correlation between the E.ON share price and the Dow Jones STOXX Utilities Index 

(Total RetumEUR) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Most recent cash dividend paid on E.ON AG stock (in €) , . . 
Dividend yield of the E.ON share (in %) . . . . . . . . . . . . . . . . . . . . . . . . . . .  

1st tranche 

102,83 
796.53 
42.00 
58.54 
4.04 

19.65 
12.40 

0.8273 
2.75 
2.67 

458,641 first-tranche Performance Rights were granted in 2006. As of' December 31, 2006, the cash amount 
from 2,020 Performance Rights was paid out on an extraordinary basis in accordance with the terms and conditions. 
Total payments amounted to €0.1 million (2005: €0.0 million). 2,020 Performance Rights expired during the term. 
The provision was €8.9 million at year-end (2005: €0.0 million). The provision was prorated for the first year of the 
total three-year term. The total expense for the E.ON Share Performance Plan amounted to €9.0 million in 2006 
(2005: €0.0 million 2004: €0.0 million). As of the balance sheet date, a total expense from the first tranche of 
€26.7 million on a fair-value basis is expected upon expiration of the three-year term. 

Performance Rights granted in 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Settled Performance Rights in 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Performance Rights expired in 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Change in scope of consolidation in 2006 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Performance Rights outstanding as of December 31, 2006. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Cash amount paid in 2006 (in millions of €) . . . . . . . . . . . . . . . . . . . . . . . .  
Provision as of December 31, 2006 (in millions of €) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Expense in 2006 (in millions of 4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Average cash amount per Performance Right (in €) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

The first tranche was not yet payable on an ordinary basis on the balance sheet date. 

The issue of a second tranche of the E.ON AG Share Performance Plan is planned for 2007. 

1st tranche 

458,641 
2,020 
2,020 

454,601 
0.1 
8.9 
9.0 

42.00 

-- 

- 

Employees 

During 2006, the Company employed an average of 80,453 people (2005: 74,788), not including 
2,280 apprentices (2005: 2,174). The breakdown by segments is shown below: 

2006 - 2005 - 
Central Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  44,148 42,835 
Pan-European Gas.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  12,653 11,025 
U.K. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14,599 12,106 
Nordic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5,697 5,381 
U.S. Midwest..  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,919 3,007 
Corporate Center. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  437 434 - -.I 
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  80,453 74,788 

_ . _ _ _ -  ~- 
I 
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(10) Earnings per Share 

The computation of basic and diluted earnings per share for the periods indicated is shown below. 
€ in millions 2006 2005 2004 
IncomelLoss from continuing operations . . . . . . . . . . . .  I . . I 4,930 4,355 4,Ol 1 
IncomeLoss from discontinued operations. . . 127 3,059 328 

__ 

. . . . . . . . . . . . . . . . . . . . . . . .  
(7) __ . . . . . .  1ncomelL.oss from cumulative effect of changes in accounting principles, net 

Net income . . . . " .  . . . . . . . . . . . . . . . . . . . .  5,057 7,407 4,339 
. . . . . . . . . . .  659 659 657 

____ -- 

- - -  - - -  Weighted-average number of shares outstanding (in millions) 

Earnings per share (in 6 
from continuing operations . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7.48 6.61 6.1 1 
from discontinued operations 0.19 4.64 0.50 
from cumulative effect of cha 

. . . . . . . .  7.67 11.24 6.61 from net income. 

The computation of diluted EPS is identical to bask EPS, as E.ON AG does not have any dilutive securities. 

0.00 (0.01) I_ - -  
- - -  - ~ -  
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(11) Goodwill and Intangible Assets; Property, Plant and Equipment; Financial Assets 
Acquisition and production cos& 

Jaiiuary 1, rate scope or December 31. 
2006 differences consolidnlion Additions Dispafnlr Translers Impairment 2006 

Exchange Change in 

I _ _ _ - - - - ~ ~ ~  

€ in milliens 

Goodwill 
Intdngible d w t h  

Adrdnre pdymeiits un intangible d w t \  

Goodwll and tnlaiigible a%c& 

Real ehtate and leasehold nghtq 
Building\ 
rcclinicd equipment. plmt and maLhiiicry 
Other qutpmmt. fixtures. furniture and offile 

Advance payment\ and construction in 

Property, plant and equipment 
Shares in unconsolidaied dfiiltates 
Sharer in Itswidled companies 
Othcr slidre investments 
Noti-current securities 

Financial assets 

Total 

equipment 

progrew 

15.662 
6,056 

26 
21,744 
4.011 
7,761 
77,391 

37348 

1.331 
93,842 

616 
10.248 
2,230 
5.652 
18,806 
134392 

- 
- 

- 
- 

I___ 

- 
____ 
___. 

52 
145 
II 

208 
55 
98 

1,989 

244 

1,800 

I_ 

__ 

- 

15,407 
6,032 
14 

21,453 
3,948 
8.035 
78.864 

3,367 

2,074 
96,288 
665 

8,452 
1,863 
7,023 
18,003 

-- 
- 

I__ 

- 

- 
- 

__ 
.I 

4,196 
163 

1.216 
1 (W 

3,070 

4,649 
- 
- 
9,043 - 135,741 - 

Accuniulakd depreciation 

Juuunry 1, rate scope iif OC1 Deceniber 31, 
2W6 diWeerences consolidatinn Additions Disposals Translers adjustments 2006 

Exchange Change in Fair value 

~- ~ - -- ~ -- 
- I 283 

1.957 23 (18) 374 (39) - _I 2,2297 
__ - 2YY (I) (15) 

Net bwk values - 
December 31, December 31, 

2006 2005 

15.124 15,363 
3,735 4,099 

- ~- 

26 

18,873 - 19,488 

I__ 14 - 
- 
3,729 3,708 
3,930 3,938 

31.988 31,379 

Cioodwll 
Intangible assets 
Advance payment\ on 

intaiigiblc asbets 

Gindwill and intangible 
assets 

Redl ebt.tie and ledsehold 
nghts 

Buildiiigs 
Technicdl equipment. 

Other equipinent 
plant and machinery 

fixtures, furniture And 
office equipment 

Advance pdymenth and 
ConsWLtion in 
progress 

Property, plant and 
equipment 

Shacs in unconsoliddted 
aftiliales 

Shares in associated 
compmies 

Oihcr \hare 
investmeiit~ 

Non-current secuniieh 
Financinl nssets 
Total 

2,373 18 (39) - 2,373 201 (174) (61 994 975 

8 -  

52.519 74 

Y -  

494 (I) 

(6.775) - 
(730) - 
(7,002) 3) 

_ _ _ -  

- -  

- -  
- 
- -  

3 

53,576 

6 

198 

- 
- 

(103821 
79 

(10.299) 
45,857 

~ 

- 
- - 

2,071 - 1,323 - 
4 2 , 7 1 2 -  

659 661 

8ZsJ 9,754 

12,445 9.005 
6,944 __ 6382 

28,302 
89,887 __ 86,619 

__ 
~ 

- - - 
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a) 

Goodwill 

Goodwill and Other Intangible Assets 

During the 2006 and 2005 fiscal years, the carrying amount of goodwill changed as follows in each of E.ON's 
segments: 

€ in millions 

Book value as of January 1,2005 
Goodwill additions/disposals . _. I 

Other changes ( I )  . . . , . . I , 

Book value as of December 31,2005 . 
Goodwill additionsldisposals . . I . I I . 
Other changes ( I )  . . I , " . . . , . . 
Book value as of December 31,2006 . 

I . . 

Central 
Europe 

2,305 
115 

- 

~ (1) 

2,419 
65 

i19) ___ 
2,465 
___. - 

Pan- 
European 

Gas U.K. 

3,920 4,119 
48 1 21 

- -  

(332) _111 - 
4,069 4,955 

142 - 
53 1 

4,264 4,y56 
- -  
- - -  

Nordic 
359 

7 
2 

368 
3 

I__ 

- (73) 

298 - ___ 

us. 
Midwest 

3,080 

472 

3,552 

- 
- 

- 
(411) 
3,141 - ___ 

Core 
energy Other 

business activities 

14,414 10 
623 - 
296 (10) 

_ _ _ _ _ I _  

15,363 - 
210 - 

(449) - 

15,124 - 
- -  
- -  - -  

14,454 
623 

286 

15,363 
210 

(449) 

15,124 

- 

- 
~ - 

(1) Other changes include transfers and exchange rate differences from the respective reporting year as well as 
reclassifications to discontinued operations (2006, Nordic segment: €(83) million; 2005, Pan-European Gas 
scgment: €(326) million; other activities: €( 10) million). 

To perform the annual impairment test, the Company detennines the fair value of its reporting units based on a 
valuation model that draws on medium-term planning data that the Company uses for internal reporting purposes. 
The model uses the discounted cash flow method and market comparables. Goodwill must also be evaluated at the 
reporting unit level for impairment between these annual tests if events or changes in circumstances indicate that 
goodwill might be impaired. 

As the fair value of each reporting unit exceeded the carrying amount, no charges were recognized in 2006, 
2005 or 2004, respectively, in connection with the testing of goodwill for impairment. 
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Intangible Assets 

the following: 
As of December 3 1, 2006, the Company’s other intangible assets, including advance payments. consisted of 

€ in millions 

December 31,2006 December 31, 2005 __ 
Acquisition Accumulated Net book Acquisition Accumulated Net book 

costs amortization value costs amortization value 

Intangible assets subject to 

Marketing-related intangible 
amortization 

assets . . . . . . . . . . .  176 10 223 123 100 
thereof brand names . . . . . . . .  176 10 223 123 100 

assets, . . . . . . . . . .  962 1,495 2,419 765 1,654 
thereof customer lists an 

Contract-based intangible 

Customer-related inta 

customer relationships . . . . .  2,292 885 1,407 2,305 704 1,601 

assets. . . . . . . . . . . . . . . . . . .  1,678 629 1,049 1,674 593 1,081 
thereof concessions . . . . . . . . .  1,080 327 753 1,223 392 83 1 

assets . . . . . . . . . . . . . . . . . . .  733 530 203 662 476 186 
thereof computer software I ~ ~. 666 477 I89 563 408 155 

amortization . . . . . . . . . . . . .  992 I_ 992 1,104 - 1,104 
. . . . . . . . . .  818 818 thereof easements 125 - 725 

Technology-based intangible 

Intangible assets not subject to 

I_ - ~ - __I I.___ - 
.... . . . . . . . . . . . . . . . . .  3,749 6,082 1,957 4,125 - - - - - - - - Total 6,046 2,297 

The table below includes all intangible assets added in 2006. Also included are the intangible assets that were 

Weighted average 

acquired as part of business combinations. 

Acquisition costs amortization period 
(€ in millions)- (in years) 

Intangible assets subject to amortization 
Marketing-related intangible assets . . . . . . . . . . . . . .  .- 
Customer-related intangible assets . . . . . . . . . . . . . . .  38 7 

thereof customer lists and customer relationships . . . . . . . . . . . . . . . . .  29 4 
Contract-based intangible assets. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  31 10 
Technology-based intangible assets . . . . . . . . . . . . . . . . . . . . . . . . . . . .  102 3 

thereof computer software. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  92 
Intangible assets not subject to amortization .................... 24 

3 

. . . . . . . . . . . . . . . . . .  22 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  195 Total 

thereof licenses for exploration and production. - 
- - 

In 2006, the Company recorded an aggregate amortization expense of €374 million (2005: €361 million; 2004: 
€365 million). Impairment charges ofe45 million on intangible assets were recognized in 2006 (2005: €0 million; 
2004: €9 million). 
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Based on the current amount of intangible assets subject to amortization, the estimated amortization expense 
for each of the five succeeding fiscal years is as follows: 
€ in millions 

2007 . . . . . . . . . . . . . . . . . . . . . . . . . .  
2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2009 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2010 . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  168 
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - - 

As acquisitions and disposals occur in the future, actual amounts may vary. 

b) Property, Plant and Equipment 

Property, plant and equipment includes capitalized interest on debt apportioned to the construction period of 
qualifying assets as part of their cost of acquisition and production in the amount of €27 million (2005: €24 million; 
2004: €20 million). Impairment charges on property, plant and equipment werc €409 million (2005: €163 million; 
2004: €156 million). This amount in 2006 included €227 million in impairment charges (recorded under cost of 
goods sold) for gas distribution network operations in Germany that resulted from the regulation of network 
charges. 

In 2006, the Company recorded depreciation of property, plant and equipment in the amount of €2,556 million 
(2005: €2,459 million; 2004: €2,254 million). 

Restrictions on disposals of the Company’s property, plant and equipment exist in the amount of €4,236 million 
(2005: €4,19 I million) mainly with regard to land, buildings and technical equipment. For additional information 
on collateralized property, plant and equipment, see Note 24. 

Jointly Owned Power Plants 

E.ON holds joint ownership and similar contractual rights in certain power plants that are all independently 
financed by each respective participant. These jointly owned power plants were formed under ownership 
agreements or arrangements that did not create legal entities for which separate financial statements are prepared. 
They arc therefore included i n  the financial statements of their owners. E.ON’s share of the operating expenses for 
these facilities is included in the Consolidated Financial Statements. 
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The following table provides additional details about these plants, which are located in Germany unless 
otherwise indicated: 

Name of plants by type 

Nuclear 

Gundremmingen C . . . . . . . . . . . . . . .  

Lippendorf S . .  . . . . . . . . . . . . . . . . . . . . . . .  

Bexbach 1. . . . . . . . . . . . . . . . . . . . .  
Trimble County 1 (US.) 
Trimble County 2 (U.S.) 

Lignite 

Hard Coal 

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

Nymdle HavsparMRbdsand (DK) _ I  

. . . . . . . . . . . . . . . . . .  
Ering . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Egglfing . . . . . . . . . . . . . . . . . .  

c) Financial Assets 

E.ON’s 
Ownership 

interest 
in % 

75.00 
25.00 
25.00 

50.00 

8.33 
75.00 
75.00 
50.38 

20.00 
53.00 
50.00 
50.00 

E.ON’s 
Total 

acquisition cost 
(€ in millions) 

1,968 
I00 
112 

533 

64 
459 

317 

44 
5s 
31 
47 

__I 

EON’S 
Accumulated 

depreciation & 
amortization 
(€ in millions) 

1,842 
83 
9s 

399 

60 
176 
- 

292 

7 
41 
28 
43 

E.ON’s 
Construction 

work in progress 
(€ in millions) 

- 
7 

90 
._ 

Impairment charges on financial assets during 2006 amounted to €367 million (2005: €47 million; 2004: 
€230 million). €335 million of this amount relates to interests in minority shareholdings with network operations in 
Germany, and resulted from thc regulation of network charges. 

Shares in Affiliated and Associated Companies Accounted for Under the Equity Method 

The financial information below summarizes income statement and balance sheet data for the investments of 
the Company’s affiliatcd and associated companies that are accounted for under the equity method. Separate 
summarized income statement data is presented for RAG, as this investment was considered a significant 
investment in 2004 under applicable rules of the U.S. Securities and Exchange Commission. 
€ in millions 

Sales . . . . . . . . . . . . . . . . . . . . . . . .  49,475 18,177 59,533 21,670 55,790 18,240 
Net income.. . . . . . . . . . . . . . . . . . .  3,763 726 1,782 91 2,4 15 
E.ON’s share of net income/loss . . . 1,332 284 550 36 88 1 
Other (1) (496) (284) (117) (36) (233) 
Income from companies accounted 

2006 thereof RAG 2005 thereof RAG 2004 thereof RAG 
~ -- - 

- 
- 
- .... . . . . . . . . . . . . . . . . .  

__ 648 - 433 for under the equity method . . . 836 - 

(1) ‘Other’ primarily includes adjustments to conform with E.ON accounting policies, amortization of fair value 
adjustments due to purchase price allocations and intercompany eliminations. 

The increase in 2005 in income from companies accounted for under the equity method primarily related to the 
following one-time charges from the preceding year that did not recur. The equity-method accounting for E.ON’s 
directly held 42.9 percent share of Degussa resulted in a net loss to E.ON of €215 million, mainly caused by the 
impairment of Degussa’s Fine Chemicals division. In 2004, income from companies accounted for under the equity 
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method included a gain of €1 07 million from the equity-method treatment of Degussa. The equity-method 
accounting of RAG Aktiengesellschaft (“RAG’)), Essen, Germany, whose consolidated financial statements include 
Degussa, did not result in additional losses, as the carrying amount of E.ON’s investment in RAG had already been 
written down io zero in 2003. Furthermore, included in the 2005 amounts are valuation adjustments of deferred tax 
assets at another at-equity holding of the Corporate Center of €96 million 

In 2006, the losses from companies accounted for under the equity method also included €8 1 niillion (200.5: 
€1 million; 2004: €86 million) in impairincnt charges on goodwill of companies accounted for under the equity 
method. These impairment charges primarily related lo companies with network operations, and they arose in 
connection with network regulation in Germany. Included in the 2006 amounts are €190 million in impairment 
charges recorded for minority shareholdings accounted for under the equity method in Germany as a result of the 
regulation of network charges. 

Dividends received from affiliated and associated companies accounted for under the equity method were 
€912 million in 2006 (2005: €824 million; 2004: €834 million). 

€ in millions 

Fixed assets ~ . . ~ I I . ~ I . ~ I . . . . I . l ~ l . . . . . . . l . . . . . ~ . . r . . . . . . . ~ . . . . . . . . . . . 1 .  

Non-fixed assets and prepaid expenses 

Minority interests , . . . . I . I . . . . 

Investment in companies accounted for under the equity method . I . . . . . . . . . . . . . . 

December 31. 
2006 2005 

43,469 41,547 
27,348 32,165 
24,333 28,611 
26,863 30,307 

736 2,152 

18,885 18,642 

5,934 6,788 
2,033 2,901 

7,967 9,689 

- _ _ _ _  

-- - 

--  -- 

-- 
-- -- 

( I )  ‘Other’ primarily includes adjustments to confonn to E.ON accounting policies, goodwill, Fdir value 
adjustments due to purchase price allocations, intercompany eliminations and impairments. 

The dccrease in investments i n  companics accounted for under the equity incthod is due primarily to the sale of 
the interest in Degussa in 2006 (see also Note 4). 

The book value of affiliated and associated companies accounted for under the equity method whose shares are 
marketable amounts to a total of €850 million (200.5: €2,536 million). The fair value of E.ON’s share in these 
companies is €2,401 million (2005: €5,493 million). 

resulted in a total goodwill of €57 million in 2006 (2005: €44 million). 

were pledged as collateral for financing as of the balance sheet date. 

Additions of investments in associated and affiliated companies accounted for under the equity method 

Investments in associated companies totaling €76 million (2005: €7 1 million) were restricted because they 
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Other Share Investments and Non-Current Available-for-Sale Securities 

The amortized costs, fair values and gross unrealized gains and losses for other share investments and non- 
current available-for-sale securities, as well as the maturities of fixed-term securities as of December 3 1,2006 and 
2005, are summarized below: 

€ i n  millions 

Fixed-term securities 

Amortized 
cost 

Between I and 5 years . . I 2,962 
More than 5 years. . . . . . . .  3,310 

_I 

Subtotal . . . . . . . . . . . . .  6,272 

Non-fixed-term securities I I . 2,600 
~ 

Total. . . . . . . . . . .  . . . . . . .  8,872 - - 

December 31,2006 

Fair unrealized unrealized 
value loss gain 

Gross Gros. 

--- 

2,941 25 4 
3,241 72 ~ 3 ___ __ 
6,182 97 7 

- 13,207 10,607 

- 19,389 97 10,614 

I__ __ ____ 

I___ 

- - - - _I_ 

December 31. 2005 

Amortized 
COS1 

2,472 
2,747 - 
5,219 

2,624 

7,843 

- 
- 
- - 

Fair 
value 

~ 

2,490 
2,865 

5,355 

- 10,032 

- 15,387 

- 
- 

- 

Grosc 
unrealized 

10% 

5 
3 __ 

Gros. 
unrwlized 

gain 

23 
121 

145 

I_ 7,409 

7,553 

- 
~ 

~ - 

The gross unrealized losses for these share investments and non-current available-for-sale securities are as 
follows: 

€ in millions 

~- December 31,2006 
I 

less than 12 months 12 months or- Total 

Fnir unrealized Fair unrealized Fnir unrealized 
value 10s Value IOSS value loss 

~ 

Cross Gross Gross 

- - - ____I _- ~ - -  
Fixed-term securities 
Between 1 and 5 years. . . . . . . . . . . . . . . .  2,265 25 3 - 2,268 25 

. . . . . . . . . . . . . . . . . . .  72 2,499 - 72 More than 5 years 2,499 

. . . . . . . . . . . . . . . . . . . . . . . .  97 - 4,767 - - 3 97 Subtotal.. 4,764 
3 3 Non-fixed-term securities 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  97 Total.. 4,764 - 4,770 6 97 

____. 

- -- - -- - 
- - - 

- . . . . . . . . . . . . .  - - ___- .__ - -. - - 
- 
__. - - - - - - - - - 

In 2006, amortized costs were written down in the amount of €112 million (2005: €15 million; 2004: 
€36 million). 

The disposal of other share investments as well as non-current and current available-for-sale securities 
generated proceeds of €5,521 million in 2006 (2005: €5,350 million; 2004: €4,949 million) and capital gains of 
€651 million (2005: €398 nullion; 2004: €231 miliion). Included in this item are the gains from the derecognition of 
institutional securities funds as part of the transfer to the CTA in the amount of €159 million. The Company uses the 
specific identification method as a basis for determining these amounts. 

Non-fixed-term securities include non-marketable investments or securities of €803 million (2005: 
€767 million). 

For the other share investments that are marketable, gross unrealized gains of €10,582 million were recorded as 
of December 31, 2006 (2005: €6,814 million). The increase in fair value of other share investments that are 
marketable in 2006 was primarily attributable to the marking to market of the investment in OAO Gazprom 
(“Gazprom”), Moscow, Russia. 

€1,169 million in non-current available-for-sale securities is restricted for the fulfillment of legal insurance 
obligations of VICE toward companies of the E.ON Group. 
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(12) Inventories 

The following table provides details of inventories as of the dates indicated: 

€ in millions 

Raw materials and supplies by segment 
Central Europe . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

Nordic . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
U.S.Midwest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Work in progress . . . . . . . . . . . . . . . . . . . . . . . . . .  

Goods purchased for resale. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. .  

December 31, 
2006 2005 

- _ _ _ I  

1,165 
25 

646 
257 
189 

2,282 

67 
1 

1,640 

-_ 

904 
28 

326 
223 
237 

1,718 

58 
10 

671 

- 

Inventories . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,990 2,457 

Raw materials, finished products and goods purchased for resale are generally valued at average cost. Where 
this is not the case, the LIFO method is used, particularly for the valuation of natural gas inventories. In 2006, 
inventories valucd according to thc LJFO method amounted to €1,478 million (2005: €502 million). The increase in 
LIFO-method inventories is primarily due to the gas storage business af E.ON Foldgh Trade purchased in 2006. 

Raw materials and supplies contain various emission rights that have a book value of €136 million (2005: 
€3 million). 

The difference between valuation according to LIFO and higher replacement costs is €524 million (2005: 
€332 million). 

- -  - -  
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(13) Receivables, Other Assets and Prepaid Expenses 

The following table provides details of receivables, other assets and prepaid expenses: 

€ in millions 

December 31,2006 December 31,2005 
With a With a With p With a 

remaining remaining remarrung remaining 
term up to term of more term up to term of more 

1 year than 1 year I year than 1 year 

Financial receivables from affiliated companies I I . I . . 287 159 115 25 1 
Financial receivables from associated companies and 

other share investments . . . . . . . . . . . . . . . . . . . . . . .  164 435 87 452 
Other financial assets. . . . . . . . . . . . . . . . . . . . . . . . . . .  966 800 85 8 1,356 

Financial receivables and other financial assets. . . . . .  1,417 1,394 1,060 2,059 
_____I __I 

- 
Trade receivables. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating receivables from affiliaced companies . . . . . . .  
Operating receivables from associated companies and 

other share investments . . . . . . . . . . . . . . . . . . . . . . .  
Reinsurance claim due from the mutual insurance 

fund Versorgungskasse Energie VVaG. . . . . . . . . . . . .  
U S .  regulatory assets. . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other operating assets . . . . . . . . . . . . . . . . . . . . . . . . . .  
Operating receivables and other operating assets . . . .  
Prepaid expenses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

9,756 
70 

970 

47 
7,065 .~ 

17,908 
429 -.- 

I 

6 

I- 

232 
3,105 

3,343 
210 

- 

8,179 
62 

748 

80 
52 

8,832 

17,953 
227 

90 
- 

1,495 
69 

1.747 

3,401 
129 

- 

. . . . .  5,589 
~ - - Receivables, other assets and prepaid expenses. 19,754 4,947 - 19,240 

In 2006, other financial assets include receivables from owners of minority interests in jointly owned power 
plants of €609 million (2005: €688 million) and margin account deposits receivable of 4135 million (2005: 
€30 million). In addition, in connection with the application of SFAS 143, other financial assets include a claim for a 
refund from the Swedish nuclear fund in the amount of e427 million (2005: €394 million) in connection with the 
decommissioning of nuclear power plants. Since this asset is designated for a particular purpose, E.ON’s access to it  
is restricted. 

As part of the elimination of intra-group balances, reinsurance claims within the E.ON Group with VKE were 

In accordance with SFAS 71, assels that are subject to U.S. regulation are disclosed separately. For further 
information, please see Note 2. 

Other operating assets include the positive fair values of derivative financial instruments in the amount of 
€4,450 million (2005: €7,349 million). The decrease in the positive fair values of the derivatives is primarily due to a 
decline in market prices. Also included here are tax refund claims of €2,983 million (2005: €553 million). Of this, 
€1,279 million consists of the initial capitalization of corporate tax credits under the SEStEG (see also Note 7). This 
line item further includes receivables related to E.ON Benelux’s cross-border lease transactions for power plants 
amounting to €883 million (2005: €1,011 million) and accrued interest receivables of €555 million (2005: 
€544 million). 

In 2005, other operating assets also included the excess of €309 million in the plan assets of the E.ON UK 
pension plans over the benefit obligations. Following the adoption of SFAS 158 effective December 31,2006, plan 
assets in the Group exceeded benefit obligations by a total of €2 million. See Note 22 for additional information. 

eliminated in consolidation. 
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Valuation Allowances for Doubtful Accounts 

The valuation allowances for doubtful accounts comprise the following for the periods indicated: 
€ in millions go62005 

Changes affecting income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  139 37 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (64) 2 7 .  Changes not affecting inconie - 

Balance as of December 31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  625 550 

Changes not affecting income are related to changes in the scope of consolidation, utilization and currency 

BalanceasofJanuary 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  550 456 

- -  - -  

translation ad,justments. 

(14) Restricted Cash 

Restricted cash, of which €18 million (2005: €31 million) has a maturity greater than three months, includes 
€74 million (2005: €54 million) in collateral deposited at banks, the purpose of which is to prevent the exhaustion of 
credit lines in connection with the marking to market of derivative transactions. The increase in restricted cash in 
2006 was due primarily to the full consolidation of VKE, which contributed €458 million. 

(15) Current Securities and Fixed-Term Deposits 

indicated: 
The following table provides details of investments in securities and fixed-term deposits as of the dates 

€ in millions 
December 31, 

2006 2005 - -  
Current securities with an original maturity greater than 3 months . . . . . . . . . . . . . . . . . . . . .  4,399 3,996 
Fixed-term deposits with an original maturity greater than 3 months. . . . . . . . . . . . . . . . . . . .  49 1,457 

Current securities and fixed-term deposits . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4,448 5,453 

The amortized costs, fair values, gross unrealized gains and losses, as well as the maturities of the current 

- -  
- -  

available-for-sale securities as of the dates indicated, break down as follows: 

4 in millions 

December 31,2006 December 31,2005 
Gross Gross Gross Gross 

Amortized Fair unrealized unrea;lized Amortized Fair unrealized unrea!ized 
cost value loss gain cost value loss gain - I - - - ~ - - . _ _ _ _ _ - ~ - -  

Fixed-term securities 
Less than 1 year.. . . . . . . . . . . . . . .  259 257 2 - 406 433 1 28 
Between 1 and 5 years.. I O  10 - 

... . . . . . . . . . . . . . . . . . .  406 433 1 28 Subtotal 269 267 2 _. 

Non-fixed-term securities . . . . . I 2,604 4,172 22 1,590 2,823 3,605 23 - 805 

Total. .  ...................... 2,873 4,439 24 1,590 3,229 4,038 24 833 

- - - -  - - - -- _- - . . . . . . . . .  - -  - 

- __- - 
- -- - - -- - -- - - -  - - 
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The gross unrealized losses attributable to these curient available-for-sale securities break down as follows: 

€ in millions 

December 31. 2006 

less than 12 months 
12 months or grenter Total 

Cross Gross Gross 
Fnir unrenlized Fnir unrealized Fnir unrealized 

vnlue loss value loss vnloe loss 

Fixed-term securities 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2'2 1 2 Less than 1 year 221 2 - - 

10 - . . . . . . . . . . . . . . . . . . . . . . .  
I - _I - Between 1 and 5 years.. 10 - 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  231 2 Subtotal 231 2 
- - 

- - 
Non-fixed-term securities. . . . . . . . . . . . . . . . . .  
Total. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  368 24 __ 368 24 - - - - - - __ 

I- - - - - - 
In 2006, amortized costs were written down in the amount of €7 million (2005: €32 million). 

Non-fixed-term securities classified as current include €35 million i n  nonmarketable securities (2005: 
€39 million). 

The proceeds and gains from the disposal of available-for-sale securities are described in Note 1 I(c). 

Current securities with an original maturity greater than three months include €566 million in securities held 
by VKE that are restricted for the fuli"i1lment of legal insurance obligations toward companies of the E.ON Group. 

(16) Cash and Cash Equivalents 

Cash and cash equivalents include checks, cash on hand and balances in Bundesbank accounts and at other 
banking institutions with an original maturity of less than three months. Also included here are €40 million (2005: 
€42 million) in securities with an original maturily of less than three months. 

(17) Capital Stock 

The Company's authorized capital stock of €1,799,200,000 remains unchanged and consists of 692,000,000 
ordinary shares issued without nominal value. The number of outstanding shares as of December 31,2006, totaled 
659,597,269 (2005: 659,153,552; 2004: 659,153,403). 

Pursuant to a shareholder resolution approved at thc Annual Sharehotders Meeting held on May 4, 2006, the 
Board of Management is authorized to buy back outstanding shares up to an amount of 10 percent of E.ON AG's 
capital stock through November 4, 2007. 

During 2006, E.ON AG purchased a total of 366 shares on the open market (2005: 344,304). These shares were 
distributed to employees. A further 443,717 own shares held by E.ON (2005: 308,704) were also distributed to 
employees. Of these, 443,290 went into the employee stock program. As of December 3 1,2006, E.ON AG thus held 
a total of 3,930.537 treasury shares (2005: 4,374,254) having a book value of €230 million (equivalent to 
0.57 percent or €10,219,396 of the capital stock). See Note 9 for further information on the employee stock 
purchase plan. 

E.ON Energie AG acquired a total of 6,700 E.ON AG shares on the open market that were immediately 
tendered in lieu of payments to third parties. 

An additional 28,472,194 shares of E.ON AG are held by one of its subsidiaries as of December 31, 2006 
(2005: 28,472,194). These shares held by subsidiaries were acquired at the time of the VEBANIAG merger and 
considered treasury shares with no purchase price allocated to them. 
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Authorized Capitul 

At the Annual Shareholders Meeting on April 27,200.5, the Board of Management was authorized, subject to 
the Supervisory Board’s approval, to increase the Company’s capital stock by up to €540 million (“Article 202 ff. 
AktG Authorized Capital”) through one or more issuances of new ordinary shares without nominal value in return 
for contributions in cash and/or in kind (with the option to exclude shareholders’ subscription rights). This capital 
increase is authorized until April 27,2010. Subject to the Supervisory Board’s approval, the Board of Management 
is authorized to excludc shareholders’ subscription rights. 

At the Annual Shareholders Meeting of April 30, 2003, conditional capital (with the option to exclude 
shareholders’ subscription rights) in the amount of € 1  75.0 million (“Conditional Capital”) was authorized until 
April 30,2008. This Conditional Capital may be used to issue bonds with conversion or option rights and to fulfill 
conversion obligations towards creditors of bonds containing conversion obligations. The securities underlying 
these rights and obligations are either E.ON AG shares or those of companies in which E.ON AG directly or 
indirectly holds a majority stake. 

(18) Additional Paid-in Capital 

Additional paid-in capital results exclusively from share issuance premiums. As of December 31, 2006, 
additional paid-in capital amounts to €1 1,760 million (2005: E l  1,749 million). This represents an increase of 
€1 I million since December 31, 2005. This increase is due to the issuance of 443,290 E.ON AG shares to 
employees. 

Contigas. 
The €3 million increase in 2005 resulted froin the execution of the exchange offer for niinority shareholders of 

(19) Retained Earnings 

The following table provides details of the E.ON Group’s retained earnings as of the dates indicated: 

€ in niilliuns 
December 31, 

2004 - 2006 ___ 200.5 __ 

Legal reserves ~ ~. . . . . . . . . . . . , . . . . . . . . I . . . . . . . . . . . . I .  . . . ” .  . . ” . .  . 45 
26,259 

45 45 
19,958 

. ~ ~. . . . . . . 26,304 25,861 20,003 

According to Gennan securities law, E.ON AG shareholders can only receive distributions from the retained 
earnings of E.ON AG as defined by German GAAP, which are included in the Group’s retained earnings under 
U.S. GAAP. As of December 31, 2006, these Gennan-GAAP,retained earnings amount to €4,593 million (2005: 
€4,23 1 million). Of these, legal reserves off45 million (2005: €45 million) piirsuant to Article 1.50 (3) and (4) AktG 
and reserves for own shares of €230 million (2005: €2.56 million) pursuant to Article 272 (4) HGB were not 
distributable on December 31, 2006. Accordingly, an amount of €4,318 million (2005: €3,930 million) is in 
principle available for dividend payments. 

€910 million (2005: €617 million) from companies that have been accounted for under the equity method. 

Other retained earnings I . l . .  

Total. . . . . . . . . . 
. . . . . . . . . . . . . . . . . . . . . I . . . . . . . . I . . . . 25,816 --- 

- - ~  --- 

The Group’s retained earnings as of December 31, 2006, include accumulated undistributed earnings of 
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(20) Other Comprehensive Income 

The components of other comprehensive income and the related tax effects as of the dates indicated are as 
follows: 

€ in millions 

December 31,2005 December 31,2004 - December 31,2006 
Tax Tax Tax 

Before tax % Netof tax Before tax Net of lax Before Lax Net of tax 

Foreign currency translation 

Reclassification adjustments 

Subtotal  187 (20) 167 
Unrealized holding 

adjustments.. . . . . . . . . . . .  55 (20) 35 536 78 614 139 (25) 114 

affecting income . I I . . , . . 132 - I32 6 -  6 11 - I 1  -- __I II_ ~ - -  - - -  
. . . . . . . . . . . . .  150 (25) 2 542 78 620 ____ ___ 

_I_ - - -  

gains/(losses) from 
available-for-sale securities . 4,161 (642) 3,519 5,709 (851) 4,858 1,349 (243) 1,106 

Reclassification adjustments 
affecting income . . I . . I . . 2) -__ 14 I__ (380) (169) 2 (160) (107) (5) s) 

Subtotal  . . . . . . . . . . . . . . . .  3,767 (628) 3,139 5,540 (842) 4,698 1,2p2 (248) 2 
Additional minimum pension 

liability. . . . . . . . . . . . . . . .  922 (576) 346 (580) 268 (312) (935) 337 (598) 
65 ( 8 )  2 ____ 89 - (33) __ 56 Cash flow hedges . ” .  ” .  , ” .  “ (329) 2 (221) 

- -  

- _ I _ -  

Total. . . . . . . . . . . . . . . . . . .  4,547 (1,116) 3,431 5,567 (504) 5,063 ___ 546 __ 31 ____ 577 - - -  - _ _  - - -  - -  - - -  
The change in unrealized gains from available-for-sale securities was prima~ly attributable to a €3,776 million 

(before tax) increase in the fair value of the investment in Gazprom. 

Included in the 2006 reclassification adjustment recognized in income are gains tootaling 41 59 million from the 
disposal of institutional securities funds carried out as part of the funding of the CTA (see also Note 22). 

(21) Minority Interests 

Minority interests as of the dates indicated are attributable to the following segments: 

e in millions 
December 31, 

2006 3005 

Central Europe. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,722 2,618 
Pan-European Gas . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  289 255 
U.K. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  63 81 
Nordic . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,698 1,659 
U.S.Midwest . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  78 85 
Corporate Center . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  67 36 

- _ _ I _  

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4,917 4,734 - -  - _ _ .  

(22) Provisions for Pensions 

E.ON and its subsidiaries maintain both defined benefit pension plans and defined contribution plans. Some of 
the latter are part of a multi-employer pension plan under EITF 90-3, “Accounting for Employers’ Obligations for 
Future Contributions to a Multi-employer Pension Plan,” for approximately 6,000 beneficiaries at the Nordic 
market unit. 

Pension benefits are primarily based on compensation levels and years of service. Most Germany-based 
employees who joined the Company prior to 1999 participate in a final-pay arrangement, under which their 
retirement benefits depend in principle on their final salary (averaged over the last years of employment) and on 
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years of service, but years of service beyond 2004 are now often no longer considered in these plans. Employees 
who joined the Company in or after 1999 and years of service beyond 2004 arc mostly covered by a cash balance 
pension plan, under which regular payroll deductions are actuarially converted into pension units. For employees in 
defined contribution pension plans, under which the Company pays fixed contributions to an outside insurer or 
pension fund, the amount of thc benefit depends on the value of each employee’s individual pension claim at the 
time of retirement from the Company. 

SFAS 1.58, which was adopted at the end of 2006, requires recognition of the overfiinded or underfunded status 
of a defined benefit pension pIan, measured as the difference between the fair value of plan assets and the benefit 
obligation. In adopting SFAS 158, as illustrated in the following table, unrecognized actuarial gains or losses that 
have not been recognized to date and prior unrecognized service costs were recognized, net of tax, as a component 
of accumulated other comprehensive income. This resulted in an increase in deferred tax assets of €254 million. 

4 in millions 

December 31,2006 
Before adjustment 

of minimum 
liability and 
adoption of 
SFAS 158 

Intangible assets . . . . . . . . . . . . . . . . . . . . .  10 
Other operating assets . . . . . . . . . . . . . . . . .  405 
Provisions for pensions . . . . . . . . . . . . . . . .  3,920 
Accumulated other comprehensive income . . (1,402) 

December 31,2006 
After adjustment 

of minimum 
Adjustment liability and 
of minimum Adoption of adoption of 

liability SFAS 158 SFAS 158 

__. (10) - 
I (403) 2 

(529) 494 3,885 
346 (550) (1,606) 

€2.372 million of the amounts recognized as accumulated other comprehensive income before tax effects is 
attributable to actuarial losses, while €19 million is the result of prior service cost. Of these amounts, it  is expected 
that actuarial losses of €73 million and prior service cost in  the amount of €5 million in total net pension costs will 
be recorded in income through amortization in 2007. 

The following table illustrates the change in the benefit obligation, as measured by the projected benefit 
obligation, for the periods indicated. 

€ in millions 

Projected benefit obligation as of January 1 .  . 
Employer service cost . . . . . . . . . . . . . . . . . . . .  
Interest cost . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Prior service cost . . . . . . . . . . . . . . . . . . . . . . .  
Actuarial gains (--)/losses . . . . . . . . . . . . . . . . .  

Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Pensions paid . . . . . . . . . . . . . . . . . . . . . . . . . .  
Projected benefit obligation as of 

December 31 . . . . . . . . . . . . . . . . . . . . . . . .  

Change in scope of consolidation . . . . . . . . . . .  

Exchange rate differences . . . . . . . . . . . . . . . . .  

2006 2005 
Domestic Foreign Domestic Foreign 

17,712 
288 
767 

1 
9 

(739) 
51 

5 
(847) 

17,247 

9,144 
173 
361 

8 

(433) 

3 

- 

- 

(416) 

8,840 - 

8,568 
115 
406 

(7) 
9 

(306) 
51 

2 
~ (431) 

8,407 - - 

15,918 
232 
777 

(375) 
32 

1,618 
352 
- 

_l____ (842) 

17,712 

8,255 
144 
372 

( 1  97) 
1.5 

958 
- 
- 

(403) 

9,144 - 

7,663 
88 

405 
( 1  78) 

17 
660 
3.52 
- 

(439) 

8,568 - 
The disposals of Viterra (€228 million) and Ruhrgas Industries (€179 million) were mainly responsible for the 

change shown as “Change in scope of consolidation” in 200.5. 

Actuarial gains in 2006 resulted primarily from the increase of the discount rate. This led to a relative decrease 
of the projected benefit obligation. 

The mount disclosed for 2005 was not adjusted for discontinued operations in order to maintain 
comparability. Accordingly, this gives rise to differences in the presentation of net periodic pension costs for 2005. 

Of the entire benefit obligation, €164 million (2005: €187 million) is related to health care benefits. 
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The changes in plan assets are shown in the following table: 

E: in millions 

Fair value of plan assets as of January 1 . . I . . 
Actual return on plan assets . . . . . . . . . . . . . . . .  
Company contributions . . . . . . . . . . . . . . . . . . . .  
Employee contributions. . . . . . . . . . . . . . . . . . . .  
Change in scope of consolidation . . . . . . . . . . . .  
Exchange rate differences . . . . . . . . . . . . . . . . . .  
Pensions paid . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Fair value of plan assets as of December 31 . . .  

Funded status . . . . . . . . . . . . . . . . . . . . . . . .  

__i__ 

8,097 
489 

5,24 1 
21 
(3) 
86 

(575) 
8 

13,364 

3,883 

2006 
Domes tic 

307 
80 

5, I26 

5,367 - 
- 3,473 

Foreign 

7,790 
409 
115 
21 
(3) 
86 

(429) 
8 

7,997 

410 

____ 

- 
I- 

T* 

6,399 
1,198 

733 
17 

( 5 8 )  
262 

(45 1 ) 
(3 1 

8,097 

9,615 

- 
- 

2005 
Domestic 

316 
15 

307 

8,837 
~ - 

Foreign 

6,083 
1,183 

733 
17 

(47) 
262 

(438) 
(3) 
7,790 

778 
- 
- 

Foreign plan assets are primarily attributable to the EON UK pension plans (€7,423 million; 2005: 
C?7,197 million). 

In 2005, E.ON Pension Trust e.V. and Pensionsabwicklungstrust e.V., both registered in Griinwald, Germany, 
were formed in order to establish a so-called Contractual Trust Arrangement (CTA) for German subsidiaries. The 
purpose of these trusts is the fiduciary administration of funds to provide for future retirement benefits to employees 
of certain German Group companies, as well as former employees and their beneficiaries. During 2006, assets in the 
form of fixed-term deposits and existing institutional securities funds (“Spezialfonds”) with a total value of 
€5”1 billion were contributed into the C‘TA. 

Company contributions for 2005 include payments of €629 million to the E.ON Holding Group of the 
Electricity Supply Pension Scheme (ESPS) as part of the merger offour previously autonomous pension plans of 
E.ON UK. The payment covered a significant portion of the actuarial deficit and improved financing across the 
pension plan. 

For 2007, it is expected that the overall Company contribution to plan assets will include €76 million (2005: 
€47 million) LO guarantee the minimum plan asset values stipulated by law or by-laws, as well as €310 million in 
voluntary contributions (2005: €40 million), of which E234 million represents planned subsequent funding of the 
CTA. 

The deconsolidation of Viterra (€1 3 million) and Ruhrgas Industries (€40 million) were mainly responsible for 
the change shown as “Change in scope of consolidation” in 2005. 

The investment objective for the pension plan assets is to provide full coverage of benefit obligations at all 
times for the corresponding pension plans. Plan assets do not include any shares in E.ON Group companies. 

In particular in the United Kingdom and in Germany, a liability-driven investments (LDI) approach is used, 
that is, the majority of plan assets is invested i n  long-term interest-bearing investments for purposes of hedging 
interest-rate risks arising from pension liabilities. In addition, appropriate instruments (inflation-indexed bonds, 
inflation swaps) may be used to hedge inflation risks. The long-term investment strategy and the associated 
expected rate of return on plan assets for the various pension plans takes into consideration, among other things, the 
duration (maturity structure), the benefit obligations, the minimum capital reserve requirements and, if applicable, 
other relevant factors. In the future, in order to improve the funded status, i.e., the difference between the projected 
benefit obligations for all pension plans and the fair value of plan assets, a portion of the funds will be invested in 
asset classes that provide for returns in excess of those of fixed-income investments. 
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The following returns were achieved on the different plan assets in 2006: 
in % ___ 
Germany . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3.0 
IJnited Kingdom . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  4.9 
IJnited Statcs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11.0 

The determination of the target portfolio structure is based on regular asset-liability studies. In these studies, 
the target portfolio structure is reviewed under consideration of market and obligation developments and is  adjusted 
as necessary. 

The current allocation of plan assets to asset categories and the target portfolio structure are as follows: 

in 9’0 ___ 

Target portfolio December 31,2006 December 31,2005 
Domestic Foreign Domestic Foreign Domestic Foreign 
_. 

Equity securities . . . . . . . . . . . . . . . . . . . . . . .  1 1  23 1 29 13 46 
Debt securities” . . . . . . . . . . . . . . . . . . . . . . . .  69 68 3 63 76 47 
Real estate. . . . .  . . . . . . . . .  10 9 4 5 3 5 

2 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1 3 8 Other. 10 - 

___ _I - 91 I 

__ 

Investments in debt securities are undertaken either in the form of bonds or synthetically, by combining 
money-market investments and interest-rate swaps. 

As of December 31, 2006, the fair value of plan assets equaled 77 percent of the projected benefit obligation 
(2005: 46 percent). 

The funded status is reconciled with the provisions shown on the balance sheet as follows: 
December% 

2006 2005 - € in millions 

Funded status (represents in 2006 net amount recognized) 
Unrecognized actuarial loss . . . . . . . . . . . . . . . . . . . . . . .  

(27) Unrecognized prior service cost, _ _ _ _ -  
Net amount recognized . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,883 6,396 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - 
- -  - -  

The amounts recognized on the balance sheet are as follows: 

€ in millions 

Provisions for pensions . . . . . . . . .  . . . . .  
thereof current. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . .  
thereof non-current . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Intangible assets . . 
Accumulated other comprehensive income ~ ~ . . 
Other operating assets . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . .  
Net amount recognized . . . . . . . . . .  . . . . . . . . . .  

December 31, 
~ 2006 ___ 2M5 

3,885 8,720 
I16 430 

3,769 8,290 
(29) 

- (1,986) 
(2) (309) 

3,883 6,396 

- 

- -  - -  
Because under SFAS 158 the funded status is reported on the balance sheet, the obligation to recognize a 

minimum pension liability no longer applies; in the past, if an intangible asset was not to be capitalized, it was 
recognized as accumulated other comprehensive income. 

The accumulated benefit obligation for all defined benefit pension plans amounted to @16,126 million (2005: 
€16,475 million) on December 31, 2006. 

F-53 



Provisions for pensions shown on the balance sheet as of December 31, 2006, include obligations from 
postretirement health care benefits in the amount of4145 million (2005: €153 million), mainly for Market Unit U.S. 
companies. Allowances are made for increases in the costs of health care benefits amounting to 10.0 percent in the 
short term and 5.0 percent in the long term. 

The total net periodic defined benefit pension cost is detailed in the table below. Amounts for 2005 are adjusted 
to reflect effects of discontinued operations. 
€ in millions 

Employer service cost . . . . . . . . . . . . . . . . .  268 214 189 
Interest cost. . . . . . . .  . . . . . . . . . . . . . . . . . . . . .  767 777 783 
Expected return on plan assets. . . . . . . . . . . . . . . . . . . . . .  (536) (448) (422) 
Prior service cost. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  16 33 25 
Net amortization of actuarial gains (-)/losses. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  125 85 40 

2006 2005 2004 - - -  

. . . . . . . . . .  

___. - 
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  640 661 615 - - -  - _ _ _ -  

The net periodic pension cost shown includes an amount of €14 million in 2006 (2005: €13 million; 2004: 
e17 million) for retiree health care benefits. A one-percentage-point increase or decrease in the assumed health care 
cost trend rate would affect the interest and service components and result in a change in net periodic pension cost of 
+f0.7 million or -€0.7 million, respectively. The resulting accumulated post retirement benefit obligation would 
change by +€7.4 million or -@6.6 million, respectively. 

In addition to total net periodic pension cost, an amount of €54 million in 2006 (2005: €54 million; 2004: 
e52 million) was incurred for defined contribution pension plans and other retirement provisions, under which the 
Company pays fixed contributions to external insurers or siinilar institutions. 

Prospective undiscounted pension payments for the next ten years are shown in the following table: 
€ in millions 

2007 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2009 . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2010 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2011 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2012-2016 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

883 
909 
938 
958 
985 

5,117 
9,790 - - 

The Company uses the 2005 revisions of the Klaus Heubeck biometric tables (“Richttafeln”), the industry 
standard for calculating company pension obligations in Germany, for the valuation of domestic pension liabilities. 

The discount rate assumptions used by E.ON reflect the rates available for high-quality fixed-income 
investments during the period to maturity of the pension benefits in the respective market units at the end of 
the respective fiscal year. 
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Actuarial values of the pension obligations of the principal German, 1J.K. and U.S. subsidiaries were computed 
based on the following averagc assumptions for each region: 

December 31,2006 

Germany Kingdom 

- 
United 

CTA 
plans Other 
_ _ _ . -  

in 96 

Discount rate. . . . . . . . . . . . . . . . . .  4.50 4.50 5.10 
Salary increase rate . . . . . . . . . . . . .  2.75 2.75 4.00 
Expected return on plan assets . . . . .  4.90 4.50 5.90 
Pension increase rate . . . . . . . . . . . .  1.50 150 3.00 

December 31,2005 
United United United 
States Germany Kingdom States - 

CTA 
plans Other , - 

5.9s - 4.00 4.80 5.50 
5.25 - 2.75 4.00 5.25 
8.25 - 4.00 5.50 8.25 
- - 1.50 2.80 - 

The expected return on plan assets is based on external asset liability management studies, which are updated 
on a regular basis. Returns are estimated using the “building block method” for each asset category. 

The calculation of the expected return on assets for the CTA plans takes into account the gradual 
implementation of the investment process in 2007; the long-term objective is a return on plan assets of 5.4 percent. 

(23) Other Provisions 

Immediately below is a brief description of the asset retirement obligations in accordance with SFAS 143. The 
subsequent sections contain more detailed information about the other provisions as a whole. 

Description of Asset Retirement Obligations 

As of December 3 I ,  2006, E.ON’s asset retirement obligations included: 

* retirement costs shown in sub-items 1 ab) and I ba) for decommissioning of nuclear power plants in Gennany 
in the amount of f8,5 15 million (2005: €8,400 million) and in Sweden in the amount of €473 million (2005: 
€403 million), 

reclamation measures reported under sub-item 8) related to the sites of non-nuclear power plants, including 
removal of electricity transmission and distribution equipment in the amount of €390 million (2005: 
€388 million), and 

* reclamation at gas storage facilities in the amount of €157 million (2005: €90 million) and at opencast 
mining facilities in the amount of 6 9  million (2005: €61 million) as well as the decommissioning of oil and 
gas field inFrastructure in the amount of €3.54 million (200.5: €319 million). These obligations are also 
reported under sub-item 8). 

€ in millions 

BalanceasofJanuary1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Liabilities incurred in the current period . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Liabilities settled in the current period. . . . . . . . . . . .  
Changes in scope of consolidation.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

Accretion . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Revision in estimated cash flows. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other changes. . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  
Balance as ofDecember31 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

2006 - 
9,661 

68 
(161) 

24 
524 
(1 87) 

19 

9,948 
- 
- 

Interest resulting from the accretion of asset retirement obligations is shown in financial earnings, net (see 
Note 6). 
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Other Provisions 

The following table lists other provisions as of the dates indicated: 
December 31,2006 

€ in millions current non-current 

Provisions for nuclear waste management ( 1 ) .  . . . . . . . . . . . . . .  375 13,271 
Disposal of mrclenrfirel rods . . . . . . . . . . . . . . . . . . . . . . . . .  202 4,883 
Asset retirement obligatioti (SFAS 143).  . . . . . . . . . . . . . . . . .  16.5 8,823 
Wnsze disposal 8 459 

(894) less advarzce paynients __ 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,330 Provisions for taxes (2) 1,721 
Provisions for personnel costs (3). 726 637 
Provisions for supplier-related contracts (4) 2,802 268 

I____ 

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

. . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . .  Provisions for customer-related contracts (5) 229 43 

U.S. regulatory liabilities (6) . . . . . . . . . . . . . . . . . . . . . . . . . . .  467 
Provisions for environmental remediation (7) 14 516 

27 
. . . . . . . . . . . . . . .  

Provisions for environmental improvements, including land 
reclamation (8) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,462 310 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,412 Miscellaneous (9) 1,598 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7,802 20,406 
- 
- - 

Of these other provisions, €14,833 million (2005: €14,457 million) bear interest. 

1) Provisions for Nuclear Waste Management 

a) Germany 

December 31,2005 
____ current 

43 1 
2 79 
143 

9 
___ 

1.948 
729 

1,949 
254 

16 

47 
656 

6,030 
~ 

non-current 

12,93 1 
4,724 
8,660 

416 
(869) 

1,052 
81 1 
20 1 
52 

505 
293 

1,678 
1,589 

19,112 

Provisions for nuclear waste management comprise costs for the disposal of spent nuclear fuel rods, the 
retirement and decommissioning of nuclear and non-nuclear power plant components and the disposal of low-level 
nuclear waste. 

The provisions for nuclear waste management stated above are net of advance payments of €894 million in 
2006 (2005: €869 million). The advance payments are prepayments to nuclear fuel reprocessors and to other waste 
management companies, as well as to governmental authorities, relating to reprocessing of spent fuel rods and the 
construction of permanent storage facilities. Provisions for the costs of nuclear fuel rod disposal, of nuclear power 
plant decommissioning, and of the disposal of low-level nuclear waste also include the costs for the permanent 
storage of radioactive waste. 

Permanent storage costs include investment, operating and financing costs for the planned permanent storage 
facilities Gorleben and Konrad and are based on Germany’s ordinance on advance payments for the establishment 
of federal facilities for the safe custody and final storage of radioactive wastes (“Endlagervorausleistungs- 
verordnung”) and on data from the Gennan Federal Office for Radiation Protection (“Bundesamt fur 
Strahlenschutz”). Advance payments are made each year in the amount spent by the Bundesamt fur Strahlenschutz. 

In calculating the provisions for nuclear waste management, the Company has also taken into account the 
effects of the nuclear energy agreement reached by the German government and the country’s major energy utilities 
on June 14, 2000, and the related agreement signed on June 11, 2001. 

aa) Management of Spent Nuclear Fuel Rods 

The requirement for spent nuclear fuel reprocessing and disposal/storage is based on the German Nuclear 
Power Regulations Act (“Atorngesetz”). Operators may, in general, either reprocess or permanently store iiuclear 
waste. The option to ship material for reprocessing ended on June 30,2005; since then, spent nuclear fuel rods have 
been disposed of exclusively through permanent storage. 
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There are contracts in place between E.ON Energie and two large European fuel reprocessing firms, British 
Nuclear Group Sellafield Ltd, Daresbury, Warrington, IJnited Kingdom, and AREVA NC S.A. (formerly Cogerna), 
VClizy, France, for the reprocessing of spent nuclear fuel from its German nuclear plants. The radioactive waste that 
results from reprocessing will be returned to Germany to be temporarily stored in an authorized storage facility. 
Permanent storage is also expected to occur in Germany. 

The provision for the unsettled costs of reprocessing nuclear fuel rods transported through June 30, 2005, 
includes the costs for all components of the reprocessing requirements, particularly 

* the costs of fuel reprocessing and 

the costs of outbound transportation and the intermediate storage of nuclear waste. 

The cost estimates are based primarily on existing contracts. 

Provisions for the costs of permanent storage of used fuel rods primarily include 

contractual costs for procuring intermediate containers and intermediate on-site storage on the plant 
premises, and 

* costs of transporting spent fuel rods to conditioning facilities, conditioning costs, and costs for procuring 
permanent storage containers as determined by external studies. 

The provision for the management of used fuel rods is provided over the period in which the fuel is consumed 
to generate electricity. 

ab) Nuclear Plant Decommissioning 

The obligation with regard to the nuclear portion of nuclear plant decommissioning is based on the 
aforementioned Atonigesetz, while the obligation for the non-nuclear portion depends upon legally binding civil 
agreements and public regulations, as well as other agreements. 

The provision for the costs of nuclear plant decommissioning includes the expccted costs for run-out operation, 
closure and maintenance of the facility, dismantling and removal of both the nuclear and non-nuclear components of 
the plant, conditioning, and temporary and final storage of contaminated waste. The expected decommissioning and 
storage costs are based upon studies performed by external specialists and are updated regularly. 

ac) Waste from Plant Operations 

The provision for the costs of the disposal of low-level nuclear waste covers all expected costs for the 
conditioning of low-level waste that is generated in the operation of the facilities. 

b) Sweden 

Under Swedish law, E,ON Sverige is required to pay fees to the country’s national fund for nuclear waste 
management. Each year, the Swedish Nuclear Power Inspectorate calculates the fees for the disposal of high-level 
radioactive waste and nuclear power plant decommissioning based on the amount of electricity produced at the 
particular nuclear power plant. The proposed fees are then subniitted to government offices for approval. Upon 
approval, E.ON Sverige makes the corresponding payments. 

ba) Decommissioning 

Due to the adoption of SFAS 143 on January 1,2003, an asset retirement obligation for decommissioning was 
recognized. Since in the past, fees have been paid to the national fund for nuclear waste management, a 
compensating receivable relating to these decommissioning costs was recorded under “Other assets” on January 1 ,  
2003. 
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bb) Nuclear Fuel Rods arid Nuclear Waste in Sweden 

The required fees for high-level radioactive waste paid to the national fund for nuclear waste management are 
shown as an expense. 

In the case of low-level and medium-level radioactive waste, a joint venture owned by Swedish nuclear power 
plant operators charges annual fees based on actual waste management costs. The Company records the 
corresponding payments to this venture as an expense. 

c) United Kingdom and United States 

required to make payments or record liabilities similar to those described above with respect to Germany. 
Neither the U.K. nor the U.S. Midwest Market Unit operates any nuclear power plants. They are therefore not 

2) Taxes 

Provisions for taxes relate primarily to domestic and foreign corporate income taxes due in the current year, 
and also to any tax obligations that might arise froin preceding years. Tax obligations from preceding years consist 
of provisions for audit periods that are still open and relate primarily to the tax recognition of provisigns for the 
disposal of radioactive waste in Germany. Tax provisions are generally calculated on the basis of the respective tax 
legislation of the countries in which the Company operates, and due consideration is given to all known 
circumstances. 

3) Personnel Liabilities 

Provisions for personnel expenses primarily cover provisions for vacation pay, earty retirement benefits, 
anniversary obligations, share-based compensation and other deferred personnel costs. 

4) Supplier-Related Liabilities 

Provisions for supplier-related liabilities consist primarily of provisions for goods and services received but not 
yet invoiced and for potential losses from purchase obligations. Provisions for goods and services received but not 
yet invoiced represent obligations related to the purchase of goods that have been received and services that have 
been rendered, but for which an invoice has not yet been received. 

5) Customer-Related Liabilities 

Provisions for customer-related liabilities consist primarily of potential losses on open sales contracts. Also 
included are provisions for warranties, as well as for rebates, bonuses and discounts. 

6) U.S. Regulatory Liabilities 

Pursuant to SFAS 71 (see Note 2), liabilities that result from US.  regulation are reported separately. 

7) Environmental Remediation 

Provisions for environmental remediation refer primarily to redevelopment and water protection measures and 
to the rehabilitation of contaminated sites. 

8) Environmental Improvements and Similar Liabilities, including Land Reclamation 

Provisions for environmental improvements and similar liabilities primarily include asset retirement 
obligations pursuant to SFAS 143 in the amount of €960 million (2005: €858 million). Also included are provisions 
for reversion of title, other environmental improvements and reclamation liabilities. 

In addition, there are certain conditional asset retirement obligations. The type, scope, timing and associated 
probabilities cannot be estimated reasonably, meaning that even the application of an expected present value 
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technique would not produce reasonable estimates of fair values. Under FIN 47, no provisions are recognized for 
such circumstances. 

9) Miscellaneous 

Miscellaneous other provisions primarily include provisions arising from the electricity and gas business, of 
which e551 million relates to the risk of retroactive application of lower network charges resulting from the 
regulation of network charges i n  Germany. They further include provisions for obligations arising from the 
acquisition and disposal of businesses, provisions from emissions trading systems and provisions for tax-related 
interest expenses. 

(24) Liabilities and Deferred Income 

December 31, 2006 December 31,2005 
current non-current current non-current -- € in millions 

Financial liabilities. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,440 9,959 3,807 10,555 
Operating liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14,287 4,927 13,302 5,750 
Deferred income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3 I7 91 9 202 61 5 
Total. .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  18,044 15,805 17,311 16,920 

The following table provides details of liabilities as of the dates indicated: 

December 31,2006 December 31,2005 
With a remaining term *yerage With a remaining term A~~~~~~ 

interest rate 
up to 1 to over up to 1 Year up to 1 to over up to 1 Year 

Total 1 Year 5 Years 5 Years (in %) Total 1 Year 5 Years 5 Years (in %) 

of interest rate of 

---- € in millions 

Bonds (including Medium Term 
Note programs). , . . I . . 9.003 540 

Coniinercial paper I . . " I . 366 366 
Bank loanskiabilities to banks I I 1.237 353 

Other financial liabilities I . . 751 177 
Financial liabilities to banks and 

third parties . I I I I . 11,392 1,469 

Bills payable . " I I I . " 35 33 

-___I  

companies and other share 
investments . . . . I I I 1,853 1,824 

Financial liabilities to group 
companies. . , I . . I . I I 2,007 1,971 

Financial liabilities , , . , I 13,399 3,440 

~- 

-- 
-- 

investments . . . . . . . . . . . . .  222 201 
Capital expenditure grants . I . 267 23 

consumers . . I . 3.471 361 
Advance payments . . I I , , 409 400 

thereof taxes . . . I I 871 871 
thereof social security 

contributions. . , I . . " I 108 108 
Operating liabilities . ~ . . . . 19,214 14,287 

. . .  

Other operating liabilities . . . . .  9.41 7 7.922 

-- 
-- 

Liabilities I . . . . . . . . . . .  32,613 17,727 -- 

5,005 

69 1 
2 

144 

- 
3,458 

193 

430 

__ 

- 

5,842 

I 

- 

__. 

12 

13 

__I 

4,081 

6 

- 

- 

17 

23 
5,855 - 
- 

3 

13 
8.3 

1.279 
1 

1.256 

4,104 
- 

45 

8 
161 

1.831 
8 

239 

2,635 
8,490 
- 
- - 

2,292 
6,396 - - 
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6.1 9.538 732 5.195 3,611 5.7 
3 9  
4 6  1,530 424 729 377 5.0 
4.8 42 - 42 - 

1,306 742 165 399 2,7 4,7 

- _ . -  - __ 

- 
--- ____ 

12,416 1,898 6,131 4,387 -- 
134 128 - 6 3. I 4.3 ~ - - - 

1,812 1,781 12 19 4.4 5.0 - - ___ ___ 

1,946 1,909 12 25 _ _ _ - -  - 
14,362 3,807 6,143 4,412 
5,288 5.272 16 - 
---- - 

105 59 3 43 

188 98 70 20 
270 19 96 155 

3.674 420 736 2.518 
488 488 - - 

9,039 6,946 668 1,425 
614 614 

63 63 - _ _ _ -  - 
19,052 13,302 1,589 4,161 
33,414 17,109 7,732 8,573 
--- - 
--- - 



Financial Liabilities 

The following is a description of the E.ON Group’s significant credit arrangements and debt issuance 
programs. Outstanding amounts under credit lines and bank loans are disclosed in the table above as “Bank loans/ 
Liabilities to banks”. Issuances under a Medium Term Note program (“MTN program”) and issuances of 
commercial paper are disclosed in the corresponding line item. 

These financing arrangements contain affirmative and negative covenants and provide for various events of 
default that are generally in line with industry standard terms for similar borrowings. In general, E.ON’s most 
significant financial arrangements do not include financial covenants. E.ON and its subsidiaries were in compliance 
with all such covenants as of December 31, 2006 and 2005, and no cross-default clauses had been triggered as of 
such dates. 

In addition, E.ON has numerous additional financing arrangements that are not individually significant and 
that are summarized below grouped by segment and type of arrangement. These other arrangements also include 
covenants and provide for various events of default that are generally in line with industry standard terms for similar 
borrowings. E.ON and its subsidiaries were in compliance with all such covenants as of December 31, 2006 and 
2005, and no cross-default clauses had been triggered as of such dates. 

Corporate Center 

€20 billion Medium Term Note Program 

The existing €20 billion MTN program allows E.ON AG and certain wholly owned subsidiaries, under the 
unconditional guarantee of E.ON AG, to periodically issue debt instruments through public and private placements 
to investors. Notes issued under the program are listed on the Luxembourg Stock Exchange. At year-end 2006, the 
following bonds were outstanding: 

* €4.25 billion issued by E.ON International Finance with a coupon of 5.75 percent and a maturity in May 
2009 

€0.9 billion issued by E.ON International Finance with a coupon of 6.375 percent and a maturity in May 
2017 

GBP 500 million or €746 million issued by E.ON International Finance with a coupon of 6.375 percent and a 

GBP 0.975 billion or €1.455 billion issued by E.ON International Finance with a coupon of 6.375 percent 

‘The MTN documentation and the documentation of the outstanding bonds are customary for such financing 

maturity in May 2012 

and a maturity in June 2032 

programs and instruments. 

€1 0 billion Commercial Paper Program 

The existing €10 billion commercial paper program allows E.ON AG and certain wholly owned subsidiaries, 
under the unconditional guarantee of E.ON AG, to periodically issue commercial paper with maturities of up to 
729 days to investors. As of December 31, 2006, €123 million in commercial paper was outstanding under the 
program (2005: €0 million). 

€10 billion Syndicated Multi-Currency Revolving Credit Facility Agreement 

Under the existing €10 billion revolving credit facility, E.ON AG and certain subsidiaries, each under the 
unconditional guarantee of E.ON AG, may make borrowings in various currencies in an aggregate amount of up to 
€10 billion. The facility is divided into Tranche A, a revolving credit facility in the amount of €5 bitlion, and 
Tranche B, a revolving credit facility also in the amount of €5 billion. Tranche A has a maturity date of 
November 29, 2007. Tranche B was extended to December 2, 201 1 (with an amount of €4.847 billion maturing 
in 201 1 and an amount of €0.153 billion maturing in 2010). Drawings under Tranche A bear interest equal to 
EURIBOR or LIBOR for the respective currency plus a margin of 12.5 basis points and drawings under Tranche B 

I 
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bear interest equal to EURIBOR or LIBOR for the respective currency plus a margin of 15 basis points. As of 
December 31, 2006, there were no borrowings outstanding under this facility (2005: €0 million). 

W7.1 billion Syndicated Term and Guarantee Facility Agreement 

In order to finance the offer for Endesa, E.ON entered into a Euro syndicated term and guarantee facility 
agreement on February 20, 2006. for a total amount of €32 billion. Following the announcement by E.ON that it 
intends to increase its offer, a new Euro syndicated term and guarantee facility agreement for a total amount of 
€37.1 billion was entered into by E.ON as borrower on October 16, 2006. Advances under the facility agreement 
may only be used for the settlement of the offer for Endesa and related costs, as well as for the repayment of 
Endesa’s indebtedness. The initial purpose of the facility is the issue of guarantees (“Avales”). Spanish law requires 
that public bids be supported by unconditional Financial guarantees issued in favor of the Spanish stock market 
regulator CNMV for the full amount of the cash offer. For further information please refer to Note 33.  

The facility is divided into two tranches: Tranche A (2/3 of the facility amount or €24.7 billion) with a maturity 
date of February 18, 2008, and Tranche B (1/3 of the facility amount or €12.4 billion) with a maturity date of 
February 20, 2009. In respect of utilization for Avales, the guarantee commission is equal to EURIBOR plus a 
margin of 22.5 basis points. The rate of interest for advances will be determined based on a rating ratchet. As of 
December 31, 2006, the facility was used for Avales with an outstanding amount of €26.9 billion. 

Bilateral Credit Lines 

At year-end 2006. E.ON AG had committed short-terni credit lines of €180 million (2005: €180 million) with 
maturities of up to one year and variable interest rates of up to 25 basis points above EURIBOR. In addition, E.ON 
AG had several uncommitted short-term credit lines. E.ON AG had no outstanding balances under these lines at the 
end of 2006 and 2005. 

As of December 3 1, 2006, E.ON North America Inc., New York, US., a wholly-owned subsidiary of E.ON 
AG, had a LJSD SO million credit facility. This is an overdraft loan facility to be used for short-term overnight 
general corporate use. The rate charged on the daily loan balancc is 8 basis points over the Federal Funds Rate. 
There was no outstanding balance under this line at the end of 2006 and 2005. 

Central Europe 

Bank Loans, Credit Facilities 

As of Deceniber 31,2006, the Central Europe market uni t  had committed credit lines of €201 .I million (2005: 
€348 million). The credit lines may be used for general corporate purposes. In particular, they serve as back-up 
facilities for letters of credit and bank guarantees. In addition, Central Europe had uncominitted short-term credit 
lines with various banks. Under the credit lines, €1.2 million was outstanding at year-end 2006 (2005: €1 80 million). 
Most of the credit lines do not have a specific maturity. Interest rates for unanticipated drawdowns of facilities reach 
up to 8 percent. Planned use of the facilities is subject to interest at variable money-market rates plus a margin of up 
to 175 basis points. 

Bank loans have been used by the Central Europe market unit primarily to finance specific projects or 
investment programs and include subsidized credit facilities from national and international financing institutions. 
Bank loans (including short-term credit lines) amounted to €1,039 million as of December 31, 2006 (2005: 
€1,109 million). 

Pan-European Gas 

Long-Term Loans 

In the period from 1997 to 2003, Pan-European Gas subsidiary Ferngas Nordbayern GmbH obtained long-term 
loans from banks totaling €84 million. The loans each have a maturity of up to 10 years with annual or quarterly 
repayments. The outstanding amount as of December 31, 2006, was approximately €1 1.6 million (2005: 
€15 million). The interest rates for these loans vary between 4.1 and 5.98 percent (on average, about 5.1 percent). 
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In addition, E.ON Ruhrgas obtained four long-term bilateral loans from banks since 1999 in  the aggregate 
amount of €280 million with original maturities of 5 to 15 years and repayable at maturity. The entire amount of 
€140 million outstanding under the loans as of January 1 ,  2005, was repaid prior to maturity during 2005. The 
coriesponding loss on extinguishment in 2005 totaled €1 8 million. 

U.K. 

Bonds 

As of December 31,2006, the U.K. market unit had several outstanding bonds. Only a portion of the bonds still 
outstanding was held by investors external to the E.ON Group, as detailed below: 

GBP 250 million or €373 million bond issued by E.ON UK plc with a coupon of 6.25 percent maturing in 
April 2024, of which GBP 8 million or €12 miilion was held by external investors 

* GBP 150 million or €224 million issued by Central Networks plc (previously Midlands Electricity plc, a 
wholly-owned subsidiary of E.ON UK plc) with a coupon of 7.375 percent maturing in November 2007, of 
which GBP 0.4 million or approximately €0,6 million was held by external investors 

* €500 million Eurobond issued by E.ON UK plc with a coupon of5.0 percent maturing in July 2009, ofwhich 
€264 million was held by external investors 

0 USD 410 million or €31 1 million Yankee Bond issued by Powergen (East Midlands) Investments, London, 
U.K., with a coupon of 7.45 percent maturing i n  May 2007, of which USD 173 million or €131 million was 
held by external investors 

Nordic 

E O N  Sverige Medium Tertn Note Program 

A domestic MTN program was established by Sydkraft, now E.ON Sverige, in 1999 and was increased in 2003 
to a maximum allowed outstanding amount of SEK 13 billion. The facility is renewed every year and allows for 
borrowings in various currencies with a maturity of up to 15 years with various interest rate structures. The 
outstanding amount as of December 3 1,2006, was SEK 5,707 million or €63 1 million (2005: SEK 6,60 I million or 
€703 million). 

E.ON Sverige Cotnmercial Paper Programs 

Established in 1990, the domestic commercial paper program of Sydkraft, now E.ON Sverige, was increased in 
1999 to a snaxiinuin allowed outstanding amount of SEK 3 billion and again in 2006 increased to a maximum 
outstanding amount of SEK 5 billion. Borrowings can be made for terms of up to 360 days. The outstanding amount 
as of December 31, 2006, was SEK 1,691 niillion or €187 million (2005: SEK 0 million or €0 million). 

A Euro commercial paper program was established by Sydkraft, now E.ON Sverige, in 1990 with a maximum 
allowed outstanding amount of USD 200 million. Borrowings can be made in various currencies for terms of up to 
360 days. The outstanding amount as of December 31, 2006, was €56 million (2005: €0 million). 

Bank Loans, Credit Facilities 

E.ON Sverige has obtained bilateral loans from credit institutions at variable money-market rates, witti a 
floating rate spread of 21.5 and 42.5 basis points over the Stockholm Interbank Offered Rate (STIBOR), 
respectively, and maturities of up to ten years. As of December 31, 2006, the aggregate amount outstanding 
was SEK 489 million or €54 million (2005: SEK 1,349 million or €144  million). These loans have mainly been used 
to finance specific investments. 
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U.S. Midwest 

Bonds and Medium Term Note Programs 

E.ON U.S. Capital Corp. ("E.ON tJ5 Capital"), Louisville, Kentucky, U.S., has an MTN program under 
which i t  was authorized to issue initially up to USD I "0.5 billion in bonds. Amounts repaid may not be reborrowed. 
As of December 31, 2006, the amount outstanding under the program was USD 26 million or €20 million (2005: 
USD 300 million or €254 million). leaving USD 400 million available for future issuance. The average interest rate 
for issues under this program for 2006 was 7.00 percent, and maturities range from 2008 to 201 1. In JUIY 2006 E.ON 
U.S. Capital completed a tender offer and consent in which USD 274 million of the notes were repurchased. As part 
of this process, virtually all covenants of the MTN program were eliminated. 

In addition, as of December 3 I ,  2006, bonds in the amount of USD 574 million or €436 million (2005: USD 
574 million or €486 million) were outstanding at LG&E and bonds in the amount of USD 359 million or 
€273 million (2005: IJSD 362 million or €307 million) were outstanding at Kentucky Utilities, with fixed interest 
rates as well as with variable interest rates. The one remaining fixed rate bond has an interest rate of 7.92 percent, 
while the average interest rate on the variable rate bonds was less than 3.50 percent in 2006. On the LG&E bonds, 
maturities range from 201 3 to 2035, and on the Kentucky Utilities bonds, maturities range from 2007 to 2036. The 
LG&E and Kentucky lJtilities bonds arc colkiteralized by a lien on substantially all of the assets of the respective 
companies. 

Bilateral Credit Lines, Bank Loans 

L,G&E has five revolving lines of credit with banks totaling USD 185 million or €140 million. These credit 
facilities expire in June 2007, and there was no outstanding balance under any of these facilities on December 31, 
2006 (2005: €0 million). 

As of December 3 I ,  2006, EON'S financial liabilities to banks and third parties had the following maturities: 
Repaymenl Repayment Repayment Repuymenl Repayment Repayment 

€ in millions in 2007 in 2008 i n  2009 in 2010 in 2011 after 2011 Total 

Bonds (including MTN 
programs). . . . " .  ~. " .  I I .  540 184 4,512 307 2 3,458 9,003 

__. 366 

banks . I I ~ I .  ~ " .  I I .  353 80 62 45 504 193 1,237 
3s 

430 75 1 

4,081 11,392 

- - - Commercial paper.. ~ ~. . I " .  366 - 

Bills payable ~ . . . . . . I . . . . I 

Other financial liabilities. . . . 177 100 22 12 I O  
Financial liabilities to banks 

364 516 and third parties . . . . , . . 

Bank IoansLiabilities due to 

- __ - - 33 2 
- ___ - - - -  - 

- __ __ - -~ - - - - 366 4,596 1,469 ____ - 

Used credit lines . . . . . . . ~ . . 125 _I - - __ 1 126 
2 10,969 

Used and unused credit 
3 11,095 

- - - - -  1 1 153 4,848 

1 1 153 4,848 

Unused credit lines . I . . . . . 5,964 ___. 

- - - - -  - -  .___ - __. - - lines (1) . . . . I . . . . . " .  . 6,089 

(1) Amount does not include the €37.1 billion syndicated term and guarantee facility agreement, which is described 
on page F-61. 
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The following table shows the interest rates for the Company’s financial liabilities to banks and third parties: 

e in millions 
December 31,2006 

0 - 3% 3.1 - 7% 7.1 . 10% more than 10% Total 

. . . . . . . . . . . . .  8,869 134 I 9,003 Bonds (including MTN programs) __ 
Commercial paper . . . . . . . . . . . . . . . . . . . . . . . . . .  132 234 - - 366 
Bank IoansLiabilities due to banks . . . . . . . . . . . . .  149 1,087 I I 1,277 

- 35 Bills payable. - 35 - 
Other financial liabilities . . . . . . . . . . . . . . . . . . . .  138 584 15 75 1 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
- 14 - 

Financial liabilities to banks and third parties . 419 ___ 
___. 

10,809 149 - - 11,392 

The following table provides details of the Company’s liabilities due to banks as of the dates indicated: 
December 31, 

2006 2005 - -  € in millions 

Bank loans collateralized by mortgages on real estate . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  141 
Other collateralized bank loans . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  37 51 
Uncollateralized bank loans, drawings on credit lines, current loans . . . . . . . . . . . . . . . . . . . .  1,338 

94 

1,106 - -  
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,237 1,530 - -  - -  

In November 2005, E.ON Ruhrgas issued loan notes in connection with the acquisition of E.ON Ruhrgas UK 
North Sea for an amount of approximately GBP 402 million, equivalent to €595 million at that date, with a 
contractual term of eighteen months. A large portion of these loan notes was converted into USD loan notes in 2005. 
In November 2006, E.ON Ruhrgas made use of thc possibility to redeem 90 percent of the issued loan notes after 
one year. As of December 3 1,2006, the remaining amount outstanding was €54 million (GBP 3.7 million and USD 
63.6 million; 2005: €545 million). The coupon is based on LIBOR. 

Operating Liabilities 

Capital expenditure grants of €267 million (2005: €270 million) are paid primarily by customers in the core 
energy business for capital expenditures made on their behalf, while E.ON retains the assets. The grants are non- 
refundable and are recognized in other operating income over the period of the depreciable lives of the related 
assets. 

Construction grants of €3,471 million (2005: €3,674 million) are paid by customers of the core energy business 
for costs of connections according to the generally binding linkup terms. These grants are customary in the industry, 
generally non-refundable and recognized as revenue according to the useful lives of the related assets. 

Other operating liabilities primarily include the negative fair values of derivative financial instruments of 
€5,938 million (2005: e5,76 1 million), E.ON Benelux’s cross-border lease transactions for power plants amounting 
to €883 million (2005: 41,Ol I million) and accrued interest payable of €672 million (2005: €638 million). 

(25) Contingencies and Commitments 

E.ON is subject to contingencies and commitments involving a variety of matters, including different types of 
guarantees, litigation and claims (as discussed in Note 26), long-term contractual and legal obligations and other 
commitments. 

Financial Guarantees 

Financial guarantees include both direct and indirect obligations (indirect guarantees of indebtedness of 
others). These require the guarantor to make contingent payments based on the occurrence of certain events or 
changes in an underlying instrument that is related to an asset, a liability, or the equity of the guaranteed party. 

The Company’s financial guarantees include nuclear-energy related items. Obligations also include direct 
financial guarantees to creditors of related parties and third parties. Direct financial guarantees with specified terms 
extend as far as 2023. Maximum potential undiscounted future payments could total up to €370 million (2005: 
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€427 million), €284 million of this amount involves guarantees issued on behalf of related parties (2005: 
€304 million). Alongside obligations in connection with cross-border lease transactions, indirect guarantees 
consist primarily of obligations to provide financial support mainly to related parties. Indirect guarantees have 
specified terms up to 2030. Maximum potential undiscounted future payments could total up to €582 million (2005: 
€431 million). €262 million of this amount involves guarantees issued on behalf of related parties (2005: 
€67 million). The Company has recorded provisions of €5 million (200.5: €25 million) as of December 31, 
2006, with respect to financial guarantees. In addition, E.ON has commitments under which it assumes joint and 
several liability arising from its stakes in the civil-law companies (“GbR”), non-corporate commercial partnerships 
and consortia in which i t  participates. 

With the entry into force on April 27,2002, of the Atomgesetz, as amended, and of the ordinance regulating the 
provision for coverage under the Atomgesetz (“Atomrechtliche Deckungsvorsorge-Verordnung” or “AtDeckV”), as 
amended, German nuclear power plant operators are required to provide nuclear accident liability coverage of up to 
€2.5 billion per incident. 

The coverage requirement is satisfied in part by a standardized insurance facility in the amount of 
€255.6 million. The institution Nuklear Haftpflicht Gesellschaft burgerlichen Rechts (“Nuklear Haftpflicht 
GbR’) now only covers costs between €0.5 million and €15 million for claims related to officially ordered 
evacuation measures. Group companies have agreed to place their subsidiaries operating nuclear power plants in a 
position to maintain a level of liquidity that will enable them at all times to meet their obligations as members of the 
Nuklear Haftpflicht GbR, in proportion to their shareholdings in nuclear power plants. 

To provide liability coverage for the additional €2,244.4 million per incident required by the above-mentioned 
amendments, E.ON Energie AG and the other parent companies of German nuclear power plant operators reached a 
Solidarity Agreement (“Solidarvereinbarung”) on July 1 1 ,  July 27, August 21, and August 28,2001. If an accident 
occurs, the Solidarity Agreement calls for the nuclear power plant operator liable for the damages to receive - after 
the operator’s own resources and those of its parent company are exhausted - financing sufficient for the operator 
to meet its financial obligations. Under the Solidarity Agreement, E.ON Energie’s share of the liability coverage 
currently stands at 42.0 percent (2005: 43.0 percent), with an additional 5.0 percent charge for the administrative 
costs of processing damage claims. 

In accordance with Swedish law, the Nordic market unit has issued guarantees to governmental authorities. 
The guarantees, which are also included in the aforementioned direct financial guarantees, were issued to cover 
possible additional costs related to the disposal of high-level radioactive waste and to nuclear power plant 
decominissioning. These costs could arise if  actual costs exceed accumulated funds. In addition, Nordic is also 
responsible for any costs related to the disposal of low-level radioactive waste. In Sweden, owners of nuclear 
facilities are liable for damages resulting from accidents occurring in those nuclear facilities and for accidents 
involving any radioactive substances connected to the operation of those fac es. The liability per incident as of 
December 31,2006, was limited to SEK 3,102 million or €343 million (2005: SEK 3,401 million or €362 million), 
which amount must be insured according to the Law Concerning Nuclear Liability. The Nordic market unit has 
purchased the necessary insurance for its nuclear power plants. The Swedish government is currently in the process 
of reviewing the regulatory framework for nuclear obligations. The extent to which this review will result in changes 
to the Swedish regulations on the limitation of nuclear liabilities is still unclear at present. 

Neither the U.K., nor the Pan-European Gas nor the U.S. Midwest market units operate nuclear powerplants; 
they therefore do not have comparable contingent liabilities. 

Indemnification Agreements 

Contracts in connection with the disposal of shareholdings concluded throughout the Group include 
indemnification agreements and other guarantees with terms up to 2041 in accordance with contractual 
arrangements and local legal requirements, unless shorter terms were contractually agreed. The maximum 
undiscounted amounts potentially payable in respect of the circumstances expressly set forth in these agreements 
could total up to €6,865 million (2005: €6,623 million). The indemnities (“Freistellungen”) typically relate to 
customary representations and warranties, environmental damages and taxes. In some cases the buyer is required to 
either share costs or cover a certain amount of costs before the Company is required to make any payments. Some 
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obligations are to be covered first by insurance contracts or provisions of the disposed companies. The Company has 
Iecorded provisions of €270 million (2005: €296 million) as of December 3 1,2006, with respect to all indemnities 
and other guarantees included in sales agreements. Guarantees issued by companies that were later sold by E.ON 
AG (or VEBA AG and VIAG AG before their merger) are included in the final sales contracts in the form of 
indemnities. 

Other Guarantees 

Other guarantees with an effective period through 2021 consist primarily of market value guarantees and 
warranties that could result in maximum potential undiscounted future payments of €104 million (2005: 
€130 million). 

Long-Term Obligations 

As of December 31, 2006, the principal long-term contractual obligations in place relate to the purchase of 
fossil fuels such as gas, lignite and hard coal. 

Gas is usually procured on the basis of long-term purchase contracts with large international producers of 
natural gas. Such contracts are generally of a “take-or-pay” nature. The prices paid for natural gas are normally tied 
to the prices of competing energy sources, as dictated by market conditions. The conditions of these long-term 
contracts are reviewed at certain specific intervals (usually every 3 years) as part of contract negotiations and may 
thus change accordingly. In the absence of an agreement on a pricing review, a neutral board of arbitration makes a 
final binding decision. Financial obligations arising from these contracts are calculated based on the same principles 
that govern internal budgeting. Furthermore, the take-or-pay conditions in the individual contracts are also 
considered in the calculations. 

The increase in contractual obligations in place for the purchase of gas is mainly due to the higher purchasing 
costs of gas in 2006, which led to an adjustment of planning assumptions, to the extension of existing contracts and 
the conclusion of new purchase contracts. 

The contractual obligations in place for the purchase of electricity relate especially to purchases from jointly 
operated power plants. The purchase price of electricity from jointly operated power plants is determined by the 
supplier’s production cost plus a profit margin that is generally calculated on the basis of an agreed return on capital. 

Long-term contractual obligations have also been entered into by the Central Europe market unit for the 
procurement of services in the area of reprocessing and storage of spent fuel elements delivered through June 30, 
2005. 

Other purchase commitments/obligations include primarily obligations for investments not yet implemented 
in connection with new power plant construction projects as well as modernizations of existing power plant 
installations. 

Other financial obligations amount to €3,63 1 million (2005: €4,299 million). They consist primarily of 
obligations arising from the acquisition of investments. 

There is a put option agreement in place since October 2001 allowing a minority shareholder of E.ON Sverige 
to exercise its right to sell its remaining stake for approximately €2 billion. In 2003, the term of this option was 
extended to the end of 2007. 

The Central Europe market unit has entered into put option agreements related to various acquisitions that 
allow other shareholders to exercise rights to sell their remaining stakes for an aggregate total of approximately 
€0.6 billion. 

In addition, there is a conditional obligation to acquire up to 100 percent of the shares of Endesa. For further 
information, see Note 33. 
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Expected payments arising from long-tern1 obligations totaled €245,33 1 million on December 31,2006, and 
break down as follows: 
€ in millions Total Less than 1 Year 1 to 3 Years 3 to 5 Years After 5 Years - 
Long-term purchase 

Fossil fuel purchase obligations 
. . . . . .  221,358 21,309 37,383 38,883 123,783 

Oil 10 27 25 13 

924 
Subtotal, fossil fuels 22,555 38,854 39,661 124,732 

Electricity purchase obligations 3,209 2,137 66 1 1,908 
Other purchase obliga 485 439 254 1,284 

Subtotal, long-term purchase 
127,924 

Other purchase 

Major repairs . . . . . . . . . .  82 64 18 
Environmental protection measures . . ~ I 

Other (e.g., capital expenditure 

commitments/obligations 

. . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . .  3,280 1,203 1,378 687 12 

66 - 66 _____ 33 

commitments/obligations 236,179 26,249 41,430 40,576 

commitmentslobligations 
__ - 

__ - - - 

. . . . . . . .  2,127 257 

. .  . . . . . . .  638 257 

Other financial obligations -~ 2,477 991 1 -  162 

249 1 4 3 Loan commitments 
Total . . . . . . . . . . . . . . . . .  31,199 44,567 41,219 128,346 

5,182 2,160 638 -- 

Subtotal.. 5,264 2,224 2,145 _...- 

-- __.- 

Rental, Tenancy and Lease Agreements 

Nominal values of other commitments arising from rental, tenancy and lease agreements are due as follows: 
€ in millions 

. . .  . 205 2007 . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
2008 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  142 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  89 
. . . . . . .  84 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  63 
Thereafter . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  237 

2010 . . . . . . . . . . .  . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  __.- 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  820 - - 
Expenses arising from such contracts reflected in the Consolidated Statements of Income amounted to 

€223 million in 2006 (2005: €102 million; 2004: €7 1 million). 

(26) Litigation and Claims 

A number of different court actions (including product liability lawsuits), governmental investigations and 
proceedings, and other claims are currently pending or may be instituted or asserted in the future against companies 
of the E.ON Group. This in particular includes legal actions and proceedings concerning alleged price-fixing 
agreements and anti-competitive practices. In addition, there are lawsuits pending against E.ON AG and U.S. 
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subsidiaries in connection with the disposal of VEBA Electronics in 2000. E.ON Ruhrgas is a party to a number o f  
different arbitration proceedings in connection with the acquisition of Europgas as. and in connection with gas 
delivery contracts entered into with Norsk Hydro Produksjon AS and Gas Terra B.V. Lastly, E.ON AG and one 
E.ON subsidiary are parties to or participants in various court and regulatory proceedings in Spain and in the United 
States, among other venues, in connection with the offer for Endesa S.A. Since litigation or claims are subject to 
numerous uncertainties, their outcome cannot be ascertained; however, in the opinion of management, any potential 
obligations arising from these matters will not have a material adverse effect on the financial condition, results of 
operations or cash flows of the Company. 

The U.S. Securities and Exchange Commission (“SEC”) has requested that E.ON provide it with information 
for an investigation focusing in particular on the preparation of its financial statements for the fiscal years 2000 
through 2003, including the accounting treatment and depreciation of its power plant assets, its accounting for and 
consolidation of former subsidiaries (Degussa and Viterra) and their shareholdings, the nature of the services 
performed by the independent public accountants appointed by E.ON, disclosures with regard to the Company’s 
long-term fuel procurement contracts, and its 2002 Annual Report on Form 20-F, in particular the process of its 
preparation and its conformity with U.S. GAAP. E.ON is in close contact with the SEC and will cooperate fully. A 
similar request that also covers additional items, including aspects of E.ON’s 2003 Annual Report on Form 20-F, 
has been made to the independent public accountants appointed by E.ON 

(27) Supplemental Disclosure of Cash Flow Information 

The following table indicates supplemental disclosures of cash flow information: 
2006 - € in millions 

Cash paid during the year for 
Interest, net of amounts capitalized . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,029 
Income taxes, net of refunds . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  837 

Exchanges and contributions of assets as part of acquisitions . . . . . . . . . . . . . . . .  138 
Funding of external fund assets for pension obligations through transfer of fixed- 

term deposits and securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5,126 
Loan notes issued in lieu of cash purchase price payments for E.ON Ruhrgas 

U.K.North Sea _I 

Increase of stakes in subsidiaries in exchange for distribution of E.ON AG shares 

Non-cash investing and financing activities 

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

to minority shareholders.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  I 

2005 2004 
~ 

965 1,100 
1,052 1,352 

171 - 

- - 

595 - 

35 182 

The deconsolidation of shareholdings and activities resulting from divestments led to reductions of 
€1,523 million (2005: €7,160 million; 2004: €231 million) related to assets and €589 million (2005: €4,510 million; 
2004: €1 86 million) related to provisions and liabilities. Cash and cash equivalents divested herewith amounted to 
€550 million (2005: €45 million; 2004: €19 million). 

Purchase prices for acquisitions of subsidiaries totaled €550 million (2005: €1,336 million, including 
€595 million in non-cash purchase price components for E.ON Ruhrgas UK North Sea Ltd.; 2004: €1,004 million). 
Cash and cash equivalents acquired i n  connection with the acquisitions amounted to €57 million (2005: 
€275 million; 2004: €110 million). These purchases resulted in assets amounting to €1,929 million (2005: 
€3,892 million; 2004: 0 , 6 8 0  million) and in provisions and liabilities totaling €1,350 million (2005: 
€1,922 million; 2004: €2,569 million). 

Cash provided by operating activities was higher in 2006 than in the preceding year. The increase was 
generated primarily by the Central Europe and U.K. market units, where improved operations and one-time effects 
such as the full consolidation of VKE made positive contributions in 2006, while the negative influences of the prior 
year, e.g. the effect of pension fund contributions, did not recur. An additional positive contribution came from the 
reduction of receivables at the U.S. Midwest market unit. Negative effects in 2006 were generated at the Pan- 
European Gas market unit as a result of the full consolidation of E.ON Foldgilz Trade, payments for gas storage 
capacity at E.ON Ruhrgas AG and payment extensions. In 2005, cash provided by operating activities increased 
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significantly over the preceding year. The increase was due primarily to changes in tax payments, and in particular 
to the change in the VAT treatment of gas transactions in the Pan-European Gas market unit. Other positive 
influences were provided by higher prepayments by customers in December at the Pan-European Gas market unit, 
the increase in gross margin at the Central Europe market unit and by effects resulting from the elimination of 
currency swaps in the Corporate Center. These improvements were partly offset by pension fund contributions at the 
U.K. market unit, increased contributions to the VKE fund at the Central Europe market unit, and storm damage 
payments at the Nordic market unit. 

Cash flows from investing activities was negative in 2006. With declining proceeds from sales of 
shareholdings, cash uscd for investment activities rose significantly over the previous year. Morcover, more ftinds 
were used for fixed-term deposits and securities purchases than in 2005. Some of these financial investments were 
transferred during the course of the year to external fund assets for pension obligations. 

The additional reduction of financial debts and the distribution of the special dividend for the 2005 fiscal year 
are reflected in the negative cash flow from financing activities. 

(28) 

Strategy and Objectives 

During the normal course of business, the Company is exposed to foreign currency risk, interest rate risk, and 
commodity price risk. These risks create volatility in earnings, equity, and cash flows from period to period. The 
Company makes use of derivative financial instruments in various strategies to eliminate or limit these risks. 

The Company’s policy generally permits the use of derivatives if they are associated with underlying assets or 
liabilities, forecasted transactions, or legally binding rights or obligations. Some of the companies in the market 
units also conduct proprietary trading in commodities within the risk management guidelines described below. 

E.ON AG has enacted general risk management guidelines for the use of derivative interest and foreign 
currency instruments as well as for commodity risk management that constitute a comprehensive framework for the 
entire Group The market units havc also adopted specific risk management guidelines to eliminate or limit risks 
arising from their respective activities The market units’ guidelines operate within the general risk management 
guidelines of E.ON AG. As part of the Company’s framework for intercst rate, foreign currency and commodity risk 
management, an enterprise-wide reporling system is used to monitor each reporting unit’s exposures to these risks 
and their long-term and short-term financing needs. The creditworthiness of counterparties is monitored on a 
regular basis. 

Commodity derivatives are used for price risk management, system optimization, load balancing and margin 
improvement. Any use of derivatives is only allowed within limits that are established and monitored by a board 
independent from the trading operations. Proprietary trading activities are subject to particularly strict limits. The 
risk ratios and limits used mainly include Profit at Risk and Value at Risk figures, as well as volume, credit and book 
limits. Additional key elements of risk management are the clear division of duties between scheduling, trading, 
settlement and control, as well as a risk reporting independent from the trading operations. 

Derivative Financial Instruments and Hedging Transactions 

Interest, currency and equity-related derivatives are only used for hedging purposes. 

Hedge Accounting in accordance with SFAS 133 is used primarily for interest rate derivatives regarding 
hedges of long-term debts, for foreign currency derivatives regarding hedges of net investments in foreign 
operations and long-term receivables and debts denominated in foreign currencies. For commodities, potentially 
volatile future cash flows resulting primarily from planned purchases and sales of electricity and from gas supply 
requirements are hedged. Forward transactions are used to hedge price risks on equities” 

Fair Value Hedges 

Fair value hedges are used to protect against the risk from changes in market values. The Company uses fair 
value hedge accounting specifically in the exchange of fixed-rate commitments in long-term receivables and 
liabilities denominated in foreign currencies and Euro for variable rates. The hedging instruments used for such 
exchanges are interest rate and cross-currency interest rate swaps. Gains and losses on these hedges are generally 
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reported in that line item of the income statement which also includes the respective hedged transactions. The loss 
from the ineffective portion of all fair value hedges as of December 31,2006, was €1 million (2005: €1 million gain; 
2004: €2 million gain) and is included in other operating income. Interest rate fair value hedges are reported under 
“Interest and similar expenses (net).’’ 

Cash Flow Hedges 

Cash flow hedges are used to protect against the risk arising from variable cash flows. Interest rate and cross- 
currency interest rate swaps are the principal instruments used to limit interest rate and currency risks. The purpose 
of these swaps is to maintain the level of payments arising from long-term interest-bearing receivables and 
liabilities denominated in foreign currencies and euro by using cash flow hedge accounting in the functional 
currency of the respective E.ON company. 

futures and forward contracts are concluded and also accounted for using cash flow hedge accounting. 
To reduce cash flow fluctuations arising from electricity and gas transactions effected at variable spot prices, 

As of December 3 1,2006, the hedged transactions in place included foreign currency cash flow hedges with 
maturities of up to eleven years (2005: up to twelve years) and up to 26 years (2005: up to 27 years) for interest rate 
cash flow hedges. Share price risk is hedged up to one year. Planned commodity cash flow hedges have maturities of 
up to four years (2005: up to three years). 

The amount of ineffectiveness for cash flow hedges recorded for the year ended December 3 1,2006, was a loss 
of €3 million (2005: €1 million gain; 2004: €1 million gain). For the year ended December 31, 2006, 
reclassifications from accumulated other comprehensive income for cash flow hedges resulted in a gain of 
€26 million (2005: €208 million loss; 2004: 41 17 million gain). The Company estimates that reclassifications from 
accumulated other comprehensive income for cash flow hedges in the next twelve months will result in a gain of 
€227 million. Gains and losses from reclassification are generally reported in that line item of the income statement 
which also includes the respective hedged transaction. Gains and losses from the ineffective portion of cash flow 
hedges are classified as other operating income or other operating expenses. Interest rate cash flow hedges are 
reported under “Interest and similar expenses (net).” 

Net Investment Hedges 

The Company uses foreign currency loans, foreign currency forwards, FX swaps and cross-currency swaps to 
protect the value of its net investments in its foreign operations denominated in foreign currencies. For the year 
ended December 3 1,2006, the Company recorded an amount of €989 million (2005: €825 million) in accumulated 
other comprehensive income within stockholders‘ equity due to changes in fair value of derivative and foreign 
currency transaction results of non-derivative hedging instruments. 

Valuation of Derivative Instruments 

The fair value of derivative instruments is sensitive to movements in underlying market rates and other relevant 
variables. The Company assesses and monitors the fair value of derivative instruments on a periodic basis. Fair 
values for each derivative financial instrument are delemined as being equal to the price at which one party would 
assume the rights and duties of another party, and calculated using common market valuation methods with 
reference to available market data as of the balance sheet date. 

The following is a summary of the methods and assumptions for the valuation of utilized derivative financial 

Currency, electricity, gas, oil and coal forward contracts, swaps, and emissions-related derivatives are valued 
separately at their forward rates and prices as of the balance sheet date. Forward rates and prices are based on 
spot rates and prices, with forward premiums and discounts taken into consideration. 

Market prices for currency, electricity and gas options are valued using standard option pricing models 
commonly used in the market. The fair values of caps, floors and collars are determined on the basis of 
quoted market prices or on calculations based on option pricing models. 

instruments in the Consolidated Financial Statements. 
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The fair values of existing instruments to hedge interest rate risk are determined by discounting future cash 
flows using market interest rates over the remaining term of the instrument. Discounted cash values are 
determined for interest rate, cross-currency and cross-currency interest rate swaps for each individual 
transaction as of the balance sheet date. Interest exchange amounts are considered with an effect on current 
results at the date of payment or accrual. 

consideration any financing components. 

0 Exchange-traded energy futures and option contracts are valued individually at daily settlement prices 
determined on thc futures markets that are published by their respective clearing houses. Paid initial margins 
are disclosed under other assets, Variation margins received or paid during the term of such contracts are 
stated under other liabilities or other assets, respectively. 

0 Equity forwards are valued on the basis of the stock prices of the underlying equities, taking into 

* Certain long-term energy contracts are valued by the use of valuation models that use internal data. 

Losses of €49 million (200.5: €39 million; 2004: €0 million) and gains of €96 million (200.5: €0 million; 2004: 
€0 million) from the initial measurement of derivative financial instruments at the inception of the contract were 
deferred and will be recognized in income during subsequent periods as the contracts are fulfilled. 
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The following two tables include both derivatives that qualify for SFAS 133 hedge accounting treatment and 
those that do not qualify. 

Total Volume of Foreign Currency, Interest Rate and 
Equity-Bused Derivatives 
Remaining maturities 
€ in millions 

FX forward transactions 

Total volume of derivative financial instruments 
December 31,2006 December 31,2005 

Nominal Fair Nominal Fair 
value value value value ___ 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . .  4,532.7 (27.1) 4,091.3 79.2 

Sell . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . .  6,982.4 19.4 8,331.2 (81.7) 
FX currency options 

. . . . . . . . . . . . . . .  . . . . . . . . . . .  227.7 32.8 . . .  7.4 0.1 
. . . . . . . . . . . . . . .  139.6 (39.0) 

. . . . . . . . . . . . . .  11,522.5 (7.6) 12,789.8 (8.7) 

. . . . . . . . . . . . . . . . . . . . . . . . . . .  - 
-___I -- -- ___ Sell. 

Subtotal 

Cross-currency swaps 
- - - ~  .... . . . . . . . . . . . . . . . . . . . . . . .  

up to 1 year. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,457.8 9.7 1,734.7 34.7 
I year to 5 years. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10,812.9 (22.8) 8,163.2 57.8 
more than 5 years . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  6,228.6 20.5 6,358.4 66.6 

up to I year . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - - 125.0 13.1 
I year to 5 years . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . .  321.9 (17.0) 316.4 5.0 

~ ~ ~ - -  - __ more than 5 years 

Cross-currency interest rate swaps 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  -. 

Subtotal . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . .  18,821.2 (9.6) 16,697.7 177.2 

up to 1 year.. . . . . . . . . . . . . . .  150.9 612.2 (11.8) 

- - - -  
Interest rate swaps 

Fixed-rate payer 
. . . . . . . . . . . . . . . . . . . .  0.8 

1 year to 5 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,221.8 (3.1) 1,294.9 (44.1) 
more than 5 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  919.8 (14.1) 1,033.5 (18.0) 

Fixed-rate receiver 
up to 1 year 

1 year to 5 years I .  . " .  . . . . . . . . . . . . .  5,263.9 (75.5) 5,364.4 64.3 
more than 5 years . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  759.3 (14.3) 1,196.4 (20.7) 

Subtotal.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,370.8 (106.2) 9,501.4 (30.3) 

Other derivatives.. 636.7 31.0 
Subtotal 636.7 31.0 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  39,351.2 (92.4) 38,988.9 138.2 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - - 55.1 - 

- -- - 
~ - - - _  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  - I ~ - ~ ~ -  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1.1 - - - - -  --- - -  
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Thereof Rading 
December 31,2006 December 31,2006 December 31,2005 

Noniiiral Fair Nominal Fair Nominal Fair 
value value value value value value 

- 

I _ _ _ _ _ _ _ - - - -  

Total Volunre of Electricity, Gas, Coal, Oil and 
Emissions-Related Financial Derivatives 
Remaining maturities 
f in niillioiis 

(401.5) 12.961.9 
(401 “9) 4,743.5 
(36.0) 85 1 
(14.6) - 

(854.0) 17,790.5 ~- 

0.1 15.379.4 
(34 5) 4,722.5 

0.3 54 4 
- 9.6 

(34.1) 20,165.9 
-- 
-- 

24.0 
(116 I )  

(5 0)  
0.8 

(96.3) 
- 
- 

Electricity torward\ 
up to 1 year 15.3364 
1 year to 3 years 6.334 4 
4 years to 5 year5 615 6 
more than 5 years 6.703 3 

Subtotal 29,049.7 

Exchdnge-traded electricity forw‘uds 
up to I year 4.965 9 
1 year to 3 years 3.028 9 
4 years to 5 years 94 7 
more than 5 years __ 

Subtotal 8,089.5 

Electricity swap\ 
up to I year 
1 year to 3 years 
4 years to 5 years 
more than 5 years - 

Subtotal 15.1 

up to 1 year 0 2  
I year to 3 yean 
4 yearirs to 5 years 

15 1 
- 
_- 

Exchange-traded electncity options 

0 I 
- 
__ more than 5 yeas 

Subtotal 0.3 

Coal forwards and swaps 
up to 1 year 
I year to 7 years 
4 years to 5 years 

938 5 
316 6 

33 8 
31 3 

Subtotal 1,320.2 

Exchange-traded coal forward\ 

more than 5 years 

up to 1 year 
1 year to 3 years 
4 yean to 5 yedn 
more than 5 years - 

58.9 

26 7 
32 2 
- 

-- Subtotal 

Oil derivahves 
up to 1 year 
1 year to 3 years 

1.036 7 
176 7 

4 years to 5 years 
more than 5 years - 

_. 

Subtotal 1,213.4 

Carryover 39,747.1 

(244.5) 3,4642 
(28.4) 1.725.0 
(2.1) 51.7 

(102.4) 3.316 7 
16.1 1,621.4 
(0.9) 17.6 

1.9 

(87.2) 4,957.6 

- 
I _ _ _ ~  

- 

(103.6) 
(18.1) 
(1.4) 
0.1 

(123.0) 
- 
- 

- - -- - 
(275.0) 5,240.9 - 

__ 0.5 __ 88.3 (21.6) 

- 
_I_ 

(21.6) 
__I 

(0.3) 0.2 
0.5 0 1  
__ - 
- __ - 
0.2 0.3 -- 

(0.3) 12.1 
0.5 71.7 

224 4744 
6 5  141 8 
0.8 15 6 

(0.5) 31.3 
29.2 663.1 

_I____ 

-- 

1 5  8394 
(0.6) 4399 
(02)  319  
(0.5) 
0.2 1311.2 

- 
-- 

(46.0) 
(3 0) 
( 1  4) 

(50.4) 

- - 
- 

0.1 845.0 
0.2 341.7 
__ __ 
- __ -- - 

0.3 1,186.7 

(120.6) 27,793.5 
- 
-- 

106.1 
59.1 
- 

(24.4) 277.2 
(6.2) 53.3 
- - 
__ - -- -- 

(30.6) 330.5 

(1,130.8) 24,025.3 -- 
165.2 

(127.0) 
I___ 

- 
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Thereof Trading 
December 31.2006 December 31,2005 
Nominal Fair Nominal Fair 

value value value value 

24,025.3 (120.6) 27,793.5 (127.0) 
~ - - -  

Total Volume of Electricity, Gas, Coal, Oil and 
Emissions-Related Financial Derivatives 
Remaining maturities 
f in millions 

Carryover . 

December 31,2006 
Nominal Fair 

value value 

39,747.1 (1,130.8) 
- -  
-I__. 

Gas forwards 
up to 1 year . . . . . I . . . . I . . . I I 

1 year to 3 years " .  . .  " "  , "  _ "  . . . .  
4 years to 5 years . . . . . . . I I , . "  " "  " 

more than 5 years , I . . I . . . I I I I I , I . I . . . . 
Subtotal I . . I I I I . I . I I . . I I , . . . " 

Gas swaps 
up to 1 year. I . . I . . . . . , . . , . . . . I . , . 

4 years to 5 ycars . , . . . , . . . . 
more than 5 years I . . . . . " I . . . , . I . I , 

1 year to 3 years, . I . . "  . " .  " .  " "  " " . .  . .  . 

. . . . I . . , . . . . , 

Subtotal , I . I I I I . . . . . I I I . . I . . I . . . . . 

Gas options 
up to 1 year . . , . I . I . , . . . . , . I , . . 
1 year to 3 years, . . . . . . I . , I , I I . , I , . . . . . , . . . 
4 years to 5 years . . . . . , . , . . . I . . " . . . 
more than 5 years , . . I . . I I . . . I . I , . I . . , , 

Subtotal. I . , . . . I . . . . . I , I . I I . . . I . . I 

Emissions-related derivatives 
up to 1 year . I . . I I , . . I . . . I . . I . . I I I . . I , 

1 year to 3 years . . . I I . I I . . . I . . . I I . I . I . . 

more than 5 years , I , I . I I . . . . I I . . I . . I I , . . 
Subtotal . . .  " , .  , ,  . . . " _ .  l l , " , . . _ . . I . _  I 

Exchmge-traded emissions-related derivatives 

4 years to 5 years . . . , . . I I . I , I . I . " "  

up to I year . . . . . . . .  , . . . , . . , ~ . .  " ~ .  ~~~ ,~ 

1 year to 3 years I , . . I . I . I . . " . . I . . . , . , I . 
4 years to 5 years . . I . . . . . , . . . . 
more than 5 years I . i I . I . I . . I . . . , ~ I . . . I I . I , . . I . 

Subtotal. . I , . . . . . . . . I . , . I I I I I . I I . I . . . , . I 
Total . . . . . . . . . . .  " I . 1 I  I _ .  . .  _ I . " I " .  

2,953.8 23.5 4,6287 380 8 
1.215.9 20.3 4,2269 541 4 

373  (02) 763.7 274 
- - 92.6 (17.7) 

4,207.0 43.6 9,711.9 931.9 ---- 

8.57 1 6 (474.2) 
5,861 0 85.6 

887 9 91.6 
476.2 40.0 

15,796.7 (257.0) 
- _ _ _ _ I  

-- 
142.7 (16.8) 

9 5 (0.6) 
1.2 - 

I - 1.987.3 277 4 
- - 1,645.0 306.8 
- __ 737.0 86 9 
I - 1,892.3 7.9 

- - 6,261.6 679.0 
- ~ _ _ _ _ _ _ I  

_ _ I _ _ _ _ I _ _ - -  

- - -.I_I__ - 
153.4 (17.4) -- 

5.3 2.8 __. - 33.3 (16.7) 

384.8 2.3 
176.2 0.5 

264.2 6.5 98.4 4.9 
172.0 0.3 24.3 1.6 

20.0 4.1 
13.9 (0.3) 

13.7 0.3 11.4 0.3 
12.6 (0.3) 5.6 0.3 

I __ 
~ _ _ _ I _ _  

33.9 3.8 

56,197.4 (1,395.8) 
-- 
-- -- 

Counterparty Risk from the Use of Derivative Financial Instruments 

The Company is exposed to credit (or repayment) risk and market risk through the use of derivative financial 
instruments. If the counteiparty fails to fulfill its performance obligations under a derivative contract, the 
Company's counterparty risk will equal the positive market value of' the derivative. When the fair value of a 
derivative contract is negative, the Company owes the counterparty and, therefore, assumes no repayment risk. 

In order to minimize the credit risk in derivative financial instruments, the Company enters into transactions 
only with counterparties such as financial institutions, commodities exchanges, energy distributors and broker- 
dealers that satisfy the Company's internally-established minimum requirements for the creditworthiness of 
counterparties. 

'The credit-risk management policy that has been established throughout the Group entails the systematic 
monitoring of the creditworthiness of counterparties and a regular assessment of credit risk. The credit ratings of all 
counterparties to derivative financial instruments are reviewed using the Company's established credit approval 
criteria. The subsidiaries involved in electricity, gas, coal, oil and emissions-related derivatives also perform 
thorough credit checks on their counterparties and monitor creditworthiness on a regular basis. The Company 
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receives and pledges collateral in connection with long-term interest and currency hedging derivatives in the 
banking sector. Furthermore, collateral is required when entering into transactions in commodity derivatives with 
counterparties of a low degree of creditworthiness. Derivative transactions are generally executed on the basis of 
standard agreements that allow for the netting of all outstanding transactions with individual counterparties. For 
currency and interest rate derivatives in the banking sector, this netting option is reflected in the accounting 
treatment. Exchange-traded electricity forward and option contracts and emission rights having an aggregate 
nominal value of €8,198 million as of December 31, 2006, bear no counterparty risk. 

The continuing netting of outstanding transactions with positive and negative market values is not shown in the 
table below, even though the greater part of the transactions was completed on the basis of contracts that do allow 
netting. The counterparty risk is the sum of the positive fair values. 

In summary, as of December 31,2006, the Company’s derivative financial instruments had the following credit 
structure and lifetime: 

December 31. ZOO6 
Totnl Up to 1 year 1 Io 5 years More than 5 years 

Rating of Counterparlies Counter- Counler- Counler- Counter- 
Standard & Poor’s iindlor Moody‘s Nominal pifrly Nominal pqrIy Nominul party Nominal party 
€ in millions value risk value rlsk value risk value risk ----- 
AAA and Aaa through AA- 

AA - and A 1 or A+ and Aa3 

A- and Baal or BBB+ and A.3 

BBB- and Bal or  BB+ and 
Baa3 through BB- and 
Ba3 . I . . . . . . . . . . . . . 2,005.1 148.9 1,179.2 106.3 817.6 42.6 8.3 - 

I I . 25,481.4 395.9 11,124.3 200.3 6,332.5 93.2 8,024.6 102.4 
. . . . . . . 87,350.9 4,094.7 37,055.8 2,316.7 34,291.8 1,242.3 16,003.3 535.7 

and Aa3 I . , , . . . . . . , I 34,301.2 1,910.2 13,508.4 918.1 14,971.5 608.8 5,821.3 3833 

through A- and A3. . . . . I . 22,051.6 1,359.9 9,062.5 873.9 11.085.7 436.0 1,903.4 50.0 

through BBB- or Baa3 , I , I 3.51 1.6 279.8 2,181.4 218.1 1,084.5 61.7 245.7 __ 

- - - ~ - ~ - -  
---- ~ - - -  - ~ - - - - ~ -  

( I )  This position consists primarily of parties to contracts with respect to which E.QN has received collateral from 
counterparties with ratings of the above categories or with an equivalent internal rating. 

(29) Non-Derivative Financial Instruments 

The Company estimates the fair value of its non-derivative financial instruments using available market 
information and appropriate valuation methodologies. Fair values have been calculated for these financial 
instruments using valuation methodoiogies custoinary in the market and are based on market information that 
was available on the balance sheet date. Accordingly, the fair values shown are not necessarily indicative of the 
amounts E.ON could realize on its non-derivative financial instruments under current market conditions. 
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The estimated book values and fair values of non-derivative financial instruments as of December 3 1,2006 and 
2005, are summarized in the following table: 

f in millions 
December 31,2006 December 31,2005 

Book value Fair value Book value Fair value 

Assets 
At-cost investments. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,450 
Marketable investments. . . . . . . . . . . . . . . . . . . . . . . . . . .  I 1,941 
Securities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  11,383 
Financial receivables and other financial assets . . I . I I . . 2,811 
Cash and deposits at banking institutions. . . . . . . . . . . . . .  1,748 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  29,333 

Liabilities 
Financial liabilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  13,399 

1,848 1,503 1,880 
11,941 8,243 8,243 
11,383 10,420 10,420 
2,676 3,119 3,131 
1,748 5,859 5,859 

29,596 29,144 29,533 

13,099 14,362 15,42 I 

The Company used the following methods and assumptions to estimate the fair value of each class of financial 
instntments whose value it  is practicable to estimate: 

The carrying amounts of cash and cash equivalents are reasonable estimates of their fair values. The Company 
calculates the fair value of loans and other financial instruments by discounting the future cash flows by the current 
interest rate for comparable instruments. The fair values of funds and of marketable securities and investments are 
based on their quoted market prices or on other appropriate valuation techniques. 

Fair values for financial liabilities are estimated by discounting expected cash flows for payments on principal 
and interest payments, using market interest rates currently available for debt with similar terms and remaining 
maturities. The carrying amount of commercial paper and borrowings under revolving short-term credit facilities is 
assumed as the fair value due to the short maturities of these instruments. 

The Company believes that the overall credit risk related to its non-derivative financial instruments is 
insignificant. The counterparties with whom agreements on non-derivative financial instruments are entered into 
are also subjected to regular credit checks as part of the Group’s credit risk management policy. There is also regular 
reporting on counterparty risks in the E.ON Group. 

(30) Transactions with Related Parties 

E.ON exchanges goods and services with a large number of companies as part of its continuing opexations. 
Some of these companies are related companies accounted for under the equity method or reported at cost. 
Transactions with related parties are summarized as follows: 
€ in millions 2006 2005 
Income . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  7,467 5,408 
Expenses . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,804 2,913 
Receivables . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1,892 2,263 
Liabilities.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,440 2,161 

Income from transactions with related companies is generated mainly through the delivery of gas and 
electricity to distributors and municipal entities, especially municipal utilities. The relationships with these entities 
do not generally differ from those that exist with municipal entities in which E.ON does not have an interest. 

Expenses from transactions with related companies are generated mainly through the procurement of gas, coal 
and electricity. 

Accounts receivable from related companies consist mainly of trade receivables and of a subordinated loan to 
ONE GmbH (“ONE”), Vienna, Austria, in the amount of €122 million (2005: €162 million). Interest income 
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recognized on this loan amounted to €.5 million in 2006 (2005: €11 million). In 2006, ONE repaid €45 million in 
shareholder loans to E.ON. 

Liabilities of E.ON payable to related companies include €286 million (2005: €241 million) in trade payables 
to operators of jointly-owned nuclear power plants. These payables bear interest at 1.0 percent per annum (2005: 
1.0 percent) and have no fixed maturity. E ON procures electricity from these power plants both under a cost- 
transfer agreemen1 and under a cost-plus-fee agreement. The settlement of such liabilities occurs mainly through 
clearing accounts In addition, E.ON reported financial liabilities in 2006 of €1,255 million (200.5: el ,253 million) 
resulting from fixed-term deposits undertaken by the jointly-owned nuclear power plants at E.ON. 

The transfer of E.ON’s minority stake in Degussa into RAG Projektgesellschaft mbH and the subsequent 
forward sale of that company to RAG produced a gain of €376 million. For additional information, see Note 4. 

(31) Segment Information 

The reportable scgments of the E.ON Group are presented in line with the Company’s internal organizational 
and reporting structure. E.ON’s business is subdivided into energy business and other activities. The core energy 
business includes the market units Central Europe, Pan-European Gas, U.K., Nordic and US .  Midwest, as well as 
the Corporate Center. The 42.9 percent interest in Degussa accounted for at equity was reported under other 
activities until its disposal in July 2006 (see also Note 4). 

0 The Central Europc market unit, led by E.ON Energie AG, Munich, Germany, focuses on E.ON’s integrated 
electricity business and the downstream gas business in central Europe. 

0 Pan-European Gas is responsible for the upstream and midstream gas business. Additionally, this market 
unit holds a number of minority shareholdings in the downstream gas business. The lead company of this 
market unit is E.ON Ruhrgas AG, Essen, Germany. 

* The U.K. market unit encompasses the integrated energy business in the United Kingdom. This market unit 
is led by E.ON UK plc, Coventry, U.K. 

0 The Nordic market unit, which is led by E.ON Nordic AB, Malmo, Sweden, focuses on the integrated energy 
business in Northern Europe. It operates through the integrated energy company E.ON Sverige AB, Malmo, 
Sweden, primarily in Sweden. 

0 The U.S. Midwest market unit, led by E.ON U S .  LLC, Louisville, Kentucky, U.S., is primarily active in the 
regulated energy market in the U.S. state of Kentucky. 

* The Corporate Center contains those interests managed directly by E.ON AG that have not been allocated to 
any of the other segments, E.ON AG itself, and consolidation effects at the Group level. 

In accordance with 1J.S. GAAP requirements, E.ON reports segments or material business units to be disposed 
of as discontinued operations. 

In 2006, this primarily includes E.ON Finland, which was sold in June, and WKE, which has not yet been sold. 
The corresponding figures as of December 31,2006, as well as those for the preceding period, have been adjusted 
for all components of the discontinued operations. 

Ad,justed EBIT is used as the key figure at E.ON for purposes of internal management control and as an 
indicator of a business’s long-term earnings power. Adjusted EBIT is derived from incomefloss before interest and 
taxes and adjusted to exclude certain special items. The adjustments include book gains and losses on disposals, 
restructuring expenses, and other non-operating income and expenses. Due to the adjustments accounted for under 
non-operating earnings, the key figures by segment may differ from the corresponding U.S. GAAP figures reported 
in the Consolidated Financial Statements. 
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Below is the reconciliation of adjusted EBIT to “Income/(Loss) from continuing operations before income 
taxes and minority interests” as shown in the Consolidated Financial Statements: 
€ in millions 2006 % 2004 __ 

8,150 7,293 6,747 Adjusted EBIT. . . . . . . . . . . . . .  
Adjusted interest income (net) . . . . . . . . . . . . .  

Cost-management and restructuring expenses _I- 

Other non-operating earnings . . . . . . .  
Incomd(Loss) from continuing operations 

before income taxes and minority interests . . . . . . . . . . . . . . . . . . . . . . . . . .  5,133 7,152 6,332 
Income taxes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  323 (2,261) (1,852) 
Minority interests ” ”  . . . .  (526) (536) (469) 
Income/(Loss) from continuing Operations . . . . . . . . . . . . . . . . . . . .  4,930 4,355 4,011 

~- -2) _ .  Cumulative effect of changes in accounting principles, net 

. . .  . . . . . . . . . .  5,057 7,407 4,339 

Net book gains . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . .  . . . . . . . . .  

128 I . . (3,141) 424 - 

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

Income/(Loss) from discontinued operations, net ......................... 127 3,059 328 
__ . . . . . . . . . .  . I  

- - ~  ---  
Net book gains in 2006 were generated primarily from the sale of institutional securities funds (€619 million) 

and in connection with the sale of the remaining interest in Degussa (€376 million). In 2005, net book gains resulted 
primarily from the sale of securities (€371 million) and from the merger of Gasversorgung Thiiringen and TEAG 
(€90 million). The 2004 aniounts primarily reflect gains from the sale of E.ON’s interests in EWE and VNG 
(€317 million), the sale of securities (€221 million) and the sale of Degussa shares (€51 million). 

There were no cost management and restructuring expenses in 2006. In 2005, cost management and 
restructuring expenses totaled €29 million. As in  2004 they arose primarily in the U.K. market unit as a result 
of the integration of Midlands Electricity. 

Other non-operating earnings consist primarily of expenses from the fulfillment of derivative gas supply 
contracts and from the marking to market of‘ energy derivatives, primarily at the U.K. market unit. These derivatives 
are used to hedge against fluctuations in prices. As of the end of 2006, this marking to market resulted in a loss of 
approximately E2.7 billion. The regulation of network charges enforced by the German Federal Network Agency 
(“Bundesnetzagentur”) necessitated the performance of impainnerit tests at the Central Europe and Pan-European 
Gas market units for the network infrastructure and certain shareholdings. The tests resulted in impairment charges 
totaling €374 million in the area of gas distribution networks and in minority shareholdings with activities in the 
area of networks. No impairments were necessary for the electricity grids. Additional impairments were recorded in 
the area of generation, specifically cogeneration facilities at the U.K. market unit (€35 million), as well as for 
intangible assets and property, plant and equipment at the Pan-European Gas, U.K. and Nordic market units 
(€139 million in total). 

In 2005, the marking to market of derivatives resulted in a gain of approximately €1.2 billion. This gain was 
almost completely offset by the costs associated with the severe storm in Sweden at the beginning of 2005, and by an 
impairment charge recorded by Degussa at its Fine Chenlicals division. The 2004 value primarily reflected the 
positive effects from the marking to market of derivatives (approximately €290 million). This gain was offset by 
impairment charges on real estate and securities at the Central Europe market unit and by non-recurring charges on 
investments at the Central Europe and U.K. market units, among others. 
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E In milliuns 

Central Europe PawEuropean Gas U.K. Nordic 
2006 2005 ZOO4 2006 ZOOS 2004 2006 2005 2004 2006 2005(1) 2004(1) _ _ _ _ _ - -  _ _ _ ~  - - --- - 

Extcmdl sdlcs 27.694 24.047 20.540 22,594 
Intersegment sdics 686 248 212 2,793 
Total sales 

Dcprccidtiun diid dmurlizdtiuii (1.197) F) (491) 

Impairments f 3  (19) (56) (185) (242) 
Adjusted EDIT 4.168 3,930 3.602 2,106 

28,380 24.295 20,752 24,987 ___ 
- ---- 

Themuf carnings hum 
conipJnic\ acruuoled for dt 
cqui1y (4) 335 189 143 557 

16.835 12.671 12.406 10.101 8.480 3.118 3.111 3,028 

1.079 556 163 74 10 86 102 66 

17,914 !E 10,176 32.569 8,490 3,204 % 3,094 
(387) 034) (561) (556) (575) (373) 1341) (383) 

(8) - 

~ 

- - - _ _ - - - -  - 
- (16) (94) - ( I )  - 

1,536 1,344 1,229 963 1,017 619 766 661 

509 419 6 17 47 1 9 10 

lnldngiblc dsscb dnd properly. 
plmt and cquipmcnl 1.883 1.519 1.388 374 263 105 860 565 511 581 373 312 

S h m  inve\tments 533 462 X85 506 260 505 3 361 (8) 50 21 354 

2.416 1,981 2,273 880 523 610 863 426 503 631 394 666 Investments (5 )  

ToLII weLs 
- - ~  - _ _ _ _ - - - - - -  - 
6(1,202 60,531 55537 36538 30;)46 22,720 19,571 19,177 14,986 12386 11,193 
- _ _ _ _ _ _ _ _ _ _ . _ _ _  _ _ _ - _ _ _  - - - -  

€ m mi11ion5 

Exicmal ~ l e s  

Intcncgmcnl sales 

Total sales 

Deprccidlion and amortization 
Impainnenls (7) 

Adjusted EUIT 
Thereof cmings from compinie\ 

Intangible dssets and property. pldnt dnd 
eqiiipinenl 

Sliue investmcnL\ 
Investments ( 5 )  

Tolnl assets 

uccuuntcd fur equity (4) 

f in milliuns 

US. Midwest 
2006 2005 2004 

1,947 2,045 l.71X 
- _ _ _ -  

- _ _ -  
- - 1 _ _  

1,447 2,0.15 1,718 

(19.3) (195) (185) 
(6) - - 

391 365 354 

- - _ _ . -  

21 17 17 

Corporute Center 
ZOO6 ZOOS 2004 ~ - -  
- I 52 

(3.328) e) 2) 
(3328) (1,502) (792) 

(15) (13) (22) 
(6) - (18) 

(416) (399) (338) 

(16) 9 (42) 

( 1 3 )  9 I 1  
(14) (119) 367 

_____ 

- _ _ _ -  

(27) (110) 2 - 
(10.056) (J381) (5,794) - --- 

Cure Energy Businws 
2006 2005 (1) 2004 ( I )  

61.159 56.141 46,489 
~ - -  

- - - - - _ _ _  
67,759 56,141 46.489 --- ~ - -  
(2.930) (2.820) (2.620) 

(273) (81) - 
8.097 7,161 6.640 

904 750 590 

4.081 2.956 1,574 
1.078 985 2.203 
5,161 3,941 4.777 - __I -- 

127,232 126,562 106,381 - - _ _ _  --- 

Other Activities (2) 
2006 ZOOS 2004 - - -  
_ - -  

53 132 107 

_ - -  

E.ON Group 
2006 2005 (1) 2004 ( I )  --- 

Exlemal sales 67.159 56.141 46,489 

Inrcrscgnient ules - - - --- 
Total soles 

Depreciation and aniorlizdtion 
Impdirmcnh (3) 
Adjusted EBIT 

intaiigible a w l s  and property. pian1 and equipnicnt 
Share investmen& 
Investments (5)  

Total assets 

Thcreuf cumngs lrom cumpdnics dcwunlcd tor at cqully (4) 

67,759 56,141 

(2.930) (2.820) 
(273) (811 

-- -- 

8,150 7,293 
957 881 

4.083 2.956 
1,078 985 
5,161 3,941 

127,232 126,562 
-- 
-- 
____. -  

46,489 

(2.610) 

- - 
- 

6,747 
697 

2.514 
2,203 
4,771 - 

114,062 - - 

( 1  ) Adjusted for discontinued operations, except for total assets. 

(2) Included among the other activities was the 42.9 percent interest in Degussa accounted for at equity until its 
disposal in July 2006. 

(3) In 2006 and 2005, the impairment charges recognized in adjusted EBIT differed from the impairment charges 
recorded in accordance with 1J.S. GAAP. In 2006, non-operating earnings can be traced to regulatory 
impairments on property, plant and equipment and on shareholdings at the Central Europe and Pan-European 
Gas market units. In addition, impairments have again been recorded in the area of generation, specifically 
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cogeneration facilities at the U.K. market unit. Additional impairments concern intangible assets and property, 
plant and equipment at the Pan-European Gas, U.K. and Nordic market units. In 2005, the difference was the 
result of impairments recorded in the area of generation, specifically cogeneration facilities at the U.K. market 
unit. 

(4) In 2006 and 2005, the earnings contributing to adjusted EBIT from companies accounted for under the equity 
method differed from the at-equity results recorded in accordance with U.S. GAAP. In 2006, this was the result 
of impairment charges included in non-operating earnings. The impairments related to property, plant and 
equipment and to shareholdings at the Central Europe and Pan-European Gas market units. In 2005, the 
impairments related to the Fine Chemicals division of Degussa and to deferred tax assets of an at-equity 
company in the Corporate Center. 

( 5 )  Excluding other tinancial assets 

An additional adjustment in the internal profit analysis relates to interest income, which is adjusted on an 
economic basis. In particular, the interest component of expenses resulting from increases in provisions to pensions 
is reclassified from personnel costs to interest income. The interest components of allocations to other long-term 
provisions are treated in the same way to the extent that, in accordance with U.S. GAAP, these provisions are 
reported on different lines in the income statement. 

Net interest income experienced a decline of €54 million from 2005. The primary factor behind this decline 
was the increased interest expense resulting from provisions related to nuclear power. This was partially offset by 
reduced interest expense from provisions for pensions at the Central Europe and Pan-European Gas market units 
and at the Corporate Center. 

2006 2005 2004 ~ - -  € in millions 

Interest and similar expenses (net) as shown in Note 6 .  . . . . . . . . . . . . . . . . . .  (687) (736) (1,063) 
(+) Non-operating interest income (net) (1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ( 5 )  (39) 151 
(-) Interest portion of long-term provisions. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  389 252 120 

_ I _ _ _ - ~  

Adjusted interest income (net). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (1,081) (1,027) (1,032) 
~ _ _ _ _ . -  - - -  

( I )  This figure is calculated by adding interest expenses and subtracting interest income. In 200.5, non-operating 
interest income primarily related to an eliminated provision for interest that had been recognized in previous 
years. 

Transactions within the E.ON Group are generally effected at market prices. 

Geographic Segmentation 

The following table details external sales (by location of customers and by location of the company making the 
sale) and property, plant and equipment information by geographic area: 

Europe (Eurozone 
Germany excluding Cerniany) Europe (other)- United Slates - Olher TOM . 

2006 2005 2004 2006 2005 ZW 2006 2M15 2OW 2006 2005 2004 2006 2005 2004 2006 2005 Mo4 
I__I__. - _ _ _ _ _ _ _ - - I _ _ _ _ - _ _ _ _ _ _ _ _ -  ~ - , I .  

e in millions 

External salts 

by locatiaii of customer . 38,043 33,557 28,621 3,796 2.772 1,926 23.389 L7,743 14.110 1.901 1.990 1,770 630 79 62 67,759 56.141 46,489 

bylocationofcompany 42,129 36,635 30.028 2,053 1,218 1.209 21.630 16.243 13.482 1,897 1.980 1,711 50 65 59 67.759 56.141 46,489 

equipmen! 18,674 19.010 23,171 1.104 1.339 1287 11.1)65 16,819 15.327 3.896 4.072 3,693 73 81 19 42,712 41.323 43.563 
PCOpCny. Qlllllt iuld 

Information on Major Customers and Suppliers 

E.ON’s customer structure in 2006 and 2005 did not result in any major concentration in any given 
geographical region or business area. Due to the large number of customers the Company serves and the variety 
of its business activities, there are no individual customers whose business volume is material compared with the 
Company’s total business volume. 
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Gas is procured primarily from Russia, Norway, the United Kingdom, the Netherlands and Germany. 

(32) Compensation of Supervisory Board and Board of Management 

Supervisory Board 

Provided that E.ON’s shareholders approve the proposed dividend at the Annual Shareholders Meeting on 
May 3, 2007, total remuneration to members of the Supervisory Board will be €4.1 million (2005: €3.8 million). 

There were no loans to members of the Supervisory Board in 2006. 

The Supervisory Board’s compensation structure and the amounts for each member of the Supervisory Board 
are presented in “Item 6: Directors, Senior Management and Employees.” 

Board of Management 

Total remuneration to members of the Board of Management in 2006 amounted to €21.7 million (200.5: 
€22.5 million). This consisted of base salary, bonuses, other compensation elements and share based payments. 

Total payments to former members of the Board of Management and their beneficiaries amounted to 
€1 1.7 million (2005: €5.4 million). Provisions of €99.9 million (2005: €89.0 million) have been established for 
the pension obligations to former members of the Board of Management and their beneficiaries. 

There were no loans to members of the Board of Management i n  the 2006 fiscal year. 

The Board of Management’s compensation structure and the amounts for each member of the Board of 
Management are presented in “Item 6: Directors, Senior Management and Employees.” 

(33) Subsequent Events 

At the end of 2006, Thiiga agreed with EnBW Energie Baden-Wiirttemberg AG (“EnBW”) to sell the shares it 
owns in GSW Gasversorgung Sachsen Ost Wiirmeservice GnibH & Co. KG (76.5 percent), GSW Gasversorgung 
Sachsen Ost Warmeservice Verwaltungsgesellschaft mbH (76.5 percent), EnSO Energie Sachsen Ost GmbH 
(14.5 percent) and Erdgas Siidwest GmbH (28.0percent) to EnBW Group companies. The transfer of the shares is to 
take place in the first quarter of 2007. 

On January 14,2007, a storm in southern Sweden caused substantial damage to the electricity distribution grid 
in some areas. Approximately 170,000 E.ON customers ended up without power, some for extended periods. The 
costs of repair work and compensation of customers is currently estimated at €95 million. The costs resulting from 
the storm will not affect adjusted EBIT as this event was exceptional in nature. 

On February 2, 2007, E.ON submitted to the Spanish stock market regulator CNMV as part of the “sealed 
envelope” process its final offer price of €38.75 per ordinary share and ADR for the announced acquisition of 
Endesa S.A. This corresponds to a total consideration of €41 billion for 100 percent of Endesa. In this connection, 
E.ON has established an additional credit facility to finance the higher offer, which in combination with the existing 
€37. I billion facility amounts to a total credit volume of €41 billion. The new offer price per share represents a 
premium of 109 percent over the price of Endesa’s shares on September 2, 2005, the last trading day before the 
announcement of the former competing Gas Natural offer. If Endesa S.A. distributes any dividends to its 
shareholders prior to completion of the transaction, the offer price of €38.75 per share will be reduced accordingly. 
The E.ON tender offer was initially subject to the following conditions: 

a) E.ON acquires at least 529,481,934 shares of Endesa, representing 50.01 percent of its capital stock, 

b) The shareholders of Endesa vote in favor of the following amendments of the by-laws at Endesa’s 
Extraordinary General Shareholders’ Meeting: amendment of Article 32 of the by-laws in order to eliminate 
the limitation of voting rights; amendment of further articles of the by-laws in order to remove the 
requirements concerning the composition of the Board of Directors and the qualifications on the appointment 
of a director or a chief executive officer. 

through the tender offer. 
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On February 6, 2007, the CNMV officially authorized this final E.ON offer, and the Board of Directors of 
Endesa has stated its position in favor of the offer. The Endesa board further resolved to convene an Extraordinary 
General Shareholders’ Meeting to be held on March 20,2007, at which the removal of the aforementioned by-law 
provisions will be voted on. The CNMV has set March 29, 2007, as the end date of the offer period. 

On March 6, 2007, E.ON withdrew condition b) requiring Endesa’s shareholders to approve the specified 
changes to the articles of association. 
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2 E.ON Group Financial Highlights 

]anuary 1 Scptcnibei 30 
i' iii inillinns 2006 

295.6 298 5 -1 Power sales (in billion kWhP 
695.9 642 0 +8 Gas sales (in billion kWhP 

Sales 49,451 39,520 +25 

6,064 5,504 +10 Adjusted EBITb 
Income/Loss (-) from continuing operations before income taxes and minority interests 3,497 5,133 -32 

Incornelloss (-) from con t inu ing  operations 2,497 3,138 -20 

N e t  income 2,629 6,399 -59 

3,386 2,688 +26 Adjusted net income5 

3,891 3,039 +28 Investments 

4,742 -5 4,492 Cash provided by operating act iv i t ies 

Free cash flow6 1,934 2,878 -33 

Net financial position7 (a t  September 30 and December 31) 1,039 3,863 -73 

80,296 79,570 +1 Employees (at September 30 and December 31) 

- 
___-___I 

Adjusted EElTDA3 8,441 7,629 +11 

_I___- 

Income/Loss (-) from discontinued operations, net 132 3,261 -96 

-I____ 

I 

- -~ ~- 

-______ 
Earnings per share (in €) 3.99 9 71 -59 

Udjusted for discontinued operations. 
Wconsolidated figures. 
3Non.GAAP financial measure, see reconciiiation to net income on page 9. 
4Non-GAAP financial measure, see reconciiiation to net income on page 9 and commentary on pages 38-39. 
5Non GAAP financial measure, see reconciliation to net income on page 10 
bNon-GAAP financial measure; see reconciliation to cash provided by operating actlvities on page 11. 
7Non.GAAP financial measure, see reconciliation on page I2  

^ ^  

l i o : ~  ~JAAI:  iinsiiLii?i :nmw,~:., This report contains certain non.GAAP financial measures Management believes that the non-GAAP financial measures used by EON, when con 
sidered in conjunction with (but not in lieu of) other measures that are computed in U S  GAAP, enhance an understanding of E ON'S results ot operations A number of these now 
GAAP financial measures are also commoniy used by securities analysts, credit rating agencies, and investors to evaluate and compare the periodic and future operating per. 
formance and value of E ON and other companies with which E ON competes Additional information with respect to each of the non.GAAP financial measures used In this report 
is  included together with the reconciliations described below 

E ON prepares its financial statements in accordance with generally accepted accounting principles in the United States (U S GAAP) As noted above, this report contains certain 
consolidated tinanciai measures (adjusted EEIT, adjusted EBiTDA, adjusted net income, net financial position, net interest expense, and free cash flow) that are not calculated in 
accordance with U S GAAP and are therefore considered "non-GAAP financial measures# within the meaning of the U 5 federal securities laws In accordance with applicable 
rules and regulations, E ON has presented in this report a reconciiiation of each non.GAAP financial measure to the most directly comparable US GAAP measure for historicai 
measures and an equivaient U S GAAP target for forward-looking measures The footnotes presented with the relevant historicai non.GAAP financial measures indicate the page 
of this report on which the relevant reconciliation appears The non.GAAP financial measures used in this report should not be considered in isolation as a measure of E ON's 
profitability or iiquidity and should be consldered in addition to, rather than as a substitute for, net income, cash provided by operating activities, and the other income or cash 
flow data prepared in accordance with U S  GAAP presented in this report and the relevant reconciliations The non.GAAP financial measures used by E ON may differ tram, and 
not be comparable to, similarly titied measures used by other companies 
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The E.ON Group’s positive performance continued into the third quarter of 2006. For the first nine months of the year, 
we increased sales by 25 percent from €39 5 billion to €49.5 billion and adjusted EBlT by 70 percent from €5.5 billion 
to €6.1 billion. A key contributing factor was the solid earnings performance of our Central Europe and Pan-Euro- 
pean Gas market units. Net income (after taxes and minority interests) of €2.6 billion was 59 percent below the 
exceptionally high prior-year figure. We continue to  expect full-year adjusted EBlT to surpass the high prior-year 
level. As anticipated, we will not repeat the extraordinarily high net income figure posted in 2005 

Our most important strategic. initiative is currently our planned acquisition of Endesa, a Spanish energy utility. In 
late September, we underscored our continued interest by announcing that we were raising our original offer t o  
€35 per share Our increased offer also meets our stringent investment criteria Spain’s Industry Ministry recently 
amended several critical aspects of the conditions set by the National Energy Commission (CNE) relating to our 
proposed acquisition of Endesa. Most importantly, the revised conditions no longer contain any requirement to 
dispose of any assets. On this basis, we have accepted the Industry Ministry’s decision and now expect the Span- 
ish stockmarket regulator (CNMV) to proceed with the final approval of our offer. We remain confident that we 
will bring the transaction to a successful conclusion. 

The new regulatory regime for Germany’s power and natural gas networks has had far-reaching consequences for 
the country’s energy industry. We have now received rulings from the Federal Network Agency (known by its Ger- 
man abbreviation, BNetzA) for our electricity network operators and for nearly all of our natural gas distribution 
network operators. On average, our electricity network charges were cut by more than 13 percent and, so far, our 
gas network charges by 10 to 12 percent compared with the costs we had filed. We will pass these reductions on 
to  our customers and accept the rulings, although the reductions are based on an interpretation of the Network 
Charges Ordinances that is unfavorable to us. Despite the considerable reductions in our network charges, we will 
stand by our investment commitments, including our network investments. 

In Germany’s current energy policy debate, there are calls for additional, in some cases nonsensical regulatory 
intervention, for example in the power generation business. Instead of more regulation, Germany needs an energy 
policy that is systematically European in scope and for i ts  energy markets and companies to be even more compe- 
tition oriented. For this reason, we have launched an initiative to  introduce more competition in power and gas 
markets and have put together a comprehensive package of measures to  help achieve this goal. We are also setting 
standards in energy technology R&D. Our plans include the construction of the world’s most modern coal-fired 
power plant, a pilot clean-coal generating unit, and further development of renewable energy technologies 

To help secure Europe’s long-term natural gas supply, in late August we concluded agreements with Gazprom for 
the supply of a total of approximately 400 billion cubic meters of natural gas through 2036.The annual supply vol- 
ume of roughly 24 billion cubic meters is equal to one third of E.ON Ruhrgas‘s current procurement. In an environ- 
ment of keen global Competition for natural gas supplies, these agreements enable us to procure Russian natural 
gas for the European energy market for the long term at competitive prices. In the wake of our participation in 
the NEGP project, these contracts represent another important contribution towards strengthening our position 
on the European gas market for the long term. 

In summary, we will continue to push for energy market competition in Germany and Europe, foster advances in 
energy technology, and work hard to  achieve our strategic objectives. In addition, the new structure of our Board 
of Management, which takes effect on April 1,2007, will lay the groundwork for your company to be even more 
market oriented and to achieve further growth. 

Sincerely yours, 

Dr. Wulf H. Bernotat 
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including the dividend and special dividend, E.ON stock fin- 
ished the first nine months of 2006 up 14 percent E.ON stock 
thus outperformed other European blue chips as measured 
by the EURO STOXX 50, which advanced by 11 percent over 
the same period, and performed more weakly than i ts  peer 
index, the STOXX Utilities, which rose by 27 percent. 

The trading volume of E.ON stock climbed by more than 60 per- 
cent year on year to €73.5 billion, making EON the fifth most- 
traded stock in the DAX index of Germany‘s top 30 blue chips. 
As of September 30,2006, E.ON was the largest DAX stock i n  
terms of market capitalization. 

E.ON stock is listed or1 the New York Stock Exchange as 
American Depositary Receipts (ADRs). Effective March 29, 
2005, the conversion ratio between E.ON ADRs and E.ON 
stock is three to  one.The value of three E.ON ADRs is effec- 
tively that of one share of E.ON stock. 

Visit eonxorri for the latest information about E.ON stock. 

.. .-... . 

. . . . . . .. .. . . . . . 
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Energy Price Dcvelopments 
Throughout the first nine months of 2006, European power 
and natural gas markets were mainly governed by interna- 
tional oil, coal, and C.0, prices, the natural gas siipply and 
storage situation in the United Kingdom, and hydrological 
levels in the Nordic region. After a long period of high and 
volatile prices, U.K. natural gas prices and, SUbSeqUently, 
power prices started to decrease in  mid-August 2006 Com- 
pared with historical levels, however, prices remain high. 

The price of Brent crude oil reached a new high of over $78 
per barrel at the beginning of August. It then fell by 20 per- 
cent, finishing the third quarter at $62 per barrel, about the 
same price as at the beginning of 2006. Market analysts cite 
concerns about U.S. economic growth and reduced tensions 
in the Near and Middle East as the main reasons for the 
decline. 

Coal prices also declined in late August and September 2006, 

falling as a result of an improved supply situation and less 
demand in Europe. Prices recovered at the end of the quarter 
due to new supply concerns in Russia and remained 15 per- 
cent above the level at the beginning of the year.The market 
appears to be well supported by substantial buying interest 
in coal derivatives and the overall supply situation. 

Germany's natural gas import prices are contractually indexed 
to oil prices, which they track with a time lag Because oil 
prices have risen continually, the average price of Germany's 
natural gas imports was 40 percent higher in the first nine 
months of 2006 compared with the first nine months of 2005 
The recent fall in oil prices is not yet reflected in the aver- 
age price of Germany's natural gas imports due to lags in 
indexation. Natural gas prices in the United Kingdom have 
declined since mid-August reflecting more optimistic expec- 
tations regarding the commissioning of the new U.K. import 
infrastructure and decreasing oil prices. In early October, a 
short-term oversupply sent U.K. prompt gas prices as low as 
-5 pence per therm. However, as this dramatic price decline 
was mainly a result of testing new infrastructure, it has not 
lead to a collapse of U.K gas contracts for annual forward 
delivery. A t  the end of September 2006, natural gas prices in 
the United Kingdom were about 16 percent lower than at 
the beginning of the year. 

CO, prices have been very volatile throughout 2006. Follow- 
ing increases at the beginning of the year, CO, prices 
dropped by 27 percent in a single day on the publication of 
EU member states' emissions data for 2005. Prices stabilized 
at about €16 per metric ton during the summer, but fell back 
to about €13 per metric ton in late September 2006. 

Wholesale power prices across Europe are heavily influenced 
by fuel and CO, prices. As a result of the drop in CO, prices in 
late April 2006, U.K, Nordic, and German power prices decreased 
significantly Since then, German wholesale power prices 
have been mainly driven by oil, coal, and CO, price develop- 
ments. U.K. wholesale power prices have declined due to low- 
er natural gas prices. In the Nordic market, reduced hydropower 
availability and uncertainty on Svyedish nuclear power plant 
outages following the incident at Forsmark pushed wholesale 
power prices higher in summer. With the expected restart of 
several Swedish nuclear power units and lower fuel and CO, 
prices, Nordic power prices have recently started to  decline. 

Natural gas prices in the United States have decreased sig- 
nificantly since the beginning of 2006 due to mild weather 
and record natural gas storage levels. Electricity prices have 
followed the lower natural gas prices SO, prices have also 
decreased by over 50 percent since the beginning of 2006. 

U.K. Baseload .. EEX Baseload 
L I S .  Baseload Nord Pool Baseload 

1 10/1/04 1/1/05 4/1/05 7/1/05 10/1/05 1/1/06 4/1/06 7/1/06 ' 
'Nextyear delivery 

i 5+--------- 

i 10/1/04 1/1/05 4/1/05 7/1/05 10/1/05 1/1/06 4/1/06 7/1/06 ) _ _  
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Regulation of Network Charges in Germany 
This year, Germany's electricity and natural gas network 
operators were for the first tirne required to submit their 
network charges for approvaLThe Federal Network Agency 
(BNetzA) was supposed to have been ruled on network 
charges within six months of submission: by May 1,2006, for 
electricity network charges and by August 1,2006, for gas 
network charges. However, the BNetzA has not yet completed 
the review process in  the majority of cases. 

E.ON Energie is an exception.The BNetzA has issued rulings 
on most of E.ON Energie's gas distribution network opera- 
tors and all of its electricity network operators (including i t s  
transmission system operator E.ON Netz as well as i t s  elec- 
tric distribution system operators). The agency reduced the 
charges filed by E.ON Netz by about 16 percent, the charges 
filed by E.ON Energie's electricity distributors by between 
11 and 15 percent (just over 13 percent on average), and the 
charges filed by its gas distributors by between 9 and 14 per- 
cent (preliminarily 10 to 12 percent on average).These reduc- 
tions are roughly similar to the reductions thus far announced 
for our competitors. 

Although the reductions were often based on a one-sided 
interpretation of the Network Charges Ordinances in a manner 
prejudicial to network operators, E.ON Energie has decided not 
t o  take legal action but t o  respond by taking commercial 
action. 

The BNetzA also announced that it will require network oper- 
ators to refund to network customers the difference between 
operators' actual network charges and their approved charges 
for the period between November 1,2005 (for electricity), 
and February 1,2006 (for natural gas), and the date opera- 
tors' charges are approved. No network charges will be refund- 
ed until the legality of the refunds is decided in the suit filed 
by Vattenfall Europe Transmission, a transmission system 
operator, against the ruling on its network charges. We 
recorded a provision in our Consolidated Financial State- 
ments for the period ended September 30,2006, to reflect 
the risk associated with the retroactive application of lower 
network charges. 

On the whole, the reductions are in line with our expectations 
which were adjusted in the course of the year. 
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ties particularly in Bulgaria, Hungary, Romania, and the Unit- 
ed Kingdom, and weather-driven volume increases, particu- 
larly of natural gas. Nordic's sales were slightly below the 
prior-year figure due to lower hydropower generation. 
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Power- and Gas Sales 
Overall, the E.ON Group sold nearly the same amount of 
electricity in the first nine months of 2006 as in the prior- 
year period.The Central Europe market unit sold 3 percent 
more electricity, mainly due to the inclusion of newly consol- 
idated regional electricity distributors in Bulgaria, Romania, 
and the Netherlands. By contrast, our U.K., Nordic, and U.S. 
Midwest market units sold less electricity than last year. We 
sold 8 percent more natural gas thanks primarily t o  colder 
first-quarter weather, Pan-European Gas's continuing volume 
growth outside Germany, and Central Europe's inclusion of 
newly consolidated subsidiaries in Hungary, the Czech 
Republic, the Netherlands, and Germany. 

Sales up Significantly 
With the exception of Nordic, all market units contributed to 
the significant increase in sales, which was mainly due to 
the following factors: the global increase in raw-material 
and energy prices which led to  higher average power and 
gas prices, the inclusion of newly consolidated regional utili- 

Central Europe 20,997 

Pan-European Gas 17,750 

U K  8,735 

2,254 Nordic 

1,482 U S Midwest 
_II____ 

~ 

Corporate Center -1,767 

Sales 49,451 
. - _ _  - _ _  . . . - - 

17,726 +18 i 
--I 

6,916 t26 1 

2,335 -3 

1,465 +1 

39,520 +25 

11,940 t49 1 
~~ 

~~ 

~~ 

.~ 
-862 - . .--- .-.. _ "  

Adjusted EBIT up '10 Pel-cent 
The improvement in adjusted EBIT at Central Europe and 
Pan-European Gas is also attributable to power and gas 
price developments, the inclusion of newly consolidated 
companies in Central Europe East, and higher power and gas 
sales volumes. However, Central Europe's adjusted EBIT was 
negatively impacted by provisions created to address the 
expected consequences of the government regulation of 
network charges in Germany. Thanks to  the U.K. market 
unit's positive performance in the second and third quarters, 
its adjusted EBIT was nearly at the prior-year level despite 
the sharp decline in adjusted EBIT U.K. recorded in the first 
quarter. By contrast, Nordic's adjusted EBIT fell due to lower 
hydropower generation and to increased taxes on nuclear 
and hydro assets. 

. . -. . .. . . . . . . . 

-. 

JmLaiy 1 . Scprc inbc l  3 0  
C ir. mi. ions 2006 2(105' 4;  ?,, 

Central Europe 3,243 

Pan-European Gas 1,596 

710 U K  
Nordic 437 

US Midwest 285 

~ - ~ ~ _ _ _ _ _ I  

_____- 

Corporate Center -260 

Core Energy Business 6,011 

Other Activities' 53 

Adjusted EBlB 6,064 

_ ^ ~  

- - - - - 
- - _" - __ ___ .. -___ 

2,945 +10 

1,125 +42 

715 -1 

581 -25 

277 +3  

~~ 

~ 

~~ 

~~ 

~ _ _ _ _  
-260 

5,383 tlZ 

121 -56 

5,504 +10 

- -__ 
- - 
_-_ .. . -._ __ __ 



Interim Report 111/2006 

9 

Not Income 59 Percent below High Prior-Year Level 
Net incorne (after income taxes and minority interests) of 
€2.6 billion and earnings per share of €3.99 were both 59 per- 
cent below the high prior-year level. 

January 1. September 30 
c 111 '7l111nrls 2006 2005' !I-% 

I__ ~ _ _ l ~ - l l l _ _ l  

Adjusted EBITDAZ 8,441 7,629 +11 
ll___l -_I__ I- - 

Depreciation, amortization, 
and impairments affecting 

-2,377 -2,125 
~~~ 

adjusted El3113 
Adiusted EEIP 6.064 5.504 + lo  
- 

-_ - I  
____I_ I ~ ---_I 

Adjusted interest 
income (netY 

Net book gains 

Restructuring expenses 

Other nonoperating 
earnings -2,538 31 
Income/Loss (-1 from 
continuing operations 
before income taxes and 
minority interests 3,497 5,133 

Income taxes 

-848 -791 
819 403 

-14 

~~~ 

_ _ _ _ ~ I _ _ _ _ _  

~~~ 

_I____-___. _____ ___I_ - -- --- 

-32 __ - - - - _. - __ - 
-730 -1,625 

Minority interests -270 -370 
- _ I _ _ _ ~ ~  

- ~ -- -_--- I 
Income/Loss (-) from 

2,497 3,138 -20 continuing operations 

Incornelloss (-1 from dis- 
continued operations, net 132 3,261 -96 
Net income 2,629 6,399 -59 

- ~ -___I - -- 

II_ ~ -___I- 

'Adjusted for discontinued operations 
INon-GAAP financial measure 
3For commentary see footnote 2 in the table on page 38 

Adjusted interest income (net) was €57 million below the 
prior-year figure. The negative effect of provisions for nuclear 
waste management was the key factor. 

Net book gains in the first nine months of 2006 were signifi- 
cantly above the prior-year figure and resulted from the sale 
of securities (€351 million) and the Degussa transaction 
(E376 million; see commentary on page 32). In the prior-year 
period, net book gains resulted mainly from the sale of secu- 
rities (€260 million) and from the rnerger of Gasversorgung 
Thuringen and TEAG (€112 million). 

We did not record restructuring expenses in the first nine 
rrioriths o f  2006. 

effect of €582 million. In addition, we recorded impairment 
charges totalirig €359 million due to  the regulation of net- 
works in Gerrnany. In the previous year, the positive effect of 
the marking to  market of derivatives was nearly offset by 
costs relating to the severe storm in Sweden in early 2005 
and the impairment charges taken at Degussa's Fine Chemi- 
cals division. 

Despite our positive operating performance, income/loss (-1 
from continuing operations before income taxes and minority 
interests is considerably below the prior-year figure. The 
main factors were the effects of the marking to  market of 
derivatives and impairment charges totaling €547 million at 
our natural gas distribution network operations resulting 
from the new regulation of network charges in Germany. In 
addition, we recorded provisions of €533 million to address 
the expected consequences of the retroactive application of 
lower network charges. 

Our continuing operations recorded a tax expense of €730 mil- 
lion in the first nine months of 2006.The decline in our tax 
expense primarily reflects a higher share of tax-free income. 

Minority interests' share of net incorne declined due to lower 
earnings contributions at the companies in question. 

Incorne/Loss (-) from discontinued operations, net, mainly 
includes the results of E.ON Finland, which was sold in lune 
2006, and Western Kentucky Energy, which is held for sale. 
Pursuant t o  U.S. GAAP, their results are reported separately 
in the Consolidated Staternents of Income (see commentary 
on page 32). In the prior-year period, this item also con- 
tained the results of Viterra and Ruhrgas Industries, which 
were sold in 2005. 

Despite our positive operating performance, net income for 
the third quarter of 2006 of -€I98 million was considerably 
below the high prior-year figure of €3.4 billion, primarily due 
to the high book gains recorded in the third quarter of 2005 
on the Viterra and Ruhrgas Industries disposals. Negative 
factors include the marking t o  market of derivatives 
(-E674 million) relative to the prior-year quarter, impairment 
charges at our gas distribution network operations 
(-e547 million), and the increase in  provisions to address 
anticipated regulation risks associated with the retroactive 
application of lower network charges ( -€208 rnillion). 

Other nonoperating earnings primarily reflect the fulfillment 
of derivative gas procurement contracts and the marking 
to  market of derivatives (43,954 million), particularly at the 
U.K. market unit. For the period ended September 30,2005, 
the marking to market of derivatives resulted in a positive 
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Adjusted Net Incon-ie 26 Percent above Prior-Year 
Fig u ire 
In addition to  reflecting our operating performance, net 
income also reflects special items such as the marking to 
market of derivatives. Adjusted net income is  an earnings 
figure after interest income, income taxes, and minority 
interests that has been adjusted to  exclude certain special 
items.The adjustments include book gains and losses on dis- 
posals, restructuring expenses, and other nonoperating 
income and expenses of a nonrecurring or rare nature (after 
taxes and minority interests). Adjusted net income also 
excludes income/loss (-) from discontinued operations, net 

la i i~ ia ry  1 - Septeinbei 30 
t_' in rriillionj 2006 

Net income 2,629 

Nonoperating earnings 
after income taxes and 
minority interests 889 
Income/Loss (-1 from dis 
continued operations, net -132 
Adjusted net incornel 3,386 

_ _  __._ 

___ - - __ - - - 

6,399 -59 __ -. .. . .- ._ 

-450 
~~ 

-3,261 -.. - .- __ - 
2,688 +26 

ZNon-GAAP financial measure 

Investments Significantly Higher 
In the period under review, the E.ON Group invested €3 9 bil- 
lion, a 28 percent increase year on year. We invested €2.6 bil- 
lion in intangible assets and property, plant, and equipment 
compared with €1.9 billion in the prior year. Investments in 
financial assets totaled €1.3 billion versus €1.2 billion in the 
prior year. 

Central Europe 

Pan-European Gas 

U.K. 
Nordic 

U S  Midwest 

Corporate Center 

Total 
- - __ . - - - 

1,769 1,430 +24 
717 431 +66 

599 379 +58 
276 139 +99 
-25 -68 

~ ~ _ _ _ _  
~ _ _ _ ~  

555 728 -24 -~ ~ ____ 
_ _ _ _ _ _ _ ~  
-- ~ ~ 

- -  - - . . 
3,891 3,039 +28 

>Adjusted for discontinued operations 

1 ]~n i iary  1 Septernlrei 3@, 2006 
1 ~ercenrazes Totdl E3891 rnillinii 

r . br; Central Europe 

I 7  US. Midwest 

In the first nine months of 2006, Central Europe invested 
about €340 million, or 24 percent, more than in the same 
period last year. Investments in intangible assets and prop- 
erty, plant, and equipment totaled €1,138 million (prior year: 
€963 million) and were aimed predominantly at generation 
and distribution assets. Investments in financial assets 
increased significantly to €631 million (prior year: €467 mil- 
lion), primarily due to the acquisition of shareholdings in 
the Czech Republic and small municipal utilities in Germany 
and to capital increases at subsidiaries and investments in 
new solid-waste incineration plants. 

Pan-European Gas invested €717 million, of which €247 mil- 
lion (prior year: €175 million) went towards intangible assets 
and property, plant, and equipment. Investments in financial 
assets of €470 million (prior year: €256 million) mainly reflect 
the acquisition of the gas trading and storage business of 
Hungary's MOL (now E.ON Foldgaz Trade and E.ON Foldgaz 
Storage). This transaction closed in late March 2006. 

The U.K. market unit invested €555 million in 2006, primarily 
on capital expenditure for additions to property, plant, and 
equipment.The decrease compared to  the prior year is due 
to higher capital expenditure in 2005 on the acquisition of 
the Enfield CCGT asset, Holford Gas Storage, and Economy 
Power's retail small and medium sized enterprise customers. 
This is partially offset by additional capital expenditure in 
2006 (allowances under the five-year regulation review) in 
the regulated business and by higher expenditure on the 
generation portfolio, particularly to develop new renew- 
ables capacity at Lockerbie. 
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Nordic invested €354 million (prior year: €225 million) in 
intangible assets and property, plant, and equipment to  
maintain existing production plants and to  upgrade and 
extend i t s  distribution network. The increase was mainly 
related to  efficiencyenhancing investments in Nordic's 
nuclear power plants, as well as investrnents in its distribu- 
tion network being realized earlier as a result of the severe 
storm in January 2005. Investments in financial assets 
totaled €245 million compared with €154 million in 2005. 

US. Midwest's investments of €276 million were 99 percent 
above the prior-year figure, primarily due to increased spend- 
ing for SO, emissions equipment and the new 750 MW base- 
load unit a t  the Trimble County 2 plant. 

F iwnc ia l  Condition 
Management's analysis of E.ON's financial condition uses, 
among other financial measures, cash provided by operating 
activities, free cash flow, and net financial position Free 
cash flow is defined as cash provided by operating activities 
less investments in intangible assets and property, plant, 
and equipment. We use free cash flow primarily to make 
acquisitions, pay out cash dividends, repay debts, and make 
short-term financial investrnents Net financial position 
equals the difference between our total financial assets and 
total financial liabilities. Management believes that these 
financial rneasures enhance the understanding of the E.ON 
Group's financial condition and, in particular, its liquidity. 

-- - - - ~ ~ - .  
2,484 2,516 -32 

1,266 -975 
-55 +548 

490 +64 

226 +141 

299 +4 

_ _ _ ~  Central Europe 
Pan-European Gas 

U K  

Nordic 

U S  Midwest 

Corporate Center 
Cash provided by operating 
activities 
investments in intangible 
assets and property, plant, 

--- 
~ _ _ _ _  
___I_____ 

___ 
______I 

__IIli___ - 
4,742 -250 ___- _I__ ---1 

and equipment 2,558 1,864 +694 

Free cash flow* 1,934 2,878 -944 
___I_ ____.I 

The E.ON Group's cash provided by operating activities i r i  the 
first nine months of 2006 was 5 percent below the prior-year 
level. 

The decline in Central Europe's cash provided by operating 
activities is rnainly attributable to an increase in working 
capital and in contributions to VKE, a German energy industry 
pension fund. A positive factor was the increase in gross 
profit on sales in the electricity business. Furthermore, cash 
provided by operating activities had been adversely affected 
in the prior year by nonrecurring payments relating to  
nuclear energy operations.The significant negative impact 
of the new regulation of network charges in Germany will be 
reflected in cash provided by operations in future periods. 

Pan-European Gas's positive business performance in the 
first nine months of 2006 is not yet reflected in its cash 
provided by operating activities.The main reasons are the 
buildup of working gas in storage at E.ON Foldgaz Trade, 
which became a consolidated E.ON company on March 31, 
2006, and price-driven increases in expenditures for natural 
gas in storage at E.ON Ruhrgas AG. Other negative factors 
include the later payment of supplier invoices from the prior 
year, lower payments from customers due to higher advance 
payments at the end of the prior year, and price-driven 
increases in payments for gas procurements. 

The U.K. market unit's cash provided by operating activities 
was significantly higher year on year.The improvement was 
rnainly due to one-off pension fund payments made in 2005 
Higher gas procurement costs were recovered through higher 
sales prices and efficiency-enhancing initiatives. 
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Nordic's cash provided by operating activities increased 
because the prior-year figure had been negatively affected 
by a number of nonrecurring items including high cash out- 
flows relating to the severe storm in January 2005 and high- 
er tax payments compared with the current year.This was, 
however, partially counteracted by the lower adjusted EBlT 
performance, primarily due to lower hydropower generation 

Cash provided by operating activities at U.S. Midwest was 
higher mainly due to increased collections of accounts 
receivable in the first quarter of 2006 which resulted from 
higher natural gas prices in the fourth quarter of 2005. Cash 
increases were partly offset by pension contributions in 2006. 

The Corporate Center's cash provided by operating activities 
was at the prior-year level. Positive tax effects in the current 
year made up for the absence of income recorded in the pri- 
or year on the unwinding of currency swaps. 

In general, surplus cash provided by operating activities at 
Central Europe, U.K., and U.S. Midwest i s  lower in the first 
quarter of the year (despite the high sales volume typical of 
this season) due to the nature of their billing cycles, which 
in the first quarter are characterized by an increase in receiv- 
ables combined with cash outflows for goods and services. 
During the remainder of the year, there is typically a corre- 
sponding reduction in working capital, resulting in surplus 
cash provided by operating activities, although sales volumes 
in these quarters (with the exception of U S  Midwest) are 
actually lower. The fourth quarter is characterized by an 
increase in working capital. A t  Pan-European Gas, by con- 
trast, cash provided by operating activities is recorded prin- 
cipally in the first quarter, whereas there are cash outflows 
for intake at gas storage facilities in the second and third 
quarters and for gas tax prepayments in the fourth quarter. 
A major portion of the market units' capital expenditures for 
intangible assets and property, plant, and equipment is paid 
in the fourth quarter. 

Due to  the increase in investments in property, plant, and 
equipment and in intangible assets, free cash flow was 33 per- 
cent below the prior-year number. 

Sept 30, Dec 31. Sept.30, 
2006 2005 2005 

2,869 5,859 6,126 _ _ _ _ ~ _ _ _ _ _  Bank deposits 

Securities and funds 
9,613 9,260 9,181 (current assets) 

%tal liquid funds 12,482 15,119 15,307 

Securities and funds 
1 (fixed assets) 1525 1160 1,040 
1 __I-__ _ _  - - -*L . - L  - - 

14,007 16,279 16,347 Total financial assets 

-l,570 -1,572 -2,002 <nancial liabilities to banks 

-8,961 -9,538 -9,498 Bonds (including MTN) 
-1,214 - -1,061 

-1,223 -1,306 -636 Other financial liabilities 

Total financial liabilities -12,968 -32,416 43,197 

1,039 3,863 3,150 

__I__ ~ ~- 
_____I___ - _ _ _ _  I_ -- __ --- - -- 

_- I - - - - - 
___- ~ ~ 

-~~ 
_ _ _ _ _ ~ ~  ' Commercial paper 

~ ~ -- 
-___ - ._ _ _  - ____I- __ - 

- 
TNon-GAAP financial measure, see reconciliation in the next table 

____--_I_ - 

Net financial position, a non-GAAP financial measure, is derived 
from a number of figures which are reconciled to  the most 
directly comparable U.S. GAAP measure in the next table. 

. . . . .  . 

Sept 30, Pec. jl, Sept. 39, 
C i t i  iri'.,oi)5 LOO5 2005 200s 

Liquid funds shown in 
the Consolidated Financial 
Statements 

Financial assets shown in 
the Consolidated Financial 
Statements 

- Thereof loans 

- Thereof equity tnvest- 

- Thereof shares in 

12,482 15,119 15,307 - ~ _ _ _ _ _  

23,434 21,686 20,434 

-851 -1,100 -1,246 
~ ~ ___- 
-- _____ ____ 

-20,374 -18,759 -17,407 
~~~ 

ments 

affiliated companies -684 -667 -741 - . . .. - -. - _. .. - -  
14,007 16,279 16,347 

~ ~ 

-Total financial assets 

Financial liabilities shown 
in the Consolidated Financial 
Statements 

-Thereof to affiliated 

-- 

-15,125 -14,362 -15,181 
-I____ ~ ____ 

comoanies 

- Thereof to associated 

-Total financial liabilities 

companies 
I - - - - . 

Net financial position 

153 134 107 _ _ _ _ _ _ _ ~ ~  

2,004 1,812 1,877 

-12,968 -12,416 -13,197 

2039 3,863 3,150 

-- _I.--I-- ._..__._^ ~ 

_____I__ -- ____ 
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Our net financial position of €1,039 million was €2,824 mil- 
lion below the figure reported as of December 31,2005 
(€3,863 million) This is mainly attributable to financial out- 
lays for investments in property, plant, and equipment, the 
acquisition of the natural gas business of Hungary’s MOL, 
arid the €2.6 billion payment under our contractual trust 
arrangement. In addition, the dividend payout (including the 
special dividerid) and the related tax payment resulted in 
substantial cash outflows. Our net financial position was 
positively affected by proceeds from the disposal of Degussa 
and E.ON Finland and, in particular, by our strong cash pro- 
vided by operating activities. 

C in rnilliniis 2006 2005 

Net interest expense? -151 -224 

Adjusted EBITDA I net interest expense 5 5 . 9 ~  34.w 

__-I-__I__ I_ 

8,441 7,629 -- -~ ~ 

Adjusted EBITDAZ 

__ - 
1Non GAAP financial measure; see reconciliation to interest Income shown in the 
Consolidated Statements of Income on page 39 

ZNon GAAP financial measure. see reconciliation to net income on oam 9 

Net interest expense declined by €73 million from the year- 
earlier figure, mainly due to  our, on average, better net finan- 
cial position compared with the first nine months of 2005. 
Net interest expense only includes the interest income of 
those items that are also part of net financial position. 

On February 21,2006, E.ON made an offer of €29.1 billion for 
100 percent of Endesa’s stock. Pursuant to the terms of this 
offer, EON adjusted the offer to €26.9 billion following Endesa‘s 
dividend payout in July 2006. On September 26,2006, E.ON 
announced that it was increasing the existing offer to 
€37.1 billion. In this context, E.ON agreed to  a new credit 
facility to finance the higher offer. 

Ernp loyees 
On September 30,2006, the E.ON Group had 80,296 employ- 
ees worldwide, as well as 2,577 apprentices and 233 board 
members and managing directors. Our workforce was essen- 
tially unchanged from year end 2005. 

A t  the end of the third quarter, 46,168 employees, or 57.5 per- 
cent of all staff, were working outside Germany, also essen- 
tially unchanged from year end 2005. 

43,866 44,476 -1 

13,366 -7 

12,891 +16 

5,424 +4 

3,002 -4 

411 +6 

79,570 +1 
Discontinued operations2 840 -44 

-- ~ ~ 

Central Europe 

Pan-European Gas 

U.K 
Nordic 

US. Midwest 

Corporate Center 

Total 

~ _ _ _ _ I  

~~ 

~- 
~~ 

----- -I__ 

__ - - - - ___ ~- 

On February 21,2006, Standard & Poor’s (S&P) put its AA- 
long-term rating for E.ON bonds and its A- I+ short-term rat- 
ing on credit watch with negative implications following 
E.ON’s announcement that E.ON had made an offer to 
acquire 100 percent of Endesa’s stock. On February 22,2006, 
Moody‘s announced that it was reviewing its Aa3 long-term 
rating for E.ON bonds for a possible downgrade, as well. 

i i E and, 
Wgures do not include apprentices, managing dire 

The number of employees at Pan-European Gas declined by 
about 7 percent to 12,464 relative to  year end 2005, mainly 
due to efficiency-enhancement measures at E.ON Gaz Romania 

Following E.ON’s announcement that it was increasing its 
offer for Endesa, Moody‘s announced or1 September 28,2006, 
that it was also reviewing its P-1 short-term rating for a pos- 
sible downgrade. On September 27,2006, S&P confirmed that 
E.ON‘s long-term and short-term ratings remained on credit 
watch with negative implications. Following the closing of the 
Eridesa transaction, E.ON airns to have a single-A rating (A/A2). 
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The operational and strategic management of the E.ON 
Group relies heavily on highly complex information technolo. 
gy. Our IT systems are maintained and optimized by quali- 
fied E.ON Group experts, outside experts, and a wide range 
of technical security measures. 

In the period under review, the E.ON Group's risk situation 
did not change substantially from year end 2005. 

OLI t loo k 
The E.ON Group's positive operating performance continued 
in the third quarter. We continue to expect our adjusted EBlT 
for 2006 to surpass the high prior-year level. However, we will 
not repeat the extraordinarily high net income figure posted 
in 2005, which resulted in particular from the book gains on 
our successful Viterra and Ruhrgas Industries disposals. 

The earnings forecast by market unit i s  as follows: 

For 2006, we expect Central Europe's adjusted EBIT to be 
above the prior-year level. We continue to expect to offset 
the adverse effects of regulatory measures affecting the 
operations of our network business through operating 
improvements in  other areas and through nonrecurring 
effects relating to  earnings from shareholdings already 
recorded in the course of the year. 

We expect Pan-European Gas's full-year adjusted EBIT to  
markedly exceed the figure for 2005, mainly due to positive 
earnings effects from the first half of this year. On balance, 
the up/midstream business will benefit from ternperature- 
driven volume increases recorded in the first quarter. More 
over, oil price developments were a significant negative fac 
tor in the prior year. We expect the downstream business to  
deliver a lower adjusted EBlT due to the new regulatory 
regime in Germany. 

The expected irnprovernent in the U.K. market unit's figures 
following the first quarter materialized during the second 
and third quarters.This irnprovenient supports our expecta- 
tion that full-year 2006 adjusted EBlT will be significantly 
above the 2005 figure. Important factors include the impact 
of retail price increases, increased value from U.K.'s genera- 
tion fleet, arid profit and cost initiatives partially counteract- 
ed by future cornmodity cost increases. 

We anticipate that Nordic's adjusted EBlT for 2006 will be sig- 
nificantly below the strong figure posted in 2005. Earnings 
development is affected by sigriificantly higher nuclear and 
hydro taxes and by the absence of earnings streams from 
divested hydropower assets. In addition, Nordic's electricity 
generation was negatively affected by the hydrological situ- 
ation during the third quarter and by the unplanned outages 
in several Swedish nuclear units after the Forsmark incident. 
These effects will be partially counteracted by higher aver- 
age achieved electricity prices. 

We expect U.S. Midwest's 2006 adjusted EBlT to  slightly 
exceed the prior-year level due to  lower costs following the 
exit from the organized MIS0 market in September. 
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Centi-a1 Europe 

20,997 17,726 + 18 I ______________ Sales 

- Thereof energy taxes 

Adjusted EBITDA 

789 778 +1 
4,165 3,931 +6 

_ _ _ _ _ ~ _ _ _ _  
____I- ~ -- 

Adjusted EBlT 3,243 2,945 +10 

Market Development 
German baseload electricity prices for 2007 delivery closed 
the quarter more than 5 percent higher than at the start of 
the year. However, the Federal Network Agency’s first rulings 
on network charges will serve to reduce electricity and natu- 
ral gas prices for end-customers 

Power and Gas Sales 
The Central Europe market unit increased i t s  power sales by 
6.2 billion kWh to  198.5 billion kWh.The increase is nearly 
entirely attributable to the inclusion of newly consolidated 
regional electricity distributors, particularly in Bulgaria, 
Romania, and the Netherlands. 

Central Europe‘s regional distribution companies sold about 
20 billion kWh more natural gas than in the prior-year peri- 
od. More than three quarters of the increase resulted from 
consolidation effects. In the prior-year period, our Hungarian 
gas utilities contributed only six months of results, Gasver- 
sorgungThuringen (GVT) three months, and NRE of the 
Netherlands two months. Also included in the current year 
i s  JCP of the Czech Republic, which became a consolidated 
E.ON company in September 2006.The remainder of the 
increase is primarily weather driven. 

Power Generatian and Procurement 
Central Europe utilized its flexible mix of generation assets 
to  meet about 47 percent of its electricity requirements, 
compared with 48 percent in the prior year. It procured 
around 4.5 billion kWh more electricity from outside sources 
than in the year-earlier period. This increase results mainly 
from the inclusion of newly consolidated subsidiaries in Bul- 
garia and Romania. 

I 

3. 3 Residential and 
(;I 8 )  small commercial 

I 

-- 5/  0 industrial and 
(16 / I  large commercial 

107 2 Sales partners 
(193 8 )  

1 1Excludes trading activities i _ _ _  . ... . .. ..... . -_ I__-.. /) 

. . . . - . . . 

.____.- 

Total. 100 6 
(Idntiaiy 1 . Sc~tc t i ioc i  30. 2005: 60 7 )  , Billion kWn 

I 

I i 36 0 Residential and 1 
I 

~- 25 3 Sales partners 

-- 7 I__ -I”- 

- - - - -. __ - - .--. [ -“&yGs trading activities 

Owned generation 96 4 +2 
105.2 +4 

91 +1 
96.1 +5 
201.6 +3 

_ _ _ _ _ ~  Purchases 

- Jointly owned power 
plants 

- Outside sources 

Power procured 

Station use, line loss, 

Power sales 198.5 192.3 +3 

~~ 

-- ~- 
__ . - - -I_ - - . - ._-.-. - . 

pumped-storage hydro -9 3 +3 ~- -. 

-I_-I c- ( %dudes trading activities. 
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January 1 - Sep 

I I 46.8 Nuclear 

30 9 Hard coal ! 
_ _ _ G O  Lignite 

I 

- i 4 Oil and natural gas i 
5s Hydro I 

I 
I L . ? S  Other I 

Sales and Adjusted EBlT 
Central Europe grew sales by €3.3 billion relative to the pri- 
or-year period. The expansion of our operations, particularly 
in Central Europe East, is responsible for about one third of 
the increase.1he increase is mainly also attributable to adjust- 
ments to our power and gas prices resulting frorn the global 
rise in rawmaterial and energy prices and t o  weather-driven 
volume increases, particularly of natural gas. 

Adjusted EBlT rose by €298 million year on year, with Central 
Europe's business units developing as follows: 

With an increase of €75 million, Central Europe West Power's 
adjusted EBlT was only slightly above the prior-year figure. 
At the end of the second quarter, adjusted EBlT was €136 mil- 
lion below the prior-year figure.This modest development is 
mainly attributable to negative effedts totaling €473 million 
relating to the new regulation of network charges in Germany 

(see commentary on page 7).These effects could not be fully 
offset by further operating improvements in other areas.The 
passthrough of higher wholesale electricity prices to  end- 
customers was offset by higher conventional fuel costs and 
higher power procurement costs. Adjusted EBIT was also 
negatively affected by increased charges stemming from 
earlier reporting periods. Positive effects included significant 
nonrecurring earnings from shareholdings and the absence 
of provisions for nuclear operations taken in the prior year. 

Adjusted EBIT at Central Europe West Gas was €39 million 
above the prior-year figure, particularly due to the fact that 
GVT was not a consolidated E.ON company in the prior.year 
period and to  volume increases resulting from cold weather 
in the first half of the year.The regulation of network 
charges in Germany reduced adjusted EBIT by €46 million. 

Central Europe East's adjusted EBIT rose by €71 million corn- 
pared with the same period last year.This largely reflects 
the inclusion, for the entire period under review, of earnings 
from regional distributors in Bulgaria, Hungary, and Romania 
acquired in 2005. The increase also results from pr ice-driven 
effects at our operations in Bulgaria and the Czech Republic. 

Adjusted EBIT recorded under Other/Corisolidation increased 
by €113 million, mainly due to higher income from realized 
hedging transactions and high earnings from shareholdings. 
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Pan- Euro pea n Gas 

Ianuaty 1 - Septeinbei 30 
C in inillions 2006 

17,750 11,940 +49 Sales 

1990 2,192 -9 -Thereof energy taxes 

2,198 1,412 +56 Adjusted EBITDA 
Adjusted EBlT 1,596 1,125 t42 

~~~ 

______ ___- ____ 
_I_-- ~ ~ 

Market Development 
Germany consumed about 5.5 percent more natural gas in 
the first nine months of 2006 than in  the prior-year period, 
mainly due to cooler weather in the first four months of the 
year and increased me of natural gas for electric generation. 
Between July and September, natural gas consumption 
declined by 3 percent due to temperatures that averaged 
about 0.5 degrees Centigrade higher than in the previous yeac 

Gas Sales 
Through September 30, Pan-European Gas sold slightly more 
than 8 percent more natural gas than in the prior-year peri- 
od. It sold 111.2 billion kWh of natural gas in the third quar- 
ter, 2 percent less than last year. 

- _ _  
\ 
I 

__________I_ I 

2005 t/- 0” i 
__- - I - _ _  __ 1 

1 First quarter 266.3 225.6 +18 _- ~ .--__ - . 

__- 
‘l ! 138.6 137.5 - -- -- - -- - Second quarter 

August 

Third quarter 

34.1 38 9 -12 July 
38 2 36 4 +5 

September 38 9 38 5 +1 

’ Gas sales 516.1 476.9 +B 

~ ~ _ _ _ _  
____ _____ 

__ - - - ___ - __ ___. - -- - -- -. - - - 
111.2 113.8 -2 -- ~ 

\ 9Gas sales of E ON Ruhrgas AG 
I 

Sales outside Germany, which rose by 29 percent to 110 billion 
kWh, were a significant factor in the increase and accounted 
for more than one fifth of total sales volume. In Denmark, 
France, Italy, and the Netherlands we concluded new supply 
contracts and contract extensions with a term of one year or 
more and a total volume of approximately 10 billion kWh. 

for 46 percent of total sales volume, municipal utilities for 
23 percent, and industrial customers for 10 percent com- 
pared with 48 percent, 23 percent, and 11 percent, respec- 
tively, in the prior-year period. 

January 1 - September 30,2006 
Pcrccntages 

I 
46 Regional gas 

companies 

23 Municipal utilities 

- 10 industrial customers 
in Germany 

- 11 Sales outside 
Germany 

: lGas Sales of €ON Ruhrgas AG I 

Supply Agreements Concluded with Gazprom 
In August, we concluded agreements with Gazprom for con- 
tractual commitments to  new volume and contract exten- 
sions for additional volume totaling about 400 billion cubic 
meters of natural gas.The agreements extend existing con- 
tracts by 15 years through 2035, and, from 2010/2011 through 
2036, involve the supply of additional natural gas to be trans- 
ported via the Nard Stream pipeline to  Germany’s Baltic Sea 
coast. Nard Stream, a joint project of Gazprom, E.ON Ruhrgas, 
and Wintershall, is important for Europe’s natural gas ~ ~ p p l y .  
E.ON Ruhrgas is also participating in the construction of two 
new pipelines linking Nord Stream to  Germany’s natural gas 
network.The annual supply amount of roughly 24 billion cubic 
meters is one third of E.ON Ruhrgas’s current procurement. 

Gas Production Higher 
Pan-European Gas produced about 80 percent more natural 
gas and just over 20 percent more oil and condensates than 
in the previous year.7he sharp increase results from the expan- 
sion of the upstream business and in particular from the 
inclusion of E.ON Ruhrgas UK North Sea for the first time. 

In the first nine months of 2006, sales volume in Germany 
rose by 4 percent year on year to 406 billion kWh.Third-quar- 
ter sales volume of 83 billion kWh was 10 percent below the 
prior-year figure. Sales by segment reflect the higher share 
of sales outside Germany, which increased fram 18 to 21 per- 
cent of total sales volume. Regional gas companies accounted 
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In September, E.ON Ruhrgas UK North Sea successfully com- 
pleted test-drilling in Babbage gas field, in  which the com- 
pany owns a 47 percent share. 

In order to  further expand the upstream business in Norway 
as well, E.ON Ruhrgas Norge has applied for an operator’s 
permit in Norway and will bid for licenses in the upcoming 
round of license allocations. 

Sales and Adjusted EBlT 
In the first nine months of 2006, Pan-European Gas increased 
sales (excluding energy taxes) by 62 percent year on year to  
€15.8 billion 

Sales growth in the midstream business resulted primarily 
from higher sales volumes in conjunction with higher aver- 
age sales prices. Sales rose at the upstream business due in 
particular t o  the inclusion of E.ON Ruhrgas UK North Sea 
along with higher sales prices driven by oil prices.This com- 
pany was acquired in 2005 and only contributed to consoli- 
dated sales in November and December of the prior year. In 
September 2005, Pan-European Gas increased its stake in 
Njord Field from 15 percent t o  30 percent, which also had a 
positive effect on sales in the current-year period. 

Consolidation effects were also responsible for a significant 
increase in sales at  Downstream Shareholdings. First, E.ON 
Foldgaz Trade and E.ON Foldgaz Storage became consolidat- 
ed E.ON subsidiaries o r ~  March 31,2006. Second, the sales of 
E.ON Gaz Romania are included from the beginning of 2006, 
whereas in 2005 they were not corisolidated until the third 
Quarter. 

Pan-European Gas‘s adjusted EBIT for the first three quarters 
of 2006 increased significantly year on year, from €1,125 mil- 
lion to  €1,596 million. 

Continued high oil and natural gas price levels constituted 
the key factor in the upstream business‘s adjusted EBlT per- 
formance.Tempemture-driven volume Increases in the first 
quarter and sales growth outside Germany resultea in a sig- 
nificant increase in adjusted EBlT at the midstream business. 
In addition, the continual rise in oil prices had had a consid- 
erable negative impact on adjusted EBIT in the prior-year 
period. Furthermore, nonrecurring income from the final 
clearing of trading transactions contributed to the increase 
in adjusted EBIT; the negative effects of these transactions 
had had a negative impact on the prior-year figure. 

In the third quarter, the new regulation of network charges 
in Germany had a significant negative impact on adjusted 
EBlT at Downstream Shareholdings. In some cases, the new 
regulation of network charges led to significant impairment 
charges on our shareholdings in municipal utilities. By con- 
trast, higher equity earnings from associated companies con- 
stituted a key positive effect on adjusted EBIT. Another was 
the inclusion of E.ON Gaz Romania for the entire period 
under review, whereas E.ON Foldgaz Trade, which operates in 
Hungary’s regulated gas market, recorded a negative adjust- 
ed EBIT due to the delay in passing through higher procure- 
ment costs. 
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1J.K 

IanLiaiy 1 - Septetnbet 30 
i in n i i l l t ~ m s  2006 2005 + j - %  I 

8,735 6,916 +26 _____ ~ ~ 

Sales 

Adjusted EBITDA lJ25 1,156 -3 
Adjusted EBlT 710 715 -1 

~ ~ 

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

Market Development 
U.K. market electricity and natural gas consumption at 258 bil- 
lion kWh and 751 billion kWh, respectively, for the first nine 
months of 2006 was broadly in line with 2005. 

On August 17, E.ON UK announced a consumer price rise of 
9 7  percent for electricity and 18.4 percent for gas effective 
from August 21. E.ON UK provides practical solutions to improve 
the energy efficiency and income of households in, or at risk 
of, fuel poverty through i ts  CaringEnergy scheme. E.ON UK 
has committed €100 million to CaringEnergy over the next 
three years 

E.ON UK’s retail business has moved from sixth position to 
second position in the Energywatch league table reflecting 
the focus on customer service. 

Power and Gas Sales 
The decrease in Industrial and Commercial (I&C) power and 
gas volumes reflected E.ON UK‘s focus on margin rather than 
volume. Residential and SME power sales volumes increased 
despite a 2 percent reduction in the number of customer 
accounts; the volume increase is primarily due to colder 
weather in the first quarter. 

. _. ... __ ........ 

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

January 1 
Billion kWh 

Power-Residential and SME 27.5 26 3 +5 
Power-l&C 13.7 17 1 -20 

41.2 43.4 -5 

____ _______- 
_ I _ _ _ _ _ ~ ~  

- - .- - _l_l_ -_ - _. . 
~ ~ -____ Total power sales 

Gas-Residentlal and SME 45.5 45.5 

Total gas sales 66.7 69.2 -4 

~ ~ _ _ _ ~  
’ Gas-l&C 212 23 7 -11 ...... . _ _ _  I ~ - 

Pawer Generation and Procurement 
The slight year-on-year decrease in owned generation is due 
to lower gas generation (lower spark spreads) which is almost 
offset: by increased coal generation (higher dark spreads). Coal 
generation was higher despite a long outage at Ratcliffe in 
the third quarter of 2006. Purchases from outside sources 
declined due to lower retail I&C sales volumes. 

Owned generation 

Purchases 

- jointly owned power 
plants 

.- 

Outside sources 

Power procured 

Station use, line loss, 
pumped-storage hydro 

Power sales 

25.1 25 3 -1 
16.8 19 4 -13 

~~~ 

~ ___I -- 

0.4 16 -75 
-8 17 8 16.4 

41.9 44.7 -6 

I I _ _ _ _ ~ _ _ _ _ _  

__I - __ 
___- ____ ~ 

-0.7 -1 3 
41.2 43.4 -5 

_ _ _ _ ~ ~  

U.K.‘s attributable generation capacity is 10,547 MW, an 
increase of 640 MW from September 2005.This was mainly 
due to the return of an oil-fired unit at Grain. 

jpnuaty 1 - Scptctnbci 30,2006 
Percentages 

I 

I 
h l  Hard coal 

~ 

l 
I i b  Natural gas and 

merchant CHP 
i 
I 

3 Hydro, wind, oil, 
other 

- ........... ...... _..i 

I 
1 Excludes wholesale and energy trading activities. 



Interim Report 111/2006 

21 

In response to  the Renewable Obligation, E.ON UK continues 
to  grow a balanced portfolio of renewable power purchase 
agreements and physical assets. In the first nine months of 
2006, E.ON UK co-fired biomass materials at Kingsnorth and 
Ironbridge, generating a total of 205 million kWh. Work has 
also commenced on the construction of a 44 MW wood-burn- 
ing plant in Lockerbie in southwest Scotland, which when 
built will be the United Kingdom's largest dedicated biomass 
plant. In addition, construction of an 18 MW onshore wind 
project at Stags Holt has started in October 2006 and will be 
operational in the fourth quarter of 2007. 

Sales arid Adjusted EBlT 
The U.K. market unit increased its sales in the first nine 
months of 2006 compared with the prior year primarily due 
to price increases in the retail business.This was driven by 
higher natural gas and power prices iri the wholesale mar- 
ket. U.K. delivered an adjusted EBlT of €710 million in the 
first nine months of 2006, of which €347 rnillion was iri the 
regulated business and €443 million in the non-regulated 
business. 

Adjusted EBlT at the non-regulated business increased by 
E50 million.The increase is primarily due to retail price rises, 
and cost and profit initiatives offset by the impact of higher 
natural gas costs in the first quarter 2006 arid the one-off 
prior year benefit relating to the integration of previously 
outsourced customer service activities. Despite adjusted 

EBlT being slightly below prior year, the performance in the 
second and third quarter of €263 million versus the prior 
year has almost reversed the underperformance in the first 
quarter of -€213 million versus the prior year This irnprove- 
ment is in line with our expectation that the increase in 
retail prices along with cost and profit initiatives would 
restore business margins. 

The regulated business shows steady year-on-year growth with 
the E20 million adjusted EBlT increase being mainly due to a 
tariff change allowed by the regulator following a distribu- 
tion price control review. 

Other/Consolidation is €75 million below the prior year due 
to higher service costs from a growing business, higher pen- 
sion costs, and foreign-exchange costs. 

I 

Adjusted EBITDA 

, Adjusted €BIT 
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Nordic 

laiiuaty 1 - Septcinoei 30 
C in rnillwnj 2006 2005 I /  1% 

2,254 2,335 -3 

288 295 -2 

708 a37 -15 

Adjusted EBIT 437 581 -25 

I____ -- ~ 

Sales 

- Thereof energy taxes 

Adjusted EBITDA 
~~~ 

_- ~ ~ 

Market Development 
The Nordic region consumed 2.2 percent more electricity than 
in the prior-year period, mainly due to higher consumption 
resulting from considerably colder weather at the beginning 
of the year. Autumn has been warmer than normal. 

Imports to  Nordic from surrounding countries increased to 
over 9 billion kWh during the first nine months of 2006 com- 
pared with a net export of 1 billion kWh in the prior-year period. 
Net exports to  Germany were less than 1 billion kWh com- 
pared with 9 billion kWh during the same period last year 
and are decreasing. 

Power Sales 

Billion AWh (JaiiLiary 1 - Septeinbct 30,2005 34 2 )  

5 :: Residehtial i 
i 5  1) I 

I - 9 S Commercial 
('3 3) 

I 

- I5 i Sales partners/ , 
(19 8) Nord Pool i 

E.ON Nordic sold 4.8 billion kWh less electricity than in the 
corresponding period of 2005 due to lower sales at the Nord 
Pool, Northern Europe's energy exchange.Phis was a conse- 
quence of both the sale of hydropower assets to Statkraft in 
late 2005, which reduced Nordic's owned generation capacity, 

hydropower situation. Sales to residential customers decreased 
compared with the previous year, while sales to  commercial 
customers increased slightly. 

Power Generation and Procurement 
E.ON Nordic covered 69 percent of i ts electricity sales with 
power from its own generation assets. E.ON Nordic's owned 
generation decreased by 4.5 billion kWh relative to  the prior- 
year period. Hydropower production decreased due to the 
sale of hydropower assets to  Statkraft in October 2005, but 
primarily due to  significantly lower reservoir inflow. In addi. 
tion, several Swedish nuclear units were taken offline as a 
consequence of an incident at Vattenfall's Forsmark nuclear 
power station in late July The overall decrease in hydro and 
nuclear production in the third quarter was somewhat coun- 
teracted by increased CHP production and higher availability 
of nuclear assets in the first half of the year. 

20.3 24.8 -18 ~ 

~~~ 

Owned generation 

Purchases 

plants 

10.7 10.6 +1 I 
- Jointly owned power ~ 

~ ~ _ _ _ _  

7.5 7.5 
~~~ __ 

- Outside sources 3.2 3.1 +3 
Power procured 3F0 35.4 -12 1 _..____._..___....___I_ ___I__ . __ -__ 
Station use, line loss 

Power sales i -1.6 -1.2 

29.4 34.2 - 14 
_____ _ _ _ " - - ~  -___ 

january 1 Septernbei 30,2006 
Percentages 

S 9 h  Nuclear 

and lower hydropower production due to the prevailing 
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Gas and Heat Sales 
Heat sales increased as a consequence of colder weather at 
the beginning of the year arid the acquisition of heat opera- 
tions iri Denmark. Natural gas sales declined despite the 
colder weather, primarily due to  lower sales to distributors 
and increased competition. 

January 1 - September 30 I 1 Billion IAWh 2006 2005 t /  ‘Lb i 

I Heat sales 5.7 5.2 + l o  

, 
--- I-I__- 

Gas sales 4.2 5.1 -18 j , _I____ _ _ _ _  ___ ___ _ _  __ __ - - I __ 

Sales and Adjusted EBlT 
E.ON Nordic‘s sales, excluding energy taxes, decreased by 
4 percent compared with the first nine months of 2005.The 
decrease was primarily due to  lower hydropower generation, 
which was partially offset by higher average sales prices. 

E.ON Nordic’s adjusted EBIT decreased by €144 million year 
on year to €437 million Compared with the prior year, adjusted 
EBlT for the first nine months was negatively impacted by 
increased taxes on hydro and nuclear assets. Significantly 
lower reservoir inflow resulted in lower hydropower geriera- 
tion. In addition, the hydropower assets sold to  Statkraft 
contributed to prior-year adjusted EBIT. Adjusted EBlT was 
positively impacted by rising spot electricity prices and suc- 
cessful hedging activities, which enabled Nordic to  secure 
higher average sales prices for its production portfolio 

--- 
Sales’ 

ZExcludes energy taxes 
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U.S. Midwest 

/ 4 8 2  1,465 +1 

436 422 +3 
-- ~ ~ 

, Sales 

~ ~ ~ 

Adjusted EBITDA 

Adjusted EBlT 285 277 +3 , 

MISO Exit Effective September 
E.ON U.S. has completed the exit from the Midwest Indepen- 
dent System Operator (MISO) and entered into alternative 
arrangements with the Tennessee Valley Authority and South- 
west Power Pool effective early September 2006. 

Power and Gas Sales 

.. . - 

. . . ... . . .. 

I Jantiaiy 1 September 30 
Sillion kWn 2006 2005 I /  Sa I 

Regulated utility business 

- Retail customers 

- Off-system sales 

Power sales 

Retail customers 

Off-system sales 

_- - __ - 
__ __ __ ___-_ - - - 

0 8  - . - ___- -. - - - -- _- - 
Gas sales 8.3 10.1 -18 

- _- __ - - - 

~ _ _ _  
24.8 25 4 

1.7 3.2 

26.5 28.6 

8.3 91 

~~ 

~- .--___ 
~ - - -. 

- 2  

-47 
-7 

_. -- 
. . - 

-11 
-100 

_._ - _ _  

Regulated utility retail power sales volumes decreased slightly 
in 2006 compared with 2005, primarily due to milder weather 
in 2006.Off-system sales volumes were lower compared with 
2005 as a result of an increased use of E.ON U.S.'s generation 
for native load to replace the lost volumes from a purchase 
contract. with Electric Energy Inc (EEI) EEI is a 1,000 MW power 
station in which E.ON U S has a 20 percent stake. In the past, 
E.ON U.S. could buy its share of the output at cost and utilize 
this to meet native load. Since January 1,2006, EEI sells i t s  
power at market prices. E.ON U S. can no longer utilize this 

power to meet native load and now supplies this power 
from i ts  own generation. Retail natural gas sales volumes 
declined due largely to milder winter weather compared 
with 2005 and reduced consumption due to higher prices. 
Off-system sales of natural gas decreased due to  high mar- 
ket prices in the first quarter and correspondingly lower 
availability of excess gas for sale. 

Power Generation and Procurement 
Coal-fired power plants accounted for 96 percent of U.S. 
Midwest's electric generation in 2006, while gas-fired and 
hydro generating assets accounted for the remaining 4 per- 
cent. 

- 1  
D I mi kWli lOC6 2005 .: L I  1 

- Owned power stations 26 3 26 9 -2  

Purchases 2 6  3 9  -33 

Power procured 28.9 30.8 - 6  

Station use, line loss 

Power sales 26.5 28 6 -7 

____ - 
(3?1 aiy 1 Scpti- nbc>i 30 

___ _- _- - ___ _________ - --J 

Proprietary generation ___ .- - - ~- 

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

- - - - - _ - - . .- - 
-2  2 _ _  -2 4 - - .__ -_ . - - ._ -. - 

Ianuaiy 1 - Scptmbci  30, 2006 
Percentazes _ _ _  

I 
I , i b  Hard coal 

I 

I I 
~ l 

~ 

1 and hydro 
Natural gas 

i 
I 
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Sales and Adjusted EBlT 
U.S. Midwest’s sales were in line with last year. Lower vol- 
urnes due to milder weather were offset by higher gas 
prices recoverable from retail customers. 

In the non-regulated business, lower earnings as a result of 
the sale of an interest in a coal-fired facility in North Carolina 
in mid-2006 were partly offset by better performarice in  the 
Argentine business. 

US. Midwest’s adjusted EBIT increased by 3 percent, mainly 
due to favorable exchangerate variances. Lower retail vol- 
umes in the regulated business, mainly due to significantly 
milder weather in 2006, were offset by cost savings due to the 
exit from MISO in the third quarter of 2006 and lower oper- 
ating expenses as a result of the completion of the amorti- 
zation of prior restructuring costs. In addition, the regulated 
business benefited from higher earnings on environmental 
capital spending. 

Adjusted EBITDA 

1 Adjusted EBlT 
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. . . . . . . . . . . .  . . . . . . .  

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

IatwaR 1 - S e s e m k  
-I 

5 2006 2005 

12,536 11,346 49,451 39,520 Sales 
Energy taxes -458 -810 -3,067 -3,251. 
Sales, net of energy taxes 12,078 10,536 46,384 36,266 

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

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . .  ...... _ .. __.___.-. ...... ....... 

. -. ___ ___ __ __ .- __ . __ __ .- __ - . _ _  .. ... _- -. .- . 

... -. ....... ............... - ... . . . . . . . . . . . . . . . .  .... - .... -_ .. ..... __ ___ . . . .  -- ... 

-8,384 -37,791 -28,221 
. - - .- - -_ . - - - Cost of goods sold and services provided -9,988 

Gross profit on sales 

~- Selling expenses 

General and administrative expenses 

Other operating income 

Other operating expenses 

Financial earnings 

-____ 

___ - I_.-___ -______--I_.---I 

Income/Loss (-) from continuing operations before income taxes and minority interests 

Income taxes 
-306 _ _ ~  

2,090 
-1,125 
-357 
2,480 
-3,249 
-145 

_ _ _ ~ . . . .  
_I.̂ ____ 

2,152 

-933 
-355 
1,185 

- 1,206 
-342 
501 

. _ ... 

36 -l28 

8,593 
-3,309 
-1,265 
5,738 
-6,438 

_I_____- 

-l__l___ 

___- 
178 

3,497 
-730 

~- 

- _  _-I_ - Minority interests 

Income/Loss (-) from continuing operations 

IncomelLoss (-) from discontinued ooerations. net 

- - - - _ _  __ - - 35 -105 -270 
-235 268 2.497 
37 3.105 132 

Net income -198 3,373 2,629 

8,045 
-2,833 
-1,032 
5,378 
-4,252 
-173 
5,133 

~- 

_ -  _ _ _  

-1,625 
-370 

___- 
.. __ _. 

3,138 -____ 
3,261 
6,399 
- -. - 

- __ __ . 

- _ _ _ _ - ~ - ~ - ~ - - ~  
Earnings per share in E, basic and diluted 

- from continuing operations -0 36 0 41 3.79 4 76 

0.06 4 71 0.20 4 95 - from discontinued operations 

- from net income -0.30 5.12 3.99 9.71 

_____-_.______-_---I-_ ~ ~- ______ 
-- 

-_I- 
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1 Assets - - . I - _- -- ---. _-_ __  - _  ~ I.____..__ -. --I___ -. -_ 
Goodwill 15,295 15,363 

Intangible assets 3,821 4,125 

Property, plant, and equipment 42655 41,323 

j Financial assets 23,434 21,686 
82,497 ; Fixed assets 84,205 

~ Inventories 3,850 2,457 

1 Financial receivables and other financial assets 2,066 2,019 
21,354 , Operating receivables and other operating assets 19,309 
15,119 Liquid funds (thereof cash - - - - -  and cash equivalents -I c 3 months 2006. 2,627, 2005: 4,413) I I 12,482 

Nonfixed assets 40,949 

~- Deferred taxes 2505 2,079 

Prepaid expenses 356 
681 Assets of disposal groups 

Total assets 126,562 

I 

- ~ - _ _ _ _  1__"11_ 

- __-_ --_I__ -I__. .-_____I ----___I 

-____ 
- - I__ __I_ - 

- - - ~ -  

-- - 
. .__ . I - - -- _. --. __ - - __ _. - - ...-. - 

-- ~ .-̂ .Î _--______I__ l _ l _ ~  

' Stockholders' equity 

Minority interests ' 
Provisions for pensions 1 Other provisions I .-- -_.- ~ 

~ Accrued liabilities 
I 
1 Financial liabilities 

, .- _. --- ---- - ---.. _ -  -._----____-___I . _ _ _  

- __ _-______ _ _  
l_ll__ 

I Deferred tax liabilities 

' %I stockholders' equity and liab 

Deferred income 
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_ _  

2llOb 7005 

Net income 2,629 6,399 

Income applicable to minority interests 270 370 

. __. ._. ._ _ - - -_ - - - __ __ ._ - _ _ _  __ - - - . _ __ - - - - - . 
- - __ _ _  ___  - __ _ _ - -  - -- 

__ ~ -~ 
_.__ 

Adjustments to reconcile net income to net cash provided oy operating activities _-__ ~ - _ _ _ -  
Income from discontinued operations, net -132 -3,261 

Depreciation, amortization, irnpalrrnent 2,875 2,125 

Changes in provisions 1,136 68 

~ _ _ _ - _ _ - _  - - _ _ _ _ _ _ ~ _ _ _ .  - _ _ _  
_ _ _ _  _ _  - - - ~ _ _  ._ _ _ _ _ ~  _ _ _ _  ___ 

- ___ - - - - .~ __ -- - _ _- 
Changes in deferred taxes -4u -57 _ _ _ _ _ _ _ _  - _ _ _ -  _______ ~ __ -~ _ _ _ _ _ _ - -  
Other noncash income and expenses -566 -107 

Gain/Loss on disposal of fixed assets -574 - 196 

-733 -599 

Cash provided by operating activities 4,492 4.742 

Proceeds from disposal of 

__ _____ ~ ~ _. __ __ ~ __ 
_ _ _ _  - _ - _ _ _  ~ 

_ -. - - - _. .- ._ - _ _ _ _  - _  . - . Changes in nonfixed assets and other operating liabilities 

~ - - - - - 
_ _ - _ _  

equity investments and other financial assets 3,853 5.762 

125 130 intangible assets and property, plant, and equipment 
__ _.___ __ __ ~ ~ - ______- -_  

_ _ _ _ .  _ _ _ _ _ _ _  ~ _ _ _ _ _ _ _ -  _ _ _ _ _  
PLirchase of 

~ __ __ _ _ - _  ~ ~ 

equity investments and other financia, assets -1,333 -1,175 

intangible assets and property, plant, and equipment -2,558 -1.861. 

-2,262 -388 

-2,175 2,465 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _ ~  _ _ _ _ _ - _ _ _ _ _ _ _ _ _  
- __ _ _ _ _ _ _ _ _ - _  - _____  ~ 

___._ - 
Changes in other liquid funds 

Cash provided by (used for) investing activities of continuing operations 
._ - _ _ - - - _ - -_ __- .- . -. - - - _- - . 

- . - - - - ._ - __- - - . 
Payments received/made from changes ,n capital, including minority interests 

Payments for treasury stock, net 

1 - _ _  -. _____.__ __ -___ __ __ 
-44 _ _  ___ _ - _ _  - - _ _ - _ _ _  __ -__ ~ ._ - - 

Payment of cash dwidends to _ _ _ _ _ _ ~ _ _  ~ ~ - ~ _ _  ~ ~ __. 

stockholaers of E ON AG -4,614 - 1,549 

minority stockho ders 232 -233 
Cnanges in financial liabil ties 796 -3,192 

Cash provided by (used for) financing activities of continuing operations -4,049 -5,018 

-1,732 2,189 Net increase (decrease) in cash and cash equivalents maturing (< 3 months) from continuing operations 

Cash provideo by operating activi:ies of dtscontinued operations 65 134 

-105 3L7 Cash proviaed by (Jsed for) investing activities of discontinued operations 

2 -172 Cash provided by (used for) financing activities of discontinued operations 

-38 -385 

-16 80 
4 . 4 u  4,176 

__ __ ~ _ _  _ _ _ _ _ _ _ . _ _  

__ __ -- ___ 
- - - __ - - - . - - - _ ___ - - - _ _ __ - - - - _ . 

-.- __ - __ - - -. _ _  _ . _. ._ _ - . . . 

_ -. _ _  . .  

~ ~ ~ ~ 

-_ _ _  __ 
_. - _  _. _ _  - -  _ -  - _ _ 

Net increase (decrease) i n  cash and cash equivalents maturing (5  3 months) from discontinued operations 

Effect of foreign exchange rates on cash and cash equivalents (- 3 months) 
-_.__ ~ ___-- _ _ _ _  - -- -_ ___ 

- _ _ _  ~ ___ __ -_ - 
Cash and cash equivalents (< 3 months) a t  tne beginning of the period 

Cash and cash equivalents (- 3 months) from discontinued operations at the end of the perioo 

2,627 6,060 Cash and cash equivalents (= 3 months) as shown on the balance sheet 

9,855 9,247 Available for sale securities (> 3 months) from continuing operations at the end of the period 

Liquid funds as shown on the balance sheet 12,482 15,307 

~ _______ __ ~ ______ _ _ _ _ _ _ _  - 

- ____ -- -- - - 

- -- ._ - -  - - . - - - - - - - - -_ - - - _ - . 

. _  . -  - - .  . _ - _._ 

- .. ... .. . .. . . . . . . . .. .. 
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Balance as of January 1,2005 1,799 11,746 20,003 -896 2,178 -1,090 76 -256 33,560 
3 -12 -9 Shares repurchased/sold 

-1,549 -1,549 Dividends paid 

Net income 6,399 6,399 
Other ComDrehensive income 436 3 736 55 38 a 765 

-- 
~ ~ ~ ~ ~ ~ _ _ _ _ _ ~ ~  
~ ~ ~ ~ ~ _ _ _ _ ~ ~ ~  
----p-ppp 

, -  _ _  _ -  ,--_ _ _ _ _ - _ - ~  ~ - - - -. - _ - -- 
10,664 Total comprehensive income 

Balance as of September 30,2005 1,799 11,749 24,853 -460 5,914 -1,035 114 -268 42,666 
_ _  I____ __-- __ . _- -_. - - - I ___lll . - - - - - - - ___ _ _  _ _ -  

- ~ ~ ~ ~ - - _ _ _ _ _ ~ ~  
__-I __ - 
Balance as of January 1,2006 1,799 11,749 25,861 -276 6,876 -1,402 133 -256 44,484 
_----_I__----__-- --.I-- . ----I ___-_I - ~. - ___ _ _  . - -_ ___"_ _II__ 

~~~~~~~~~ 

Shares repurchased/sold 

-4,614 -4,614 ~ ~ _ _ _ _ ~ ~ _ _ _ ~ ~ _ _ _ _ _ ~  Dividends paid 

Net income 
- 

2,629 ~ - _ _ _ - ~ ~ _ _ _ _ _ ~  
Other comprehensive income -383 2,808 196 -249 - - .- - .- _- - _ -  - _-__ - 
Total comprehensive income 

Balance as of September 30,2006 1,799 11,749 23,876 -659 9,684 -1,206 -116 -256 44.871 
- - -- -- - - - - - -  ---I_- - -_ _ _  
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Accounting Policies 
The accounting policies used to prepare the Interim Finan- 
cial Statements for the nine months ended September 30, 
2006, correspond to  those used in the Consolidated Financial 
Statements for the year ended December 31,2005, with the 
following exceptions. 

On January 1,2006, E ON adopted Statement of Financial 
Accounting Standard (SFAS) No 123 (revised 2004), Share 
Based Payment (SFAS 123R). SFAS 123R requires LIS to account 
for our stock appreciation rights (SAR) on the basis of their 
fair values and to  recognize the corresponding expenses in 
our Statements of Income. Prior to adopting SFAS 123R, we 
accounted for SAR on the basis of intrinsic values and recog- 
nized the corresponding expenses in our Statements of 
Income, as provided by SFAS 123 in  conjunction with FASB 
Interpretation 28, Accounting for Stock Appreciation Rights 
and Other Variable Stock Option or Award Plans. Pursuant to 
SFAS 123R we use a Monte Carlo simulation technique to  
calculate the fair value of SAR The cumulative effect of ini- 
tially applying SFAS 123R by using the modified version of 
prospective application as the transition method had no 
material effect on our results of operations As a result, no 
further disclosure is provided 

New Accounting Pronouncement 
FASB Interpretation (FIN) No 48, Accounting for lJncertainty 
in h o m e  Taxes, was published in July 2006. FIN 48 applies to 
fiscal years that begin after December 15,2006. We are cur- 
rently evaluating the potential effects of applying FIN 48. 

In September 2006, the FASB issued Statement of Financial 
Accounting Standards No. 157, Fair Value Measurements 
(SFAS 157).This statement provides additional guidance for 
fair value measurements of assets and liabilities. It applies 
whenever other standards require assets or liabilities to be 
measured at fair value. It does not expand the use of fair 
value in any new circumstanc.es. Under SFAS 157, fair value 
is the price in an orderly transaction between market partici- 
pants to  sell an asset or transfer a liability A fair value 

measurement should be determined based on the assump- 
tions that market participants would use in pricing the asset 
or liability. In accordance with this principle, this statement 
establishes a fair value hierarchy that gives highest priority 
to quoted prices on active markets. A t  the lowest rung of 
this hierarchy are unobservable data such as the reporting 
entity's own data.This statement is effective for fiscal years 
beginning after November 15,2007. We are currently evaluat- 
ing the effects of applying SFAS 157. 

In September 2006, the FASB issued Statement of Financial 
Accounting Standards No. 158, Employers' Accounting for 
Defined Benefit Pension and Other Postretirement Plans-an 
amendment o f  FASB Statements No. 87,88,106 and 132(R) 
(SFAS 158).lhis statement requires balance sheet recogni- 
tion of the overfunded or underfunded status of pension and 
postretirement benefit plans. Under SFAS 158, actuarial gains 
and losses, prior service costs or credits, and any remaining 
transition assets or obligations that have not been recog- 
nized under previous accounting standards must be recog 
nized in accumulated other comprehensive income, net of 
tax effects, until they are amortized as a component of net 
periodic benefit cost. SFAS 158 is effective for fiscal years 
ending after December 15,2006. Based on our unfunded obli- 
gation as of December 31,2005, the adoption of SFAS 158 
would decrease total assets (excluding deferred taxes) by 
€337 million, increase provisions for pensions by €895 million, 
and reduce total shareowners' equity by €822 million. It would 
also result in a net increase of approximately €410 million in 
deferred taxes recorded in the Consolidat,ed Balance Sheets. 
A t  this time, we anticipate that, there will be at most very 
minimal additional valuation allowances on deferred tax 
assets at individual subsidiaries that will record higher 
deferred tax assets as a result of implementing the new 
standard. In this case, a valuation allowance of deferred tax 
assets would be offset against shareholders' equity and 
would not affect net income.The adoption of SFAS 158 will 
not affect our results of operations. We cannot rule out the 
possibility that changed actuarial assumptions and actual 
plan performance could have a significant impact on the 
actual amounts recorded. 

In September 2006, the SEC staff issued Staff Accounting 
Bulletin No. 108, Considering the Effects o f  Prior Year Mis- 
statements when Quantifying Misstatements in Current Year 
Financial Statements. SAB 108 was issued in order to elimi- 
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nate the diversity of practice surrounding how public com- 
panies quantify financial statement misstatements. We will 
initially apply the provisions of SAB 108 for the year ending 
December 31,2006, and are currently evaluating the possible 
effects. 

Variable interest Entities 
As of September 30,2006, we consolidated the following 
variable interest entities (VIES): two jointly managed electric 
generation companies, one real estate leasing company, and 
a company that manages shareholdings. Effective the sec- 
ond quarter of 2006, FIN 46R no longer applies to  a real 
estate leasing company following our acquisition of more 
shares in this company. 

As of September 30,2006, we consolidated VIES that had 
total assets of approximately €742 million and recorded 
earnings of €3 million prior to consolidation. Fixed assets 
and other assets in the amount of €158 million serve as col- 
lateral for liabilities relating to financial leases and bank 
loans. 

With the exception of one VIE, the creditors of our consoli- 
dated VIES have limited recourse to the prirnary beneficiary's 
assets. In the case of this one VIE, the primary beneficiary is 
liable for €75 million. 

In addition, since July 1,2000, we have had a contractual 
relationship with a VIE, a leasing company operating in the 
energy sector, for which we are riot the primary beneficiary 
This entity is currently being liquidated pursuant to a deci- 
sion rnade by its owners.This entity had no significant 
assets and no liabilities at year end 2005. We do riot expect 
E.ON to realize a loss from either its relations with this enti- 
ty or from the entity's liquidation. 

Due to a lack of information, we continue to be unable to 
compute, pursuant t o  FIN 46R, the financial situation of 
another special-purpose entity, which has existed since 2001 
and whose activities were expected to  terminate in the 
fourth quarter of 2005. The main transactions between this 
entity and the E.ON Group were completed in the fourth 
quarter of 2005. However, this entity has riot yet been liqui- 
dated. Its activities consisted of liquidating the assets of 
divested operations. Originally, its total assets amounted to  
€127 million. We do not expect E.ON's results of operations 
to be rnaterially affected by this entity. 

Acquisitions, Discontinued Operations, and Disposals 

Acquisitions in 2006 
Effective March 31,2006, E.ON Ruhrgas acquired 100 percent 
of the natural gas trading and storage operations of MOL, 
a Hungarian oil and gas company, by acquiring ownership 
interests in Budapest-based MOL FiildgdzellAtb Rt. arid 
Budapest-based MOL FBldgdztdrol6 Rt. (now E.ON Fiildgaz 
Storage and E.ON Foldgaz Trade).The purchase price was 
approximately €450 million. It was further agreed that, 
depending on regulatory developments, compensatory pay- 
ments would be made through the end of 2009 if this should 
become necessary for a subsequent adjustment of the pur- 
chase price.The entities became consolidated E.ON compa- 
nies on March 31,2006. 
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Discontinued Operations 
Pursuant to SFAS 144, we report two companies as discontin- 
ued operations in the first nine months of 2006: E.ON Finland, 
Espoo, Finland, at our Nordic market unit and the operations 
of Western Kentucky Energy Corp. (WKE), Henderson, Kentucky, 
USA, a t  our US. Midwest market unit. E.ON Finland was sold 
in June 2006. In addition, E.ON recorded a gain of initially 
about €26 million in the third quarter of 2006 relating to a 
purchase price adjustment on the sale of Viterra. 

Through WKE, E.ON U.5 operates the generating facilities of 
a power generation cooperative in western Kentucky and a 
coal-fired facility owned by the city of Henderson, Kentucky, 
under a leasing arrangement. In November 2005, the parties 
involved entered into a letter of intent to terminate the lease 
and operational agreements between the parties and other 
related matters.The closing of the transaction is subject t o  
review and approval by various regulatory agencies and other 
interested parties. We classified WKE as a discontinued oper- 
ation in late December 2005. 

On June 26,2006, E.ON Nordic and Fortum Power and Heat 
Oy (Fortum) finalized the transfer t o  Fortum of all of E.ON 
Nordic's shares in E.ON Finland pursuant to an agreement 
signed on February 2,2006 The purchase price for 65.56 per- 
cent of E.ON Finland's shares totaled about €390 million. In 
mid-January 2006, we classified E.ON Finland as a discontin- 
ued operation. 

Flows, including the notes relating to them, for the period 
ended September 30,2006, and for the prior period have been 
adjusted for these discontinued operations. The assets and 
liabilities of these discontinued operations are shown in the 
Consolidated Balance Sheet for the period ended September 
30,2006, under "Assets of disposal groups" and "Liabilities of 
disposal groups." We did not reclassify prior-year balance- 
sheet line items attributable to discontinued operations 
because such reclassification i s  not required by SFAS 144. 

Other Disposals 
Continuing the implementation of its framework agreement 
with RAG, on March 21,2006, E.ON transferred its stake in 
Degussa (42.9 percent) into RAG Projektgesellschaft mbH, 
Essen. E.ON's Degussa stake was forward sold to  RAG on the 
same date.The transaction initially resulted in a gain of 
€618 million. However, because E.ON holds a 39.2 percent 
stake in RAG, the share of the gain recorded in our Consoli- 
dated Statement of Income was €376 million. On July 3,2006, 
E.ON and RAG executed the forward sales agreement for 
E.ON's stake in RAG Projektgesellschaft mbH. E.ON has now 
sold all of i t s  remaining, indirectly held stake in Degussa. 
RAG paid E.ON the roughly €2.8 billion purchase price on 
August 31,2006. 

The following table shows the major line items of the state- 
ments of income of the abovenamed discontinued operations. 

Pursuant to US. GAAP, the income and expenses of discontin- 
ued operations are reported separately under "lncome/Loss (-) 
from discontinued operations, net." The Consolidated State 
ments of Income and the Consolidated Statements of Cash 

C.ON Finland W K C  Viccrra lridustrics Dtlicr Total January n - Septeniber 30 .. . .-"--l . .Î .... . ....I_ . .- .. 
f in miilions 2006 2005 2006 2005 1006 2005 2006 2005 2006 2005 2006 2005 

. _ ~ . - ~ _ - . ~ - - - i  

131 181 176 159 .. 453 - 847 - 307 1,640 ~ ~ - ~ - ~ _ _ _ _ ~ ~ - - _ _ _  Sales 
Net income from disposal 

Other operating 
incorne/expenses, net 
Income/Loss (-) before 
income taxes and minority 
interests 27 37 153 2 10 3,325 
Income taxes 

11 - 26 2,450 - 613 - 10 37 3073 ' - - L I  
I 

- -138 -1,388 ' -- -115 -144 -23 -157 - - - - ~  _ 

--. .. -.- -__- - -- . . - - - 
-4 -65 -52 - - - ~ - ~ _ - _ _ _ _ -  -7 -10 -58 -4 ----- 

Minority interests -9 -11 "9 -12 - - _ _  ~ - . 
Income/loss (-) from 
discontinued operations, net 11 16 -2 6 132 3,261 



Interim Report 111/2006 

33 

The following table shows major lirie items of the balance 
sheets of WKE, which is classified as a discontiriued operation. 

i 
Sept 30, ZOOG c ill millions 

Fixed assets 220 

Nonfixed and other assets 427 
647 Total assets 

634 Liabilities (including minority interests) 

Net assets 13 

_ I ~  __ 

--- - --I I_--- 

..._ _-- __ - . __.. - . - . - - .- _____.I - -.- 
~ - - -  

Acquisitions and discoritinued operations from 2005 are 
described in detail in our 2005 Annual Report. 

Research and Development 
The E.ON Group's research and development expense 
totaled €12 million in the first nine months of 2006 and 
€15 million in the prior-year period. 

Earnings per Share 
Earnings per share were computed as follows: 

Income/Loss (-) from discontinued operations, net (€ iri millions) 

Net income (€ in millions) 

Weighted average number of shares outstanding (in 1,000) 

Earnings per share (in €) 
-- ---_---~l___ll_-~ 

~- - __ __ __ . . __ - __ I_ __ __ - __. _ __ -. . ___ 
-from continuing operations 

-from discontinued operations 

-from net income 
__-_~-I_-~____c_-I__ 
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Financial Earnings 
The table below provides details of financial earnings for 
the periods indicated. 

jaiiuaiy 1 September 30 
2006 2005 +I- so c in millions 

687 292 +135 income from companies accounted for using the equrty method 
+5 179 170 Other income from companies in which share investments are held 

Income from share investments 866 462 +87 

income from other long-term securities 

Other interest and similar income 
Interest and similar expenses -1,408 -1,350 

____ __l____-l_ I -I--- - 
-~ 

-- -I"- 

_.___._-__ ____ -. - - I__ _______ - -.-I . 
27 27 -- 

Income from long-term loans 25 29 -14 

807 710 +14 - -_I_- 

- thereof SFAS 143 accretion expense -392 -375 

-thereof from financial liabilities to affiliated Companies and to Companies in which share 
- 14 

-549 -584 

-51 

178 -173 

~_ investments are held -31 

- - - - .. - - . . -- - .__ .- - - - -I_ - - - - -. - -- -- - - -.- Interest and similar expenses (net) 

Writedown of securities, share investments, and long term loans 
- - - __ - __ __ - - - __ . . 

- I___-_ _ _  - - - - - . - . - . - . . - - - I - - - - -  1 Financial earnings 

Goodwill and Intangible Assets 
The table below shows the changes in the carrying amount 
of goodwill in the first nine months of 2006 by segment. 

Pd 1 
Ceriti;l C IIC;.ID~- 

L i-o;3c G-1s (J I( 

2,419 4,069 4.955 

I 
i 1. rill II '115 

Book value as of December 31,2005 
Goodwill additions/disposals 40 117 0 

Goodwill impairment 0 0 

Other  changes2 0 39 

_- - . - - - - - . _ _  -_ - - - - - - - . -- . 

- . -  

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

~ ~ _ _ _  ~ -_._______. 

- - ___ - -- 
Book value as of September 30,2006 2,459 4,225 

0 

Noidic 

368 

3 
. -  - 

55 

5,010 
__-_ 

Cor- 
U.S porate Other 

Midsvest Ceiiter Actibities Total 

3,552 - 15,363 
0 160 

0 0 

-242 -228 

3,310 - 15,295 

__ -_-I__-___ 

. - __ - .- -. ... . . 

_ _ _ _ _ _ _ _ _ ~ ~  
~~~- 0 

. - - ___ - - - __ -. . . _____ -80 

29 1 

1Excludes goodwill of companies accounted for using the equity method 
2Other changes include transfen and exchange-rate differences I 

. - __ -. - - - - - . __ __ . - - -. - - - ! 
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intangible Assets 
As of September 30,2006, and December 31,2005, E.ON's 
intangible assets, including advance payments on intangible 
assets, consist of the following: 

-. . . . . . . . . . . . . .  

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

! Scp: 30, Duc 31, 
I i : i  -1 l l loni 1006 2005 

Intangible assets subject 
to amortization 

Acquisition costs 5,013 

2,202 Accumulated aniortization 

Net book value 2,811 

___I_ ~ __I_I 

I___I ~ 

.----I_--- __-- ~- 
Intangible assets not subject 
to amortization 1,010 

Total 3,821 
--- - - _ _  --.- - __ ~ -- _ _  - _ ~  

4,978 

1.957 
3.021 

1,104 
4,125 

- 

Based on ttie current amount of intangible assets subject 
to amortization, the estimated amortization expense for the 
rest of 2006 and each of the five succeeding fiscal years is 
as follows: 2006 (remaining three months): €80 million, 2007: 
€262 million, 2008: €220 million, 2009: €188 million, 2010: 
€163 million, arid 2011: €153 million. As acquisitioris arid 
dispositions occur in the future, actual amounts could vary 

Impairment Charges Stemming from the 
Regulation of Network Charges in Germany 
Iri the third quarter of 2006, Germany's Federal Network 
Agency issued rulings on the network charges of natural gas 
distributiori network operators. In this context, we carried 
out impairment tests on our gas distributiori activities. A t  
September 30,2006, the impairment tests resulted in impair- 
ment charges of €227 million on property, plant, and equip- 
ment and of E320 million on minority shareholdings. 

In the first nine months of 2006, E.ON recorded an amortiza- 
tion expense of €273 million (prior year: E259 million) on 
intangible assets arid an impairment charge of €40 million 
(prior year: €0 million) on intangible assets. E.ON did not 
record goodwill impairment charges in the first nine months 
of 2006 or in the prior-year period. 

We already carried out impairment tests in the second quar- 
ter of 2006 for our electricity network operations. Even after 
considering ttie rulings on our electricity operations issued 
in the third quarter, no irripairment charges resulted from 
these impairment tests. 

Treasury Shares Outstanding 
The number of treasury shares as of September 30,2006, was 
almost unchanged from the figure as of December 31,2005. 
E.ON AG held 4,374,232 treasury shares. E.ON subsidiaries 
held another 28,472,194 shares of E.ON stock. E.ON thus holds 
4.7 percent of its capital stock as treasury shares. 

Dividends Paid 
On May 4,2006, the Annual Shareholders Meeting voted to  
distribute a dividend of €2.75 per share of common stock, 
a €0.40 increase from the previous dividend, plus a special 
dividend of €4.25 per share of cornrnori stock for a total 
dividend payout of €4,614 million. 
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Provisions for Pensions 
The net periodic benefit cost for defined plans is as follows: 

2006 2005 2006 2005 

58 Employer service cost 
interest cost 190 

Expected return on plan assets -135 

Prior service cost 3 

Net amortization of gains (-)/losses 35 

151 

.. - 

_____I____ _._ - - _. _ _ _ _ _  . . - - 
, Total 

Contribution to Plan Assets 
in 2005 we created, through a contractual trust arrangement, 
the framework for the external financing of pension obliga- 
tions of E.ON companies in Germany In the first quarter of 
2006, E.ON made the first contribution into the trusts in the 
amount of €2.6 billion by transferring money market invest- 
ments with a term of more than three months. 

Ass et  Re ti re ni e n t 0 b I i ga t i o n s 
E.ON’s asset retirement obligations at September 30,2006, 
relate to the decommissioning of nuclear power stations in 
Germany (€8,449 million) and Sweden (€431 million), envi- 
ronmental remediation at conventional power station sites, 
including the removal of electric transmission and distribu- 
tion equipment (€372 million), environmental remediation 
at gas storage facilities (€119 million) and opencast mining 
facilities (€62 million), and the decommissioning of oil and 
gas infrastructure (€335 million). The fair value of nuclear 
decommissioning obligations is’based on third-party valua- 
tions. 

8 

51 189 152 

569 577 
-110 -385 -329 

10 24 
9 1  79 

474 503 

-~ 194 

-___ . 
30 

173 

An accretion expense of €392 million pertaining to the up. 
dating of provisions for the first nine months of 2006 is 
included in financial earnings (prior year: €375 million). 

Contingent Liabilities Arising from Guarantees 

Financial Guarantees 
Financial guarantees include both direct and indirect obliga- 
tions (indirect guarantees of indebtedness of others). These 
require the guarantor to make contingent payments to  the 
guaranteed party based an the occurrence of certain events 
and/or changes in an underlying instrument that is related 
to an asset, a liability, or an equity security of the guaran- 
teed party. 

Our financial guarantees include nuclear-energy-related items 
which are described in detail in our 2005 Annual Report. 
Obligations also include direct financial guarantees to credi- 
tors of related parties and third parties. Direct financial 
guarantees with specified terms extend as far as 2022. Maxi- 
mum potential undiscounted future payments amount to 
€514 million (year end 2005: €427 million). Of this amount, 
€430 million (year end 2005: €304 million) consists of guar- 
antees issued on behalf of related parties. 
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Indirect guarantees primarily include additional obligations 
in connection with cross-border leasing transactions and 
obligations to provide financial support, primarily to related 
parties Indirect guarantees with specified terms extend as 
far as 2023. Maxirrium potential undiscourited future pay- 
ments amount to  €412 million (year end 2005: €431 million). 
Of  this amount, €141 rnillion (year end 2005: €67 million) 
involves guarantees issued on behalf of related parties. As 
of September 30,2006, we recorded provisions of €9 million 
(year end 2005: €25 million) with respect to financial guar- 
antees 

In addition, E.ON has cornmitrrierits under which it assumes 
joint and seveial liability arising from i t s  ownership interests 
in civil-law companies (Gesellschaften burgerlichen Rechts), 
noncorporate commercial partnerships, and consortia in 
which it participates. 

Furthermore, certain E.ON Group companies have obligations 
by virtue of their membership in VKE, a German energy indus- 
try pension fund, in accordance with VKE's articles of incor- 
poration. We do not expect these companies to have to per- 
form on their obligations. 

Indemnification Agreements 
Contracts in connection with the disposal of shareholdings 
concluded by E.ON Group companies include indemnification 
agreements and other guarantees with terms up t o  2041 in 
accordance with local legal requirements, unless shorter 
terms were contractually agreed to. Maximum undiscounted 
amounts potentially payable pursuant t o  the circumstances 
expressly stipulated in these agreements could total up to  

€6,805 million (year end 2005: €6,623 million) These amounts 
mainly relate to customary representations and warranties, 
potential environmental liabilities, and potential claims for 
tax-related guarantees. In some cases, the buyer is either 
required to  share costs or to cover certain costs before we 
are required to make any payments. Some obligations are 
covered first by insurance contracts or provisions of the 
divested Companies. As of September 30,2006, we recorded 
provisions of E290 million (year end 2005: €296 million) for 
indemnities and other guarantees included in sales agree 
ments. Guarantees issued by companies that were later sold 
by E.ON AG (or by VEBA AG or VlAG AG before their merger) 
are included in the final sales contracts in the form of 
indemnities (Freistellungserklurungen). 

Other Guarantees 
Other guarantees with an effective period through 2021 mainly 
include market-value guarantees and warranties (maximum 
potential undiscounted future paymerits at September 30, 
2006: €119 million; year end 2005: €130 million). Other guar- 
antees no longer include product warranties (or correspon- 
ding provisions) due to  the disposal of Viterra and Ruhrgas 
Industries. 

Subsequent Events 
The Spanish Industry Ministry amended several critical aspects 
of the conditions set by the National Energy Commission 
(CNE) relating to our proposed acquisition of Endesa. Most 
importantly, the revised conditions no longer contain any 
requirement to dispose of any assets. On this basis, we have 
accepted the Industry Ministry's decision and now expect 
the Spanish stockmarket regulator (CNMV) to proceed with 
the firial approval of our offer. 
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Our reportable segments are presented in line with our inter- 
nal organizational and reporting structure. E.ON’s business is 
subdivided into energy and other activities. Our core energy 
business consists of the following market units: Central 
Europe, Pan-European Gas, U.K., Nordic, U.S. Midwest, and 
Corporate Center. 

Central Europe operates an integrated electricity business 
and downstream gas business in Central Europe. 

Pan-European Gas focuses on the upstream and midstream 
gas business in Europe.This market unit also holds a number 
of mostly minority shareholdings in the downstream gas 
business. 

U.K. operates an integrated energy business in the United 
Kingdom. 

Nordic is principally engaged in  the integrated energy busi- 
ness in Northern Europe. 

U.S. Midwest primarily operates a regulated utility business 
in Kentucky, USA. 

riguies Anlusted 
I i y r e s  for 

Jail 1 Snpt 30, 
2005 6 in riiiliicn3 

2,945 2,945 Central Europe 
Pan-European Gas 1,125 1,125 
I I K  715 715 

_ _ _ ~ _  I-I_______ __ . 
_ 

- .  
Nordic 600 -19 581 
U S  Midwest 2 78 -1 277 

-20 5,383 Core Energy Business 
1 2 1  121 

Adjusted EBIT 5,524 -20 5,504 
Adjusted interest income (net) -791 -791 

439 -19 420 Other nonoperating earnings 

Income/Loss (-) from continuing operations 
before income taxes and minority interests 5,172 -39 5,133 
Net income 6,399 6,399 

Corporate Center -260 - -260 
_ I  - _-I-_ - -. -- 

- __ . . . ._ - - - 5,403 . - __ - - . -... - . . - . . -- 
- - ____ 

__ __ - ___ __ . . . _ _  - - - __ I - - __ ._ - - -. - - 

-~ 

_-___ 

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

__I- 

Depreciation, amortization, and write- 
downs affecting adjusted EBIP 
Adjusted EBIT 

-Thereof earnings from companies 

Cash provided by operating activities 

- - . ___ __ ._ __I_- - ____ 

-- accounted for using the equity method2 __ 
_I____________I__------__ 

Intangible assets and property, 
plant, and equipment 963 175 3 59 225 
Financial assets 467 256 369 154 

I_____ I__ -- 
IOther activities cansist at our Degussa shareholding, which we accounte 
Depreciation, arnortiabon, and writedowns impachng adjusted EBIT and earn 
pursuant to US GAAP. Impairment charges taken on property, plant and equip 
tor for the differences in 2006. 
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The Corporate Center consists of equity interests managed 
directly by E.ON AG, E.ON AG itself, and corisolidation effects 
a t  the group level. 

Under U.S. GAAP, E.ON is required to report under discontiri- 
ued operations those operations of a reportable or operating 
segment, or of a component thereof, that either have been 
disposed of or are classified as held for sale. Ir i  the first nine 
rrioriths of 2006, this applied mainly to WKE, which is held for 
sale, and E.ON Finland, which was sold in late June 2006. For 
the purposes of our business segrnent reporting, our results 
for the period ended September 30,2006, and for the prior- 
year period do not include the results of our discontinued 
operations (see the table on page 38 and the comrrieritary 
on page 32). 

Adjusted EBIT, E.ON's key figure for purposes of internal man- 
agernent control and as an indicator of a business's long-term 
earnings power; is derived from income/loss (-) from contin- 
uing operations before iricome taxes and interest income and 
adjusted t o  exclude certain special items. The adjustments 
include book gairis and losses on disposals, restructuring 
expenses, and other nonoperating income and expenses of a 
nonrecurring or rare nature. In addition, interest iricorne is 
adjusted using economic criteria. In particular, the interest 
portiori of additions to provisions for pensions resulting 
from personnel expenses is allocated to interest income. The 
interest portions of the allocatioris of other long-term provi- 
sions are treated analogously to  the degree that, in accor- 
darice with US. GAAP, they are reported on different lines of 
the Consolidated Staternents of Income. 

-151 -224 
_l__l . _ _ - _  

-31 -14 
__II_____ 

__ - 
Net interest expense 

- Net interest expense relating to 
- _ "  _.________ ___. __ 

liabilities of affiliated and associated 
companies as well as other share 
investments 

- Accretion expense related to the 
-392 -375 adoption of SFAS 143 

+ income from long-term loans 25 29 
Interest and similar expenses (net) shown 
in Consolidated Statements of Income -549 -584 

-3 -3 + Nonoperating interest income (net)' 

I Interest portion of long-term provisions -296 -204 
Adjusted interest income (net) -848 -791 

~~ 

-- - --------I ~- ____I_ 

I__I_-- 

~ _ i _ _ _  

- ~ ~- 

1This figure is the sum of nonoperating interest expense and 
nonoperating interest income 

Page 9 of this report contains a detailed reconciliation of 
adjusted EBIT to  net income. 

Due to the adjustments made, our financial information 
by business segment may differ frorn the corresponding 
US. GAAP figures. 
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_________-_____ _ _ _ - _ _ _ _ _ _ _ ~ _ ~ - - "  _---._. -~ 
205.8 205.1 -____ Power sales (in billion kWhP 

Gas sales (in billion kWhP 559.4 499 7 +12 
Sales 28,174 +31 
Adjusted EBlTDA3 6,296 5,628 +l2 
Adjusted EBIT4 4,836 4,271 +13 
Income/Loss (-) from continuing operations before income taxes and minority interests 3,803 4,632 -18 

2,732 2,870 -5 Income/Loss (-) from continuing operat ions 

95 156 -39 Income/Loss (-) from discontinued operations, net 

Net income 2,827 3,026 -7 

Adjusted net income5 2,847 2,163 +32 
2,457 1,775 +38 I nves tmen ts  

2,773 2,796 -1 Cash p rov ided  by operating activi t ies 

Free cash flow6 2279 1,790 -29 

Net financial position' (at June 30 and December 31) 
Employees (at June 30 and December 31) 

_" 

I 

-- 
-_I___ 

.2,596 3,863 
80,549 79,570 +1 

Earnings p e r  share (in E) 4.29 4 59 -7 

-__I__ 

- __ 

$Adjusted for discontinued operations. 
Wnmnsolidated figures. 
3Non.GAAP Hnancial measure, see reconciliation to net income on page 9 
4Non GAAP Hnancial measure, see reconciliation to net income on page 9 and commentary on pages 3Y-35. 
sNon GAAP financial measure; see reconciiiation to net income on page 10 
6Non.GAAP Hnancial measure; see reconciliation to cash provided by operating activities on page 11. 
'Nan GAAP Hnancial measure, see reconciliation on page 12 

14(rri-~.AAP financial incasur~':, ' This report contains certain non GAAP financial measures Management believes that the non.GAAP financial measures used by EON, when 
considered in conjunction with (but not in  lieu 00 other measures that are computed in US GAAP, enhance an understanding of EONS results of operations A number of these 
non-GAAP financial measures are also commonly used by securities analysts, credit rating agencies, and investors to evaluate and compare the periodic and future operating per. 
formance and value of E ON and other companies with which E ON competes Additional information with respect to each of the non-GAAP financial measures used in this report 
is included together with the reconciliations described below 

E ON prepares its financial statements in accordance with generally accepted accounting principles In the United States (U S GAAP) A5 noted above, this report contains certain 
consolidated financial measures (Group adjusted EBiT, adjusted EBITDA, adjusted net income, net financial position, net interest expense, and free cash flow) that are not calculated 
in accordance with U S GAAP and are therefore considered "nonGAAP financial measures. within the meaning of the U S federal securities laws In accordance with applicable 
rules and regulations, E ON has presented in this report a reconciliation of each non-GAAP financial measure to the most directiy comparable U 5 GAAP measure for historical 
measures and an equivalent U 5 GAAP target for forwardhoking measures The footnotes presented with the relevant historical non-GAAP financial measures indicate the page 
of this report on which the relevant reconciliation appears The non-GAAP financial measures used in this report should not be considered in isolation as a measure of E ON'S 
profitability or liquidity and should be considered in addition to, rather than as a substitute for, net income, cash provided by operating activities, and the other income or cash 
flow data prepared in accordance with U S GAAP presented in this report and the relevant reconciliations The non-GAAP financial measures used by E ON may differ from, and not 
be comparable to, simiiariy titied measures used by other companies 
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In the first half of 2006, the E.ON Group continued i ts  positive performance. We increased sales by 31 percent 
from €28.2 billion to €36.9 billion and adjusted EBlT by 13 percent from €4.3 billion to €4.8 billion. A key con- 
tributing factor was the solid earnings performance of our Central Europe and Pan-European Gas market units. 
The U.K. market unit posted an earnings increase in the second quarter, which, as anticipated, significantly 
reduced the considerable earnings decline it had posted in the first quarter. For the E.ON Group, we now expect 
full-year adjusted EBlT to surpass the high prior-year level. In the first half of 2006, we recorded net income 
(after taxes and minority interests) of €2.8 billion, 7 percent below the high prior-year figure. As anticipated, we 
will not repeat the extraordinarily high net income of full year 2005. 

The most important energy policy issue in Germany is currently the new regulatory regime for the country's 
power and gas networks.The Federal Network Agency (known by i ts  German abbreviation, BNetzA) has ruled on 
the network charges of a number of network operators The reduction the BNetzA made to the charges filed by 
one of our network operators is in line with our expectations which were adjusted in the course of the year. In 
late June, the BNetzA presented its proposed incentive plan for network regulation. The plan, however, does 
not create incentives for network operators to achieve lasting efficiency improvements. Despite our difference 
of opinion with the BNetzA, we s ~ p p o r t  the rapid introduction of a workable incentive plan and will continue to 
play a constructive role in this process As a network operator, we need a stable regulatory environment in order 
to make long-term investments in security of supply 

Our planned acquisition of Endesa, a Spanish energy utility, would strengthen our market position and further 
expand it in Southern Europe and South America.The EU Commission issued an unconditional antitrust approval 
of the transaction in late April On July 27,2006, the CNE, Spain's energy regulatory agency approved the transac- 
tion but attached far-reaching conditions. We see no justification for these conditions On August IO, we filed an 
appeal against the CNE's conditions with Spain's Ministry of Industry, which has up to  three months to decide 
on our appeal. We'll continue to do everything we can to ensure that Endesa shareholders can make their deci- 
sion as soon as possible. We believe that this transaction will benefit all stakeholders: customers, employees, 
and shareholders as well as the wider Spanish economy 

A t  the same time, we're not losing sight of our other strategic objectives. On July 12,2006, we signed a framework 
agreement with Gazprom to exchange assets in gas production and in gas trading, gas sales, and the electricity 
business. Under the agreement, E.ON is  t o  acquire a stake in Yushno Russkoye in Siberia, one of the world's 
largest natural gas fields. In return, Gazprom is to acquire minority stakes in our two Hungarian gas companies 
and in E.ON Hunghria, a regional power and gas distributor, plus additional compensation. Production at Yushno 
Russkoye is expected to begin next year In view of the increasing demand for natural gas, E.ON and Gazprom are 
making an important contribution towards enhancing Europe's security of supply for the long term. As you can 
see, we continue to work hard to achieve our growth objectives and further enhance the value of your company. 

Sincerely yours 

Dr. Wulf H. Bernotat 
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Including the dividend and special dividend, E.ON stock fin- 
ished the first six rnonths of 2006 up 10 percent. E.ON stock 
thus significantly outperformed other European blue chips as 
measured by the EURO STOXX 50, which advanced by 2 per- 
cent over the same period, and was on par with its peer index, 
the STOXX Utilities, which also rose by 10 percent. 

The trading volume of E.ON stock climbed by more than 80 per 
cent year on year to  €50.5 billion, making E.ON the fifth 
most-traded stock in the DAX index of Germany's top 30 blue 
chips. As of June 30,2006, E.ON was the largest UAX stock in 
terms of market capitalization. 

E.ON stock is listed on the New York Stock Exchange as 
American Depositary Receipts (ADRs). Effective March 29, 
2005, the conversion ratio between E.ON ADRs and E.ON 
stock is three to one.The value of three E.ON ADRs is effec- 
tively that of one share of E.ON stock. 

For the latest information about E.ON Stock, visit 
www.eon.com. 

.. __ . . - 

- .. . . . . - . . ., 
lune 30, Occ. 31, 
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Energy Price Devclopmmts 
European power and natural gas markets saw sustained 
high prices and volatility in the first half of 2006. The main 
drivers were international oil, coal, and CO, prices as well 
as the natural gas supply and storage situation in the United 
Kingdom. 

Sustained growth in oil demand along with ongoing political 
risks in major oil producing countries like Iran, Iraq, and 
Nigeria have led to high, volatile oil prices The price of Brent 
crude oil rose to about $72 per barrel by the end of June 
2006, a 16 percent increase from the beginning of the year. 

Coal prices increased at a similar rate but were less volatile. 
Since the beginning of 2006, coal prices have risen by more 
than 11 percent to $68 per metric ton. Market observers 
attribute the increase to supply problems, particularly in 
South Africa, and to  greater buying interest in coal deriva- 
tives. 

Germany's natural gas import prices are contractually 
indexed to heating oil prices, which they track with a time 
lag. Because heating oil prices have risen continually, the 
average price of Germany's natural gas imports was 43 per- 
cent higher in the first half of 2006 than in the first half of 
2005. Natura! gas prices in the United Kingdom also remain 
high and volatile, primarily due to supply concerns and a fire 
a t  the U.K.5 largest gas storage facility. The expectation that 
this facility will be operational by winter led to a decline in 
U.K. forward natural gas prices, although forward prices 
remain near the levels seen in the fourth quarter of 2005. 

CO, prices were extremely volatile in the second quarter 
of 2006. Following increases in the beginning of 2006, CO, 
prices dropped by 27 percent in a single day on the publica- 
tion of EU member states' emissions data for 2005, which 
were significantly below market expectations. Since May 
2006, LO2 prices have stabilized at about €16 per metric ton. 

Wholesale power prices across Europe, which were heavily 
influenced by the sharp decline in CO, prices, fell by approxi- 
mately 10 to 20  percent in the U.K., Nordic, and German 
markets. Since May 2006, German wholesale power prices 
have stabilized at a higher level of about €54 per MWh on 

the back of oil and coal price developments. Reduced hydro- 
power availability pushed wholesale power prices higher in 
the Nordic market, while U.K. wholesale power prices continued 
to decline through late June due to lower natural gas prices. 

Through June, U S  natural gas prices for 2007 delivery fell 
by about 10 percent compared with the beginning of 2006. 

The main reasons cited for decline are record gas storage levels 
and the expectation of higher supplies due to the absence of 
significant hurricane activity along the US. Gulf coast so far in 
2006. Electricity prices moved lower, mainly influenced by the 
decline in gas prices and, to a smaller extent, by the develop- 
ment of SO, prices, which fell by more than half since the 
beginning of the year 

- .- __ 
U.K Baseload - EEX Baseload - 1J.S. Baseload Nord Pool Baseload 

-______--.I__- 

--7 ~ 

7/1/04 10/1/04 1/1/05 4/1/05 7/1/05 10/1/05 1/1/06 4/1/06 

>Next-year delivery I 

1 Clnietrtc ton I 

j 7/1/04 10/1/04 1/1/05 4/1/05 7/1/05 10/1/05 1/1/06 4/1/06 
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I 1 Monthly .. Brent crude oil front month $/bbl German natural gas import price f/MWh .. U S. front month natural gas f/MWh .. U.K. front month natural gas f/MWh I Bunde front month natural was EIMWh averame nrices 
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Regulation of Network Charges in Germany 
The new regulation of Germany's electricity and gas networks 
requires that network charges be approved in advance. The 
approvals process is currently under way. 

Electricity network charges were supposed to  have been 
approved by May 1,2006, and gas network charges by 
August 1,2006. Due to the Federal Network Agency's (BNetzA) 
lengthy review process, rulings on electricity and gas net- 
work charges are considerably delayed.To date, the BNetzA 
has ruled or1 only a small number of electricity network 
charges.The BNetzA issued its first ruling for an E.ON net- 
work operator when it ruled on the charges of E.ON 
Thuringer Energie's distribution network operator. Effective 
August 1,2006, the BNerzA reduced by about 14 percent the 
network charges filed by our subsidiary 

As part of the network charge approval process, the BNetzA 
is also dealing with the refund of overcharges.The BNetzA 
will require electricity network operators t o  refund to  net- 
work customers the difference between operators' actual 
network charges and their approved network charges for 
the period between November 1,2005, and the date opera- 
tors' charges are approved.This i s  reflected in our Consoli- 
dated Financial Statements for the period ended June 30, 
2006.The BNetzA has not yet issued a ruling on gas network 
charges. 

Germany's Energy Law of 2005 required the BNetzA to design 
an incentive plan for the regulation of network charges.The 
BNetzA submitted its plan in late June 2006.The German 
federal governmerit may now, with the Bundesrat's approval, 
issue an ordinance on an incentive plan for network regula 
tion.The BNetzA's report calls for the incentive plan to  begin 
on January 1,2008. Furthermore, it proposes that, within six 
to  eight years, all income from network charges should be 
reduced to  the level of the most efficient network operator 
and that all network operators reduce their costs by 1.5 t o  
2 percent annually. 

The energy industry is in agreement that the efficiency 
enhancements and cost reductions proposed by the BNetzA 
are neither technically achievable nor economically reason- 
able. Moreover, the proposed transition periods are too short. 
It will be important t o  ensure that the legislation codifying 
the incentive plan contains mechanisms to  reflect the struc- 
tural differences between network operators and rnaintains 
incentives for investment in network infrastructure. 
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111 ~ 

Jdtiuary 1 - junc 30 
i in millions 2006 

+5 ’ I 2,454 2,337 
__I-I ____ ____I 

Central Europe 

U K  
Nordic 

U S  Midwest 

Corporate Center 

Core Energy Business 4,783 4,204 +14 _--_ -_I___ ---I- I 

Other Activities2 53 67 -21 

Adjusted EBlP 4,836 4,271 +13 

Pan-European Gas /458 803 +82 I 
451 613 -26 --- 
428 428 - I  

pl_l__-- - 
165 173 -5 ’ 

_ _ I _ _ _ _ l _ i _ _ ~  

- 173 -150 ______ ~ -~ - 
_______________“I._ ___ 

Smis segment consists of Degussa, which IS accounted for usingthe equtty method 
3Non GAAP financial measurei see the tahie helow for a reconciliation to net 
income. - _ _  _ _ _ _  ._ 

Net Income 7 Percent below High Prior-Year level 
Net income (after income taxes and minority interests) of 
€2.8 billion and earnings per share of €4 29 were both 7 per- 
cent below the high prior-year level 

january 1 - June 3 

Adjusted EBITDAZ 

Depreciation, amortization, 
and impairments affecting 

Adjusted EBW 

Adjusted interest 
income (net)& 

Net book gains 

Restructur irig expenses 

Other nonoperating 
earnings 

Income/loss (-) from 
continuing operations 
before income taxes and 

4,632 - l a  minority interests 

-1,497 lncorne taxes 

-265 Minority interests 

Income/loss (-1 from 
2,870 -5 continuing operations 

Income/Loss (-) from dis- 
156 -39 continued operations, net 

Net income 3,026 -7 

6,296 5,628 +12 
I_ -~ _____ ~ 

adjusted E B l b  -1,460 -1,357 
__I -“I_ - - -  .--I-.. - - 

4,836 4,271 +13 

-533 -537 
606 188 

-13 

1- _____ ~- - 
__________I___ 

- I____ -- I- 

_ _ _ I - ~  

723 - __ ._ _- - ___I------ _- 

- - - 
~ _ _ _ I  

ll_l -I_ 

- -11 -_1_ _1- 

-__I_ ~ - 1 1 ~  

A t  42533 million, adjusted interest income (net) was almost 
unchanged frorn the prior-year figure of 4 5 3 7  million. 

Net book gains in the first half of 2006 were significantly above 
the prior-year figure and resulted from the sale of securities 
(€230  million) and the Degussa transaction (€376 million; see 
commentary on page 29). In the prior-year period, net book 
gains resulted frorn the sale of securities. 

We did not record restructuring expenses in  the first half of 
2006. 

Other nonoperating earnings primarily reflect the fulfilment 
of derivative gas procurement contracts and frorn the mark- 
ing to market of derivatives (-5952 million). For the period 
ended June 30,2005,  the marking t o  market of derivatives 
resulted in a positive effect of €910 million. 

Our continuing operations recorded a tax expense of €766 mil- 
lion in the first half of 2006.The decline in our tax expense 
primarily reflects a higher share of tax-free income. 

Minority interests’ share of net income increased due to higher 
earnings contributions at the companies in question and cori- 
solidation effects. 

Income/Loss ( )  from discontinued operations, net, includes 
the results of E.ON Finland, which was sold in June 2006, and 
Western Kentucky Energy, which is held for sale. Pursuant to 
US. GAAP, their results are reported separately in  the Consoli- 
dated Statements of Income (see cornmeritary on pages 28-29). 
In the prior-year period, this item also contained the results 
of Viterra and Ruhrgas Industries, which were sold in 2005. 

I 
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Adjusted net income 32 percent above prior-year 
figure 
In addition to  reflecting our operating performance, net 
income also reflects extraordinary effects such as the mark- 
ing to  market of derivatives. For the first time, we are dis- 
closing adjusted net income, an earnings figure after inter- 
est income, incomes taxes, and minority interests that has 
been adjusted to exclude certain extraordinary effects. The 
adjustments include book gains and losses on disposals, 
restructuring expenses, and other nonoperating income 
and expenses of a nonrecurring or rare nature (after taxes 
and minority interests). Adjusted net income also excludes 
Income/Loss (-) from discontinued operations, net. 

January 1 ]tine 30 
C In niillions 2006 2005 11- 1 

-7 __ Net income 2,827 3,026 

Nonoperating earnings 
after income taxes and 
minority interests 

Income/Loss (-) from dis- 
continued operations, net 

Adjusted net income 2,847 2,163 +32 

Won GAAP flnancial measure 

- - _  _ _  - --- -__I_ -- 

115 -707 -~ ~ ~ 

-95 -156 ~ _ _ _ _ ~  

___ ____ __ ______I- -- 

- - - -_ - - -- - - 

I;ivestments Significantly Higher 
In the period under review, the E.QN Group invested €2 5 bil- 
lion, a 38 percent increase year on year We invested €1.5 bil- 
lion in intangible assets and property, plant, and equipment 
compared with €1 billion in the prior year. Investments in 
financial assets totaled €963 million versus €769 million in 
the prior year. 

L--- ___-____I___I_________ ~ _ _ _  
Central Europe 1,090 728 +50 

Pan-European Gas 582 224 +160 
UK 308 412 -25 

Nordic 335 234 +43 

154 76 +lo3 U S Midwest 

101 Corporate Center -12 

Total 2,457 1.775 +38 

1 -  

I _____ 
- ~- 

January 1 - June 30 I 
+I-?;, I 

i 
I 
I 

I 
1 

C in millinns 2006 20051 I 

1 1Adjusted for discontinued operations - _ _  _ _  - - _._I 

January 1 Junc 30,2006 
Percentages Tooral €2,457 millinn 
_ _ _ _ ~ _ . _ _ _ ~ _ _  

44 Central Europe 

.- 24 PawEuropean Gas I----'- 
14 Nordic 

._ -. 0 U S Midwest 

Central Europe invested €1,090 million in  the first half of 
2006,50 percent more than in the same period last year. 
Investments in intangible assets and property, plant, and 
equipment totaled €668 million (prior year: €527 million) and 
were aimed predominantly a t  generation and distribution 
assets. Investments in financial assets increased significantly 
to €422 million (prior year: €201 million), primarily due to  
capital increases at subsidiaries, the acquisition of ownership 
interests in small regional distribution companies in eastern 
Germany, and investments in new solid-waste incineration 
plants. 

Pan-European Gas invested f582 million, of which €151 mil- 
lian (prior year: €61 million) went towards intangible assets 
and property, plant, and equipment. Investments in financial 
assets of €431 million (prior year: €163 million) mainly reflect 
the acquisition of the gas trading and storage business of 
Hungary's MOL (now E.ON Foldgaz Trade and E.ON Foldgaz 
Storage).This transaction closed in late March 2006. 

U.K. invested €308 million in 2006 primarily on capital expen- 
diture for additions to property, plant, and equipment.The 
decrease compared with 2005 is due to the acquisitions of 
the Enfield CCGT asset and of Economy Power's retail small 
and medium sized enterprise customers in 2005 partially off- 
set by additional capital expenditure allowances in the regu- 
lated business due to the five-year regulation review and by 
higher expenditure on the generation portfolio, particularly 
to develop new renewable5 capacity at Lockerbie. 

Nordic invested €222 million (prior year: €136 million) in 
intangible assets and property, plant, and equipment to  
maintain existing production plants and to upgrade and 
extend its distribution network. The increase was mainly 
related to  efficiency-enhancing investments in  Nordic's 
nuclear power plants, as well as investments in its distribu- 
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In general, surplus cash provided by operating activities at 
Central Europe, U.K., and US. Midwest is lower in the first 
quarter of the year (despite the high sales volume typical of 
this season) due to the nature of their billing cycles, which 
in  the first quarter are characterized by an increase in 
receivables combined with cash outflows for goods and 
services. During the remainder of the year, there is typically 
a corresponding reduction in working capital, resulting in 
surplus cash provided by operating activities, although sales 
volumes in these quarters (with the exception of U 5. Mid- 
west) are actually lower. The fourth quarter is characterized 
by an increase in working capital. A t  Pan-European Gas, by 
contrast, cash provided by operating activities i s  recorded 
principally in  the first quarter, whereas there are cash out- 
flows for intake at gas storage facilities in the second and 
third quarters and for gas tax prepayments in the fourth 
quarter. A major portion of the market units' capital expendi- 
tures for intangible assets and properly, plant, and equip- 
ment is paid in the fourth quarter. 

Due to the increase in investments in intangible assets and 
property, plant, and equipment, free cash flow was 29 per- 
cent below the prior-year number. 

- - _ _  
Jilfl? 30. DCY 31, ]Jll( 30 

t m mil cns  ? O N  2005 2OOi 

Bank deposits 2,182 5,859 3,369 

Securities and funds 
9,274 9,260 8,708 (current assets) 

Total liquid funds 11,456 15,119 12,077 
Securities and funds 
(fixed assets) 1,387 1,160 1,155 

32,843 16,279 13,232 Total financial assets 

Financial liabilities to banks -1,673 -1,572 -2328 

Bonds (incliiding MTN) 9,113 -9,538 9,572 

Commercial paper 3,388 - -4,073 

-1,265 -1,306 -617 Other financial liabilities 

Total financial liabilities -15,439 -12,416 -16,590 
Net financial position' -2,596 3,863 -3,358 

_ _  - - . __ _ _  -. - _ _  - _ . ---- 

.____-______ ~ 

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

_ _ ~  ___._ - 

- -. - . __ . - - - 
_ _ _ _ _ _ _ _ _ _  

~ --__- ~- 

_ _ _ _ -  ~- - -~ -- 

__ . -. - - - - --- 

__ _ _  -. -- 

INonGAAP financial measurei see reconclllation In the next table 

Net financial position, a non-GAAP financial measure, is 
derived from a number of figures which are reconciled to 
the most directly comparable U.S. GAAP measure in the 
next table. 

__ --- 
Ic iw  30 Dec ;1, ]uric30 

E in n'i ions 7006 2005 2005 
_. _ -  - -  -__-- - 
Liquid funds shown in 
the Consolidated Financial 
Statements 11,456 15,119 12,077 

Financial assets snown in 
the Consolidated Financial 
Statements 

_ _ _ _  - - - 

25,829 21,686 17,616 
~ - - ~- __ - 

Thereof loans -889 1,100 -1,ZU ___ __-__ ____  ~ - 
- Thereof eqJity investments -22,865 -18,759 -14,551 

- Thereof shares in 
- - -- - -- - __ 

affiliated companies -688 -667 -698 

-Total financial assets 12,843 16,279 13,232 
F nancial liabilities shown 
in the Consoliaated Financial 

- Thereof to affiliated 

- Thereof to associated 

-Total financial liabilities 

- ._ _ _ _ _  - - - ___ ._ - - _ -  
~ 

Statements -17,589 14,362 18,593 __ 

110 13L - - companies 141 - _ _  - ~- 

2,009 1,812 1,893 

-15,439 -12,416 -16,590 
Net financial position -2,596 3,863 -3,358 

- __ _ _  - __ _ _  - - companies - __ _. - 

_.. - - - - 

Our net financial position af 22,596 million was €6,459 million 
below the figure reported as of December 31,2005 (€3,863 mil- 
lion).This is mainly attributable to  financial outlays for invest- 
ments in property, plant, and equipment, the acquisition of 
the natural gas business of Hungary's MOL, and the €2 6 bil- 
lion payment under our contractual trust arrangement. In 
addition, the dividend payout (including the special dividend) 
and the related tax payment resulted in substantial cash out- 
flow. Our net financial position was positively affected by pro- 
ceeds from the disposal of E.ON Finland and, in particular, by 
our strong cash provided by operating activities. 

January 1 - ]UI 

C in millions 

Net interest expense1 

Adjusted EBITDAZ 6,296 5,628 
Adjusted EBITDA f net interest expense 104.9~ 56.3~ 

-___ 
-100 1 

I 
-60 _____ _____ 

_---_-____l__-_-_l-- __-- 

INanGAAP financial measure, see page 35 for a reconclllation to Interest Income 
shown in the Consolidated Statemenk of Income 
ZNon-GAAP financial measure, see reconclllatlon to net Income on page 9. 

-_I__ ___ -. I-__- _ I _ ~  
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Net interest expense declined by €40 million from the year- 
earlier figure, mainly due to  the positive development of our 
net financial position. Net interest expense only includes the 
interest income of those items that are also part of the net 
financial position 

On February 21,2006, Standard & Poor's put its AA- long-term 
rating for E.ON bonds and its A-I+ short-term rating on credit 
watch with negative implications following E.ON's offer t o  
acquire Endesa. On February 22,2006, Moody's announced 
that it was reviewing its Aa3 long-term rating for E.ON bonds 
for a possible downgrade. Following the closing of the Endesa 
transaction, E.ON aims t o  have a single-A flat rating (A/A2). 
Commercial paper issued by E.ON has a short-term rating of 
A-I+ and P-I by Standard & Poor's and Moody's, respectively. 

On February 21,2006, E.ON made an offer of €29.1 billion for 
100 percent of Endesa's stock, In conjunction with this offer, 
E.ON concluded a €32 billion credit facility. Pursuant to the 
terms of i t s  offer, E.ON adjusted its offer t o  €26.9 billion fol- 
lowing Endesa's dividend payout in july 2006. 

Employees 
On June 30,2006, the E.ON Group had 80,549 employees 
worldwide, as well as 1,919 apprentices and 229 board mem- 
bers arid managing directors. Our workforce was essentially 
unchanged from year end 2005. 

A t  the end of the current period, 46,269 employees, or 57.4 per- 
cent of all staff, were working outside Germany, also essen- 
tially unchanged from year end 2005. 

1 Central Europe 
I 

1 UK. 

j ::.:idwest ' Corporate Center 
I -  I_-----__-I..- 
' Total 
1 Discontinued operations2 

~ Degussa3 

Pan-European Gas , 

.__l_l" 

44141 44,476 -1 
13,366 -5 

14,411 12,891 +I2 
5,912 5,424 +9 

3,002 -3 
411 +5 

79,570 +1 
840 -46 

33,882 -1 

~ _ _ _ _  
- ~ _ _ l _ l  

-___._- 

_________ 
~~ 

- _-I_ - __ 
~- -11- 
~~ 

The nurnber of employees at Pan-European Gas declined by 
about 5 percent to 12,755 relative to year end 2005, mainly due 
to efficiencyenhancement measures at E.ON Gaz Romania. 

A t  the end of the first half of 2006, U.K. had 14,411 employ- 
ees, roughly 12 percent more than at year end 2005.The 
increase is chiefly attributable to  the further additioris in 
customer service staff and increased hiring of technical per- 
sonnel a t  the power distribution and metering businesses. 

A t  the end of the first half of 2006, Nordic had 5,912 employ 
ees, 9 percent more than at year end 2005.The increase is 
due i n  particular t o  the hiring of seasonal staff in the sum- 
mer months. 

A t  the end of the first half of 2006, US. Midwest had 2,898 
employees, 3 percent less than at year end 2005 The 
decrease is due rnairily to the sale of operating contracts of 
a service company in the non-regulated business. 

During the reporting period, wages and salaries including 
social security contributions and retirement payments 
totaled €2.3 billion, compared with €2.2 billion a year ago. 
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Risk Situation 
In the normal course of business, we are subject t o  a num- 
ber of risks that are inseparably linked to the operation of 
our businesses.. 

Technologically complex facilities are involved in the praduc- 
tion and distribution of energy. Operational failures or 
extended production stoppages of facilities or components 
of facilities could adversely impact our earnings situation. 
We seek to  minimize these risks through ongoing employee 
training and qualification programs and regular mainte- 
nance and enhancement of our facilities. 

In the normal course of business, E.ON is exposed to  interest 
rate, currency, commodity price, and counterparty risks 
which we address through the use of instruments suited to 
this purpose. 

Our market units operate in an international market environ- 
ment characterized by general risks related to the b\JSineSS 
cycle and by increasingly intense competition. We use a 
comprehensive sales management system and derivative 
financial instruments to limit the price and sales risks faced 
by our power and gas business on liberalized markets. 

The political, legal, and regulatory environment in which the 
E.ON Group does business is a source of additional external 
risks. Changes to  this environment can make planning un- 
certain. Our goal is to play an active and informed role in 
shaping our business environment We pursue this goal by 
engaging in a systematic and constructive dialog with poli- 
tical leaders and representatives of government agencies. 
Currently, the following issues are of particular relevance: 

The regulation of electricity and gas networks codified 
in Germany's Energy Law 2005 requires that network 
charges be approved in advance This poses a risk to our 
earnings situation, since it is becoming apparent that 
Germany's Federal Network Agency is interpreting the 
law in a one-sided manner prejudicial to network opera- 
tors. 

Germany's Federal Cartel Office (FCO) issued an order 
prohibiting E.ON Ruhrgas from implementing existing 
long-term gas s ~ p p l y  contracts. E.ON Ruhrgas filed an 
emergency appeal with the State Superior Court in Dus- 
seldorf to prevent the order from taking immediate 
effect.The appeal was not successful. We are now con- 
centrating our efforts on the main case before the State 
Superior Court whose decision can be appealed to  the 
German Federal Appeals Court. We expect that the main 
case will provide our customers and us with a thorough 
legal clarification and therefore the necessary legal 
assurance, in particular about the permissibility of the 
competitive injunction issued against us by the FCO. In 
accordance with the terms of the FCO's order, we are 
in the meantime offering our resellers affected by the 
order new gas supply contracts for the period after 
October 1,2006. The offer has been well received. 

The operational and strategic management of the E.ON Group 
relies heavily on highly complex information technology. Our 
IT systems are maintained and optimized by qualified E.ON 
Group experts, outside experts, and a wide range of techni- 
cal security measures. 

In the period under review, the E.ON Group's risk situation 
did not change substantially from year end 2005. 
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Outlook 
The E.ON Group's positive earnings performance continued 
in the second quarter. We now expect our adjusted EBlT for 
2006 to surpass the high prior-year level. However, we will 
not repeat the extraordinarily high net income figure posted 
iri 2005, which resulted in particular from the book gains on 
our successful Viterra and Ruhrgas Industries disposals. 

The earnings forecast by market unit is as follows: 
For 2006, we expect Central Europe's adjusted EBlT to be 
slightly above the prior-year level. We expect t o  offset the 
adverse affects of regulatory measures affecting our network 
business by achieving operating improvemerits in other areas. 

Pan-European Gas's upward earnings trend from the start of 
the year continued in the second quarter. We now expect 
Pan-European Gas's adjusted EBIT to  markedly exceed the 
figure for 2005. Assuming temperatures are normal and oil 
price forecasts are correct, the sharp rate of earnings 
growth recorded iri the first half of the year cannot be 
extrapolated to the year as a whole because certain effects 
primarily impacted the first half. The Up-/Midstream busi- 
ness will benefit from earnings streams from E.ON Ruhrgas 
UK North Sea Limited, which was acquired last year, and 
from temperature-driven volume increases recorded in the 
first quarter. Moreover, oil price developments were a signifi- 
cant negative faiTor in the prior year. On balance, we expect 
higher equity earnings in the downstream business. 

retail price increases, increased value from E.ON UKs gerier- 
ation fleet, and profit and cost initiatives partially counter- 
acted by future commodity cost increases. 

We anticipate that Nordic's adjusted EBlT for 2006 will be 
below the strong figure posted in 2005. Earnings develop- 
ment will be affected by significantly higher nuclear and 
hydro taxes and by the absence of earnings streams from the 
divested hydropower plants. These effects will be partially 
counteracted by higher average electricity prices. 

We expect US. Midwest's 2006 adjusted EBlT t o  slightly 
exceed the prior-year level due to  lower costs following the 
approvals of the responsible commissions that allow us to  
exit the organized MISO market iri September. 

As expected, the U.K. market unit's adjusted EBlT perform- 
ance in the second quarter was significantly better than in 
the first quarter. This improvement supports our expectation 
that full-year 2006 adjusted EBlT will be significantly above 
the 2005 figure. Important factors include the impact of 
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Central Europe 

E iii milliciis 2006 I __-_-___I ~ _ I _ _ _ ~  

15,112 12,505 +21 _ _ _ _ _ _ _ - ~  1 Sales 
1 -Thereof energy taxes 544 543 - ' 

3,069 2,948 +4 I --- Adjusted EBITDA 

I Adjusted EBlT 2,454 2,337 +5 
I 

Market Development 
With the exception of a small number of regions, electricity 
prices in Germany's residential segment did not change in 
the second quarter, since there is typically a delay before 
changes in wholesale prices are passed on to  residential 
customers. In a number of cities, there has been a stronger 
presence of new energy suppliers offering electricity and 
gas to  residential customers. 

Power and Gas Sales 
The Central Europe market unit increased its power sales by 
3.9 billion kWh to 137.4 billion kWh.The increase is almost 
entirely attributable to the inclusion of newly consolidated 
regional electricity distributors in Bulgaria, Romania, and the 
Netherlands. 

Central Europe's regional distribution companies sold about 
20 billion kWh more natural gas than in the prior-year peri- 
od. More than two thirds of the increase resulted from con- 
solidation effects. In the first half of the previous year, NRE 
of the Netherlands and Gasversorgung Thuringen (GW were 
not yet consolidated E.ON companies; our Hungarian gas 
utilities were not included until April 2005.The remainder of 
the increase is primarily weather-driven. 

Power Generation and Procurement 
Central Europe utilized its flexible mix of generation assets 
to meet about 47 percent of i t s  electricity requirements, 
compared with 48 percent in  the prior year. I t  procured 
around 4.1 billion kWh more electricity from outside sources 
than in the year-earlier period.This increase results mainly 
from the inclusion of newly consolidated subsidiaries in Bul- 
garia and Romania. 

. -  
Total. 137.6 

]..ne 30. 7-005. 1'13 5 )  [prim? 1 

i ?5 ? Residential and 
(23 2 )  small commercial 

___ 3 Industrial and 
(17 5) large commercial 

j 1Exciudes trading activities 1 

1 lailuary 1 . jui'le 30,2006 Total. 86.5 
Bll!iori klVn ( , a t ~ i ? q  1 ] m e  3). 7005: 66 1) 

I ~ 

1 73 6 Residential and 1 
I (22 0) small commercial , 

I 

I I 
~ 

22 5 Sales partners 
(14 S) 

I 

-1 _I 

/ng activities 

__ L] latittar, 1 - Jmc. 30 
Billloil kWn LO06 2005 

~ ______ 
Owned generation 67 9 66 5 +2 

76.9 73 1 +5 Purchases 

plants 6 4  67 -4 

__ _ _  - ____ - ____ 
_ _ I _ _ _  __ ____ 

jointly owned power 

_ _ _ _ _ _ _ _ _ _ _ _ _ _ _ _  _ ~ _  
- Outside sources 70 5 66 4 +6 

+4 
_ _ _ _  - ____ ~~ __ __  

_. - Power procured 144.8 139 6 
Station use, line loss, 
pumped storage hydro -74 -6 1 

Power sales 137.4 133 5 13 

- - . - - - - - 

- . - -_ - - - . - __ - - - - __ .- -- - 

1 %dudes trading activities. I '. - . ../ 
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I 
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I 
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~ 

.- -. . _. 

Sales and Adjusted EBlT 
Central Europe grew sales by €2.6 billion relative to the pri- 
or-year period.The expansion of our operations, particularly 
in Central Europe East, is responsible for about one third of 
the increase.The remaining increase i s  mainly attributable 
to  adjustmerits to our power and gas prices resulting from 
the global rise in rawmaterial and energy prices and t o  
weather-driven volurne increases, particularly of natural gas. 

Adjusted EBIT at Central Europe West Power was €136 rnil- 
lion below the prior-year figure. This follows an increase of 
€18 million in the first quarter of 2006.The decrease is main- 
ly attributable to provisions of f325 million created for the 
expected consequences of the new regulation of network 
charges in Germany (see commentary on page 7). In addi- 
tion, the passthrough of higher wholesale electricity prices 
to end customers was moderated by significantly higher 
conventional fuel costs and higher power procurement costs. 
Adjusted EBIT was also negatively affected by increased 
charges stemming from earlier reporting periods. 

Adjusted EBlT at Central Europe West Gas was €81 niillion 
above the prior-year figure, mainly due to  volume increases 
resulting frorn cold weather in the period under review and 
to the fact that GVT was not a consolidated E.ON cornpany 
in the prior-year period. 

Central Europe East’s adjusted EBIT rose by €60 million com- 
pared with the same period last year. About two thirds of 
the increase reflects the inclusion of earnings from compa- 
nies in  Bulgaria, Hungary, and Romania acquired in 2005.The 
remaining increase results frorn our operations in Bulgaria 
and the Czech Republic and is prirnarily pricedriven 

Adjusted EBIT recorded under Other/Consolidation increased 
by €112 million, mainly due to higher income from realized 
hedging transactions. 

Adjusted EBlT rose by €117 million year on year, with Central 
Europe’s business units developing as follows: 

ing activities are recognized n e t  
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Pan-European Gas 

I 
JanLiaiy 1 - junc 30 I 
C in million3 2006 2005 +/ so 1 

14,016 8,860 +58 
2047 1,682 +10 

__I_- ~ ~ 

~ Sales 

, -Thereof energy taxes 
_.- ~ ~ 

1 /717 978 +76 
I _ _ _ _ _ ~ ~  Adjusted EBITDA 

Adjusted EBIT 1,458 803 +82 

Market Development 
Germany consumed about 9 percent more natural gas in 
first half of 2006 than in the prior-year period, mainly due to 
cooler weather in January and March.Temperatures in the 
second quarter were comparable to  those of the prior year. 
In this period, Germany consumed 3 percent more natural 
gas than in the same quarter a year ago. 

Gas Release Program 
On May 17,2006, E.ON Ruhrgas held the fourth auction of a 
portion of the natural gas it procures under long-term supply 
contracts. Seven bidders were awarded a total of about 39 bil- 
lion kWh of gas in the seventh round of the Internet-based 
auction. Demand was thus higher than in the previous years. 

Gas Sales 
Pan-European Gas’s midstream business sold 404.9 billion 
kWh of natural gas in the first half of 2006, surpassing the 
prior-year figure by nearly 12 percent. It sold 138.6 billion 
kWh of natural gas in the second quarter, about 1 percent 
more than last year. 

Jar i tmy 1 - June 30 
Billion kWh 2006 

First quarter 266.3 225.6 ti8 
56.6 57.7 -2 
43.3 44.5 -3 May 

June 38.7 35 3 + 10 

Second quarter 138.6 137.5 +1 
Gas sales 404.9 363.1 +I2 

~ ______ 
~~~ 

April 

~ ~ 

- - 

___________.-_.I ____ I _ _ _ I _  . _  _ _ _  
-- 

%Gas sales of EON Ruhrgas AG 

In the first half of 2006, E.ON Ruhrgas AG increased its sales 
volume outside Germany by 28 percent to 81.7 billion kWh. 
Sales outside Germany thus accounted for one fifth of total 
sales volume. Additional gas volumes were sold in Italy in 
the second quarter. In addition, we acquired new customers 
in France and Denmark. 

In the first six months of 2006, sales volume in Germany rose 
by 8 percent year on year to 323.1 billion kWh. Sales volume 
declined by 3 percent in the second quarter following a sig- 
nificant 15 percent increase in the first quarter. Overall, sales 
by segment changed only slightly. In the first half of 2006, 
regional gas companies accounted for 47 percent of total 
sales volume, municipal utilities for 24 percent, and industrial 
customers for 9 percent compared.with 49 percent, 24 percent, 
and 9 percent, respectively, in the prior-year period. 

I 
I 

, i b: Regional gas 
I companies 
I 1 

2.1 Municipal 
I 

I 
utilities i 

- 20 Sales outside 
Germany 

Y Industrial customers 
in Germany 

j ltas sales of EON Ruhrgas AG. I 

Sales and Adjusted EBIT 
Pan-European Gas increased sales by 58 percent year on 
year to €14 billion. 

Sales growth in  the midstream business resulted mainly 
from higher average sales prices in the wake of oil price 
movements along with higher sales volumes in the first half 
The upstream business includes the revenue streams of 
E.ON Ruhrgas UK North Sea Limited.This company was 
acquired in 2005 and only contributed to  consolidated sales 
in November and December. In September 2005, Pan-Euro- 
pean Gas increased its stake in Njord Field from 15 percent 
to 30 percent, which also had a positive effect on sales in 
the current-year period. Sales at Downstream Shareholdings 
were about €1.3 billion higher, due primarily to consolidation 
effects.The sales of E.ON Gaz Romania are included from 
the beginning of 2006, whereas in 2005 they were not con- 
solidated until the second half following our acquisition of 
majority stake. E.ON Foldgaz Trade and E.ON Foldgaz Storage 
became consolidated E ON subsidiaries on March 31,2006, 
after we acquired 100 percent of the two companies from 
MOL, a Hungarian oil and gas company. 



Interim Report 11/2006 

19 

Pan-European Gas recorded an adjusted EBlT of €1,458 mil- 
lion, a considerable increase from the prior-year period. All 
business units contributed to the advance. 

The Up-/Midstream business unit benefited in the f i r s t  half 
of 2006 from high oil and natural gas price levels and con- 
solidation effects. Temperaturedriven volume increases in 
the first quarter and sales growth outside Germany served 
to increase adjusted EBlT at the midstream business. In 
addition, the continual rise in oil prices had a significant 
negative impact on adjusted EBlT in the prior-year period. 
Moreover, adjusted EBlT in the second quarter was positively 
affected by payments of invoices from the cold winter. Fur- 

thermore, nonrecurring income from the final clearing of 
trading transactions contributed to  the increase in adjusted 
EBlT; the negative effects of these transactions had had a 
negative impact on the prior-year figure. 

Higher equity earnings from associated companies constituted 
a key positive effect on adjusted EBIT at Downstream Share- 
holdings. Another was the inclusion of E.ON Gaz Romania. 
By contrast, E.ON Foldgaz Trade, which operates in Hungary's 
regulated gas market, recorded a negative adjusted EBlT due 
to the delay in passing through higher procurement costs. 

-___111 

t̂  I l l  17111 

10,287 6,438 2,239 956 -357 -216 12,169 7,178 
_ _ _ _ _ _ _ _ _ _ l _ _ i _ _ _ _ I _ _ _ _ _ _ _ _ _ _ _ I _ _ _ ~  

, Sales' 

1 Adjusted EBITDA 1 Adjusted EBlT 

U.K. 

6,399 4,876 +31 ' ' Sales 

732 908 -19 1 ~ Adjusted EBITDA 
I 
, Adjusted EBlT 451 613 -26 , 

--_____ 
-__I_____ 

Market Development 
U.K. market electricity and gas consumption at 180 billion 
kWh and 553 billion kWh, respectively, for the first half of 
2006 was broadly in line with 2005. 

E.ON UK's residential retail prices were increased by 18.4 per- 
cent for electricity and 24.4 percent for gas, effective March 
10,2006. In an environment of rising wholesale energy costs, 
the pricing strategy is under constant watch. 

Power and Gas Sales 
The decrease in Industrial and Commercial (lac) power and 
gas volumes reflected E.ON UK's focus on margin rather than 
volume. Residential and SME power and gas sales volunies 
increased despite a 2 percent reduction in the number of 
customer accounts; the volurne increase is primarily due to  
colder weather in the first quarter. 

lanuaiy 1 - June 30 e kV.4i 2006 2005 +/- C 
I 

18 9 *5 ~ 

11.6 -21 I 
_ _ _ _ _ _ _ _ _ _ I  

-__- 
30.5 -5 
39 7 +3 
18 1 -8 
57.8 -1 

-- 
_______I__ 

~ - I _ _ _  

1Excludes wholesale and energy tradmg activities 
- -_ '. . - - - .- - - - 
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Power Generation and Procurement 

2005 4 ,  “ o  

Owned generation] 18 5 17 7 ‘5 _ _ _  - _  -- 
Purchases 113 1 3  8 18 
- -~ - -- - - 

Jointly owned power 
plants 0 3  0 9  67 

Outside sources 110  12 9 15 
_. _ _ _ _  -- - 

_ .  - __ . _ _ _ _ _  
Power procured 29.8 31.5 -5 

pumped storage hydro -0.7 1 0  

__ .- - 
Station use, line loss, 

Power sales 29.1 30.5 -5 
_ _ _  ____ - - -  

.. ___ .- 

Purchases from outside sources declined due to higher owned 
generation and lower retail I&C sales volumes.The year-on- 
year increase in owned generation i s  mainly due to  higher 
coal-fired generation driven by the improved economics and 
improved power-plant availability 

U.K.’s attributable generation capacity increased by 1,740 MW 
from June 2005.This is mainly due to the return of two oil- 
fired units at Grain (1,300 MW) and the return to service of 
the second module at Killingholme (450 MW). 

In response to the Renewable Obligation, E ON UK continues 
to grow a balanced portfolio of renewable power purchase 
agreements and physical assets In the first six months of 
2006, E.ON UK co-fired biomass materials at Kingsnorth and 
Ironbridge, generating a total of 155 million kWh. Work has 
also commenced on the construction of a 44 MW wood-burn- 
ing plant in  Lockerbie in southwest Scotland. When built, 
Lockerbie will be the United Kingdom’s largest dedicated 
biomass plant. 

Sales and Adjusted EBlT 
E.ON UK increased its sales in the first half of 2006 com- 
pared with the prior year primarily due to  price increases in 
the retail business and higher gas and power prices in the 

, a n ~ a r )  1 - June 70,200h 
Pcrceritaqcs 

I I irh Hard coal I 
I 

- 3 1  Natural gas and j 
merchant CHP 

I 
____ 1 Hydro,wind,oil, j other 

wholesale market. E.ON UK delivered an adjusted EBlT of 
€451 million in the first half of 2006, of which €231 million 
was in the regulated business and €270 million in the non- 
regulated business. 

Adjusted EBIT at  the non-regulated business declined by 
€122 rnillion.The decrease is primarily due to the impact of 
higher gas costs in quarter one 2006 offset by price rises in 
the residential segment and cost and profit initiatives. Fur- 
thermore, one-off benefits in the prior year relating to  the 
integration of previously outsourced customer service activi- 
ties and higher carbon costs in 2006 adversely affected the 
results compared to 2005. Adjusted EBlT in the first quarter 
of 2006 was €213 million below the prior-year figure, meaning 
that the second-quarter performance improved by €91 million. 
This improvement is in line with our expectation that the 
increase in residential prices along with cost and profit 
initiatives would restore margins. 

Adjusted EBlT at Other/Consolidation decreased by €48 mil- 
lion due to lower profits from overseas assets partly due to 
disposals, higher pensions costs, and foreign-exchange dif- 
ferences. 

laiiuary 1 - June 30 

, Sales 

I Adjusted EBITDA 

’ Adjusted EBlT 

I 
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Nordic 

January 1 - June 30 
F In 171111@flS 2006 2005 *I '$ 

/779 1,663 +7 
___I_ ~ - I Sales 

t -'Thereof energy taxes 

, Adjusted EBITDA 

217 227 -4 I 

616 602 +2 1 

---I 

-..---.-_____-I 

Adjusted EBlT 428 428 - I  

Market Developmerit 
The Nordic region consumed 4.5 percent more electricity 
than in the prior-year period, mainly due to higher corisump- 
tion in Sweden and Norway resulting from considerably 
colder weather: 

In the first quarter of 2006, the Nordic region was a net 
exporter of electricity to Germany. On balance, however, it 
imported more than 4 billion kWh from surrounding coun. 
tries during the first six months of 2006. 

Power Sales 

January 1 - June 30,2006 
Billion kWh 

Total. 22 4 
(lanuary 1 - ]tine 30. 2005 22.9) 

- - - ~ - - " - ~ " I _  1__1_1  

3 7 Residential 

___ 11.8 Sales partriersl 
(1?1+1 Nord Pool 

E.ON Nordic sold 0.5 billion kWh less electricity compared 
with the corresponding period of 2005 due to  lower sales at 
the Nord Pool, Northern Europe's energy exchange.This was 
primarily a consequence of the sale of hydropower assets to  
Statkraft in late 2005, which reduced Nordic's owned genera- 
tion capacity. Sales to  residential customers were on par 
with the previous year, while sales to  commercial customers 
increased slightly. 

Power Generation and Procurernent 
E.ON Nordic covered 72 percent of its electricity sales with 
power from its own generation assets. E.ON Nordic's owned 
generation decreased by 0.4 billion kWh relative to the prior- 
year period. Hydropower production decreased due to  the 
sale of hydropower assets to  Statkraft in October 2005 and 
lower reservoir inflow. This decrease was partially counter- 
acted by high availability of nuclear power stations. In addi- 
tion, CHP production increased due to  the relatively cold 
weather at the beginning of the year. 

,anuai'y 1 - Jtme 3 
Bill,on ~ W t i  2006 2005 -I 9'0 

16.2 16 6 -2 Owned generation 

7.4 7 2  +3  Purchases 

- jointly owned power 

, .- . . __ ___ __ .- 
- --___ -__- 

. ___ _.____ 

plants 5.5 3 9  +41  ___ __I ____ 
- Outside sources 1.9 3 3  -42 ___ - 
Power procured 23.6 23.8 -1 
.. . _ . ._ . .- - .. .. . . .. . - -. -. -. . . .. . .. 

-1.2 -0 9 
_ _ _ I _ _ _ _ ~ l _ _ l  

1 Station use, line loss 

1 Powersales 224 22.9 -2 

I ~ 

559 Nuclear 

____ 376 Hydro 

4 8 Gas, hard coal, CHP, 
wind, other 

11 Oil 

I 
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Gas and Heat Sales 

January 1 - June 30 
Billion kWh 
Gas sales 3.7 3.9 -5 1 __ ____ I__^___-___  ____ ..__ _. _ _  

' Heat sales 5.0 4.5 411 
.- - _ _  - _ _ _ I  

Heat sales increased as a consequence of colder weather at 
the beginning of t,he year and the acquisition of heat opera- 
tions in Denmark. Natural gas sales declined despite the 
colder weather, primarily due to lower sales to distributors. 

Sales and Adjusted EBlT 
E.ON Nordic's sales, excluding energy taxes, increased by 
9 percent compared with the first six months of 2005, prima- 
rily due to  higher average sales prices. 

E.ON Nordic's adjusted EBlT of €428 million was virtually 
unchanged year on year. Rising spot electricity prices and 
successful hedging activities enabled Nordic to  secure a 
higher effective sales value for i ts  production portfolio. Com- 
pared with the prior year, earnings for the first six months 
were negatively impacted by increased taxes on hydro and 
nuclear assets. In addition, the hydropower plants sold to 
Statkraft contributed to prior-year adjusted EBIT. The decline 
in the Swedish krona also negatively affected Nordic's 
adjusted EBlT in reporting currency. 

I Finland, Nordic 

Sales1 _ _ _ _ _ _ p I ~ p _ _ _ _ _ _ p i  1,562 1,436 - 1,562 1,436 
616 602 616 602 

428 428 428 428 
_____ __l_l ____ ____I ~ 

! Adjusted EBITDA 

i Adjusted EBlT 
i 

1Effective mid-january 2006, E ON Finland IS recorded under discontlnued operations 
- .  . .  

U.S Midwest Power and Gas Sales 

laiiuary 1 - lune 30 
i in millions 

994 928 +7 

268 268 
~~~ 

Sales 

_ _ _ _ _ ~ ~  1 Adjusted EBITDA 

j Adjusted €BIT 165 173 -5 

MISO Exi t  Approved Effective September 
E.ON US. has received all Federal Energy Regulatory Com- 
mission and Kentucky Public Service Commission decisions 
(with the last occurring in early July 2006) which allow E.ON 
US. t o  move forward to  withdraw from the Midwest Inde- 
pendent System Operator (MISO). E.ON US. is on track to  
complete the exit and enter into alternative arrangements 
with the Tennessee Valley Authority and Southwest Power 
Pool effective September 2006. 

lanuary 1 -lune 30 
Billioii kWh 2006 2005 +/- 90 

______I 

~ _ _ _ _ ~  Regulated utility business 

- Retail customers 15.7 15 8 -1 

- Off-system sales 1.2 2 4  -50 

Power sales 16.9 18.2 -7 

_____ ~ ~ 

- ~ - - _ _ _ _ _ I _ _ _ _  

_ _ ~  - - .  
6.9 8.0 -14 Retail customers 

0.8 -100 Off-system sales 

Gas sales 6.9 8.8 -22 

_ _ _ _ _ ~ _ _ _ _ _  
I_____ I_____ 

__ . 

Regulated utility retail power sales volumes decreased 
slightly in 2006 compared with 2005, primarily due to  milder 
weather in 2006.Off-system sales volumes were lower com- 
pared with 2005 as a result of an increased use of E.ON 
U.S.'s generation for native load to replace the lost volumes 
from a purchase contract with Electric Energy Inc. (EEI). 
EEI is a 1,000 MW power station in which E.ON U.S. has a 
20 percent stake. In the past, E.ON U.S. could buy its share of 
the output a t  cost and utilize this to meet native load. Since 
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January 1,2006, EEI sells i ts power at market prices E.ON U.S. 
can no longer utilize this power to meet native load and now 
supplies this power from its own generation. Retail natural 
gas sales volumes declined due largely to  milder winter 
weather compared with 2005 and reduced consumption due 
to  higher prices. Off-system sales of natural gas decreased 
due to high market prices in the first quarter and correspond- 
ingly lower availability of excess gas for sale. 

Power Generation and Procurement 

I JailJaP/ 1 - lune 30 
Biillon ItWh 2006 2305 t /  [!; 

Proprietary generation 
I.. - __.I_I .. - __ ._ - -. . . - 

- Owned power stations 16.7 17 2 -3 
~ .~ 

~ _- -. __. . _____ 
Purchases 1.8 2 L  -25 

Power procurement 18.5 19.6 -6 
... . .. _- _. -. -. . - ....... -. 

..... -. ......... _ . - . - .- .. . . . .  -. ........ 
Station use, line loss -1.6 -1.6 

Power sales 16.9 18.2 -7 
-_ __ . ......... .. .- ___ 

......... -. . . .  

98 Hard coal 
I 

~ 2 Natural gas 
and hydro I 

I 
I 
I 
I 
I 

1 

Coal-fired power plants accounted for 98 percent of U.S. 
Midwest's electric generation i n  2006, while gas-fired and 
hydro generating assets accounted for the remaining 2 per- 
cent. 

Sales and Adjusted EBlT 
US. Midwest's sales increased by 7 percent.The main drivers 
were favorable exchange-rate variances and higher gas 
prices recoverable from retail customers. 

US. Midwest's adjusted EBlT decreased by 5 percent. The 
main factors in the regulated business were lower retail vol- 
umes, mainly due to  significantly milder weather in 2006, as 
well as higher costs associated with participation in the new 
MIS0 market, introduced on April 1, 2005, partly offset by 
favorable exchange-rate variances. 
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- 
_I 

Sales 15,383 12,405 36,915 28,174 - ___ _ _  __ - __._ - _ _  - - - - - - - - -. - - - -- -_ -- - --I__ -- -- - 
-959 -1,013 -2,609 -2,444 

~ ~ l _ _ l _ " ~  

Energy taxes ____ 
Sales, net of energy taxes 14,424 12392 34,306 25,730 

Cost of goods sold and services provided -1l,239 -8,767 -27,803 -19,837 
- _-___ _ _  __. ___ - . I - . __ _____._I- _I_ ___- - _ _ _ _  ___- 

__I____ __ .- - - - - - - I_ -_ - - ._ I__ -- - ----I 

3,185 2,625 6,503 5,893 - - _ _ _ _ _ _ ~ ~  Gross profit on sales 

Selling expenses 

General and administrative expenses 

Other operating income 

Other operating expenses 

Financial earnings 

Income/loss (-) from continuing operations before income taxes and minority interests 

income taxes 

-1,014 -883 -2,184 -1,900 
- 479 -353 -908 -677 
1,194 2,170 3,258 4,193 
-1738 -1,412 -3,189 -3,046 

_ _ _ _ _ _ _ _ - ~ ~ ~  
-_____ ~ _____ 
- _ _ _ _ - ~  

~ -_______ ____ 
183 323 169 

2,330 3,803 4,632 
-239 -759 -766 -1,497 

Minority interests -93 -95 -305 -265 
1,102 1,476 2,732 2,870 Income/Loss (-) from continuing operations 

Income/Loss (-1 from discontinued operations, net 7 91 95 156 
1,109 1,567 2,827 3,026 Net income 

--_--___I -___I__- - __-__-___ ~ ._I-_ - I__ - - - -___ _.--__----_I- - 
~ ~ - _ _ _ _ _ _ ~  
_______ -___ -- ~ 

- - -. I - - . - - ..__ - __ .. -. -___ - - - _I __ __ -. 
~ _ _ I _ _ _ _ . - _ _ _ _ _  

___-I______-_________I____-- - _-  _-  -.- _ _ _  - - ____- - __- _ _ _ ~  -- 
- - - - ___ - -  - ____I_( _- -__-________ ~ -- - - 

Earnings per share in  E, basic and diluted 

1.67 2 23 4.15 4 35 - from continuing operations 

0.01 0 14 0.14 0 24 - from discontinued operations 

- from net income 1.68 2.37 4.29 4.59 

_____--^__I___ -_- I_-_-_ _ _  __---__I_____.___ _I___._ ___-_I__ ~- -_ 
~ ~ -_-_- ~ 

~ -- ~ 
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. . .  -. . . .  ..... _ . . . .  ..... - 

.. __  -.__ 

]uric 30, Dcc. 31, 
C n millions 2006 2005 

Assets 

Goodwill 15,122 15,363 
-- Intangible assets ... . 3,844 4,125 
Property, plant, and equipment 4l.351 41,323 
Financial assets . 25,829 21,686 
Fixed assets 86,146 82,497 

lriventories _. 2,745 2,457 
Financial receivables and other financial assets 2,006 2,019 
- Operating receivables __ and other operating assets 22.105 21,354 

11456 15,119 

Nonfixed assets 37,312 40,949 

2,079 Deferred taxes ... . . . .. 2,117 
Prepaid expenses 466 356 
Assets of disposal groups 652 683 

-_._______-.._-___.~-I_____ __ ._____.___.._.l_l__- _I__ 

. . . . .  ._ . . . . . . . . . . . .  . . . . . . . .  - . . . . . . . . . . .  . -. . 

~ ~ --___ . _ _ ~ _ _ _ _ _  ____ __ 
~. ~. I.___I .__.__. 

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

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

_________ __-_ __-..__ __ __ 
.- - ____. 

"_ -.__ _.-. 
Liquid funds (thereof cash ana cash equivalents < 3 months 2006 1,923; 2005: 4,413) - . . . . . . .  -. ... - ......... - .. . - -. .. - .... - ... - ......... __ .... . . . .  . .  ... 

__ __ __ __ __ 
- __ - - - -- .. .- .- __- - _ _  - - -_ .__ . 

._.___ ~. ___ __ _____ __ 
._- .-_ 

-~-I___- l _ _ l _ _ _ ~ _ l _ _  

. -  
Total assets 126,673 126,562 

--__I--__--I ~ -- __-__-- --____. - ~ -  
I___-- - -_ __ - __ -- __ - ._ - - - I ____ . Stockholders' equity 

Minority interests 

Provisions for pensions 

25,142 Other provisions - 26,551 
Accrued liabilities 33,862 

Financial liabilities 14,362 
19,052 Operatirig liabilities 

33,414 

Liabilities of disposal groups 831 
Deferred tax liabilities 8,420 
Deferred income 1,172 817 
Total stockholders' equity and liabilities l26,673 126,562 

-~ 

-- I-_ - -----I- ~ - _- ____I_ I____ 
- _I-- 

- -- - - --_ - 
-II_ --- 
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26 Interim Financial Statements (Unaudited) 

lanuaiy 1 - lune 30 
i in rnillions 2006 2005 
_ _  _ _  

2,827 3,026 

305 265 
~- Net income 

Income applicable t o  minority interests 

Adjustments to reconcile net income t o  net cash provided by operating activities 
- ~ I -  

- - ~  
h o m e  from dJsrontJnued operations, net -95 -156 

Depreciation, amortization, impairment 2530 1,357 

1,056 -485 Changes in provisions 

Changes in deferred taxes -194 226 

-352 -395 Other noncash income and expenses 

Gain/Loss on disposal of fixed assets -461 -60 

-982 Changes in nonfrxed assets and other operating liabilities -1,843 

2,773 2,796 

--I- 

____- 

- - - - _____ __ __ - - - __ - - -_ - _ - __ - - - - - _ - 
--__I 

-- _- ~ -____ Proceeds from disposal of 

equity investments and other financial assets 669 279 

intangible assets and property, plant, and equipment 102 72 ~ 

1 
Purchase of 

-963 -769 1 equity investments and other financial assets 

intangible assets and property, plant, and equipment -1,494 -1,006 ~ 

-- 
Changes in other liquid funds -2,138 -404 

Cash provided by (used for) investing activities of continuing operations -3,824 -1,828 

2 Payments received/made from changes in capital, including minority interests 

Payments for treasury stock, net -30 

Payment of cash dividends to 

_______-- ___----__ ~ __-_ - _-___-_I-_ 

- _I_ -- __ _ -  - - - __ - .._ - _ -  - I - - - _- - - _-_ - - - - - . I_ -_I--__ - - -- - - 
--- 

~ " 1 _ _  

4,614 -1,549 

minority stockholders -227 -219 

3,454 275 Changes in financial liabilities 

Cash provided by (used for) financing act es of  continuing operations -/387 -1,521 

-553 Net increase (decrease) in cash and cash equivalents maturing (e 3 months) from continuing operations 

83 91 Cash provided by operating activities of discontinued operations 

237 Cash provided by (used for) investing activities of discontinued operations 

2 -166 Cash provided by (used for) financing activities of discontinued operations 

-38 162 Net increase (decrease) in cash and cash equivalents maturing (< 3 months) from discontinued operations 

-14 94 

4,413 4,176 

-543 

1,923 3,336 
8,741 9,533 

Liquid funds as shown on the balance sheet 1/456 12,077 

-- stockholders of E ON AG 

~- 
_____----__________________________._____I ~ I-______ 

__-__ - -2,438 - ___ __- ___ I - -__-_________ _____ _Î  ___ - - I - __ - - _ _  __ - 

9-- 

-123 _____ ____-- 
- - - ___l___ __ . __ __ . - _____- - - . - - _ _ - -- -_ - _. - __ - - - - - 
-- 

Effect of foreign exchange rates on cash and cash equivalents (e 3 months) 

Cash and cash equivalents (e 3 months) at the beginning of the period 

-I__ 

Cash and cash equivalents (< 3 months) from discontinued operations at the end of the period 

Cash and cash equivalents (< 3 months) as shown on the balance sheet -- --_I_ ~ - -___I__ __I_-__. 

- -  Available-for sale securities (7  3 months) from continuing operations at the end of the period - _ _  ___ __I._____-_____ - -_ _ _ I  -I-____ . _ _  - - - - - - I __- 
- - ___ - - -- - - - - - - 
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. .  - . . . . . . . . . . . . . . . . . . . . . . . .  

.............. - . - ... - - -. .. __ -. . 

1,799 11,746 20,003 -896 2,178 -1,090 76 -256 33,560 1 

-30 -30 I 

I Dividends paid -----.-----____--I< -1,549 -1549 

j Net income 3,026 3,026 1 
831 14 89 1,360 1 - - __ I~_  

' Total comprehensive income ---- - - - -  - -  "- - 4,386 

Balance as of lune 30,2005 1,799 11.746 21,480 -470 3,009 -1,076 165 -286 36,367 

~ - - _ _ _ _ ~ ~ ~ ~ - -  
~ - ~ ~ _ _ _ _ _ _ _ _ ~ - - ~  Shares repur chased/sold 

- .-I_ - -____I . 
426 -- -_ __I-I_ ~ 

Other comprehensive income , - I - - . __ - - . _ _ _ _  _ _  __I___ 

~ ~~ ~ - - ~ -  ~ _II_ -_I 

133 -256 44,484 _ . --  -l_ll 

1,799 11,749 25,861 -276 6,876 -1,402 _ -  - - . . __ - - - -- - - Balance as of January 1,2006 

Shares repurchased/sold 
- - - - .- I - __ - . - . - 

-4,614 -4,614 

2,827 
____ ~ -~ ____ _ _ _ ~ ~ _ _ I _  

Dividends paid 

Net income 

Other comprehensive income - - -- - -- I- I I__-____-_ -565 2,251 - I - 195 ___I- -189 I-__-- I____ 1,692 

Total comprehensive income . - --_ _-I . - --I __I_ -_- -_ - - _ -  __ _I - __ ____ 4,519 

Balance as of lune 30,2006 1,799 11,749 24,074 -841 9,127 -1,207 -56 -256 44,389 

~-~ ~ - _ _ _ _ _  2,827 ~ _ _ _ _ _ ~  

_ _  ._ __ -. - -- - - - - - - __ - ___I 
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Accounting Policies 
The accounting policies used to prepare the Interim Finan 
cia1 Statements for the six months ended June 30,2006, 
correspond t o  those used in the Consolidated Financial 
Statements for the year ended December 31,2005, with the 
following exceptions. 

On January 1,2006, E.ON adopted Statement of Financial 
Accounting Standard (SFAS) 123 (revised 20041, Share-Based 
Payment (SFAS 123R). SFAS 123R requires us to account for 
our stock appreciation rights (SAR) on the basis of their fair 
values and t o  recognize the corresponding expenses in our 
Statements of Income. Prior t o  adopting SFAS 123R, we 
accounted for SAR on the basis of intrinsic values and recog- 
nized the corresponding expenses in our Statements of 
Income, as provided by SFAS 123 in conjunction with FASB 
Interpretation 28, Accounting for Stock Appreciation Rights 
and Other Variable Stock Option or Award Plans. Pursuant 
to  SFAS 123R we use a Monte Carlo simulation technique to 
calculate the fair value of SAR.The cumulative effect of ini- 
tially applying SFAS 123R by using the modified version of 
prospective application as the transition method had no 
material effect on our results of operations. As a result, no 
further disclosure is provided 

New Accounting Pronouncement 
FASB Interpretation (FIN) 48, Accounting for Uncertainty in 
h o m e  Taxes was published in July 2006. FIN 48 applies to 
fiscal years that begin after December 15,2006. We are 
currently evaluating the potential effects of applying FIN 48. 

Variable Interest Entities 
As of June 30,2006, we consolidated the following variable 
interest entities (VIES): two jointly managed electric genera- 
tion companies, one real estate leasing company, and a com- 
pany that manages shareholdings. FIN 46R no longer applies 
to  a real estate leasing company following our acquisition of 
more shares in this company. 

As of June 30,2006, we consolidated VIES that had total 
assets of approximately €718 million and recorded earnings 
of €8 million prior t o  consolidation. Fixed assets and other 
assets in the amount of €148 million serve as collateral for 
liabilities relating to financial leases and bank loans. 

In addition, since July 1,2000, we have had a contractual 
relationship with a VIE, a leasing company operating in the 
energy sector, for which we are not the primary beneficiary. 
This entity is currently being liquidated pursuant to  a deci- 
sion made by i ts  owners.This entity had no significant assets 
and no liabilities at year end 2005. We do not expect E.ON to 
realize a loss from either its relations with this entity or from 
the entity's liquidation 

Due t o  a lack of information, we continue to  be unable t o  
compute, pursuant to  FIN 46R, the financial situation of 
another special-purpose entity, which has existed since 2001 
and whose activities were expected to terminate in the fourth 
quarter of 2005.The main transactions between this entity 
and the E.ON Group were completed in the fourth quarter 
of 2005. However, this entity has not yet been liquidated Its 
activities consisted of liquidating the assets of divested 
operations. Originally, i ts  total assets amount to  €127 million. 
We do not expect E.ON's results of operations to be adverse- 
ly affected by this entity. 

Acquisitions, Discontinued Operations, 
and Disposals 

Acquisitions in 2006 
Effective March 31,2006, E.ON Ruhrgas acquired 100 percent 
of the natural gas trading and storage operations of MOL, 
a Hungarian oil and gas company, by acquiring ownership 
interests in Budapest-based MOL FoldgAzellBtb Rt .  and 
Budapest-based MOL Fijldg6zt6rolb Rt. (now E.ON Foldgaz 
Storage and E.ON Foldgaz Trade). The purchase price was 
approximately €450 million. It was further agreed that, 
depending on regulatory developments, compensatory pay- 
ments would be made through the end of 2009 if this should 
become necessary for a subsequent adjustment of the pur- 
chase price.The entities became consolidated E.ON com- 
panies on March 31,2006. 

With the exception of one VIE, the creditors of our cansoli- 
dated VIES have limited recourse to the primary beneficiary's 
assets. In the case of this one VIE, the primary beneficiary is 
liable for 675 million 
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Discontinued Operations 
Pursuant to SFAS 144, we report two companies as discontin- 
ued operations in the first half of 2006: E.ON Finland, Espoo, 
Finland, at our Nordic market unit and the operations of 
Western Kentucky Energy Corp. (WKE), Henderson, Kentucky, 
USA, at our U.S. Midwest market unit. E.ON Finland was sold 
in June 2006. 

Through WKE, E.ON U.S. operates the generating facilities of 
a power generation cooperative in western Kentucky and a 
coal-fired facility owned by the city of Henderson, Kentucky, 
under a leasing arrangement" In November 2005, the parties 
involved entered into a letter of intent t o  terminate the lease 
and operational agreements between the parties and other 
related matters The closing of the transaction is subject t o  
review and approval by various regulatory agencies and other 
interested parties. We classified WKE as a discontinued oper- 
ation in late December 2005. 

On June 26,2006, E.ON Nordic arid Fortum Power and Heat 
Oy (Fortum) finalized the transfer t o  Fortum of all of E.ON 
Nordic's shares in E.ON Finland pursuant t o  an agreement 
signed on February 2,2006. The purchase price for 65.56 
percent of E.ON Finland's shares totaled about €390 million. 
In mid-January 2006, we classified E.ON Finland as a discon- 
tinued operation. 

Other Disposals 
Continuing the iniplementation of its framework agreement 
with RAG, on March 21,2006, E.ON transferred its stake in 
Oegussa (42.9 percent) into RAG Projektgesellschaft mbH, 
Essen. E ON'S Degussa stake was forward sold t o  RAG on 
the same date.The transaction initially resulted in a gain of 
5618 million. However, because E.ON holds a 39.2 percent 
stake in RAG, the share of the gain recorded in our Consoli- 
dated Statement of Income was €376 million. On July 3,2006, 
E.ON and RAG executed the forward sales agreement for 
E.ON's stake in RAG Projektgesellschaft mbH. E.ON has now 
sold all of its remaining, indirectly held stake in Degussa.The 
roughly €2.8 billion purchase price is due on August 31,2006, 
and is underwritten by bank guarantees. 

Pursuant to U.S. GAAP, the income and expenses of discon- 
tinued operations are reported separately under "Inconie/Loss 
(-1 from discontinued operations, net."The Consolidated 
Statements of Income and the Consolidated Statements of 
Cash Flows, including the notes relating to  them, for the 
period ended June 30,2006, and for the prior period have 
been adjusted for these discontinued operations. The assets 
and liabilities of these discontinued operations are shown in 
the Consolidated Balance Sheets for the period ended June 
30,2006, under "Assets of disposal groups" and "Liabilities 
of disposal groups." We did not reclassify prior-year balance- 
sheet line items attributable t o  discontinued operations 
because such reclassification is not required by SFAS 144. 

The following table shows the major line items of the state 
ments of income of the abovenamed operations. 

-115 -97 
Income/loss (-) before 
income taxes and minority 
interests 

Income taxes 

Minority interests 

Income/loss (-) from 
discontinued operations, net 

-- __ 

- ~___ l____ l_  

i 
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The following table shows major line items of the balance 
sheets of WKE, which is classified as a discontinued operation. 

June 30,2006 I I c in millinns 
_______I_ ~ ___I___I___ ~ -_I___-- 

--- 
Fixed assets 205 1 

447 1  Nonfixed and other assets 

652 Total assets 
Liabilities (including minority interests) 645 ' 

I 

. . - __ . --.. - - - -  
__- - 

-_ .__ - --- - -- - , Netassets 7 

Acquisitions and discantinued Operations from 2005 are 
described in detail in our 2005 Annual Report. 

Research and Development 
The E.ON Group's research and development expense totaled 
E7 million in the first six months of 2006 and €9 million in the 
prior-year period. 

Earnings per Share 
Earnings per share were computed as follows: 

April 1 lune 30 __ j anuary 1 lune 30 ! 2006 2005 2006 2005 
/-___________- 1 

2t:;: 1 Income/Loss (-) from continuing operations (C in millions) 1,102 1,476 2,732 

1 Income/Loss (-) from discontinued operations, net (E In millions) 95 
___.- 

7 91 
__l__l 

I Nct income ( E  in millions) 1,109 1,567 3,026 

659,036 1 - I_--- 

658,015 Weighted - _ " _ _ - ~ _ _  average number of shares outstanding -_______ (in 1,000) _ _ _  __  " ~- - - 
Earnings per share (in €) __ ___ ___ _- 

-from continuing operations 2 23 4.35 

-from net income 2.37 4.29 4.59 

-.  

- 

0 14 0 24 
------__-_-__I 

-from discontinued operatlons - ~ - - ~  ----I__----- I- 

Financial Earnings 
The table below provides details of financial earnings for the 
periods indicated. 

......... . . . . . .  ...... 
January 1 - lune 30 
C in inillions 2005 +I 0 0  

420 t23 Income from companies accounted for using the equity method 

130 +5 
income from share investments 550 +19 

Income from long-term loans 25 -12 
Other interest and similar income 554 t7 

___-__-________-_I__________- ______----- 
-~ 

_- -_--__I - Other income from companies in which share investments are held _ _ _ _ ~ _ _ _ _ _  --__---I- 

Income from other long-term securities 24 -8 

Interest and similar expenses -956 -948 

-250 - thereof SFAS 143 accretion expense 

-thereof from financial liabilities to affiliated companies and to companies In which share 
-20 

-345 

-36 

_____---I___..__- 

investments are held _- __.. -..- _ _  - . __ . -. -__ .. -. . - - - 
Interest and similar expenses (net) 

Financial earnings 169 +91 
___--_I_ --_ - Writedown of securitles, share Investments, and long-term loans 

-_I_-- __. -~ ___ ________-- _I_-__---- _- 
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Goodwill and Intangible Assets 
The table below shows the changes in the carrying amount 
of goodwill in the first six months of 2006 by segment. 

. . . . . .. . . . . . _ _ _  . . -. ... . .-. . 

.. ___. 

COl . 
Central Edropean US. porate Otne; 

C i r i  riiillions Curopc Gas U k Nordic Midwcst C c r i ~ r .  Act;vitics Total I 
Book ~ value as of December 31,2005 2,419 4,069 4,955 368 3,552 - 15,363 

Goodwill aoditions/disposals 112 2 114 
Goodwill impairment 

__ __- _- 
-. -- .- -- .- .- __ ___ 

___ -- __ .- 
Other changes2 28 -48 - 79 -256 -355 __-____ .~ - ___ 
Book value as of lune 30,2006 2,419 4,209 4,907 291 3,296 - 15,122 

Xxcludes goodwill of companies accounted for using the equity method 
lother changes include transfers and exchangerate differences 

Intangible Assets 
As of June 30,2006, and December 31,2005, E.ON's intangible 
assets, including advance payments on intangible assets, 
consist of the following: 

_._1__1_1 , Intangible assets subject 
to amortization 

4,941 4,978 1 Acquisition costs 

2,097 1,957 1 Accumulated amortization I ' Net book value 2,844 3,021 I l _ _ ~ - _ _ l _ _ _ _ ~ - - I _ .  "____- _ _ ~ _  

_-----I_- I___- _ _ _  __I_.-- 

-1__- ~ 

____I_l_l 

Intangible assets not subject 
to amortization lo00 1,104 -- _I__ _.-"- 

1 Total 3,844 4,125 
-.- . - - 

In the f i rs t  six months of 2006, E.ON recorded an amortization 
expense of €182 million (prior year: €172 million) on intan- 
gible assets and an impairment charge of €40 million (prior 
year: EO million) on intangible assets. E.ON did not record 
goodwill impairment charges in the first six months of 2006 
or in the prior-year period. 

Based on the current amount of intangible assets subject to 
amortization, the estimated amortization expense for the 
rest of 2006 and each of the five succeeding fiscal years is 
as follows: 2006 (remaining six months): €184 million, 2007: 
€298 million, 2008: €257 million, 2009: €209 million, 2010: 
€159 million, and 2011: €154 million. As acquisitions and dis- 
positions occur in the future, actual amounts could vary. 

Treasury Shares Outstanding 
The number of treasury shares as of June 30,2006, was 
almost unchanged from the figure as of December 31,2005. 
E.ON AG held 4,374,232 treasury shares. E.ON subsidiaries 
held another 28,472,194 shares of E.ON stock. E.ON thus holds 
4.7 percent of its capital stock as treasury shares. 

Dividends Paid 
On May 4,2006, the Annual Shareholders Meeting voted to 
distribute a dividend of €2.75 per share of common stock, a 
€0.40 increase from the previous dividend, plus a special 
dividend of €4.25 per share of common stock for a total divi- 
dend payout of €4,614 million. 
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Provisions for Pensions 
The changes in the projected benefit obligation are shown 
below. 

2006 2005 200G 2005 ] 
lol i 

~ ~ _ _ _  - _-_I___ 

66 52 131 
I____ ~ --___ ~ 

I Employer service cost 

I 

Interest cost 190 193 379 383 

135 111 250 219 Expected return on plan assets 

3 8 7 16 Prior service cost 

28 15 56 49 Net amortization of gains (-)/losses 

__ 
~ ~ 

- ______ -- ~- I 

’ Total 

Contribution t o  Pian Assets 
In 2005 we created, through a contractual trust arrangement, 
the framework for the external financing of pension obliga- 
tions of E.ON companies in Germany. In the first quarter of 
2006, E.ON made the first contribution into the trusts in the 
amount of €2.6 billion by transferring money market invest- 
ments with a term of more than three months. 

Asset Retirement Obligations 
E.ON’s asset retirement obligations at June 30,2006, relate to 
the decommissioning of nuclear power stations in Germany 
(€8,428 million) and Sweden (€432 million), environmental 
remediation at conventional power station sites, including the 
removal of electric transmission and distribution equipment 
(€371 million), environmental remediation at gas storage 
facilities (€117 million) and opencast mining facilities (€61 mil- 
lion), and the decommissioning of oil and gas infrastructure 
(€332 million) The fair value of nuclear decommissioning 
obligations was based on third-party valuations. 

An accretion expense of €261 million pertaining to the 
updating of provisions for the first six months of 2006 is 
included in financial earnings (prior year: 6250 million). 

152 157 323 330 

Contingent Liabilities Arising from Guarantees 

Financial Guarantees 
Financial guarantees include both direct and indirect obliga- 
tions (indirect guarantees of indebtedness of others). These 
require the guarantor t o  make contingent payments to the 
guaranteed party based on the occurrence of certain events 
and/or changes in an underlying instrument that is related 
to an asset, a liability, or an equity security of the guaranteed 

Pa@ 

Our financial guarantees include nuclear-energy-related items 
that are described in detail in our 2005 Annual Report. Obli- 
gations also include direct financial guarantees to creditors 
of related parties and third parties. Direct financial guarantees 
with specified terms extend as far as 2022. Maximum poten- 
tial undiscounted future payments amount to €550 million 
(year end 2005: €427 million). Of this amount, €440 million 
(year end 2005: €304 million) consists of guarantees issued 
on behalf of related parties. 

Indirect guarantees primarily include additional obligations 
in connection with cross-border leasing transactions and 
obligations to provide financial support, primarily to related 
parties. Indirect guarantees with specified terms extend as 
far as 2023. Maximum potential undiscounted future pay- 
ments amount to €418 million (year end 2005: €431 million). 
Of this amount, €130 million (year end 2005: €67 million) 
involves guarantees issued on behalf of related parties. As 
of June 30,2006, we recorded provisions of €12 million (year 
end 2005: €25 million) with respect to financial guarantees. 
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In addition, E.ON has commitments under which it assumes 
joint and several liability arising from i ts  ownership interests 
in civil-law companies (Gesellschafien burgerlichen Rechts), 
noncorporate commercial partnerships, and consortia in which 
it participates. 

Furthermore, certain E.ON Group companies have obligations 
by virtue of their membership in VKE, a German energy 
industry pension fund, in accordance with VKE's articles of 
incorporation. We do not expect these companies to  have 
to perform on their obligations. 

indemnification Agreements 
Contracts in connection with the disposal of shareholdings 
concluded by the E.ON Group companies include indemni- 
fication agreements and other guarantees with terms up to 
2041 in accordance with local legal requirements, unless 
shorter terms were contractually agreed to. Maximum undis- 
counted amounts potentially payable pursuant to the cir- 
cumstances expressly stipulated in these agreements could 
total up to  €6,721 million (year end 2005: €6,623 million). 
These mainly relate to customary representations and war- 
ranties, potential erlvironmental liabilities, and potential 
claims for tax-related guarantees. In some cases, the buyer 
is either required to share costs or t o  cover certain costs 
before we are required to  make any payments. Some obliga- 
tions are covered first by insurance contracts or provisions 
of the divested companies. As of June 30,2006, we recorded 
provisions of €291 million (year end 2005: €296 million) for 
indemnities and other guarantees included in sales agree- 
ments. Guarantees issued by companies that were later sold 
by E.ON AG (or by VEEA AG or VlAG AG before their merger) 
are included in the final sales contracts in the form of indem- 
n ities (Freistellungserklarungen). 

Other Guarantees 
Other guarantees with an effective period through 2021 main- 
ly include market-value guarantees and warranties (maximurn 
potential undiscounted future payments at June 30,2006: 
€128 million; year erid 2005: €130 million). Other guarantees 

no longer include product warranties (or cor responding pro- 
visions) due to the disposal of Viterra and Ruhrgas Industries. 

Subsequent Events 
On July 12,2006, E.ON and Gazprom signed a framework 
agreement to exchange assets in gas production and in gas 
trading, gas sales, and the electricity business. Under the 
agreement, E.ON is to acquire a 25 percent stake (minus one 
share) in Yushno Russkoye in  Siberia, one of the world's 
largest natural gas fields.Together, our share of Yushno 
Russkoye's production and of our existing gas fields in the 
North Sea would amount to  about 15 percent of E.ON 
Ruhrgas's gas procurement. In return for the stake in Yushno 
Russkoye, Gazprorri will acquire minority stakes in three 
E.ON companies in  Hungary: 50 percent (minus one share) 
in E.ON F81dgdz Storage, 50 percent (minus one share) iri 
E.ON Foldgdz Trade, and 25 percent (plus one share) in E.ON 
Hungdria, a regional power and gas distributor. Gazprom will 
also receive other compensation yet t o  be determined. In 
addition, E.ON and Gazprom have agreed to work together 
on certain gas-fired power station projects in Europe. E.ON 
and Gazprom intend to  conclude a detailed asset-swap 
agreement by the erid of the year. Gazprom shareholdings 
in Hungary are subject t o  approval by the EU Commission 
and Hungarian authorities. 

On July 27,2006, Spain's Comisi6n Nacionai de Energia (CNE) 
approved E.ON's acquisition of Endesa subject to a number 
of conditions. These include the requirement that we divest 
about 7,400 megawatts of Endesa's generating capacity in 
Spain. We see no justification for these conditions and filed an 
appeal of the CNE decision with Spain's Ministry of Industry 
on August 10.The ministry has up to  three months to  decide 
on our appeal. We are also considering whether to  take further 
legal action. We remain strongly committed to this acquisition 
and believe that it will benefit all stakeholders: customers, 
employees, and shareholders as well as the wider Spanish 
economy. 
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Our reportable segments are presented in line with our inter- 
nal organizational and reporting structure. E.ON's business is 
subdivided into energy and other activities. Our core energy 
business consists of the following market units: Central 
Europe, Pan-European Gas, U.K, Nordic, U.S Midwest, and 
Corporate Center. 

Central Europe operates an int,egrated electricity business 
and downstream gas business in  Central Europe. 

Pan-European Gas focuses on the upstream and midstream 
gas business in Europe.This market unit also holds a number 
of mostly minority shareholdings in the downstream gas 
business. 

U.K. operates an integrated energy business in the United 
Kingdom. 

Nordic is principally engaged in the integrated energy busi- 
ness in Northern Europe. 

U.S. Midwest primarily operates a regulated utility business 
in Kentucky, USA. 

The Corporate Center consists of equity interests managed 
directly by E.ON AG, E.ON AG itself, and consolidation effects 
at the group level. 

tr in millions 
Jan.1 June 30, Jan 1 lune 30, Ian 1- junc 30, 

2005 Adjustriierlts 2005 2006 
- _._______ 

Central Europe 

PawEuropean Gas 

2,337 ______ 
a03 

613 

-19 

2,454 

2458 
451 

428 
-_____I__ 

2,337 

a03 

613 

447 -_____ 
165 -- US Midwest iao -7 173 

Corporate Center -150 -150 

4,230 -26 4,204 Core Energy Business 

67 67 

Adjusted EBlT 4,297 -26 4,271 4,836 

__ _- -_ ~ - -_____-_ _"_ - - 
_- - - - - - - . .. . - - __ - __ __ . _. _- ____ - - - ___ __ . 

_______I_ 

- - _ - - - - ._ - - - - __ - .- __ ._ - I--___-- ~ 

Adjusted interest income (net) -536 -1 -537 -533 
Other nonoperating earnings 916 - i a  a98 -500 - 
Income/Loss (-) from continuing operations - 
before income taxes and minority interests 4,677 -45 4,632 3,803 

Net income 3,026 3,026 2,827 
-_I___- 

Central Cuiopc 

2006 2005 200 2005 

External sales 14,845 11,392 
Intersegment sales 

Total sales 

Adjusted EBITDA 

Depreciation, amortization, and write- 
downs affecting adjusted E B l P  

-Thereof earnings from companies 
accounted for using the equity method 

Cash provided by operating activities 

Investments 

~ ____.._I___ I 

- 
1,100 

~- 
Intangible assets and property, 
plant, and equipment 
Financial assets 

the main factor. 
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Under U.S. GAAP, E.ON is required to report under discontinued 
operations those operations of a r eportable or operating 
segment, or of a component thereof, that either have been 
disposed of or are classified as held for sale. 

In the first half of 2006, this applied mainly to WKE, which is 
held for sale, and E.ON Finland, which was sold in late June 
2006 For the purposes of our business segment reporting, 
our results for the period ended June 30,2006, and for the 
prior-year period do not include the results of our discontinued 
operations (see the table on page 34 and the commentary 
on page 29).  

Adjusted EBIT, E.ON's key figure for purposes of internal man- 
agement control and as an indicator of a business's long-term 
earnings power, is derived from income/loss (-) from coritin- 
uing operations before income taxes and interest income and 
adjusted to  exclude certain extraordinary items. The adjust- 
ments include book gairis and losses on disposals, restructur- 
ing expenses, and other nonoperating income and expenses 
of a nonrecurring or rare nature. In addition, interest income 
is adjusted usirig economic criteria In particular, the interest 
portion of additions to provisioris for pensions resulting from 
personnel expenses is allocated to  interest incorne. The inter- 
est portions of the allocations of other long-term provisions 
are treated analogously to the degree that, in accordance 
with US. GAAP, they are reported on different liries of the 
Consolidated Statements of Income 

January 1 June 3 
f i n  inilliais 2006 2005 

-60 -100 -~ - - - - - Net interest expense 

- Net interest expense relating to 
- -- - -_ --_I -_ __ .- 

liabilities of affiliated and associated 
companies as well as other share 
investments 

- Accretion expense related to the 
adoption of SFAS 143 

+ Income from long-term loans 22 25 

-20 -20 
I _ _ _ _ _ ~  

-261 -250 
~~ 

--l_l__-_I____-___ __II_ ~~ 

~ 

i + Nonoperating interest incorne (net)l 

1 - interest portion of long-term provisions -211 -192 

Interest and similar expenses (net) shown 
in Consolidated statements of Income -319 -345 -~ -l--ll-___l__l "- -I_I_ 

-3 -- ~ 

1 -  ~~ 

Adjusted interest income (net) -533 -537 

1 W~is figure is the sum of nonoperating interest expense and 

'-. J nonoperating interest income 

Page 9 of this report contains a detailed reconciliation of 
adjusted EBIT to net income. 

Due to the adjustments made, our financial information by 
business segment may differ from the corresponding U.S. 
GAAP figures. 





I 
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2 EON Group Financial Highlights 

January 1 - March 31 
i in niillions 

Power sales (in billion kWh)* 110.3 109.0 +1 
Gas sales (in billion kWh)2 367.4 311.8 + 18 

Sales 

Adjusted EBITDA, 

Adjusted EBIT‘o 

Income/Loss (-) from continuing operations before income taxes and minority interests 

Income/Loss (-) from continuing operations 

Income/Loss (-) from discontinued operations, net 

Net income 

tnvestments 

Cash provided by operating activities 

Free cash flows 

Net financial positions (at March 31 and December 31) 

Emptoyees (at March 31 and December 31) 
Earnings per share (in 5) 

22532 15,769 
3,252 3,061 
2,534 ’ 2,390 
2,369 2,302 
1,630 1,394 
88 65 

1.718 1.459 

+37 
+6 
+6 
+3 
+17 

+35 
+18 

2298 578 + 125 
1,942 1,661 + 17 
1,320 1,251 +6 
1,707 3,863 -56 
79,783 79,570 
2.61 2.22 +18 

*Adjusted for discontinued operations 
Wnconsolidated figures 
3Non GAAP financial measurei 5ee reconclltatlon to net income on page 8 
ANonGAAP financial measure, see reconciliation to net income on page 8 and commentary on pages 32.33 
5Non GAAP financiai measure! see reconciliation to cash provided by operating actlvities on page 10 
6Non GAAP financial measure! see reconciiiation on page 11 J 

Flcii GAAP tiwncial mciisuiwi. This report contains certain nowGAAP financial measures Management believes that the non.GAAP financial measures used by EON, when 
considered in conjunction with (but not in lieu of) other measures that are computed in US GAAP. enhance an understanding of E ON’S results of operations A number of 
these nonGAAP financial measures are also commonly used by securities analysts, credit rating agencies, and investors to evaluate and compare the periodic and future 
operating performance and value of EON and other companies with which E ON competes Additional information with respect to each of the non-GAAP financial measures 
used in this report is included together with the reconciliations described below 

E ON prepares its financial statements In accordance with generally accepted accounting principles in  the United States (U S GAAP) As noted above, this report contains 
certain consolidated financial measures (adjusted EBIT, adjusted EBITDA, net financial position, net interest expense,and free cash flow) that are not calculated in accor- 
dance with US GAAP and are therefore considered “nonGAAP financial measures” within the meaning of the U S federal securities laws In accordance with applicable 
rules and regulations, E ON has presented in this report a reconciliation of each non.GAAP financial measure to the most directiy comparable U S  GAAP measure for histori- 
cal measures and an equivalent US GAAP target for forward-looking measures The footnotes presented with the relevant historical non.GAAP financial measures indicate 
the page of this report on which the relevant reconciiiation appears The non-GAAP financial measures used in this report should not be considered in isolation as a meas- 
ure of E ON‘S profitability or liquidity and should be considered in addition to, rather than as a substitute for, net income, cash provided by operating activities, and the other 
income or cash flow data prepared in accordance with U 5 GAAP presented in  this report and the relevant reconciiiations The non.GAAP financial measures used by E ON 
may differ from, and not be comparable to, simiiariy titled measures used by other companies 
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In the first quarter of 2006, E.ON again performed solidly. We grew sales by 37 percent, from €15.8 bil- 
lion in the first quarter of 2005 to €21.5 billion this year. Our adjusted EBIT was up 6 percent, from 
€2 4 billion to €2.5 billion. Our Central Europe and Pan-European Gas market units were the main con- 
tributors to the increase, whereas U.K posted a significant decline in adjusted EBIT due to sharply 
higher natural gas procurement costs. We continue to  expect our adjusted EBIT for 2006 to slightly 
surpass the high prior-year level. 

Net income (after income taxes and minority interests) exceeded the high prior-year figure, advancing 
by 18 percent, from E l  5 billion to €1 7 billion. For the year as a whole, however, we do not expect to 
repeat the extraordinarily high net income figure posted in 2005, which included the substantial book 
gains on our successful Viterra and Ruhrgas Industries disposals. In the current year, we will record 
book gains primarily on the sale of Degussa stock to RAG. We expect this transaction to close on 
schedule by the middle of the year It will mark the completion of the process of focusing on our core 
power and gas business. 

We're committed to  achieving value-enhancing growth in our core business. We further strengthened 
our position in the dynamic energy markets of Central and Eastern Europe by completing, in late 
March 2006, the acquisition of the natural gas trading and storage business of Hungary's MOL.The 
transaction had a total value of €1 billion In line with our intention to tap new markets in Southern 
Europe and South America, in February 2006 we made an all-cash offer of €29.1 billion for 100 percent 
of the stock of Endesa, a Spanish energy utility Since then, we've been working diligently t o  bring 
this transaction to a successful conclusion The Spanish government favors a competing offer made 
by Gas Natural, a Spanish utility. A few days after the announcement of our offer, the Spanish govern- 
ment issued an emergency order requiring an additional approval process conducted by the CNE, 
Spain's energy regulatory agency There is ample reason to believe that this order violates EU law. 
Consequently, the European Commission initiated an infringement proceeding against Spain Because 
the proceeding would have no direct legal consequences for us, we continue to pursue the filing we 
made to the CNE, which includes comprehensive documentation in support of our offer. We're firmly 
convinced that we meet all reasonable requirements the CNE could have for our acquisition of Endesa 
On April 25, the EU Commission issued an unconditional antitrust approval for the transaction.This 
is one of the reasons we expect that the CNE will also approve our offer. We believe that E.ON and 
Endesa, their employees, and their power and gas customers will all benefit from the transaction, 
which would create a company with a strong presence in all key European countries. 

Despite the considerable exertions this transaction requires, we're not losing sight of our other strate- 
gic objectives. We continue to negotiate with Gazprom about acquiring a stake in  Yushno Russkoye, 
a natural gas field in western Siberia, in order to enlarge our position in natural gas production for 
the long term. We continue to move forward systematically with our investments in power generation 
and power and gas network infrastructure In sum, we're working hard to achieve our growth objec- 
tives and further enhance the value of your company. 

Sincerely yours, 

Dr. Wulf H. Bernotat 
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E.ON stock continued to  move higher in the first three months 
of 2006, finishing the quarter up 4 percent. E.ON underper- 
formed other European blue chips as measured by the EURO 
STOXX 50, which advanced by 8 percent over the same period, 
and its peer index, the STOXX Utilities, which rose by 12 per- 
cent. 

The trading volume of E.ON stock climbed by nearly 65 per- 
cent year-on-year to €21.2 billion, making E.ON the sixth 
most-traded stock in the DAX index of Germany's top 30 blue 
chips. As of March 31,2006, E.ON was the second-largest 
DAX issue in terms of market capitalization. 

E.ON stock is listed on the New York Stock Exchange as 
American Depositary Receipts (ADRs). Effective March 29, 
2005, the conversion ratio between E.ON ADRs and E.ON 
stock is three to one.The value of three E.ON ADRs is effec- 
tively that of one share of E.ON stock. 

For the latest information about E.ON stock, visit 
www.eon.corn 

March 31, Dec. 31, 1 
2006 2005 I 

659 659 1 Shares outstanding (in rnillions)l 

90.81 8739 1 Closing price (in €1 

i Market capitalization (5 in billions)z 628 60 5 

, 'Excludes treasury stock 
I 

~~ 

~~ 

~ _ _ I _ _ _ _  t.--------------- 
?Based on the entire capital stock (692 ,~0 ,000  shares) 

januai'y 1 - Match 3 1  2006 2005 

96.10 7L70 Htgh ( i n  f)l 

87.07 64.50 Low (In €)I 

Trading volume2 

231.6 191.1 - Millions of shares 

- € in billions 212 12 9 

'XETRA I 

'Source. Bloombe@ (all German stock exchanges) 

__I- ~ 

-______ 
~~ 

l _ _ _ _ l ~  

__I_ - I _ _ _ _ _ - - ~  

115 

110 

105 

100 

. . . . ... .- . . 
\ 

~ 

Perci.ii;aEes - E.ON - EURO SlOXX STOXX Utilities 
~ - _ l - - _ _ i ~ ~  -1 

1_1-- __II__ 

L2/30/05 1/6/06 1/l3/06 1/20/06 lJ27/06 2/3/06 2/10/06 2/17/06 2/24/06 3/3/06 3/10/06 3/17/06 3/24/06 3/31/06 
____- - j  -I_______ 
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Energy Price Developments 
In the first three months of 2006, power and natural gas 
markets in Europe were influenced by high and volatile 
international oil, coal, and CO, prices together with security 
of st~pply concerns in the U.K. and U S. natural gas markets. 

Tight supply fundamentals and political risks in major oil 
producing countries like Nigeria, Iran, and Iraq led to volatile 
crude oil prices with high risk premiums. High US. stockpiles 
early in the year provided only temparary relief.The price 
of Brent crude oil, which rose above $66 per barrel during 
March, returned to the high levels of last autumn. 

Coal prices rose again following an increase in November 
2005.The latest upward movement was due to limited South 
African exports, higher demand in Europe, and greater buy- 
ing interest in coal derivatives. 

Germany's natural gas import prices are contractually 
indexed to oil prices, which they track with a time lag.The 
average price of Germany's natural gas imports in February 
2006 was about 40 percent higher than the average price 
of the prior-year period. Due to a tight si~pply and demand 
situation, U.K. gas prices remained high and volatile. In mid- 
March 2006, colder-than-normal weather coupled with supply 
problems led National Grid Transco, the U.K. gas transport 
system operator, to issue i ts  first-ever gas balancing alert, 
indicating that there was a high risk of supply interruptions. 
U.K. gas prices rose sharply in response. In the United States, 
high storage levels led to a slight decrease in natural gas 
prices. However, high oil prices along with supply uncertain- 
ties regarding the upcoming hurricane season moderated 
this effect, with natural gas prices stabilizing at high levels. 

CO, prices increased during January 2006 to more than €28 
per metric ton.The economics of coal-fired versus gas-fired 
power generation in the United Kingdom along with cold 
and dry winter weather in Europe caused the market t o  
expect increased demand for emission allowances, resulting 
in higher COz prices. In late April, however, CO, prices fell by 
more than half.The publication of the first emission data for 
2005 by some EU member states caused the market to 
expect some companies to sell unneeded CO, certificates, 
thereby increasing supply. 

Wholesale power prices in Germany rose during the first 
quarter of 2006 due to higher fuel and CO, prices and lower 
hydroelectric production across Central Europe. U.K. power 
prices remained volatile and were mainly driven by U.K. 
natural gas prices. Reduced hydropower availability and high 
CO, prices pushed up power prices in Northern Europe. In 
late April, European wholesale power prices fell by as much 
as E12 per MWh within just a few days due to the sharp 
decline in CO, prices. U.S. power prices declined in the first 
quarter of 2006, but remained higher than a year ago in 
response to higher natural gas prices. 

. .. . . . . 

U.K. Base Load Cal 06 .. EEX Baseload CalO6 
E!k.I\Vh I US Baseload Cal 06 Nord Pool Baseload Cal06 

40 

30 

1 4/1/04 7/1/04 10/1/04 UU05 4/1/05 7/1/05 10/1/05 1/1/06 ' 

- _ _ _ _ ~  10 
~ ~ - ~ - - -  5 -  

1 4/1/04 7/1/04 10/1/04 1/1/05 4/1/05 7/1/05 10/1/05 1/1/06 j __ 
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.- . . . . . . . . . . . . . - . . . . . -. -. .. . 

__ __ 
Monthly ., Brent crude oil front morith $/bbl 
average prices .. U.K. front month natural gas C/MWh 

German natural gas import price e/MWh ... U.S.frorit month natural gas f/MWh 
I Bunde front month natural gas €/MWh 

~ 30 

20 

10 20 

1, 4/1/02 7/1/02 10/1/02 1/1/03 4/1/03 7/1/03 10/1/03 1/1/04 4/1/04 7/1/04 10/1/04 1/1/05 4/1/05 7I l j05 10/1/05 1/1/06 
~ -----_-I---- i 

January 1 March 31,2006 
Billion kWh Total: 1103 

73 2 Central Europe 

1 6 3  UK. 

___ 122 Nordic 

8 6 U.S. Midwest 

\ ‘Unconsolidated flgures I ._-- -_ __. 

January 1 - March 31,2006 
Billion kWh Total. 3674 .- 

266 3 Pan-European Gas2 

54 1 Central Europe 

- 39.7 U.K. 

2 2  Nordic 

L.---.- 5 1 U.S. Midwest 
____I___ 

Wnconsolidate 
%ales of €.ON 

Power and Gas Sales Higher 
We sold 1 percent more electricity in the first quarter of 2006 
than in the prior-year quarter due to  the inclusion of newly 
consolidated regiorial electricity distributors in Bulgaria, 
Romania, and the Netherlands. We sold 18 percent more 
natural gas thanks primarily to colder winter weather, Pan- 
European Gas’s continuing volume growth outside Germany, 
and the inclusion of newly consolidated subsidiaries in 
Hungary, the Netherlands, arid Germany. 
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Sales up Substantially 
All market units contributed to  the substantial 37 percent 
increase in sales, which was mainly due to the following fac- 
tors: the global increase in raw materials and energy prices 
which led to higher average power and gas prices, the inclu- 
sion of newly consolidated regional utilities particularly in 
Bulgaria, Hungary, and Romania, and weather-driven volume 
increases, particularly in the natural gas business. 

e in millions 2006 2005' */- 4, 
.__I____. - -_ __ - -- - - 

8,283 6,669 +24 
~~~ 

Central Europe 

Pan-European Gas 8,768 5,347 +b4 

3,768 2,724 +38 

1,005 955 +5 

~ _ _ _ _ _ ~  
_ _ I _ ~ ~  

i 
~~~ 

i 
Nordic 

570 501 +14 _ _ _ _ _ ~ ~  i U S  Midwest 

j Corporate Center -862 -427 
~ -____ ~ 

Sales 21,532 15,769 +37 
I 

1 >Adjusted for discontinued operations 

Adjusted EBIT up 6 Percent 
The improvement in adjusted EBIT at our Central Europe, 
Pan-European Gas, and Nordic market units is also attribut- 
able to power and gas price movements, the inclusion of 
newly consolidated companies in Central Europe East and 
the United Kingdom, and higher power and gas sales vol- 
umes. Natural gas supply issues in the United Kingdom led 
to  substantially higher procurement prices, which adversely 
affected the U.K. market unit's adjusted EBIT performance. 
The costs associated with participation in the new MIS0 
market, introduced on April 1,2005, constituted the main 
factor in the decline in U.S. Midwest's adjusted EBIT. 

Januaiy 1 - March 3 1  
C in millions 2006 20051 +/- "% 

1,413 1,281 +10 

733 467 +57 

38 268 -86 

300 287 +5 

-- ~ ~ 

Central Europe 

Pan-European Gas 

U.K 
Nordic 

U.S Midwest 

Corporate Center 

Other Activities* 53 28 +89 

Adjusted EBIP 2,534 2,390 +6 

~~~ 

-____ ~ ~ 

I- ~ ~ 

92 100 -8 

Core Energy Business 2,481 2,362 +5 

~~~ 

-95 -41 
~~~ 

- _ _ _ _ _ ~ -  _I___ ~ ~ 

I _ _ _ _ ~  ____^___ 

lAdiusted for discontinued operations 
%is segment consists of Degussa, which is accounted for using the equity 
method. 

3Non GAAP financial measure, 5ee the table at right for a reconciliation to net 
income 

Net Income Significantly abovc High 
Prior Year Level 
Net income (after income taxes and minority interests) 
exceeded the high prior-year level. Earnings per share of 
€2.61 were up 18 percent year-on-yeac 

Adjusted interest income (net) was -€328 million (prior year: 
-€297 million). The higher interest expense results from pro- 
visions for waste management at the Central Europe market 
unit. 

Net book gains in the first quarter of 2006 were significantly 
above the prior-year figure and resulted from the sale of 
securities (E143 million) and of Degussa stock to RAG 
(€376 million; see commentary on page 27). In the prior-year 
period net book gains resulted from the sale of securities. 

We did not record restructuring expenses in the first quarter 
of 2006. 

~~ 

lenuary 1. - March 3 1  
C iri millions 2006 20051 +/ % 

3,252 3,061 +6 Adjusted EBITDAZ 

Depreciation, amortization, 
and impairments affecting 
adjusted EBIT3 
Adjusted EBITZ 

Adjusted interest 
income (net)4 

Net book gains 

Restructuring expenses 

Other nonoperating 
earnings -356 125 

Income/Loss (-) from 
continuing operations 
before income taxes and 
minority interests 

Income taxes 

Minority interests 

Income/Loss (-) from 
continuing operations 1,630 1,394 + I 7  

Income/Loss (-) from dis- 
88 65 +35 continued operations, net 

Net income L718 1,459 t 18 

~ _ I _ _ _ _ _ ~  - 

-718 -671 -____ .._______ __- 
2,534 2,390 +6 _____ ____ ~ 

-328 -297 

519 94 

-10 

_ _ _ _ ~ ~  
l_______________ 

~~~ 

- --- I_--_ 

2,369 2,302 +3 

-527 -738 
~~~ 

~~~ 

-212 -170 - --1_1-- - ~- 

---I_.-_ ____-- 

~_ _I__ ~ 

XAdjusted for discontinued operations 
Won.GAAP financial measure. 
,For commentary see footnote 2 in the table on page 32 
%e reconciliation on page 33 I 
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Other nonoperating earnings primarily reflect effects from 
the marking to market of derivatives (-€I86 million). In addi- 
tion, Pan-European Gas and U.K. took impairment charges 
totaling €70 million on intangible assets and property, plant, 
and equipment. The prior-year figure mainly includes posi- 
tive effects from the marking to market of derivatives.These 
effects were partially counteracted by the costs relating to 
the severe storm in Sweden in early 2005. 

Our continuing operations recorded a tax expense of €527 mil- 
lion in the first quarter of 2006.The decline in our tax expense 
primarily reflects a higher share of tax-free income. 

Minority interests' share of net income increased due to 
higher earnings contributions at the companies in question 
and consolidation effects 

Income/Loss (-) from discontinued operations, net, includes 
the results of Western Kentucky Energy and E.ON Finland 
which are held for sale in 2006. Pursuant to U.S. GAAP, their 
results are reported separately in the Consolidated State- 
ments of Income (see commentary on pages 26-27). In the 
prior-year period, this item contained the results of Viterra 
arid Rutirgas Industries, which were sold in 2005. 

~ January 1 - March 31 

Central Europe 

, Pan-European Gas 

1 Nordic 

17111110115 

i U K  

U S  Midwest 

Corporate Center 

I Total 

425 295 +44 
511 57 +796 

130 81 +60 
158 112 +41 
66 29 +l28 

4 +loo 
1,298 578 a 2 5  

-~ 

--- 8 

I 

1 
i 

IAdjusted for discontinued operations 
~ -1 

i 
, I 

January 1 - Maich 31, 2006 
~ Percentages Toc?I €1,298 million 
L I - - ~ ~  - - - _ _ _ " ~  

39 Pan-European Gas 

I 33 Central Europe 

L 1 Corporatecenter 

i 

Investments Significantly Higher 
In the period under review, the E.ON Group invested 
€1.3 billion, a 125 percent increase year-on-year. We invested 
€622 million (prior year: €410 million) in intangible assets 
and property, plant, and equipment. Investments in financial 
assets totaled €676 million versus e168 million in the prior 
year. 

Central Europe invested €425 million, 44 percent mote than 
in the prior-year period. Investments in intangible assets and 
property, plant, and equipment totaled €283 million (prior 
year: €211 million) and were aimed predorninantly ar electric 
generation and distribution assets. Investments in financial 
assets increased significantly to €142 million (prior year: 
€84 million), primarily due to capital increases at subsidiaries 
and the acquisition of an interest in a small regional distri- 
bution company in eastern Germany. 

Pan-European Gas invested €511 million, of which €57 million 
(prior year: €25 million) went towards intangible assets and 
property, plant, and equipment. Investments in financial 
assets of €454 rnilliori (prior year: E32 million) mainly reflect 
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the acquisition of certain natural gas businesses of Hungary‘s 
MOL.This transaction closed in late March 2005.The purchase 
price was approximately 6450 million. 

LJ.K. invested €130 million, primarily on capital expenditure 
for additions to  property, plant, and equipment. The increase 
results from additional capital expenditure allowances within 
the regulated sector due to the fiveyear regulation review 
and from higher expenditure on the generation portfolio. 

Nordic invested €93 million (prior year: €63 million) in intan- 
gible assets and property, plant, and equipment in order 
to  maintain existing production plants and to upgrade and 
extend i t s  distribution network. As a consequence of the 
severe storm in January 2005, investments in Nordic’s elec- 
tric distribution network have increased significantly. Invest- 
ments in financial assets totaled €65 million compared with 
€49 million in the year-earlier period. 

US. Midwest‘s investments of €66 million were 128 percent 
above the prior-year figure, primarily due to increased 
spending for SO, emissions equipment, higher spending in 
generation and distribution, and currency translation effects. 

Financial Condition 
Management’s analysis of E.ON‘s financial condition uses, 
among other financial measures, cash provided by operating 
activities, free cash flow, and net financial position. Free 
cash flow is defined as cash provided by operating activities 
less investments in intangible assets and property, plant, 
and equipment. We use free cash flow primarily to make 
growth-creating investments, pay out cash dividends, repay 
debts, and make short-term financial investments. Net finan- 
cial position equals the difference between our total finan- 
cial assets and total financial liabilities. Management 
believes that these financial measures enhance the under- 
standing of the E.ON Group’s financial condition and, in 
particular, i t s  liquidity. 

The E.ON Group’s cash provided by operating activities in the 
first quarter of 2006 was significantly above the prior-year 
level. 

The slight decline in Central Europe’s cash provided by oper- 
ating activities is mainly attributable to an increase in work- 
ing capital and in contributions to VKE, a German energy 
industry pension fund.The main positive factors were the 
significant increase in gross profit on sales, the inclusion of 
newly consolidated subsidiaries, and lower payments for 
nuclear fuel reprocessing compared with the prior-year period. 

\ 

,anuarq 1 March ?1 
C ir n’i ‘ions 7006 2005’ I 
_ _  . .___ _. - - __ ___ - - - - _ - -- - 
Central Europe 399 438 -39 ~ _ _ _  _ -  -- - -__- 
Pan-European Gas 1,559 1,213 +346 

IJ K -277 10 -287 

Nordic 286 29 +257 

U S  Midwest 164 128 *36 
189 -157 32 Corporate Center 

Cash provided by operating 
activities 1,942 1,661 t281 

Investments in intangible 
assets and property, plant, 
and equipment 622 410 i212 

Free cash flow2 1,320 1,251 +69 

_ _ - _ -  

_ _____ ____ ___ - __ -__ - 
______ - ~ __ 

-__ _ _ _  
- - - - - - - - __ - - __ - -_ 

- - - ._ - . __ __ __ . - _ . - 

- __ - _ - - __ - __ . .___ - 

__ - - - -_ __ - -- __- - __ -_ -- - 
‘Ad usted for dlscontinded operarions 
,Nan GAAP financial rneasdre 

- - _.  - .  

Pan-European Gas’s cash provided by operating activities 
improved significantly, chiefly due to  the positive develop- 
ment of the upstream and midstream business. 

Cash provided by operating activities at U.K. declined signifi- 
cantly year-on-year.This was mainly due to an increase in 
gas input costs which was only partly offset by higher retail 
prices. 

Nordic’s cash provided by operating activities increased sig- 
nificantly because the prior-year figure was negatively 
affected by a number of nonrecurring items including high 
cash outflows relating to  the severe storm in January 2005 
and higher tax payments compared with the current year. 
Improved electricity margins in the first quarter of 2006 con- 
stituted another positive factor. 

Cash provided by operating activities at U.S Midwest was 
higher year-on-year due to a decrease in gas purchases com- 
pared with the prior year, increased collections of accounts 
receivable which resulted from higher natural gas prices in 
the fourth quarter of 2005, and a favorable dollar-euro 
exchange rate. Cash increases were partly offset by pension 
contributions. 

The main factor in the decline in the Corporate Center‘s cash 
provided by operating activit,ies was the absence of income 
recorded in the prior year on the unwinding of currency 
swaps.This was partially counteracted by positive tax 
effects. 

In general, surplus cash provided by operating activities at 
Central Europe, U.K., and US. Midwest is lower in the first 
quarter of the year (despite the high sales volume typical of 
this season) due to the nature of their billing cycles, which 
in the first quarter are characterized by an increase in 
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receivables combined with cash outflows for goods and 
services. During the remainder of the year, particularly in the 
second and third quarters, there is typically a corresponding 
reduction in working capital, resulting in significant surplus 
cash provided by opdrating activities, although sales vol- 
umes in these quarters (with the exception of U.S. Midwest) 
are actually lower. The fourth quarter is characterized by an 
increase in working capital. A t  Pan-European Gas, by con- 
trast, cash provided by operating activities is recorded prin- 
cipally in the first quarter, whereas there are cash outflows 
for intake at gas storage facilities in the second and third 
quarters and for gas tax prepayments in the fourth quarter. 
A major portion of the market units' capital expenditures for 
intangible assets and property, plant, and equipment is paid 
in the fourth quarter. 

Despite the increase in investments in intangible assets and 
property, plant, and equipment, free cash flow was 6 percent 
above the prior-year number. 

5,141 5,859 6,490 

9,542 9,260 8,089 
Total liquid funds 14,683 15,119 14,579 

_ _ _ _ ~ ~ _ _ I _  

Bank deposits 

Securities and funds 
(current assets) 

Securities and funds 

Total financial assets 

Financial liabilities to banks 

Bonds (including MTN) 

Commercial paper 

~ _I___ .-___ __I..I_ 

.._I___.I ~ -- 

(fixed assets) 1,284 1,160 934 - - . I__-- -_ ."_- .~ ~ 

15,967 16,279 15,513 
-1,648 -1,572 -3,768 
-9,081 -9,538 -9,221 

_111~____  -___I 

~ _ _ _ _ _ _ _  
_ I _ _ _ _ ~ ~  

-2,091 - -4,799 --____ 
Other financial liabilities -1,440 -1,306 -1,515 
Total financial liabilities -14,260 -12,416 -19,303 
Net financial position' 1,707 3,863 -3,790 

__I__ -- 
___ 

lNon GAAP financial measurei see reconciliation In the top table at rlght 

Net financial position, a non-GAAP financial measure, is 
derived from a number of figures which are reconciled to 
the most directly comparable U.S. GAAP measure in the top 
table at right. 

Our net financial position of €1,707 million was €2,?56 mil- 
lion below the figure reported as of December 31,2005 
(€3,863 million). This is mainly attributable to the €2.6 billion 
payment under our contractual trust arrangement, the acqui- 
sition of natural gas businesses from Hungary's MOL, and 
financial outlays for investments i r i  property, plant, and 
equipment. Our net financial position was positively affected 
by strong cash provided by operating activities. 

. . . 
- .- - 

Match Dcc 31, March 
C n tniliions 31,2506 2005 31. 2005 

L;qbid funds shown in 
the Consolidated Financial 
Statements 14,683 15,119 14,579 
Financial assets shown i r i  
the Consolidated Financial 
Statements 24,774 21,686 17.599 

.___-_I__________.__ . .- 

--___ ____. - ____- - 

-~ ___ ____ .-__ 

- Thereof loans -980 -1,100 -1,447 ___ 
- Thereof equity 

- Thereof shates in 

investments -21,802 -18,759 -14,674 _____ ___. 

affiliated companies -708 -667 -544 
--__. - 

-Total financial assets 15,967 16,279 15,513 
__I ____ 

Financial liabilities shown 
in the Consolidated Financial 
Statements -16,337 
-Thereof to affiliated 

companies 142 
- Thereof to associated 

companies 1,935 
-Total financial liabilities -14,260 
Net financial position 1,707 

-14,362 

134 

1,812 
-12,416 

3,863 

-2l,331 

127 

1,901 
-19,303 
-3,790 

Net interest expense mainly I esults from the interest income 
of those items that are also part of the net financial position. 
Net interest expense was nearly unchanged from the figure 
recorded at year end 2005.The positive development of net 
interest expense was counteracted primarily by a higher 
interest expense on financial liabilities with a variable inter- 
est rate and a higher taxrelated interest expense. 

e Consolidated Statements 
inanclal measure, see recon _.____ 

On February 21,2006, Standard & Poor's put i t s  AA- long-term 
rating for E.ON bonds and its A I+ short-term on a credit 
watch with negative implications following the announce 
ment of our offer for 100 percent of the stock of Eridesa On 
February 22,2006, Moody's announced that it was reviewing 
its Aa3 long-term rating for E.ON bonds for a possible down- 
grade. Following the closing of the Eridesa transaction, E.ON 
aims to  have a single-A flat long-term rating (A/A2). Com- 
mercial paper issued by E.ON has a short-term rating of A- I+ 
and P-1 by Standard & Poor's and Moody's, respectively. 

On February 21,2006, E.ON made a €29.1 billion offer to 
acquire 100 percent of the stock of Endesa. in  connection 
with this offer E.ON obtained a €32 billiori credit line. 
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12 Results of Operations 

Employees 
On March 31,2006, the E.ON Group had 79,783 employees 
worldwide, as well as 2,039 apprentices and 229 board mem- 
bers and managing directors.The size of our workforce was 
thus essentially unchanged from year end 2005. 

At  the end of the current period, 45,268 employees, or 
56.7 percent of all staff, were working outside Germany, also 
essentially unchanged from year end 2005. 

Mach Dcc 31, 
33,2006 2005 si- ?,6 

44,471 44,476 

12,975 13,366 -3 

13,381 12,891 +4 

5,525 5,424 +2 

2,998 3,002 

433 411 +5 

_ _ _ _ _ ~ ~  1 Central Europe 

' Pan-European Gas 

I J  K 

~ Nordic 

1 IJ.S Midwest 

/ Corporate Center 

~ Discontinued operations2 , DegussaP 33,878 33,882 

~~~ 

_ _ _ _ _ _ _ _ _ ~  
~~~ 

_ _ _ _ _ _ _ _ _ ~  
_ _ _ _ _ ~ ~  

Total 79,783 79,570 - -___ _ _  -_ . 

830 840 -1 ~ _ _ _ _ ~  

Ifigures do not include apprentices, managing directors, or board members 
Zincludes E ON Finland and WKE 
3At March 31,2006, Degussa had 1,540 apprentices , 

The number of employees at Pan European Gas declined by 
about 3 percent to 12,975 relative to year end 2005, mainly 
due to efficiency enhancement measures at E.ON Gaz 
Romania. 

A t  the end of the first quarter of 2006, U.K. had 13,381 
employees, roughly 4 percent more than at year end 2005. 
The increase is chiefly attributable to the further additions 
in customer service staff and increased hiring of technical 
personnel at the electric distribution and metering 
businesses. 

During the reporting period, wages and salaries including 
social security contributions totaled €1.2 billion, compared 
with €1.1 billion a year ago. 

Risk Situation 
In the normal course of business, we are subject t o  a num- 
ber of risks that are inseparably linked to  the operation of 
our businesses. 

Technologically complex facilities are involved in the produc- 
tion and distribution of energy. Operational failures or 
extended production stoppages of facilities or components 
of facilities could adversely impact our earnings situation. 
We seek to  minimize these risks through ongoing employee 
training and qualification programs and regular mainte- 
nance and enhancement of our facilities. 

During the normal course of business, €.ON is exposed to  
interest rate, currency, commodity price, and counterparty 
risks which we address through the use of instruments 
suited to this purpose. 

Our market units operate in an international market environ- 
ment characterized by general risks related to the business 
cycle and by increasingly intense competition. We use a 
comprehensive sales management system and derivative 
financial instruments to  limit the price and sales risks faced 
by our power and gas business on liberalized markets. 

The political, legal, and regulatory environment in which the 
E.ON Group does business is a source of additional external 
risks. Changes to  this environment can make planning uncer- 
tain. Our goal is t o  play an active and informed role in 
shaping our business environment We pursue this goal by 
engaging in a systematic and constructive dialog with politi- 
cal leaders and representatives of government agencies. 
Currently, the following issues are of particular relevance: 

The regulation of electricity and natural gas networks 
codified in Germany's Energy Law of 2005 requires that 
network charges be approved in advance.This poses 
a risk to our earnings situation, since it is becoming 
apparent that the Federal Network Agency is interpret- 
ing the applicable regulations in a one-sided manner 
prejudicial to network operators. 
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0 Germany's Federal Cartel Office issued an order prohibit- 
ing E ON Ruhrgas from implementing existing long-term 
gas supply contracts. E.ON Ruhrgas filed an emergency 
petition with the State Superior Court in Dusseldorf to 
prevent the order from taking immediate effect. Oral 
arguments in the case took place on April 26,2006. After 
a preliminary examination of the case, the court is lean- 
ing towards rejecting EON Rutirgas's petition. The court 
announced that it will issue a ruling in early June 2006. 
The German Federal Appeals Court has final appellate 
jurisdiction of the petition. At the present time, we are 
unable to  predict the effect the order could have on 
E ON Ruhrgas, since it involves competitive processes 
whose outcome is by their nature uncertain. This issue 
could pose a risk to our earnings situation. 

The operational and strategic management of the E.ON 
Group relies heavily on highly complex information technolo- 
gy. Our IT systems are maintained arid optimized by quali- 
fied E.ON Group experts, outside experts, and a wide range 
of technical security measures. 

In the period under review the E.ON Group's risk situation 
did not change substantially from year end 2005. 

Outlook 
We continue to expect our adjusted EBlT for 2006 to slightly 
surpass the high prior-year level. However, we will not repeat 
the extraordinarily high net income figure posted in 2005, 
which resulted in  particular from the book gains on our suc- 
cessful Viterra and Ruhrgas Industries disposals. 

The earnings forecast by market unit is as follows: 

For 2006, we expect Central Europe's adjusted EBlT to  be 
slightly above the prior-year level. We expect to offset the 
adverse affects of regulatory measures affecting the opera- 
tions of our energy trarismission and distribution systems by 
achieving operating improvements in other areas. 

We expect Pan-European Gas's adjusted EBlT to exceed the 
figure for 2005.The Up-/Midstream business will benefit 
from the integration of E.ON Ruhrgas UK North Sea Limited 
(formerly Caledonia Oil and Gas Limited) and the tempera- 
ture-driven volume increases recorded in the first quarter 
Moreover, oil price developmerits were a significant negative 
factor in the prior year. However, the rate of increase 
achieved in the first quarter will flatten distinctly in the 
remainder of the year.The acquisition of the natural gas 
storage and trading operations of Hungary's MOL will adversely 
affect the development of the downstream business. 

Despite underperfor ming in the first quarter, U.K.'s adjusted 
EBlT is still expected to  be significantly higher than the 2005 
level. Significant features include the impact of increased 
retail prices, increased value from U.K.'s generation fleet, arid 
profit and cost initiatives, partially offset by future commodity 
cost increases. 

We anticipate that Nordic's adjusted EBlT for 2006 will be 
below the figure posted in 2005. Earnings development will 
be affected by significaritly higher nuclear and hydro taxes 
and by the absence of earnings streams from hydroelectric 
plants divested last year. These effects will be partially coun- 
teracted by higher average electricity prices. 

We expect U.S. Midwest's adjusted EBlT for 2006 to be on 
par with 2005. 
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Central Europe 

Market Development 
Wholesale electricity prices continued to  trend higher in 
Europe in  the first quarter of 2006. Driven by high and 
volatile fuel and CO, certificate prices, baseload electricity 
for 2007 delivery traded above €57 per MWh on Germany's 
energy exchange, a more than 10 percent increase from the 
start of the year. 

Electricity prices paid by industrial customers in Germany 
who concluded new supply agreements rose at a similar rate 
during the first quarter, while electricity prices in the resi- 
dential segment increased by about 4.3 percent on average 
at the start of the year. The regulatory agencies responsible 
for approving residential price increases issued widely diver- 
gent rulings, resulting in significant regional variance in this 
segment. 

Power and Gas Sales 
The Central Europe market unit sold 3.4 billion kWh more 
electricity than in the prior-year period. TWO thirds of the 
increase is attributable to the inclusion of newly consolidated 
regional electricity distributors in Bulgaria, Romania, and 
the Netherlands.The remainder resulted from an increase in 
trading volumes. These positive effects were partially coun- 
teracted by the loss of some business to competitors.. 

Central Europe's regional distribution companies sold about 
15 billion kWh more natural gas than in the prior-year period. 
Just under three Fourths of the increase resulted from con- 
solidation effects. In the first quarter of the previous year, 
our Hungarian natural gas utilities, NRE in the Netherlands, 
and Gasversorgung Thiiringen (GVT), which was subsequent- 
ly merged with E.ON Thijringer Energie, were not yet con- 
solidated E.ON companies.The remainder of the increase is 
primarily attributable to  harsh winter weather, 

Power Procurement 
Central Europe utilized its flexible mix of generation assets 
to meet about 47 percent (prior year: 48 percent) of its elec- 
tricity requirements. It procured around 2.7 billion kWh more 
electricity from outside sources than in the year-earlier 
period. This increase results mainly from the inclusion of 
newly consolidated subsidiaries in Bulgaria and Romania. 

January 1 March 31 
f in niiliions 2006 2005 +/-a 

8,283 6,669 +24 
_I_____________ 

Sales 

- Thereof energy taxes 

Adjusted EBITDA 

285 285 
_ _ _ I _ _ _ _ I _ ~  

1,722 1,572 + 10 

Adjusted EBlT 1,413 1,281 +10 
_ _ _ _ _ _ ~ _ _ _  

- - - - -_ - . 

Total 7 3 2  
March 31, 2005 G93J (,ai i i iary 1 

mua? 1 Marc11 31. 2006 1 &l l ioi~ kWh 

I 
I 

~ 

I 13 6 Residential and 
(12 6) small commercial 

___ 40 1 Sales partners 
(36 6) 

I ' 
'Excludes trading activities ,I 

I 
I 22 5 Residential and 

(13 3) small commercial ~ I 

17 5 Industrial and 
(15 1) large commercial 

I 
I 
1 
i (12 3 )  

14 1 Sales partners 

I 
I x i u d e s  trading activities. ___ 

1 January 1 - March 31 
1 BillionkWh 2006 2005 +I-% 

Owned generation 36.7 

Purchases 40.8 

- from jointly owned 
power plants 3.3 

37.5 - from outside sources 

Power procured 77.5 

Plant-use, line loss, 
pumped-stomge hydro -4.3 
Power sales 73.2 

-- 
-----_I___ _- " _  

__I--- ----I__ ~ -- _- - 

34.7 +6 
38.1 +7 

~~ 

~- 
3 3  

~~ 

34.8 +8 
~~ 

72.8 +6 _ _ _ ~  .~ 

-3.0 

69.8 +5 
~- 

1 Xxciudes trading activities 



Interim Report 1/2006 

15 

January 1 - March 31,2006 
Percentages 

4SG Nuclear i 
I 317 Hard coal 

6 5 Lignite 

I 
9 7 Oil and natural gas , 
3 1  Hydro 

2 4  Other 
! 
I 

- ~ 

Sales and Adjusted EBlT 
Central Europe grew sales by E1,614 million relative to the 
prior-year period, mainly due to the following factors: the 
global increase in raw materials and energy prices which led 
to  successive increases in our power and gas prices, the 
consolidation effects mentioned above (primarily in Central 
Europe East), and weather-driven volume increases, particu- 
larly of natural gas. 

Adjusted EBIT rose by €132 million year-on-year, with Central 
Europe's business units developing as follows. 

Adjusted EBIT at Central Europe West Power was slightly 
above the prior-year figure.The positive effect of the 
passthrough of higher wholesale electricity prices to  end 
customers was moderated by significantly higher conven- 
tional fuel costs, higher power procurement costs, and higher 
burdens resulting from expenses for additional CO, certifi- 
cates Adjusted EBlT was also negatively impacted by effects 
relating to  earlier reporting periods. 

Adjusted EBlT at Central Europe West Gas was €51 million 
above the prior-year figure, mainly due to the inclusion of 
GVT, which was not a consolidated E.ON company in the 
prior-year period, and to volume increases resulting from 
cold weather. 

Central Europe East's adjusted EBlT rose by €15 million year- 
on-year.The increase primarily reflects the inclusion of com- 
panies in Bulgaria, Hungary, and Romania acquired in 2005. 
It was moderated by the absence of the gain on the disposal 
of minority stakes in the Czech Republic recorded in the 
prior-year period. 

Adjusted EBlT recorded under Other/Consolidation increased 
by €48 million, mainly due to  higher financial earnings. 

I January 1 Marc Gas 

Sales1 5,057 4,516 1,844 
Adjusted EBITDA 

_ I _ ~  

in millions 

1,204 1,193 3 u  255 145 118 60 6 1,722 1,572 
Adjusted EBlT 1,027 1,009 256 205 95 80 35 -13 1.413 1.281 

--_l_l-__I_.I__________pp 
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Pan-European Gas 

Januaty 1 - March 3 1  
C in million,, 2006 2005 i i  "6 i 

8,768 5,347 +64 1 
1,245 1,029 +21 

j ~~~ 

856 554 +55 ' 
j Adjusted EBlT 733 467 +57 , 

Sales 

_ _ _ _ _ - ~  i -Thereof energy taxes 

i Adjusted EBITDA _ _ _ _ ~ ~  

Market Development 
Germany consumed about 13 percent more natural gas than 
in the prior-year quarter, mainly due to considerably colder 
weather, particularly in January and March. 

Gas Sales 
Pan-European Gas's midstream business sold 266 billion kWh 
of natural gas in the first quarter of 2006, about 18 percent 
more than in the prior-year period The increase resulted 
from colder temperatures in Germany compared with the 
previous year and further volume growth outside Germany. 
The average temperature in E.ON Ruhrgas's sales territory in 
Germany was 1" C, which is 2" C. below the prior-year figure. 

Billion liWh 2006 2005 +/-  w, 
95 4 79 7 +20 

86.5 77 3 t12 

___I--I.--___- I___ __I--- 

_ _ I _ ~ ~  

1 January ' February 
~~~ 

1 

1 March 84.4 68.6 +23 

I Gas sales 266.3 225.6 +18 
..- - --- 

In the first quarter of 2006, E.ON Ruhrgas AG increased its 
sales volume outside Germany by roughly 34 percent to 
52 billion kWh. Sales outside Germany thus accounted for 
about one fifth of total sales volume.The increase is in part 
attributable to deliveries to  E.ON Nordic, whic.h began in 
October 2005, and to higher deliveries to E.ON Vendita in 
Italy. Deliveries to new industrial customers in France and 
the Netherlands also Contributed to  the increase. 

Sales volume in Germany rose by about 15 percent year-on- 
year to 214 billion kWh. The disproportionate volume growth 
outside Germany meant that domestic customer segments 
accounted for a smaller share of total sales volume. As in 
the past, regional gas companies constituted the largest CUS- 

tomer segment, although their share of total sales volume 
declined from 49 percent in the prior-year period to 47 per- 
cent in the current-year period. Deliveries to municipal utili- 

ties, which accounted for roughly 25 percent of total sales 
volume, were stable, as were deliveries to industrial cus- 
tomers, which again accounted for 8 percent of total sales 
volume. 

companies 

?5 Municipal 
utilities 

~ 10 Sales outside 
Germany 

h Industrial customers 
in Germany 

1 'Gas Sales of EON Ruhrgas A t  
I 

Sales and Adjusted EBlT 
Pan-European Gas increased sales by 64 percent year-on- 
year to €8.8 billion. 

The increase in sales is attributable to a number of factors. 
Sales were higher in the midstream business thanks to higher 
volumes and higher average sales prices in the wake of 
oil price developments The upstream business includes the 
first-quarter results of E.ON Ruhrgas UK North Sea Limited. 
This company was acquired in 2005 and did not begin con- 
tributing to  consolidated sales until November 2005. In Sep- 
tember 2005, Pan-European Gas increased its stake in Njord 
Field from 15 percent to 30 percent, which also had a positive 
effect on sales in the current-year period. A t  Downstream 
Shareholdings, Distrigaz Nord is included from the beginning 
of the year, whereas in  the prior year its results were not 
consolidated until the second half. Distrigaz Nord changed 
its name to  E.ON Gaz Romania on April 1,2006. 

Pan-European Gas recorded an adjusted EBlT of €733 million, 
57 percent more than in the prior-year period. All business 
units contributed to the advance. 
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The upstream business improved its adjusted EBlT perform- 
ance due to  the inclusion of newly consolidated E.ON Ruhr- 
gas UK North Sea Limited, the increase in ownership in Njord 
Field, and high oil and natural gas price levels The mid- 
stream business benefited from temperature-driven volume 
increases and sales growth outside Germany. Adjusted EBlT 
in the first quarter of 2006 was again adversely affected 
by increases in  light heating oil prices, since procurement 

prices respond to changes in light heating oil prices faster 
than sales prices. However, this effect was less marked than 
in the prior-year period. 

Consolidation effects, particularly the inclusion of E.ON Gaz 
Romania, likewise served to increase Downstream Sharehold- 
ings' adjusted EBIT, which also benefited frorn price and vol- 
ume effects in its gas business. 

- _ _ _ -  

I Downstream Other/ 

Januarv 1 March 31 p-/Midst, eani Shareholtlingi Consolidation PawEuropean Gas , 
E in inillions 2006 2005 2006 2005 2006 2005 2006 2005 i 

6,604 3,844 1.118 612 -199 -138 7,523 4,318 ' ~ ~ _ _ _ _ _ ~ - _ _ _ _ _ _ _ ~ ~  I Sales1 1 Adjusted EBITDA 609 344 242 212 5 -2 856 554 . . . . . . . . . . . . . . . . . . . . . . . . .  
Adjusted EBlT 511 274 217 193 5 733 467 

- 
, 

U.K. 

lanitary 1 - March 3 1  
€ in inillions 

Sales 
Adjusted EBITDA 

, 

i 
182 419 -57 j 

- ~ ~ -  
+38 

I____ ~ _I___ 

~-~ 
Adjusted EBlT 38 268 -86 1 

1 / 

Power prices in the United Kingdorri continued to be driven 
by rising gas prices and increasingly by the influence of COz 
prices. Annual prices for year ahead delivery increased 
from E31 per MWh in March 2005 to f53 per MWh iri the 
first quarter of 2006.This represents an increase of roughly 
70 percent year-on-yeac 

Power and Gas Sales 

1 jariuay 1 March 31 ~ - 1  

I 

Market Development 
Market electricity and gas consumption at 99 billion kWh 
arid 326 billion kWh, respectively, for the first quarter of 2006 
were broadly in line with the prior-year quarter. 

Gas price volatility has continued into 2006. On March 13, the 
first-ever gas balancing alert was called due to significantly 
colder-than-normal weather, reduced storage capacity as a 
result of a fire at the Rough Storage Facility (which accounts 
for about 70 percent of U.K. storage capacity), and low 
inflow from the gas inter-conriector.These factors pushed 
within-day gas prices to  a peak of 255 pence per therm. 

Annual gas prices for year ahead delivery increased from 
36 pence per therni in the first quarter of 2005 to 61 pence 
per therm in the first quarter of 2006.This represents an 
increase of roughly 70 percent year-on year 

The decrease in Industrial and Commercial (I&C) power and 
gas volumes reflected E.ON UK's focus or1 margin rattier than 
volume during 2006. Residential and SME power and gas 
sales increased despite a marginal reduction in customer 
numbers; the volume increase is primarily weather related. 
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Power Generation and Procar-ement 

"- 

Ianuaty 1 - March 3 1  
Billion kWh 2006 2005 +/ '.I6 

Owned generation1 

Purchases 

- Jointly owned power 
plants 

- Outside sources 

Power procured 

Plant-use, transmission 
losses, pumped-storage 
hydro 

Power sales 

12.2 9.6 

4.8 7 9  
-~ 
~~ 

0.2 0 3  

4.6 7.6 

17.0 17.5 

_ _ _ _ _ ~  
______ 
-- ~ 

-0.7 -0.6 

16.3 16.9 
-- ____ 

+27 

-39 

-33 

-39 

-3 

lExcludes CHP and renewable generation 
.- __ -_____ - - __ __ __ 

The increase in owned generation in the first quarter of 
2006 was driven mainly by higher coal generation due to the 
improved economics versus gas generation, the acquisition 
of Enfield power station, and the return to  service of Killing- 
holme module 2 in April 2005 and module 1 in August 2005. 

Purchases from outside sources declined due to higher owned 
generation and lower retail I&C sales. 

E.ON UK's attributable generation portfolio was 10,547 MW 
at March 31,2006, an increase of 2,582 MW from March 31, 
2005.This is mainly due to  the return to service of Killing- 
holrne power plant (900 MW), the acquisition of Enfield 
(392 MW), and the return of two oil-fired units at Grain 
(1,300 MW) for winter use. 

I I 74 Hard coal ~ 

I 

__ 2 Hydro, wind, oil, 
other 

During the first quarter of 2006, E.ON UK co-fired biomass 
materials at the Kingsnorth, Ironbridge, and Ratcliffe power 
plants, generating a total of 97 GWh. Work has also com- 
menced on the construction of a 44 MW wood-burning plant 
in Lockerbie, in southwest Scotland. 

Sales and Adjusted EBlT 
E.ON UK increased i ts  sales in the first quarter of 2006 com- 
pared with the prior year, primarily due to price increases 
in the retail business and higher gas and power prices in the 
wholesale market. E.ON UK delivered an adjusted EBlT of 
€38 million in the first quarter of 2006, of which €124 million 
was in the regulated business and -€65 million in the non- 
regulated business. 

Adjusted EBlT at the non-regulated business declined by 
€213 million. Significant increases in gas input costs during 
the winter caused by gas supply issues and cold weather 
reduced business margins in the first quarter.The residential 
price rise of 18.4 percent for power and 24.4 percent for gas 
effective from March 10, 2006, together with cost and profit 
initiatives will restore business margins. 

212 219 3,606 2,560 -50 -55 3,768 2,724 1 
161 161 41 260 -20 -2 182 419 ' Adjusted EBlT 124 124 -65 148 -21 -4 38 268 

~~~~-~~~ I Sales 

1 Adjusted EBITDA 
~ ~ _ _ _ _ _ _ _ _ _ ~ I _ _ _ ~ ~  

i the new Energy Services business, a material part of which was previously reported under the regulated business The non 
regulated business also includes a recharge from Business Services (facilities, IT, and other shared services), 2005 has been rebased to ensure that comparisons are valid. I The regulated business already included the recharge due to regulatory reasons 1 
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January 1 - March 31 I 
€ t i1  millions 2006 2005 +/ '!6 I 

1,005 9 55 +5 
I20 123 -2 
384 379 +1 

Adjusted EBlT 300 287 +5 

~~~ 

Sales 

- Thereof energy taxes 

Adjusted EBITOA 
~~~ 

_ _ _ _ ~ -  

Market Development 
The hydrological situation in Norway and Sweden deterio- 
rated contiriually in the first quarter of 2006. On April 1, 
water levels were about 25 billion kWti lower than normal, 
or 30 billion kWh lower than a year ago. Reservoir levels 
were slightly below normal, while snow and soil moisture 
were well below normal. Despite these factors, total hydro- 
electric production in Norway and Sweden was higher year- 
on-year due to  the cold winter and high electricity prices in 
Continental Europe. Together, Norway and Sweden generated 
209 billion kWh of hydroelectricity between April 1,2005, 
and March 31,2006. 

Electricity exchanges between Northern Europe and sur 
rounding markets were in balance for the year to date. 

Electricity Consumption in Finlarid was, on an annualized 
basis, about 1 billion kWh higher at the end of March 2006 
than the level recorded in the first quarter of 2005. Industrial 
Consumption in  Norway was down slightly year-on-year. 
Adjusted for weather effects, total electricity consumption 
in Sweden and Norway was unchanged from the prior year. 

Sale of E.ON Finland 
On February 2,2006, E.ON Nordic arid Fortum Power and 
Heat Oy (Forturn) signed an agreement under which Forturn 
will acquire E.ON Nordic's entire interest in E.ON Finland.The 
transaction is subject to the approval of the Finnish compe- 
tition authority, which will issue its final decision by June 5, 
2006, at the 1atest.Ttie agreement with Fortum fulfills E.ON 
Nordic's obligations under a call option concluded in 2002 
for all i ts shares in E.ON Finland. In mid-January 2006, E.ON 
Finland was classified as a discontinued operation. Prior-year 
figures were adjusted accordingly. 

jaiiuay 1 - March 31,2006 
Billion kWh 

Total: 12 2 
(january 1 March 31,2005: 128) 

I 2 3 Residential 
(2 3 )  ~ 

I 

j 4 0 Commercial 
I 

(4  0) I 
5 9 Sales partners/ 
(6  5) Nord Pool 

E.ON Nordic sold 0.6 billion kWh less electricity compared 
with the corresponding period of 2005 due to  lower sales on 
the Nord Pool, Northern Europe's energy exchange.This was 
primarily a consequence of the sale of hydropower assets to  
Statkraft in late 2005, which reduced Nordic's owned genera- 
tion capacity. Sales to  residential and commercial customers 
were or1 par with the previous year. 

Power Generation and Procurerrient 

januar I 

Billion +I-% j 

9.2 9.6 -4 

3.8 3.8 
- ~ - _ I _ _ _  

Owned generation 

Purchases 
_ _ _ _ . _ _ _ _ _ ~  

- jointly owned power 

- Outside sources 

2.9 2 8  +4 

0.9 1.0 -10 

Power procured 13.0 13.4 -3 

Plant-use, line loss 

Power sales 122  12.8 -5 

_ _ _ _ _ _ ~ ~  plants 

l _ l l _ . ~ l _ l _ l l _  

. I - _ ~  

-0.8 -0.6 -- -~ ~- 
L - - ~ - - ~ . - . . - - " "  .~ J 

L 

E.ON Nordic covered 75 percent of its electricity sales with 
power from its own generation assets. E.ON Nordic's owned 
generation decreased by 0.4 billion kWh relative to the prior- 
year period. Hydropower production decreased, primarily 
as a result of the sale of hydro assets to Statkraft in October 
2005. The decrease was partly compensated by higher CHP 
production due to  the relatively cold weather conditions dur- 
ing the first quarter. Nuclear generation was virtually 
unchanged year-on-year 
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January 1 March 31,2006 
Percentages 
____-___I--- 

I 
51,9 Nuclear 

,9 L Hydro 

b,5 Gas, hard coal, CHP, 
wind, other 

2 4  Oil 

Heat sales increased as a consequence of colder weather 
conditions and the acquisition of heat operations in Den- 
mark. Natural gas sales declined despite the colder weather, 
primarily due to  lower to sales to distributors. 

Sales and Adjusted EBlT 
E.ON Nordic's sales increased by 5 percent compared with 
the first quarter 2005, primarily due to higher average sales 
prices. 

E.ON Nordic increased its adjusted EBlT by €13 million year- 
on-year to €300 million.The improvement was primarily a 
result of rising spot electricity prices and successful hedging 
activities, which enabled Nordic to  secure higher effective 
sales value for i ts  production portfolio Compared to the 
prior-year, earnings for the first quarter were negatively 
impacted by increased taxes on hydro and nuclear produc- 
tion assets. In addition, the hydroelectric plants sold to 

Gas and Heat Sales 

January 1 - March 31 I Billion kWh 
I 

2005 I-,. qk 1 tively affected Nordic's adjusted EBlT in reporting currency. 2006 

2.2 2.5 -12 j 
~ ~- ~ 

',s sales ' Heatsales 3.4 3.1 + I O  , 
I 

january 1 - March 31 Swcdcn Finland? Nordic 

i: in millions 2006 2005 2006 2005 2006 2005 

885 832 885 832 

384 379 384 379 

i Adjusted EBlT 300 287 300 287 

~ ~ - ~ - _ I _ ~  

Sales* 
Adjusted EBITDA ______ ~ -- ___ ~ ____ 

~ __I- 

lEffeaive mid lanuary 2006, E ON Finland is recorded under discontinued operations 

U.S. Midwest 

January 1 March 31 
E in millions 2006 2005 11- On 

570 501 +14 

148 146 +1 
_ _ _ _ _ _ _ _ ~  Sales 

Adjusted EBITDA ~ ~ _ _ _ _  
Adjusted EBlT 92 100 -8 

Market Development 
In the first quarter of 2006, wholesale electricity prices in 
the Midwest, driven by a combination of higher natural gas 
prices but warmer-than-normal weather in January, were 
comparable to the same period in 2005. Wholesale electricity 

prices averaged $49 per MWh during the first quarter of 2006 
and $50 per MWh for the same period in 2005, while natural 
gas prices averaged $7.67 per MMBtu and $6.44 per MMBtu, 
respectively. Lingering production shutdowns following fall 
2005 hurricanes in  the Gulf of Mexico kept natural gas price 
levels elevated through much of the first quarter. 

E.ON L I S .  received FERC approval to withdraw from Midwest 
Independent Transmission System Operator (MISO). E.ON 
U.S. is still awaiting a KPSC decision on this matter for a 
planned MISO exit by the middle of the year. 
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Power Generation and Procurement 

Jaruary 1 - Match ;1 
61 i or1 ILWn 2006 2005 -! 'Lu 

_ I _ _ _ ~ ~  

Regulated utility business 

- Retail customers 

- Off-system sales 0.6 1.5 -60 

8.6 9.5 -9 

5 1 6.1 -16 
0.6 

8.0 8.0 ______- ~ ~ 

-l___l 

. I _ _ _ I I _ _ _ _ _ I _ ~  
Power sales 

Retail customers 

Off-system sales 
I_____ ~ ~ 

l___l-" ~ ~~ 

Gas sales 5.1 6.7 -24 

Regulated utility retail power sales volumes were roughly 
the same in 2006 as in 2005. Higher retail demand in Febru- 
ary and March 2006 offset the warm weather in January 
2006.Off-system sales volumes were lower compared with 
2005 as a result of higher outages and increased use of E.ON 
U.S.'s generation for native load to replace the lost volumes 
from a purchase contract from Electric Energy Inc (EEI). EEI 
is a 1,000 MW power station in which E.ON U.S. has a 20 per- 
cent stake. In the past, E.ON U.S. could buy its share of the 
output at cost and utilize this to meet native load. Since 
lariuary 1,2006, EEI sells its power at market prices. E.ON U.S. 
car1 no longer utilize this power to  meet native load and 
now supplies this power from i t s  own generation. Retail nat- 
ural gas sales volumes declined due largely to milder winter 
weather compared with 2005 and reduced consumption due 
to  higher prices. Off-system sales of natural gas decreased 
due to  high market prices and correspondingly lower avail- 
ability of excess gas for sale. 

I 
2006 2005 + / -  o / o  

!anuaty 1 - March 31  
BI lion dA'11 

Proprietary generation 

- Owned power stations 

Purchases 

Power procurement 

________. ____ 
-- .~ 

~ 

-. -. _ _  .- . - . . .. - . 
__.-_ 

Plant-use, line loss -0.9 -0 7 

Power sales 8.6 9.5 - 9  
- - __-. . ___- -. - - __ 

Coal-fired power plants accounted for 98 percent of U.S. 
Midwest's electric generation in 2006, while gas-fired, hydro, 
and other generating assets accounted for the remaining 
2 percent. 

Sales and adjusted €BIT 
U.S. Midwest's sales increased by 14 percent. The main driv- 
ers were favorable exchange-rate variances and higher gas 
prices recoverable from retail customers. 

U.S. Midwest's adjusted EBlT decreased by 8 percent.The 
rnain factors in the regulated business were the costs asso- 
ciated with participation in the new MISO market, intro- 
duced on April 1,2005, and a lower off-system sales contribu- 
tion as a result of an increase in outages.The loss from the 
off-system sales contribution from the change in the EEI 
contract is earnings neutral as E.ON US. now receives the 
benefits from this contract through equity earnings instead 
of through lowcost power as in the past. 

1 Adjusted EBITDA 

Adjusted EBIT 
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January 1 .. March 3 1  

Sales 

Energy taxes 

Cost of goods sold and services provided 

Gross profit on sales 

Selling expenses 

C. in rniiliuns 2006 2005 

25532 15,769 
___._~.-_____I.-_ - ~- ~- 

-1,650 -1,431 

Sales, net of energy taxes 19,882 14,338 
-16,564 -11,070 

3,318 3,268 
-1,170 -1,017 

General and administrative expenses -429 -324 

Other operating income 2,064 2,023 

-1,451 -1,634 Other operating expenses 

37 -14 Financial earnings 

2,369 2,302 Income/Loss (-) from continuing operations before income taxes and minority interests 
-527 -738 Income taxes 

Minority interests -212 -170 

1,630 1,394 Income/loss (-1 from continuing operations 

Income/Loss (-) from discontinued operations, net 88 65 

1,718 1,459 Net income 

__ ~- -I___ -- 
..--_-.__-.I______..______-.__-__-____ ~ I______ 

- ~ ~- 
-___ ___. 

~~ 

___________ 
- _ - ~ _ _ _ - .  ~ -~ 

_ _ _ _ _ _ ~  
_ _ _ _ _ ~  

.__-__I__-__..___________ ~~ ._____ ~ _ _ _ -  ~ _____ 
~- - 

-._._-_I__-_ I ~ I..____ _I___ ^__ 

_I___ _ _ _ - ~  
- -I ~ 

Earnings per share in f, basic and diluted 

- from continuing operations 

- from discontinued operations 

-~ 
2.48 2 12 

0.13 0 10 
~~ 

_I___pp, 
- f rom net income 2.61 2.22 , 
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. . . . .  - . -. ... ._ . . . .  

....... __ ......... ..... ........... - . 
March 31, Dec. 31, 

milions 2006 2005 

I Assets -~ - I - - - -- ------I---- - - ~- 
Goodwill 15,312 15,363 

3,890 4,125 Intangible assets 

Property, plant, and equipment 4x353 4x323 
24,774 21,686 Financial assets 

Fixed assets 85,329 82,497 

Inventories 2,021 2,457 

Financial receivables and other financial assets 2,262 2,019 

__I_____.- 

1____- 

Operating receivables and other operating assets 25,115 21,354 
Liquid funds (thereof cash and cash equivalents < 3 months 2006. 4,889, 2005: 4,413) " ~ -  14,683 ~- 15,119 ___- 

44,081 40,949 1 Nonfixed assets 

1 Deferred taxes 2,329 2,079 

Prepaid expenses 412 356 

Assets of disposal groups 1,503 681 

I Total assets 133,654 126,562 

l _ l ~  __I- 

I -  

hlaich 31, Dec 31, 
2006 2005 

1 Stockholders' equity and liabilities 

' Stockholders' equity 
~ ~ _ _ _ _ _ _ _ _ _ l _ _ _ l  

47,781 44,484 -_____ - -- _ll_l_ -- 
1 Minority interests ___( 4,792 4,734 1 ~- -___-_.-----__-I_ ~_ _I_ 

Provisions for pensions 6,309 8,720 

26,986 25,142 Other provisions 

33,862 33,295 Accrued liabilities 

Financial liabilities 16,337 14,362 

20,675 19,052 i Operating liabilities 

Liabilities 37.012 33,414 

Liabilities of disposal groups 1,152 831 

1 Deferred tax liabilities 8,457 8,420 

1,165 817 Deferred income 

, Total stockholders' equity and liabilities 133,654 126,562 

I----- __ll___l_ 

lll___ ____ 
_____ 

~- 
__I-~_.------I-- -----_-I__- _-_l_____l__I- 

-__I 

- - -~-~- I - - - -~l - . l__l l_ l -_ I I  l -  

I 
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lanuaty 1 - March 3 1  
2006 2005 E in millions 

Net income 1,718 1,459 
Income applicable to minority interests 212 170 

Adjustments to reconcile net income t o  net cash provided by operating activities 

--_____"--__1_--. ~ "- 

Income from discontinued operations, net -88 -65 

Depreciation, amortization, impairment 788 671 

1,267 239 Changes in provisions -____ 
Changes in deferred taxes -221 82 

Other noncash income and expenses -378 -490 

-414 -32 

-942 -373 

1,661 1,942 

-._I__ Gain/Loss (-) on disposal of fixed assets 

Changes in nonfixed assets and other operating liabilities 
___.-- _- -~ .-____--__--- 

_______ Cash provided by operating activities 

Proceeds from disposal of 
equity investments and other financial assets 76 142 

intangible assets and property, plant, and equipment 50 41 

Purchase of 
equity investments and other financial assets -676 -168 

intangible assets and property, plant, and equipment -622 -410 

-2,259 -85 
~ ~ I I 

Changes in other liquid funds 

Payments received/made from changes in capital, including minority interests 

Payments for treasury stock, net 

Payment of cash dividends to 

Cash provided by (used for) investing activities of continuing operations -3,431 -480 
___I- __- - _- __ ___ - __ ___ 

stockholders of E.ON AG 

minority stockholders -29 -27 

2,002 871 Changes in financial liabilities 

844 Cash provided by (used for) financing activities of continuing operations 1,973 

484 2,025 Net increase (decrease) in cash and cash equivalents maturing (e 3 months) from continuing operations 

Cash provided by operating activities of discontinued operations 42 63 

Cash provided by (used for) investing activities of discontintied operations -29 144 

Cash provided by (used for) financing activities of discontinued operations 1 -40 
Net increase (decrease) i n  cash and cash equivalents maturing (< 3 months) from discontinued operations 14 167 

30 68 

4,413 4,176 

-___ 
~ -- 

. ._ ~ .______.l_____.l______ ~ ~ 

-____. 

_ _ _ _ _ ~ - _ . - - - _ _ _ _ I  ~ __ ____________ -I_- 

Effect of foreign exchange rates on cash and cash equivalents (< 3 months) 

Cash and cash equivalents (< 3 months) at the beginning of the period 

Cash and cash equivalents (< 3 months) from discontinued operations at the end of the period 

Cash and cash equivalents (< 3 months) as shown on the balance sheet 4,889 6,436 
Available-for-sale securities (> 3 months) from continuing operations at the end of the period 9,794 8,143 
Liquid funds as shown on the balance sheet 14,683 14,579 

~ - _ _ _  -52 _ _ _ _ ~  
_I____ ~ ~ 

_ _ I _ - ~ - .  __I_ ~ .- - --__ 
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Accuintilated 
other comprehensive lncoine 

Currency 
Additional translation Available hilininiuin 

Capital paid in Rctairicd adiust for-salc pcnsiori Cdsh flow Trcasurv 
Stock capital earnings ments securities liability hedges stoc; Total G in 1711110n15 

Balance as of January 1,2005 1,799 11,746 20,003 -896 2,178 -1,090 76 -256 33,560 
I_____-I _ _ ~ -  

-- - - ~ -.I ____ _-I -___ ~ 

~ ~ ~ ~ ~ ~ _ _ _ _ ~ ~  Shares repurchased/sold 

Dividends paid 

Net income 

Other comprehensive income 

~ ~ ~ ~ ~ ~ ~ _ _ _ _ ~  
1,459 1,459 

200 14 45 473 
Total comprehensive income 2932 

Balance as of March 31,2005 1,799 11,746 21,462 -682 2,378 -1,076 121 -256 35,492 

~ ~ ~ ~ ~ _ _ _ _ I _ ~ ~ I _ _ _ _  

-I ~ -"I_ 

214 -- ~ - 
~ - ~ ~ 1  ____ -- _______-I_ 

~- - -- __ - - - - --I I _____ -~ ~ 

I ~ _ _ _ _ _ ~ - ~ ~ _ _ _ _ ~ - - _ I I I I _ _ _  

-276 6.876 -L402 133 -256 114,484 - I - - .- . . I - . - - - ~ - _ _  -_ __-- -----I 

1,799 11,749 25.861 Balance as of January 1,2006 

Shares repurchased/sold 

Dividends paid 

1,718 1,718 Net income 

-154 1,715 195 -177 1,579 Other comprehensive income 

Total comprehensive income 3,297 

Balance as of March 31,2006 1,799 lL749  27,579 -430 8,591 -1,207 -44 -256 117,781 

- - 

~ ~ ~ _ _ _ _ _ ~ ~ ~ ~ ~  
~ ~ ~ ~ ~ _ _ _ _ _ ~ _ _ _ _ _ ~  
~ _ _ _ I ~ ~ ~ ~ ~ _ _ I _ ~  

~ - ~ l_ll_ ~ -I ~ -- ~ 
__" 

~ --- ~- ----I--- ~ _ _ I I _ _ _ _  

- -. - -- ~ -________ ~ 
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Accounting Policies 
The accounting policies used to  prepare the Interim Finan- 
cial Statements for the three months ended March 31,2006, 
correspond to  those used in the Consolidated Financial 
Statements for the year ended December 31,2005, with the 
following exception. 

Share-Based Payment 
On January 1,2006, E.ON adopted Statement of Financial 
Accounting Standard (SFAS) 123 (revised 2004), Shore-Based 
Puyment (SFAS 123R). SFAS 123R requires us to account for 
our stock appreciation rights (SAR) on the basis of their fair 
values and recognize the corresponding expenses in our 
Statements of Income. Prior t o  adopting SFAS 123R we 
accounted for SAR on the basis of intrinsic values and recog- 
nized the corresponding expenses in our Statements of 
Income, as provided by SFAS 123 in conjunction with FASB 
Interpretation 28, Accounting for Stock Appreciation Rights 
and Other Variable Stock Option or Award Plans. Pursuant 
to SFAS 123R, we use a Monte Carlo simulation technique 
to  calculate the fair value of SAR.The cumulative effect of 
initially applying SFAS 123R by using the modified version 
of prospective application as the transition method had no 
material effect on our results of operations. As a result, no 
further disclosure is provided 

Variable Interest Entities 
As of March 31,2006, we consolidated the following variable 
interest entities (VIES): two real estate leasing companies, 
two jointly managed electric generation companies, and a 
company that manages shareholdings. 

As of March 31,2006, we consolidated VIES that had total 
assets of approximately €924 million and recorded earnings 
of €15 million prior to consolidation. Fixed assets and other 
assets in the amount of €149 million serve as collateral for 
liabilities relating to financial leases and bank loans. 

With the exception of two VIES, the creditors of our consoli- 
dated VIES have limited recourse to  the primary beneficiary's 
assets. In the case of these two VIES, the primary beneficiary 
is liable for €83 million. 

In addition, since July 1,2000, we have had a contractual 
relationship with a VIE, a leasing company operating in the 
energy sector, for which we are not the primary beneficiary. 
This entity is currently being liquidated pursuant to  a deci- 
sion made by its owners.This entity had no significant 
assets and no liabilities at year end 2005. We do not expect 
E.ON to realize a loss from either its relations with this entity 
or from the entity's liquidation. 

Due to a lack of information, we continue to be unable to 
compute, pursuant to  FIN 46R, the financial situation of 
another special-purpose entity, which has existed since 2001 
and whose activities were expected to terminate in the 
fourth quarter of 2005.The main transactions between this 
entity and the E.ON Group were completed in the fourth 
quarter of 2005. However, this entity has not yet been liqui- 
dated. Its activities consisted of liquidating the assets of 
divested operations. Originally, its total assets amounted to 
€127 million. We do not expect E.ON's results of operations 
to be adversely affected by this entity. 

Acquisitions, Discontinued Operations, and 
Disposals 
Acquisitions in 2006 
Effective March 31,2006, E.ON Ruhrgas acquired 100 percent 
of the natural gas trading and storage operations of MOL, 
a Hungarian oil and gas company, by acquiring ownership 
interests in Budapest-based MOL FBldgBzellBtb Rt. and 
Budapest-based MOL Foldg6ztarolb Rt. The purchase price 
was approximately €450 million It was further agreed that, 
depending on regulatory developments, compensatory pay- 
ments would be made through the end of 2009 i f  this should 
become necessary for a subsequent adjustment of the pur- 
chase price.The two entities became consolidated E.ON 
companies on March 31,2006. 

Discontinued Operations 
Pursuant to SFAS 144, we have reported two companies as 
discontinued operations in the first quarter of 2006: E.ON 
Finland, Espoo, Finland, a t  our Nordic market unit and the 
operations of Western Kentucky Energy Corp. (WKE), Hender- 
son, Kentucky, IJSA, at our U.S. Midwest market unit. 

On February 2,2006, E.ON Nordic and Fortum Power and 
Heat Oy (Fortum) signed an agreement under which Fortum 
will acquire E.ON Nordic's entire interest in E.ON Finland The 
transaction is subject to the approval of the Finnish competi- 
tion authority. E.ON Finland was classified as a discontinued 
operation in mid-January 2006. 
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Through WKE, E.ON U.S. operates the generating facilities of 
a power generation cooperative in western Kentucky and a 
coal-fired facility owned by the city of Henderson, Kentucky, 
under a long-term leasing arrangement. In November 2005, 
the parties involved entered into a letter of intent to terminate 
the lease and operational agreements between the parties 
and other related matters.The closirig of ttie intended trans- 
action is subject to review and approval by various regulatory 
agencies and other interested parties. A t  the end of Decem- 
ber 2005, WKE was classified as a discontinued operation. 

Other Disposals 
Continuing the implementation of its framework agreement 
with RAG, on March 21,2006, E.ON transferred i ts  stake in 
Degussa (42.9 percent) into RAG Projektgesellschaft mbH, 
Essen. At the same time, E ON forward sold its share in RAG 
Projektgeselischaft to RAG effective July 3,2006.The pur- 
chase price is approximately €2.8 billion.The transfer at fair 
value initially resulted in a gain of approximately €618 mil- 
lion. However, because E.ON holds a 39.2 percent stake in 
RAG, the share of the gain recorded in our Consolidated 
Statement of Income was €376 million. 

Pursuant to  U S. GAAP, the income and expenses of discontin- 
ued operations are reported separately under Income/Loss (-1 
from discontinued Operations, netl'The Consolidated State- 
ments of Income arid the Consolidated Statements of Cash 
Flows, including the notes relating to them, for the period 
ended March 31,2006, and for ttie prioryear period have been 
adjusted for these discontinued operations.The assets and 
liabilities of these discontinued operations are shown in the 
Consolidated Balance Sheets for the period ended March 31, 
2006, under "Assets of disposal groups" and "Liabilities of dis- 
posal groups." We did not reclassify prior-year balance-sheet 
line items attributable to discontinued operations because 
SFAS 144 does not permit such reclassification. 

The following table shows the major line items of the state- 
merits of income of the above-named operations. 

.- ..................... -. -. __ ....... 
\ 

..... _- _____ 
lanuai rch 31 
f in nillions 

Sales 
__ 

- -285 9 -560 
_-I ___ Other operating income/expenses, net -71 -62 80 -49 - -164 

Incame/Loss (-1 before income taxes and 
minority interests 

lnconie taxes 

Minority interests -6 -6 
Income/Loss (-) from discontinued 
operations, net 2 9 -4 10 65 

-- 
20 139 1 14 153 90 

-5 -53 -5 -4 -19 
-6 

-- - 
II___ ___ ~ -I__ - 

111 li_ 

I .I . . ..I . . . . .  . . . . . . . . . .  .. .. .-- . 

The following table shows major line items of the balance 
sheets of E.ON Finland and WKE, the two companies classi- 
fied as discontinued operations. 

Fixed assets 213 796 
456 707 Nonfixed and other assets 

669 1,503 Total assets 

679 1,152 Liabilities (including minority interests) 

Net assets -10 351 

____-__-I__ 

-_-I-___ _-_-"I_ _-___--. 
"~ ""__x__I -lllll_ ____ll____l 

Acquisitions and discontinued operations sold in  2005 are 
described in detail in our 2005 Annual Report. 

Research and Development 
The E.ON Group's research and development expense 
totaled €4 million in the first three months of 2006 and in 
the prior-year period. 
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- thereof SFAS 143 accretion expense -130 -125 

-thereof from financial liabilities to affiliated companies and to companies in which share 

Earnings per Share 
Earnings per share were computed as follows: 

. - . . . .. . - -. . 

lanuary 1 - March 3 1  2006 2005 

Income/Loss (-) from continuing operations (€ in millions) 

Income/Loss (-) from discontinued operations, net (€ in millions) 

Net income (€ in millions) 

Weighted average number of shares outstanding (in l ,OOO) 

Earnings per share (in f) 
____- -~ - . - -  - ___-____ _- 

-from continuing operations 

-from discontinued operations 
~~ ~ _ _  
from net income 

1,630 1,394 

88 65 

1,718 1,459 

659,154 658,240 ___________- 
__- 

2.48 2.12 

OI3 
2.61 2.22 

010.  

Financial Earnings 
The table below provides details of financial earnings for the 
periods indicated. 

januaiy 1 - March 31 
€ in millions 2006 2005 +/- 9” 
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Goodwill and Intangible Assets 
The table below shows the changes in the carrying amount 
of goodwill in the first three months of 2006 by segment. 

u s. January 1 - hlarcii 3 1  Central 
C: in rtiiiiions Europe 

2,419 Book value as of December 31,2005 

Goodwill additionsldisposals 
-- 

206 -1 ~ ~ ~ _ _ _ _ ~  

Pan- 
European 

Gas U K Nordic Midwest 
4,069 4,955 368 3,552 

- - - - . _ _ _ ~  

~~~~ 

Cor- 
porate Other 
Ceriter Activities Total 

- 15,363 

205 

II_ 

~ ~ __I___ 

~ ~ 

~ ~ ~ ~ ~ ~ ~ _ _ i _ _  

Goodwill impairment 

Other changes? -3 -78 -853) -90 -256 

Book value as of March 31,2006 2,419 4,272 4,876 283 3,462 - 15,312 
-I__ ~ ~ ~ ~ ~ 1-111"1 - 

1Excludes goodwill of companies accounted for uslng the equity method 
2Other changes Include transfers and exchange rate differences 
3lncludes €83 million resulting from recias~ifications as discontinued operations 

Intangible Assets 
As of March 31,2006, and December 31,2005, E.ON's intangi- 
ble assets, including advance payments or1 intangible assets, 
consist of the following: 

ivlarcti 31, Dcc 31. 
Fir1 miilioiis 2006 2005 

--__I_ -~ 
I 

4,901 4,978 1 
Intangible assets subject 
to amortization 

Acquisition costs 

Accumulated amortization 2,007 

2.894 Net book value 

Intangible assets not subject 
to amortization 

Total 3.890 

__li__ l_ll_ 

_____I___ 

_ _ ~ i _ _ l _ _ _ _ l _  ~ 

- _ I - ~  -- 

- ____ II--__ 
4.125 

-- 

In the first three rnonths of 2006, E.ON recorded an amorti- 
zation expense of €90 million (prior year: €90 million) on 
intangible assets and an impairment charge of €40 million 
(prior year: E0 rnillion) on intangible assets. E.ON did not 
record goodwill impairment charges in the first three 
months of 2006 or in the prior-year period. 

Based on the current arnount of intangible assets subject t o  
amortization, the estimated amortization expense for the 
rest of 2006 and each of the five succeeding fiscal years is 
as follows: 2006 (remaining nine rnonths): €248 million, 
2007: €283 million, 2008: €243 million, 2009: €196 million, 
2010: €156 million, and 2011: €149 million. As acquisitions 
and dispositioris occur in  the future, actual amounts could 
vary. 

Treasury Shares Outstanding 
The number of treasury shares as of March 31,2006, did not 
change from the figure as of December 31,2005. E.ON AG 
held 4,374,254 treasury shares. E.ON subsidiaries held anoth- 
er 28,472,194 shares of E.ON stock. E.ON thus holds 4.7 per- 
cent of its capital stock as treasury shares. 

Dividends Paid 
On May 4,2006, the Annual Shareholders Meeting voted t o  
distribute a dividend of €2.75 per share of common stock, a 
€0.40 increase from the previous dividend, plus a special div- 
idend of €4.25 per share of common stock for a total divi- 
dend payout of €4,614 million. 
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Provisions for Pensions 
The changes in the projected benefit obligation are shown 
below. 

Januarj I - Marc11 33 
C in niillions 2006 2005 

65 49 Employer service cost 

189 190 Interest cost 

115 108 Expected return on plan assets 

4 8 Prior service cost 

~ _ _ _ _ _  
~~ 

_ _ _ _ _ ~  
_ _ _ _ _ ~  

Net amortization of gains (-)/losses 28 34 __ .___I 

Total 171 173 

Contribution to Plan Assets 
In 2005 E.ON formed E.ON Pension Trust e.V. and Pensionsab- 
wicklungstrust e.V. as part of a contractual trust arrange- 
ment.The trust's purpose is  to improve the external financ- 
ing of pension obligations of group companies in Germany. 
In the first quarter of 2006 we made the first contribution, in 
the amount €2 6 billion, into the trust by transferring money 
market investments with a term of more than three months. 

Asset Retirement Obligations 
E.ON's asset retirement obligations at March 31,2006, relate 
to the decommissioning of nuclear power stations in Ger- 
many (€8,416 million) and Sweden (€403 million), environ- 
mental remediation at conventional power station sites, 
including the removal of electric transmission and distribu- 
tion equipment (f376 million), environmental remediation at 
gas storage facilities (€116 million) and opencast mining 

facilities (€61 million), and the decommissioning of oil and 
gas infrastructure (€331 million). The fair value of nuclear 
decommissioning obligations was determined using third- 
party valuations. 

An accretion expense pertaining to continued provisions of 
€130 million for the current period is included in financial 
earnings (prior year: €125 million). 

Contingent Liabilities Arising from Guarantees 

Financial Guarantees 
Financial guarantees include both direct and indirect obliga- 
tions (indirect guarantees of indebtedness of others).These 
require the guarantor to make contingent payments to  the 
guaranteed party based on the occurrence of certain events 
and/or changes in an underlying instrument that is related 
to an asset, a liability, or an equity security of the guaran- 
teed party. 

Our financial guarantees include nuclear-energy-related 
items that are described in detail in our 2005 Annual Report. 
Obligations also include direct financial guarantees to credi- 
tors of related parties and third parties. Direct financial 
guarantees with specified terms extend as far as 2022. Maxi- 
mum potential undiscounted future payments amount to 
€418 million (year end 2005: €427 million). Of this amount, 
€298 million (year end 2005: €304 million) consists of guar- 
antees issued on behalf of related parties. 

Indirect guarantees primarily include additional obligations 
in connection with cross-border leasing transactions and 
obligations to provide financial support, primarily to related 
parties, Indirect guarantees with specified terms extend as 
far as 2023. Maximum potential undiscounted future pay- 
ments amount to  €426 million (year end 2005: €431 million) 
Of this amount, f130 million (year end 2005: €67 million) 
involves guarantees issued on behalf of related parties As 
of March 31,2006, we recorded provisions of €24 million 
(year end 2005: f 2 5  million) with respect to financial guar- 
antees. 
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In addition, E.ON has commitments under which it assumes 
joint and several liability arising from i ts  ownership interests 
in civil-law companies (Gesellschaften biirgerlichen Rechts), 
noncorporate commercial partnerships, and consortia in 
which it participates. 

Furthermore, certain E.ON Group companies have obliga- 
tions by virtue of their membership in VKE, a German energy 
industry pension fund, in accordance with VKE's articles of 
incorporation. We do not expect these companies to have to  
perform on their obligations. 

indemnification Agreements 
Contracts in connection with the disposal of shareholdings 
concluded by the E.ON Group cornpanies include indemnifi- 
cation agreements and other guarantees with terms up to 
2041 in accordance with contractual agreements and local 
legal requirements, unless shorter terms were contractually 
agreed to. Maximurn undiscounted amounts potentially 
payable pursuant to the circurristances expressly stipulated 
in these agreements could total up to €6,633 rnillion (year 
end 2005: €6,623 million) These mainly relate to custornary 
representations and Warranties, potential environrnental lia- 
bilities, arid potential claims for tax-related guarantees. In 
some cases, the buyer is either required to share costs or t o  

cover certain costs before we are required to make ariy pay- 
ments. Some obligations are covered first by insurance con- 
tracts or provisions of the divested companies As of March 
31,2006, we recorded provisions of €294 million (year end 
2005: €296 million) for indemnities and other guarantees 
included in sales agreements. Guarantees issued by compa- 
nies that were later sold by E.ON AG (or by VEBA AG or VlAG 
AG before their merger) are included in the final sales con- 
tracts in the form of indemnities (Freistellungserkltirungen). 

Other Guarantees 
Other guarantees with an effective period through 2020 
mainly include market-value guarantees and warranties 
(maximum potential undiscounted future payments at 
March 31,2006: €126 million; year end 2005: E130 million) 
Other guarantees no longer include product warranties (or 
corresponding provisions) due to  the disposal of Viterra and 
Ruhrgas Industries. 
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Our reportable segments are presented in line with our inter 
nal organizational and reporting structure. E.ON's business is 
subdivided into energy and other activities. Our core energy 
business consists of the following market units: Central 
Europe, Pan-European Gas, U.K., Nordic, U.S. Midwest, and 
Corporate Center. 

Central Europe operates an integrated electricity business 
and downstream gas business in Central Europe. 

Pan-European Gas focuses on the upstream and midstream gas 
business in Europe.This market unit also holds a number of most- 
ly minority shareholdings in the downstream gas business. 

U.K. operates an integrated energy business in the United 
Kingdom. 

Nordic i s  principally engaged in the integrated energy busi- 
ness in Northern Europe. 

US. Midwest primarily operates a regulated utility business 
in Kentucky, USA. 

E in imiliions 

1,4U 
I_ 

Central Europe 1,281 1,281 

Pan-European Gas 486 - 19 467 '733 
U.K. 268 268 38 

Nordic 301 - 14 287 300 

U.S. Midwest 101 -1 100 92 
-41 -41 -95 Corporate Center 

2,396 -34 2,362 2,481 Core Energy Business 

Other Activities 119 -91 28 53 
2,515 -125 2,390 2,534 Adjusted €BIT 

- _ _ _ _ ~ _ _ _ _ _ _ _ - -  
-- -- 

__-._______ ... - ...--___ .____-___ 
~ __- __ ___-_ - .-_____ --- 

Adjusted interest income (net) -333 +36 -297 -328 
Other nonoperating earnings 210 -1 209 163 
lncome/Loss (-) from continuing operations before income taxes and 
minority interests 2,392 -90 2,302 2,369 
Net income 1,459 1,459 1,718 

_____ ..__" -. .~ -- --. -.-..-._I_ ~ _ - _  
- - -- 

Ceiitrdl tuiope Pan-European Gas U K  Nordic January 1 - Maich 31 - __ - - - - __ - _--- -- -- -~ 
E in millions 2006 2005 2006 2005 2006 2005 2006 2005 

8,154 6,609 8,098 5,007 3,727 2,713 982 937 External sales 

lntersegment sales 3.29 60 670 340 41 11 23 i a  
Total sales 8,283 6,669 8,768 5,347 3,768 2,724 1,005 955 
Adjusted EBITDA 1,722 1,572 856 554 182 419 384 379 
Depreciation, amortization, and write- 
downs affecting adjusted EBIV -309 -291 -123 -a7 -144 -151 -84 -92 
Adjusted EBlT 1,413 1,281 733 467 38 268 300 287 
- Thereof earnings from companies 

accounted for using the equity method 57 36 117 117 6 3 a 3 
Cash provided by operating activities 399 438 1,559 1,213 -177 10 286 29 
Investments 425 295 511 57 130 81 158 112 

Intangible assets and property, plant, 
and equipment 283 211 57 25 127 ai 93 63 
Financial assets 142 a4 454 32 3 65 49 

- _ _ _ _ _ ~ ~ ~  --. 
-- _ _ _ . - ~  

-~ ____- -- 
I__-- ~ _ - - -  -_--- - _-_^- 1__--- - -- 

_"________---__---_I __._.__ --__- --- - -- -~ - - -__ 
1__1-- ~- 

~- 
-- ______ 

-_____I__ -_"I- --I_ ____-_- __-I_" --__ 
-~ 

%Other activities conslst of our Degussa shareholdmg, which we account for using the equity method in line with our 42 9 percent shareholding in the company 
21n 2006, depreciation, amortization, and writedowns impacting adlusted EBlT deviate from the corresponding figures recorded In the Consolidated Statements of Cash Flows 
calculated pursuant to U S  GAAP Impairment charges taken on intangible assets and pro ant, and equipment at our Pan-Eumpean Gas and U K market unit5 constitute 
the main factor. 
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The Corporate Center consists of equity interests managed 
directly by E.ON AG, E.ON AG itself, and consolidation effects 
at the group level. 

Under U.S. GAAP, €.ON is required to report under discontin- 
ued operations those operations of a reportable or operating 
segment, or of a component thereof, that either have been 
disposed of or are classified as held for sale. 

In the first three months of 2006, this applies to WKE and 
E.ON Finland which are held for sale. In the first three months 
of 2005, this applied mainly Viterra and Ruhrgas Industries, 
which were sold in 2005. For the purposes of our business 
segment reporting, our results for the period ended March 
31,2006, and for the prior-year period do not include the 
results of our discontinued operations (see the table on 
page 32 arid the commentary on pages 26-27). 

Adjusted EBIT, E.ON's key figure for purposes of interrial 
management control arid as ari indicator of a business's 
long-term earnings power, is derived from income/loss (-) 
from continuing operations before incorne taxes and iriter- 
est income and adjusted to  exclude certain extraordinary 
items.The adjustments include book gains and losses on dis- 
posals, restructuring expenses, arid other nonoperating 
incorne and expenses of a nonrecurring or rare nature. In 
addition, interest income is adjusted using economic criteria. 
In particular, the interest portion of additions to provisions 
for pensions resulting from personriel expenses is allocated 
to interest income The interest portions of the allocations of 

January 1 March 33 
f in inillions 2006 2005 

Net interest expense -86 . 
- Net interest expense relating to 

liabilities of affiliated and associated 
companies as well as other share 
investments 

- Accretion expense related to the 
adoption of SFAS 143 -130 

3 + Income from long-term loans _____ 
Interest and similar expenses (net) shown 

-82 

-7 

-12s 

6 

in Consolidated Statements of Income -213 -208 

+ Norloperating interest income (net)' 
-_--___-_ __I_ _l__l 

-1 ~- 
- interest portion of long-term provisions -114 -89 

~ _ I I _  

Adjusted interest income (net) -328 -297 

rlhis figure IS the sum of nonoperating Interest expense and nonoperating 
interest income 

/ 

other long-term provisions are treated analogously to the 
degree that, in accordance with U.S. GAAP, they are reported 
on different lines of the Consolidated Statements of Income. 

Page 8 of this report contains a detailed reconciliation of 
adjusted EBIT to net income. 

Due to  the adjustrnents made, our financial information by 
business segment may differ from the corresponding US. 
GAAP figures 

3 676 168 676 168 
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Information on results: This interim Report contains certain forward-looking Statements that are subject to risk and uncertain- 
ties. For information identifying economic, currency, regulatory, technological, competitive, and some other important factors 
that could cause actual results to differ materially from those anticipated in the forward-looking statements, you should 

For inore itiforination about EON: 

Corporate Communications 
E.ON AG 
E.ON-Platz 1 
40479 Dusseldorf 
Germany 

T +49 (0) 211-4579-453 
F +49 (0) 211-4579-566 
info@eon.com 
www.eon.com 

Only the German version of this Interim Report is legally binding. 

mailto:info@eon.com
http://www.eon.com
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I 

August 15,2006 Interim Report: January - June 2006 
November 8,2006 Interim Report: January - September 2006 

March ‘7,2007 Release of 2006 Annual Report 
May 3,2007 2006 Annual Shareholders Meeting 
May 4,2007 Dividend Payout 
May 9,2007 Interim Report: January - March 2007 

August 15,2007 Interim Report: January - June 2007 
November 13,2007 Interim Report: January - September 2007 
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As used in this annual report, 

e “E.ON,” the “Company,” the “E.ON Group” or the “Group” refers to E.ON AG and its consolidated 
subsidiaries. 

e “VEBA” refers to VEBA AG and its consolidated subsidiaries prior to its merger with VIAG AG and the 
name change from VEBA AG to E.ON AG. “VIAG” or the “VIAG Group” refers to VIAG AG and its 
consolidated subsidiaries prior to its merger with VEBA. 

0 “PreussenElektra” refers to PreussenElektra AG and its consolidated subsidiaries, which merged with 
Bayernwerk AG and its consolidated subsidiaries to form E.ON’s German and continental European 
energy business in  the Central Europe market unit  consisting of E.ON Energie AG and its Consolidated 
subsidiaries (“E.ON Energie”). 

e “E.ON Ruhrgas” refers to E.ON Ruhrgas AG (formerly Ruhrgas AG or “Ruhrgas”) and its consolidated 
subsidiaries, which collectively comprise E.ON’s gas business in the Pan-European Gas market unit. 

“E.ON U K ’  refers to E.ON UK PIC (formerly Powergen UK plc or “Powergen”) and its consolidated 
subsidiaries, which collectively comprise E.ON’s U.K. energy business in the U.K. market unit. Until 
December 3 1, 2003, Powergen and its consolidated subsidiaries, including LG&E Energy, which was held 
by Powergen until its transfer to a direct subsidiary of E.ON AG in March 2003, formed E.ON’s former 
Powergen division ( “Powergen Group”). 

* “EON Sverige” refers to E.ON Sverige AB (formerly Sydkraft AB or “Sydkraft”) and its consolidated 
subsidiaries, and “E.ON Finland” refers to E.ON Finland Oyj (“E.ON Finland”) and its consolidated 
subsidiaries, which collectively comprised E.ON’s Nordic energy business in the Nordic market unit until 
the disposal of E.ON Finland. 

e “E.ON U.S.” refers to E.ON U.S. LLC (formerly LG&E Energy LLC (“LG&E Energy”)) and its 
consolidated subsidiaries, which collectively comprise E.ON’s U.S. energy business in the U.S. Midwest 
market unit. Until December 31, 2003, E.ON U.S. formed the U.S. business of the Powergen Group, 

e “Viterra” refers to Viterra AG and its consolidated subsidiaries, which collectively comprised E.ON’s real 
estate business in the other activities segment. 

e “Degussa” refers to Degussa AG and its consolidated subsidiaries, in which E.ON now owns a minority 
interest, and which collectively comprised E.ON’s former Degussa division. 

* “VEBA Oel” refers to VEBA Oel AG and its consolidated subsidiaries, which collectively comprised 

“VAW” refers to VAW aluminium AG and its consolidated subsidiaries, which collectively comprised 

“MEMU” refers to MEMC Electronic Materials, Inc. and its consolidated subsidiaries, which collectively 

Unless otherwise indicated, all amounts in this annual report are expressed in European Union euros 
(“euros” or “EUR” or “€”), United States dollars (“U.S. dollars” or ‘‘dollars’’ or ‘ I $ ’ ’ ) ,  British pounds 
(“GBP”), Swedish krona (“SEK”) or Swedish ore (“ore”). Beginning in 1999, the reporting currency is the 
euro. Amounts formerly stated in German marks (“marks” or “DM”) have been translated into euro using the 
fixed rate of DM I .95583 per €1 .00. Amounts stated in dollars, unless otherwise indicated, have been translated 
from euros at an assumed rate solely for convenience and should not be construed as representations that the euro 
amounts actually represent such dollar amounts or could be converted into dollars at the rate indicated. Unless 
otherwise stated, such dollar amounts have been translated from euros at the noon buying rate in New York City 
for cable transfers in foreign currencies as certified for customs purposes by the Federal Reserve Bank of 
New York (the “Noon Buying Rate”) on December 30,2005, which was $1.1 842 per €1 .00. Such rate may differ 
from the actual rates used in the preparation of the consolidated financial statements of E.ON as of December 3 1, 
2005, 2004 and 2003, and for each of the years in the three-year period ended December 31, 2005, included in 
Item 18 of this annual report (the “Consolidated Financial Statements”), which are expressed in euros, and, 
accordingly, dollar amounts appearing in this annual report may differ from the actual dollar amounts that were 

E.ON’s fomier oil division. 

E.ON’s former aluniinum division. 

comprised E.ON’s former silicon wafers division. 



translated into euros in  the preparation of such financial statements. For information regarding recent rates of 
exchange, see “Item 3. Key Information - Exchange Rates.” 

Beginning in 2000, E.ON has prepared its financial statements in accordance with generally accepted 
accounting principles in the United States (“U.S. GAAP”). Formerly, the Company prepared its financial 
statements in accordance with generally accepted accounting principles in Germany as prescribed by the German 
Commercial Code (Huridelsgese/~Duch, the “Comniercial Code”) and the Gernian Stock Corporation Act 
(Akfierzgesetz, the “Stock Corporation Act”). Sales and adjusted EBIT presented in this annual report for each of 
E.ON’s segments are based on the consolidated accounts of the E.ON Group as shown in Note 31 (Segment 
Information) of the Notes to Consolidated Financial Statements under the captions “External sales” and 
“Adjusted EBIT” and are presented prior to the elimination of intersegment transactions. “Adjusted EBIT” is 
the measure pursuant to which the Group has evaluated the performance of its segments and allocated resources 
to them since 2004. Adjusted EBIT is an adjusted figure derived from inconie/(loss) from continuing operations 
(before intra-Group eliminations when presented on a segment basis) before income taxes and minority interests, 
excluding interest income. Adjustments include net book gains resulting from disposals, as well as cost- 
management and restnictiiring expenses and other non-operating earnings of an exceptional nature. In addition, 
interest income is adjusted using economic criteria. In particular, the interest portion of additions to provisions for 
pensions and nuclear waste management is allocated to adjusted interest income. E.ON uses adjusted EBIT as its 
segment reporting measure in accordance with Statement of Financial Accounting Standards (“SFAS”) No. 131, 
Disclosiires about Segments of an Enterprise and Related Information (“SFAS 13 1 ”). However, on a consoli- 
dated Group basis adjusted EBIT is considered a non-GAAP measure that must be reconciled to the most directly 
comparable GAAP measure. For a reconciliation of Group adjusted EBIT to net income for each of 2005, 2004 
and 2003, see “Item 5.  Operating and Financial Review and Prospects - Results of Operations - Business 
Segment Information.” 

E.ON has calculated operating data for Group companies appearing in this annual report using actual 
amounts derived from Group books and records. The Company has obtained market-related data such as the 
market position of Group companies from publicly available sources such as industry publications. The Company 
has relied on the accuracy of information from publicly available sources without independent verification, and 
does not accept any responsibility for the accuracy or completeness of such information. 

This annual report contains certain forward-looking statements and information relating to the E.ON Group 
that are based on beliefs of its management, as well as assumptions made by and information currently available 
to E.ON. When used in this document, the words “anticipate,” “believe,” “estimate,” “expect,” “intend,” 
“plan” and “project” and similar expressions, as they relate to the E.ON Group or its management, are intended 
to identify forward-looking statements. Such statements reflect the current views of E.ON with respect to future 
events and are subject to certain risks, uncertainties and assumptions. Many factors could cause the actual results, 
performance or achievements of the E.ON Group to be materially different from any future results, performance 
or achievements that may be expressed or implied by such forward-looking statements, including, among others, 
changes in general economic and business conditions, changes in currency exchange rates and interest rates, 
introduction of competing products by other companies, lack of acceptance of new products or services by the 
Group’s targeted customers, changes in business strategy, lack of successful completion of planned acquisitions 
and dispositions andor the realization of expected benefits and various other factors, both referenced and not 
referenced in this annual report. Should one or more of these risks or uncertainties materialize, or should 
underlying assiimptions prove incorrect, actual results may vary materially from those described in this annual 
report as anticipated, believed, estimated, expected, intended, planned or projected. E.ON does not intend, and 
does not assume any obligation, to update these forward-looking statements. 
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PART I 

Item 1. Identity of Directors, Senior Management and Advisers. 

Not applicable. 

Item 2. Offer Statistics and Expected Timetable. 

Not applicable. 

Item 3. Key Information. 

SELECTED FINANCIAL DATA 

The selected financial data presented below in accordance with 1J.S. GAAP as of and for each of the years in 
the five-year period ended December 31, 2005 have been excerpted from or are derived from the Consolidated 
Financial Statements of E.ON as of and for the period ended December 31, 2005, 2004, 2003, 2002 and 2001, 
respectively. 

The selected financial data set forth below should be read in conjunction with, and are qualified in their 
entirety by reference to, the Consolidated Financial Statements and the Notes to Consolidated Financial 
Statements. 

Year Ended December 31. 

(in millions, except share amounts) 
... 2001 .- - ZOOS(1) 2005 2004 2003 2002 - 

Statement of Income Data: 
€36,041 

5 1,854 42,384 40,223 34,367 35,347 

" .  I . . I .  $ 66,788 €56,399 €46,742 €44,109 €35,300 

operations before income 
, . " _  8,536 7,208 6,355 5,165 (947) 2,502 

operations after income 
taxes(3) . . " . .  . . .  5,841 4,932 4,505 4,020 (276) 2,403 

Income/(L ontinuing 
operations . I . . . . . I . I . I . . 5,186 4,379 4,027 3,575 (901) 1.950 

Income/(Loss) from 
discontinued operations(4) I . 3,594 3,035 312 1.512 3,487 124 

Net income.". . . . . . . "  I .  " .  8,771 7,407 4,339 4.647 2,777 2,048 

operations . I . . . . I . I , . . . I . 7.87 6.64 6.13 5.47 (2.38) 2.89 

operations, net(4) . . . . . I . 5.45 4.61 0.48 2.3 I 5.35 0.18 

Basic earnings/(Loss) per 
share from continuing 

Basic earnings (Loss) per 
share from discontinued 

Basic earnings per share from 

Balance Sheet Data: 
net income(.') . . . . 13.31 1 1.24 6.61 7.11 4.26 3.03 

. . $149,875 €126,562 €114,062 €111,850 €113,503 €101,659 
12,499 10,555 13,540 14,884 17,576 9,308 

Stockholders' equity(6) . . . . . . 52,678 44,484 33,560 29,774 25.653 24,462 
Number of authorized shares 692,000,000 692,000,000 692,000,000 692,000,000 692,000,000 

( 1 )  Amounts in this column are unaudited and have been translated solely for the convenience of the reader at an 
_~ 

exchange rate of $1.1842 = €1.00, the Noon Buying Rate on December 30, 2005. 
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(2) Laws in Germany and other European countries in which E.ON operates require the seller of electricity to 
collect electricity taxes and remit such amounts to tax authorities. Similar laws also require the seller of 
natural gas to collect and remit natural gas taxes to tax authorities. 

(3) Before minority interest of €553 million for 2005, as compared with €478 million, €445 million, 
€625 million and €453 million for 2004, 2003, 2002 and 2001, respectively. 

(4) For more details, see “Item 5. Operating and Financial Review and Prospects - Acquisitions and 
Dispositions - Discontinued Operations” and Note 4 of the Notes to Consolidated Financial Statements. 

( 5 )  Includes earnings per share from the first-time application of new U.S. GAAP standards of €(O.Ol), €0.00, 
€(0.67), €0.29 and f(0.04) for 2005, 2004, 2003, 2002 and 2001, respectively. 

(6) After minority interests 

DIVIDENDS 

The following table sets forth the annual dividends paid per ordinary unit bearer share of E.ON AG (each, an 
“Ordinary Share”) in euros, and the dollar equivalent, for each of the years indicated. Prior to the introduction of 
the euro in 2002, dividends were declared and paid in marks. For convenience, the dividend amount for 2001 has 
been translated from marks into euros at the fixed rate of 1.95583. The table does not reflect the related tax credits 
available to German taxpayers who receive dividend payments. Owners of Ordinary Shares who are United States 
residents should be aware that they will be subject to German withholding tax on dividends received. See 
“Item 10. Additional Information -- Taxation.” 

Dividends Paid 
per Ordinary 
Share with no 

Year Ended 
December 31, 

2001 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1.60 1.49 
2002 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  1.75 1.96 
2003 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2.00 2.39 
2004 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2.35 3.04 
2005(2)(3). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2.75 3.26 

(1) Translated into dollars at the Noon Buying Rate on the dividend payment date, which typically occurred 
during the second quarter of the following year, except for the 2005 amount, which has been translated at the 
Noon Buying Rate on December 30, 2005. 

(2) ‘rhe dividend amount for the year ended December 3 1,2005 is the amount proposed by E.ON’s Supervisory 
Board and Board of Management and has not yet been approved by its stockholders. Prior to the payment of 
the dividends, a resolution approving such amount must be passed by EON’S stockholders at the annual 
general meeting to be held on May 4, 2006. 

(3) E.ON’s Supervisory Board and Board of Management have also proposed an extra dividend for 2005 of 
€4.25 per Ordinary Share, resulting from the proceeds from the sale of E.ON’s remaining 42.9 percent stake 
in Degussa. For details on this transaction, see “Item 5. Operating and Financial Review and Prospects - 
Overview.” The extra dividend has not yet been approved by E.ON’s stockholders. Prior to the payment of 
this dividend, which will be made together with the regular dividend amount for the year ended 
December 31, 2005, a resolution approving such amount must be passed by E.ON’s stockholders at the 
annual general meeting to be held on May 4, 2006. 

See also “Item 8. Financial Information - Dividend Policy.” 
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EXCHANGE RATES 

Until December 31, 1998, the mark took part in the European Monetary System (“EMS”) exchange rate 
mechanism. Within the EMS, exchange rates could fluctuate within permitted margins, fixed by central bank 
intervention. Against currencies outside the EMS, the mark had, in theory, free floating exchange rates, although 
central banks sometimes tried to confine short-term exchange rate fluctuations by intervening in foreign exchange 
markets. As of December 31, 1998, the mark had a fixed value relative to the euro of 1.95583, and therefore was 
no longer traded on currency markets as an independent currency. As of January 1, 2002, the euro replaced the 
mark as legal tender in Germany. 

Fluctuations in the exchange rate between the euro and the dollar will affect the dollar equivalent of the euro 
price of the Ordinary Shares traded on the German stock exchanges and, as a result, will affect the price of the 
Company’s American Depositary Receipts (“ADRs”) traded in the United States. Such fluctuations will also 
affect the dollar amounts received by holders of ADRs on the conversion into dollars of cash dividends paid in 
euros on the Ordinary Shares represented by the ADRs. 

The following table sets forth, for the periods and dates indicated, the average, high, low andor period-end 
Noon Buying Rates for euros expressed in $ per €1.00. 

Average(1) High Low Period-End 

0.8909 0.8901 
1.0485 

1.1411 1.2597 
1.3538 
1.1842 

--- Period - 
... . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . .  0.9495 

. . . . . . . . . . . . . . . . . . . . . . .  1.2478 
. . . . . . . . . . . . . . . . . . . .  1.2400 
. . . . . . . . . . . . . . . . . . . .  1.2538 1.201 1 
. . . . . . . . . . . . . . . . . . . .  1.2148 1.1914 

November I “2067 1.1667 
December . . . . . . . . . . . . . . .  1.2041 1.1699 

January . . . . . . . . . . . .  1.2287 1.1980 
February . . . . . . . . . . .  1.2100 1.1860 

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

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

2006 

( 1 )  The average of the Noon Buying Rates for the relevant period, calculated using the average of the Noon 
Buying Rates on the last business day of each month during the period. 

On March 6, 2006, the Noon Buying Rate was $1,2002 per €1.00. 
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RISK FACTORS 

On May 1 ,  1998, the German Control and Transparency in Business Act (Gesefz zur Kontrolle und 
Trmspnrenz inz Uizcerizehnietzsbercich, or KonTraG), came into effect. The provisions of KonTraG include the 
requirement that the board of management of a German stock corporation establish a risk management system to 
identify material risks to the corporation at an early stage. As part of their audit, the auditors of a stock 
corporation assess whether the system meets the requirements of KonTraG. The audit requirement has been 
applicable to all fiscal years beginning after December 31, 1998, although the former VEBA underwent this audit 
voluntarily already in fiscal year 1998. 

Even prior to the requirements introduced by KonTraG, the Company believes it had an effective risk 
management system which integrates risk management in its Group-wide business procedures. The system 
includes controlling processes, Group-wide guidelines, data processing systems and regular reports to the Board 
of Management and Supervisory Board. The reliability of the risk management system is reviewed regularly by 
the internal audit units of the Company as well as by the Company’s external independent auditors, based on 
requirements set forth in the Stock Corporation Act. The documentation and evaluation of the Company’s risks 
are updated quarterly throughout the Group in the following steps: 

* Standardized documentation of risks and countermeasures; 

0 Evaluation of risks according to the degree of severity and the probability of occurrence, and an annual 
assessment of the effectiveness of existing countermeasures; and 

0 Analysis of the results and structured disclosure in a risk report. 

The following discussion groups risks according to the categories of external, operational and financial risks, 
as used by the Company in its risk management system. 

External 

The Company faces the general risks of economic downturns experienced by all businesses. The following 
are specific external risks the Company faces: 

The Company’s core energy operations face strong coinpetition, which could depress margins. 

Since 1998, liberalization of the electricity markets in the EU has greatly altered competition in the German 
electricity market, which was formerly characterized by numerous strong competitors. Following liberalization, 
significant consolidation has taken place in the German market, resulting in four major interregional utilities: 
E.ON, RWE AG (“RWE”), Vattenfall Europe AG (“Vattenfall Europe”) and EnBW Energie Baden-Wurttemberg 
AG (“EnBW”). In addition, the market for electricity trading has become more liquid and competitive, with a 
total trading volume of approximately 602 terawatt hours (“TWh”) at the European Energy Exchange 
(EEX) spot and futures market in 2005. Liberalization of the German electricity market also caused prices to 
decrease beginning in 1998, although prices have increased since 2001. Retail prices now exceed 1998 levels, and 
prices for sales to distributors and industrial customers have also increased. These price increases have generally 
been driven by increases in the price of fuel, as well as regulatory and other costs, with the result that competitive 
pressure on margins continues to exist. Higher wholesale prices are also expected to lead to the construction of 
new generation facilities, thereby increasing competition and the pressure on margins when the first such facilities 
come into operation. Although the Company intends to compete vigorously in  the changed German electricity 
market, it cannot be certain that it will be able to develop its business as successfully as its competitors. For 
information about new regulatory changes that will affect the German electricity market, see the discussion on 
changes in laws and regulations below, 

Outside Germany, the electricity markets in which the Company operates are also subject to strong 
competition. ‘The Company has significant U.K. and Swedish operations in electricity generation, distribution and 
supply, on both the wholesale and retail levels. Increased competition from new market entrants and existing 
market participants could adversely affect the Company’s U.K. or Swedish market share in both the retail and 
wholesale sectors. In the United States, E.ON U.S., the Company’s primary U.S. subsidiary, is exposed to 
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wholesale price and fuel cost risks with respect to its non-regulated operations, whose rates are not set by 
governmental regulators, and which represent a minority of E.ON IJ.S.’s business. The Company cannot 
guarantee it will be able to compete successfully in the [Jnited Kingdom, the Nordic countries, the United States, 
Eastern Europe, Italy or other electricity markets where it is already present or in new electricity markets the 
Company may enter. E.ON Ruhrgas also faces risks associated with increased competition in the gas sector; see 
“Item 4. Information on the Company - Business Overview - Pan-European Gas - Competitive Environ- 
ment” and ‘I- Regulatory Environment -- Germany: Gas.” 

Changes in applicable laws and regulations could materially and adversely affect tlie Company’s 
jiriaricial condition and results of operations. 

In each of its operations, the Company must comply with a number of laws and government regulations. For 
more information on laws and regulations affecting the Company’s core energy business, including additional 
details on each of the regulatory regimes discussed below, see “Item 4. Information on the Conipany - 
Regulatory Environment.” From time to time, changes or new laws and regulations may be introduced which 
may negatively affect the Company’s businesses, financial condition and results of operations. 

For example, the EU adopted new electricity and gas directives in 2003 which required changes to the 
electricity and gas industries of some EU member states, including Germany. One of the requirements is that an 
independent regulatory authority be established in each member state to oversee access to the electricity and gas 
networks. According to the directives, this regulatory body should have the authority to set or approve network 
access charges or, alternatively, the methodologies used for calculating them, as well as the power to control 
compliance with the charges or methodologies once they are set. In Germany, the relevant legislation came into 
force in  July 2005 and the German legislature authorized the Federal Network Agency (Bimclesr.lerzagerzfltr or the 
“BNetzA,” previously called the Regulatory Authority of Telecommunications and Post) to act as the required 
independent regulatory body. The new German energy legislation and the appointment of the BNetzA to oversee 
access to German electricity and gas networks has changed the previous system of negotiated third party network 
access in the electricity and gas industries in Germany. Although the new legislation has already come into force, 
the Company cannot yet predict all of the consequences of the new system, as the exact interpretation of some of 
the new regulatory rules is still pending. The Conipany cannot be certain that the appointment of a regulator and 
changes to the current system of network access, as well as other changes introduced as part of the new regime, 
will not have a negative effect on its electricity and gas businesses in Germany, including the network charges 
E.ON Energie and E.ON Ruhrgas may charge for network access. In Sweden, new legislation was also adopted in 
order to coniply with the requirements of the EIJ’s electricity and gas directives, and the Company cannot be 
certain that the new requirements will not have a negative effect on its Swedish operations. 

The EU has also adopted a directive requiring member states to establish a greenhouse gas emissions 
allowance trading scheme, under which permits to emit a specified amount of carbon dioxide (‘TO, emission 
certificates”) are to be allocated to affected power stations and other industrial installations. Most member states, 
including Germany, the Netherlands and Sweden, have already passed the required legislation and allocated the 
necessary CO, emission certificates free of charge, and the United Kingdom has also made an initial allocation of 
certificates (with a possibility that the 1J.K. government may appeal its CO, emissions allocation to try to claim 
additional allowances). Although the Company does not generally expect the introduction of the emissions 
trading scheme to have a negative impact on its operations, the tact that the directive has only recently been 
implemented in some EIJ meniber states and not yet implemented in others makes it impossible for the Company 
to predict how the trading of COz emission certificates will develop or what long-term impact, if any, the new 
regime will have on its financial condition and results of operations. However, in 2005, companies of both the 
U.K. and Central Europe market units had to purchase additional CO, emission certificates on the market, with a 
resultant increase in operating costs. For more information, see “Item 4. Information on the Company- 
Regulatory Environment” and “Item 5 .  Operating and Financial Review and Prospects - Results of Opera- 
tions - Year Ended December 31, 2005 Compared with Year Ended December 31, 2004.” 

In Germany, the Company’s nuclear power plants are among its cheapest source of power, and, along with 
hydroelectric and lignite-based power plants, are used primarily to cover the Company’s base load power 
requirements. In June 2001, E.ON, together with the other German operators of nuclear power stations, reached 



an agreement with the German federal government to phase out the generation of nuclear power in Germany; this 
agreement was reflected in an amendment of Germany’s nuclear energy law in April 2002. For more information 
about the planned phase-out of nuclear power stations in Germany, see “Item 4. Information on the Company - 
Business Overview - Central Europe.” The amended law provides that the delivery of spent nuclear fuel rods 
for reprocessing was allowed until June 30, 2005. Following this deadline, nuclear plant operators are required to 
store spent fuel elements on the premises of their nuclear plants. The Company is currently constructing five 
interim on-site storage facilities, of which two are expected to go into operation in the first quarter of 2006, with 
the remaining three scheduled to be ready between November 2006 and February 2007. In the interim, the 
relevant facilities are storing spent fuel elements in existing storage pools. The construction costs of these storage 
facilities are expected to be significant, and the Company may incur higher than anticipated costs in phasing out 
its nuclear energy operations. 

In addition, in the summer of 2005 the Competition Directorate-General of the EU Commission launched a 
sector inquiry concerning the electricity and gas markets in the EU. It is possible that antitrust inspections of 
individual companies may be conducted in the context of this inquiry, and any such inspections could potentially 
result in the affected companies being required to make material changes to their operations. It also cannot be 
excluded that this inquiry could encourage or result in legislative initiatives (at the EU or national level) that 
would seek to increase the current level of competition in the EU energy market. 

Regulatory actions can also affect the prices the Company may charge customers. For example, 

* As described above, EU directives provide that the regulatory authority which was appointed in Germany 
should have the power to set or approve network access charges or, alternatively, the methodologies used 
for calculating thein. This could lead to lower network fees for E.ON’s electricity and gas transportation 
and distribution businesses in Germany. 

* In Germany, the state antitrust authorities in Bavaria, Thuringia, Schleswig-Holstein, 
Baden-Wuerttemberg and Lower Saxony, as well as the Federal Cartel Office, have launched investiga- 

es with allegedly high gas tariffs to determine whether these gas prices constitute 
market abuse. These investigations affect some utilities in which Thiiga and E.ON Energie hold interests. 
As a result of ongoing discussions with the Federal Cartel Office, E.ON’s regional sales companies have 
agreed to enable their residential customers to switch gas suppliers as from April 1 ,  2006. Although a 
similar investigation by the Federal Cartel Office against subsidiaries of E.ON Energie has been closed 
without any charges being brought, that office has since opened an investigation of E.ON Energie and its 
competitor RWE with regard to possible abuses in the markets for electricity andor  COz emission 
certificates. The Company cannot currently predict the outcome of any of the pending investigations. 

* Electricity and gas prices and sales practices have also been the subject of periodic challenges by the 
German antitrust authorities, although to date E.ON has prevailed in such cases, sometimes on appeal 
after a negative ruling by a court of first instance. Currently, 54 customers of E.ON Hanse AG (“E.ON 
Hanse”) have brought a claim asserting that recent price increases violate certain provisions of the 
German Civil Code (Btirgerliches Geserzbuch). In order to support its case that the price increases were 
reasonable within the meaning of applicable law, E.ON Hanse has disclosed the basis on which it 
calculates prices for household customers to the District Court (Lnndgericht) in Hamburg. The court is 
currently examining E.ON Hanse’s submissions in this respect and is expected to make an initial 
pronouncement in the spring of 2006. In an unrelated proceeding, E.ON Westfalen Weser AG (“E.ON 
Westfalen Weser”) has brought suit against a group of customers that have refused to pay the increased 
prices. No assurances can be given as to the outcome of either of these proceedings. 

With effect from April 2005, regulators in the United Kingdom renewed a price control framework for 
electricity distribution customers that is in effect through the five year period ending March 2010. 

In the United States, the rates for E.ON U.S.’s retail electric and gas customers in Kentucky, its principal 
area of operations, are set by state regulators and remain in effect until such time that an adjustment is 
sought and approved. E.ON U.S.’s affected utilities applied for and received increases in regulated tariffs 
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effective as of July 1 ,  2004, although such increases remain the subject of continuing regulatory review 
and governmental inquiry. 

For additional information on these developments, see “Item 4. Information on the Company -Regulatory 
Environment.” For all of its operations, adverse changes in price controls, rate structures or the level of 
competition could have an adverse effect on the Company’s financial condition and results of operations. 

Rising fuel prices could materially and adversely affect the Company ’s results of operations andjnancial 
condition. 

A significant portion of the expenses of the Company’s regional market units are made up of fuel costs, 
which are heavily influenced by prices in the world market for oil, natural gas, fuel oil and coal. Similarly, the 
majority of E.ON Ruhrgas’ expenses are for purchases of natural gas under long-term take or pay contracts that 
link the gas prices to that of fuel oil and other competing fuels. The prices for such commodities have historically 
been volatile and there is no guarantee that prices will remain within prqjected levels. The price of oil in 
particular rose significantly in 2005 as a result of geopolitical factors, including, but not limited to, an increase in 
demand in China and India, the war and post-war insurgency in Iraq, increased instability in other parts of the 
Middle East and a further deterioration of the economic and political situation in Venezuela and Nigeria. The 
Company’s electricity operations do maintain some flexibility to shift power production among different types of 
fuel, and the Company is also partially hedged against rising fuel prices. However, increases in fuel costs could 
have an adverse effect on the Company’s operating results or financial condition if it is not able (or not permitted 
by regulatory authorities) to shift production to lower-cost fuel or to adjust its rates to offset such increases in fuel 
prices on a timely or complete basis. 

For more information about E.ON Ruhrgas’ take or pay contracts, see the discussion on E.0N Ruhrgas’ 
long-temi gas supply contracts below. The Company could also incur losses if its hedging strategies are not 
effective. For more information about the Company’s hedging policies and the instruments used, see “- Finan- 
cial” below, “Item 5. Operating and Financial Review and Prospects - Exchange Rate Exposure and Currency 
Risk Management” and “Item 11. Quantitative and Qualitative Disclosures about Market Risk.” 

Recent events have heightened concerns about the reliability of Russian gas supplies, on which E.ON 
Ruhrgas depends. 

E.ON Ruhrgas currently obtains nearly 30 percent of its total gas supply from Russia pursuant to long-term 
supply contracts it has entered into with 000 Gazexport, a subsidiary of OA0 Gazprom (“Gazprom”) (in which 
E.ON Ruhrgas holds a 3.5 percent direct interest and an additional stake of 2.9 percent). Recent events in some 
countries of the former Soviet Union have heightened concerns in parts of Western Europe about the reliability of 
Russian gas supplies. A dispute between Russia and Ukraine over the imposition of significant price increases on 
Russian gas delivered to Ukraine at the beginning of 2006 led to interruptions in the supply of Russian gas to 
Ukraine (and through Ukraine to other countries) in the early days of January. Although a political settlement was 
reached, the Ukrainian parliament has since rejected that settlement. In addition, historically cold temperatures in 
Russia have increased gas consumption, leading some Western European countries to report declines in pressure 
in gas pipelines and shortfalls in the volume of gas they receive from Russia, with some of those countries having 
announced plans to impose suggested or mandatory reductions on consumption. Although E.ON Ruhrgas has to 
date not experienced any interruptions in supply or declines in delivered gas volumes below those which are 
guaranteed to it under its long-term contracts, no assurance can be given that such interruptions or declines will 
not occur. The terms of E.ON Ruhrgas’ long-term supply contracts for Russian gas require that 000 Gazexport 
deliver the contracted volumes of gas to E.0N Ruhrgas at the German border, with the risk of ownership only 
passing to E . 0 N  Ruhrgas at that point, but provide that such obligations can be suspended due to events of.farce 
majeure. Any prolonged interruption or decline in the amount of gas delivered to E.ON Ruhrgas under its 
contracts with 000 Gazexport or any other party would result in E.ON Ruhrgas having to use its storage reserves 
to make up the shortfall with respect to amounts it is contracted to deliver to customers, and could have a material 
adverse effect on EON’S results of operations and financial condition. 
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The Company’s revenues and results of operatioris Piictirate by season and according to the weather, and 
management expects these fluctuations to continue. 

The demand for electric power and natural gas is seasonal, with the Company’s operations generally 
experiencing higher demand during the cold weather months of October through March and lower demand during 
the warm weather months of April through September. The exception to this is the Company’s US. power 
business, where hot weather results in an increased demand for electricity to run air conditioning units. As a 
result of these seasonal patterns, the Company’s revenues and results of operations are higher in the first and 
fourth quarters and lower in the second and third quarters, with the US. power business having its highest 
revenues in the third quarter and a seconduy peak in the first and fourth quarters. Revenues and results of 
operations for all of the Company’s energy operations would be negatively affected by periods of unseasonably 
warm weather during the autumn and winter months. The Company’s Nordic operations could be negatively 
affected by a lack of precipitation (which would lead to a decline in hydroelectric generation) and its European 
energy operations could also be negatively affected by a summer with higher than average temperatures to the 
extent its plants were required to reduce or shut down operations due to a lack of watefneeded for cooling the 
plants. Management expects seasonal and weather-related fluctuations in revenues and results of operations to 
continue. Particularly severe weather can also lead to power outages, as discussed in more detail below. 

Operational 

The Company’s core energy businesses operate technologically complex production facilities and transmis- 
sion systems. Operational failures or extended production downtimes could negatively impact the Company’s 
financial condition and results of operations. The Company’s businesses are also subject to risks in the ordinary 
course of business such as the loss of personnel or customers, and losses due to bad debts. The Company believes 
it has appropriate risk control measures in effect to counteract and address these types of risks. The following are 
additional operational risks the Company faces: 

E.0N Ruhrgas’ long-term gas contracts expose it to volume and price risks, and the validity of its longer- 
term supply contracts has been challenged by the German antitrust authorities. 

As is typical in the gas industry, E.ON Ruhrgas enters into long-term gas supply contracts with natural gas 
producers to secure the supply of almost all the gas E.ON Ruhrgas purchases for resale. These contracts, which 
generally have terms of around 20 to 25 years, require E.ON Ruhrgas to purchase minimum amounts of natural 
gas over the period of the contract or to pay for such amounts even if E.ON Ruhrgas does not take the gas, a 
standard industry practice known as “take or pay.” The minimum amounts are generally about 80 percent of the 
firmly contracted quantities. Historically, E.ON Ruhrgas has also entered into long-term gas sales contracts with 
its customers, although these contracts are shorter than the gas supply contracts (for distributors and municipal 
utilities, which constitute the majority of E.ON Ruhrgas’ customers, the contracts generally have longer terms, 
while contracts for industrial customers usually have terms between one and five years), and, as described in 
more detail below, have been alleged to be unenforceable by the German Federal Cartel Office. In addition, the 
majority of these gas sales contracts do not include fixed take or pay provisions. Since E.ON Ruhrgas’ gas supply 
contracts have longer terms than its gas sales contracts, and commit E.ON Ruhrgas to paying for a minirnum 
amount of gas over a long period, E.ON Ruhrgas is exposed to the risk that it will have an excess supply of 
natural gas in the long term should it have fewer committed purchasers for its gas in the future and be unable to 
otherwise sell its gas on favorable terms. Such a shortfall could result if a significant number of E.ON Ruhrgas’ 
customers (or their end customers) shifted from natural gas to other forms of energy or if E.ON Ruhrgas’ 
customers began to acquire gas from other sources. The ministerial approval E.ON obtained for the acquisition of 
Ruhrgas required E.ON Ruhrgas to divest its stakes in two gas distributors, as well as granting these distributors 
the right to terminate their gas sales contracts with E.ON Ruhrgas. The nlinisterial approval also gave most of 
E.ON Ruhrgas’ distribution customers the right to reduce the amounts of natural gas purchased from E.ON 
Ruhrgas to 80 percent of the contractually agreed amount over the period of the applicable gas sales contract, and 
E.ON Ruhrgas has recently voluntarily offered a similar volume reduction option to other customers, as described 
in more detail below. To date, most customers have decided not to exercise these options. For additional 
information on these developments, see “Item 4. Information on the Company .- Business Overview - Pan- 
European Gas -- Sales.” If these or other developments were to cause the volume of gas E.ON Ruhrgas is able to 
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sell to fall below the volume it is required to purchase, the take or pay provisions of some of E.ON Ruhrgas’ gas 
supply contracts may become applicable, which would negatively affect its results of operations. In addition, due 
to increasing competition linked to the liberalization of the gas market and the entry of new competitors, E.ON 
Ruhrgas may not be able to renew some of its existing gas sales contracts as they expire, or to gain new contracts. 
This may also have the effect of leaving E.ON Ruhrgas with an excess supply of natural gas and/or decrease in 
margins. 

On January 13, 2006, the German Federal Cartel Office issued an order prohibiting E.ON Ruhrgas from 
enforcing its existing gas supply contracts with regional and local gas distributors and from entering into any new 
contracts that are identical or similar in nature. Such contracts have been customary in the German gas market 
since the industry’s inception, and E O N  Ruhrgas believes that the position of the Federal Cartel Office violates 
basic principles of German law (including those of freedom of contract and free competition), as well as 
threatening the long-term security of gas supplies in Germany. Given that such questions can only be definitively 
resolved by the courts, E.ON Ruhrgas has filed an emergency petition with the State Superior Court 
(Oberlandesgericht) in Diisseldorf in order to prevent the order from taking effect. In the context of negotiations 
with the Federal Cartel Office prior to the January 13 order, E.ON Ruhrgas had already voluntarily offered those 
of its German distribution customers and municipal utilities that are supplied with more than SO percent of their 
total gas requirements by E.ON Ruhrgas the termination of their existing contracts by October 1, 2008 in 
conjunction with a right to reduce their contractual amounts to SO percent of their total gas purchases by either 
October 1, 2006 or October 1 ,  2007. No assurance can be provided as to the outcome of E.ON Ruhrgas’ petition 
or any related proceedings, or as to any impact of these matters on E.ON’s results of operation and financial 
condition. 

As is standard in the gas industry, the price E.ON Ruhrgas pays for gas under its long-term gas supply 
contracts is calculated on the basis of complex formulas incorporating variables based on current market prices 
for fuel oil, gas oil, coal and/or other competing fuels, with prices being automatically re-calculated periodically, 
usually quarterly, by reference to market prices of the relevant fuels during a prior period. Price terms in E.ON 
Ruhrgas’ gas sales contracts are generally pegged to the price of competing fuels and provide for automatic 
quarterly price adjustments based on fluctuations in underlying fuel prices, again by reference to market prices 
during a prior period. Since E.ON Ruhrgas’ supply and sales contracts are generally indexed to different types of 
oil and related fuels, in different proportions and are adjusted according to different formulas, E.ON Ruhrgas’ 
margins for natural gas may be significantly affected in the short term by variations in the price of oil or other 
fuels, which are generally reflected in prices payable under its supply contracts before they are reflected in prices 
paid under sales contracts, the so-called “time lag” effect. Although E.ON Ruhrgas seeks to manage this risk by 
matching the general terms of its portfolio of sales contracts with those of its supply contracts, there can be no 
assurance that it will always be successful in doing so, particularly in the short term. For more information on 
E.ON Ruhrgas’ gas supply and sales contracts, see “Item 4. Information on the Company - Business 
Overview - Pan-European Gas - Sales.” 

If  the Company’s plans to make selective acquisitions and investments to enhance its core energy business 
are unsuccessful, the Coinpany ’s future earnings and share price could be materially and adversely affected. 

The Company’s business strategy involves selective acquisitions and investments in its core business area of 
energy. This strategy depends in part on the Company’s ability to successfully identify and acquire companies 
that enhance its business on acceptable terms. In order to obtain the necessary approvals for acquisitions, the 
Company may be required to divest other parts of its business, or to make concessions or undertakings which 
materially affect its operations. For example, the Company’s efforts to obtain control of Ruhrgas through a series 
of purchases from the holders of Ruhrgas interests were initially blocked by the German Federal Cartel Office 
and then by a series of plaintiffs who succeeded in convincing the State Superior Court in Diisseldorf to issue a 
temporary injunction preventing the Company from completing the transaction. In order to receive the ministerial 
approval of the German Economics Ministry that overruled the initial decision of the Federal Cartel Office, the 
Company was required to make significant concessions, including committing to divest certain operations, to 
have E.ON Ruhrgas sell a significant quantity of natural gas at auction (with opening bids set at below-market 
prices) and to offer certain customers the option of reducing the volume of gas they had contracted for. In 
addition, in settling the claims of the plaintiffs who had received the temporary injunction, the Company agreed 
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to divest certain of its operations, to provide certain of the plaintiffs with energy supply contracts and network 
access, and to make certain infrastructure improvements, as well as making financial payments. For moIe 
information, see “Item 4. Information on the Company - History and Development of the Company - Ruhrgas 
Acquisition.” Each of these matters delayed completion of the Ruhrgas acquisition and had the effect of 
increasing the cost of the transaction to the Company. 

In February 2006, E.ON announced that it would launch an all cash tender offer for 100 percent of the share 
capital of Endesa, S.A. (“Endesa”), the largest electric utility in Spain and Portugal, which also has significant 
operations in Latin American and Southern Europe. E.ON intends to finance the acquisition through a 
combination of its own resources and new financing in the form of a committed line of credit provided by a 
syndicate of international banks. The offer will be subject to a number of conditions, including that E.ON acquire 
at least 50.01 percent of Endesa’s capital stock and that Endesa’s shareholders enact several changes to Endesa’s 
Articles of Association removing corporate governance-related obstacles to E.ON’s acquisition of control. The 
offer will also be subject to the approval of the Spanish government, which holds a “golden share” in Endesa, as 
well as antitrust and other regulatory approvals. Endesa’s board of directors has not taken a formal position with 
regard to E.ON’s proposed offer (though it has indicated that it believes that Endesa is worth more than the 
€27.50 per share offer price currently being proposed), nor has the Spanish government issued any formal 
statement as to its position on the offer. No assurance can be given that E.ON will be able to complete the 
transaction successfully on the proposed terms or at all. For additional information, see “Item 4. Information on 
the Company - History and Development of the Company - Proposed Endesa Acquisition.” 

In addition, there can be no assurances that the Company will be able to achieve the benefits it expects from 
any acquisition or investment. For example, the Company may fail to retain key employees, may be unable to 
successfully integrate new businesses with its existing businesses, niay incorrectly judge expected cost savings, 
operating profits or future market trends and regulatory changes, or niay spend more on the acquisition, 
integration and operations of new businesses than anticipated. Legal challenges may also have an impact. 
Especially large acquisitions, such as that of Ruhrgas, the purchase of which was compieted in March 2003, or 
the proposed acquisition of Endesa, present particularly difficult challenges. Investments and acquisitions in new 
geographic areas or lines of business require the Company to become familiar with new markets and competitors 
and expose the Company to commercial and other risks, as well as additional regulatory regimes relating to the 
acquired businesses that may be stricter than the ones the Company is currently subject to. Because of the risks 
and uncertainty associated with acquisitions and investments, any acquired businesses or investments may not 
achieve the profitability expected by the Company. 

The Company couM be subject to eiivironntental liability associated with its nuclear and conventional 
power operations that could materially and adversely affect its business. 

Under German law, the owner of an electric power generation facility is subject to liability provisions that 
guarantee comprehensive compensation to all injured parties in the event of environmental damages caused by the 
facility. In addition, there has been some relaxation in the evidence required under the German Environmental 
Liability Law (Unz,velth~~inzgsgesetz) to establish, prove and quantify environmental claims. Under German law 
and in accordance with contractual indemnities, the Company may still be subject to future environmental claims 
with respect to alleged historical environmental damage arising from certain of its discontinued and disposed of 
operations, including, but not limited to, the VEBA Oel oil business, the VAW alunlinum operations and the 
Klockner & CO AG distribution and logistics businesses. The Company may also be subject to environmental 
claims with respect to Degussa’s operations. If claims were to be asserted against the Company in relation to 
environmental damages and plaintiffs were successful in proving their claims, such claims could result in material 
losses to the Company. 

German law also provides that in the case of a nuclear accident in Germany, the owner of the reactor, the 
factory or the nuclear material storage facility is subject to liability provisions that guarantee Comprehensive 
compensation to all injured parties. Under German nuclear power regulations, the owner is strictly liable, and the 
geographical scope of its liability is not limited to Germany. E.ON’s Swedish nuclear power stations also expose 
the Company to liability under applicable Swedish law. The Company does not operate or have interests in 
nuclear power plants outside of Germany, Sweden and Switzerland, including in the United Kingdom, the 

10 



United States or the countries in Eastern Europe in which it operates. The Company takes extensive safety and 
risk management measures in the operation of its nuclear power operations, and has mandatory insurance with 
respect to its nuclear operations as described in “Item 4. Information on the Company - Environmental 
Matters - Germany: Electricity” and “- Nordic.” However, any claims against the Company arising in the 
case ot a nuclear power accident could exceed the coverage of such insurance, and cause material losses to the 
Company. 

The Company expects that it will incur costs associated with future environmental compliance, especially 
compliance with clean air laws. For example, the 1J.S. Environmental Protection Agency (“EPA”) has introduced 
regulations regarding the reduction of nitrogen oxide (“NO,”) emissions from electricity generating units. These 
regulations require E.ON IJS. to make significant additional capital expenditures in  NO, control equipment, 
which are currently estimated to total approximately $407 million through 2006, of which nearly all ($405 mil- 
lion) has been incurred through 2005. E.ON U.S. also expects to make additional capital expenditures to reduce 
sulphur dioxide (“SO,”) emissions from generation units totaling $743 million through 2009. E.ON U.S. expects 
to recover a significant portion of these costs over time from customers of its regulated utility businesses. In the 
IJnited Kingdom, legislation to implement the EU Large Combustion Plants Directive is currently being 
discussed. The legislation is expected to require E.ON UK to make decisions as to whether it will invest in 
enhanced pollution control devices, reduce operating time at certain of its plants or consider closing certain plants 
in the future. Similarly, the German government has recently amended an ordinance of the German Federal 
Pollution Control Act (Bur~nesinzniissionsschut?gesetz, or “BImSchG”) to introduce lower emission limits for air 
pollutants such as carbon monoxide and NO,. This amendment requires both E.ON Energie and E.ON Ruhrgas to 
make investments in pollution control devices. In addition, in the United States, E.ON U.S. is also affected by a 
number of regional and industry-wide transmission market structure changes that have recently been introduced 
by the relevant authorities. Currently, none of E.ON’s market units can predict the extent to which their respective 
operations will be affected by the new or proposed legislation andor regulations. Revisions to existing 
environmental laws and regulations and the adoption of new environmental laws and regulations may result in 
significant increases in costs for the Company. Any such increase in costs that cannot be fully recovered from 
customers may adversely affect the Company’s operating results or financial condition. 

Although environmental laws and regulations have an increasing impact on the Company’s activities in 
almost all the countries in  which i t  operates, it is impossible to predict accurately the effect of future 
developments in  such laws and regulations on the Company’s future earnings and operations. Some risk of 
environmental costs and liabilities is inherent in particular operations and products of the Company, as it is with 
other companies engaged in similar businesses, and there can be no assurance that material costs and liabilities 
will not be incurred. For more information on environmental matters, see “Item 4. Information on the 
Company - Environniental Matters.” 

If power outages involving the Company’s electricity operations occur, tlie Company’s business and 
results of operations could be negatively aflected. 

Each of Italy, Denmark, Sweden, London and large parts of the IJnited States and Canada experienced major 
power outages during 2003. The reasons for these blackouts vary, although with the exception of London they 
involved a locally or regionally inadequate balance between power production and consumption, with single 
failures triggering a cascade-like shutdown of lines and power plants following overload or voltage problems. The 
likelihood of this type of problem has increased in recent years following the liberalization of EU electricity 
markets, partly due to an emphasis on unrestricted cross-border physically-settled electricity trading that has 
resulted in a substantially higher load on the international network, which was originally designed mainly for 
purposes of mutual assistance and operations optimization. As a result, there are transmission bottlenecks at 
many locations in Europe, and the high load has resulted in lower levels of safety reserves in the network. In 
Germany, where power plants are located in closer proximity to population centers than in many other countries, 
the risk of blackouts is lower due to shorter transmission paths and a strongly meshed network. In addition, the 
spread of a power failure is less likely in Germany due to the organization of the German power grid into four 
balancing zones. Nevertheless, the Company’s German or international electricity operations could experience 
unanticipated operating or other problems leading to a power failure. For example, in the case of the blackout 
which occurred in Denmark and Solithem Sweden on September 23, 2003, one of the causes was an unexpected 
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power failure at the Oskarshamn power plant (which is 54.5 percent owned by the Company’s majority-owned 
subsidiary E.ON Sverige), that occumed as the plant was being reconnected to the grid following regularly 
scheduled maintenance. In addition, on January 8-9, 2005, a severe storm hit Sweden, destroying the electricity 
distribution grid in some areas in the south of the country. Approximately 250,000 E.ON Sverige customers were 
affected by the resulting power outage, and some customers were left without electricity for several weeks. In 
2005, E.ON Sverige recorded related costs for rebuilding its distribution grid and compensating customers of 
approximately €140 million. The areas of the United States in which E.ON U.S. operates are also from time to 
time subject to severe weather, such as ice storms, which could cause power outages. In Germany, about 
40 percent of the country’s wind turbines are connected to the power grid of E.ON Energie, mostly in the north of 
Germany. In the case of a power grid failure, older wind power plants may switch off automatically; this possible 
separation of a number of wind power plants from the grid may in turn increase the impact of the original power 
failure in the grid. The Company can give no assurances that power failures involving its operations will not 
occur in the future, or that any such power failure would not have a negative effect on the Company’s business 
and results of operations. 

Financial 

The Company is exposed to JTnaricial risks that could have a inaterial effect on its financial condition. 

During the normal course of its business, the Company is exposed to the risk of energy price volatility, as 
well as interest rate, commodity price, currency and counterparty risks. These risks are partially hedged on a 
Group-wide (or market unit-wide) basis, but the Company may incur losses if any of the variety of instruments 
and strategies it uses to hedge exposures are not effective. For more information about these risks and the 
Company’s hedging policies and instruments, see “Item 5. Operating and Financial Review and Prospects - 
Exchange Rate Exposure and Currency Risk Management” and “Item 1 I .  Quantitative and Qualitative 
Disclosures about Market Risk.” For more information about E.ON Rutugas’ take or pay contracts, see the 
discussion on E.ON Ru hrgas’ long-term gas contracts above. 

The Company is also exposed to other financial risks. For example, it holds certain stock investments which 
may expose it to the risk of stock market declines. Financial markets have experienced volatility in recent years, 
and markets may decline again or become even more volatile. In addition, a significant portion of the Company’s 
outstanding debt bears interest at floating rates; the Company’s interest expense will therefore increase if the 
relevant base rates rise. The value of the Company’s investments in fixed rate bonds will be adversely affected by 
a rise in market interest rates. 

The Company also faces risks arising from its energy trading operations. In general, the Company seeks to 
hedge risks associated with volatile energy-related prices (including the prices of CO, emission certificates) by 
entering into fixed-price bilateral contracts, fuel-price indexed bilateral contracts, futures and options contracts 
traded on commodities exchanges, and swaps and options traded in over-the-counter financial markets. To the 
extent the Company is unable to hedge these risks, or enters into hedging contracts that fail to address its 
exposure or incotrectly anticipate market movements, it may suffer losses, some of which could be material. In 
addition to the risks associated with adverse price movements, credit risk is also a factor in the Company’s energy 
marketing, trading and treasury activities. where loss may result from the non-performance of contractual 
obligations by a counterparty. The Company maintains credit policies and control procedures with respect to 
counterparties to protect it against losses associated with such types of credit risk, although there can be no 
assurance that these policies and procedures will fully protect the Company. The marking to market of many of 
E.ON’s hedging instruments required by SFAS No. 133, Accounting for Derivative Instruments and Hedging 
Activities (“SFAS 133”), has also increased the volatility of the Company’s results of operations, though it has 
not had a material effect on E.ON’s overall risk exposure. For example, in 2005, unrealized gains from the 
marking to market of derivatives, principally at the U.K. market unit, contributed other non-operating earnings of 
approximately f 1.2 billion. For more information about the Company’s energy trading operations, its hedging 
policies and the instruments used, see “Item 4. Information on the Company - Business Overview - Central 
Europe - ‘Trading,” “- Pan-European Gas - Trading,” “- U.K. - Energy Wholesale - Energy Trading,” 
“- Nordic .- Trading” and I‘- U S .  Midwest - Power Generation - Asset-Based Energy Marketing,” 
“Item 5. Operating and Financial Review and Prospects - Results of Operations - Year Ended December 3 1, 
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200.5 Compared with Year Ended December 3 1, 2004” and “- Exchange Rate Exposure and Currency Risk 
Management” and “Item 1 1 Quantitative and Qualitative Disclosures about Market Risk.” 

Item 4. Information on the Company. 

HISTORY AND DEVELOPMENT OF THE COMPANY 

E.ON AG is a stock corporation organized under the laws of the Federal Republic of Germany. It is entered 
in the Commercial Register (Handelsregisler) of the local court of Diisseldorf, Gerniany, under HRB 2231.5. 
E.ON’s registered office is located at EON-Platz 1, D-40479 Diisseldorf, Germany, telephone +49-211-45 79-0. 
E.ON’s agent in the United States is E.ON North America, Inc., 40.5 Lexington Avenue, New York, NY 10174. 

The State of Pmssia established VEBA in 1929 when it consolidated state-owned coal mining and energy 
interests (hence the original name VEBA, “Vereinigte Elektrizitats- und Bergwerks-Aktiengesellschaft”). 
Ownership of VEBA was transferred from the dissolved Prussian state to the Federal Republic of Germany. 
VEBA was partially privatized in 196.5, leaving the German government with a 40.2 percent share. After several 
subsequent offerings, privatization was completed in I987 when the Gemian government offered its remaining 
25.5 percent share to the public. During and since the privatization process, VEBA AG evolved into a 
management holding company, providing strategic leadership and resource allocation for the entire Group. 

VEBA-VIAG MERGER 

On June 16, 2000, VEBA AG merged with VIAG AG, one of the largest industrial groups in Germany. 
VEBA AG was subsequently renamed E.ON AG. The merger of VEBA and VIAG to form E.ON has created the 
second-largest industrial group in Germany, based on market capitalization at year-end 200.5, with sales of 
E.56.4 billion in 200.5. 

In order to effectuate the merger, VEBA and VIAG submitted an application to the Merger Task Force of the 
European Commission on December 14, 1999. The EU Commission examined the planned merger and, with its 
notification of June 13, 2000, declared it to be compatible with the common market. The EU Commission’s 
approval required VEBA and VIAG to commit to make certain divestments in their combined electricity and 
chemical operations, and to give undertakings to 1 )  waive transfer charges for cross-zone deliveries of electricity 
within Germany, 2) purchase a certain minimum amount of electricity from Vattenfall Europe (formerly VEAG 
Vereinigte Energiewerke Aktiengesellschaft (“VEAG”)), a utility primarily active in the eastern part of Germany, 
at market rates during the period ending on December 3 1,2007, and 3) provide additional interconnector capacity 
on the border between Germany and Denmark. 

The merger of VEBA and VIAG was legally implemented by merging VIAG AG into VEBA AG, with 
VEBA AG continuing as the surviving entity. The newly-merged company then received the new name E.ON 
AG. On June 16, 2000, the merger was entered into the Commercial Register in Diisseldorf. Upon registration 
with the Commercial Register in Diisseldorf, the merger was completed and became effective for purposes of 
US. GAAP as of July 1, 2000. VIAG AG was dissolved and its assets and liabilities were transferred to VEBA 
AG. Simultaneously, each VIAG shareholder, with the exception of VEBA AG, received two shares of the new 
company in exchange for each five VIAG shares held. Pursuant to this exchange ratio, the former VIAG 
shareholders (with the exception of VEBA AG) therefore held 33.1 percent of the company immediately after the 
merger, while the former VEBA shareholders held 66.9 percent. For information about certain claims brought by 
former VIAG shareholders regarding the share exchange ratio used in the VEBA-VIAG merger, see “Item 8. 
Financial Information - Legal Proceedings.” 

POWERGEN GROUP ACQUISITION 

In 2002, E.ON acquired the London- and Coventry-based British utility Powergen. As agreed between E.ON 
and Powergen, upon satisfaction of all conditions E.ON implemented th: transaction under an alternative U.K. 
legal procedure known as a “scheme of arrangement” instead of a tender offer. The scheme of arrangement 
provided for the acquisition of all outstanding Powergen shares by virtue of an order of the English courts 
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following approval of the transaction at a meeting of Powergen shareholders convened by order of the court. 
Following the receipt of the necessary regulatory approvals, E.ON completed its acquisition of the Powergen 
Group, which is now wholly owned by E.ON, on July I ,  2002. In March 2003, E.ON transferred LG&E Energy 
(Powergen’s former principal U.S. operating subsidiary; now named E.ON U S . )  and its direct parent holding 
company to a direct subsidiary of E.ON AG. See “- Business Overview - U.S. Midwest.” In July 2004, 
Powergen was renamed E.ON UK. 

The total purchase price amounted to €7.6 billion (net of €0.2 billion cash acquired), and the assumption of 
€7.4 billion of debt. Goodwill in the amount of €8.9 billion resulted from the purchase price allocation. A 
significant deterioration in the market environment for the Powergen Group’s U.K. and U.S. operations triggered 
an impairment analysis as of the acquisition date that resulted in an impairment charge of €2.4 billion, thus 
reducing the amount of goodwill associated with the transaction to €6.5 billion. 

For more information on E.ON UK and E.ON U.S., see “--Business Overview -U.K.” and 
“- U.S. Midwest.” 

RUHRGAS ACQUISITION 

E.ON Ruhrgas is one of the leading non-state-owned gas companies in Europe and the largest gas business 
in Germany in terms of gas sales. Prior to its acquisition by E.ON, Ruhrgas was owned by a number of holding 
companies, with indirect stakes dispersed among a number of major industrial and energy companies both within 
and outside Germany. 

In 2001, E.ON concluded contracts for the purchase of significant shareholdings in Ruhrgas with BP p.1.c. 
(“BP”) and Vodafone Group Plc (“Vodafone”). E.ON also reached an agreement in principle with RAG 
Aktiengesellschaft (“RAG”) to acquire its Ruhrgas stakes. In January and February 2002, the German Federal 
Cartel Office blocked the consummation of the transactions with the aforementioned parties on the grounds that 
the proposed purchase would have a negative effect on competition in the German gas and electricity markets. 
E.ON appealed the decision to the German Economics Ministry, which has the power to overrule the Cartel 
Office if it determines a transaction would result in an overriding general benefit to the German economy. In 
March 2002, E.ON agreed to acquire ThyssenKrupp AG’s interest in Ruhrgas. 

In May 2002, E.ON reached a definitive agreement with RAG to acquire RAG’S more than 18 percent 
interest in Ruhrgas and to sell E.ON’s majority interest in Degussa to RAG. Under the arrangement, RAG 
acquired a majority shareholding in Degussa in two steps. In the first step, in June 2002, RAG made a cash tender 
offer to Degussa’s shareholders at a price of €38 per share. The parties’ definitive agreement provided that after 
completion of the tender offer RAG and E.ON would hold equal shareholdings of Degussa and would manage 
Degussa jointly. In the second step, E.ON sold 3.6 percent of Degussa’s shares to RAG at the above price to give 
RAG a 50.1 percent interest in Degussa effective June 1, 2004. 

On July 3, 2002, E.ON reached agreements to acquire the 40 percent interest in Ruhrgas held indirectly by 
Esso Deutschland GrnbH, Deutsche Shell GnibH, and ?VI AG, which would make E.ON the sole owner of 
Ruhrgas. 

On July 5,2002, E.ON was granted the ministerial approval it had requested for the acquisition of a majority 
shareholding in Ruhrgas. The ministerial approval was linked with stringent requirements designed to promote 
competition in the gas sector. Ruhrgas was required to auction 75 billion kilowatt hours (“kWh”) of natural gas 
to its competitors and to legally unbundle its transmission system from its other operations. In addition, E.ON and 
Ruhrgas were required to divest several shareholdings. On the same day, E.ON completed the acquisition of 
38.5 percent of Ruhrgas from BP, Vodafone and ThyssenKrupp AG. 

A number of companies with alleged interests in the German energy industry filed complaints against the 
ministerial approval with the State Superior Court (Oberlandesgericht) in Diisseldorf and petitioned the court to 
issue a temporary injunction biocking the transaction. The court subsequently issued a series of orders in July, 
August and September 2002 that temporarily enjoined the Company’s acquisition of a majority stake in Ruhrgas. 
In addition, the court prohibited the Company from exercising its shareholders’ rights with respect to the Ruhrgas 
stake it had acquired from BP, Vodafone and ThyssenKrupp AG until the takeover was approved. E.ON 
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continued to maintain that the reasons given by the court in the summary proceedings leading to these orders did 
not justify its decision. 

Following the issuance of the temporary injunction, on September 18, 2002, Germany’s Federal Minister of 
Economics confirmed the essential aspects of the July 5 ministerial approval for E.ON’s acquisition of Ruhrgas. 
However, the ministry linked its decision to a tightening of the requirements. Ruhrgas was also required to sell its 
stakes in Bayerngas GmbH (“Bayemgas”) and swb AG (“swb”), and all of the companies required to be 
disposed of were granted special rights to terminate their existing purchase agreements with E.ON and Ruhrgas 
on a staggered basis. In addition, customers purchasing more than 50 percent of their gas requirements from 
Ruhrgas were granted the right, as of October 2003, to reduce the volume of gas purchased from Ruhrgas to 
80 percent of the contracted amount. Finally, Ruhrgas was required to auction 200 billion kWh of natural gas to 
its competitors, with the minimum bid in such auctions being lower than the average border-crossing price. The 
approval also provided that the ministry has the right to take further action in the event of any sale by E.ON of a 
controlling interest in E.ON Ruhrgas or a change in control over E.ON. On this basis, the ministry asked the State 
Superior Court to lift its temporary injunction. E.ON and E.ON Ruhrgas have complied with all of the conditions 
imposed by the ministerial approval. 

On December 17, 2002, the State Superior Court decided not to lift the temporary injunction, and formal 
proceedings (Hriuptverfuhren) regarding the injunction started in January 2003. On January 3 1, 2003, E.ON 
reached settlement agreements with all plaintiffs who had contested the validity of the ministerial approval. In 
accordance with these agreements, E.ON exchanged shareholdings with certain plaintiffs and agreed to enter into 
gas and/or electricity supply contracts, make certain infrastructure improvements (particularly with regard to gas 
distribution), and provide specified access to the gas and electricity supply grids, with others, as well as agreeing 
to make other financial payments to the plaintiffs. In addition, Ruhrgas reconfirnied to all the parties its 
commitment to open and fair competition in the gas market. 

In March 2003, E.ON acquired the remaining shares of Ruhrgas. The total cost of the transaction to E.ON, 
including settlement costs and excluding dividends received on Ruhrgas shares owned by E.ON prior to its 
consolidation, amounted to €1  0 ~ 2  billion. Beginning as of February I ,  2003, E.ON fully consolidated Ruhrgas, 
which was renamed E.ON Ruhrgas on July 1, 2004. 

Upon termination of the court proceedings, the Company completed the first step of the RAGlDegussa 
transaction, Le., the Company acquired RAG’S Ruhrgas stake for total consideration of €2.0 billion, and E.ON 
tendered 37.2 million of its shares in Degussa to RAG at the price of €38 per share, receiving total proceeds of 
€1.4 billion. Following this transaction and the completion of the tender offer to the other Degussa shareholders, 
RAG and E.ON each held a 46.5 percent interest in Degussa, with the remainder being held by the public. With 
effect from June 1, 2004, E.ON sold a further 3.6 percent of Degussa stock to RAG, giving RAG a 50.1 percent 
interest in Degussa. Total proceeds from the sale of this 3.6 percent stake amounted to €283 million. In 
December 2005, E.ON and RAG signed a framework agreement on the sale of E.ON’s remaining 42.9 percent 
stake in Degussa to RAG. The purchase price is expected to total approximately €2.8 billion, equal to €3 1.50 per 
Degussa share. The transaction is expected to be completed by July 1 ,  2006. 

In accordance with the obligations set out in the ministerial approvals mandating the sale of an aggregate 
amount of 200 billion kWh of baseload gas, on July 30, 2003, E.ON Ruhrgas offered approximately 3.3 billion 
kWh of natural gas from its portfolio of long-term supply contracts in the first of six intemet-based annual 
auctions. 15 billion kWh of this gas was sold. On May 19, 2004, E.ON Ruhrgas offered approximately 39 billion 
kWh of gas under its long-term supply contracts in the second auction. The offered volume included one third of 
the volumes (approximately 6 billion kWh) left unsold in the first auction. In the 2004 auction, seven bidders 
purchased an aggregate volume of approximately 35 billion kWh of gas. On May 18, 2005, E.ON Ruhrgas 
offered approximately 39 billion kWh of gas under its long-term supply contracts in a third auction, which again 
included one-third of the volumes (approximately 6 billion kWh) not sold in the first auction. In the 2005 auction, 
seven bidders purchased the total volume of gas offered. The prices E.ON Ruhrgas obtained in the first two 
auctions were in line with the minimum prices set by the German Federal Ministry for Economics and Labor 
(now renamed the Federal Ministry for Economics and Technology) (Bunciesniiiiisteriiim j i r  Wirtscliafl wid 
Technologie). In the auction conducted in 2005, the quantities on offer were sold at a premium to the minimum 

15 



price. E.ON Ruhrgas is required to hold three more annual gas auctions. The remaining third of the volumes not 
sold in the first auction (approximately 6 billion kWh) will be offered in 2006. 

In connection with its acquisition of Rulwgas, E.ON seeks to achieve the following potential synergies in its 
market units: 

0 In the Pan-European Gas market unit, E.ON intends to leverage its increased gas operations to improve its 
negotiating position with producers of natural gas, and to take advantage of pan-European gas arbitrage 
opportunities. For information about E.ON’s planned capital investment in E.ON Ruhrgas, see “Item 5. 
Operating and Financial Review and Prospects - Liquidity and Capital Resources.” 

0 In the Central Europe market unit, E.ON expects to benefit from joint market managenlent with regional 
energy companies, the integration of continental European gas trading activities and the sharing of 
technical expertise among the power and gas businesses. In order to integrate the Company’s continental 
European gas trading activities conducted by D-Gas B.V. (“D-Gas”), E.ON Energie transferred their gas 
trading operations to E.ON Ruhrgas in 2004. 

* In the U.K.. market unit, E.ON intends to use the Pan-European Gas market unit to enhance E.ON UK’s 
gas supply and gas storage options, as well as support its trading activities. An important first step was the 
conclusion of a IO-year gas supply contract between E.ON Ruhrgas and E.ON UK. E.ON Ruhrgas started 
supplying E.ON UK with gas in October 2004. 

0 In the Nordic market unit, E.ON also intends to use the Pan-European Gas market unit to enhance E.ON 
Sverige’s gas supply options and expects to be able to use a joint approach for future gas infrastructure 
development. E.ON Ruhrgas and E.ON Sverige have also entered into a gas supply contract, pursuant to 
which E.ON Ruhrgas started to supply E.ON Sverige with natural gas in autumn 2005. 

In addition, E.ON has identified a number of areas in which it expects to achieve cost savings through the 
integration of E.ON Ruhrgas and other E.ON Group companies. Major areas of potential cost savings include the 
reduction of procurement costs through process optimization and joint purchasing power, the integration of gas 
trading activities in  central Europe and savings in overhead costs. 

For more information on E.ON Ruhrgas, see “- Business Overview - Pan-European Gas.” For more 
information on the impact of this transaction on E.ON’s financial condition, see “Item 5. Operating and Financial 
Review and Prospects - Overview.” In addition, in connection with E.ON’s ontop project, E.ON Eriergie 
transferred a number of shareholdings to E.ON Ruhrgas or to E.ON AG, and E.ON Ruhrgas transferred a number 
of shareholdings to E.ON Energie. These transfers, which generally took place in December 2003, or in 2004 or 
2005, are described in more detail in “- On.top Project.” 

PROPOSED ENDESA ACQUISITION 

On February 21,2006, E.ON announced that it had filed a takeover offer for 100 percent of the share capital 
of Endesa with the Spanish Securities Commission CNMV (“CNMV”). According to the documents Endesa has 
filed with the SEC, including its Annual Report on Form 20-F for the fiscal year ending December 31, 2004 and 
its Fomi 6-K dated January 19, 2006 reporting its audited financial results for 2005 (collectively, the “Endesa 
SEC Filings”), Endesa is a limited liability company organized under the laws of the Kingdom of Spain; its 
ordinary shares are traded on the Madrid, Barcelona, Bilbao and Valencia stock exchanges in Spain and the 
Santiago Off Shore Stock Exchange in Chile, and its American Depositary Shares (“ADSs”) are listed on the 
New York Stock Exchange. 

E.ON’s proposed offer price is E27.50 per Endesa share and per Endesa ADS in an all cash offer, which 
would result in an aggregate purchase price of approximately €29.1 billion if all shares and ADSs were to be 
tendered. Should the offer be successful, E.ON would also expect to include Endesa’s net financial liabilities, 
provisions and minority interests equal to approximately €26.1 billion as of December 31, 2005 (according to the 
Endesa SEC Filings) in its financial statements, thus bringing the aggregate transaction value to approximately 
€55.2 billion. E.ON intends to finance the acquisition through a combination of its own resources arid new 
financing in the form of a committed line of credit provided by a syndicate of international banks. If Endesa 
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shareholders are paid a dividend prior to the completion of the transaction, the offer price of €27.50 per share will 
be reduced by the amount of the per-share dividend. 

The offer document is sub.ject to prior review and approval of the CNMV before the offer will commence. 
E.ON expects to file a Schedule TO relating to the offer with the SEC once the CNMV has approved the Spanish 
ofter document. 

E.ON’s offer will be sabject to a number of conditions, including that E.ON acquire at least 
529,481,934 Endesa shares, equal to 50.01 percent of Endesa’s capital stock, and that Endesa’s shareholders must 
enact several changes to Endesa’s Articles of Association removing corporate governance-related obstacles to 
E.ON’s acquisition of control. The takeover will also be subject to the approval of the Spanish government, which 
holds a “golden share” in Endesa, to the approval of the Spanish Energy Commission (CNE), and to EU antitrust 
approval. Endesa’s board of directors has not taken a formal position with regard to E.ON’s proposed offer, 
though it has indicated that it believes that Endesa is worth more than the €27.50 per share offer price currently 
being proposed, nor has the Spanish government issued any formal statement as to its position on the offer. No 
assurance can be given that E.ON will be able to complete the transaction successfully on the proposed terms or 
at all. See also “Item 3. Key Information - Risk Factors.” 

The following information about Endesa is taken from the Endesa SEC Filings. E.ON has not independently 
verified such information and therefore does not accept any responsibility for its accuracy or completeness. 
Endesa is the largest electricity company in Spain and Portugal in terms of installed capacity and market share in 
generation and distribution, with a significant presence in the Southern European electricity market, in particular 
in Italy, and one of the largest private-sector multinational electricity companies in Latin America. The 
company’s core business is energy. It is also involved in other activities related to its core energy business such as 
renewable energies and co-generation and the distribution and supply of natural gas. In addition, Endesa holds 
interests in other businesses such as telecommunications. 

At December 31, 2004, Endesa had a total installed capacity of 46,439 MW, and in 2004, the company 
generated 184,951 gigawatt hours (“GWh”) of electricity and sold 192,519 GWh, supplying electricity to 
approximately 22.2 million customers in 12 countries. At that date, Endesa had 27,918 employees, 5 1 percent of 
whom were located outside Spain. 

Based on Endesa’s financial results for the year ended December 31, 2005, Endesa recorded net sales of 
€17,508 million and net income of €3, I82 million in accordance with International Financial Reporting Standards 
(“LFRS”), which differ from 1J.S. GAAP, the basis on which E.ON prepares its consolidated financial statements. 

GROUP STRATEGY 

E.ON’s Business Model After 0ii.top 

E.ON’s strategy is grounded in an integrated business model that is based on the following key points: 

0 An Integrafecf Power and Cas Business. E.ON intends to follow a long-term strategy with a clear focus 
on integrated power and gas operations that enjoy leading positions in their respective markets. In doing 
so, it seeks to develop positions throughout the energy value chain, including positions in infrastructure 
where they are seen as enhancing E.ON’s access to markets and customers. 

0 A Clear Geographic Focus. E.ON seeks to strengthen its leading positions and performance in its 
existing markets (Central Europe, Pan-European Gas, U.K., Nordic and U.S. Midwest), while taking 
focused steps in new markets such as Italy, Russia and - through the proposed acquisition of Endesa - 
also Spain. 

0 Clear Sfrulegic Priorities. E.ON’s first priority is to strengthen and grow its position in European 
markets while maintaining a strong and diversified generation portfolio and enhancing its gas supply 
position through investments in “equity gas” produced from fields in which E.ON holds an interest, as 
well as the potential development of liquefied natural gas (“L,NG”) as an alternative form of gas delivery. 
E.ON currently views the United States as an opportunity for more long-term growth. 
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0 Strict Investrnenr Criieria. In following this model, E.ON applies strict strategic and financial criteria to 
each potential investment, focusing on those which management believes exhibit the potential for material 
value creation. 

Strategy 

Building on this model, E.ON’s corporate strategy is to maximize the value of its portfolio of focused energy 
businesses through: 

0 Creating value from the convergence of European energy markets (e.g., as the United Kingdom becomes a 
net importer of gas and can take advantage of greater pipeline capacity connecting it to continental 
Europe, E.ON will be able to supply its retail gas business in the United Kingdom from its Pan-European 
Gas supply business); 

* Creating value from vertical integration (Le., establishing a presence in all portions of the value chains for 
both power and gas); 

0 Creating value from the convergence of the electricity and gas value chains (e.g., offering retail electricity 
and gas customers energy from a single source), thus providing E.ON with opportunities to realize 
economies of scale in servicing costs while increasing customer loyalty, thus reducing its customer 
“churn rate”; 

0 Enhancing operational performance through identifying and transfemng best practice for common 
activities throughout the Group’s different market units (e.g., effective programs for enhancing E.ON’s 
electricity generation, distribution and retailing businesses); 

0 Improving the Group’s competitive position in its target markets, both through organic growth and 
through pursuing selective investments which contribute to these objectives or provide stand alone value 
creation opportunities, as described below; 

0 Creation of a coinmon corporate culture under the 0neE.ON project, which seeks to enhance integration 
of all market units and their subsidiaries under the E.ON banner so as to help the E.ON Group realize its 
vision and strategic goals, while maintaining its comnutment to corporate social responsibilities; and 

0 Tapping value-enhancing growth potential i n  new markets such as Italy, Russia and Spain. 

In addition, E.ON has set a number of specific objectives for its market units in implementing its corporate 

Central Europe - Fonifying strong market positions and developing new growth potential through: 

strategy within each of its target markets, namely: 

* consolidation of distribution and sales activities and capitalizing on opportunities from power-gas 
convergence; 

0 re-investing in power generation to maintain the strong market position; 

0 hedging exposure to price risks through vertical integration of generation and sales operations; 

participating in the privatization of power and downstream gas companies in eastern Central Europe, as 
well as selective investments in power generation; and 

0 continued growth in the new market of Italy, i.e. in power generation. 

Pan-European Gas -- Strengthening and diversifying E.ON Rutugas’ current position through: 

selective equity investments in gas production in the North Sea and Russia; 

0 evaluation of LNG options (including upstream positions) to ensure long-term supply diversification; 

participation in infrastructure projects to enhance gas supply position in Europe; and 

selective acquisitions of mid- and downstream companies in Europe. 
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* U.K. - Enhancing profitability of the 1J.K. businesses through: 

* investing in flexible generation assets and low carbon intensive generating technologies, such as 
Combined Cycle Gas Turbine (“CCGT”), to maintain a low cost hedge for changes in retail electricity 
demand; 

* investing in the generation of power from renewable resources to capture value from the 
U.K. government’s renewable obligation mandate; and 

* investing i n  gas storage assets to hedge against potentially volatile gas price movements as the 
United Kingdom starts to become a net importer of gas. 

0 Nordic - Strengthening E.ON’s position through: 

* expanding its presence in power generation; 

* enhancing scale through synergistic acquisitions in distribution and district heating; and 

continued participation in gas supply and infrastructure developments. 

* U.S. Midwest - Focusing on optimizing E.ON U.S.’s current operations in Kentucky and delivering 
additional performance improvements. This could include investments in generation capacity if the 
demand for electricity grows and the U.S. regulatory authorities enable the Company to earn a return on 
investment that meets its stringent criteria. 

As it focuses on energy, E.ON will seek to maxinlize the value of its remaining non-core businesses by 
divesting them at an appropriate time and allocating the proceeds to strategic investments. As part of its strategy 
to focus on its core energy business, E.ON completed its disposal of Viterra and Ruhrgas Industries GmbH 
(“Ruhrgas Industries”) in 2005 and is actively pursuing the disposal of its remaining minority interest in 
Degussa, which is expected to be completed during 2006. For information on Degussa, see “--Business 
Overview - Other Activities.” 

The transformation of the Company into a focused energy business has entailed further divestment and 
acquisition activities in recent years. For more detailed information on the principal activities in iniplenienting the 
transformation, see ‘ I -  Powergen Group Acquisition,” “- Ruhrgas Acquisition” and the respective market unit 
descriptions in “- Business Overview.” 

0N.TOP PROJECT 

Started in 2003, the “on.top” project resulted in a reorganization of E.ON’s core energy business into five 
new market units. These market units, each focusing on a region in which management believes E.ON has a 
strong competitive position, are: 

* Central Europe, led by E.ON Energie AG; 

* Pan-European Gas, led by E.ON Ruhrgas AG; 

0 U.K., led by E.ON IJK plc; 

* Nordic, led by E.ON Nordic AB; and 

0 U.S. Midwest, led by E.ON U.S. LLC (formerly LG&E Energy). 

The activities of the Central Europe, Nordic, U.K. and U.S. Midwest market units include the generation, 
transmission, distribution and sale of energy to customers in each regional market. While focusing on electricity, 
these activities also include or will include distribution and sales of natural gas to retail customers. The Pan- 
European Gas unit focuses on the supply, transmission, storage and sale of natural gas to distributors and 
industrial customers in Europe, and also engages in trading and gas exploration and production activities. In 
addition, the market unit has primarily minority interests in a large number of German and other European 
municipal and regional energy distribution companies. 
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The lead companies of each market unit report directly to E.ON AG. E.ON AG serves as the Group’s 
corporate center and is responsible for the design and implementation of strategies and policies with the goal of 
optimizing the Group’s results across the energy markets in which it is active, the pursuit of operational 
excellence at each of the market units through the transfer of best practice, as well as a strong role in regulatory 
affairs that may affect several market units at the same time. E.ON AG also has direct responsibility for strategic 
acquisitions throughout the Group. Human resources management and career development for 200 top executives 
currently working across the Group have also been centralized at the Corporate Center. 

E.ON’s financial reporting mirrors the E.ON group structure, with each of the five market units and the 
results of the enhanced Corporate Center (including consolidation effects) constituting a separate segment for 
financial reporting purposes. The results of E.ON’s minority interest in Degussa continue to be presented outside 
of the core energy business as part of E.ON’s “Other Activities,” which is reported as a separate segment. The 
primary measure by which management evaluates the performance of each segment in accordance with SFAS 13 1 
is adjusted EBIT. E.ON defines this measure as an adjusted figure derived from income/(loss) from continuing 
operations (before intra-Group eliminations when presented on a segment basis) before income taxes and 
minority interests, excluding interest income. Adjustments include net book gains resulting from disposals, as 
well as cost-management and restructuring expenses and other non-operating earnings of an exceptional nature. 
In addition, interest income is adjusted using economic criteria. In particular, the interest portion of additions to 
provisions for pensions and nuclear waste management is allocated to adjusted interest income. Management 
believes that this measure is the most useful segment performance measure because it better depicts the 
performance of individual business units independent of changes in interest income and taxes. 

As part of the inlplenlentation of the new structure, E.ON completed intra-Group transfers of shareholdings 

* The transfer by E.ON Energie to E.ON Ruhrgas of its: 

in a number of its companies in December 2003, in 2004 and in 2005. These transactions include: 

* 67.7 percent interest in Thiiga; 

* 29.95 percent interest of its 40.0 percent interest in the Austrian company RAG Beteiligungs- 
Aktiengesellschaft, which owns a 75.0 percent share in the Austrian exploration and production 
company Rohol-Aufsuchungs Aktiengesellschaft; the remaining 10.05 percent interest was swapped 
with the Austrian company EVN AG for its 31.23 percent shareholding in the Hungarian gas 
distribution company Kozdp-dun&ntGli GBzszolgQltat6 Rt. (“KOGAZ”) in Aprii 2005; 

* 18.8 percent interest in the Latvian gas supplier JSC Latvijas Gaze; 

14.3 percent interest in the Lithuanian gas distributor AB Lietuvos Dujos; and its 

* gas trading company D-Gas. 

e The transfer by E.ON Ruhrgas to E.ON Energie of its downstream gas activities in the Czech Republic 
and Hungary, including its: 

* 4.45 percent interest in the Czech gas distribution company JihornoravskB plyncirenski as. (“JMP”); 

27.6 percent interest in the Czech gas distribution company ZBpadocesk6 plyniirenski as. (“ZCP”); 

24.0 percent interest in the Czech gas distribution company PrazskB plyniirenski Holding as. (“PPH”); 

0.05 percent interest in the Czech gas distribution company PrazskB plynBrensk6 as. (“PP”); 

14.3 percent interest in the Czech gas distribution company Stredoceska plyn6renskA a.s. (“STP”); 

9.57 percent interest in the Czech gas distribution company Severoinoravskfi plynarenski as. (“SMP”); 

16.52 percent interest in the Czech gas distribution company Vychodoceski plynBrenskB as .  (“VCP”); 

e 49.8 percent interest in the Hungarian gas distribution company D6ldunBntuli G~szolgAltat6 
RCszvenytBrsasAg (“DDGAZ”); and its 
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0 16.3 percent interest in the Hungarian gas distribution company Fovkrosi Ghzmiivek RCszvhytBrsashg 
(“F6GAZ”). 

0 The transfer by E.ON Energie to E.ON AG of its 100 percent interest in  E.ON Scandinavia (which has 
since been renamed E.ON Nordic), including its: 

55.2 percent interest in Sydkraft (which has since been renamed E.ON Sverige), including its interest in 
Graninge AB (“Graninge”) and its interest in the Baltic Cable; and a 

0 65.6 percent interest in E.ON Finland. 

The on.top project also included the definition of mid-term performance targets for the Group. Manage- 
ment’s principal goal in guiding strategic and investment decisions is to realize a significant improvement in 
E.ON’s retum on capital while growing earnings through 2006. 

OTHER SIGNIFICANT EVENTS 

In November 2004, E.ON Ruhrgas International AG (“ERI”) signed an agreement for the acquisition of 
7.5.0 percent minus one share each of- the gas trading and gas storage businesses of the Hungarian oil and gas 
company MOL RT. (“MOL.”) and its 50.0 percent interest in the gas importer Panrusghz Rt. (“Panrusgbz”). In 
addition, MOL, received a put option to sell to ERI up to 75.0 percent minus one share of its gas transmission 
business and put options to sell to ERI the remaining 25.0 percent plus one share in the MOL, gas trading and gas 
storage businesses. As a condition of antitrust approval by the EU Commission, MOL is obliged to sell the 
remaining 25.0 percent plus one share of the gas trading and storage business as well. As a result, ERI signed an 
agreement for the acquisition of the remaining 25.0 percent plus one share of each of these two companies. These 
transactions are expected to be completed at the end of March 2006. 

In February 2005, E.ON Energie acquired 67.0 percent stakes in  each of the two northeastern Bulgarian 
electricity distribution companies Elektrorazpredelenie Vama AD (“Vama”) and Elektrorazpredelenie 
Gorna Oryahovitza AD (“Gorna Oryahovitza”). 

In May ZOOS, E.ON disposed of Viterra to Deutsche Annington GmbH (“Deutsche Annington”). The 
transaction received antitrust approval in early August 2005. Under 1J.S. GAAP, Viterra was accounted for as 
discontinued operations since its disposal. 

In June 2005, E.ON Ruhrgas signed an agreement for the sale of Ruhrgas Industries to CVC Capital 
Partners, a European private equity firm. The transaction received antitrust approval and was closed in September 
2005. Under U S .  GAAP, Ruhrgas Industries was accounted for as discontinued operations since June 2005. 

In June 2005, E.ON Ruhrgas acquired a 5 1 .O percent stake in the Romanian gas supplier S.C. Distrigaz Nord 
S.A. (“Distrigaz Nord”). 

In September 2005, Sydkraft was renamed E.ON Sverige. 

In September 2005, E.ON Energie acquired a 24.6 percent stake in the Romanian electricity distribution 
company Electrica Moldova S.A. (“Electrica Moldova”) - now renamed E.ON Moldova S.A. (“E.ON 
Moldova”) - and simultaneously increased its stake in the company to 5 1 .O percent by subscribing to a capital 
increase. 

In September 2005, Gazprom, BASF AG (“BASF”) and E.ON AG signed a basic agreement on the 
construction of the North European Gas Pipeline (“NEGP”) through the Baltic Sea from Vyborg on Russia’s 
Baltic coast to Germany’s Baltic coast. The parties to the agreement intend to set up the North European Gas 
Pipeline Company as a joint German-Russian venture, with Gazprom holding 5 1.0 percent and BASF’s 
subsidiary Wintershall Aktiengesellschaft ( “Wintershall”) and E.ON Ruhrgas each holding 24.5 percent. 

In October 2005, E.ON sold a portion (1.6 TWh) of the generation capacity that E.ON Sverige had acquired 
as part of the Graninge acquisition to E.ON Sverige’s minority shareholder, the Norwegian energy company 
Statkraft (“Statkraft” refers to Statkraft SF and its consolidated subsidiaries). 
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In November 2005, E.ON Ruhrgas acquired 100 percent of the U.K. gas production company Caledonia Oil 
and Gas Ltd. (“Caledonia”). 

In December 2005, LG&E Energy was renamed E.ON U S .  

In December 2005, E.ON AG and RAG signed a framework agreement on the sale of E.ON’s remaining 
42.9 percent stake in Degussa to RAG. The transaction is expected to be completed by July 1, 2006. 

In February 2006, E.ON Nordic and Fortum Power and Heat Oy ( “Fortum”) signed an agreement, whereby 
Fortuni will acquire E.ON Nordic’s 65.6 percent stake in E.ON Finland. The sale is subject to the approval of the 
Finnish competition authorities. 

In February 2006, E.ON filed a takeover offer for 100 percent of the share capital of Endesa. 

See also “- Proposed Endesa Acquisition,” the respective market unit descriptions in “- Business 
Overview” arid the descriptions in “Item 5. Operating and Financial Review and Prospects - Acquisitions and 
Dispositions” and ”- Liquidity and Capital Resources.” 

CAPITAL EXPENDITURES 

E.ON’s aggregate capital expenditures for property, plant and equipment were €2.9 billion in 2005 (2004: 
e2.5 billion, 2003: €2.5 billion). For a detailed description of these capital expenditures, as well as E.ON’s 
expected capital expenditures for the period beginning in 2006, see “Item 5. Operating and Financial Review and 
Prospects - Liquidity and Capital Resources.” 

BUSINESS OVERVIEW 

INTRODUCTION 

E.ON is the second-largest industrial group i n  Germany, measured on the basis of market capitalization at 
year-end 2005. In 2005, the Group’s core energy business was organized into the following separate market units: 
Central Europe, Pan-European Gas, U.K., Nordic and U.S. Midwest, as well as the Corporate Center. Outside its 
core energy business, E.ON holds a 42.9 percent interest in Degussa, which is not consolidated, but rather 
accounted for using the equity method. 

Core Energy Business 

Central Europe. E.ON Energie is the lead company of the Central Europe market unit. E.ON Energie is 
one of the largest non-state-owned European power companies in terms of electricity sales, with revenues of 
€24.3 billion (which included €1 .O billion of electricity taxes that were remitted to the tax authorities) in 2005. 
E.ON Energie’s core business consists of the ownership and operation of power generation facilities and the 
transmission, distribution and sale of electric power, gas and heat in Germany and continental Europe. The 
Central Europe market unit owns interests in and operates power stations with a total installed capacity of 
approximately 36,400 megawatts (“MW”), of which Central Europe’s attributable share is approximately 
27,800 M W  (not including mothballed, shutdown and reduced power plants). Through its own operations, as well 
as through distribution companies, in most of which it owns a majority interest, E.ON Energie also distributes 
electricity, heat and gas to regional and municipal utilities, commercial and industrial customers and residential 
customers. In 2005, E.ON Energie supplied approximately 18 percent of the electricity consumed by end users in 
Germany. The Central Europe market unit contributed 43.1 percent of E.ON’s revenues and recorded adjusted 
EBIT of €3.9 billion in 2005. 

Pan-European Gas. E.ON Ruhrgas is the lead company of the Pan-European Gas market unit. E.ON 
Ruhrgas is one of the leading non-state-owned gas companies in Europe and the largest gas business in Germany 
in terms of gas sales, with 690.2 billion kWh of gas sold in 2005. E.ON Ruhrgas’ principal business is the supply, 
transmission, storage and sale of natural gas. E.ON Ruhrgas imports gas from Russia, Norway, the Netherlands, 
the United Kingdom and Denmark, and also purchases gas from domestic sources. E.ON Ruhrgas sells this gas to 
regional and supraregional distributors, municipal utilities and industrial customers in Germany and increasingly 
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also delivers gas to customers in other European countries. In addition, E.ON Ruhrgas is active in gas 
transmission within Germany via a network of approximately 1 1,000 kilometers (“km”) of gas pipelines and 
operates a number of underground storage facilities in Germany. E.ON Ruhrgas also holds numerous stakes in 
German and other European gas transportation and distribution companies, as well as a small shareholding in 
Gazprom, Russia’s main natural gas exploration, production, transportation and marketing company. In 2005, the 
Pan-European Gas market uni t  recorded revenues of €17.9 billion (which included €3.1 billion in natural gas and 
electricity taxes that were remitted, directly or indirectly, to the tax authorities) and ad,justed EBIT of € I  .5 billion. 
The Pan-European Gas market unit contributed 31.8 percent of E.ON’s revenues in 2005. 

U.K. E.ON UK is the lead company of the U.K. market unit. E.ON UK is an integrated energy company 
with its principal operations focused in the United Kingdom. E.ON UK and its associated companies are actively 
involved in the ownership and operation of power generation facilities, as well as in the distribution of electricity 
and supply of electric power and gas and in energy trading. E.ON IJK owns interests in and operates power 
stations with a total installed capacity of approximately 10,762 MW, of which its attributable share is 
approximately 10,547 MW. E.ON UK served approximately 8.6 million electricity and gas customer accounts at 
December 31, 2005 and its Central Networks business served 4.9 million customer connections. In 2005, E.ON 
UK recorded revenues of €10.2 billion or 18.0 percent of E.ON’s revenues, and adjusted EBIT of €963 million. 

Nordic. E.ON Nordic is the lead company of the Nordic market unit. It currently operates through the two 
integrated energy companies in which it holds majority stakes, E.ON Sverige and E.ON Finland. E.ON Nordic 
and its associated companies are actively involved in the ownership and operation of power generation facilities, 
as well as the distribution and supply of electric power, gas and heat, primarily in Sweden and Finland. Through 
E.ON Sverige and E.ON Finland, E.ON Nordic owns interests in power stations with a total installed capacity of 
approximately 14,982 MW, of which its attributable share is approximately 7,570 MW (not including mothballed 
and shutdown power plants). In February 2006, E.ON Nordic and Fortuni signed an agreement, whereby Fortuni 
will acquire E.ON Nordic’s 65.6 percent stake in E.ON Finland. The sale is subject to the approval of the Finnish 
competition authorities. In 2005, E.ON Nordic recorded revenues of €3.5 billion (including €402 million of 
electricity and natural gas taxes that were remitted to the tax authorities) or 6.2 percent of E.ON’s revenues, and 
adjusted EBIT of €806 million. 

US. Midwest. E.ON US. is the lead company of the U.S. Midwest market unit. E.ON 1J.S. is a diversified 
energy services company with businesses in power generation, retail gas and electric utility services, as well as 
off-system sales. E.ON IJ.S.’s power generation and retail electricity and gas services are located principally in 
Kentucky, with a small customer base in Virginia and Tennessee. E.ON U.S. owns interests in and operates power 
stations with a total installed capacity of approximately 8,300 MW, of which its attributable share is 
approximately 7,700 MW (not including mothballed and shutdown power plants). In 2005, the U S .  Midwest 
market unit recorded revenues of €2.0 billion or 3.6 percent of E.ON’s revenues, and adjusted EBIT of 
€365 million. 

Corporate Center. The Corporate Center consists of E.ON AG itself, equity interests managed directly by 
E.ON AG, including its remaining teleconimunications interests, and consolidation effects at the Group level, 
including the elimination of intersegment sales. 

Otlzer Activities 

Degussa. Degussa is one of the major specialty chemical companies in the world. As of February 2003, 
following the first step of the RAGDegussa transaction described in “-History and Development of the 
Company - Ruhrgas Acquisition,” E.ON held a 46.5 percent interest in Degussa and operated Degussa under 
joint control with RAG, which also held a 46.5 percent interest. E.ON has accounted for Degussa using the equity 
method since February 1,2003. Effective June I ,  2004, E.ON sold a further 3.6 percent of Degussa stock to RAG. 
For all periods from February 1, 2003 until May 3 1,  2004, E.ON recorded 46.5 percent of Degussa’s after-tax 
earnings in its financial earnings. From June 1 ,  2004, E.ON has recorded 42.9 percent of Degussa’s after-tax 
earnings in its financial earnings. In December 2005, E.ON AG and RAG signed a framework agreement on the 
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sale of E.ON’s remaining 42.9 percent stake in Degussa to RAG. In 2005, Degussa contributed adjusted EBIT of 
€132 million. 

For information on E.ON’s discontinued operations, including its former oil, aluminum and silicon wafer 
divisions, as well as its real estate subsidiary Viterra and certain activities of the Central Europe, Pan-European 
Gas and U.S. Midwest market units, see “- Discontinued Operations.” 

As a result of E.ON’s on.top strategic review launched in 2003, the core energy business has been 
reorganized into five new regional market units, plus the Corporate Center. Beginning in 2004, E.ON’s financial 
reporting mirrors the new structure, with each of the five market units and the results of the enhanced Corporate 
Center (including consolidation effects) constituting a separate segment for financial reporting purposes. The 
results of E.ON’s minority interest in Degussa continue to be presented outside of the core energy business as 
part of E.ON’s “Other Activities,” which is reported as a separate segment. As part of the implementation of the 
new structure, E O N  completed intra-Group transfers of shareholdings in a number of its companies in December 
2003, in 2004 and in 2005. None of these transfers had any impact on E.ON’s financial results on a consolidated 
basis. To facilitate comparison, the table below includes reclassified revenues for 2003 according to the new 
market unit structure. For information about the transfer of shareholdings in connection with E.ON’s on.top 
project, see “-- History and Development of the Company - On.top Project.” For additional information on the 
presentation of segment information for 2005, 2004 and 2003, see “Item 5. Operating and Financial Review and 
Prospects - Business Segment Information.” 

The following table sets forth the revenues of E.ON by market unit for 2005, 2004 and 2003: 
200s 2004 2003 

in (4 in IC: in 

Central Europe(l)(2) ......................... 
Pan-European Gas(2)(3). . . . . . . . . . . . . . . . . . . . . . .  
U.K. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Nordic(4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
U.S. Midwest(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Corporate Center(2)(5). . . . . . . . . . . . . . . . . . . . . . . .  

Core Eiiergy Business ...................... 
Other Activifies(2)(6) ....................... 

Total Revenues(7). ........................... 

24,295 
17,914 
10,176 
3,47 1 
2,045 

(1,502) 

56,399 
0 

56,399 

43.1 
31.8 
18.0 
6.2 
3.6 

~ (2.7) 

100.0 
0 

100.0 
1__- 

- 

20,752 
13,227 
8,490 
3,347 
1,718 
(792) 

46,742 
0 

46,742 

44.4 
28.3 
18.2 
7.1 
3.7 

(1.7) 
100.0 

0 

100.0 - 

19,253 
11,919 
7,923 
2,824 
1,77 1 

(575) 
43,115 

994 

44,109 

43.6 
27 .O 
18.0 
6.4 
4.0 

(1.3) 
97.7 

2.3 

100.0 
-- 
- __ 

(1 )  Includes electricity taxes of €1,049 million in 2005, €1,051 million in 2004 and €1,015 million in 2003. 

(2) Excludes the sales of certain activities now accounted for as discontinued operations. For more details, see 
“Item 5. Operating and Financial Review and Prospects - Acquisitions and Dispositions - Discontinued 
Operations” and Note 4 of the Notes to Consolidated Financial Statements. 

(3) Includes the sales of the former Ruhrgas activities from the date of consolidation on February I ,  2003. Sales 
include natural gas and electricity taxes of €3,110 million in 2005, €2,923 million in 2004 and €2,555 million 
in 2003. 

(4) Sales include electricity and natural gas taxes of €402 million in 2005, €395 million in 2004 and €324 million 
in 2003. 

(5) Includes primarily the parent company and effects from consolidation, as well as the results of its remaining 
telecommunications interests, as explained above. 

(6) Includes sales of Degussa until January 2003, prior to its deconsolidation. For more details, see “- Other 
Activities - Degussa,” “Item 5. Operating and Financial Review and Prospects --- Overview” and Note 4 of 
the Notes to Consolidated Financial Statements. 

(7) Excludes intercompany sales. 
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Most of E.ON’s operations are in Germany. German operations produced 65.0 percent of E.ON’s revenues 
(measured by location of operation) in 2005 (2004: 64.2 percent; 2003: 64.6 percent). E.ON also has a significant 
presence outside Germany representing 35.0 percent of revenues by location of operation for 2005 (2004: 
35.8 percent; 2003: 35.4 percent). In 2005, approximately 59.5 percent (2004: 61.2 percent; 2003: 61.5 percent) 
of E.ON’s revenues were derived from customers in Germany and 40.5 percent (2004: 38.8 percent; 2003: 
38.5 percent) from customers outside Germany. For more details about the segmentation of E.ON’s revenues by 
location of operation and customers for the years 2005, 2004 and 2003, see Note 31 of the Notes to Consolidated 
Financial Statements. At December 3 1, 2005, E.ON had 79,947 employees, approximately 43 percent of whom 
were employed in Germany. For more information about employees, see “Item 6. Directors, Senior Management 
and Employees - Employees.” 

E.ON believes that as of December 31, 2005, it had close to 478,000 shareholders worldwide. E.ON’s 
shares, all of which are Ordinary Shares, are listed on all seven German stock exchanges. They are also actively 
traded over the counter in London. E.ON’s ADSs are listed on the New York Stock Exchange (“NYSE”). Until 
March 28, 2005, one ADS represented one Ordinary Share. Since March 29, 2005, three A D S s  represent one 
Ordinary Share. 

CENTRAL EUROPE 

Overview 

The Central Europe market unit is led by E.ON Energie. E.ON Energie, which is wholly owned by E.ON, is 
one of the largest non-state-owned European power conipanies in terms of electricity sales. E.ON Energie had 
revenues of €24.3 billion (which included €1.0 billion of electricity taxes that were remitted to the tax 
authorities), €20.7 billion of which in Germany, and adjusted EBIT of €3.9 billion in 2005. E.ON Energie, 
together with E.ON Ruhrgas and E.ON Nordic, is responsible for all of E.ON’s energy activities in Germany and 
continental Europe and is one of the four interregional electric utilities in Germany that are interconnected in the 
western European power grid. 

In connection with E.ON’s acquisition of E.ON Ruhrgas, E.ON Energie was required to divest certain 
shareholdings. For more information about the required divestments, see “Item 5. Operating and Financial 
Review and Prospects -- Acquisitions and Dispositions.” 

In order to further focus its energy business in Germany and in continental Europe, E.ON Energie entered 

* In 2005, E.ON Energie increased its stake in the Hungarian gas distribution and supply company KOGAZ 
from 31.2 percent to 98.1 percent in several steps. In 2005, the company sold an aggregate of 
approximately 8.3 TWh of gas to 0.3 million customers. 

into the following transactions in 2005 and the beginning of 2006: 

0 In February 2005, E.ON Energie acquired 67.0 percent stakes in each of the two Bulgarian electricity 
distribution companies Vama and Gorna Oryahovitza. The companies operate in northeastem Bulgaria. In 
2005, the companies sold an aggregate of approximately 4.9 TWh of electricity to 1.1 million customers. 

* In July 2005, E.ON Energie transferred its 51.0 percent interest (49.0 percent voting interest) in 
Gasversorgung Thuringen GmbH (“GVT”) and its 72.7 percent interest in Thuringer Energie AG 
(“TEAG”) to Thuringer Energie Beteiligungsgesellschaft mbH (“TEB”)~ Municipal shareholders also 
transferred interests in GVT totaling 43.9 percent to TEB. Consequently, GVT was merged into TEAG 
and the merged entity was renamed E.ON Thiiringer Energie AG (“ET,”). Following this reorganization, 
E.ON Energie holds an 8 I .5 percent interest in TEB and TEB holds a 76.8 percent interest in ETE. 

* In July 2005, E.ON Energie acquired an additional 0.9 percent interest in Contigas Deutsche Energie AG 
( “Contigas”) through a public offer. In June 2005, the general meeting of Contigas passed a resolution 
authorizing E.ON Energie to use a squeeze-out procedure to acquire the remaining Contigas stock held by 
minority shareholders. Following the completion of the squeeze-out in November 2005, E.ON Energie 
acquired the remaining 0.2 percent and now owns 100 percent of Contigas. 

25 



0 In September 2005, E.ON Energie acquired a 24.6 percent stake in the Romanian electricity distribution 
company Electrica Moldova - now renamed E.ON Moldova -- and simultaneously increased its stake in 
the company to 51.0 percent by subscribing to a capital increase. In 2004, the company sold 
approximately 4.3 TWh of electricity to 1.3 million customers. 

* In September 2005, E.ON Benelux acquiied 100.0 percent of the Dutch power and gas company NRE 
Energie b.v. (“NRE”). In 2004, the company supplied approximately 1.6 TWh of electricity and 
approximately 4.8 “ W h  of gas to approximately 0.3 million electricity and gas customers in the 
Net herlands I 

* In 2005, E.ON Energie decided to invest in new power plants in Germany in Irsching (530 MW natural 
gas) and Datteln (1,100 MW hard coal). Additionally, E.ON Energie plans to build a new Italian power 
plant at Livorno Ferraris (800 MW natural gas). For more information, see “Item 5. Operating and 
Financial Review and Prospects - Liquidity and Capital Resources - Expected Investment Activity.” 

0 In February 2006, E.ON Energie and RWE signed agreements to swap certain shareholdings in the Czech 
Republic and Hungary. These transactions are subject to regulatory and corporate approvals and axe 
expected to be completed in 2006. 

E.ON Energie’s company structure reflects its operations in western and eastern Europe and, in addition, 
reflects the individual segments of its electricity business: generation, transmission, distribution and sale and 
trading. The following chart shows the major subsidiaries of the Central Europe market unit as of December 3 1,  
2005, their respective fields of operation and the percentage of each held by E.ON Energie as of that date. 

CENTRAL EUROPE MARKET UNIT 

E.ON Energie AG 

Leading entity for the management and coordina- 

* Centralized strategic, controlling and service 
tion of the group activities. 

functions. 

Western Europe 

E.ON Kraftwerke GmbH (100%) 

Power generation by conventional power plants. 
0 Waste incineration. 

Renewables. 
District heating. 

* Industrial power plants. 

E O N  Kernkraft GmbfI (100%) 
* Power generation by nuclear power plants. 

E.ON Wasserkraft GmbH ( 100%) 
Power generation by hydroelectric power plants. 

* Power generation by conventional power plants in 
the Netherlands. 

* District heating in the Netherlands. 
* Sales of Dower and oas in the Netherlands. 

- - ~  E.ON Netz GmbH ( 1  00%) 
* Operation of high voltage grids (380 kilovolt-I 10 

0 System operation, including provision of regulat- 
kilovolt). 

ing and balancing power. 

E.ON Sales & Trading GmbH (100%) 
Supply of electricity and energy services to large 
industrial customers, as well as to regional and 
municipal distributors. 
Centralized wholesale functions. 
Optimization of energy procurement costs. 
Physical energy trading and trading of energy- 
based financial instruments and related risk 
management. 
Optimization of the value of the power plants’ 
assets in the market place. 
Emissions trading. 

Seven regional distributors across Germany 
(shareholding percentages range from 62.8 to 
100.0 uercent) 
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* Distribution and sale of electricity, gas, heat and 

8 Energy support services. 
* Waste incineration. 

Ruhr Energie GmbH (100%) 
0 Customer service and electricity and heat supply to 

utilities and industrial customers in the Ruhr 
region. 

water to retail customers. 

.- 

Eastern Europe 

0 Generation, distribution and sale of electricity and 
gas in  Hungary through its group companies. 

0 Generation, distribution and sale of electricity in 
the Czech Republic through its group companies. 

0 Distribution and sale of electricity in Romania. 

* Distribution and sale of electricity in Bulgaria 
through its group companies. 

* Distribution and sale of electricity in Slovakia. 

E.ON Engineering GmbH (57.0%) (1) 

* Provision of consulting and planning services in 
the energy sector to companies within the Group 
and third parties. 

0 Marketing of expertise in the area of conventional, 
renewable, cogeneration and nuclear power genera- 
tion and pipeline business. 

E.ON IS GmbH (60.0%) (2) 

* Provision of information technology services to 
companies within the Group and third parties. 

E.ON Facilitv Management GmbH (100%) 

0 Infrastructure services. 

(1) The remaining 43.0 percent is held by E.ON Ruhrgas. 
(2) The remaining 40.0 percent is held by E.ON AG and E.ON Ruhrgas. 

For financial reporting purposes, the Central Europe market unit comprises four business units: Central 
Europe West Power, Central Europe West Gas, Central Europe East and Other/Consolidation. The Central Europe 
West Power business unit reflects the results of the conventional, nuclear and hydroelectric generation businesses, 
transmission, the regional distribution of power and the retail electricity business in Germany, as well as its 
trading business. In addition, Central Europe West Power also includes the results of E.ON Benelux Holding B.V. 
(“E.ON Benelux”), which operates power generation, district heating and gas and electricity retail businesses in 
the Netherlands. The Central Europe West Gas business unit reflects the results of the regional distribution of gas 
and the gas retail business in Germany. The Central Europe East business unit primarily includes the results of 
the regional distribution companies in Bulgaria, the Czech Republic, Hungary, Romania and Slovakia (with the 
Slovak activities being valued under the equity method given E.ON Energie’s minority interest). Other/ 
Consolidation primarily includes the results of other international shareholdings, service companies and E.ON 
Energie AG, as well as intrasegment consolidation effects. 
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Operations 

Electricity generated at power stations is delivered to customers through an integrated transmission and 
distribution system. The principal segments of the electricity industry in  the countries in which E.ON Energie 
operates are: 

the production of electricity at power stations; 
the bulk transfer of electricity across an interregional power grid, which 
consists mainly of overhead transmission lines, substations and some 
underground cables (at this level there is a market for bulk trading of 
electricity, through which sales and purchases of electricity are made 
between generators, regional distributors, and other suppliers of 
electricity ); 
the transfer and sale of electricity from the interregional power grid and 
its delivery, across local distribution systems, to customers; and 

Generation: 
‘Transmission: 

Distribution and Sale: 

Trading: the buying and selling of electricity and related products for purposes of 
portfolio optimization, arbitrage and risk management. 

E.ON Energie and its associated companies are actively involved in all segments of the electricity industry. 
Its core business consists of the ownership and operation of power generation facilities and the transmission, 
distribution and sale of electricity and, to a lesser extent, gas and heat, to interregional, regional and municipal 
utilities, traders, arid industrial, commercial and residential custoniers. 

The following table sets forth the sources of E.ON Energie’s electric power in kWh in 2005 and 2004: 
2005 2004 

kWh kWh Change Sources of Power 

Own production . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  129,063 131,278 -1.7 
Purchased power.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  142,215 123,035 +15.6 

million million % 
- -.- - 

froin power stations in which E.0N Energie has an interest of 

from other suppliers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  130,196 111,812 +16.4 
Total power procured(1). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  271,278 254,313 -1-6.7 
Power used fo 

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (12,735) (10,239) +24.4 storage. . I . 
. . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  258,543 244,074 +5.9 Total 

50 percent or less. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . .  12,019 11,223 -1-7.1 

es, network losses and pump 
-- 
-- - _ _ _ _  

-l.--ll-.l- 

( 1 )  Excluding physically-settled electricity trading activities at E.ON Sales & Trading GmbH (“EST”). EST’s 
physically-settled electricity trading activities amounted to 1 13,666 million kWh and 110,914 milliori kWh in 
2005 and 2004, respectively. 

In 2005, E.ON Energie procured a total of 271.3 billion kWh of electricity, including 12.7 billion kWh used 
for operating purposes, network losses and pumped storage. E.ON Energie purchased a total of 12.0 billion kWh 
of power from power stations in which it has an interest of 50 percent or less. In addition, E.ON Energie 
purchased 130.2 billion kWh of electricity from other utilities, 23.5 billion kWh of which were from Vattenfall 
Europe, the eastern German interregional utility, for redistribution by eastern German regional distributors. In 
addition, E.ON Energie purchased power from local generators in Hungary, the Czech Republic, Bulgaria and 
Romania totaling 32.7 billion kWh. The increase in purchased power compared to 2004 primarily reflects the 
purchase of significantly higher volumes of renewable source electricity which is regulated under Germany’s 
Renewable Energy Law as well as first-time consolidation effects (mainly in Bulgaria and Romania). Further- 
more, short- and mid-term trading volumes increased. The increase in power used for operating purposes, 
network losses and pump storage is largely due to higher technical and non-technical network losses at the newly 
included subsidiaries in Bulgaria and Romania. 
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Following the abolition of separate geographic operating areas for utilities under the Energy Law (as defined 
in “-- Regulatory Environment”) in 1998, E.ON Energie began to supply power nationwide and to broaden its 
activities in neighboring countries. E.ON Energie has thus significantly expanded beyond its traditional home 
markets, which include parts or all of the German states of Schleswig-Holstein, Lower Saxony, Hesse, North 
Rhine-Westphalia, Mecklenburg-Western Pomerania, Brandenburg, Saxony-Anhalt, Thuringia and Bavaria. E.ON 
Energie supplied approximately 18 percent of the electricity consumed by end users in Germany in 2005. 
Electricity accounted for 77.8 percent of E.ON Energie’s 2005 sales (2004: 78.8 percent), gas revenues 
represented 15.3 percent (2004: 14.4 percent), district heating 1.9 percent (2004: 2.0 percent) and other activities 
5.0 percent (2004: 4.8 percent). 

The following table sets forth data on the sales of‘ E.ON Energie’s electric power in 200.5 and 2004: 
Total Total 
5005 2004 % 

million million Change in 
kWh kWh Total Sale of Power(1) to 

Non-consolidated interregional, regional and municipal utilities , . I 138,425 130,862 +5.8 
Industrial and commercial customers . . I . I . I . . . . I . . . . . . I . 77,175 72,077 +7.1 
Residential and sniall commercial customers . . . . . . . . . . . r . . , 42,943 41,135 +4.4 

Total . . . . . . . . . .  _ . . . l . . . . . . l . . . I . . . . . . . . . . . l l _ .  . . . . . 258,543 244,074 +5.9 

--- 

~~ 

-- ~- 

( I )  Excluding physically-settled electricity trading activities at EST. EST’s physically-settled electricity trading 
activities amounted to 113,666 million KWh and 1 10,914 million kWh in 2005 and 2004, respectively. 

The increase in the total sale of power primarily reflects higher sales of renewable source electricity which is 
regulated under Germany’s Renewable Energy L,aw as well as first time consolidation effects (mainly in Bulgaria 
and Romania). For further information, see “Item 5. Operating and Financial Review and Prospects - Results of 
Operations.” E.ON Energie’s total gas sales volume amounted to 112.3 billion kWh in 2005, a 9.1 percent 
increase from 102.9 billion kWh in 2004. The increase primarily reflects the first time consolidation of KOGAZ 
and DDGAZ in Hungary and of NRE in the Netherlands. Additionally, the merger of TEAG and GVT resulted in 
higher sales volumes. Excluding the sales volumes from the newly included companies, gas sales decreased by 
7.2 TWh. The decrease in sales volume was primarily weather-related (reflecting higher temperatures in winter 
2003,  as well as a result of increased competition in the business customer and the non-consolidated 
interregional, regional and municipal utilities segment. 

Western Europe 

Power Generation 

General. In Germany, E.ON Energie owns interests in and operates electric power generation facilities 
with a total installed capacity of approximately 34,000 MW, its attributable share of which is approximately 
25,600 MW (not including mothballed, shutdown or reduced power plants). The German power generation 
business is subdivided into three units according to fuels used: E.ON Kraftwerke GmbH owns and operates the 
power stations using fossil fuel energy sources, as well as waste incineration plants and renewable generation 
facilities, E.ON Kernkraft GnibH (“E.ON Kernkraft”) owns and operates the nuclear power stations and E.ON 
Wasserkraft GmbH owns and operates the hydroelectric power plants. 

In the Netherlands, E.ON Energie operates, through its subsidiary E.ON Benelux, hard coal and natural gas 
power plants for the supply of electricity and heat to bulk customers and utilities. In 2005, it had a total installed 
generation capacity of approximately 1,870 MW. 

Based on the consolidation principles under U.S. GAAP, E.ON Energie reports 100 percent of revenues and 
expenses from majority-owned power plants in its consolidated accounts without any deduction for minority 
interests. Conversely, 50 percent and minority-owned power plants are accounted for by the equity method. 
Power generation capacity in ,jointly owned plants is generally reported based on E.ON’s ownership percentage. 

29 



The following table sets forth E.ON Energie’s major electric power generation facilities (including 
cogeneration plants) in Germany and the Netherlands, the total capacity and the capacity attributable to E.ON 
Energie for each facility as of December 3 1 ,  2005, and their start-up dates. 

E.ON ENERGIE’S ELECTRIC POWER STATIONS IN GERMANY AND THE NETHERLANDS 

Power Plants 

Nuclear 
. . . . . . . . . . . . . . . . . . . .  

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

Grafenrheinfeld . I . . I .  

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

G u n d r e m ~ n g e n  C . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Isar 1 . . . . . . . . . . . . . .  

Kriinimel . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Unterweser . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total . . . . . . . . . . . . .  . . . .  
Lignite 
Buschhaus . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Liypendorf S . . . . . . . . . . . .  
Schkopau . . . . . . . . . . . . . . . .  . . . . . . . . . . . .  

Total . . . . . . . .  ..................... 
Hard Coal 
Bexbach 1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Buer (CHP) . . . . . . . . . . . .  

Datteln 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

GKW WeserNeltheim 2 . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
GKW WeserNeltheim 3 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Heyden . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Kiel . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . .  
) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Maasvlakte 2 (NL)(2) . ” . .  

Mehrum C . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Rostock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Scholven B . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . .  

Total 
Capacity 
Net MW 

1,370 
77 1 

1,329 
1,275 
1,360 
1,284 
1,288 

878 
1,400 
1,260 
1,345 

13,560 

350 
33 

89 1 
900 

2,174 

714 
70 
95 
95 

113 
345 
93 

303 
865 
323 
345 
532 
520 
690 
508 
345 

Capacity 
Attributable to 
E.ON Energie 

%(1) Mw - -  

80.0 1,096 
33.3 257 
12.5 166 

100.0 1,275 
83.3 1,133 
25.0 321 
25 “0 322 

100.0 878 
75.0 1,050 
50.0 630 

100.0 1,345 

100.0 350 
50.0 17 
50.0 446 
55.6 500 

1,313 

8.3 59 
100.0 70 
100.0 95 
100.0 95 
100.0 113 
100.0 345 
67.0 62 
67.0 203 

100.0 865 
50.0 162 

100.0 345 
100.0 532 
100.0 520 
50.0 345 
50.4 256 

100.0 345 

Start-up 
Date 
I-- 

1986 
1976 
1988 
1981 
1984 
1984 
1984 
1977 
1988 
1983 
1978 

1985 
1988 
I999 
1995 

1983 
1985 
1964 
1964 
1969 
1969 
1965 
1970 
1987 
1970 
1971 
1988 
1987 
1979 
1994 
1968 
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Capacity 
Attributable to 

Power Plants 

Bard Coal (continued) 
Scholven C: . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  
Scholven D . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Scholven E . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Scholven F . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Shamrock . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . .  
Staudinger 1 . . . . . . . . . . . . . . . .  . .  . . . . . . . . . . . . . . . . . .  

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

Wilhelnishaven . . . . . . . . . .  
Zolling . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total . . . . . . . . . . . . . . . . .  

Natural Gas 

Emden GT . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . .  
Erfurt . . . . . . . . . . . . . . . . . . . . .  
Franken I/1 . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Franken V2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Galileistraat (NL. ) . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . .  
Gendorf . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
GKW WeserNeltheirn 4 GT . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Grenzach-Wyhlen . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
GT Uninieln . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Huntorf . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Irsching 3 . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Jena-Siid . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Kirchlengern . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Kirchmoser . . . . . . . . . . . . . . . . .  ...................... 
L.eiden (NL.) . . . . . . . . . . .  . . . . . . . . . . . . . . . . .  
Maasvlakte IJCML (NL) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Obernburg . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Robert Frank 4 . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . .  
RoCa 3 (NL)(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Staudinger4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
The Hague (NL) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Other ((40 MW installed capacity) . 

Burghausen . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

....................... 
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Fuel Oil 
Audorf . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Hausham GT I . . . . . . . . .  . . . . . . . . . . . . . . . . . . . .  
Haushani GT 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total 
Capacity 
Net MW 

345 
345 
34.5 
676 
132 
249 
293 
510 
747 
449 

IO, 047 
.. 

1 20 
52 
80 

383 
440 
209 

40 
400 

40 
55 

290 
415 
I99 
180 
178 
83 
78 

100 
487 
220 
622 

78 
283 

5. 032 

87 
25 
25 

E.ON Energie 
%(1) M w  - _ _ _  

100.0 345 
100.0 34.5 
100.0 345 
100.0 676 
100.0 132 
100.0 249 
100.0 293 
100.0 510 
100.0 747 
100.0 449 

8, 503 

100.0 120 
100.0 52 
27.8 22 

100.0 383 
100.0 440 
100.0 209 
50.0 20 
74.0 296 
69.9 28 
74.0 41 

100.0 290 
100.0 415 
62.6 125 
62.9 113 

100.0 178 
100.0 83 
100.0 78 
50.0 50 

100.0 487 
100.0 220 
100.0 622 
1 OO"0 78 

253 

4, 603 
n/a - 

100.0 87 
100.0 25 
100.0 25 

Start-up 
Date 

1969 
1970 
1971 
1979 
1957 
1965 
1970 
1992 
1976 
1986 

2001 
1972 
. 

1973 
1976 
1988 
2002 
1975 
2004 
1973 
1977 
1974 
1996 
1980 
1994 
1986 
2004 
1995 
1973 
1996 
1977 
1982 

nla 

1973 
1982 
1982 
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Power Plants 

Fuel Oil (continued) 
Hausham GT 3 . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . .  
Hausham GT 4 . . . . . . . . . . . . . .  . . . . . . . . . . . . . . .  

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

. . . . . . . . . . . . . . . . . . . . . . . . . .  
Zolling G T 2  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Hydroelectric 

. . . . . . . . . . .  . . . . . . . . . . . . . .  Au tKrc hen . . . . . . . . . . . . .  
Bittenbrunn . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  
Berghei ni . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  
Braunau-Simbach . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Egglfing . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Eitting . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . .  
Ering . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Feldkirchen . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gars . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Geisling . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Happurg . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Hernfurth . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Kachlet . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Neuotting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
N u B ~ o  rf . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Oberaudorf-Ebbs . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Passau-Ingling . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

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

Jochenstein . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Langenprozelten . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Pfrombach . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Reisach . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Rosenheim . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
RoBhaupten . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Schiirding-Neuhaus . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
S t a ~ h a m  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Straubing . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Tanzrniihle . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Teufelsbruck . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Vohburg . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Toging . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total 
Capacity 
Net MW 

25 
25 

386 
386 

88 
56 
25 
25 

I.  153 

27 
20 
24 

100 
81 
26 
73 

220 
38 
25 
25 

160 
20 

132 
54 

I64 
26 
48 
60 
86 
22 

35 
46 
96 
23 
22 
28 
25 
85 
23 

105 

Capacity 
Attributable to 
E.ON Energie 

%(1) Mw -~ 

100.0 25 
100.0 25 
100.0 386 
100.0 386 
100.0 88 
100.0 56 
100.0 25 

25 100.0 

I ,  153 
- . 

100.0 27 
100.0 20 
100.0 24 
50.0 50 

100.0 81 
100.0 26 
100.0 73 
100.0 220 
100.0 38 
100.0 25 
100.0 25 
100.0 160 
100.0 20 
50.0 66 

100.0 54 
100.0 I64 
100.0 26 
76.5 37 
50.0 30 
50.0 43 

100.0 22 
100.0 105 
100.0 35 
100.0 46 
50.0 48 

100.0 23 
100.0 22 
100.0 28 
100.0 25 
100.0 85 
100.0 23 

Start-up 
Date 

1982 
1982 
1973 
I974 
1972 
1973 
1976 
1976 

1924 
1969 
1970 
1953 
1944 
1925 
1942 
1964 
1970 
1938 
1985 
1958 
1915 
1955 
1927 
1975 
1951 
1982 
1992 
1965 
1929 
1955 
1960 
1954 
1961 
1955 
1994 
1959 
1938 
1924 
1992 
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Power Plants 

Hydroelectric (continued) 
Walchensee . . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . .  " . . . " . . . . . . .  

Waldeck 2 I ~ . I . . " , " . . . . . . . . . . . .  
__.......I....."..1 

. . l . . . . _ . . . . . . . .  

Other run-of-river, pump storage and storage . . ~ ~ . . . . . . . . . , . . . . 
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ~ 

Others . . . . . . . . _  I . . . . . . _ . _ I . . . I . . . . . . . . . . . . . . . . . . . . . . I I . . . .  

Total . . . . . . . . . . . . . r . . r . . . _ 1 . . . . . . . . I . . . . . . I . _ . . I . . . 1 . . . . . I  

Mothballed/Shutdown/Reduced 

" . " . . " . . . .  

Aschaffenburg 21(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  ~ ~ . .  

. . .  " . . . . " . . " . . . . . . . . . ,  
Franken II/ 1(3) . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Franken II/2(3) r . l . _ , _ . . I _ l . . . . l , . I . . . . I I _  _ . _ . _ . . . . . . . " . . . . .  
Irsching . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Offleben(3). . . . . . . 

Pleinting . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Rauxel 2(3) . . . . . . " . .  . . . I .  I l . .  . . . ~ " .  . . . . . . . . . . . . . . . . . . . . . . . 
Scholven G(3) . . . . . .  . . . . . . . . . . .  " . . . . . . . . . . . . .  
Scholven H(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
SchwandorfB(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Irsching 2 . .  . . . " .  . " . .  . . 

Pleinting 1 . . . " .  . 

. . . . . . . . 

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

Schwandorf C(3) . . . . . . . . . . . 
Schwandorf D(3). . . . . . . 
Stade(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Staudinger 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Westerholt l(3) . . . . . . . 
Westerholt 2(3) . . . . . ~. . . . . 

. . . . . . .  " " . . . . . . . . . . . .  
_ . . . . , . . . . . . .  " " _ _ . . . . . .  

. . . . .  " " . _ . . . . " . . . . .  
. . . . , . .  " . . . . . . . .  

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total 
Capacity 
Net MW 

124 
120 
440 

24 
781 

3,408 

537 

35,911 

104 
2.52 
121 
1 50 
143 
433 
206 
206 
151 
312 
280 
292 
402 
I64 
672 
672 

99 
99 

292 
640 
249 
138 
138 

6,215 
-..-- 

Capacity 
Attributable to 
E.ON Energie 

%(I) MW -- 

100.0 1 24 
100.0 120 
100.0 440 
100.0 24 

734 

3,113 

333 

27.491 

n'a I- 

100.0 I 04 
100.0 252 
100.0 121 
100.0 150 
100.0 143 
100.0 433 
100.0 206 
100.0 206 
100.0 151 
100.0 312 
100.0 280 
100.0 292 
100.0 402 
100.0 164 
50.0 336 
50.0 336 

100.0 99 
100.0 99 
100.0 292 
66.7 417 

100.0 249 
100.0 138 
100.0 138 

5,320 

(1)  Percentage of total capacity attributable to E.ON Energie. 
(2) Power station operated by E.ON Benelux under long-term cross-border leasing arrangement. 
(3) Dismantling in process or finished, respectively. 

(4) Reconmissioned in January 2006. 
(CHP) Combined Heat and Power Generation. 
(NL) Located in the Netherlands. 

Start-up 
Date 

1924 
1931 
1975 
1938 

d a  

1966 
1974 
1979 
1963 
1971 
1972 
1966 
1967 
1969 
1972 
1988 
1968 
1976 
1967 
1974 
1975 
1959 
1961 
1972 
1972 
1965 
1959 
1961 
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For more information about E.ON Energie’s power generation facilities in eastern Europe, see “- Eastern 
Europe.” 

Gemzany. E.ON Energie’s German plants generate electricity primarily with nuclear power, bituminous 
coal (commonly referred to as “hard coal”), lignite, gas, fuel oil and water. The existing nuclear and 
hydroelectric power plants are E.ON Energie’s source of power with the lowest variable costs and, together with 
lignite-based power plants, are used mainly to cover the base load. Hard coal is utilized mainly for middle load, 
while the other energy sources are used primarily for peak load. 

Nuclear Powel: E.ON Energie operates its German nuclear power plants through E.ON Kernkraft. These 
nuclear power plants are required to meet applicable German safety standards, which are among the most 
stringent standards in the world (see “- Environmental Matters - Germany: Electricity”). Until June 30, 2005, 
E.ON Energie’s nuclear power plants delivered spent nuclear fuel elements to Cogema SA (“Cogema”) in France 
and British Nuclear Group Sellafield Ltd (“BNGS,” formerly British Nuclear Fuels plc. (“BNFL”)) in the 
United Kingdom for the reprocessing of their nuclear waste. Since June 30,2005, German law has prohibited the 
delivery of spent nuclear fuel rods for reprocessing. Instead, operators must store spent fuel rods in interim 
facilities on the premises of the nuclear plants. For more details, see the description below under “Termination of 
Fuel Reprocessing.” Under German law, the Federal Republic of Germany is responsible for the final storage of 
all domestic nuclear waste at the expense of the generator. 

Operators of nuclear power plants are required under German law to establish sufficient financial provisions 
for future obligations that arise from the use of nuclear power. The three required provisions are for: 
( I )  management of spent nuclear fuel rods, (2) disposal of contaminated operating waste and (3) the eventual 
decommissioning of nuclear plants. At year-end 2005, E.ON Energie had a total of approximately €1 3.0 billion 
provided for these purposes in respect of nuclear power plants included in its consolidated accounts, consisting of 
€4.2 billion for management of spent nuclear fuel rods, €0.4 billion for disposal of operational waste and 
€8.4 billion for decommissioning costs. These provisions are stated net of advance payments of €0.9 billion. In 
determining its pro rata share of these provisions, provisions attributed to minority interests included in E.ON 
Energie’s consolidated accounts have been deducted and provisions for nuclear plants in which E.ON Energie has 
a minority interest are added. At year-end 2005, on such a pro rata basis, E.ON Energie’s provisions for these 
purposes totaled €13.5 billion, as compared to €13.6 billion at year-end 2004. 

In June 2004, German legislators passed an amendment to Germany’s Ordinance on Advance Payments for 
the Establishment of Federal Facilities for Safe Custody and Final Storage for Radioactive Wastes (Endlager- 
Vorausleistiingsverordizuizg). Under the amended ordinance, construction costs for the final nuclear waste storage 
facilities, located in Gorleben and Konrad, Germany, are now shared by the nuclear plant operators and other 
users, such as research institutes, in line with their expected actual usage of the storage facilities. Overall, this 
lowers E.ON’s share of the costs and has led to a reduction of the Company’s provisions for nuclear waste 
management. Partially offsetting this reduction, the post-operation phase at nuclear power stations that use MOX 
fuel elements, which are fuel elements containing plutonium produced in the reprocessing process, was extended 
beginning in 2004 as a result of a change in the delivery schedule for MOX fuel elements. 

E.ON Kernkraft purchases uranium and fuel elements for its nuclear power plants from independent 
domestic and international suppliers, primarily under long-term contracts. E.ON Energie considers the supply of 
uranium and fuel elements on the world market to be generally adequate. 

In May 1995, PreussenElektra decided to shut down its nuclear power plant at Wiirgassen for economic 
reasons and, in October 1995, it applied for and received permission from the German authorities to 
decommission and dismantle the Wiirgassen plant in accordance with German nuclear energy legislation. E.ON 
Energie expects the decommissioning of Wiirgassen, which began in October 1995, to last until approximately 
2015. In 2000, E.ON Energie also decided to shut down the nuclear power plant Stade. In July 2001, E.ON 
Kernkraft filed an application with the Lower Saxonian Ministry of Environment to deconimissiori and dismantle 
Stade. E.ON Energie received the approval for decommissioningldismaritling in September 2005. Stade was shut 
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down in November 2003, and E.ON Energie expects its decommissioning to last approximately 10 to 12 years. 
E.ON Energie has established a provision of E l  “9 billion for the decommissioning of Wiirgassen and Stade, 
including the management of spent nuclear fuel rods and the dismantling of the plants. 

After the German Social Democratic Party and the German Green Party (Biindnis 90/Die Gruizen) (together, 
the “Coalition”) were elected to lead the German federal government in 1998, the Coalition agreed to phase out 
the generation of nuclear energy in Germany. The Coalition also agreed to hold “consensus-forming” discussions 
with operators of nuclear power plants in order to find a solution to various issues in the area of nuclear energy 
agreeable to all parties. The discussions began in January 1999 and resulted in an agreement on nuclear power in 
June 2001 and in an amendment of the German Nuclear Power Regulations Act (Arorngeserz, or “AtG”), which 
was passed by the German parliament in December 2001 and took effect in April 2002. 

Among other things, the amendment provides as follows: 

e Nuclear Phase-out: The operators of the nuclear plants have agreed to a specified number of operating 
kWh for each nuclear plant. This number has been calculated on the basis of 32 years of plant operation 
using a high load factor. The operators may trade allotted kWh among themselves. This means that if one 
nuclear plant closes before i t  has produced the allotted amount of kWh, the remaining kWh may be 
transferred to another nuclear power plant. 

0 Termination of Fuel Reprocessing: The transport of spent fuel elements for reprocessing was allowed 
until June 30, 200.5. Following this deadline, the operators must store spent fuel in interim facilities on the 
premises of the nuclear plants. Such storage requires the approval and construction of interim storage 
facilities. The Company is currently constructing five interim on-site storage facilities, of which two are 
expected to go into operation in the first quarter of 2006, with the remaining three scheduled to be ready 
between November 2006 and February 2007. For the period from July 2005 until storage can begin in the 
interim storage facilities. the Company is storing the spent fuel elements at the plants in so-called in-plant 
fuel pools. The Company expects the capacity of these fuel pools to be sufficient to store the spent fuel 
elements until the storage facilities go into operation. E.ON has delivered all spent fuel elements under its 
reprocessing contracts with Cogema and BNGS. 

As part of the agreement, the German federal government has agreed not to institute any future changes in 
German tax law which discriniinate against nuclear power operations or other measures creating economic 
disadvantages in comparison with other forms of power generation. 

The Company considers its provisions with respect to nuclear power operations to be adequate with respect 
to the costs of implementing the agreement. E.ON Energie has no plans to construct any new nuclear power 
plants in Germany. 

In March 1999, the German parliament passed the Tax Relief Act 1999/2000/2002 (Steuerenflnsrungsgesef~ 
1999/2000/2002, the “Tax Relief Act”). The Tax Relief Act contains new rules for the tax treatment of nuclear 
provisions. Furthemiore, the German tax authorities have adopted a more stringent interpretation of the previous 
law with respect to the years before 1999. The changes to the tax status of the provisions include the following: 

0 The accrual period for decommissioning costs has been extended from 19 to 25 years. This requires E.ON 
Energie to release a portion of the provisions it had previously established for tax purposes based on the 
shorter accrual period. 

e Certain parts of the provisions concerning MOX fuel elements have to be reversed. The costs must be 
capitalized as incurred instead. 

0 Those portions of the provisions that have been established in past years relating to the financing and 
operational costs for final storage of nuclear waste have been disallowed. The costs of these items will 
now be tax-deductible when they are actually expensed. 

0 In accordance with the new general rule for long-term provisions, all types of provisions for nuclear 
power must now be discounted. The Tax Relief Act sets the discount rate at 5.5 percent. This also applies 
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to provisions that have previously been established, which must be released to the extent they do not 
reflect this discounting. 

The Tax Relief Act provides that the tax payments resulting from the reversal of provisions necessitated by 
the extension of the accrual period, the disallowance of portions of the provisions related to costs of final storage 
of waste and the discounting of the provisions are spread over a period of ten years beginning in 1999. 

In 2002, the Company concluded its general discussions with the tax authorities regarding the treatment of 
the years prior to 1999, and the tax calculations for these years have been agreed in principle. All of the resulting 
tax has already been paid and the Company has established a provision to cover the remaining amounts. The 
years from 1999 onwards are still under review. 

None of the changes to the tax treatment of nuclear provisions described above cause any changes to the 
financial statements the Company prepares tor other purposes. Due to the recognition of a related deferred tax 
asset generated by temporary differences between the balance sheet prepared for financial reporting purposes and 
the balance sheet for tax purposes, the changes in the tax status of the provisions for nuclear waste disposal had 
no material adverse effect on the Company’s consolidated net income in 1999. However, the Tax Reduction Act 
(Steuersenkungsgeset~), which was enacted in October 2000, included a lowering of the corporate income tax 
from 40 percent to 25 percent, which has resulted in a reduction of the deferred tax asset relating to the 
provisions. 

Hard Coal. In 2005, approximately 40 percent of the hard coal used by E.ON Energie’s German 
operations was mined in Germany. Traditionally, hard coal is mined in Germany under much more difficult 
conditions than in other countries. Therefore, Gernian coal production costs are substantially above world market 
levels, and E.ON Energie strongly believes they will continue to remain high. Although electricity producers were 
in the past required to purchase German coal, they are now free to purchase coal from any source. To encourage 
the purchase of German coal, the German federal government has been paying direct subsidies to German 
producers enabling them to offer domestic coal at world market prices, although it is now in the process of 
reducing such subsidies. Due to high production costs and the reduction in subsidies, the volume of German coal 
production has shown a relatively steady decline in the past and is expected to continue to decline further. 
However, E.ON Energie expects that adequate supplies of imported coal for its operations will be available on the 
world coal market at acceptable prices. Hard coal is generally available from multiple sources, though prices are 
determined on international commodities markets and are therefore subject to fluctuations. E.ON Benelux also 
uses imported hard coal in its power plants. 

Ligrzite. German lignite, also known as brown coal, has approximately one-third of the heating value of 
hard coal. E.ON Energie participates in lignite-based energy generation in western Germany through BKB 
Aktiengesellschaft (“BKB”) and in eastern Germany through Kraftwerk Schkopau GbR and a portion of one unit 
of ISraftwerk Lippendorf. Lignite is a readily available domestic fuel source that E.ON Energie obtains from its 
own reserves or under long-term contracts with German producers. The price of lignite is not generally volatile 
and is generally determined by reference to published indices in Germany. However, the price can fluctuate based 
on the underlying price of hard coal in global commodities markets. 

Gas and Oil. In Germany, the price of natural gas is linked to the price of oil and other conipeting fuels. 
This mechanism has been enforced in order to reduce the influence of, and dependence on, gas-producing 
countries. Only about 16 percent of gas demand in Germany is satisfied by German deposits, while about 
84 percent is satisfied through imports from foreign producers, prirnarily from Russia, Norway and the 
Netherlands. For its gas-fired power plants, E.ON Energie purchases gas from E.ON Ruhrgas and other 
international suppliers, mainly under short-term contracts. Fuel oil power plants are only used for peak load 
operations. E.ON Energie purchases its fuel oil from traders or directly from a number of oil companies. As with 
natural gas, the price of fuel oil depends on the price of crude oil. E.ON Benelux purchases predominantly Dutch 
gas under one-year contracts for its gas-fired power plants. 

Walter. This domestic source of energy is primarily available in southern Germany due to the presence of 
mountains and rivers. The variable costs of production are extremely low in the case of run-of-river plants and 
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consequently, these plants are used to cover base load requirements. Storage and pump storage facilities are used 
to meet peak demand and for back-up power purposes. 

Wusle Incirzeration. E.ON Energie also has a waste incineration business, led by BKIB. In 2005, incinerated 
waste volumes totaled approximately 2.1 million tons. The power plants have a total capacity of 193 MW of 
electricity, of which 133 MW is attributable to E.ON Energie. 

Demand for power tends to be seasonal, rising in the winter months and typically resulting in additional 
electricity sales by E.ON Energie in the first and fourth quarters. E.ON Energie believes it has adequate sources 
of power to meet foreseeable increases in demand, whether seasonal or otherwise. In order to benefit from 
economies of scale associated with large stations, E.ON Energie has built large capacity power station units in 
conjunction with other utilities where it does not require all of the electricity produced by such plants. In these 
cases, the purchase price of electricity is determined by the production cost plus a negotiated fee. 

Although E.ON’s power plants are maintained on a regular basis, there is a certain risk of failure for power 
plants of every fuel type (for example, in 2005 the breakdown of generators in the non-nuclear part of the 
Untenveser power plant and in the coal-fired Heyden power plant resulted in the plants being out of service for 12 
and 8 weeks, respectively). In addition, the summer heat wave in Europe in 2003 reduced the availability of 
electric generating facilities dependent on using river water for cooling purposes. Depending on the associated 
generation capacity, the length of the outage and the cost of the required repair measures, the economic damage 
due to such failure can vary significantly. In order to meet contractual commitments, electricity which cannot be 
generated at these plants has to be bought from other generators or has to be generated from more expensive 
plants. Thus, power plant outages can negatively affect the market unit’s financial and operating results. 

Transmission 

The German power transmission grid of E.ON Energie, which operates with voltages of 380, 220 and I10 
kilovolts, has a system length of over 42,000 km and a coverage area of nearly 200,000 km’. It is located in the 
German states of Schleswig-Holstein, Lower Saxony, Mecklenburg-Western Pomerania, Brandenburg, North 
Rhine-Westphalia, Saxony-Anhalt, Hesse, Thuringia and Bavaria, and reaches from the Scandinavian border to 
the Alps. The grid is interconnected with the western European power grid with links to the Netherlands, Austria, 
Denmark and Eastern Europe. The system is mainly operated by E.ON Netz GmbH (“E.ON Netz”). The network 
of E.ON Netz allows long-distance power transport at low transmission losses and covers more than 40 percent of 
the surface area of Germany. This system is operated from two main system control centers, one in Lehrte near 
Hanover and one in Karlsfeld near Munich, and from several regional control and service units at decentralized 
locations within the E.ON Netz grid area. 

Access to E.ON Energie’s power transmission grid is open to all potential users. The Conipany believes its 
usage fees and conditions comply with existing German regulations governing grid access. For further 
information, see “- Regulatory Environment - Germany: Electricity.” 

The Baltic Cable links the transmission grid of E.ON Energie to Scandinavia, For details, see “- Nordic - 
Electricity Distribution.” 

Distribution and Sale 

In Germany E.ON Energie supplies electricity, gas and heat, mainly through the regional electricity 
distribution companies in which it holds majority interests. In addition to the trading business described below, 
EST supplies electricity to these regional electricity distribution companies as well as to large municipal 
distributors and very large national and international industrial customers. 
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Eleclricity. The German utilities historically established defined supply areas which were coextensive with 
their distribution grids. See “- Operations.” The following map shows E.ON Energie’s curTent supply area in 
Germany through its majority shareholdings in regional electricity distribution companies: 

E.ON Hanse 
[73.8 

E.ON Westfalen Weser 
(62.8 n) 

E.ON Mitte 
(73 3 %I 

E.ON edis!E.ON Hanse 

E.ON edis (70.0 %I 
E.ON Avacon ( 67.2 %I 

E.ON Thuringer 
Energie (76.8 n) 

E.ON Bayern (700 %I 

E.ON Energie’s customers are interregional, regional and municipal utilities, traders, industrial and 
commercial customers and, only through regional distributors, residential and small commercial customers 
predominantly in those parts of Germany highlighted on the above map. E.ON Energie supplied approximately 
18 percent of the electricity consumed by end users in Germany in 2005. In compliance with the EU 
Commission’s conditions upon approving the VEBA-VIAG merger, E.ON Energie’s majority-owned regional 
distributors E.ON EUIS and ETE in eastern Germany purchase power from E.ON Energie’s competitor Vattenfall 
Europe. E.ON Energie’s majority-owned distributor E.ON Avacon likewise purchases its power primarily from 
Vattenfall Europe for those of its customers situated in the eastern German state of Saxony-Anhalt. 

The following table sets forth the sale of E.ON Energie’s electric power (excluding that used in physically 
settling its trading activities) in Germany in 2005 and 2004: 

Germany Germany 
2005 2004 % 

million million Change 
kWh kWh inTotal 

-I -- - Sale of Power % 
Non-consolidated interregional, regional and municipal utilities( 1 )  . . 1 16,654 112,575 +3.6 
Industrial and commercial custoniers(2)(3) ..................... 59,134 56,274 +5.1 
Residential and small commercial customers .................... 29,978 30,352 -1.2 - -- 

Total(3). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  205,766 199,201 +3.3 ~- -~ 
(1 )  The sale of power to non-consolidated interregional, regional and municipal utilities increased in 2005 

(2) The sale of power to industrial and commercial customers increased in 2005 compared with 2004, primarily 

(3) The sale of power includes sales of EST in other European countries. 

compared with 2004, reflecting increased sales of electricity produced from renewable resources. 

due to additional customers acquired. 
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In order to offer optimized services to major customers and to equalize supply and demand at all times with 
respect to the costs of procurement, E.ON Energie has integrated its trading and wholesale operations into EST. 
EST focuses on the national and international wholesale business for regional utilities, large municipal utilities 
and major industrial customers, and is also responsible for E.ON Energie’s trading operations. The regional 
distribution companies manage the main part of E.ON Energie’s retail business, which is the supply of power to 
municipal utilities, industrial and commercial customers, as well as residential and small commercial customers. 
The following chart sets forth the principal supply structure of E.ON Energie’s electricity sales. 

I Own production and 
purchases I 

EST 

1 
Wholesale 

market 

Purchases. j 
mainly from j 

Vattenfall ; 
Europe 

western Gerilldny eastern Germany 
customers 

Municipal utilities 

1 
Commercial and 

industrial customers 

The supply contracts under which E.ON Energie’s regional distributors (all are majority-owned) regularly 
order their required load for upcoming years have historically had relatively long terms. Typical supply contracts 
now last for one to three years. Potential alternative sources of electricity include the purchase of electricity from 
other utilities and auto-generation by municipalities, regional distributors or industrial Customers. The regional 
distributors’ contracts with municipal utilities contain varying terms and conditions. Long-term concession 
contracts permit municipal utilities and regional distributors to supply electricity to residential customers within a 
municipality. 

Gas. E.ON Energie’s distribution subsidiaries supply natural gas to households, small businesses and 
industrial customers in many parts of Germany. E.ON Energie’s gas sales volume in Germany in 2005 amounted 
to 100.5 billion kWh compared with 102.9 billion kWh in 2004. Due to the acquisition of NRE, E.ON Energie 
also had a gas sales volume of 1.7 billion kWh in the Netherlands in 2005. 

Heat. E.ON Energie is one of the leading suppliers of district heating in Germany. It operates its own 
district heating networks and supplies several additional networks owned by other companies. E.ON Energie’s 
regional distributors are also involved in district heat and steam delivery. E.ON Energie’s total district heat 
deliveries in Western Europe in 2005 remained essentially stable at 13.0 billion kWh, of which 10.4 billion kWh 
were supplied in Germany. The remaining amount is mainly supplied through E.ON Benelux. 

Water. Following the sale of its interest in Gelsenwasser AG (“Gelsenwasser”) in 2003, E.ON’s remaining 
regional water business is conducted through certain of its distribution companies, particularly E.ON Hanse, 
E.ON Avacon AG and E.ON Westfalen Weser. 

Customers. Through its subsidiaries and companies in which it has shareholdings, E.ON Energie serves 
approximately 9.4 million electricity customers in Germany. E.ON Energie’s German operations also supply 
approximately 1.8 million customers with gas and more than 0.4 million customers with water. 
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In the Netherlands, E.ON Benelux acquired the Dutch power and gas company NRE in 2005. In 2004, the 
company supplied approximately 1.6 ‘IWh of electricity and approximately 4.8 TWh of gas to approximately 
0.3 million electricity and gas customers in the Netherlands. 

In Italy, the sales activities of E.ON Energie are operated by its subsidiary E.ON Italia. E.ON I t a h  focuses 
on industrial customers and local utilities. Its sales volume amounted to approxiniately 995 million kWh in 2005. 

Trading 

E.ON Energie has integrated its trading and wholesale operations into EST. An international team of traders 
buys and sells electricity on the spot and forward markets. E.ON Energie’s trading operations offer customized 
and standard products that are traded on a bilateral basis, as well as trading i n  standard exchange-traded 
instruments. EST’s trading focuses on Germany and continental Europe, including the following European power 
exchanges: European Energy Exchange in Leipzig, the Amsterdam Power Exchange in the Netherlands, 
Powernext in France, Energy Exchange Austria, the Italian Power Exchange and OperBtor trhu s elektririou 
(OTE) in the Czech Republic. EST also supplies cross border trading and risk management processes for 
optimizing international power procurement to E.ON Energie’s operations in Eastern Europe arid is the sole 
procurer for E.ON Energie’s operations in Italy. As the central trading desk of the E.ON Energie group, EST 
began CO, emissions trading activities in 2005. For information on CO, emissions trading, see “- Regulatory 
Environment - EU/Germany: General Aspects (Electricity and Gas) - Greenhouse Gas Emissions Trading.” 
The volume of CO, emission certificates traded by EST amounted to 8.7 million tons in 2005. 

E.ON Energie believes that its trading activities provide valuable market insight and have strengthened its 
competitive position in the European electricity market. E.ON Energie’s trading activities are focused on asset- 
backed trading in order to optimize the value of its generation portfolio, though E.ON Energie also engages in a 
limited amount of proprietary trading within its established risk limits. 

E.ON Energie’s trading business has incorporated a complete and systematic risk management system in 
compliance with legal and regulatory requirements of the German Federal Supervisory Office for Banking, 
including the minimum requirements for trading activities of credit institutions. An important aspect of the 
system is that the trading activities are monitored by a board independent from the trading operations. For more 
detailed information on E.ON Energie’s management of the risks related to its trading activities, see “Item 11. 
Quantitative and Qualitative Disclosures about Market Risk - Commodity Price Risk Management.” 

The volume of EST’s energy trading activities increased in 2005, reflecting higher price volatility in the 
power markets. See “Item 5. Operating and Financial Review and Prospects - Results of Operations - Year 
Ended December 3 1 ,  2005 Compared with Year Ended December 3 1, 2004 - Central Europe.” The following 
table sets forth the total volume of EST’s traded electric power in 2005 and 2004. 

2005 2004 % 
million million Change 

kWh kWh inTotnl Trading of Power 

Power sold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  164,109 146,755 +11.8 
Power purchased . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  168,734 162,671 +3.7 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  332,843 309,426 +7.6 

_ _ I - -  

- -- 
-~ -- 

Other 

Consulting and Support Services. E.ON Engineering GmbH offers internal and external consulting, 
planning and construction services in the energy sector in fields such as chemical analytics and electrical, 
mechanical and civil engineering, with a focus on conventional and renewable power generation, cogeneration, 
use of biomass, pipeline construction, development of energy strategies and C0,-emissions reduction. Building 
on their shareholdings in municipal and regional utilities, E.ON Energie and the regional distributors also 
establish partnerships and cooperative relationships with local authorities. E.ON Energie and the regional 
distributors operate their own electricity and gas supply systems, and provide the local authorities with 
consulting, technical and managerial support to promote the efficient use of electricity and gas. E.ON Facility 
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Management GmbH (“E.ON Facility Management”) provides technical, commercial and infrastructural facility 
management services, mainly for E.ON Energie group companies. In November 2005, E.ON Energie acquired an 
additional 49.0 percent stake in E.ON Facility Management, which is now wholly-owned, from HSG Technischer 
Service GmbH. E.ON IS GmbH (“E.ON IS”) is the provider for all information technology services needed in 
the E,ON Group. The company also offers information technology services for third parties. The E.ON Group 
acquired the remaining 25.2 percent shareholding as of January 1, 2005. Since then, E.ON IS has been 
consolidated in the Group, with E.ON Energie holding a 60.0 percent stake, E.ON AG holding a 26.0 percent 
stake and E.ON Ruhrgas holding the remaining 14.0 percent stake. 

Other Minority Shareholdings. In the Alpine region, E.ON Energie owns a 21 .O percent equity interest and 
20.0 percent voting interest in BKW FMB Energie AG (“BKW”), an integrated Swiss utility that owns important 
hydropower assets, as well as a single nuclear power station and interests in other nuclear power stations. 

Eastern Europe 

E.ON Energie has significant shareholdings in Hungary, the Czech Republic, Bulgaria, Romania and 
Slovakia, in which it has already built up a portfolio of activities. National holding companies such as E.ON 
Hungiiria Energetikai ZRt. (“E.ON Hungiiria”), E.ON Czech Holding AG and E.ON Bulgaria EAD coordinate 
E.ON Energie’s activities. 

In Hungary, E.ON Energie holds all of the shares (except for a “golden share” held by the Hungarian 
government) of the regional electricity distributors E.ON Del-duniinthli AramszolgBltat6 Rt., E.ON Eszak- 
duniinthli Aramszolgiiltat6 Rt. (“EDASZ”) and E.ON Tiszrinthli Aramszolgiiltat6 Rt. In 2005, these companies 
provided 2.4 million customers with approximately 14.4 TWh of electricity. In January 2003, E.ON Hungriria 
founded E.ON Energiakereskedo Kft., an electricity and gas sales company, to serve the liberalized Hungarian 
electricity market. E.ON Energie also holds a 100.0 percent stake in the natural gas power generation company 
Debreceni Konibinrilt Ciklusil Eromii Kft. (95 MW),  In the gas sector, E.ON Energie holds a 98.1 percent stake in 
the gas distribution and supply company KOGAZ, a 50.01 percent stake in the gas distributor DDGAZ and a 
16.3 percent stake in the gas company FOGAZ. KOGAZ and DDGAZ have been fully consolidated since April 
2005. In 2005. the two companies provided approximately 0.6 niillion customers with approximately 17.3 TWh 
of gas. In February 2006, E.ON Energie and RWE signed an agreement to swap certain of their respective 
shareholdings in Hungary and the Czech Republic, subject to antitrust and other regulatory approvals. TJnder the 
proposed swap, E.ON Energie would acquire almost all of the remaining shares of DDGAZ and RWE would 
acquire E.ON Energie’s interest in FOGAZ. 

In the Czech Republic, E.ON Energie controls significant participations in the energy sector. As of 
Janu‘ary 1, 2005, E.ON Energie re-organized its former subsidiaries Jihomoravskii energetika as. (“JME”) and 
Jihoceskii energetika a s  (“JCE”) and fulfilled legal unbundling requirements by creating three new wholly- 
owned subsidiaries, E.ON Ceskii republika, as., E.ON Distribuce, as. and E.ON Energie, as., and transferring 
the businesses of JME and JCE to these subsidiaries. On a combined basis, these companies provided 
approximately 1.4 million customers with approxiniately 12.2 TWh of electricity in 2005. In the gas sector, E.ON 
Energie owns minority shareholdings in the distributors JMP, Jihoceska plyniirenska as. (“JCP”), PP, STP, 
SMP, ZCP and VCP. Under the proposed swap of shareholdings with RWE noted above, E.ON Energie would 
increase its interest in JCP to 59.8 percent and acquire additional shares in PP. RWE would acquire E.ON 
Energie’s interests in STP, SMP, ZCP and VCP. 

In February 2005, E.ON Energie acquired 67.0 percent stakes in each of the two northeastern Bulgarian 
electricity distribution companies Varna and Gorna Oryahovitza. The companies had combined sales of 
approximately 4.9 TWh and served approximately 1.1 million custon~ers in 2005. 

In September 2005, E.ON Energie acquired a 24.6 percent stake in the Romanian electricity distribution 
company Electrica Moldova - now renamed E.ON Moldova - and simultaneously increased its stake in the 
company to 5 1 .O percent by subscribing to a capital increase. In 2004, the company sold approximately 4.3 TWh 
of electricity to approximately 1.3 million customers. 
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In 2002, E.ON Energie entered the Slovakian energy market by acquiring a 49.0 percent interest in the 
Slovakian electricity supplier ZBpadosloveriskB energetika as.  (“ZSE”), which provided approximately 1 .O mil- 
lion customers with approximately 7.1 TWh of electricity in 2004. 

In  the Baltic region, following the re-organization of the Lithuanian energy industry, E.ON Energie now 
owns a 20.3 percent interest in Rytu Skirstomieji Tinklai (“RST”), the eastern Lithuanian electricity distribution 
company. E.ON Energie has an agreement with the Lithuanian government to sell its interest in RST to the new 
majority shareholder should RST be completely privatized. 

In addition, as of December 31, 2005 E.ON Energie held a number of shareholdings in small generation 
assets, primarily in Hungary and the Czech Republic. 

E.ON Energie does not have interests in companies operating nuclear power plants other than those in 
Germany and Switzerland. 

Conipetitive Environnieiit 

Since 1998, liberalization of the electricity markets in the EU has greatly altered competition in the German 
electricity market, which was formerly characterized by numerous strong competitors. Following liberalization, 
significant consolidation has taken place in the Gernian market, resulting in three mergers of major interregional 
utilities in recent years: VEBA and VIAG forming E.ON, RWE and Vereinigte Elektrizitatswerke AG forming 
RWE (both in 2000) and Hamburgische Electricitats-Werke AGBewag Berliner Kraft und Licht Aktiengesell- 
schaftNEAGLausitzer Braunkohle Aktiengesellschaft forming Vattenfall Europe in 2002. In 2005, E.ON, RWE, 
Vattenfall Europe and the other remaining major interregional utility, EnBW, supplied approximately two thirds 
of the total electricity production in Germany. 

The interregional utilities own the high-voltage transmission lines in their traditional supply areas and are 
active in all phases of the electricity business. In addition to the interregional utilities, there are about 900 electric 
utilities in Germany at the state, regional and municipal level, many of which are partly or wholly owned by state 
or municipal governments. These utilities may be involved in various combinations of the generation, 
transmission, distribution and supply and trading functions. The liberalization of the electricity market in 
Germany has also led to new market structures with new market participants. The market for electricity has 
become more liquid and more competitive, and currently has the highest number of participants in continental 
Europe. Approximately 200 new market participants have entered the German market since 1998, with more than 
half of them engaged in electricity trading. The volume of electricity trading rose in 2005 (602 TWh at the 
European Energy Exchange’s Spot and Futures Market compared with 397 TWh in  2004). The European Energy 
Exchange has also become a benchmark for electricity prices in central Europe. 

Liberalization of the electricity market in Germany caused wholesale and consequently end customer 
electricity prices to decrease in 1998, with significant declines in some market segments. These declines were 
largely due to aggressive price setting by new competitors and suppliers, as well as other factors such as 
significant power plant overcapacity in Germany and Europe and relatively high and increasing price trans- 
parency. The rate of price declines began to slow in the second half of 2000, and prices have increased since 2001 
but have developed differently in each of the customer segments. According to the German Electricity 
Association, VDEW, in 2005 prices paid by household customers were about 9 percent higher than in the 
liberalization year 1998, while prices (including electricity tax) paid by industrial customers were still about 
5 percent lower than in 1998. In  2005, wholesale electricity prices in Germany rose sharply due to rising CO, 
emission certificate prices and a dry and hot summer. Some industrial customers were affected by the high 
wholesale prices, but others had already procured a lower price in 2004 or earlier. For this reason, the wholesale 
price increase did not affect the industrial customer segment to the same degree as household customers. 

In addition to the effect of higher wholesale market prices, a significant factor in the overall price recovery 
are new or increased costs faced by electricity companies since the beginning of liberalization. Among these new 
or increased costs are the electricity tax (introduced in 1998 and subject to annual increases through 2003), duties 
and additional costs attributable to compliance with new legislation, including the Renewable Energy Law and 
Co-Generation Protection Law, as well as higher costs incurred in procuring balancing power to cover 
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fluctuations in the availability of electricity from renewable resources such as wind. As most distributors have 
tried to pass these increases through to their customers, electricity prices have risen more rapidly than the 
associated margins for generators in recent years. Taxes and duties accounted for approximately 40 percent of 
German electricity prices for household customers in 200.5, compared with about 2.5 percent before deregulation 
in 1998. Similarly, electricity taxes and duties increased from 2 percent of German electricity prices for industrial 
customers in 1998 to 21 percent in 200.5. In view of recent developments in the commodity and fuel markets, 
E.ON Energie expects electricity prices in Germany to further increase in 2006. E.ON Energie cannot exclude 
further price hikes for end customers in 2006, which in most cases have to be approved by the relevant 
authorities. However, these price changes for end customers depend on the wholesale market prices for 
electricity. For information about court proceedings on price increases affecting some of E.ON Energie’s 
majority-owned regional distribution companies, see “Item 3. Key Information - Risk Factors - External.” 

High environmental and nuclear safety standards, as well as high investments in new lignite power plants, 
taxes on electricity, the requirements of the Co-Generation Protection Law and the Renewable Energy Law’s 
requirement that regional utilities purchase electricity generated from renewable resources impose a considerable 
burden on German electricity prices for end customers. E.ON Energie still believes that it will be able to compete 
effectively in Germany. In addition, E.ON Energie believes that the liberalization of the gas and electricity 
markets may open new business opportunities. However, E.ON Energie may be unable to compete as effectively 
as other electricity companies due to the factors described above. Any of these or other factors could materially 
and adversely affect E.ON’s financial condition and results of operations. See also “Item 3. Key Information - 
Risk Factors.” 

Outside Germany, the energy markets in which E.ON Energie operates are also subject to strong 
competition. E.ON Energie cannot guarantee it will be able to compete successfully in electricity markets where 
i t  already is present or in new electricity markets it may enter. 

PAN-EUROPEAN GAS 

Overview 

E.ON Ruhrgas is the lead company of the Pan-European Gas market unit and is responsible for all of E.ON’s 
non-retail gas activities in continental Europe. In terms of sales, E.ON Ruhrgas is one of the leading non-state- 
owned gas companies in Europe and the largest gas company in Germany. E.ON Ruhrgas’ principal business is 
the supply, transmission, storage and sale of natural gas. E.ON Ruhrgas also holds numerous stakes in German 
and other European gas transportation and distribution companies, as well as a small shareholding in Gazprorn, 
Russia’s main natural gas exploration. production, transportation and marketing company. In 2005, the Pan- 
European Gas market unit recorded revenues of €17.9 billion (which included e3.1 billion in natural gas and 
electricity taxes that were remitted, directly or indirectly, to the German tax authorities) and adjusted EBIT of 
€ 1 5  billion. €14.2 billion of the Pan-European Gas market unit’s 200.5 revenues were generated in Germany and 
€3.7 billion was generated abroad (measured by location of customer). 

In 200.5, E.ON Ruhrgas entered into the following significant transactions: 

0 In November 2004, ERI signed an agreement for the acquisition of 7.5.0 percent minus one share each of 
the gas trading and gas storage businesses of the Hungarian oil and gas company MOL and its 
50.0 percent interest in the gas import subsidiary Panrusgiiz. In addition, MOL received a put option to 
sell to ERI up to 7.5.0 percent minus one share of its gas transmission business and put options to sell to 
ERI the remaining 25.0 percent plus one share in the MOL, gas trading and gas storage businesses. As a 
condition of antitrust approval by the ETJ commission, MOL is obliged to sell the remaining 2.5.0 percent 
plus one share of the gas trading and storage businesses as well. As a result, ERI signed an agreement for 
the acquisition of the remaining 25.0 percent plus one share of each of the two companies. These 
transactions are expected to be completed at the end of March 2006. 

0 In June 200.5, after clearance was obtained from the relevant authorities, E.ON Ruhrgas acquired a 
5 1 .O percent stake in the Romanian gas supplier Distrigaz Nord from the Romanian government. Distrigaz 
Nord is active in gas distribution and supply in northern Romania. 
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0 In June 2005, E.ON Ruhrgas signed an agreement for the sale of Ruhrgas Industries to CVC Capital 
Partners. 

* In September 2005, E.ON Ruhrgas Norge AS (“E.ON Ruhrgas Norge”) acquired an additional 
15.0 percent stake in the Njord oil and gas field from the British oil and gas company Paladin Resources 
plc. and now owns a 30.0 percent stake in this field. 

* In September 2005, Gazprom, BASF and E.ON signed a “basic agreement” on the construction of the 
NEGP. 

* In November 2005, E.ON Ruhrgas acquired Caledonia, a U.K. gas production company with interests in a 
total of 15 gas fields in the U.K. southern North Sea, from First Reserve, CSFB Private Equity Funds and 
others. Apart from its stakes in gas fields, Caledonia wholly owns Caledonia Energy Trading Limited 
(“CETL”) and has interests in two pipeline systems near the gas fields for transporting gas to the United 
Kingdom. 

* In the course of 2005, E.ON Ruhrgas UK Exploration and Production Limited (“E.ON Ruhrgas UK’)  
acquired a further 13.59 percent stake in Interconnector (U.K.) Limited (“Interconnector”) from BP plc. 
(“BP”) (4.0 percent), International Power plc (“International Power”) (3.38 percent) and Amerada Hess 
Corporation (“Amerada Hess”) (6.21 percent). E.ON Ruhrgas UK now holds a total interest of 
23.59 percent in this company. 

For information about additional transactions in the downstream business, see ‘&- Downstream 
Shareholdings.” 

Operations 

Through E.ON Ruhrgas AG and its subsidiaries, E.ON Ruhrgas is primarily engaged in the following 

Supply: 

segments of the gas industry: 

The purchase of natural gas under long-term contracts with foreign and domestic 
producers, including the Russian gas company Gazprom, the world’s largest gas 
producer in terms of volume, in which E.ON Ruhrgas holds a small shareholding. 
E.ON Ruhrgas also engages in gas exploration and production activities and, to 
supplement its supply as well as its sales business, in a limited amount of trading 
activities; 
The transmission of gas within Germany via a network of approximately 11,000 
km of pipelines in which E.ON Ruhrgas holds an interest; 
The storage of gas in a number of large underground natural gas storage 
facilities; and 
The sale of gas within Germany to regional and supraregional distributors, 
municipal utilities and industrial customers, as well as the delivery of gas to a 
number of customers in other European countries. 

Transmission: 

Storage: 

Sales: 

In  addition to its natural gas supply, transmission, storage and sales businesses, E.ON Ruhrgas owns 
numerous shareholdings in integrated gas companies, gas distribution companies and municipal utilities through 
its subsidiaries ERI and Thuga. ERI holds primarily minority shareholdings in European integrated and regional 
gas distribution companies and in German regional gas distribution companies, while ‘rhiiga holds primarily 
minority shareholdings in about 100 regional and municipal electricity and gas utilities in Germany, as well as 
majority and minority shareholdings in a number of Italian gas distribution and sales companies and one Italian 
municipal utility. 

For financial reporting purposes, the Pan-European Gas market unit is divided into three business units: Up-/ 
Midstream, Downstream Shareholdings and OtherKonsolidation. The Up-Midstream business unit reflects the 
results of the supply, transmission, storage and sales businesses, with the midstream operations essentially 
including all of the supply and sales businesses other than exploration and production activities. The Downstream 
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Shareholdings business unit reflects the results of ERI and Thiiga. Other/Consolidation includes consolidation 
effects. 

The following table provides inforniation about purchases and sales of natural gas and coke oven gas by 
E.ON Ruhrgas’ midstream operations for the years 2005 and 2004. The difference between gas supplies and gas 
sales in any given period is due to storage and metering differences and occurs routinely. 

Purchases 
Total 2005 Total 2004 

billion kWh A billion kWh A 

German sources 

Sales 
__. 

Domestic distributors . . . . .  . . . . . . . . .  323.7 
Domestic municipal utilities . . . . . . . . .  . . . . . .  160.9 
Domestic industrial customers . . . . . . .  70.4 
Sales abroad. . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . .  135.2 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  690.2 - - 

84.5 
15.5 

100.0 
- 
- 

46.9 
23.3 
10.2 
19.6 

100.0 - - 

537.4 
108.6 
646.0 - - 

328.7 
156.1 
69.0 
87.6 

641.4 - - 

83.2 
16.8 

100.0 
.___ 

- - 

51.2 
24.3 
10.8 
13.7 

100.0 
- 
- - 

In the table above, as well as in the descriptions of E.ON Ruhrgas’ supply and sales businesses, purchase and 
sales volumes are presented for all periods excluding relatively small amounts of gas that E.ON Ruhrgas does not 
consider part of its primary business, including volumes handled for third parties, In addition, these gas volumes do 
not include gas volumes attributable to ERI or Thiiga, which are part of the Downstream Shareholdings business unit. 

The increase in  total sales volume in 2005 is mainly attributable to an increase in sales abroad, especially to 
customers in the IJnited Kingdom (including E.ON IJK); the sales increase was reflected in an increase in 
imports. For more information on E.ON Ruhrgas’ gas supply contract with E.ON UK, see “-History and 
Development of- the Company - Ruhrgas Acquisition” and “- U.K. - Energy Wholesale - Energy Trading.” 

supply 

E.ON Ruhrgas purchases nearly all of its natural gas from producers in six countries: Russia, Norway, the 
Netherlands, Germany, the 1Jnited Kingdom and Denmark. In 200.5, E.ON Ruhrgas purchased a total of 
686.1 billion kWh of gas, of which approximately 84.5 percent was imported and approximately 15.5 percent was 
purchased from German producers. E.ON Ruhrgas was the largest gas purchaser in Germany in 2005, acquiring 
more than half of the total volume of gas purchased for the German market. Of the 686.1 billion kWh of gas 
purchased in 2005, E.ON Ruhrgas bought approximately 28.2 percent from Russia and approximately 27.5 per- 
cent from Norway, its two largest suppliers. The following table provides information on the amount of gas 
purchased from each country and its percentage of the total volume of gas purchased by the midstream operations 
in the years 2005 and 2004: 

Sources of Gas 

. . . . . . . . . . . . . . . . .  
Others( 1) . . . . . . . . . . . . . . . . . . . . . . . .  

Total 

Total 2005 Total 2004 
billion kWh billion kWh 

106.1 
193.5 
188.4 
139.0 
34. I 
23.7 

1.3 
686.1 
- 
- - 

15.5 
28.2 
27.5 
20.2 

5 .O 
3.4 
0.2 

100.0 
- 
- - 

108.6 
201.3 
169.6 
124.1 
22.8 
19.3 
0.3 

646.0 - - 

16.8 
31.2 
26.3 
19.2 
3.5 
3.0 
0.0 

100.0 
- 
- 

( I )  Italy and France. 
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In the table above, purchase volumes are presented for all periods excluding relatively small amounts of gas 
that E.ON Ruhrgas does not consider part of its primary supply business, including volumes handled for third 
parties. In addition, these gas volumes do not include gas volumes attributable to ERI or Thiiga. 

I 

As is typical in the gas industry, these purchases were made under long-term supply contracts that E.ON 
Ruhrgas has with one or more gas producers in each country. Purchases under such contracts provided for nearly 
all of the gas bought by E.ON Ruhrgas in 2005; the remaining amounts were purchased on international spot 
markets or pursuant to short-term contracts. E.ON Ruhrgas’ current long-term contracts with fixed terms (so- 
called “supply”-type contracts) have termination dates ranging from 2006 to 2029 (subject in certain cases to 
automatic extensions unless either party gives notice of termination), while so-called “depletion”-type contracts 
terminate upon the exhaustion of economic production from the relevant gas field. E.ON Ruhrgas believes that its 
existing contracts secure the supply of a total volume of approximately 10 trillion kWh of natural gas over the 
period to 2029. As is standard in the gas industry, the price E.ON Ruhrgas pays for gas under these contracts is 
calculated on the basis of complex formulas incorporating variables based upon current market prices for fuel oil, 
gas oil, coal andor  other competing fuels, with prices being automatically re-calculated periodically, usually 
monthly or quarterly. The contracts also generally provide for formal revisions and adjustments of the price or 
business terms to reflect changes in the market (in many cases expressly including changes in the retail market for 
natural gas and competing fuels), generally providing that such revisions may only be made once every few years 
unless the parties agree otherwise. Claims for revision are subject to binding arbitration in the event the parties 
cannot agree on the necessary adjustments. Certain contracts also provide E.ON Ruhrgas with the possibility of 
buying specified quantities of gas at prices linked to those on international spot markets. The contracts also 
require E.ON Ruhrgas to pay for specified minimum quantities of gas even if it does not take delivery of such 
quantities, a standard gas industry practice known as “take or pay.” Take-or-pay quantities are generally set at 
approximately 80 percent of the firm contract quantities. To date, E.ON Ruhrgas has been able to avoid the 
application of these take-or-pay clauses in nearly all cases. The contracts also include quality and availability 
provisions (together with related discounts for non-compliance), force nzajeiire provisions and other industry 
standard terms. E.ON Ruhrgas also has short-term arrangements with some of its suppliers, which provided less 
than 3 percent of E.ON Ruhrgas’ gas supply in 2005. E.ON Ruhrgas generally takes delivery of the gas it imports 
at the point at which the relevant pipeline crosses the German border. For additional information on these 
contractual obligations, see “Item 5. Operating and Financial Review and Prospects - Contractual Obligations.” 

In the medium and long term, rising demand for gas in Europe, combined with falling indigenous production 
in European countries, particularly in  the United Kingdom, will lead to a greater reliance on imports by European 
gas wholesalers. Accordingly, in the near future, gas producers will have to invest, in some cases quite 
considerably, in expanding their production capacities. In addition, the natural decline in output from older fields 
will need to be made up by the development of new fields. E.ON Ruhrgas believes that long-term gas purchase 
contracts will remain crucial to European gas supplies, ensuring a fair balance of risks between producers and 
importers. E.ON Ruhrgas believes the price adjustment provisions in such contracts ensure sufficient supplies of 
gas at competitive prices, while the take or pay provisions give producers the necessary long-term security for 
investing. The economic significance of such contracts has been acknowledged by the German government and, 
in principle, by the EU Commission, and E.ON Ruhrgas seeks to balance its purchase and sale obligations so as 
to minimize risk. For information about risks relating to long-term gas supply contracts, see “Itern 3. Key 
Information - Risk Factors.” 

E.ON Ruhrgas’ supply sources are discussed below on a country-by-country basis. 

Russia. In 2005, E.ON Ruhrgas purchased 193.5 billion kWh of gas, or 28.2 percent of its total gas 
purchased, from Russia. Russia is the largest supplier of natural gas to E.ON Ruhrgas, while E.ON Ruhrgas is the 
second-largest purchaser of gas from Russia. As with most of its gas imports, E.ON Ruhrgas takes ownership of 
its Russian gas when it reaches the Gernian border. 

All of E.ON Ruhrgas’ purchases of Russian natural gas are made pursuant to long-term supply contracts 
with 000 Gazexport, the subsidiary of Gazprom responsible for exports. E.ON Ruhrgas holds a 3.5 percent 
direct interest in Gazprom; an additional stake of 2.9 percent in Gazprorn is attributable to E.ON Ruhrgas on the 
basis of contractual arrangements relating to its minority interest in a Russian entity that holds these shares. E.ON 
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Ruhrgas considers its shareholding in Gazproni to be an important element supporting its long-term supply 
relationship with Gazprom, which is the world’s largest gas producer, having produced approximately 5.6 trillion 
kWh of gas in 2005. E.ON Ruhrgas expects the importance of Russian gas exports for Europe to increase as the 
indigenous production of important European supply countries decreases. Gazprom has indicated it will flexibly 
cover about one third of E.ON Ruhrgas’ gas requirements for the German market until 2030. E.ON Ruhrgas and 
Gazprom may enter into new gas supply contracts in the future which will provide a contractual basis for this 
arrangement. In July 2004, E.ON and Gazprom signed a Memorandum of [Jnderstanding for a deepened strategic 
cooperation between the parties, pursuant to which E.ON, Gazprom and BASF signed a basic agreement on the 
construction of the NEGP in September 2005. For details, see “-Transmission and Storage -Pipelines.” 

In addition, E.ON Ruhrgas is a member of a consortium that holds a minority interest in Slovensky 
plyn5renskf priemysel a s .  (“SPP”), the operator of the gas transmission system in Slovakia through which most 
Russian gas bound for western Europe is transported. 

Nonvay. In 2005, E.ON Ruhrgas purchased 188.4 billion kWh, or 27.5 percent of its total gas purchased, 
from Norwegian sources. E.ON Ruhrgas has supply contracts with a number of major Norwegian and 
international energy companies that hold concessions for the exploitation of Norwegian gas fields. Some of the 
contracts are of the “depletion”-type while others are “supply”-type contracts. E.ON Ruhrgas takes delivery of 
its Norwegian supplies mainly at the gas import points near Emden along the German North Sea coast. 

The Netherlands. In 2005, E.ON Ruhrgas purchased 139.0 billion kWh, or 20.2 percent of its total gas 
purchased, pursuant to a single long-term supply contract with N.V. Nederlandse Gasunie. This contract provides 
E.ON Ruhrgas with a certain degree of flexibility in managing its supply portfolio. E.ON Ruhrgas believes such 
flexibility is particularly important in this case, as the Dutch gas fields are relatively close to the end consumers of 
E.ON Ruhrgas’ imports, making it more econoniically viable for E.ON Ruhrgas to react to changes in market 
demand by varying contract quantities. E.ON Ruhrgas takes delivery of Dutch gas at the German border. 

Germany. In 2005, E.ON Ruhrgas purchased 106.1 billion kWh, or 15.5 percent of its total gas purchased, 
from domestic gas production companies. E.ON Ruhrgas has long-term supply contracts for German natural gas 
with ExxonMobil Gas Marketing Deutschland GmbH (formerly Mobil Erdgas-Erdol GmbH), ExxonMobil Gas 
Marketing Deutschland GnibH & Co. KG (50 percent of former BEB), Shell Erdgas Marketing GmbH & Co. KG 
(50 percent of former BEB), Gaz de France Produktion Exploration Deutschland GinbH (formerly Preussag 
Energie GmbH) and RWE Dea AG. A number of the contracts provide E.ON Ruhrgas with significant additional 
flexibility by providing for the supply of minimum and maximum quantities of gas, rather than a single fixed 
amount. E.ON Ruhrgas expects“the volume of gas it purchases from domestic sources to decline over the coining 
years due to the depletion of German gas fields. 

lhzited Kingdom. In 2005, E.ON Ruhrgas purchased 34.1 billion kWh, or 5.0 percent of its total gas 
purchased, from 1J.K. sources. These quantities were partly purchased from BP Gas Marketing Ltd under a long- 
term supply contract, partly purchased on the spot short-term market and partly received as “equity gas” through 
E.ON Ruhrgas’ subsidiary E.ON Ruhrgas IJK, which has interests in U.K. gas fields and infrastructure. See 
“- Trading - Exploration and Production” below for more information on E.ON Ruhrgas UK. 

In contrast to much of its other imported gas, which E.ON Ruhrgas generally takes ownership of at the 
German border, E.ON Ruhrgas takes delivery of its purchased U.K. gas supplies partly at Bacton and partly at 
Zeebrugge in Belgium. Gas from the U.K. gas fields is transported to Belgium through the undersea gas pipeline 
run by the project company Interconnector. During 2005, E.ON Ruhrgas UK acquired a further 13.59 percent 
stake in Interconnector and now holds a total interest of 23.59 percent. In order to transport the gas to Gerniany, 
E.ON Ruhrgas has long-term transportation contracts for the transmission of the gas through the Belgian pipeline 
system to the gas import point at Raeren near Aachen on the German-Belgian border. 

Denmark. In 2005, E.ON Ruhrgas purchased 23.7 billion kWh, or 3.4 percent of its total gas purchased, 
from the Danish supplier DONG Naturgas A / S  (“DONG”), with which E.ON Ruhrgas has long-term supply 
contracts. E.ON Ruhrgas takes delivery of Danish gas at the German-Danish and Swedish-Danish border. 
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fiading 

In order to optimize and manage price risks of its long-term gas portfolio, E.ON Ruhrgas engages in gas, oil 
and coal trading. The gas trading activities are concentrated at the national balancing point in the United 
Kingdom, at the Zeebrugge hub in Belgium and at the ’Title Transfer Facility in the Netherlands, and are mainly 
handled via brokers participating in open markets. Financial, oil and coal trading activities are undertaken mainly 
for hedging purposes. Proprietary trading is marginal compared to asset-based trading. 

E.ON Ruhrgas’ total traded gas volume for 2005 was 5.9 percent of total E.ON Ruhrgas sales, as compared 
with 4.9 percent in 2004, with the increase being attributable to increased hedging activities reflecting the 
expansion of the arbitrage business in the markets in the United Kingdom, Belgium and the Netherlands. 

All of E.ON Ruhrgas’ energy trading operations, including its limited proprietary trading, are subject to 
E.ON’s risk management policies for energy trading. For additional information on these policies and related 
exposures, see “Item 1 1 Quantitative and Qualitative Disclosures about Market Risk.” 

Exploration and Production 

E.ON Ruhrgas participates in the exploration and production segment of the gas industry through its gas 
production companies in the United Kingdom and in Norway. 

United Kingdom. In the United Kingdom, E.ON Ruhrgas operates through its subsidiary E.ON Ruhrgas 
UK, which holds mainly minority interests in a number of gas production fields, exploration blocks and pipelines 
in the British North Sea. In November 2005, E.ON Ruhrgas completed the acquisition of Caledonia, which owns 
interests in 15 gas fields and two pipeline systems (as well as a trading business). Caledonia was renamed E.ON 
Ruhrgas UK North Sea Limited (“E.ON Ruhrgas North Sea”) in November 2005. 

In 2005, E.ON Ruhrgas U K  produced 4.5 billion kWh (406 million cubic meters ( % I ~ ’ ~ ) )  of gas, compared 
with 4.0 billion kWh (353 million m’) of gas in 2004. In 2005, this gas came from the Elgin/Franklin fields, in 
which E.ON Ruhrgas UK holds a 5.2 percent interest, and from the Scoter field, in which E.ON Ruhrgas UK 
holds a 12.0 percent interest and which had its first year of full production in 2005. In addition, E.ON Ruhrgas 
UK produced 2.5 million barrels of liquids (oil and condensate) in 2005, which were sold on the market. Start of 
production from the ElgirdFranklin satellite fields Glenelg and West Franklin (in which E.ON Ruhrgas UK holds 
interests of 18.57 percent and 5.2 percent, respectively) has been deferred to 2006 and 2007, respectively. In the 
last two months of 2005, E.ON Ruhrgas North Sea produced an aggregate of 0.8 billion kWh of gas (73 million 
in3) from the fomier Caledonia gas fields Johnston (interest 50.107 percent), Ravenspum North (interest 
28.75 percent), Caister (interest 40.0 percent) and Schooner (interest 4.83 percent). 

E.ON Ruhrgas operates in Norway through its subsidiary E.ON Ruhrgas Norge. E.ON Ruhrgas 
Norge completed the acquisition of a further 15.0 percent stake in the Njord oil and gas field in the Norwegian 
Shelf area of the North Sea in September 2005 and now owns 30.0 percent of this field. Currently, gas from this 
field is being re-injected to increase the rate of oil recovery. E.ON Ruhrgas Norge obtained 2.3 million barrels of 
oil as a result of its stake in 2005 which were sold on the market. The field is currently expected to begin 
producing gas for sale in 2007. 

Norway. 

Russia. In July 2004, E.ON and Gazprom signed a Memorandum of Understanding for a deepened 
strategic cooperation between the parties, including gas production in Russia. 

Liquefied Nmiral Gos 

LNG, which i s  liquefied in the gas producing country, transported by tanker and then converted back into 
gas at the receiving terminal, is an alternative to gas deliveries by pipeline. E.ON is currently conducting a 
feasibility study on the construction of an LNG unloading and regasification terminal in Wilhelmshaven which 
would be Germany’s first such facility. E.ON Ruhrgas has a majority shareholding in Deutsche Fliissigerdgas 
Terminal Gesellschaft mbH, which owns property to build the terminal in Wilhelmshaven, which, if built, could 
handle upon completion as much as 5 billion m3 of natural gas per year and would have the flexibility to handle 
another 5 billion m3 if required. According to initial calculations, the investments required would total 
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approximately €500 million. No decision to build the terminal has yet been made, though its construction would 
be in line with E.ON’s strategy of expanding its sources of natural gas with the goal of enhancing the security of 
its supply” 

Transniissioii and Storage 

E.ON Ruhrgas’ technical infrastructure is comprised of pipelines and transport compressor stations 
(together, the “transmission system”), as well as underground gas storage facilities (including storage compres- 
sor stations) owned by E.ON Ruhrgas, those co-owned directly by E.ON Ruhrgas and other gas companies, and 
those owned by project companies in which E.ON Ruhrgas holds an interest. 

Project companies are entities E.ON Ruhrgas has set up with German or European gas companies for a 
special purpose, such as establishing a pipeline connection between two countries or building and operating 
underground gas storage facilities. The following table provides more infomiation on the E.ON Ruhrgas share in 
each of its German project companies as of December 31, 2005: 

Project Company 

DELJDAN (DETJDAN - DeutschDanische Erdgastransport-Gesellschaft mbH & Co. KG) , I . I 
EGL, (Etzel Gas-Lager GnibH & Co. KG) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
GHG (GHG-Gasspeicher Harmover Gesellschaft mbH) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
MEGAL (MEGAL, Mittel-EuropYische-Gasleitungsgesellschaft mbH & Co. KG) . . . . . . . . . . . .  
METG (Mittelrheinische Erdgastransportleitungsgesellschaft mbH) . . . . . . . . . . . . . . . . . . . . . . . .  
NETG (Nordrheinische Erdgastransportleitungsgesellschaft mbH & Co. KG) . . . . . . . . . . . . . . .  
NETRA (NETRA GmbH Norddeutsche Erdgas Transversale & Go. KG). . . . . . . . . . . . . . . . . . .  
TENP (Trans Europa Naturgas Pipeline Gesellschaft mbH & Co. KG). .................... 

E.ON 
Ruhrgns Share 

% 

25.0 
74.8 
13.2 
51.0 

100.0 
50.0 
40.6 
51.0 

The E.ON Ruhrgas underground storage facilities are operated by E.ON Ruhrgas as storage system operator. 
The E.ON Ruhrgas transmission system is operated by E.ON Ruhrgas Transport, a wholly-owned subsidiary of 
E.ON Ruhrgas, as transmission system operator. The underground storage facilities and the transmission system 
are monitored and maintained largely by E.ON Ruhrgas. The transmission system is used to transport the gas that 
E.ON Ruhrgas and third party customers receive from suppliers at gas import points on the German border or at 
other supply points within Germany to customers or to storage facilities for later use. 

In fulfillment of one of the requirements of the ministerial approval authorizing E.ON’s acquisition of 
Ruhrgas and in accordance with Germany’s new energy law, the transmission system has been leased out to 
E.ON Ruhrgas Transport together with all transmission rights and rights of beneficial use that E.ON Ruhrgas 
possesses in respect of third party transmission systems in Germany. For more information on Germany’s new 
energy law, see “- Regulatory Environment - EU/Gennany : General Aspects (Electricity and Gas).” For more 
information on E.ON Ruhrgas Transport, see “- E.ON Ruhrgas Transport” below. 
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The following map shows the pipelines as well as the location of compressor stations, gas storage 
and field stations belonging to E.ON Ruhrgas’ technical infrastructure: 

including co-owned, 
leased and 
project company 
facilities 

E.ON Ruhrgas Technical Infrastructure 

V 

- Natural gas pipeline 
::, Underground storage 
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v 
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facilities 

As shown in the map above, the E.ON Ruhrgas transmission system and its underground storage facilities 
are located primarily in western Germany, the historical center of E.ON Ruhrgas’ operations. 

As of. the end of 2005, E.ON Ruhrgas owned gas pipelines totaling 6,449 km and co-owned gas 
pipelines totaling 1,550 kni with other companies. In addition, German project companies in which E.ON 
Ruhrgas holds an interest owned gas pipelines totaling 3,274 km at the end of 2005. 

2005: 

Pipelines. 

The following table provides more information on E.ON Ruhrgas’ pipelines in Germany as of December 3 1, 

Pipelines 

Owned by E.ON Ruhrgas.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Co-owned pipelines . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
DEUDAN (PCj . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
EGL (PC) . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . .  
MEGAL(PC) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
h4ETG (PC) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
NETG (PC) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
NETRA (PC) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
TENP(PC) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Companies in which E.ON Ruhrgas holds a stake through its 

subsidiaries ERI and ‘rhiiga . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Owned by third parties . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total in Germany . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Maintained 
Total by E.ON Ruhrgas 
km km 

6,449 
1,550 

110 
67 

1,080 
425 
285 
34 1 
966 

_I 

~~ 

1 1,273 

6,177 
604 

0 
67 

1,080 
425 
144 
106 
966 

2,046 
1,075 

12,690 

(PC) project company 
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E.ON Ruhrgas’ share in  the use of any particular pipeline it does not wholly own is determined by contract 
and is not necessarily related to E.ON Ruhrgas’ interest in the pipeline. E.ON Ruhrgas’ pipeline network is 
comprised of pipeline sections of varying diameters originally built according to the estimated capacity needed 
for the relevant section of the system. Currently, the pipeline network comprises 2,021 km of pipelines with a 
diameter of less than or equal to 300 millimeters, 3,030 km of pipelines with a diameter of more than 300 and 
less than or equal to 600 millimeters, 2,917 km of pipelines with a diameter of more than 600 and less than or 
equal to 900 millimeters, and 3,305 km of pipelines with a diameter of more than 900 and less than or equal to 
1,200 millimeters. 

In 2005, E.ON Ruhrgas maintained 6,177 km of its own pipelines, 604 km of co-owned pipelines, 1,075 kin 
of pipelines owned by third parties and 2,046 km of pipelines owned by companies in which E.ON Ruhrgas holds 
a stake through its subsidiaries ERI and Thuga, as well as 2,788 km of pipelines owned by project companies in 
which E.ON Ruhrgas holds an interest. In total, E.ON Ruhrgas maintained (including providing local monitoring) 
12,690 km of pipelines in 2005. For information on pipeline monitoring and maintenance, see “- Monitoring 
and Maintenance” below. 

In addition to its German transmission system, E.ON Ruhrgas has a 23.59 percent interest in Interconnector, 
a 1J.K. project company that owns the Interconnector transmission system, comprising a 235 km undersea gas 
pipeline from the United Kingdom to Belgium, a transport compressor station at Bacton (four units with a total 
installed capacity of approximately 112 MW) and a compressor station at Zeebrugge (two units with a total 
installed capacity of approxiniately 70 MW). 

In July 2004, E.ON Ruhrgas acquired a 20.0 percent interest in BBL. Company V.O.F., a Dutch project 
company founded in July 2004, which is building a second undersea transmission system between continental 
Europe and the IJnited Kingdom. Construction on this transmission system, which is expected to link Balgzand in 
the Netherlands to Bacton in the United Kingdom, began in December 2004. 

E.ON Ruhrgas also owns a 3.0 percent interest in the Swiss project company Transitgas AG, which owns the 
Transitgas transmission system, running through Switzerland from Wallbach on the Swiss-German border and 
Rodersdorf on the French-Swiss border to Griespass on the Swiss-Italian border. The Transitgas system 
comprises pipelines totaling 293 km and one transport compressor station at Ruswil (four units with a total 
installed capacity of approxiniately 60 MW). 

In September 200.5, E.ON, Gazprom and BASF signed a “basic agreement” on the construction of the 
NEGP, which is currently planned to connect Vyborg on Russia’s Baltic coast with Germany’s Baltic coast, 
thereby providing an alternative undersea route for the supply of Russian natural gas to Germany, as compared 
with the current land routes through Ukraine and Poland. As a first step, the three joint venture partners have 
formed a Swiss company, in  which Gazprom holds a 51.0 percent interest and E.ON Ruhrgas and BASF’s 
subsidiary Wintershall each hold 24.5 percent stakes. Although work has started on connecting the current 
Russian gas infrastructure to the proposed landing site in Vyborg, no decision to build the pipeline has been taken 
and it is not expected that the pipeline could be completed before 2010 at the earliest. Gazprom is expected to 
decide to build the pipeline. E.ON Ruhrgas and Wintershall have only committed to join the feasibility study and 
have a right to step back and not join the construction depending on the result of the feasibility study. E.ON 
Ruhrgas’ initial investment in the ,joint-venture company was only CHF 245,000 (€158,900). However, current 
estimates put E.ON Ruhrgas’s share of the expected cost of the complete project, if built, at approximately 
€1 billion. 

Compressor stations are used to produce the pressure necessary to transport gas 
through pipelines and to inject gas into underground storage facilities. E.ON Ruhrgas owns or co-owns 
15 compressor stations, nine operating for gas transportation purposes (with a total installed capacity of 
305 MW}, and six for gas storage purposes (with a total installed capacity of 79 MW). German project companies 
in which E.ON Ruhrgas holds an interest own an additional 17 transport compressor stations with a total installed 
capacity of 537 MW and two storage compressor stations with a total installed capacity of 17 MW. In 2005, 
E.ON Ruhrgas provided monitoring and maintenance services under service contracts for the nine transport 
compressor stations leased out to E.ON Ruhrgas Transport and 13 transport compressor stations of the project 
companies. E.ON Ruhrgas also operated, monitored and maintained its six compressor stations operating for gas 

Compressor Stations. 
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i storage purposes. The current installed capacity of the compressor sttations monitored and maintained by E.ON 
Ruhrgas totals 853 M W .  

The following table provides more inforination about E.ON Ruhrgas' and its project companies' gas 
compressor stations in Germany as of December 3 I ,  2005: 

Installed Capacity 
of Compressor Units 

Maintained 
Compressor Units Monitored and 

Total Installed Monitored and 
Compressor Compressor Capacity Maintained by by E.ON Ruhrgas 

.I E.ON Ruhrgas. - MW 

3 84 

Owned by Stations Units M w -  

E.ON Ruhrgas (transportation and 
storage). . . . . " .  . . . I "  ~. . . . . . . . . . . 15 44 384 44 

DEUDAN (PC) (transportation) . . . . I 2 4 16 0 0 
EGL (PC) (storage). . . . . " . .  " . .  . I I I 1 2 13 0 0 
GIlG Hannover (PC) (storage) I . I . . . I 3 4 0 0 

METG (PC) (transportation) . . . . . . I I . 2 9 99 9 99 
NETG (PC) (transportation) . . . . I . . . 2 5 50 2 20 
NETRA (PC) (transportation) I I . . . I I . 2 5 42 3 20 
TENP (PC) (tt ansportation) 

MEGAL (PC) (transportation) I . . . . . . 5 17 179 17 179 

151 
~ 

15 
_. 151 - 15 -- 4 . . . . . . . I . - 

Total in Germany. " . .  . . . " .  . . I .  " .  . 

(PC) project company 

Due to the complexity of the transmission system together with transrnission rights and rights of beneficial 
use, as well as the number and complexity of factors influencing pipeline utilization, such as temperature, the 
volume of gas transported and the availability of compressor units, no meaningful data on the utilization of the 
transmission system is available. E.ON Ruhrgas had sufficient pipeline capacity in prior years and booked 
sufficient pipeline capacity in 2005. E.ON Ruhrgas believes that a shortage of pipeline capacity is not a material 
risk in the foreseeable future. 

Storage. Underground gas storage facilities are generally used to balance gas supplies and heavily 
fluctuating demand patterns. For example, the gas sent out by E.ON Ruhrgas on a cold winter day is roughly four 
times as high as that on a hot summer day, while the flow of gas produced and purchased is much more constant. 
For this reason, E.ON Ruhrgas injects gas into storage facilities during warm weather periods and withdraws it i n  
cold weather periods to cope with peak demand. E.ON Ruhrgas stores gas in large underground gas storage 
facilities, which are located in porous rock forniations (depleted gas fields or aquifer horizons) or in salt caverns. 
Underground gas storage facilities consist of an underground section (cavity or porous rock and wells) and an 
above-ground part, namely the storage compressor station. As of the end of 2005, E.ON Ruhrgas owned five 
storage facilities, co-owned another two storage facilities and leased capacity in two storage facilities in order to 
meet its gas storage requirements. In addition, E.ON Ruhrgas had storage capacity available through two project 
companies in which it is a shareholder. Through these owned, co-owned, leased and project company storage 
facilities, a working gas storage capacity of approximately 5.1 billion m3 was available to E.ON Ruhrgas in 2005. 
Due to the number and complexity of factors influencing storage utilization, particularly temperature and the 
terms of supply and delivery contracts, E.ON Ruhrgas does not consider data on the utilization of gas storage 
capacity to be meaningful. E.ON Ruhrgas had sufficient storage capacity available both in 2005 and in prior years 
and does not consider a shortage of gas storage capacity to be a material risk in the foreseeable future. However, 
depending on a number of factors such as future gas sent out, E.ON Ruhrgas' gas supply and delivery situation 
and further gas sales potential in the United Kingdom, E.ON Ruhrgas intends to increase working gas capacity by 
enlarging existing storage facilities, building new facilities and by leasing additional gas storage capacity in the 
future. For information about risks related to the reliability of gas supplies, see also "Item 3. Key Information - 
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Risk factors.” The following table provides more information about E.ON Ruhrgas’ underground gas storage 
facilities, all of which are situated in Germany, as of December 31, 2005: 

E.ON Ruhrgas’ E.ON Ruhrgas’ 

Share in Maximum Storage Facility 
Working Withdrawal or in the Operated by 

E.ON Ruhrgas’ Sliare in Sliare in 

Undergrqund Storage Capacity Rate (thousand Project Company E.ON 
Facilities (million m3) m’mour) Owned by % Kuhrgas - 
Bierwang(P) I I I . I . . . 
Empelde(C) , . . . . . . I , . . 

Epe(C) . . . . . . . . . . . . . . . .  
Eschen felden(P) I . . . I I . . 
Etzel(C). . . ~ I ” . .  , . . 

Hiihnlein(P) . . . . I . . . . . . 
Krummhorn(C)(l) . . . I .  

Sandhausen(P) I . . . . I I 

Stockstadt(P). . I ~ I . I. I . . 
Breitbrunn(P) . . , . . . I . 

Inzenham-West(P) . “ .  ~. . 
Total . ” .  . . . ~. . l . ,  . I .  

- 
(C) salt cavern 

(P) porous rock 

(PC) project company 

1.300 
18 

1,657 
48 

383 

80 
0 

is 

I35 
970(2) 

500 

5,106 
- 
- ___ 

1,200 
39 

2,450 
87 

987 

IO0 
0 

23 

13.5 
5 20 

300 

5,841 
- 
- - 

E.ON Ruhrgas 
GHG-Gasspeicher Hannover 
Gesellschaft mbH(PC) 
E.ON Ruhrgas 
E.ON Ruhrgasm-ERGIE AG 
Etzel Gas-Lager GmbH & 
Co. KG(PC) 
EON Ruhrgas 
E.ON Ruhrgas 
E.ON Ruhrgas /Gasversorgung 
Suddeutschland GmbH 
E.ON Ruhrgas 
RWE Dea AGlExxonMobil 
Gasspeicher Deutschiand 
GmbH(3)I EON Ruhrgas (4) 
RWE Dea AG 

100.0 

13.2 
100.0 
66 7 

74.8 
100.0 
100.0 

50.0 
100.0 

L,eased(3) 
Leased 

Yes 

_I 

Yes 
Yes 

- 
Yes 
Yes 

Yes 
Yes 

Yes(4) 
- 

(1) 

(2) 

(3) Underground section. 

(4) Above ground part, particularly the storage compressor station. 

Currently out of service for repairshdjustments. 

965 million ni3 was contractually guaranteed in 2004/05; 970 million ni3 is the current working gas capacity 
available to E.ON Ruhrgas. 

Monitoring and Maintenance. In 2005, E.ON Ruhrgas carried out for itself and under service contracts for 
E.ON Ruhrgas Transport and some of the project companies E.ON Ruhrgas holds an interest in, monitoring and 
maintenance services for almost all of the E.ON Ruhrgas transmission system and its underground storage 
facilities. 

Transmission system and underground storage monitoring operations are centered at E.ON Ruhrgas’ 
dispatching facility in Essen. Among other tasks, the center keeps the technical infrastructure under continual 
surveillance, handles all reports of disturbances in the system and arranges for the necessary response to any 
disturbance report. In 2005, E.ON Ruhrgas performed this kind of system monitoring for about 12,600 km of 
pipelines, 22 transport compressor stations, one storage compressor station and seven underground storage 
facilities. Management of operations, general maintenance (including local monitoring) and troubleshooting are 
handled by the E.ON Ruhrgas field stations and facilities located along the network. E.ON Ruhrgas also deploys 
mobile units from these stations and facilities to carry out maintenance and repair work. For certain sections of 
pipelines, primarily those where no field station or facility is located nearby, maintenance (including local 
monitoring) is performed by third parties under service contracts. E.ON Ruhrgas’ dispatching, monitoring and 
maintenance processes are regularly certified under International Standards Organization (“ISO”) 9001 :2000 
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I 1 
(quality management), IS0 1400 1 (environmental management), OHSAS 18001, an Occupational Health and 
Safety Assessment Series for health and safety management systems (work safety management) and TSM, the 
Technical Safety Management rules of DVGW (The German Technical and Scientific Association for Gas and 
Water). DVGW is a self-regulatory body for the gas and water industries, its technical rules serving as a basis for 
ensuring safety and reliability of German gas and water supplies. 

On January 1, 2004, in fulfillment of one of the requirements of the ministerial 
approval authorizing E.ON’s acquisition of Ruhrgas, E.ON Ruhrgas transferred its gas transmission business to a 
new subsidiary, E.ON Ruhrgas Transport. E.ON Ruhrgas Transport has sole responsibility for the gas 
transmission business, including technical responsibility for the transmission system, and functions independently 
of E.ON Ruhrgas’ sales business, which is a customer of E.ON Ruhrgas Transport. As the transmission system 
operator, E.ON Ruhrgas Transport operates and controls the E.ON Ruhrgas transmission system and handles all 
major functions needed for an independent gas transmission business: transmission management, transportation 
contracts (including access fees), shipper relations, planning, controlling and billing. E.ON Ruhrgas Transport 
obtains certain support services from E.ON Ruhrgas AG under service agreements. In connection with the Energy 
Law of 2005, the scope of support services was reduced as follows during 2005: (1) as from September 1, 2005, 
E.ON Ruhrgas Transport’s employees handled all capacity planning and capacity allocation and (2) as from 
December 1, 2005, they handled the commercial transport operations. 

On November 1, 2004, E.ON Ruhrgas Transport introduced an entryiexit system called ENTRIX for access 
to the E.ON Ruhrgas gas transmission system as a result of an agreement reached with the Competition 
Directorate-General of the European Commission (the “Competition Directorate”) with respect to a matter that 
had been pending before the Competition Directorate. ENJXIX enables customers to book entry and exit 
capacities for the transmission of gas separately, in different amounts and at different times. Booked capacities 
can be transferred at short notice and combined with capacities of other customers of E.ON Ruhrgas Transport. 
The fee structure is simple and applies to five zones into which the transmission system of E.ON Ruhrgas has 
been divided. The level of transmission fees is determined by reference to European markets and pipeline and 
transport competition in Germany. Customers also benefit from the introduction of local exit zones within which 
they can use capacities flexibly. According to the agreement reached with the Competition Directorate, E.ON 
Ruhrgas has to reduce the number of fee zones to four in 2006, unless the company is able to demonstrate that 
technical, qualitative, economic or other reasons make such reduction of zones impossible. 

In order to comply with requirements of the Energy Law of 2005 (described in “-Regulatory Environ- 
ment”), further improvements of the E.ON Ruhrgas Transport entry/exit system (now called ENTRIX 2) were 
launched in February 2006, giving customers more flexible services and making it possible to book freely 
allocable capacities online. The refined, web-based user interface of ENTRIX 2 contains all customer-relevant 
information on network access. Screen-based communication has been extended and simplified, serving as a user- 
friendly interface for all requests. A major refinement of ENTRIX 2 is the possibility to freely allocate entry and 
exit capacities to each other within the five zones of the E.ON Ruhrgas transmission network, so that capacities 
that are separately booked can be interlinked without any further case-by-case exanunation. An additional 
significant improvement is the replacement of cubic meters per hour as booking unit with kWh per hour, which 
makes transmission handling easier for customers. 

E.UN Ruhrgas Transport. 

54 



In September 2005 E.ON Ruhrgas Transport received certification for all of its operations under IS0 
9001:2000. IS0 14001 and OHSAS 18001, and in December 2005 received certification under TSM. 

Sales 

Gernzany. E.ON Ruhrgas was the largest distributor of natural gas in Germany in 2005, selling a total 
volume of 55.5 billion kWh of gas. E.ON Ruhrgas also sold 135.2 billion kWh of gas outside of Germany in 200.5. 
The following map illustrates the sales area of E.ON Ruhrgas in Germany: 

E.ON Ruhrgas Sales Region 
In Germany 

E.ON Ruhrgas sells gas to regional and supraregional distributors, municipal utilities and industrial 
customers. The following table sets forth information on the sale of gas by E.ON Ruhrgas’ sales business in 
Germany for the periods presented: 

Sale of Gas to: 
Total 2005 Total 2004 

billion k W h  L billion k W h  

Distributors. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  323.7 58.3 328.7 59.3 
Municipal utilities . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  160.9 29.0 156.1 28.2 
Industrial customers. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  70.4 - 12.7 __- 69.0 ____ 12.5 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  555.0 1oO.o 553.8 - 100.0 - - - - - 

In the table above, sales volumes are presented for all periods excluding relatively minimal amounts of gas 
that E.ON Ruhrgas does not consider part of its primary sales business, including volumes handled for third 
parties. In addition, these gas volumes do not include gas volumes attributable to E N  or Thiiga. 

E.ON Ruhrgas’ sales contracts vary depending on the type of customer. The majority of E.ON Ruhrgas’ 
customers are distributors and municipal utilities. Most of these contracts are long-term contracts. In many cases, 
especially concerning municipal utilities, E.ON Ruhrgas has offered rights to reduce the contractual amounts by 
October I ,  2006 or 2007 combined with an early termination by October I ,  2008 (see “-Competitive 
Environment”). Price terms in all types of supply contracts are generally pegged to the price of competing fuels, 
primarily gas oil or heavy fuel oil, and provide for automatic quarterly price adjustments based on fluctuations in 
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underlying fuel prices. In addition, medium- and long-tern? contracts, with terms of over two years, usually 
contain clauses which enable the parties to review prices and price formulas at regular intervals (usually every 
one to four years) and to negotiate adjustments in accordance with changed market conditions. Contracts for 
industrial customers generally provide for some form of take or pay obligation, usually in an amount of 50 to 
90 percent of the overall annual contract volume. Contracts with distributors and municipal utilities generally do 
not include fixed take or pay provisions. 

Two requirements of the ministerial approval approving E.ON’s acquisition of E.ON Ruhrgas related to gas 
sales contracts. The option of reducing the volume of gas that was granted to most distributors and municipal 
utilities for the remaining term of the relevant contract was in most cases not exercised for the gas years ending 
September 30, 2005 or 2006. Exercising this option will remain possible until these contracts end. The second 
requirement of the ministerial approval, obliging E.ON Ruhrgas to grant two larger regional distributor customers 
in which E.ON Ruhrgas previously held an interest the right to a staged termination of their contracts, has become 
obsolete as these companies have signed new contracts with E.ON Ruhrgas. 

In 2005, gas prices in Germany continued to rise, due priinarily to the rise in the price of oil. E.ON Ruhrgas 
has in certain cases responded to competitive pressure by re-negotiating the terms of sales contracts with major 
customers. See also “- Competitive Environment.” 

Internutiotiul. In 2005, E.ON Ruhrgas delivered 135.2 billion kWh of gas to customers in other European 
countries, or 19.6 percent of the total volume of gas sold by E.ON Ruhrgas, compared with 87.6 billion kWh or 
13.7 percent in the period from January to December 2004. The destinations for E.ON Ruhrgas’ external sales are 
the United Kingdom, Switzerland, the Benelux countries, Austria, Hungary, Luxembourg, Italy, France, 
Denmark, Sweden, Poland and Liechtenstein. The 54.3 percent increase in international sales in 2005 was largely 
attributable to long-term supply contracts with E.ON UK (starting in October 2004) and E.ON Sverige (starting 
in October 2005). However, E.ON Ruhrgas’ sales to other international customers are increasingly made on the 
basis of short-term contracts. Limitations on available gas transportation capacity across the relevant borders may 
restrict E.ON Ruhrgas’ ability to expand its external sales business to certain countries. See also ‘‘- U.K. - 
Energy Wholesale - Energy ‘Trading” and ‘‘- Nordic - Gas Distribution.” 

Downstream Shareholdings 

E.ON Ruhrgas owns numerous shareholdings in integrated gas companies, gas distribution companies and 
municipal utilities through its subsidiaries ERI and ‘rhiiga. 

ERI holds primarily minority shareholdings in European integrated and regional gas distribution companies 
and in German regional gas distribution companies, while Thiiga holds primarily minority shareholdings in about 
100 regional and municipal utilities in Gerniany. In addition, Thiiga’s main international shareholdings, most of 
which are held through its wholly owned Italian subsidiary ‘rhiiga Italia S.r.1. (“Thiiga Italia”), are its majority 
shareholdings in five Italian gas distribution companies and one sales company, as well as two minority 
shareholdings in other Italian energy companies, including one municipal utility. 

ERI: As of December 31, 2005, ERI’s portfolio of shareholdings included primarily minority stakes in 
three domestic and 17 foreign companies. In 2005, ERI (including its fully consolidated shareholdings) 
contributed sales of €89 I .9 million (approximately 6.0 percent of E.ON Ruhrgas’ total sales, excluding natural 
gas and electricity taxes) and had sales volumes of 46.5 billion kWh in 2005 (2004: 30.1 billion kWh). 

In March 2006, ERI expects to acquire shareholdings in certain businesses of the Hungarian gas company 
MOL. For details, see “-- Overview.” 
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Gernzarzy. As of December 31, 2005, ERI held interests in the following regional gas distribution 
companies: 

Share held 
by ERI 

Shareholding % 

Femgas Nordbayem GmbH(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  53.10 
Gas-Union GmbH(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  25.93 
Saar Ferngas AG( 1 )  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20.00 

( 1 )  Interest held via ERI’s wholly-owned subsidiary RGE Holding GnibH. 

These companies are also customers of E.ON Ruhrgas. Other German gas companies also hold interests in 

As of December 31, 2005, ERI held interests in the following operating companies in 

certain of these companies. 

countries outside of Germany, primarily in central Europe and the Nordic region: 
Zizterizational. 

Share held 
by ERI 

% Sl~archulding ----- 
Gasnor AS, Norway..  . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . .  14.00 
Nova Naturgas AB, Sweden . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . .  29.59 
Gasum Oy, Finland . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . .  20.00 
AS Eesti Gads, Estonia . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . .  33.66 
JSC Latvijas Gaze, Latvia. . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . .  41.23 
AB Lietuvos Dujos. Lithuania . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
therminvest Sp.z o.o., Poland(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Inwestycyjna Spolka Energetyczna Sp.2. 0.0. (I-), Poland . . . . . . . . . . . . . . . . .  
Szczencinska Energetyka Cieplna Sp.z 0.0. (SECS), Poland( 1) . . . . . . . . . . . . . .  
EUROPGAS as. ,  Cz,ech Republic(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Colonia-Cluj-Napoca-Energie S.R.L,. (CCNE), Romania. . . . . . . . . . . . . . . . . . . .  
E.ON Ruhrgas Mittel- und Osteuropa GmbH(3) . . . . . . . . . . . . . . . . . . . . . . . . . .  
Nafta as., Slovakia . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  40.27 

Ekopur d.o.o., Slovenia(4) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  100.00 
SOTEG - SociCtC de Transport de Gaz S.A., Luxembourg . . . . . . . . . . . . . . . . .  
Holdigaz SA, Switzerland . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2.21 

38.91 
100.00 
50.00 
32.13 
50.00 
33.33 

100.00 

S.C. Congaz S.A., Romani . . . . . . . . . . . . . . . . . . . . . . . . . . .  28.59 

20.00 

(1) The shareholdings in these companies are expected to be transferred to E.DIS energia sp.z 0.0. of the Central 

(2) EUROPGAS as. holds 50.0 percent of SPP Bohemia a s .  and 48.18 percent of MoravskC naftovC doly as. 

(3) E.ON Ruhrgas Mittel- und Osteuropa GmbH has an indirect interest of 24.50 percent in SPP, Slovakia. 

(4) Ekopur d.o.0. holds 6.52 percent of Geoplin d.0.o. in Slovenia. 

Europe market unit in 2006. 

(MND) in the Czech Republic. 

As with its German shareholdings, ERI holds some stakes in companies which are customers of E.ON 
Ruhrgas. 

Thiiga holds primarily minority shareholdings in about 100 regional and municipal utilities in 
Germany. In addition, Thiiga’s main international shareholdings, most of which are held through its wholly 
owned Italian subsidiary Thiiga Italia, are its majority shareholdings in five Italian gas distribution companies and 
one sales company, as well as two minority shareholdings in other Italian energy companies, including one 

Thiiga: 
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municipal utility. Through its majority and minority shareholdings in Italian gas distribution and sales companies, 
Thiiga supplied natural gas to approximately 750,000 end customers in Italy in 2005, primarily in the regions of 
Lombardy, Emilia Romagna, Veneto, Friuli Venezia-Giulia and Piedmont. With respect to its minority 
shareholdings, Thiiga is an active shareholder, offering operational competence as well as other services. In 2005, 
‘rhiiga contributed sales of €956.1 million (approximately 6.5 percent of E D N  Ruhrgas’ total sales, excluding 
natural gas and electricity taxes). Thiiga increased its gas sales volumes by 7.7 percent to 22.5 billion kWh in 
2005 from 20.9 billion kWh in 2004, primarily as a result of changes in the scope of consolidation of the Italian 
business. 

As of December 3 1, 2005, E.ON Ruhrgas Thiiga Holding GmbH held 8 1 I 1 percent of Thiiga and E.ON 
Energie, through its subsidiary Contigas, held the remaining 18.9 percent. 

Energie AG (HSE) from ERI. 

municipal utilities. The top ten shareholdings in terms of total sales in 2005 are as follows: 

Among other acquisitions in 2005, in July Thiiga acquired an additional 21.2 percent of HEAG Siidhessische 

As of December 3 1 ,  2005, Thiiga held interests in operating companies which are primarily Gemzany. 

Shareholding 

Share held 
by Thiiga 

(fin 

Stadtwerke Hannover Aktiengesellschaft . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . .  24.00 

Mainova Aktiengesellschaft . I . . , . . ....................... 24.44 
Gasag Berliner Gaswerke Aktiengesellsc . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  36.85 

HEAG Siidhessische Energie AG (HSE) . . I ” .  . 

Erdgas Siidbayem GmbH . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  50.00 

N-ERGIE Aktiengesellschaft . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

badenova AG & Co. KG . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  47.30 

DREWAG-Stadtwerke Dresden GmbH . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10.00 

Stadtwerke Duisburg AG. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  20.00 
Stadtwerke Karlsruhe GmbH. . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  10.00 

ZizterizationaL 

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

As of December 3 1, 2005, Thiiga held mainly the following shareholdings in privately 
owned gas distribution and sales companies as well as in one municipal utility in Italy: 

Shareholding 

E.ON Veridita S.r.1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
ThiigaLaghi S.r.1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Thiiga Mediterranea S”r.1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Thiiga Orobica S.r.1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Thiiga Triveneto S.r.1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
G.E.I. S.p.A. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
AMGA Azienda Multiservizi S.p.A. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Thiiga Padana S.r.1 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Share held 
by Thiiga 

% 

100.00 
100.00 
100.00 
100.00 
100.00 
100.00 
48.94 
2 1.60 

-- 

Competitive Environment 

Along with oil and lignitelhard coal, natural gas is one of the three primary sources of energy used in 
Germany. Gas is currently used for a little more than 20 percent of Germany’s energy consumption and satisfies 
about a third of the energy demand of the German industrial and commerciallresidential sectors. Competing 
sources of energy include electricity and coal in all sectors, gas oil and district heating in the commer- 
cial/residential sector and gas oil and heavy fuel oil in the industrial sector. Natural gas is also used, but to a more 
limited extent, as an energy source for power stations. Since the 1970s, natural gas has made particular gains in 
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the residential space heating market, where it is marketed as a modern and environmentally-friendly energy 
source for heating homes. At year-end 2005, approximately 48 percent of German homes were heated using gas, 
making gas the leading energy source for this market. In 2005, gas was chosen as the heating method for 
approximately 75 percent of new homes under construction. 

The German gas market has always been characterized by competition. Approximately I5 independent 
companies are active in the regional and supraregional distribution of gas. Competition has increased since the 
early 199Os, when Wingas entered the gas transmission market by building its own pipeline infrastructure. 
Wingas’ pipeline network currently has a length of more than 2,000 km, compared with the E.ON Ruhrgas 
pipeline network length of over 11,000 km. The market entry of Wingas has led to increased price competition 
not only in areas close to the Wingas system, but all over Germany. Since 2000, when the first association 
agreement was signed, third party access has developed dynamically. Since July 2005, access to German gas 
networks has been governed by a new legal framework which is set forth in the Energy Law of 2005. For 
information on this new legal framework, see “- Regulatory Environment.” 

Within the German gas market, E.ON Ruhrgas competes with domestic and foreign gas companies, the gas 
subsidiaries of oil producers and pure trading companies. Major domestic competitors include RWE Energy, 
Shell and ExxonMobil as successors of the former BEB sales division, Verbundnetz Gas AG (“VNG”) and 
Wingas, while foreign competitors include Gaz, de France, BP Energie, Econgas, Ecoswitch, Essent and Nuon. 
E.ON Ruhrgas currently en,joys a strong market position, supplying approximately 56 percent of all gas 
consumed in Germany in 2005. Nevertheless, E.ON Ruhrgas considers competition in the German gas market to 
be vigorous, with both new and established competitors vying for the business of E.ON Ruhrgas’ direct and 
indirect customers. E.ON Ruhrgas believes it was able to successfully compete in 2005 by remaining flexible in 
its contract and price negotiations and by offering attractive terms and services to its established and potential 
customers. Due to likely increasing competition in the transmission business in Germany, however, E.ON 
Ruhrgas Transport may not be able to renew some of its existing transportation contracts when they expire, or to 
gain new contracts. This may have the effect of leaving E.ON Ruhrgas Transport with excess transmission 
capacity. 

Gas prices in gas supply contracts are mostly linked to the price of competing fuels, primarily gas oil or 
heavy fuel oil. The prices for end consumers fluctuate according to oil price developments as well, thereby 
maintaining competitive prices compared to oil products independent of oil price level. Gas prices in Germany 
are also affected by applicable taxes on fossil fuels. In Germany, customers in the commercial/residential sector 
pay gas prices that include at least 0.67 €cent/kWh in duties and taxes, while industrial customers pay up to 0.47 
€cent/kWh in duties and taxes. In 2005, global energy prices rose significantly, though natural gas prices rose less 
steeply than oil prices. Like other gas companies, E.ON Ruhrgas adjusted its sales prices in 2005 to reflect the 
higher price levels. In addition, rising oil prices led to further gas price increases as of the beginning of 2006, and 
more increases are expected in 2006 due to the price linkage between oil and gas. Recently there have been 
massive consumer complaints on rising gas prices. For information on investigations of gas prices charged by 
some German utilities, including ut es in which E.ON Ruhrgas and E.ON Energie hold interests, see “Item 3. 
Key Information - Risk Factors.” 

In the context of the debate on long-term contracts, which the Federal Cartel Office (Bundeskarrellamt) 
considers to be an obstacle to competition, E.ON Ruhrgas has offered those of its German distribution customers 
and municipal utilities that are supplied with more than SO percent of their total gas requirements by E.ON 
Ruhrgas the termination of the existing contracts by October 1, 2008 in conjunction with a right to reduce their 
contractual amounts to 50 percent of their total gas purchases by either October 1, 2006 or October 1, 2007. 
Currently there is no indication as to how marly customers will accept this offer. Sales contracts with distribution 
companies, where E.ON Ruhrgas supplies less than SO percent of their total gas purchases, and with industrial 
customers are not affected. In connection with an agreement reached with the Competition Directorate-General of 
the European Commission, E O N  Ruhrgas also introduced an entry/exit system for third party access to its gas 
transmission system in November 2004. For details, see “-Transmission and Storage - E.ON Ruhrgas 
Transport.” In E.ON Ruhrgas’ opinion, these actions have had a considerable influence on the competitive 
environment in Germany. In addition, the Second Gas Directive and the Energy Law of 2005 are expected to 
further change competition in the gas industry. See ‘ I -  Regulatory Environment.” E.ON Ruhrgas cannot 
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currently predict the form and extent of such changes, or whether these changes will have a negative effect on 
E.ON Ruhrgas’ ability to compete and results of operations. See also “Item 3. Key Information -Risk Factors.” 

Outside Germany, the gas markets in which E.ON Ruhrgas operates are also subject to strong competition. 
The Company cannot guarantee i t  will be able to compete successfully in the gas markets in which it is already 
present or in new gas markets E.ON Ruhrgas may enter. 

U.K. 
Overview 

E.ON UK is one of the leading integrated electricity and gas companies in the United Kingdom. It was 
formed as one of the four successor companies to the former Central Electricity Generating Board as part of the 
privatization of the electricity industry in the United Kingdom in 1989. E O N  UK and its associated companies 
are actively involved in electricity generation, distribution, retail and trading. As of December 3 1, 2005, E.ON 
UK owned or through joint ventures had an attributable interest in 10,547 MW of generation capacity, including 
577 MW of CHP plants and 233 M W  of operational wind and hydroelectric generation capacity. E.ON UK 
served approximately 8.6 million electricity and gas customer accounts at December 31, 2005 and its Central 
Networks business served 4.9 million customer connections. The U.K. market unit recorded sales of €1 0.2 billion 
in 2005 and adjusted EBIT of E963 million. 

Operations 

In the United Kingdom, electricity generated at power stations is delivered to consumers through an 
integrated transmission and distribution system. For information about the principal segments of the electricity 
industry, see “- Central Europe - Operations.” All electricity transmission in Great Britain is operated by 
National Grid Transco plc (“National Grid”). 

E O N  UK operates significant wholesale and retail gas businesses and engages in gas trading. The company 
served approximately 8.6 million customer accounts at December 3 1, 2005, including approximately 5.6 million 
electricity customer accounts, 2.8 million gas customer accounts and 0.1 million industrial and commercial 
electricity and gas customer accounts. With effect from July 2006, 0.1 million fixed line telephone customer 
accounts previously serviced by Powergen are expected to be sold to Telstra, which already manages these 
accounts. E.ON UK’s Central Networks distribution business served 4.9 million customer connections as of the 
end of 2005. 

In the first half of 2005, E.ON UK acquired, in two tranches, 100 percent of the equity of Enfield Energy 
Centre Ltd. (“Enfield”) from NRG, El Paso and Indeck. Enfield operates a gas-fired power station near London. 
With an installed capacity of 392 MW, the power station can generate enough electricity for 300,000 homes. In 
July 2005, E.ON UK acquired Holford Gas Storage Limited (“HGSL”) from Scottish Power Energy Manage- 
ment Limited. HGSL was formed to develop one of the U.K.’s largest underground gas storage facilities in 
Cheshire in northwest England, a project for which it has already received planning approval. 

The U.K. market unit comprises the non-regulated business, including energy wholesale (generation and 
energy trading) and retail, the regulated distribution business, and other activities, such as certain non-distribution 
assets arid the E.ON UK corporate center. In 2005, electricity accounted for approximately 68 percent of E.ON 
UK’s sales, gas revenues accounted for approximately 32 percent and other activities accounted for less than 
1 percent. 
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The following table sets forth the sources and sales channels of electric power in E.ON UK‘s operations 
during each of 2005 and 2004: 

Total Total 
2005 2004 % 

Sources of Power million kWh million kWh Change 

Own production(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . .  37,255 34,9 16 +6.7 
Purchased power from power stations in which E.ON 

IJK has an interest of 50 percent or less. . . . . . . . .  627 2,047 -69.4 
Power purchased from other suppliers(2) . . . . . . . . . .  39,224 47,087 -1 6.7 
Power used for operating purposes, network losses 

(1,976) +7.0 -- and pump storage , , . . . . I . . . . I . . I , . . I . . . (2,114) 

Net power supplied(3). . . . . . . . . . . . . . . . . . . . . . . .  74,992 82,074 -8.6 

-~ Sales of Power 

Mass market sales (residential customers and small 
and medium sized enterprises) . . . . . . . . . . . . . . . . .  37,314 36,189 +3.1 

Industrial and commercial sales(4) . . . . . . . . . . . . . . . .  22,301 26,528 -1.5.9 
Market sales(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  15,377 19,357 -20.6 

Net power sold(3) . . . . . . . . . . . . . . . . . . . . . . . . . . .  74,992 82,074 -8.6 

( I )  The increase in own production in 2005 was primarily attributable to the fact that the Killingholrne power 
plant was returned to service and the Enfield power station was acquired in 2005. 

(2) Power purchased from other suppliers and market sales decreased in 2005 compared with 2004 primarily due 
to lower sales to industrial and commercial customers and optimization decisions associated with E.ON UK’s 
hedging strategy. 

(3) Excluding proprietary trading volumes. For infomiation on proprietary trading volumes, see “- Energy 
Wholesale - Energy Trading.’’ 

(4) During 2005, the industrial and commercial sales business continued to focus on securing profitable 
customers, which resulted in lower sales volumes in 2005 conipared with 2004. 

The following table sets forth the sources and sales channels of gas in E.ON UK’s operations during each of 
the periods presented: 

Total Total 
2005 2004 % 

Sources of Gas million kWh million kWh Change 

Long-term gas supply contracts . . . . . . . . . . . . . . . . . .  48,43 1 49,494 -2.1 
Market purchases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  134,04 I 126,400 +6.0 

Total gas supplied(1). . . . . . . . . . . . . . . . . . . . . . . . .  182,472 175,894 ~ 3 . 7  
-- 

Sale and Use of Gas 

Gas used for own generation .................... 40,318 39,023 +3.3 
Sales to industrial and commercial customers(2) . . . .  32,590 35,946 -9.3 
Sales to retail mass market customers . . . . . . . . . . . . .  67,671 66,22 1 +2.2 
Market sales.. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  41,893 34,704 +20.7 

Total gas used and sold( 1) .................... 182,472 175,894 +3.7 

(1)  Excluding proprietary trading volumes. For information on proprietary trading volumes, see “- Energy 
Wholesale - Energy Trading.” 
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(2) During 2005, the industrial and commercial sales business continued to focus on securing profitable 
customers, which resulted in lower sales volumes in  2005 compared with 2004. 

Market Environment 

E.ON UK primarily operates in the electricity generation, gas shipping, electricity and gas trading and the 
electricity and gas retail energy markets in Great Britain (England, Wales and Scotland) and in the market for 
electricity distribution in England. 

Electricity. Demand for electricity in the United Kingdom has been relatively stable in recent years. In the 
near term, E.ON UK expects electricity demand in the United Kingdom to grow by an average of between 1 to 
2 percent per annum under normal weather conditions. 

The principal commercial features of the electricity industry in the United Kingdom in recent years have 
been increasing competition in supply through a principle of open access to the transmission and distribution 
systems. Suppliers are free to compete with each other in supplying electricity to consumers anywhere within 
England, Wales and Scotland. All electricity supply (retail) and distribution activities were separated in Great 
Britain in 2001, splitting the market into a liberalized supply sector and a regulated network distribution sector. 

On April 1, 2005, a new set of rules known as the British Elecoicity Trading and Transmission 
Arrangements (BETTA) was introduced in England, Wales and Scotland. This extended the existing NETA 
arrangements in force in England and Wales to Scotland, providing a market-based framework for electricity 
trading and wholesale sales, as well as a method of settling trading imbalances and a mechanism for maintaining 
the stability of the network. Trading activities are characterized by bilateral contracts for the purchase and sale of 
bulk power and are carried out both on exchanges and over the counter. The Office of Gas and Electricity Markets 
(“Ofgem”) is responsible for regulatory oversight of BETTA. 

E.ON UK believes that it is able to compete more effectively in Scotland following BETTA’S introductiori 
which represents approximately 10 percent of the electricity market in Great Britain as a whole. 

The combined pressure of overcapacity, an increasingly fragmented generation market and the introduction 
of NETA led to significant downward pressure on wholesale electricity prices in the period from 1999 through 
2002, creating difficult trading conditions for many companies. The largest electricity generator in the United 
Kingdom, British Energy, required a government loan to continue operating and a number of generators were 
placed into administration. 

However, since April 2003, increasing generation fuel costs, security of supply concerns and expected future 
environmental costs (including the introduction of CO, emission certificates) have combined to push up 
wholesale electricity prices for forward delivery substantially. Baseload prices for 2006 delivery increased from 
approximately GBP29 per M w h  in January 2005 up to GBP52 per MWh in December 2005. Short-term 
electricity prices exhibited significant volatility during 2005 due mainly to volatile fuel input prices. In response 
to these increases in wholesale prices, U.K. suppliers, including E.ON UK, increased their retail electricity prices 
a number of times during 2005, as explained in more detail in “Retail” below. 

Natural Gas. Wholesale gas prices in the United Kingdom increased in absolute terms and were more 
volatile during 2005, driven by higher oil prices and supply and demand imbalances in the United Kingdom and 
continental Europe. Annual prices for 2006 delivery increased from approximately 32 pence per therm in January 
2005 to 62 pence per therm in December 2005. Although E.ON UK purchases gas on both U.K. and international 
trading markets, management partially mitigated these price increases by secured forward purchases to cover 
most of its requirements in 2005, switched fuel sources used by certain of its generating assets and increased 
retail prices. As noted above, E.ON UK and all of its main competitors either increased or announced increases in 
retail customer prices during 2005. 

Conzpetifion. E.ON UK’s exposure to wholesale electricity prices in the United Kingdom is partially 
hedged by the balance provided by its retail business. The retail energy market in the United Kingdom has 
consolidated over the last few years into six major competitors. Based on data from Datamonitor, Centrica, 
previously the monopoly gas supplier branded as British Gas, is currently the market leader in terms of size in 
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both gas and electricity with approximately 17.8 million customer accounts. E.ON 1.JK is the second largest 
energy retailer with approximately 8.6 million accounts, followed by Scottish and Southern Electricity with 
approximately 6.4 million accounts. The market is characterized by substantial levels of customers switching 
suppliers in any given year; approximately half of the customers in the United Kingdom have now switched either 
their gas or electricity supplier since market liberalization. However, churn levels, which measure the percentage 
of customers switching suppliers, have fallen since 2002 as the market has matured. E.ON IJK reduced its annual 
churn rate from 15.4 percent in 2004 to 14.7 percent in 2005. 

The ongoing implementation of environmental legislation is expected 
to have a significant impact on the energy market in the United Kingdom in coming years. In response, E.ON UK 
is increasing its production of electricity from renewable sources, as described in more detail below. 
Environmental measures of particular importance include: 

The TJ.K.’s renewables obligation required electricity retailers to source an increasing amount of the 
electricity they supply to retail customers from renewable sources. Under the current regime, for the 
period from April 1, 2005 until March 3 1, 2006, the renewables obligation is equal to 5.5 percent, rising 
to a figure of 15.4 percent by 2015/2016, at which point it is to remain stable until 2026/27. The 
requirement applies to all retail sales over a twelve-month period beginning on April 1 of each year, and 
Renewables Obligation Certificates (“ROCs”) are issued to generators as evidence of qualified sourcing. 
ROCs are tradeable, and retailers who fail to present Ofgem with ROCs representing the full amount of 
their renewables obligation are required to make a balancing payment in the amount of any shortfall into a 
buy-out fund. Receipts from the buy-out fund are re-distributed to holders of ROCs. 

* The United Kingdom implemented the EU Emissions Trading Directive at the beginning of 2005. The 
scheme requires companies to have CO, emission certificates in an amount equal to the CO1 emissions 
made by their fossil fuel-fired power plants with a thermal input of more than 20 MW. During 2005, the 
ZJ.K. government made an initial allocation of certificates for the first phase of the scheme (2005 to 2007) 
to owners of generating facilities, with the total number of certificates being issued equal to less than 
90 percent of emissions levels in recent years. As a result, E.ON UK had to buy 4.7 million tons of 
additional allowances in 2005. 

* The application in the United Kingdom of the EZJ Large Combustion Plant Directive may prevent coal- 
and oil-powered generation facilities that have not been fitted with specified sulphur oxide and nitrous 
oxide reduction measures from operating for more than a total of 20,000 hours starting in 2008. 

Further information on the emissions allowance trading scheme and the Large Combustion Plant Directive is 

Impacr qf Eizviroizinentnl Measures. 

given in ‘I- Regulatory Environment” and “- Environmental Matters.” 

Non-regulated Business 

Energy Wholesale 

During 2004, E.ON UK’s power generation and energy trading businesses were merged into a single 
business called “Energy Wholesale.” This change was designed to provide a greater strategic focus in the 
management of E.ON IJK’s generation and trading activities and reinforce the close operational ties between the 
two businesses. For example, the energy trading business is responsible for purchasing the fuel burned in power 
stations that are managed by the generation business. The energy trading business also decides whether E.ON UK 
should generate or purchase electricity to cover its retail obligations, depending upon the prevailing market price 
of electricity. However, for the purpose of describing the business activities of E.ON ZJK the two businesses are 
described separately since they each cover distinct areas of activity. 

Power Generation 

E.ON UK focuses on maintaining a low cost, efficient and flexible electricity generation business in order to 
compete effectively in the wholesale electricity market. As of December 31, 2005, E.ON 11JK owned either 
wholly, or through joint ventures, power stations in the IJnited Kingdom with an attributable registered generating 
capacity of 10,547 MW, including 577 MW of CHP plants and SO Mw of hydroelectric plant, while its 
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attributable portfolio of operational wind capacity stood at 183 MW. The increase in E.ON UK's generation 
capacity during the year reflected the return to service of the Killingholme plant and the purchase of the Enfield 
plant, offset in part by the return of the Speke CHP plant to the former client at the end of the contract as 
described below. Despite the increase, E.ON UK's share of the generation market in Great Britain remained 
relatively stable in 2005, at approximately 10 percent. 

E.ON UK generates electricity from a diverse portfolio of fuel sources. In 2005, approximately 56 percent of' 
E.ON UK's electricity output was fuelled by coal and approximately 42 percent by gas, of which approximately 
eight percent was from CHP schemes, with the remaining two percent being generated from hydroelectric, wind 
and oil-fired plants. E.ON UK is continuing its effort to secure a balanced and diverse portfolio of fuel sources, 
giving it the flexibility to respond to market conditions and to minimize costs. 

E.ON UK also regularly monitors the economic status of its plant in order to respond to changes in market 
conditions. This flexibility was demonstrated during 2005, when E.ON UK shut down two oil-fired units at Grain 
for the summer, and then returned these two units for winter use later in the year. Both CCGT modules at 
Killingholme were also returned to service at full capacity during 2005, the first time a CCGT plant had been 
returned to service after being mothballed in the U.K. Both actions were in response to increasing market prices 
which made the resumed operation of both plants economically attractive. 
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The following table sets forth details about E.ON UK’s electric power generation facilities in the lJnited 
Kingdom, including their total capacity, the stake held by E.ON UK and the capacity attributable to E.ON UK for 
each facility as of December 31, 2005, as well as their start-up dates: 

E O N  IJK ELECTRIC POWER STATIONS 

Power Plants 

Hard Coal 
Ironbridge U 1 ( 1 ) 
Ironbridge IJ2( I )  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Kingsnorth Ul(1) . . . . . . . . . . . . . . . .  . . . . . . . .  
Kingsnorth TJ2( 1) I . . I I I . . . . . . . . . . . . . . .  
Kingsnorth U3(1) . . . . . .  . . . . . . . . . . . . . .  
Kingsnorth U4(1) I . . . . . . . . . . . . . . . .  
Ratcliffe U1(1)(2). . . . . .  . . . . . . . . . . . . .  
Ratcliffe U2(1)(2). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Ratcliffe U4( 1)(2) . . . . . . . . . . . . . .  

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

Ratcliffe U3(1)(2) . . . . . . . . . . . . .  

Total . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . .  

Natural Gas 
Cottarn Development Centre (CDC) Module . . . . . . . . . . . . . . . . .  
Connahs Quay IJl . . . . .  . . . . . . . . . . . . . . . .  
Connahs Quay U2 . . . . . . . . . . . . . . . . .  
Connahs Quay IJ3 . . .  . . . . . . . . . . . . . . . . . . . . . .  
Connahs Quay IJ4 . . . . . . . . . . . . . . . . . . . . .  
Corby Module . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . .  

Killingholme Mod 1 ” . .  I .  

Killingholme Mod 2 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Enfield . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total 
Capacity 
Net Mw 

485 
485 
485 
485 
48.5 
485 
500 
SO0 
500 
500 

4,9 10 

400 
345 
345 
345 
345 
40 1 
392 
450 
450 -- 

E.ON UK’s Share ,_ 

Attributable 
Capacity 

70 MW - 

100.0 485 
100.0 48.5 
100.0 485 
100.0 48.5 
100.0 485 
100.0 485 
100.0 SO0 
100.0 500 
100.0 SO0 
100.0 500 

4,910 

100.0 
100.0 
100.0 
100.0 
100.0 
50.0 

100.0 
100.0 
100.0 

400 
345 
345 
345 
345 
200 
392 
450 
450 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,473 3,272 

Oil 
Grain U1 650 100.0 650 
Grain U4 . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  650 100.0 650 

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

Total . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . .  1,300 1,300 

Start-up 
Date 

”- 

1970 
19’70 
1970 
1971 
1972 
1973 
1968 
1969 
1969 
1970 

1999 
1996 
1996 
1996 
1996 
1993 
2002 
1992 
1993 

I982 
1984 
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Power Plants 

Other (including hydroelectric and wind farms) 
Grain Aux GT1 
Grain Aux GT4 
Kingsnorth Aux GT1 
Kingsnorth Aux GT4 
Ratcliffe Aux GT2 
Ratcliffe Aux GT4 ” .  I 

Taylors Lane GT2 . . .  . . . . . . . .  
Taylors Lane GT3 ~ I 

Hydroelectric . . I I . . . . . . . . . .  
. . . . . . . . . .  

Wind farms . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

CHP schemes . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total Capacity., . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

E.ON UK’s Share 

Capacity Capacity Start-up 
Net MW % MW Date 

- 
Total Attributable 

_ _ _ I ~  

28 
27 
17 
17 
17 
17 
68 
64 
50 

197 

502 

577 

10,762 

100.0 
100.0 
100.0 
100 .0 
100.0 
100.0 
100.0 
100.0 
100.0 

various 

100.0 

28 
27 
17 
17 
17 
17 
68 
64 
50 

183 

488 

577 

10 547 

_I- 

L 

1979 
I980 
1967 
1968 
1967 
1968 
1981 
1979 
1962 

various 

various 

(1) Biomass material co-fired during 2005. 
(2) In June 2005, Ratcliffe-on-Soar power station successfully completed an 18-month trial to co-fire petcoke, a 

mixture of coal and gas. The trial was required by the U.K. Environmental Agency before permission could 
be given to move to conmercial scale co-firing. A report on the trial has been submitted to the Environmental 
Agency, together with an application to move to commercial scale co-firing, and a decision is expected in 
2006. 

In addition, E.ON UK owns Edenderry Power Limited (“Edenderry”), which operates a 120 MW peat-fired 
plant in the Repiiblic of Ireland. E.ON UK also owns a minority interest in a company that operates a gas-fired 
power plant in Turkey (see “- Midlands Electricity Non-Distribution Assets” below). 

E.ON UK does not operate any nuclear power plants. Nuclear. 

Renewable Energy. E.ON UK plans to grow its renewable electricity generation business in response to the 
U.K. regulatory initiatives summarized above. E.ON UK’s wind generation projects are developed by E.ON UK 
Renewables Holdings Limited (“E.ON UK Renewables”). E.ON UK is already one of the leading developers and 
owner/operators of wind farms in the United Kingdom, with interests in 20 operational onshore and offshore 
wind farms with total capacity of 197 M W ,  of which 183 MW is attributable to E.ON UK. 

During 2004, E.ON UK completed construction of a large offshore wind farm site with a capacity of 
approximately 60 MW at Scroby Sands off the coast of East Anglia. ‘The Scroby Sands project builds on E.ON 
UK’s success in commissioning the U.K.’s first offshore wind farm at BIyth during 2001. Potential onshore and 
offshore projects with an aggregate capacity of approximately 1,100 MW are now in the development phase 
(compared with 770 MW in the development phase in 2004). 

In addition to the planned expansion of its wind farm portfolio, E.ON UK increased its generation from 
biomass in 2005 by co-firing with coal at the Kingsnorth, Iroribridge and Ratcliffe power stations, generating a 
total of 230 GWh of renewable energy by this method during the year. Work has also commenced on the 
construction of a 44 MW wood-burning plant in Lockerbie, in southwest Scotland, which when built will be the 
United Kingdom’s largest dedicated biomass plant. The start of commercial operation of the plant is planned for 
December 2007. 

During 2006, E.ON UK expects to develop its capability in marine generation (using tidal power) to position 
itself to capture future opportunities in this area. 
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As a part of its balanced approach, E.ON IJK seeks to fulfill its renewables obligation through a combination 
of its own generation, renewable energy purchased from other generators under tradeable ROC contracts and 
direct payment of any residual obligation into the buy-out fund. For the period from April 1, 2004 to March 3 I ,  
2005, E.ON UK achieved the 4.9 percent target under the renewables obligation scheme described above. 

CHP. E.ON IJK also operates large scale CHP schemes. CHP is an energy efficient technology which 
recovers heat from the power generation process and uses it for industrial processes such as steam generation, 
product drying, fermentation, sterilizing and heating. E.ON 1JK’s total operational CHP electricity capacity at 
December 31, 200.5 was 577 MW. Clients range across a number of sectors, including pharmaceuticals, 
chemicals, paper and oil refining. CHP capacity declined by 10 MW in 2005 due to the scheduled termination of 
the 10 year contract for the Speke CHP plant with Eli L.illy and Company Limited in November 2005. IJnder the 
terms of the contract, the asset was transferred back to the owner upon termination. 

Energy Trading 

E.ON 1JK’s energy trading unit engages in asset-based energy marketing in gas and electricity markets to 
assist E.ON UK in commercial risk management and the optimization of its U.K. gross margin. The energy 
trading unit plays a key role in E.ON UK’s integrated electricity and gas business in the United Kingdom by 
acting as the “commercial hub” for all energy transactions. It manages price and volume risks and seeks to 
maximize the integrated value from E.ON UK’s generation and customer assets. 

Energy trading activities include: 

* Purchasing of coal, gas and oil for power stations; 

* Dispatching generation and selling the electrical output and ancillary services provided by E.ON IJK’s 
power stations; 

* Purchasing gas and electricity as required for E.ON UK’s retail portfolio; 

* Managing the net position and risks of E.ON UK’s generation and retail portfolio; 

* Managing renewable obligations for the retail portfolio through long-term purchases and trading of ROCs; 

* Purchasing and/or trading of CO, emission certificates and other environmental products, including L.evy 
Exempt Certificates (issued in relation to the lJ.K. Climate Change L,evy); 

* Trading of weather derivatives, which assist in hedging volume variability in E.ON IJK’s retail 
business; and 

* Achieving portfolio optimization and risk management. 

E.ON IJK also engages in a controlled amount of proprietary trading in gas, power, coal, oil and CO, 
eniission certificates markets in order to take advantage of market opportunities and maintain the highest levels of 
market understanding required to support its optimization and risk management activities. The following table 
sets forth E.ON UK’s electricity and gas proprietary trading volumes for 2005 and 2004: 

2005 2004 2005 2004 
Electricity Electricity Gas Gas 

Proprietary Trading Volumes billion kWh(1) billion kWh billion kWh(1) billion kWh 

Energy bought . . . . . . . . . . I . I I 10.4 20.9 36.2 86.55 
36.2 86.55 Energy sold . . . ~. . , I . . . ~ ~. . I .  -- 20.9 - 10.4 - 

Gross volume . ~. . . . . ” . .  I .  72.4 173.1 - - - - - - - _._ 

41.8 20.8 

( 1 )  The reduction in traded gas and electricity volumes in 2005 was primarily attributable to higher market 
prices, which reduced the volume of trading E.ON UK could conduct within the risk limits established by the 
Corporate Center. 
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1 In its energy trading operations, E.ON UK uses a combination of bilateral contracts, forwards, futures, 
options contracts and swaps traded over-the-counter or on conmodity exchanges. E.ON UK also undertakes 
relatively low levels of trading in other commodities, including ROCs, environmental products and weather 
derivatives. All of E.ON UK’s energy trading operations, including its limited proprietary trading, are subject to 
E.ON’s risk management policies for energy trading. For additional information on these policies and related 
exposures, see “Item 1 1”  Quantitative and Qualitative Disclosures about Market Risk.” 

E.ON UK has in place a portfolio of fuel contracts of varying volume, duration and price, reflecting market 
conditions at the time of commitment. Coal contracts with a variety of suppliers within the United Kingdom and 
overseas ensure that supplies are secured for E.ON UK’s coal-fired plants, while maintaining enough flexibility to 
minimize the cost of generation across the total generation portfolio. E.ON UK’s coal import facilities at 
Kingsnorth power station and Gladstone Dock, Liverpool, provide secure access to international coal supplies. 

The supply of gas for E.ON UK’s CCGT and CHP plants is sourced through non-interruptible long-term gas 
supply contracts with gas producers (certain of which contain take or pay provisions), and through purchases on 
the forward and spot markets. Since October 2004, E.ON Ruhrgas has been a significant supplier of natural gas to 
E.ON UK pursuant to a long-term supply contract between the parties. The agreed framework for the E.ON 
Ruhrgas contract is essentially that of a “take or pay” arrangement. Risk management arrangements in respect of 
the volume and price risks associated with E.ON UK’s gas supply contracts are conducted through trading on the 
spot, over-the-counter and bilateral markets. For additional details on these contractual commitments, see 
“Item 5. Operating and Financial Review and Prospects - Contractual Obligations” and Notes 24 and 25 of the 
Notes to Consolidated Financial Statements. 

Retail 

E.ON UK sells electricity, gas and other energy-related products to residential, business and industrial 
customers throughout Great Britain. As of December 31, 2005, E.ON UK supplied approximately 8.6 million 
customer accounts, of which 7.9 million were residential customer accounts and 0.7 million were small and 
medium-sized business and industrial customer accounts. During the year, there was a net decrease in the total 
number of customer accounts of approximately 0.2 million as some customers switched suppliers in the wake of 
retail price increases described below. E.ON UK continues to focus on reducing the costs of its retail business, 
through efficiency improvements, more economical procurement of services and the utilization of lower cost sales 
channels. 

The residential business had approximately 7.9 million customer accounts as of 
December 3 1, 2005. Approximately 66 percent of E.ON UK’s residential customer accounts are electricity 
customers and 34 percent are gas customers. Individual retail customers who buy more than one product (ie. ,  
electricity, gas or other energy-related products) are counted as having a separate account for each product, 
although they may choose to receive a single bill for all E.ON UK-provided services. In the residential customers 
sector, E.ON UK sold 28.4 TWh of electricity and 54.1 TWh of gas in 2005, as compared with 29.2 TWh of 
electricity and 51.5 TWh of gas in 2004. 

E.ON UK targets residential customers through national marketing activities such as media advertising 
(including print, television and radio), targeted direct mail, public relations and online campaigns under its 
Powergen brand. E.ON UK also seeks to continue to exploit the high level of national awareness of its Powergen 
brand and has taken steps to enhance the strength of its brand, including the sponsorship of high profile, national 
sports competitions such as the Powergen Cups in Rugby Union and Rugby League. E.ON UK is also the main 
sponsor for Ipswich Town, a soccer team playing in the English Championship league. 

In an environment of rising wholesale energy prices and increasing environmental costs, E.ON UK, like 
other suppliers, implemented a number of electricity and gas price increases affecting residential users in 2005 
and the first quarter of 2006, though the precise level of increases varied by supplier. E.ON UK‘s increases in 
2005 amounted to 7.2 percent for electricity and 11.9 percent for gas, while those in the first quarter of 2006 
amounted to 18.4 percent for electricity and 24.4 percent for gas. At the same time, E.ON UK has also 
implemented a package of measures to limit the effects of rising wholesale costs on its most vulnerable 
customers, including free cavity wall insulation for customers aged 60 or over and offering free energy saving 
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light bulbs to all its residential customers in 2005. These initiatives contribute to the requirements placed on 
suppliers in relation to the Energy Efficiency Obligations described in “- Regulatory Environment.” 

Snzull mid Mediuni-Sized Busiizess mid Industrial and CommercEul Cwtorners. The number of accounts in 
this sector totaled approximately 0.7 million at year-end 2005, In this sector, E.ON UK sold 31.3 TWh of 
electricity and 46.1 TWh of gas in 2005, as compared with 33.5 TWh of electricity and 50.6 TWh of gas in 2004. 
E.ON UK’s focus in this area remains on acquiring and retaining the most profitable contracts available. 

In June 2005, E.ON UK acquired 100 percent of Economy Power Ltd., which supplies 45,000 small and 
medium-sized business customers with electricity. 

Other 

E.ON IJK brought together three separate businesses, metering, new connections and home installation, 
during November 2005 to form E.ON Energy Services, with the vision of providing E.ON UK customers with all 
the services they need to get connected to energy supplies, heat their homes and understand their energy use. 
E.ON Energy Services employs more than 2,300 people and manages over 2,000 contractors. Each year, E.ON 
Energy Services staff is expected to visit more than 12 million households and carry out work in 600,000 homes. 
The new energy services business was a part of both Central Networks and Retail during 2005. This business will 
be reported within the non-regulated segment beginning in 2006. 

Regulated Business 

Distribution 

The electricity distribution business i n  the United Kingdom is effectively a natural monopoly within the area 
covered by the existing network due to the cost of providing an alternative distribution network. Accordingly, it is 
highly regulated. However, new distribution licenses are available for network developments, including for those 
areas already covered by an existing distribution license, and electricity distribution could also face indirect 
competition from alternative energy sources such as gas. For details on the license system, see ‘<- Regulatory 
Environment - U.K.” 

E.ON UK’s Central Networks business manages the distribution businesses formerly operated by East 
Midlands Electricity Distribution plc (“EME”) and Midlands Electricity. The combined service area covers 
approximately 11,312 square miles extending from the Welsh border in the West to the Lincolnshire coast in the 
East and from Chesterfield in the North to the northern outskirts of Bristol in the South and contains a resident 
population of about 10 million people. The networks distribute electricity to approximately 4.9 million homes 
and businesses in the combined service area and transport virtually all electricity supplied to consumers in the 
service areas (whether by E.ON IJK’s retail business or by other suppliers). Separate distribution licenses are 
issued for the operation of the two networks but the combined business is managed by a centralized management 
team and uses the same methodology and staff to operate both networks. 

The following table sets forth the total distribution of electric power by E.ON U.K.’s Central Networks 
business for each of the periods presented: 

Total Tntol 

Distribution of Power & 
. .... _. ...~ 

2005 2004 % 
million kWh million kWh Change ~- 

Large non-domestic customers . ~ . . . . . . . I . I . . I . . . . 26,129 26,610 -1.8 
Domestic and small non-domestic customers . I I . . , , -- 31,287 30,583 +2.3 

Total . . . . . . . .  . . . . . I . . . . . . _ . . . . . . . . . . . . . . , I .  57,416 57,193 +0.4 

Distribution customers are billed on the basis of published tariffs, which are set by the company and adhere 
to Ofgern’s price control formulas. New price controls that run from April 2005 until March 2010 were agreed 
with Ofgem in December 2004. The price controls incorporate an allowed rate of return for investing in and 
operating the network, as well as a five year performance target. 
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Other 

Midlands Electricity Noli-Distribution Assets 

E.ON UK also acquired a number of non-distribution businesses in the Midlands Electricity transaction, 
including an electrical contracting operation and an electricity and gas metering business in the United Kingdom, 
as well as minority equity stakes in companies operating electricity generation plants in England, Pakistan and 
Turkey. Following disposals in 2004 and 2005, the only remaining stake is a 31.0 percent interest in Trakya 
Electric Uretin ve Ticaret A.S., which owns and operates a 478 MW CCGT plant in Turkey. E.ON UK has 
decided to retain the electricity and gas metering services business and core parts of the contracting business 
(including street lighting) within the newly-formed E.ON Energy Services business, but has closed or sold the 
non-core parts of the contracting business. 

NORDIC 

Overview 

E.ON Nordic’s principal business is the generation, distribution, marketing, sale and trading of electricity, 
gas and heat, mainly in Sweden and Finland. In 2005, it operated through the two integrated energy companies in 
which it held majority stakes, E.ON Sverige (formerly Sydkraft), the second-largest Swedish utility (on the basis 
of electricity sales and production capacity), and E.ON Finland. E.ON Nordic and its associated companies are 
actively involved in the ownership and operation of power generation facilities. As of December 31, 2005, E.ON 
Nordic owned, through E.ON Sverige and E.ON Finland, interests in power stations with a total installed capacity 
of approximately 14,982 MW, of which its attributable share was approximately 7,570 MW (not including 
mothballed and shutdown power plants). On February 2, 2006, E.ON agreed to sell its entire interest in E.ON 
Finland to the Finnish utility Fortum. See “E.ON Finland” below. 

In 2005, electricity accounted for approximately 70 percent of E.ON Nordic’s sales, heat revenues accounted 
for approximately 15 percent, gas revenues accounted for approximately 7 percent and other activities accounted 
for approximately 8 percent. In 2005, E.ON Nordic had total sales of €3.5 billion (including €402 million of 
energy taxes) and adjusted EBIT of €806 million. E.ON Sverige accounted for €3.2 billion or approximately 
92 percent of this sales total, while E.ON Finland accounted for the remaining €269 million or approximately 
8 percent of E.ON Nordic’s sales. 

E.ON Nordic is the largest shareholder in E.ON Sverige with a 55.3 percent equity and a 
56.7 percent voting interest. Statkraft, the other shareholder in E.ON Sverige, has a put option allowing it to sell 
any or all of its 44.6 percent equity interest in E.ON Sverige to E.ON Energie at any time through December IS, 
2007. 

E.ON Sverige is active in the generation, distribution, marketing and sale of electricity. In 2005, it had a total 
installed generation capacity of 7,374 MW and generated 33,272 million kWh of electricity. E.ON Sverige 
generated about SO percent of its electric power at nuclear power plants and about 46 percent at hydroelectric 
plants in 2005. The remaining 4 percent was generated using fuel oil, biomass, natural gas, wind power and 
waste. E.ON Sverige also supplies gas, is active in the heat and waste business arid conducts electricity trading 
activities. In 2005, E.ON Sverige had sales of €3.2 billion. Electricity contributed approximately 71 percent, heat 
14 percent, gas 8 percent and other 7 percent of 2005 sales. Other sales are mainly attributable to the waste 
business, as well as the company’s other activities ElektroSaridberg AB and E.ON Sverige Bredband AB. E.ON 
Sverige traded a total of approximately 73 TWh of electricity in 2005 (including both purchases and sales). E.ON 
Sverige is priniarily active in Sweden. The company also operates to a minor degree in Finland, Denmark and 
Poland. In 2005, E.ON Sverige estimated that it supplied about 14 percent of the electricity consumed by end 
users in Sweden. 

In 2003, E.ON Sverige acquired a majority stake in the Swedish utility Graninge. The stake was gradually 
increased to a 100 percent shareholding in the first half of 2004. As of the end of 2005, all of Graninge’s Swedish 
activities had been fully integrated into E.ON Sverige’s operations and are now carried out under the E.ON 
Sverige brand. This has resulted in cost savings net of integration costs in 2005. In September 2004, E.ON agreed 
further details regarding its agreement in principle with the Norwegian energy company Statkraft to sell a portion 

E.ON Sverige. 
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(1.6 TWh) of the generation capacity that E.ON Sverige had acquired as part of the Graninge acquisition to its 
minority shareholder Statkraft. This corresponds to approximately 5 percent of E.ON Sverige’s annual electricity 
production, and approximately 50 percent of the capacity it acquired with the majority stake in Graninge. In July 
2005, E.ON Sverige and Statkraft signed the corresponding agreement, whereby Statkraft would acquire a total of 
24 hydroelectric power plants. In accordance with the agreement, Statkraft took ownership of the plants in 
October 200.5. 

On January 8 and 9, 2005, a severe storm hit Sweden and devastated large areas of forest in southern 
Sweden. This had a serious effect on the distribution grid, which in some areas was destroyed. Approximately 
420,000 households in Sweden, including approximately 250,000 E.ON Sverige customers, were affected by 
power outages. Some customers, including E.ON Sverige customers, were left without electricity for several 
weeks. E.ON Sverige recorded related costs for rebuilding its distribution grid and compensating customers of 
approximately €140 million in 2005. 

Sydkraft changed its legal name to E.ON Sverige on September 16, 2005. The Company believes that the 
rebranding to E.ON Sverige positively affects E.ON Nordic’s retail operations and that rebranding allows for 
more efficient Group brand management. 

E.ON Nordic also holds a majority shareholding in E.ON Finland (formerly Espoon Sahko 
Oyj). In 200.5, E.ON Nordic was the largest shareholder in E.ON Finland with a 65.6 percent stake. The city of 
Espoo, the former majority shareholder in E.ON Finland, retains a 34.2 percent stake and the remaining 
0.2 percent of E.ON Finland, which is listed on the Helsinki Stock Exchange, is held by other shareholders. In 
September 2001, when E.ON Nordic acquired its shareholding in E.ON Finland, E.ON Nordic and the city of 
Espoo entered into a shareholders’ agreement, which contains restrictions regarding the transfer of shares in 
E.ON Finland. In April 2002, E.ON Nordic entered into a call option agreement, in which Fortum was granted a 
call option in relation to E.ON Nordic’s entire shareholding in E.ON Finland; the call option was eligible for 
exercise in the first quarter of 2005, but any sale remained subject to certain legal restrictions pursuant to the 
shareholders’ agreement with the city of Espoo. In January 2005, E.ON Nordic received notice from Fortum that 
Fortum wished to exercise its call option. E.ON Nordic then notified Fortum that E.ON Nordic was not in a 
position to transfer its shares to Fortum due to statements of the city of Espoo based on the restrictions as 
contained in the shareholders’ agreement. In February 2005, Fortum filed a request for arbitration seeking to 
enforce its call option. On January 16, 2006, the city of Espoo decided to sell its shares in E.ON Finland to 
Fortum and to approve E.ON Nordic transferring its shares in E.ON Finland to Fortum. On February 2 ,  2006, 
E.ON Nordic and Fortum signed an agreement, whereby Fortum will acquire E.ON Nordic’s entire 65.6 percent 
stake in E.ON Finland for a price of €37.12 per share, corresponding to a total of approximately €380 million. 
E.ON Nordic currently expects to record an estimated book gain of approximately €25 million on the sale, which 
is subject to the approval of the Finnish competition authorities. When the transaction is formally completed, the 
companies will simultaneously terminate the arbitration proceedings related to the transfer of E.ON Finland 
shares. In conjunction with the acquisition, E.ON and Fortum agreed that Fortum will pay an additional amount 
of €16 million to E.ON. 

E.ON Finland is active in the generation, distribution, marketing and sale of electricity and heat, as well as 
the supply of gas in Finland, primarily in the Espoo region near Helsinki and in the Joensuu region. In 2005, it 
had a total installed generation capacity of 196 MW and generated 981 million kWh of electricity. E.ON Finland 
generated about 36 percent of its electric power at coal-fired power plants and about 35 percent at gas-fired plants 
in 2005. The remaining 29 percent was generated using biomass and hydroelectric plants. In 2005, E.ON Finland 
had sales of €269 million. Electricity contributed approximately 62 percent, heat 36 percent, and other 2 percent 
of 2005 sales. E.ON Finland also has an electricity trading business and traded a total of approximately 36 TWh 
of electricity in 200.5 (including both purchases and sales). 

In 2005, E.ON Finland estimated that it supplied about 7 percent of the electricity consumed by end users in 
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Operations 

In the Nordic region, electricity generated at power stations is delivered to consumers through an integrated 
transmission and distribution system. For information about the principal segments of the electricity industry, see 
“- Central Europe - Operations.” E.ON Nordic and its associated companies are actively involved in 
electricity generation, distribution, retail and trading. 

The following table sets forth the sources and sales channels of electric power in E.ON Nordic’s operations 
during each of 2005 and 2004: 

TOM 2005 Total 2004 % 
Sources of Power million kWh million kWh Change 

Own generation . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  34,253 33,110 +3.5 
Purchased power from jointly owned power stations . . . . . . . . .  10,398 1 1,030 -5.7 

Total power procured( 1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  50,572 51,516 -1.8 

storage . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  (2,001) (2,054) -2.6 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  48,571 49,462 -1.8 

Power purchased from outside sources 5,92 I 7,376 -19.7 . . . . . . . . . . . . . . . . . . . .  

Power used for operating purposes, network losses and pump 

Sales of Power 
I 

Residential customers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  8,500 9,132 -6.9 
Commercial customers . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  13,830 14,454 -4.3 
Sales partners(2)/Nordpool . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  26,241 25,876 +1.4 

Total(1). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  48,571 49,462 -1.8 

( 1 ) Excluding physically-settled electricity trading activities. Nordic’s physically-settled electricity trading 
activities (including both purchases and sales) amounted to approximately 4 4  million kWh in each of 2005 
and 2004. 

(2) Sales partners are co-owners in E.ON Nordic’s majority-owned power plants, primarily nuclear power plants, 
to which E.ON Nordic sells electricity at prices equal to the cost of production. 

In 2005, E.ON Nordic procured a total of 50,572 kWh of electricity, including 2,001 kWh used for operating 
purposes, network losses and pumped storage. E.ON Nordic purchased a total of 10,398 kWh of power from 
power stations in which it has an interest of 50 percent or less. In addition, E.ON Nordic purchased 5,921 kWh of 
electricity from other sources, mainly from the Nordpool power exchange. In 2005, own generation volumes 
increased by approximately 2.1 billion kWh in existing operations, primarily as a result of the higher levels of 
rainfall during the year. This was partially offset by a decline in nuclear power production of approximately 
0.9 billion kWh due to the very high availability in 2004. Sales to residential and commercial customers 
decreased by approximately 1.3 billon kWh in 2005, mainly due to the January storm and continued strong 
competition. These negative effects were offset in part by the increase in hydroelectric production, which allowed 
E.ON Nordic to sell additional power on the Nordpool energy exchange. See “Item 5. Operating and Financial 
Review and Prospects - Results of Operations - Year Ended December 3 1, 2005 Compared with Year Ended 
December 3 1, 2004 - Nordic.” 

In 2005, E.ON Nordic supplied approximately 6 percent of the electricity consumed by end users in the 
Nordic countries. 
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E.ON Nordic also operates wholesale and retail gas businesses in Sweden, Denmark and Finland. The 
following table sets forth the sources and sales channels of gas in E.ON Nordic’s operations during each of 2005 
and 2004: 

Total 2005 Total 2004 YO 
million kWh million kWh Change - Sources of Gas -. 

Long-term gas supply contracts . . . . . . . . . . .  . “ . .  r . “  I . .  9,310 9,252 +0.6 
Market purchases . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  28 1 402 -30.1 

Total gas supplied . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . .  9,591 9,654 -0.7 

Gas used for own generation . . . . . . . . . . . . . . . . . . . . . . . .  2,624 2,539 +3.4 
6,963 -3.4 

- - ~ 

Sale and Use of Gas 

Sales to industrial and distribution customers , . 
Sales to residential customers.. . . . . . . . . . . . . . . . . . . . . . . . . . .  238 152 c56.6 
Market sales . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  0 0 

. I . I . I . I . . , . 6,729 

I - 
Total gas used and so ld . .  . . . . . . . . . . . . . . . . . . .  9,5’)1 9,654 -0.7 - - 

E.ON Sverige purchases gas under long-term gas supply contracts with natural gas importers. Up to 
November 1, 2004, E.ON Sverige had a long-term contract with Nova Naturgas AB (“Nova Naturgas”) for the 
supply of natural gas. As of November 1, 2004, the contract was transferred to DONG, as a consequence of 
DONG’S acquisition of the supply business of Nova Naturgas. The contract with DONG terminated at the end of 
September 2005, at which time E.ON Ruhrgas became the sole supplier of natural gas to E.ON Sverige pursuant 
to a long-term supply contract between the parties. The agreed framework for the E.ON Ruhrgas contract is 
essentially that of a “take or pay” arrangement, though it will provide E.ON Sverige with a certain amount of 
flexibility in relation to the purchase of additional quantities and the deferral of quantities not taken. 

Market Eiiviromzeiit 

Electricity. The electricity markets in Sweden and Finland have undergone major and far-reaching changes 
since the mid- 1990s. Electricity market reforms have been instituted in both countries with the goal of increasing 
efficiency and keeping electricity prices low. Market integration and increased competition were seen as means to 
attain this objective. Privatization has not been an objective, and consequently the degree of public ownership in 
the electricity supply industry is essentially unaffected by the electricity market reforms 

The first innjor step in Swedish market reform was taken in 1991, with the decision to separate transmission 
from generation. Svenska Kraftniit, established to manage the Swedish main transmission network, started 
operating in 1992. The networks were gradually opened to new p‘articipants, and legislation providing for 
competition became effective January I ,  1996. Finland instituted market competition beginning June 1, 1995. In 
1997, Finland nierged the grid operations of its two companies into a single national grid company, Fingrid. 

Today, the key feature of the Swedish and Finnish electricity markets is that there is a strict separation 
between the natural monopoly and the competitive parts of the industry. Thus, transmission and distribution, 
which are seen as natural monopolies, are separated from generation, retail sales and trading. In order to make 
competition in generation and retail sales possible, third party access to transmission and distribution networks is 
guaranteed. The prices and quality of transmission and distribution services are subject to regulation by a sector- 
specific regulator in each country. Moreover, in each country a central transmission system operator is 
responsible for the stability of the system. Thus, although there is a comnion spot market and free trade across the 
national borders, system control remains a national responsibility. 

Following deregulation, the electricity trading market in Sweden, Finland, Norway and Denmark (the 
“Nordic countries”) is a liquid and transparent commodity market with trading taking place through the Nordic 
electricity exchange Nordpool. The market participants at Nordpool include power generators, distributors, 
industrial companies, other end users and portfolio managers. The electricity exchange markets consist of a spot 
market (delivery in the next 24-hour period), a financial market (contracts of up to four years for longer term 
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hedging) and clearing operations. The current volume of electricity traded at the Nordpool spot market exchange 
is equal to more than 40 percent of underlying consumption in the Nordic countries. As a result, pricing in the 
Nordic market has become increasingly efficient, with reduced transaction costs and high transparency. In 
addition, the exchange price is used as a reference price for a large part of bilateral trading contracts. The prices 
on the spot and forward markets are generally used as the basis for sales contracts with end customers. 

The electricity supply system in the Nordic countries is highly dependent on the hydro power systems in 
Norway and Sweden. 'The inflow of water in  the two countries is generally well correlated, i.e. low inflow in 
Norway usually coincides with a low inflow in Sweden. On a region-wide basis, this means that hydro power 
generation varies widely between dry and rainy years. In a normal year, total hydro power generation in the 
Nordic countries amounts to approximately 190-200 TWh. Hydro power has relatively low variable costs and is 
therefore the generation source that is the first to be put to use (base load). When the water level of hydro power 
reservoirs decreases, other sources of power generation have to be put into operation at increasing marginal cost. 
Although long-term precipitation is relatively stable in the region, wide variations occur in the short term both 
within individual years and between years. As a result, the price on the Nordpool electricity spot market can vary 
widely both within a given year and between years. 

Since the introduction of the EU emissions trading scheme on January 1, 2005, CO, emission certificates 
have had a significant impact on electricity prices also in the Nordic countries. The price of certificates is 
correlated to fuel prices and to some degree to the hydrology in the Nordic countries as well as in the rest of the 
EU. In dry years, the demand for CO, emission certificates will potentially increase, while a decrease in demand 
can be expected in wet years. This can markedly increase the volatility of electricity prices. 

In 2003, which was a dry year, the total volume of electrical energy generated by hydro power in the Nordic 
countries was 168 TWh. The system price, Le. the traded price on Nordpool, reached levels of over 120 Sre/kWh 
in the beginning of 2003 and did not drop below 30 ore/kWh until the end of March. Compared to this, prices in 
earlier years exceeded 30 ore/kWh only on a few occasions. During the summer of 2003, the price decreased to 
20 SrelkWh, and then rose to levels between 25 and 30 ore/kWh during the autumn and winter. 

In 2004, the total volume of electrical energy generated by hydro power was 183 TWh. In the beginning of 
2004, electricity prices in Sweden remained at levels between 25 and 30 ore/kWh. Prices on the spot market as 
well as on the forward markets had a peak during summer and early autumn, with the spot price reaching levels 
of almost 40 SrekWh. By the fourth quarter, more normal levels of rainfall during the course of the year allowed 
reservoir levels to recover and at year-end reservoirs were near normal levels. At year-end, electricity spot prices 
were quoted at levels of 22 ore/kWh. 

In 2005, which was a wet year, the total volume of electrical energy generated by hydro power in the Nordic 
countries was 221 TWh. The year started with warm weather in January and February and after a cold March the 
rest of the year was a bit warmer than normal. The hydrological balance started at a level above normal and 
reached a peak of 16 TWh above normal in the beginning of the year. Reservoir levels decreased to normal at the 
end of the year. The introduction of. the EU emissions trading scheme in January resulted in generally higher 
prices for electricity. The average electricity spot price in 2005 amounted to 27 ore/kWh. 

Electricity consumption in the Nordic countries decreased during 2002 and 2003, before recovering in 2004. 
In 2001 there was a demand of 393 TWh, which fell in 2002 to 388 'IWh and in 2003 to 380 TWh, with the 
decrease in demand being due to high electricity prices following the extremely dry autumn of 2002. In 2004 and 
2005, electricity consumption recovered to around 390 TWh and 393 TWh, respectively. 

In May 2003, the Swedish government introduced an electricity certificate system to support renewable 
electrical energy. This is a market-based support system in which the price of the electricity certificates is the 
result of the relationship between supply and demand on the electricity certificate market. The aim of the system 
is to increase the volume of electricity produced from renewable sources by 10 TWh by 2010 as compared with 
the 2002 level. Electricity certificates are granted by the Swedish government to generators of electricity from 
renewable sources. For every MWh of electricity produced from such sources the generator is given one 
certificate that it can sell in addition to the electricity generated. In order to create a demand for electricity 
certificates, it is mandatory for most electricity end users (including residential customers) to purchase a certain 
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number of certificates in proportion to their consumption. This is known as the quota obligation. During 2004, the 
average quota obligation amounted to 8. I percent of electricity consumed. In 2005, the average quota obligation 
amounted to 10.4 percent. The quota obligation is scheduled to gradually increase up to 16.9 percent in 2010. 
Any applicable end user who fails to meet this quota obligation must instead pay a quota obligation charge to the 
Swedish government. The electricity certificate scheme is currently under revision. In July 2005, the government 
proposed a number of amendments to the relevant law, including an increased level from I O  TWh renewable 
generation sources to 15 TWh by 2016, a prolongation of the overall support system until 2030 and the creation 
of a common certificate market with Norway. A new law proposal is expected in  spring 2006 and parliament 
approval in mid-2006. E.ON Nordic believes that the proposed changes will positively affect its existing 
renewable energy generation sources and significantly reduce the uncertainty for future investments. 

E.ON Nordic’s main competitors in the Nordic generation market are the Swedish energy company 
Vattenfall AB (“Vattenfall”), the Finnish utility Fortuni and the Norwegian energy company Statkraft. Vattenfall 
and Fortum are also the main competitors of E.ON Sverige in the Swedish retail market. 

Natural Cas. The Swedish gas pipeline system is constructed along the western coast of Sweden, starting 
in Dragor, Denmark and ending in Gothenburg, Sweden. Gas represents 20 percent of the total energy supply in 
this region, while at the national level, it comprises somewhat less than 2 percent of Sweden’s total energy 
supply. In 200.5, gas consumption in Sweden amounted to approximately 10 TWh. The Swedish gas market is 
characterized by a small number of companies and a high degree of vertical integration. There are currently about 
ten competitors active in the Swedish market, with E.ON Sverige accounting for the distribution and sale of 
approximately half of all gas distributed and sold in Sweden in 2005. The major Competitors in the end customer 
market are municipally owned companies with customers mainly in the geographic area of their municipality. 
The most important of those are Goteborgs Energi, Oresundskraft and Lands Energi. In addition, the Danish gas 
company DONG competes in the Swedish gas market. See also “- Regulatory Environment.” 

Disrrici Heating. District heating supplies residential buildings, commercial premises and industries with 
heat for space heating and residential hot water production. 

In Sweden, most district heating companies are still owned by municipalities, although the current trend is 
for large energy groups to acquire municipal companies. E.ON Sverige is actively participating in this 
privatization process. District heating is not price-controlled. The price of competing alternatives serves, however, 
as a ceiling for the prices that district heating companies can charge. Similar to Sweden, Finland does not regulate 
district heating prices or revenues. 

Power Generation 

General. E.ON Nordic owns interests in electric power generation facilities in Sweden and Finland with a 
total installed capacity of approximately 14,982 MW, its attributable share of which is approximately 7,570 MW 
(not including mothballed, shutdown or reduced power plants). 

E.ON Nordic generates electricity primarily at nuclear and hydroelectric power plants, with a small 
percentage generated at other types of power plants. In 2005, approximately 48 percent of E.ON Nordic’s electric 
output was fuelled by nuclear, 45 percent by hydroelectric, and the remaining 7 percent by other fuels including 
oil, hard coal, biomass, natural gas, wind and waste. 

Based on the consolidation principles under U S .  GAAP, E.ON Nordic reports 100 percent of revenues and 
expenses from majority-owned power plants in its consolidated accounts without any deduction for minority 
interests. Conversely, 50 percent and minority-owned power plants are accounted for by the equity method. 
Power generation i n  jointly owned plants is generally reported based on E.ON’s ownership percentage. 
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The following table sets forth E.ON Nordic’s major electric power generation facilities (including 
cogeneration plants). the total capacity. the stake held by E.ON Sverige or E.ON Finland and the capacity 
attributable to E.ON Sverige or E.ON Finland for each facility as of December 3 1.  2005. and their start-up dates . 

E.ON NORDIC ELECTRIC POWER STATIONS 
E.ON Sveripe’s/X.ON 

Power Plants 

Nuclear 
Forsmark l(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Forsmark 2(S) ........................ 

Oskarshamn I(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Oskarshamn II(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Oskarshamn III(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Ringhals 1(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Ringhals 2(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Ringhals 4(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Forsmark 3(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . .  

Ringhals 3(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Hydroelectric 
Balforsen(S) . . . . . . . .  ..................... 
Bergeforsen(S) . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . .  
Bjurfors nedre(S) . . . . . .  . . . . . . . . . . . . . . . . . . . . .  
BlasjGn(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Degerforsen(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Edensforsen(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Edsele(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Forsse(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Gulsele(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Hallby(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Harnmarforsen(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total 
Capacity 
Net MW 

1 .  018 
95 1 

1. 190 
467 
602 

I .  160 
873 
870 
920 
910 

8. 961 

88 
160 
78 
60 
63 
67 
60 
52 
64 
84 
79 

Hansele(S) 223 
Hjalta(S) 178 
Jbvagsforsen(S) 100 
Korselbranna(S) 130 
Moforsen(S) 135 
Olden (Langan)(S) 112 
Pengfors(S) 52 
Ramsele(S) 157 
Rdtan(S) 60 
Sollefteaforsen(S) 61 
Stensjon (Harkan)(S) 95 
Storfinnforsen(S) 112 

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

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

. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
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Finland.; Share 
Attributable 

Capacity 
% MW .. ~- . 

9.3 95 
9.3 88 

10.8 I29 
54.5 255 
54.5 328 
54.5 632 
29.6 258 
29.6 25 8 
29.6 272 
29.6 269 

2. 584 - 

100.0 88 
44.0 70 

100.0 78 
50.0 30 

100.0 63 
96.5 65 

100.0 60 
100.0 52 
65.0 42 
65.0 55 

100.0 ‘79 
50.6 I13 

100.0 178 
94.9 95 

100.0 130 
100.0 135 
100.0 112 
65.0 34 

100.0 157 
100.0 60 
50.0 31 
50.0 48 

100.0 112 

Start-up 
Date 

1980 
1981 
1985 
1972 
1974 
1985 
1976 
1975 
1981 
1983 

1958 
1955 
1959 
1957 
1965 
1956 
1965 
1968 
1955 
1970 
1928 
1957 
1949 
1975 
1961 
1968 
1974 
1954 
1958 
1968 
Tba 
1968 
1953 
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EON Sverige's/E.ON 
Finland's Share 

Attributable Total 
Capacity Capacity Start-up 
NetMW % MW Date - -  Power Plants 

_ I ~  

Hydroelectric (continued) 

Other ( ( 5 0  MW installed capacity) 
Trangfors( S) . . . . . . . . . . . . . . . . .  73 

874 

Total . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . .  3,217 

Fuel Oil 
Barseback GT(S) " .  . . . . . . . . . . . . . . . . . .  84 
Brivalla(S) I " .  . . . . . . . . . . . . . . . . . . . .  240 
Halmstad G1 l(S) . ..................... 78 
Halnistad (31265) . . . . . . . . . . . . . . . . . . .  172 
Karlshamn G 1 (S) . . . . . . . . . . . . . . . . . . . . . . .  332 
Karlshamn G2(S) . . . . . . . . . . . . . . . . . . . . . . . . . . .  332 
Karlshamn G3(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  326 
Karskar G4(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  125 
6resundsverket GT(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  126 
Oskarshamn GT(S) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  80 
Other (<50 MW installed capacity). . . . . . . . . . . . . . . . . . . . . .  100 

Total . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  1,995 

Natural Gas 
Heleneholm (311, GI,(S)(CHP) . . . . . . . . . . . . . . . . . . . . . . . . .  130 
Suomenoja GT( l)(FIN) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  50 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  I80 

Suomenoja( l)(FIN) . . . . . . . . . . . . . . . . . . .  80 
Hard Coal 

Wind Power 
. . . . . . . . . . . . . . . . . . . . . .  19 
. . . . . . . . . . . . . . . . . . . . . .  166 

Total . . . . . . . . . . . . . . . . . . . . .  185 

Other Power Plants 
Abyverket G 1,  G2, G3(S)(CHP) 
Handela (Norrkoping)(S)(CHP) . . . . . . . . . . . . .  100 

Karskar G3(S). . . .  .................... 48 

151 

Joensuu Bio( l)(FIN) . . . . . . . . . . . . . . . . . . . . . .  65 

Total . . . . . . . . . . . . .  364 

Shutdown 
Barseback I (S)(Nuclear) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Barseback 2(S)(Nuclear) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

- 
- 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14,982 

100.0 
nla 

100.0 
100.0 
100.0 
100.0 
70.0 
70.0 
70.0 
50.0 

100.0 
54.5 

nta 

100.0 
100.0 

100.0 

nla 
nla 

100.0 
100.0 
100.0 
50.0 

25.8 
25.8 

73 
81 1 

2,77 1 
- 

- 

84 
240 

78 
172 
232 
232 
228 

63 
126 
44 
64 

1,563 __ 

130 
50 

180 
-- 
___ 

80 - 

19 
33 

52 
__ 

- - 

151 
100 
65 
24 

340 
- 

- 

7,570 - 

1975 
nla 

1974 
1972 
1973 
1993 
1971 
1971 
1973 
1968 
197 1 
1973 
nta 

1966+1970 
1989 

1977 

nla 
n la  

1 962- 1974 
1983 
1986 
1968 

1975 
1977 
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I-. 

(1) Power plant of E.ON Finland. 

(FTN) Located in Finland. 

(S) Located in Sweden 

(CHP) Combined Heat and Power Generation. 

E.ON Nordic’s total attributable capacity decreased by 401 MW compared with 2004 mostly due to the sale 
of hydroelectric power plants to Statkraft (see “- Overview - E.ON Sverige” above). 

Following receipt of the necessary approvals, E.ON Sverige plans to build a new gas-fired CHP plant in the 
Swedish city of Malm& In addition, efficiency improvements, which are aimed at increasing generation capacity, 
are planned for the nuclear reactors in Forsmark, Ringhals and Oskarshamn. The implementation of these 
efficiency measures has started in 2005. Pending receipt of thenecessary approvals, E.ON Sverige expects that all 
major efficiency improvements will have been carried out by 2010. 

Nuclear Power. In Sweden, E.ON Sverige operates three nuclear power plants (Oskarshamn I - 111), 
which provided 50 percent of its total power output in 2005 (48 percent of E.ON Nordic’s total power output in 
2005). In addition, E.ON Sverige holds minority participations in all other Swedish nuclear power reactors. E.ON 
Sverige receives a share of the electrical power produced at these plants according to its respective shareholding. 
The purchase price for this electricity is determined on the basis of the production cost. E.ON Finland does not 
own an interest in or operate any nuclear power plants. 

E.ON Sverige’s nuclear power plants are required to meet applicable Swedish safety standards, which are 
described in  “- Environn~ental Matters - Nordic.” In Sweden, nuclear waste is handled by Svensk Karnbrans- 
lehantering AB (“SKB”), which is owned by the domestic nuclear power producers and controlled by various 
state institutions. Sweden’s low and intermediate-level nuclear waste is deposited in the Repository for 
Radioactive Operational Waste, located at the Forsmark nuclear power plants. Spent nuclear fuel and other high- 
level nuclear waste are placed in temporary storage at the Central Interim Storage Facility for Spent Nuclear Fuel, 
situated near the Oskarshamn nuclear power plants. No long-term repository has yet been constructed for spent 
nuclear fuel, but SKB is planning to build a deep repository for the long-term storage of all spent nuclear fuel. 
E.ON Sverige expects that a decision will be taken on where the deep repository is to be built by 2010, with the 
first nuclear waste expected to be stored there by 2017. 

In 1997, a law concerning the phase out of nuclear power was passed pursuant to which the government can 
decide to revoke a license to conduct nuclear operations, but must compensate the owner of the nuclear plants that 
are phased out. E.ON Sverige has one nuclear reactor, Barseback I ,  which was closed under this law in 1999 and 
for which E.ON Sverige received compensation. Beginning in 2002, the Swedish government appointed a special 
negotiator whose task was to negotiate with the Swedish energy industry on behalf of the government, with the 
aim of reaching an agreement about a sustainable policy for the energy system. 

In September 2004, these negotiations were unilaterally abandoned by the Swedish government. At the same 
time, the government has opted for the phase-out of the nuclear reactor block Barseback 2, which was 
subsequently shut down i n  May 2005. The effect of a possible phase-out of Barseback 2 on E.ON Sverige had 
already been taken into account in the agreement when Barseback 1 was shut down in 1999. Based on this, a final 
agreement concerning the compensation for the closure of Barseback 2 was entered into in November 2005 
between E.ON Sverige, the Swedish government and the state-owned Swedish utility Vattenfall. The main 
coniponent of the agreement is that E.ON Sverige gets an increased shareholding in the Swedish nuclear power 
generator Ringhals AB. This will give E.ON Sverige approximately the same production capacity as before the 
closure of Barseback 2. 

Overall, there is deemed to be no effect on the balance sheet or profits of E.ON Sverige due to the pre- 
mature closure of Barseback 1 or 2. As of today, E.ON Sverige has no other nuclear power plants that have been 
explicitly targeted for early phase-out by the Swedish government. However, it is unclear if and to what extent 
E.ON Sverige will need to shut down other nuclear power plants in the future. 
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In Sweden, the financing system for the handling of high-level nuclear waste as well as the dismantling of 
es is based on a fee charged per generated kWh of electricity. The exact amount is regularly 

calculated based on assumptions about the expected period of operation for each reactor by the Swedish Nuclear 
Power Inspectorate and ultimately determined by the Swedish government. Nuclear power operators include this 
fee in the price of electricity and transfer it to the national Nuclear Waste Fund. The purpose of this fund is to 
cover all expenses incurred for the safe handling and final disposal of spent nuclear fuel, as well as for 
dismantling nuclear facilities and disposing of decommissioning waste. Expenses for other low and intermediate- 
level operational nuclear waste have to be directly covered by the nuclear operators. For this purpose, E.ON 
Sverige has made provisions totaling €7”l million as of December 31, 2005. 

In Sweden, taxes are levied on the production of nuclear power based on the installed nuclear power 
capacity. This tax amounted to approximately €7,230 per MW of thermal power i n  2005. In December 2005, the 
Swedish parliament approved an 85 percent increase in the nuclear tax effective as of January 2006. E.ON 
Sverige expects that the change will increase its related tax expense by €47 million in 2006. 

E.ON Sverige purchases fuel elements for nuclear power plants from international suppliers. E.ON Sverige 
considers the supply of uranium and fuel elements on the world market to be adequate. 

Hydroelectric. In Sweden, E.ON Sverige operates 1 I5 hydroelectric power plants, which provided 
46 percent of its total power output i n  2005 (45 percent of E.ON Nordic’s total power output in 2005). In 
addition, E.ON Finland operates one minor hydroelectric plant. Due to the presence of mountains and rivers, 
hydroelectric plants are generally located in northern Sweden. Due to natural variances in annual water inflow to 
the hydro reservoirs, hydroelectric plants can be subject to reduced operations during periods of low precipitation. 
In periods of severe water shortages, such as occurred in late 2002 and early 2003 E.ON Sverige must purchase 
electricity which cannot be generated at these plants from the market in order to meet contractual commitments. 
Conversely, following periods of high precipitation E.ON Sverige is able to generate more electricity than it 
needs to meet its commitments, and is therefore able to sell excess electricity to its sales partners or on the 
market. Thus, variances in rainfall in the region can have a significant positive or negative effect on the Nordic 
market unit’s financial and operating results. See also “Item 3. Key Information - Risk Factors.” 

Hydroelectric power plants in Sweden are subject to real estate taxes, which were increased in 2005. E.ON 
Sverige expects that its related tax expense will increase by €28 million in 2006 and rise further in 2007 due to a 
revaluation of the tax base. 

Other Power Plants. Power plants fuelled by fuel oil, hard coal, biomass, natural gas, wind power and 
waste provided the remaining 7 percent of E.ON Nordic’s total power output in 2005. Hard coal and wind power 
plants are usually used for electricity base load operations. Oil- and gas-fired plants are only used for peak load 
operations, when market prices cover the operational cost. The production planning of CHP plants is to a large 
degree dependent on temperature conditions. Fuel oil, natural gas, hard coal and biomass are generally available 
from multiple sources, though prices are determined on international commodities markets and are therefore 
sub.ject to fluctuations. Waste is purchased under supply contracts with local providers. 

Demand for power tends to be seasonal, rising in the winter months and typically resulting in additional 
electricity sales by E.ON Nordic in the first and fourth quarters. E.ON Nordic believes it has adequate sources of 
power to meet foreseeable increases in demand, whether seasonal or otherwise. 

Although E.ON’s power plants are maintained on a regular basis, there is a certain risk of failure for power 
plants of every fuel type. In September 2003, a blackout in parts of Sweden and Denmark was caused by a 
combination of a fault in the transmission grid and a failure at the power plant Oskarshamn (which is 54.5 percent 
owned by E.ON Sverige) that occurred when the plant was being returned to service following routine 
maintenance. The power plant restarted in November 2003 following a comprehensive investigation and analysis. 
No serious consequences arose from the shutdown. Depending on the associated generation capacity, the length 
of the outage and the cost of the required repair measures, the economic damage due to such failure can vary 
significantly. In order to meet contractual commitments, electricity which cannot be generated at these plants has 
to be bought from the market. Thus, as with water shortages, power plant outages can negatively affect the market 
unit’s financial and operating results. No significant unplanned outage occurred in 2004 or 2005. 
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Electricity Distribution 

E.ON Nordic and its associated companies are actively involved in electricity distribution activities in both 
Sweden and Finland. 

In Sweden, the high voltage electricity grid is managed by Svenska Kraftnat, a company owned by the 
Swedish government. Mid-voltage electricity is transmitted through a regional distribution network with a length 
of around 40,000 km, of which E.ON Sverige owns and manages 8,000 km, located in southern Sweden and 
around Sundsvall in the north of Sweden. The local distribution networks are managed by about 180 different 
grid companies, including E.ON Sverige. The length of the total local network for Sweden is about 550,000 km, 
of which E.ON Sverige owns 1 17,000 km. Balance control for the whole system is managed by Svenska Kraftnat. 

In January 2005, a severe storni hit Sweden and devastated large areas of forest in southern Sweden. This 
had a serious effect on parts of E.ON Sverige’s distribution grid, which in some areas was destroyed. For details, 
including the cost incurred by E.ON Sverige, see “--Overview.” Following this storm, E.ON Sverige has 
launched a major reinvestment program in order to secure and increase the reliability of its local and regional 
distribution grids. The focus of reinvestment activity will be on cabling insulated overhead lines in the local 
networks and securing broader “right of way” corridors in the regional networks. E.ON Sverige expects that this 
will markedly reduce its exposure to weather-related damage in the future. 

The electricity grid in Sweden is linked to the power transnlission grids in Norway, Finland and Denmark. hi 
addition, the Baltic Cable links the Swedish transmission grid to the grid of E.ON Energie in Gerniariy. The 
Baltic Cable is one ot the longest (250 kni) direct current submarine cables in the world, with a designed capacity 
of 600 MW. E.ON Sverige owns one-third of the cable, with the remaining two-thirds owned by the Norwegian 
utility Statkrafi. 

In 2005, E.ON Sverige’s distribution network served approximately one million customers, including 
approximately 590,000 customers in southern Sweden, 325,000 customers in the metropolitan areas of 
Stockholm/Orebro/Norrkoping and 85,000 customers in the Mid-Norrland region. The areas around the cities of 
Malmo (in southem Sweden), Stockholm, Orebro and Norrkijping belong to the more densely populated areas of 
Sweden, but parts of southern Sweden and Norrland are more rural areas with a lower density. 

E.ON Sverige also owns and operates local power distribution grids in Finland through Kainuun Energia Oyj 
(54,300 customers in  western Finland), with a length of 12,470 km, and Karhu Voima Oyj (16 industrial 
customers in southwest Finland), with a length of 68 km. 

The power distribution grid of E.ON Finland is located in the areas of Espoo and Joensuu. The grid has a 
system length of approximately 7,000 kin. In 2005, E.ON Finland’s distribution grid served approximately 
162.000 customers. 
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The following map shows E.ON Nordic’s current distribution areas. 

Mid-Nonlend- 

NonkBping 
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(E.ON Sverige) 

Joensuu 
(E.ON Finland) 

- Kerhu V o i m  
(E.ON Sverlge) 

-Espoo and 
sunoundings 

(E.ON Finland) 

In Sweden and Finland, electricity customers have separate contracts with a retail supplier and an electricity 
distributor. For this reason, distribution customers of E.ON Sverige and E.ON Finland may choose other retail 
suppliers and E.ON Sverige and E.ON Finland may sell electricity to customers not covered by their own power 
transmission grids. For information on grid access, see “- Regulatory Environment - Nordic.” 

Gas Dishibution 

The Swedish gas pipeline system is constructed along the western coast of Sweden, starting in Dragor, 
Denmark and ending in Gothenburg, Sweden. Gas represents 20 percent of total energy supply in the Nordic 
region, while at the national level, it comprises somewhat less than 2 percent of Sweden’s total energy supply. 
The 320 kni national gas transmission pipeline is owned by Nova Naturgas, a consortium in which E.ON Ruhrgas 
holds a 29.6 percent interest. E.ON Sverige owns, operates and maintains a regional high-pressure gas pipeline 
with a length of 202 km and a low-pressure gas distribution pipeline with a length of 1,700 kin. In addition, E.ON 
Sverige has an underground gas storage facility in Getinge with a working capacity of 8.5 million m3 and a 
maximum withdrawal rate of 40 thousand m3/hour. In 2005, E.ON Sverige transported a total of 6.9 TWh of gas 
through its gas pipeline system. 

The Swedish natural gas market is currently connected to the Danish natural gas market through one supply 
route. Sweden’s strategic location between two of the largest producers, Russia and Norway, has led to the 
initiation of several studies and projects with the aim of increasing supplies to or via Sweden. E.ON Nordic is 
participating in the Baltic Gas Interconnector project promoting the construction of a pipeline between Germany, 
Sweden and Denmark. During 2004, E.ON Sverige was granted the Swedish concession for this project. The 
authorization processes in Germany and Denmark are ongoing. 

Retail 

E.ON Nordic and its associated companies sell electricity, gas and district heating, as well as other energy- 
related services, to residential and commercial customers, mainly in the southern parts of Sweden and in Finland. 
In addition, E.ON Nordic sells electricity, heat and natural gas in Denmark. 

As of December 3 1 ,  2005, E.ON Sverige supplied electricity to approximately 850,000 
electricity customer accounts in Sweden and to a minor degree in Denmark. Through its subsidiaries Kainuun 
Energia Oyj and Karhu Voima Oyj, E.ON Sverige supplied approximately 71,000 customers in Finland. Although 

Eleclricit,y. 
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\ the majority of E.ON Sverige’s customer accounts are with residential customers, the majority of its sales are 
made to commercial customers. E.ON Sverige sold a total of 19.7 ‘TWh of electricity in 2005, of which 7.0 TWh 
was delivered to residential customers and 12.7 TWh was delivered to commercial customers (including 
municipal distributors). E.ON Sverige’s electricity customers are concentrated in the south of Sweden, the areas 
of Stockholm, Orebro and Nonkoping, as well as in the Mid-Norrland region, although E.ON Sverige potentially 
serves customers throughout Sweden. 

E.ON Finland’s electricity sales operations cover all of Finland, although its customers are mainly located in 
the Espoo region. As of December 31, 2005, E.ON Finland supplied electricity to approximately 165,000 
electricity customer accounts. In 2005, E.ON Finland sold electricity totaling 2.7 TWh, of which 1.5 TWh was 
sold to residential customers and 1.2 TWh was sold to commercial customers. E.ON Finland does not sell 
electricity to distributors. 

Gas. In the Swedish gas market, E.ON Sverige supplied approximately 25,000 customers with gas in 2005. 
6.1 TWh were delivered to large industrial and (mostly municipal) distribution customers, and 0.2 W h  were 
delivered to residential customers. E.ON Sverige also supplied a small amount of gas in Denmark in 2005. 

E.ON Sverige also supplied 0.6 TWh of gas to eight industrial customers in Finland 

E.ON Finland sold 45 GWh of gas to 166 industrial customers in 2005. Overall, natural gas consumption in 
Finland is very limited in the residential customer sector. The main users of gas in Finland are power plants and 
the paper and pulp industry. 

Heal Ce Waste. E.ON Sverige sells heating, including district heating, to approximately 18,000 customers 
in Sweden and Denmark. In 2005, sales of district heating in Sweden amounted to 6.2 W h .  In Denmark, 2005 
sales amounted to 1.4 TWh. In addition, in  2005 E.ON Sverige sold a de mininzis amount of heat in Poland. E.ON 
Finland’s district heating operations are concentrated in the area of Espoo. E.ON Finland served a total of 
approximately 7,600 customers in 2005, delivering 2.5 TWh of heat. 

E.ON Nordic is also active in the Swedish waste business, mainly through E.ON Sverige SAKAB AB 
(“E.ON Sverige SAKAB”). E.ON Sverige SAKAB’s operations focus on recycling and destroying hazardous 
waste. In addition, E.ON Sverige SAKAB treats a sniall portion of household waste and industrial refuse for heat- 
recovery purposes. In 2005, E.ON Sverige’s waste activities had combined sales of €52 million. Waste volumes 
handled amounted to approximately 453,000 tons. 

Other Activities. E.ON Nordic provides distribution network and other services primarily in Sweden 
through E.ON Sverige’s subsidiary ElektroSandberg AB. E.ON Sverige Bredbarid AB is active in the broadband 
communications business. 

Trading 

E.ON Nordic conducts its energy trading activities through E.ON Sverige and E.ON Finland. The focus is on 
electricity trading on the Nordpool exchange but does to a lesser extent include other commodities such as oil, 
natural gas, CO, emission certificates and propane. 

E.ON Sverige and E.ON Finland use energy trading to optimize the value of and manage risks associated 
with their energy portfolios. E.ON Sverige also performs a limited amount of proprietary trading, as well as 
providing portfolio management services for external clients, including access to energy exchanges, advice and 
risk management for their portfolios. Since 1999, E.ON Trading Nordic AB has been fully authorized by the 
Swedish Financial Supervisory Authority to advise and conduct trading on behalf of portfolio management 
clients. 

All of E.ON Nordic’s energy trading operations, including its limited proprietary trading, are subject to 
E.ON’s risk management policies for energy trading. For additional information on these policies and related 
exposures, see “Item 1 1. Quantitative and Qualitative Disclosures about Market Risk.” 
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The following table sets forth the total volume of E.ON Nordic’s traded electric power in 2005 and 2004. 
2005 2004 

million million 
kWh kWh 9% Change - ~ -  Trading of Power 

Power sold . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  53,503 56,758 -5.7 
Power purchased . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
56,225 48,764 +15.3 -~ 

. . . .  109,728 105,522 +4.0 -- -~ 

The major part of realized trading volumes is usually contracted in the year prior to realization. Trading 
volumes increased compared to 2004, which was affected by the extremely high spot and forward prices in the 
beginning of 2003. 

1J.S. MIDWEST 

Overview 

E.ON U S .  is a diversified energy services company with businesses in power generation, retail gas and 
electric utility services, as well as asset-based energy marketing. Asset-based energy marketing involves the off- 
system sale of excess power generated by physical assets owned or controlled by E.ON U.S. and its affiliates 
pursuant to bilateral contracts with wholesale customers on negotiated ternis. E.ON U.S.’s power generation and 
retail electricity and gas services are located principally in Kentucky, with a small customer base in Virginia and 
Tennessee. As of December 31, 2005, E.ON U.S. owned or controlled aggregate generating capacity of 
approximately 7,700 MW, including E.ON TJ.S.’s interest in independent power plants of 105 MW in North 
Carolina, which is the subject of a pending sale agreement. See “- Non-regulated Businesses.” E.ON U.S.’s 
50 percent interest in a 550 MW Texas plant was sold in January 2005. In 2005, E.ON U S .  served more than one 
million customers. The U S .  Midwest market unit recorded sales of €2,045 million in 2005 and adjusted EBIT of 
€365 million. 

Operations 

In the areas of the United States in which E.ON T.J.S. operates, electricity generated at power stations is 
delivered to consumers through an integrated transmission and distribution system. For information about the 
principal segments of the electricity industry, see “- Central Europe - Operations.” In 2005, E.ON U.S. was 
actively involved in generation, transmission, distribution, retail and trading in the states in which it had utility 
operations. 

E.ON U S .  divides its operations into regulated utility and non-regulated businesses. T Jtility operations are 
subject to state regulation that sets rates charged to retail customers. 

In the regulated utility business, which accounted for approximately 96 percent of E.ON U S ’ S  revenues in 
2005 (82 percent electricity, 18 percent gas), E.ON U.S. operates two wholly-owned utility subsidiaries: 
Louisville Gas and Electric Company (“LG&E”), an electricity and natural gas utility based in Louisville, 
Kentuchy, which serves customers in Louisville and 17 surrounding counties, and Kentucky Tltilities Company 
(“KU”), an electric utility based in Lexington, Kentucky, which serves ciistomers in 77 Kentucky counties, five 
counties in Virginia and one county in Tennessee. 

E.ON U.S.’s non-regulated business, which accounted for approximately 4 percent of E.ON IJ.S.’s sales in 
2005, is primarily comprised of the operations of E.ON U.S. Capital Corp. (formerly L,G&E Capital Corp.) 
(“ECC”) and LG&E Energy Marketing Inc. (“L.EM”). 

Market Environment 

In the United States, the market environment for electricity companies varies from state to state, depending 
on the level of deregulation enacted in each ,jurisdiction. 
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The electric power industry remains highly regulated at the retail level in much of the US., including 
Kentucky, although in some parts of the country, including Virginia, it has become more competitive as a result 
of price and supply deregulation and other regulatory changes. In approximately one-third of the United States, 
retail electricity customers can now choose their electricity supplier; however, some states have begun discussing 
re-regulation. To better support a competitive industry, federal regulators are transforming the manner in which 
the electric transmission grid is operated. Transmission owning entities are being strongly encouraged by federal 
regulators to transfer individual control over the operation of their transmission systems to regional transmission 
organizations (“RTOs”). These RTOs are intended to ensure non-discriminatory and open access to the nation’s 
electric transmission system. Depending on the specifics of deregulation in the states in which they operate, 
U S .  electric utilities have adopted different strategies and structures, sometimes divesting one or more of the 
generation, transmission, distribution or supply components of their businesses. 

E.ON U.S.’s electric service territories are located in Kentucky, Virginia and ‘Tennessee. At present, due to 
the absence of customer choice or competitive market requirements in Kentucky and Tennessee and the passage 
of legislation in Virginia exempting KU from the provisions of that state’s liberalization measures, none of E.ON 
U.S.’s retail utility operations are subject to customer choice or competitive market conditions. E.ON U.S.’s 
customers are therefore generally required to purchase their electric service from E.ON U.S.’s utility subsidiaries 
at prices approved by state governmental regulators, 

E.ON U.S.’s primary retail electric service territories are located in Kentucky, which accounted for 
approximately 62 percent of E.ON U.S.’s total revenues in 2005. To date, neither the Kentucky General 
Assembly nor the Kentucky Public Service Commission (“KPSC”) have adopted or announced a plan or 
timetable for retail electric industry competition in Kentucky. However, the nature or timing of any new 
legislative or regulatory actions regarding industry restructuring or the introduction of competition and their 
impact on LG&E and KU cannot currently be predicted. 

Although retail choice became available for many customers in Virginia in January 2002 pursuant to the 
Virginia Electric Restructuring Act (the “Restructuring Act”), KU remains exempt from the provisions of the 
Restructuring Act until such time as KU provides competitive electric service to retail customers in any other 
state. During 2005, KU’s Virginia operations accounted for approximately 5 percent of KU’s total revenues and 
approximately 2 percent of E.ON U.S.’s total revenues. E.ON U.S.’s very limited Tennessee operations accounted 
for less than 1 percent of total revenues in each of 2005 and 2004. 

Over the past decade, E.ON U S .  has taken steps to keep its rates low while maintaining high levels of 
customer satisfaction, including a reduction in the number of employees; aggressive cost reduction activities; an 
increase in focus on commercial, industrial and residential customers; an increase in employee involvement and 
training; and continuous modifications of‘ its organizational structure. E.ON U S .  also strives to control costs 
through competitive bidding and process improvements. ‘The company’s perfomiance in national customer 
satisfaction surveys continues to be high. 

Seasonal variations in U S .  demand for electricity reflect the summer cooling period as the time of peak load 
requirements, with a lesser peak during the winter heating period, the latter primarily in regions which do not 
have extensive gas distribution networks. The peak period of retail gas demand is the winter heating period. 

Regulated Business 

LG&E. LG&E is a regulated public utility that generates and distributes electricity to approximately 
394,000 customers and supplies natural gas to approximately 32 1,000 customers in Louisville and adjacent areas 
of Kentucky. LG&E’s service area covers approximately 700 square miles in 17 counties. LG&E’s coal-fired 
electric generating plants, most of which are equipped with systems to reduce SO, emissions, produce a 
significant amount (97 percent) of LG&E’s electricity; the remainder is generated by gas-fired combustion 
turbines (approximately 2 percent) and by a hydroelectric power plant. Underground natural gas storage fields 
assist LG&E in providing economical and reliable gas service to customers. As of December 31, 2005, LG&E 
owned steam and combustion turbine generating facilities with an attributable capacity of 3,105 MW and a 
48 MW hydroelectric facility on the Ohio River. 
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KU. KU is a regulated public utility engaged in producing, transmitting, distributing and selling electric 
energy. KU provides electric service to approximately 495,000 customers in 77 counties in central, southeastern 
and western Kentucky and approximately 30,000 customers in five counties in southwestern Virginia. In Virginia, 
KU operates under the name Old Dominion Power Company. KU also sells wholesale electric energy to 
12 municipalities and fewer than 10 customers in Tennessee. KU’s coal-fired electric generating plants produce a 
significant amount (97 percent) of KIJ’s electricity; the remainder is generated by gas- and oil-fired combustion 
turbines (approximately 3 percent) and a hydroelectric facility. As of December 3 1, 2005, KU owned steam and 
Combustion turbine generating facilities with an attributable capacity of 4,433 MW and a 24 MW hydroelectric 
facility. 

Power Generation 

The following table sets forth details of L,G&E’s and KU’s electric power generation facilities, including 
their total capacity, the stake held by E.ON U S .  and the capacity attributable to E.ON U.S. for each facility as of 
December 3 1 ,  2005, and their start-up dates. 

L,G&E’S AND KU’S ELXCTRIC POWER STATIONS 
E.ON U.S.’s Share 

Power Plants 

Total Attributable 
Capacity Capacity Start-up 
NetMW % MW Date - __. -- - 

Hard Coal 
Cane Run 4 ( l ) .  . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . .  155 
Cane Run 5(1). . . . . . . . . . . . . . . . . . .  
Cane Run 6( I )  . . . . . . . . . . . . . . . . . . . . . . .  . ” . . , .  240 

E.W. Brown 2(2). . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . .  167 

Ghent l(2) . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . .  475 
Ghent 2(2) . . . . . . . . . . . . . .  . . . . . . . . . .  484 
Ghent 3(2). . . . . . . . .  . . . . . . . . . . . . . .  493 

. . . . . . . . . . . . . . . . . . . . . . . . . . . .  493 
. . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  68 

Green River 4(2) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  95 
Mill Creek I (  I )  . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  303 
Mill Creek 2(1) ~ . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  301 
Mill Creek 3( I )  I . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  391 
Mill Creek 4(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  477 
Trimble County( 1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  511 

E.W. Brown 3(2). . . . . . . . . . . . . . . . . . . .  

. . . . . . . . . . . . . . . . . . . . . . . . . . . . .  71 

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  5,422 
- 
- - 

Natural Gas 
Cane Run 11(1)  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  14 
E.W. Brown 5(3). . . . . . . . . . . . . . . . . . . . . . . .  . “ . *  117 
E.W. Brown 6(3). . . . . . . . . . . . . . . .  . . . . . . . . . . . .  154 
E.W. Brown 7(3). . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  154 
E.W. Brown 8(2). . . . . . .  . . . . . . . . . . . . . . . .  
E.W. Brown 9(2). . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  106 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
75.0 

100.0 

100.0 
100.0 
100.0 
100.0 
100.0 
100.0 

155 
168 
240 
101 
167 
429 
475 
484 
493 
493 

68 
95 

303 
30 1 
391 
477 
383 
71 

5,294 
- 

- 

14 
117 
154 
154 
106 
106 

1962 
1966 
1969 
1957 
1963 
1971 
1974 
1977 
1981 
1984 
1954 
1959 
1972 
1974 
1978 
1982 
1990 
1953 

I968 
200 1 
1999 
1999 
1995 
1994 

8.5 



Power Plants 

Natural Gas (continued) 
E.W. Brown lO(2) . . . . . . . . . . . . . . . . . . . . . . . .  
E.W. Brown 11(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
E.W. Brown IAC(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Haefling l(2) . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . .  
Haefling 2(2) . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Haefling 3(2) . " .  . . . . . . . . . . . . . . . . . . . . . . . . .  
Paddy's Run 11(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Paddy's Run 12(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Trirnble County 3 3 )  . . . . . . . . . . . . . .  ..................... 
Trimble County 6(3) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Trimble County 7(3) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Trirnble County 8(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Trinible County 9(3) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Tritnble County IO(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Waterside 7( 1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Waterside 8(1) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Paddy's Run 13(3) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Zom l (1 )  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Total . . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . .  

Oil 
'Tyrone Unit l(2) . . . . . . . . . . . . . . . . .  ..................... 
Tyrone Unit 2 (2) .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Hydroelectric 
Dix Dam(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Ohio Falls(1) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
E.ON U S .  Regulated Business Total . . . . . . . . . . . . . . . . . . . . . . .  
Shutdown 
Green River l(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  
Green River 2(2) . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

Total . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  

E.ON U.S.'s Share 
Total Attributable 

Capacity Start-up Capacity 
Net MW % MW Date - -  

106 
106 
98 
12 
12 
12 
12 
23 

158 
160 
160 
160 
160 
160 
160 
11 
1 1  
14 

2,186 - 

27 
31 

58 
.- 
- 

24 
48 

72 

7,738 

-- 
- 
- 

22 
22 

44 - 

1 OO"0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
100.0 
I00.0 
100.0 

100.0 
100.0 

100.0 
100.0 

100.0 
100.0 

106 
I06 
98 
12 
12 
12 
12 
23 

158 
160 
160 
160 
160 
I60 
160 

11 
I 1  
14 

2,186 
-._- 

- 

27 
31 

58 
- 
- - 

24 
48 

"- 

22 
22 

44 
-- 
- - 

1995 
1996 
2000 
1970 
1970 
1970 
1968 
1968 
200 1 
2002 
2002 
2004 
2004 
2004 
2004 
1964 
I964 
1969 

I947 
1948 

1925 
1928 

1950 
1950 

( 1 )  Power stations owned by LG&E. 

(2) Power stations owned by KU. 

(3) Power stations jointly owned by LG&E and KU. 

Fuel. Coal-fired steam and combustion turbine generating units provided approximately 97 percent of 
LG&E's arid KU's net kWh generation for 2005. The remainder of 2005 net generation was produced by natural 
gas- and oil-fueled combustion turbine peaking units (approximately 2 percent) and hydroelectric plants. E.ON 
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1J.S. has no nuclear generating units and coal will be the predominant fuel used by E.ON U.S.’s subsidiaries for 
the foreseeable future. LG&E and KIJ have entered into coal supply agreements with various suppliers for coal 
deliveries for 2006 and beyond and normally augment their coal supply agreements with spot market purchases. 
The companies have coal inventory policies which they believe provide adequate protection under most 
contingencies. Reliability of coal deliveries can be affected from time to time by a number of factors, including 
fluctuations in demand, coal mine labor issues and other supplier or transporter operating or contractual 
difficulties. 

Each of LG&E and KU expect to continue purchasing much of their coal, which has varying sulphur content 
ranges, from western Kentucky, southern Indiana and West Virginia, with additional KIJ purchases from eastern 
Kentucky, Wyoming and Colorado. In general, the delivered cost of coal has been rising since late 2000. 

L,G&E purchases natural gas transportation services from Texas Gas Transmission, L,LC and Tennessee Gas 
Pipeline Company. L,G&E also has a portfolio of gas supply arrangements with a number of suppliers in order to 
meet its firm sales obligations. These gas supply arrangements have various terms and include pricing provisions 
that are market-responsive. LG&E believes these firm supplies, in tandem with the pipeline transportation 
services, provide the reliability and flexibility necessary to serve LG&E’s gas customers. L,G&E operates five 
underground gas storage fields with a current working gas capacity of 15.1 billion cubic feet. Gas is purchased 
and hjected into storage during the summer season and is then withdrawn to supplement pipeline supplies to 
meet the gas-system load requirements during the winter heating season. LG&E and KIJ primarily buy natural 
gas and oil fuel used for generation on the spot market. 

LG&E and KU have limited exposure to market price volatility in prices of coal and natural gas, as long as 
cost pass-through mechanisms, including the fuel adjustment clause and gas supply clause, exist for retail 
customers. For a more detailed explanation of these mechanisms, see “- Regulatory Environment - 
U S .  Midwest.” 

Asset-Bused Erzergy Mar-kerirzg. LG&E and KU conduct energy trading and risk management activities to 
maximize the value of power sales from physical assets they own, in addition to the wholesale sale of excess asset 
capacity. These off-system sales accounted for 4.4 TWh in  2005. Although the companies do not conduct 
proprietary or speculative trading, certain energy trading activities are accounted for on a mark-to-market basis in 
accordance with SFAS No. 133 Wholesale sales of excess asset capacity in the MISO day-ahead and real-time 
markets (as defined below) are treated as normal sales under SFAS No. 133 and are not marked-to-market. 

Transrn issiori 

E.ON U S ’ S  utility subsidiaries LG&E and KIJ operate 4,930 miles of transmission line. They participate as 
transmission owning members of the Midwest Independent Transmission System Operator, Inc. (“MISO”), 
which commenced commercial operations in  Febniary 2002. The MISO implemented a day-ahead and real-time 
market (“MISO Day 2”) ,  including a congestion management system, in April 200.5. The Federal Energy 
Regulatory Commission (“FERC”) and the United States Courts of Appeals have generally affirmed the MISO’s 
imposition of certain of its administrative, congestion management and other regional market-related costs on 
market participants and users of the system, including native load customers, resulting in increased costs for 
LG&E and KIJ. L,G&E and KU continue to participate in proceedings before the FERC, the federal courts in 
Washington D.C. and the KPSC, challenging the imposition of various costs on native load customers and 
seeking authorizations to exit the MISO regime, as described below under “- Regulatory Environment - 
US.  Midwest.” 

For additional information about transmission developments, including additional proceedings, see ‘ I -  Reg- 
ulatory Environment - U.S. Midwest.” 

At this time, LG&E and KU cannot predict the outcome or effects of the various KPSC and E R C  
proceedings described above, including whether such proceedings will have a material impact on their financial 
condition or results of operations. Further, the ultimate financial consequences for E.ON US.  (primarily changes 
in transmission revenues and costs) associated with the April 2005 implementation of day-ahead and real-time 
market tariff charges are subject to varying assumptions and calculations and are therefore difficult to estimate. 
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DistributiordRetail 

The electric retail activities of LG&E and KU are limited to their respective service territories in Kentucky, 
with a small KU service region in Virginia and service to less than 10 customers in Tennessee. In 2005, LG&E’s 
total electric retail sales to residential, commercial and industrial customers were 1 1 .O billion kWh and its total 
aggregate electric sales, including off-system sales, were 16.1 billion kWh. In 2005, KU’s total electric retail 
sales to residential, commercial and industrial customers were 16.5 billion kWh and its total aggregate electric 
sales were 21 “6 billion kWh. 

The following table sets forth LG&E’s and KU’s sale of electric power for the periods presented: 

Sales of Electric Power to million kWh million kWh 

Residential . . . . . . . . . . . . . . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . .  10,864 10,084 
Commercial and industrial customers . . . . . . . . . . . . . . .  . . . . . . . . . . . .  16,684 16,276 
Municipals . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  2,014 1,959 
Other retail . . . . . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . . .  3,720 3,576 
Off-system sales . . . . . . . .  . . . . . . . . . . . . . . . . . . . . . . . .  4,434 4, I99 

Total 2005 Total 2004 

Total .................... . . . . . . . . . . . . .  37,716 36,094 

The gas retail activities of LG&E are limited to its service territory in Kentucky. In 2005, LG&E’s total 
retail gas sales were 10.8 billion kWh (2004: 10.2 billion kWh ) and its total aggregate gas sales (including gas 
transportation volumes and wholesale sales) were 14.6 billion kWh (2004: 14.7 billion kWh). 

On June 30, 2004, the KPSC approved electric and gas base rate changes at LG&E and KU that increased 
these rates by an aggregate of approximately $100 million per year. The new rates became effective on July 1, 
2004. For details, including pending regulatory challenges, see ‘&- Regulatory Environment - U.S. Midwest.” 

Non-regulated Businesses 

ECC. ECC is the primary holding company for E.ON U.S.’s non-regulated businesses discussed below. Its 
businesses include domestic power generation and wholesale sales, international operations, and pipeline 
services. 

Argentine Gas Distribution Operations. ECC owns interests in Argentine gas distribution operations which 
provide natural gas to approximately two million customers in Argentina through three distributors (Gas Natural 
BAN S.A. (“Ban”), Distribuidora de Gas del Centro S.A. (“Centro”) and Distribuidora de Gas Cuyana S.A. 
(“Cuyana”)). ECC owns 19.6 percent of Ban, 45.9 percent of Centro, and 14.4 percent of Cuyana. These 
operations continue to be subject to economic and political risks typical of emerging markets. 

LG&E Power Inc. (“LPI”), a wholly-owned subsidiary of ECC, and its affiliates own, operate and 
maintain interests in U.S. independent power generation facilities. LG&E Power Services LLC (“LPS”), an 
affiliate of LPI, operates four facilities in the United States under medium-term operating contracts with 
independent third parties. LPI also has a 50 percent ownership interest in a 209 MW coal-fired facility in North 
Carolina and operates that facility under a medium-term operating contract with a utility. Following manage- 
ment’s decision in September 2003 to dispose of all of LPI’s assets, LPI and ECC sold their interests in wind 
power generation facilities in Texas and Spain in 2004. In January 2005, LPI sold its 50 percent ownership 
interest in a 550 MW gas-fired power generation facility in  Texas. LPI has also entered into a contract to sell its 
share of the facility in North Carolina, which sale process has been in litigation concerning third party consent or 
first refusal rights. Negotiations seeking to resolve the litigation and agreeing on a revised sale contract for the 
North Carolina facility, which would also include the sale of all of the assets of LPS, are progressing and it is 
possible that the transaction may be completed in the first half of 2006. However, no assurance can be given that 
the sale or the disposal of LPI’s or LPS’s remaining assets will be completed as planned. 

Effective June 30, 1998, LEM discontinued its merchant energy trading and sales business. This 
business consisted primarily of a portfolio of energy marketing contracts entered into in 1996 and early 1997, 

LPI. 

LEM. 
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including a long-term contract with Oglethorpe Power Corporation which terminated at the end of 2004, 
nationwide deal origination and some level of proprietary trading activities, which were not directly supported by 
E.ON U.S.’s physical assets. E.ON U.S.’s decision to discontinue these operations was primarily based on the 
impact that volatility and rising prices in the power market had on its portfolio of energy marketing contracts. As 
of December 3 I ,  2005, E.ON U.S. has completed settlement of all commitments entered into during this period. 

Technology 
Specialists 

Building Blocks 

Exclusive Synthesis 
& Catalysts 
C,-Chemistry 

I--- 

-- 

OTHER ACTIVITIES 

Degussa 

Overview 

Degussa is one of the major specialty chemical companies in the world. In May 2002, E.ON reached a 
definitive agreement with RAG to sell a portion of E.ON’s majority interest in Degussa to RAG and to acquire 
RAG’s more than 18 percent interest in E.ON Ruhrgas in a two step transaction. In late January 2003, E.ON 
completed the first step of the RAG/Degussa transaction by acquiring RAG’s Ruhrgas stake and tendering 
37.2 million of its shares in Degussa to RAG at the price of €38 per share, receiving total proceeds of €1.4 billion. 
Following this transaction and the completion of the tender offer to the other Degussa shareholders, RAG and 
E.ON each held a 46.5 percent interest in Degussa, with the remainder being held by the public. The shares of 
Degussa AG are listed on the Frankfurt Stock Exchange and are part of the MDAX, the performance index of 
50 German mid-cap companies. In the second step, E.ON sold a further 3.6 percent of Degussa stock to RAG as 
of May 31, 2004. Effective June 1, 2004, E.ON owns 42.9 percent of Degussa. In December 2005, E.ON and 
RAG signed a framework agreement on the sale of E.ON’s remaining 42.9 percent stake in Degussa to RAG at 
the price of €31.50 per share, which would result in total proceeds of €2.8 billion. The transaction, which is 
subject to the approval of the German federal government and the state of North-Rhine Westphalia, is expected to 
be completed by July I ,  2006. IJntil completion of this transaction, E.ON and RAG operate Degussa under joint 
control. 

Since the first step of the RAG/Degussa transaction was completed, E.ON accounts for Degussa using the 
equity method. For all periods from February 1, 2003 until May 31, 2004, E.ON recorded 46.5 percent of 
Degussa’s after-tax earnings in its financial earnings. From June 1 ,  2004, E.ON records 42.9 percent of Degussa’s 
after-tax earnings in its financial earnings. For 2005, Degussa contributed adjusted EBIT of €132 million. 

Construction Consumer Specialty 
Chemicals Solutions Materials 

Admixture Systems Superabsorber Coatings & 
Europe 
Admixture Systems Care & Surface High Performance 
North America Specialties Polymers 
Admixture Systems Feed Additives Methacrylates 
AshPacific 

Cokrants .I.__..-_ ~ 

-- 

Operations 

Degussa’s strategic management responsibilities lie with its board of management, while responsibility for 
management at the operational”leve1 rests with Degussa’s decentralized business units, each of which is grouped 
into one of Degussa’s core divisions. The following chart sets forth Degussa’s divisions divided into business 
units: 

DEGUSSA 

I Europe L 
Advanced Fillers & 
Pigments 

Construction Systems 
Americas 
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the end of the year. All other activities are grouped as non-core businesses or services/development units and are 
not shown in the table above. 

I 

DISCONTINUED OPERATIONS 

In 2002 and 2001, the Company discontinued the operations of its former oil segment and of its former 
aluminum and silicon wafer segments, respectively. These former segments are accounted for as discontinued 
operations in accordance with U.S. GAAP. In addition, in 2003, E.ON discontinued and disposed of certain 
operations in the Central Europe and U.S. Midwest market units, as well as certain activities of Viterra in the 
Other Activities business segment. In 2005, E.ON discontinued and either disposed of certain operations or 
classified certain businesses as held for sale in the Pan-European Gas arid U.S. Midwest market units, as well as 
Viterra in the Other Activities business segment. E.ON therefore also considers these businesses to be 
discontinued operations. Under U S .  GAAP, results of all such discontinued operations must be shown 
separately, net of taxes and minority interests, under “Income (Loss) from discontinued operations, net” in 
E.ON’s Consolidated Statements of Income. For details, see Note 4 of the Notes to Consolidated Financial 
Statements. 

Oil 

In July 2001, E.ON and BP entered into an agreement pursuant to which BP agreed to acquire a 5 1 .0 percent 
stake in VEBA Oel by way of a capital increase. VEBA Oel was then active in the oil and gas exploration and 
production, oil processing and marketing and petrochemicals businesses. The agreement also provided E.ON with 
a put option that allowed it to sell the remaining 49.0 percent interest in VEBA Oel to BP at any time from 
April 1, 2002 for €2.8 billion, subject to certain purchase price adjustments. In December 2001, the German 
Federal Cartel Office cleared the transaction. The capital increase took place in February 2002, giving 
BP majority control of VEBA Oel as of February 1, 2002. The aggregate consideration paid by BP for the capital 
increase was approximately €2.9 billion In addition, €1.9 billion in shareholder loans from the E.ON Group to 
VEBA Oel were repaid. As of June 30, 2002, E.ON exercised the put option. E.ON has received €2.8 billion for 
its VEBA Oel shares plus the aforementioned repayment of the shareholder loans. In April 2003, E.ON and BP 
reached an agreement setting the final purchase price for VEBA Oel (without prejudice to the standard 
indemnities in  the contract) at approximately €2.9 billion. The disposal of VEBA Oel resulted in a loss from 
discontinued operations net of income taxes of €37 million in 2003. E.ON recognized a loss on disposal of 
€35 million in 2003 related to the final purchase price settlement and a gain of €1.4 billion in 2002. In 2004, 
E.ON recognized a loss of € 19 million resulting from claims under standard contractual indemnities. These 
effects were recorded under “Income (Loss) from discontinued operations, net” in the income statement for the 
relevant period. 

Aluminum 

In March 2002, E.ON sold VAW (then one of Europe’s major aluminum companies) to the Norwegian 
company Norsk Hydro ASA for the aggregate price of €3.1 billion, including financial liabilities and pension 
provisions totaling €1.2 billion, E.ON realized a gain on disposal of €893 million, which does not include the 
reversal of VAW’s negative goodwill of €191 million, as this amount was required to be recognized as income 
due to a change in accounting principles upon adoption of SFAS No. 142, Goodwill and Other Intangible Assets 
(“SFAS 142”), on January 1 ,  2002. In 2005, E.ON recognized a gain of €10 million before income taxes 
resulting from the release of a related provision. This effect was recorded under “Income (Loss) from 
discontinued operations, net” in the Consolidated Statements of Income. 

Silicoit Wafers 

On September 30, 2001, E.ON agreed to sell its 71.8 percent interest in MEMC (then a worldwide 
manufacturer of silicon wafers for the semiconductor device industry) to Texas Pacific Group, a San Francisco- 
based financial investor, for a symbolic price, which included the assumption of shareholder loans made by 
EON. The transaction was completed on November 13, 2001. In September 2003, the purchase price was 
adjusted, as provided for in the purchase agreement, because MEMC had substantially improved its earnings 
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performance in 2002. This purchase price adjustment resulted in income from discontinued operations net of 
income taxes and minority interests for E.ON of €14 million. 

Other Activities 

In June 2003, Viterra disposed of Viterra Energy Services AG (“Viterra Energy Services”), which then 
provided heat and water submetering services for administrators and owners of residential and commercial 
property, to CVC Capital Partners. In March 2003, Viterra sold its Viterra Contracting GmbH (“Viterra 
Contracting”) subsidiary, which then provided heat contracting services to apartment buildings, to Mabanaft 
GmbH (“Mabanaft”). The aggregate consideration for both transactions totaled €961 million, including 
approximately €1 12 million of assumed liabilities, with Viterra realizing a gain of E641 million. The portion of 
2003 results included in “Income (Loss) from discontinued operations, net” in E.ON’s Consolidated Statements 
of Income amounted to €681 million. For the portion of 2003 prior to their disposition, Viterra Energy Services 
and Viterra Contracting had combined revenues of €202 million. In 2004, the release of previously recorded 
provisions resulted in income in the amount of €10 million, which is recorded in the same line item. 

On May 17, 2005, E.ON sold Viterra (then one of Germany’s largest private owners of residential property) 
to Deutsche Annington. The purchase price for 100 percent of Viterra’s equity was approximately €4 billion. The 
transaction closed in August 2005. The company was classified as a discontinued operation in May 2005 and 
deconsolidated as of July 31, 2005. The portion of Viterra’s 2005 and 2004 results included in “Income (Loss) 
from discontinued operations, net” in E.ON’s Consolidated Statements of Income amounted to €2.6 billion and 
€294 million, respectively. In 2005, Viterra had revenues of €453 million. E.ON recorded a gain on disposal of 
€2.4 billion. 

Otlier 

As a legal condition for E.ON’s acquisition of Ruhrgas, E.ON Energie was required to dispose of its 
80.5 percent shareholding in Gelsenwasser, which then provided drinking water, industrial water, natural gas and 
other utility services in Germany. In September 2003, a joint venture company owned by the municipal ut 
the German cities of Dortmund and Bochum purchased the Gelsenwasser interest for €835 million. The portion 
of Gelsenwasser’s 2003 results included in “Income (L.oss) from discontinued operations, net” in E.ON’s 
Consolidated Statements of Income amounted to €479 million. In 2003, Gelsenwasser had revenues of 
€295 million. E.ON realized a gain on disposal of €4 18 million. 

As a part of the regulatory approval of the former Powergen’s acquisition of L,G&E Energy (now E.ON 
U.S.), the SEC had required that LG&E Energy sell CRC-Evans International Inc. (“CRC-Evans”), then a 
provider of specialized equipment and services used in the constniction and rehabilitation of gas and oil 
transniission pipelines. Effective October 3 1, 2003, LG&E Energy sold CRC-Evans to an affiliate of Natural Gas 
Partners for €37 million. The portion of CRC-Evans’ results included in “Income (L.oss) from discontinued 
operations, net” in E.ON’s Consolidated Statements of Income amounted to approximately € 1  million in each of 
2005 and 2003. E.ON realized no gain or loss on the disposal. In 2003, CRC-Evans had revenues of €73 million. 

On June 15, 2005, E.ON Ruhrgas signed an agreement regarding the sale of Ruhrgas Industries (then an 
industrial business, which focused on metering and industrial furnaces) to CVC Capital Partners. The purchase 
price for 100 percent of Ruhrgas Industries’ equity was approximately €1.2 billion, with the purchaser’s 
assumption of Ruhrgas Industries’ debt and provisions bringing the total value of the transaction to approximately 
€1.5 billion. The transaction received antitrust approval in July and early September and closed on September 12, 
2005. The company was classified as a discontinued operation in June 2005 and deconsolidated as of August 3 1,  
2005. The portion of Ruhrgas Industries’ 2005 and 2004 results included in “Income (Loss) from discontinued 
operations, net” in E.ON’s Consolidated Statements of Income amounted to €628 million and €29 million, 
respectively. In 2005, Ruhrgas Industries had revenues of €847 million. E.ON recorded a gain on disposal of 
€0.6 billion. 

In November 2005, E.ON U.S. entered into a letter of intent with Big Rivers Electric Corporation 
(“BREC”), a power generation cooperative in western Kentucky, regarding a proposed transaction to terminate 
the lease and operational agreements for nine coal-fired and one oil-fired electricity generation units in western 
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Kentucky among the parties, which were held through its wholly-owned subsidiary Western Kentucky Energy 
Corp. arid affiliates (“WKE”). The parties are in the process of negotiating definitive agreements regarding the 
transaction, the closing of which would be subject to review and approval of various regulatory agencies and 
other interested parties. Subject to such contingencies, the parties are working on completing the proposed 
termination transaction by the end of 2006. WKE was classified as a discontinued operation at the end of 
December 2005. The portion of WKE’s 2005 and 2004 results included in “Income (Loss) from discontinued 
operations, net” in E.ON’s Consolidated Statements of Income amounted to a Loss of €162 million and 
€2 million, respectively. 

For further information, see Note 4 of the Notes to Consolidated Financial Statements. 

REGULATORY ENVIRONMENT 

EU/GERMANY: GENERAL ASPECTS (ELECTRICITY AND GAS) 

Overview 

In order to promote competition in the EU energy market, the EU adopted electricity and gas directives 
(Directive 96/92/EC Concerning Common Rules for the Internal Market in Electricity, or the “First Electricity 
Directive” and Directive 98/30/EC Concerning Common Rules for the Internal Market in Natural Gas, or the 
“First Gas Directive”). 

The First Electricity Directive was adopted in December 1996 and was intended to open access to the 
internal electricity markets of EU member states. Germany implemented the First Electricity Directive by 
enacting an Energy Law (Eizergiewirtscliufisgeset~, or the “Energy Law”) that entered into force on A p d  29, 
1998. The Energy Law of 1998 modified the old Energy Law, the German legal framework governing utilities 
that sets forth the general obligations required of electricity and gas companies and defines which segments of the 
industry are subject to regulation. 

The First Gas Directive was adopted in 1998 and was intended to open access to the internal gas markets of 
EU member states. The Energy Law of 1998 already included elements of the First Gas Directive, while an 
amendment to the Energy Law, which came into effect on May 24, 2003, completed the implementation of the 
First Gas Directive into German law. 

In June 2003, the EU Energy Council amended the First Electricity Directive and replaced it with a new 
electricity directive (Directive 2003/.54/EC Concerning Common Rules for the Internal Market in Electricity, or 
the “Second Electricity Directive”), and also adopted a second gas directive (Directive 2003/55/EC Concerning 
Common Rules for the Internal Market in Natural Gas and Repealing Directive 98/30/EC, or the “Second Gas 
Directive”), which replaced the First Gas Directive. Germany implemented these directives by enacting the new 
Energy Law of 200.5 (Zweites Gesetz zur Neuregelung des Energiewirtsckuftsrerhls, or the “Energy Law of 
2005”), which came into force on July 13, 200.5. Corresponding network access and network charges ordinances 
for electricity and gas came into force on July 29, 2005. 

The following paragraphs outline relevant aspects of the First Electricity and Gas Directives, the Energy 
Law, the Second Electricity and Gas Directives, and amendments of the Energy Law, as well as other EU 
proposed and adopted directives and regulations that affect the German energy industry. 

E.ON’s operations outside of Germany are subject to the different national and local regulations in the 
relevant countries. 

The First Electricity and Gas Directives 

The First Electricity Directive established common rules for the internal EU electricity market. Under the 
First Electricity Directive, the EU electricity market was expected to be opened gradually to competition. 
Member states could choose to have either a so-called “single-buyer system” or a system permitting negotiated 
or regulated third party access to electricity networks (“nTPA” or “rTPA”). Member states that elected the nTPA 
system were required to publish frameworks for network charges. The Directive also required integrated utilities 
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to keep separate accounts for their transmission and distribution activities, as well as for other activities not 
relating to transmission and distribution, in their internal accounting. 

The First Gas Directive provided for a gradual opening of EU member states’ natural gas markets to 
Competition. It allowed each member state to opt for nTPA or rTPA systems, similar to the provisions of the First 
Electricity Directive. tJnder the First Gas Directive, natural gas companies were allowed to apply for a temporary 
derogation from the rules for third party access in case of serious economic and financial difficulties created by 
existing take-or-pay commitments. The First Gas Directive also required integrated utilities to keep separate 
accounts for their transmission and distribution activities, as well as for other activities not relating to 
transmission and distribution, in their internal accounting. 

The German Eizergy Law 

Germany’s Energy Law of 1998 implemented the First Electricity Directive. The Energy Law abolished 
exclusive supply contracts, thereby introducing competition in the supply of electricity to all consumers, and 
provided (in addition to the so-called “single-buyer’’ system) for non-discriminatory nTPA for all utilities. The 
German market was opened for all customers in one step, going far beyond the requirements of the First 
Electricity Directive and also beyond the steps taken by Germany’s neighboring countries. Specifically, in 
assessing a request for energy transmission, the Energy Law requires a transmission company to take into account 
the extent to which such transmission displaces electricity generated from CWP plants, renewable energy sources 
and, in eastern Germany, lignite-based power plants, and the extent to which it impedes the commercial operation 
of such power plants. Furthermore, the Energy Law introduced a provision for third party access into the Law 
Against Restraints of Competition (Gesetz gegeri WettbeLvei-bsbeschrarzkuri~eri, or “GWB”). In 1998, the first 
electricity association agreement provided the main basis for an nTPA network access system for electricity in 
Germany. See “- Germany: Electricity - Electricity Network Access” below. 

The Energy L.aw of 1998 also included - prior to the adoption of the First Gas Directive - certain parts of 
the First Gas Directive. The Energy L,aw of 1998 enhanced competition in gas supply to consumers and provided 
for non-discriminatory nTPA for all utilities. The German gas market was opened for all customers in one step in 
the year 1998, in this respect going far beyond the requirements of the First Gas Directive and also beyond the 
steps taken by Germany’s neighboring countries. In 2000, the first gas association agreement provided the main 
basis for an nTPA network access system for gas in Germany. Technical access rules for household and small 
commercial customers were introduced in September 2002. 

The Second Electricity and Gas Directives 

Completion of the Internal Electricity Marketflhe Second Electricity Directive. On June 26, 2003, the EU 
Energy Council adopted the Second Electricity Directive, which replaced the First Electricity Directive. The 
Second Electricity Directive requires full market opening to competition in each member state by July 1, 2004 for 
commercial customers and by July 1, 2007 for household customers. The Directive also sets forth general rules 
for the organization of the EU electricity market, such as the option of the member states to impose certain public 
service obligations, customer protection measures and provisions for monitoring the security of the EU’s 
electricity supply. The previous framework of negotiated third party access in Germany is no longer allowed 
under the Second Electricity Directive. Instead, the Directive requires that at least a methodology for calculating 
network charges be fixed by law or approved by an independent regulatory body which is required to be 
established. In addition, the Second Electricity Directive contains provisions requiring the organizational and 
legal unbundling of transmission and distribution system operators, as well as mandatory electricity labeling for 
fuel mix, emissions and waste data. 

The following paragraphs provide more detail on the independent regulatory authority, legal unbundling, 
electricity labeling and certain of the public service requirements. 

The Second Electricity Directive (as well as the Second Gas Directive, see below) requires the establishment 
of a regulatory body that is independent of the interests of the electricity and gas industries. According to the 
Directive, the independent regulator shall be responsible for ensuring non-discriminatory network access, 
monitoring effective competition and ensuring the efficient functioning of the market. Further, the regulator shall 
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be responsible for fixing or approving the terms and conditions for connection and access to national transmission 
and distribution networks (or at least the methodologies to calculate such terms), including transmission and 
distribution charges, and for the provision of balancing services, and shall also have the authority to require 
transmission and distribution system operators, if necessary, to modify their terms and conditions in order to 
ensure that they are proportionate and applied in a non-discrirninatoty manner. 

In addition, the Second Electricity Directive requires that each transmission and distribution system operator 
be independent, at least in terms of legal form, organization and decision-making, from other activities not 
relating to transmission or distribution (“legal unbundling”). This requirement does not imply or result in the 
requirement to separate the ownership of: assets of the transmission network from the vertically integrated 
undertaking. The Second Electricity Directive enables member states to postpone the implementation of 
provisions for legal unbundling of distribution system operations until July 1, 2007 at the latest. Derogations from 
legal unbundling may also be granted to distribution companies serving less than 100,000 connected customers or 
small isolated networks. Member states can request an exemption from legal unbundling if they can prove that 
total and non-discriminatory access to the distribution networks can be achieved by other mealis. 

The Second Electricity Directive requires electricity suppliers to specify in or with bills, as well as in 
promotional materials for end user customers, the following information: 

* The contribution of each energy source to the overall fuel mix of the supplier over the preceding year; and 

* A reference to where information is publicly available on the environmental impact of the supplier’s 
activities, including the amount of CO, and radioactive waste produced. 

Finally, the Second Electricity Directive requires that household customers and - where member states 
deem it appropriate - small companies must be provided with “universal service,” i.e., the right to be supplied 
with electricity of a specified quality at reasonable prices. 

Completion of the Internal Gos Marketflhe Second Gas Directive. On June 26, 2003, the EU also adopted 
the Second Gas Directive, which replaced the First Gas Directive. Similar to the Second Electricity Directive, the 
Second Gas Directive requires full opening of each member state’s gas market to competition by July 1, 2004 for 
all non-household customers and by July 1, 2007 for all customers. The Directive also sets forth siniilar general 
rules for the organization of the EU gas market. The previous framework of negotiated third party gas network 
access in Germany is no longer allowed under the Second Gas Directive. Instead, as in the Second Electricity 
Directive, the Second Gas Directive requires that at least a methodology for calculating network charges be fixed 
by law or approved by an independent regulatory authority which is required to be established. The Directive also 
requires integrated gas companies to legally unbundle their transmission and distribution system operators from 
other operations. 

The Second Electricity and Gas Directives were required to be implemented by each member state by July I ,  
2004. 

Revisions of the German Energy Law 

Prior to the adoption of the Second Gas Directive, the German government amended the Energy Law in May 
2003. The amended Energy Law (Erstes Gesetz ziir Anderung des Gesetzes zur Neuregeliirig des Et~ergiewirt- 
schaftsrechts) fully completed the implementation of the First Gas Directive into national law. Apart from 
provisions to facilitate the opening of the gas market, a new section determined the legal basis for non- 
discriminatory access to gas networks. In addition, the amended Energy Law formally recognized the relevant 
electricity and gas association agreements (Verbundevereinbarung Strotn 11+ and Verbatidevereinbarung Gas Ir) 
as good commercial practice until December 3 1, 2003. Furthermore, this amendment modified the provisions of 
the Gw7B concerning the suspensive effect of appeals made against decisions of the Federal Cartel Office, so that 
decisions issued pursuant to the third party access provision of the GWB became immediately applicable. 

In order to implement the Second Electricity and Gas Directives, the German legislature passed the Energy 
Law of 2005 (Zweires Gesetz ziir Neuregelung des Energiewirtschafsrechts), which came into force on July 13, 
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