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COMPLIANCE OF KENTUCKY-AMERICAN )
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Come Thames Water Aqua Holdings GmbH; RWE Aktiengesellschaft; American Water
Works Company, Inc.; Thames Water Aqua U.S. Holdings, Inc., and Kentucky-American Water
Company and pursuant to Condition 34 of the Order of December 20, 2002, in Case No. 2002-
00317, herewith give notice of the financial reports for January through September, 2003, of
RWE AG which are available at www.rwe.com. The Bloomberg currency conversion calculator
shows that on September 30, 2003, $1.00 was worth .85789 Euros.
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In conformity with paragraph 7 of the Commission’s Order dated January 30, 2002, in
Case No. 2002-00018, this is to certify that the electronic version of this pleading is a true and
accurate copy of the pleading filed in paper medium; that the Petitioners have notified the
Commission and the parties in Case No. 2002-00018 by electronic mail on November 14, 2003,
that the electronic version of this pleading has been transmitted to the Commission, and that a

copy has been served by mail upon:

Foster Ockerman, Jr., Esq.
Martin, Ockerman & Brabant
200 North Upper Street
Lexington, Kentucky 40507

David J. Barberie, Esq.

Lexington-Fayette Urban County Gov’t.

Department of Law
200 East Main Street
Lexington, Kentucky 40507

Anthony G. Martin, Esq.
P.O. Box 1812
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Angela Curry, Esq.
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211 Sower Boulevard
Frankfort, Kentucky 40601

Dennis G. Howard, 11, Esq.

David Edward Spenard, Esq.
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At a glance

RWE Group Jan-S$p Jan-2p Jan -Dec
2003 2002 +#-in% 2002
BExternd revenue € million 31,935 35,353 9.7 46,633
EES TOA € million 6,191 5.115 21.0 7,241
Operating result € miltion 3,965 3,183 24.6 4.504
I neome before tax € million 1,858 1.275 + 457 2,722
Net income
Excl. goodwill amortization € million . . 1,459 1,445 + 1.0 1,830
I nel. goodwill amortization € million -+ 732 906 - 19.2 1,050
Earnings per share ;
Exdl. goodwill amortization € 2.59 257 + 08 3.25
I nel. goodwill amortization € 1.30 161 ~ 193 1.87
Cash fiows from operating ectivities € million 3,976 4,044 1.7 5,933
Capita expenditure € million 8,132 14,884 454  16.985
Free cash flow € million 1,011 1,364 25.9 1,838
09/30/03 12/31/02 +-in %
Net debt € milion 18,837 15,494 <+ 216
Voldone FTiz 136,858 1i31.765 -+ 3.9

* Cash flows from operding activities minus capitd ependiture on propaty. piant and equipment and intangible assets.
? Fuil time equivdent (FTB, according to the parcentage of full-time employment (1 FTE= 1 full-time position).



»| n addition to taking us closer to our
customers, the new Group structure brings us
a step closer to our goal of capitalizing on all
synergies between electricity, gas and water.«

Dear Shareholders,

Although it is not yet reflected in our share price, we
actively developed our businesses during the first
three quariers of this year. Thisis demonstrated by

improvements in our key figures. Qur stable core busi-

ness in the fields of electricity, gas and water more
than offset the difficult earnings situation experi-
enced by Heidelberger Druckmaschinen and the envi-
ronmenta services business caused by the macro-
economic situation. Further evidence comes courtesy
of our new Group structure. We reduced the number
of operating companies in the RWE organization from
13 to seven and tightly intermeshed our German elec-
tricity, gas and water operations under our new
regiona companies right on schedule on October 1.
This will enable us to achieve further cost reductions.
More importantly, it allows us to increase the proxim-
ity to our customers as well as our local flexibility.

And this is an extremely valuable asset in the German
utility business. Moreover, our British and North
American companies will work more closely with each
other. We will inform you about the details in this
quarterly report. 1t will also furnish you with informa-
tion on two political issues that will have a mgor in-
fluence on the European utility sector in the next few
years: emissions trading and the regulation of
German electricity and gas grids.

The following is an overview of the key financial de-
velopments in the first three quarters of this financial
year:

The Group’s operating result rose by 25%. Core
businesses recorded an even stronger 33%in-
crease in their operating resuit due to the consoli-
dation of acquisitions and the substantial increase
in results generated by our electricity and gas
operations—despite negative currency effects.
Conversely, our non-core businesses were bur-
dened by the operating loss recorded by
Heidelberger Druckmaschinen.

Net income includes goodwill amortization as well
as dl the financing interest associaied with our
acquisitions. It increased by 1%before goodwill
amortization. After goodwill amortization, it
dropped by 19%

Qur financial discipline is paying off: net debt to-
taled €18.8 billion as of September 30. We thus
clearly exceeded the goal we had set our sights on
for the end of 2003 (€24 billion).

We expect the alorementioned trends to remain sta-
ble in the fourth quarter. It so, 2003 will be another
good year for our shareholders.

Essen, November 2003

Harry Foels
O

Leller to Shareholders
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Disappointing share performance

The upward trend on the stock markets ushered in by
the spring of 2003 continued in the third quarter of
the fiscal year. The DAX 30 achieved ayear-high
3,669 points at the beginning of September, declining
considerably thereafter. 1 closed the third quarter at
3,257 points, roughly equaling the level it had at the
beginning of the quarter. This correspondstoa 12.6%
increase over the level at the end of 2002. Signs indi-
cating that the downward trend on stock markets wit-
nessed since the beginning of 2000 has tinally come to
an end are multiplying. Rolitical stability following the
end of the | raq war and extremely low prime rates
made a substantia contribution to this cause. Unex-
pectedly high first-half performances delivered by
major companies also supported the uptick. Mounting
optimism regarding the business cycle boosted share
prices, with tech issues benefiting the most. The DAX
continued to rise after the end of the reporting period.
At 3,656 points, the DAX closed the month of October

0
ny

66% above the year{ow recorded on March 12 (2,203
points).

RWE s share price was unable to keep up with the
DAX. Our common stock closed the month of Septem-
ber at €22.84—7.5%down on the level at the end of
2002. I ncluding the dividend, this correspondsto a
performance of -3.9% RWE's preferred stock lost
3.7%, dropping to €19.98. )t postied a moderately pos-
itive performance of 0.5% RWE's disappointing share
performance was principaly a result of the portfolio
adjustments made to include larger proportions of
more volatile issues. Thisis atypical reaction in aris-
ing market. Uncertainty surrounding the future reguta-
tory framework for Germany’s electricity and gas mar-
kets, as well as the implementation of the carbon diox-
ide emissions trading system adopted by the EU, both
had an adverse effect. AWE shares were back on the
rise after the period being reviewed.



FAMEGoup-Review of Operations

Core businesses boost operating result by 33%

Cydlical upswing in key foreign markets

The economic situation on RWE's core markets has
improved slightly since the spring of 2003. However,
cydical developments varied greatly from one region
tothe next. Most euro markets are still finding it difti-
cult to overcome their stagnation. An additional bur-
den arises from the gain of the euro over the curren-
cies of mgor trading partners. Whereas home de-
mand has stabilized, providing relatively positive
stimuli in the third quarter, capital expenditure and
cross-border trade continued their weak trend. Ger-
many is the laggard in the eurozone. The recessionary
trend observed in this country in the Jast two years
has persisted. Rositive signs are only appearing grad-
ually, manifesting themselves as improved mood indi-
cators and more stable investments.

Some of the economic indicdors in the core markets
we serve outside the eurozone are more favorable.
Great Britain is benefiting irom the upturn that began
in the spring and has since widened its sphere of in-
fluence. Robust consumer demand and expansionary
production had adynamic etfect on the most impor-
tant economies in centra Eastern Europe. Hungary is
an exceplion, with structural problems and declining
exports hampering growth. Lowinterest ratesin the
US and strong corporate profits led to aclear resur-
gence in consumplion and investment. Posting 7%
growth in the summer months, the US economy
advanced faster than it has in amost 20 years,

abeit starting from alow level.

Core businesses hoost revenue by 20%

RWE's consolidated external revenue was 9.7% down
on the previous year's level to €31.9 billion. This de-
crease was principaly caused by non-core businesses.
By contrast, our core businesses posted a 20.1%gain.
This was primarily due to the following consolidation
effects:

j 1 n the Bectricity Business Area, growth was
fargely a result of the acquisition of the UK-based
energy utility | nnogy, which was consolidated as
of June 1, 2002. Therefore, it was only included on
afoursmonth basis in the previous year's corre-
sponding period. Under its new name—RNE

I nnogy—the company generated €3,903 millionin
revenue in the period under review {previous year:
€1,844 million). STOEN, the Rolish electric utility
that was included in the Group's accounts as of
January 1, 2003, contributed €261 million in
revenue.

I n the Cas Business Area, the first{ime consolida-
tion of our Czech gas activities as of May 1, 2002
had an especially significant effect. Accordingly,
figures produced by this business were only con-
sidered on ative4month basis in the year-earlier
period. I n 2003, our Czech gas operations gener-
ated €1,289 million in revenue (previous year:
€450 million). Additional revenue growth stemmed
fromthe first4ime consolidation of Dutch-based
Cbragas as of July 1, 2002, which contributed
€199 million in the reporting period (previous
year: €40 million).

| n the Water Business Area, American Water, the
US water utility that was consolidated etffective
Japuary 1, 2003, contributed €1,171 million to the
segment’s revenue.

Externd revenue earned by our non-core businesses
dropped to €2,715 million. This corresponds to just
under aquarter of the year-eartier level. This decrease
was principally due to our exit from the service-sta-
tion and refinery business as of July 1, 2002. Inthe
previous year's corresponding period, these activities
contributed €7,682 million to the Group’s revenue.



RNVE roup-Rxview of Operations

Extemal revenue Jan-Sep  Jan-Sp Jan ~Dec
€ million 2003 2002 H-in% 2002
Hectricity 19,132 16,637 + 150 23,797
Gos 5,367 3.935 + 364 5666
Water 3,165 2,081 + 521 2.850
Ervironmenta Senices 1,466 1.598 - 83 2,136
Total core business PLREDY 24251 + 20.1 34,449
Heidelberger Druckmaschinen 2,715 3,322 - 183 4,315
Total non-core business 11,004 - 75.3 11,997
Other activities 90 98 - 8.2 187
Taotal 35,353 -~ 9.7 46,633
Cermany 16,149 23,016 29.8 28,003
Foreign 115,786 12,337 + 28.0 18,630

' Nd, i.e only incuding the margins from the trading of dectricity procured from third parties; the previous year's figures h

ave been adjusted.

7 | nduding RWE Ded's downstream operdions, which were divested as of July 1, 2002, and accounted for €7,682 million in 2002

Net of all consolidation effects, Group revenue de-
creased by 2.5% This decline reflected the persistently
weak cyclical trend in the printing machine industry.
Heidelberger Druckmaschinen saw revenue drop by a
total of 18.3% Conversely, we recorded operating
growth in the Blectricity Business Area.

The decline in consolidated revenue is also due to cur-
rency exchange effects. As aresult of the persistent
weakness of the US dollar and British pound, revenue
generated in these currencies was lower once translated
into euros. Asfar as our core businesses are concerned,
this effect was most pronounced a our UKbased com-
panies RWE Thames Water and RNE I nnogy as well as

at our US hard coal and gas producer QONSOL Energy.
Revenue in these businesses after currency transtation
was reduced by more than €700 million. The negalive

impact of this effect was also reflected in revenue
earned by American Water, our US water utifity, which,
however, had not yet been included in the figuresfor
the first three quarters of 2002.

As aresult of our large-scale acquisitions, we now gen-
erate hat of our consolidated revenue outside Germany
(49.4%). I n the yearearlier period, this quotawas
34.9%

EB TDA and operating result post

double-digit growth year-on-year

We increased our EBl TDA and operating result even
more, despite the operating loss incurred at
Heidelberger Druckmaschinen. This was due to the
strong double-digit improvement in earnings in our core
businesses in the fields of electricity, gas and water.

EHTDA Jan-Sp Jan-Sep Jan - Dec
€ million 2003 2002 +-in% 2002
Elecincity 3,387 2,772+ 22 4,146
Cas 1,165 844 38.0 1,239
Vider 1,468 1,078 + 36.2 1,457
Environmentia Senvices 163 20 - 213 281
Total core business 4901 + 262  7.123
Haidelberger Druckmaschingn 356 - 77.0 414
Total non-core business 408 -~ 79.9 466
Olher/ holding/ sofidation - 194 <+ 619 - 348
Total 5115 + 21.0 7,241

* Including RWE Ded's downstream operdions, which were divested as of July 1, 2002, and acoounted for €52 million in 2002.



RWE Group-Feview of Operalicns

Operating result JBn-Dec
€ million H-in% 2002
Electricity + 328 2,760
Ges + 34.0 885
Weley + 37.9 963
Environmentd Services 19.2 98
Total core business + 32.8 4,706
Heidelberger Druckmaschinen - 159.4 158
HOCHT! EF (al equity) - 87.0 28
Total non-core business - 145.2 180°
Other/ hoiding/ consolidation + 119 - 382

Taal

+ 246 4,504

* Including RNVE Ded's downstrearn operdions, which weve divested 2 of July 3, 2002, and accounted for €6 miltion in 2002.

EBI TDA dimbed 21.0%t0 €6,191 million. We posted
26.2%growth in our core businesses, whereas EBI TDA
contributed by our non-core businesses droppedto a
fifth of the figure recorded ayear earlier. Net of the
consolidation effects of our three major acguisitions,
the Group's EBI TDA matched the yearearlier level.
Charges stemming from currency conversion diluted
EBI TDA by at least €190 million.

We lifted the Group’s operating result by 24.6%to
€3,965 million. This increase was primarily driven by
the earning power of our core businesses, which
showed a 32.8%improvement. The alorementioned
consolidation effects were one of the main reasons for
this. RWE | nnogy contributed €524 million to our con-
solidated operating result (previous year: €185 million),
with our Czech gas activities adding €268 million (previ-
ous year: €117 million) and American Water contribut-
ing €305 million. Our core businesses posted a 9.0%
improvement even net of consolidation effects. This
performance was driven by the earning power of our
electricity and gas activities. By contrast, our Environ-
mental Services Business Area saw its operating result
decline. This decrease was caused by the cyclical down-
turn in Gesmany and the much more severe competitive
pressure in the residential and commercial waste
sectors.

Qonversely, our noncore businesses closed the report-
ing period with an operating toss of €95 million. The
dire economic situation in the printing machine indus-

try left the most significant mark. Operating resulis
generated by the Heidelberg Group fell by €271 million
{0 -€101 million. HOCHTI EF, the construction invest-
ment accounted for under the equity method which is
included in our consolidated financial statements based
on its prorated net income, earned apositive €6 million
in operating results, but fell short of the year-earlier fig-
ure. This decline is partially due to one-off effects stem-
ming from the devaluation of securities held in spe-
cialty funds. Furthermore in 2003, HOCHT) EF stopped
capitalizing deferred taxes on loss carnyforwards since
the likelihood of the loss carryforwards being used is
too low. Nevertheless, the construction group’s operat-
ing activities displayed encouraging development. We
anticipate HOCHT1 EF's income before tax from its
German construction business to be back in the black
for the first time since 2000.

For adetailed commentary on the earnings trend by
business area, please tum to pages 17 10 24.

Qur consolidated operating result was essentially
unchanged due to consolidation effects. Net of the
aforementioned currency exchange effects, we would
have ciosed the period up on the previous year's level.
Qurrency exchange ratios, which were less favorable
than in 2002, resulted in acharge of at least

€140 million against the operating result.
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capitalize deferred taxes on loss carrytorwards in
RWE's scope of consolidation (see our commentary on
thisissue in the 2002 annual report); and the rise in
goodwill amortization also contributed to the in-

RANE Group-Faview of Operations

crease in the effective taxrate, since it causes pretax
income to decrease, but does not reduce taxes. Ex-
cluding goodwill amortization, we have an effective
tax rate of 37%

Financial result Jan—-Sep Jan-Sep Jan-Dec
€ million 2003 2002 +-in% 2002
I nterest income 914 976 - 64 1.305

—interest expense

-1,689 - 1411 + 197 - 1,949

Net interest

435 - 78.2 — 644

- Interest share in long4erm provisions

+Other financial resulls

Finandal result

221,209 — 1,133 - 6.7 - 1,602
- + 575 -~ 386
- 14.8 -2,632

Minority interest declined by 28.3% This is primarily
due to the collapse in earnings at Heidelberger
Druckmaschinen.

At €1,459 million, net income before goodwill amorti-
zation was slightly up on the previous year. Corre-
sponding earnings per share totaled €2.59. | ncluding
goodwill samortization, net income declined by 19.2%
to €732 million, or €1.30 per share.

Capital expenditure

Cost-cutting program: €2.2 billion already saved
We aim to achieve €300 million in cost reductions for
fiscal 2003 as awhole. We realized some €230 million
of this goal in the tirst three quarters done. I nitiated
in 2000, our program envisions lowering annual costs
by €2,555 million by the end of 2004. This does not
yet include envisioned savings and synergies from
the Group reorganization that became effective in
October (€300 miltion). As of September 30, we had
arready implemented over 85% (about €2.2 billion)

of the cost-cutting program.

Jan-Sep Jan-Sep JBn-Dec

€ million 2003 2002 #-in% 2002
Blectrioty 1,540 1,859 - 21.4 3.142
Ces 548 508 -~ 892 5,365
Wiler 5,606 1,698 + 230.2 2,181

nvirenmenial Services

Total core business

Heidetberger Druckmazachinen

123 647 -~ 81.0 695
7.817 9,380 - 16.8 11,383
216 277 - 220 365

Total non-core business

216 309° - 30.1 397°

Othet/ holding

5,185 — 98.1 5,205

Toal

14,884 - 454 16,985

Proparty. piant and equipment

2,965 2680 + 106 4,095

Non<urrent financigl assels

5,167 12,204 - 57.7 12,890

* Incuding RWE Ded's downstream operdtions, which were divested & of July 1. 2002. and accounted for €32 miltion in 2002.

~l



RAEGoup-Faview of Cperdions
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Capital expenditure some 45% down on previous
year, which was high due to acquisitions

I nthe first three quarters of 2003, capita spending
totaled €8,132 million. This corresponds to adecline
of 45.4%, or €6,752 million, compared with the previ-
ous year. Capital expenditure on non<urrent financia
assets amounted to €5,167 million. | n the year-earlier
period, this figure totaled €12.2 billion and included
the acquisition of the Czech gas business and of the
UK energy utility I nnogy. In the reporting period, cap-
ital expenditure on non-current financial assets was
nearly exclusively earmarked for the acquisition of
American Water (+€4,535 million). We spent

€2,965 million on property, plant and equipment,
some 10.6% more than in the previous year. This
increase was mainly caused by consolidation eftects.

The inclusion of American Water's property, plant and
equipment in our accounts resulted in acharge of
€261 million. The rise in capital expenditure relating
to Innogy (from€114 million to €204 million) and our
Czech gas companies (from €13 million to €89 million)
is principally due to consolidation effects since the
previous year's corresponding periods were shorter.
We stepped up capital spending in the Blectricity Busi-
ness Area's Power Generation Division. | nvestment
magnets were athermal power station in Duisburg-
Hamborn and retrofitting measures implemented in
Block A at Biblis. Conversely, capital expenditure in
the Lignite-Fred Fower Generation and Mining Divi-
sion decreased considerably. Thisis partly due to the
fact that we made farveaching investments in the new
lignitefired power station in Niederaussem in 2002.

Cash flow statement’ Jan—-Sp Jan-Sep Jan-Dec
€ million 2003 2002 +-in% 2002
Cash flows lrem operating activities 3,976 4044 - 1.7 5,933

Cash flows from investing activitics

-~ 5,658 12,873 + 56.0 -14.523

Cash flows from finar ; aclivities

©.2,527. 7.783 -~ 67.8 7,062

Qurrency transiation,

hanges in the scope of cansolidation and cther _-'_ 17, - 93 + 81.7 - 171

Net change in cash and cash equivalents

~1,120 +173.3 - 1,699

Cash flows from operating adivities

3,976 4044 - 1.7 5.933

~Capital expenditure on property. plant and equipment and intangibie asse965 — 2,680 — 10.6 - 4.095

Free cash fiow

1,011 1,364 — 25.9 1,838

* Rexsetum to page 28 for a complete cash How staement.

Cash flow statement: free cash flow

totais €1,011 miilion

Cash flows from operating activities were slightly
belowthe previous year's level at €3,976 million, Net
of non-cash items, the operating result posted an im-
provement. However, we had significantly more work-
ing capital than in the previous year's corresponding
period, which benefited from a positive one-off effect
of €487 million from the deconsolidation of the
service-station and refinery business. Capita expendi-
ture resulted in a cash outflow of €5,659 million,
more than 50%less than in the corresponding
year-earlier period. Cash flows from financing activi-

ties amounted 10 €2,527 million. I n the first three
quarters of 2002, this figure was rougbhly three times
higher since we took on asubstantia amount of
financid debt to finance our acquisitions.

Free cash flow generated in the first three quarters of
2003 totaled €1,011 million. 1 is defined as cash
{lows from operating activities minus capita expendi-
{ure on property, plant and equipment and intangible
assets. |1 was 25.9% down on the high level recorded
in the previous year. This was due to the fact that
capita expenditure on property, plant and equipment
was higher as aresult of consolidation effects.



Net financial debt
€ million
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Balance atBalance at
09/30/03 12/31/02 #-in%

Cash and cash equivalents

C 2670 2143 + 386

Qurrent markeiable securities

9,055 8459 + 7.0

Non-current marketable securities and other loans

1,116 2,832 - 60.6

Qther noncurrent financial assels

1,234 953 + 29.5

Non-current financiat assets

jEXcYEE 14,387 - 041

onds, notes payabie and bank debt

28,719 25372 + 13.2

Other tinancia debt

4,493 4509 - 04

Financial debt

Net financial debt

xRy 29,881 + 111
REK:krE 15,494 + 21.6

Net debt already considerably lower

than €24 billion target

As of September 30, 2003, our net financial debt
amounted to €18.8 billion. | t was some €3.5 billion
lower in the third quarter. Therefore, we have aready
clearly overachieved our goal of reducing net financial
lidbilities 10 less than €24 billion by the end of 2003.

Net debt is up €3.3 billion compared with the end of
2002. This was primarily a result of the financing of
the acquisition of American Water and the inclusion
of the USwater utility’s debt in our consolidated ba-
ance sheet (€8.7 billion in total). We spent an addi-
tional €3.6 billion, €0.6 billion of which was ear-
marked for relatively small capital expenditures on
financial assets, with €3.0 billion going to property,
plant and equipment. €0.8 billion was allocated to
profit distributions. High cash flows from operating

activities and our proceeds from the divestment of
the refinery and service-station business had the
strongest counteractive effect, with the latter totaling
€1.5 billion. Net financid liabilities dropped by an-
other €0.7 billion, owing to cash flows from the first
COONSOL tranche and the deconsolidation of our US
subsidiary. The weak dollar and pound caused debt to
decline by €1.5 billion. Fnancial derivatives, which
we use to hedge liabilities against currency exchange
and interest rate risks, have apresent value of

€1.1 billion. However, derivatives are not taken into
account in net debt.

The ratio of EBI TDA to net interest, which is akey
indicator in controlling our debt, was 8.0. We expect
it 10 exceed 7 for the tull year and are thus clearly
above the lower timit of 5 that we set.

Workforce Balance atBalance at

FTE 09/30/03 12/31/02 #-in%

Electricity 71,076 69,441 + 2.4

Gas 8,859 9.176 - 35

ViHer 17,699 11,907 + 48.6

Environmenta Services 13,548. 14.406 -~ 6.0

Total core business W 'T,""é"'é'

Non-core business {Heidelberger Druckmas

22,412 23,460 ~ 4.5

Cther/ helding

3,264 3375 - 33

Toa RRR:L1: 131,765 + 3.9
CGermany 74,102 76202 - 28
Foreign 62,756 35563 -+ 129

" Full time equivdent {FTB, according 1o the pecentage of full-time erptoyment (1 FTE= 1 full-time position)

90



RWE Goup-Hiew of Operations

New RWE Group Structure
Group Center
RWE
| Thames ] —1 —
— = -
RWE Power RWE Energy RWEI nnogy RWE Trading Water RWE Umwelt RWE Sydems
Generation Generation
RANE Dea npower Fegions Regions
U resm Sains
Gas 8 Qi
Harpen Trangmission
Fenawables Grids
Bedriaty/ Cas

RAE Solutions
Solutions

RNE Gas
Naturad Ces

010

Workforce grows 4% due to acquisitions

As of September 30, 2003, the RWE Group employed
136,858 peopte (full time equivalent), 74,102, or
some 54% of which worked in Germany. Our work-
force thus expanded by 5,093 employees, or 3.9%,
vis-avis December 31, 2002. Arsttime consolidations
and deconsolidations added anet 7,430 statf mem-
bers. This development was primarily driven by the
inclusion of American Water and the Rolish etectric
utitity STOEN, which contributed 6,365 and 1,653
employees, respectively. Adjusted to exclude consoli-
dation effects, our employee headcount decreased by
anet 2,337, or 1.8% Germany took center stage in
this developmeni. Qur operating labor force declined
by 2,280 staff membersin this country. Above all,
Heidelberger Druckmaschinen implemented
substantial job cuts.

New Group structure effective October 1, 2003

As planned, we implemented our new Group structure
effective Ociober 1, 2003. The restructuring’s main
focus is the regiona integration of our German utility
businesses. To thisend, we grouped the sales and
network operations of our Continental European elec-
tricity, gas and water businesses and placed them
under the newly established “ RVE Energy” (over

€18 billion in revenue and some 42,000 employees).
Furthermore, we combined our Continental European
power plant portfolio and lignite production activities
and placed them under the new company

“RWE Power” (about €10 billion in revenue and
approximately 26,000 employees). Altin all, this has
reduced the number of management companies in
the RNE organization from 13 to seven. Now that the
reorganization is in place, we will be able to tap into




an additional cost savings potential of €300 million

per year, which is o be fully realized by 2006. For an
overview of the new Group structure, please turn to
page 10. Moreover, we provided acommentary on the
key points of the reorganization in the interim report
for the first half of 2003.

Agreement with RWE Gas municipal shareholders
On November 12, we reached an agreement with
RWE Gas AGs municipal shareholders to fully inte-
grate RWE Gas into the Group’s new structure.

RWE Gas will, as originally envisioned, be merged
into the newly established RWE Energy. Thus, entre-
preneurial responsibility for the Group’s Continental
European gas sales and network activities lies solely
with RWE Energy. The municipal shareholders will re-
ceive aone-off payment of €100 million, and, forthe
fiscal years 2004 through 2008, an annud guaran-
teed dividend of €48 million. They will have a 20.03%
stake in the newly established RWE Westiden-Weser-
Ems AG With the transfer of the RWE Cas assets,
RWE Energy assumes full entrepreneurial control. tn
2009, the RWE Cas municipal shareholders will sell
their full stake to RWE Energy AGfor €800 million.
This agreement is subject to the approval of the
appropriate supervisory bodies on the parts of both
negotiation partners.

The agreement with the RWE CGas municipal share-
holders enables RWE to realize the annua

€300 million in synergies associated with the Group's
new structure. The transaction has a cash value of
€900 million. The RVE Gas municipal shareholders'
stake had been valued in accordance with the

April 24, 2002 stakeholders’ contract at €668 miilion.
The agreed increase in value is acceptable to RWE
because it enables RWE Energy to assume sole entre-
preneurial control of the Continental European gas
sales and network activities. This will also serve as
the basis for increasing efficiencies and for further
market development together with our municipal
shareholders.
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Majority stake in US subsidiary

CONSOL Energy sold

I'n May of this year, we announced that we would
fully or partialy divest our 73.6%stake in the US-
based hard coal and gas producer CONSOL Energy.
We made this decision since we intend to focus our
energy business on Europe. Since then, we have grad-
ually lowered our stake in CONSOL 10 18.5% To this
end, on September 18, 2003, we signed an agree-
ment to divest an initia 14. 1 mitlion of the 58 million
shares we originally held in that company within the
scope of aprivate placement and awarded the au-
thorized bank the right to sell additional shares. At
the same time, CONSOL placed 11 million new shares
privately. RWE's share in the company's capitd stock
decreased 1o less than 50%as aresuit. On October 2,
we reduced our shareholding by an additional

27.3 million to 16.6 million shares (18.5%) through
another private placement with investors, most of
whom were institutional. Froceeds from the divest-
ments totaled €623 miltlion. GCONSOL's deconsolida-
tion as of September 30 caused the net financial lia-
bilities we carry on our consolidated balance sheet to
decline by approximately €0.5 billion (excluding capi-
tal gains). Frovisions dropped by roughly €3.1 billion.
Qur remaining 18.5% stake in GQONSOL has aso been
earmarked for sale.

RWE s increased stakes in the municipal utilities of
Oberhausen and the greater Wuppental area
receive antitrust approval

CGermany's Federa Cartel Office approved our acquisi-
tion of stakes in the municipal utilities of

Wupperta (20%), Velbert (20%) and Femscheid
(25%}) as well as our increased shareholding in
Energieversorgung Cberhausen (by 40%10 90%).
This clearance was issued on the condition that we
shed our 20%interest in Stadtwerke Disseldort.
Another requirement, which was aready met in July,
was the sale of our 40% shareholding in Stadtwerke
Leipzig. According to the Federal Cartel Cifice, for
antitrust reasons, purchases of shares in municipa
utilities by market leaders such as RBWE must be offset
by divestments of stakes in other municipal utilities
of al least equal value.
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RWE Trading withdraws from

North American energy market

RWE Trading will terminate its operations on the

North American energy market by the end of 2003.
We announced this move in September. I n the future,
we will concentrate our trading activities on the
European marke!, where RVE commands a strong
competitive position and has a diversified power
generation portfolio.

Economics ministry outlines future regulatory
framework for Germany’s electricity and gas
markets

On August 29, 2003, the Federa Ministry for Econom-
ics and Labor (BMWA) published a socalled monitor-
ing report containing proposals for afuture regula-
tory framework for Germany's electricity and gas mar-
kets. I n the report, BMWA speaks out in favor of lean
regulation that promotes competition while ensuring
an appropriate level of supply security. 1 also stipu-
lates that pricing methods should follow regulations,
while grid fees per se may not be regulated. BMWA
envisions entrusting the German telecommunications
and postal regulator (RegTP with this responsibility.
The ministry intends to submit abill to amend the
German Energy I ndustry Act by the end of the year so
that it can be adopted in the spring of 2004. The EU
envisions the reguiatory authority becoming active on
July 1, 2004.

Bl gives go-ahead for trading with

00, emissions allowances

I'n July 2003, the European Rarliament and the Euro-
pean Council agreed on the cornerstones for asystem

for trading greenhouse gas emissions and established
January 1, 2005 as the first officia day of trading.
The trading scheme is to act as a vehicle with which
the EU can meet the climate conservation commit-
ments that it entered into by ratifying the Kyoto Fo-
tocol. Companies which reduce their greenhouse gas
emissions by employing environmentaly friendly
{echnologies or by adapting their production
processes will be allowed to sell excess emissions a-
lowances. Conversely, companies that produce more
emissions than their allotment of certificates will be
obligated to purchase emissions allowances on the
market 1o make up the difference. At the beginning,
the European emissions trading system will only
include 0O, emissions from electricity and heat pro-
ducers as well as from industrial operations. EU per-
formance targets must now be detailed in separate
nationa alocation plans for each member state.
These plans will determine how many emissions
allowances each company and production facility
receives. | nmost BU member states, this issue is cur-
rently being negotiated between political and indus-
try representatives. Germany’s federal government
approved the cost{ree alocation of emissions
allowances in Germany during the system's early
stages before these talks commenced. The alocation
plans must be submitted to the EU Commission for
approva by the end of March 2004. Feliable esti-
mates of the economic impact emissions trading will
have on the RWE Group with special regard to budg-
eting and investment plans can only be made once a
final decision has been made on the allocation plans
and the distribution of emissions alowances.



Qutlook for 2003

At present, we do not anticipate cydlical trends in
the fourth quarter of 2003 injecting new noteworthy
stimuli into our core markets. Germany’s outlook
remains tarnished. 1 n the fall assessment published
at the end of October, Germany’s six leading eco-
nomic research institutes forecast zero growth for
2003 as awhole. Great Britain's and central Eastern
Europe’s key economies are expected to continue
their upward trends. The economic upswing in the US
is also expected to persist. As autility, RWE is rarely
exposed to cyclical fluctuation since it has a small
proportion of products that react sensitively to cycli-
cd changes. Qur non-core business, Heidelberger
Druckmaschinen, is an exception.

We will growour operating result againin the cur-
rent financia year. We anticipate the Group achieving
again of a least 15% and our core businesses post-
ing an increase of roughly 20%. The first4ime consoli-
dation of American Water and the firsttime, fullyear
inclusion of RWE | nnogy and our Czech gas activities
will be the major contributors. Without these one-oft
effects, the consolidated operating result would be
virtually on par with the previous year's level. We ex-
pect our core businesses to record a slight increase in
their operating results once they have been adjusted
to exclude consolidation effects. Thisrise is due to
the positive earnings situation in our electricity and
gas businesses.

Qur core businesses would close the fisca year with a
much better performance without negative currency
effects. We anticipate currency charges to the tune of
€170 million. Our calculations are based on the as-
sumption that the average rate of the US dollar and
British pound to the euro wittbe 1.12 and 0.70,
respectively. Thisforecast does not take American
Water into account since the USwater utility had not
yet been consolidated in 2002. The Czech gas compa-
nies and I nnogy will only be included on aprorata
temporis basis, since they were consolidated for the
first time during the course of fiscal 2002. By con-
trast, if one were to fully include the major acquisi-
tions, our operating result would be some €290 mii-
lion lower than in the previous year. However, cur-
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rency charges will be absorbed almost entirely by the
non-operating result and the financid results.

We will comment on the eamings trend displayed
by our business areas on the basis of the Group’s
old structure for the last time in this quarterly
report. We will report using the new structure for
the first time in our 2003 annual report.

We expect the Blectricity Business Arealo increase
its operating result by approximately 15% This is
primarily due 1o the first4ime fullyear inclusion of

I nnogy. Our German electricity activities will make
further operating progress. Measures supporting this
development will be the savings redized as part of
our cost-cutting program and price increases. How-
ever, the rise in our result will be hampered by the
aforementioned currency effects at RVE I nnogy and
CONSOL Energy.

We anticipate the Gas Business Areaimproving its
operating result by about 20% The Midstrearv Down-
stream Division will post strong growth, owing to the
firsttime, futlyear inclusion of our successful gas
business in the Czech Republic. Another factor bene-
fiting us are the weatherinduced increases in sales
volumes generated by the German business. We
expect our Upstream Division to close the fiscal year
slightly down on the high level recorded in the previ-
ous one. harges in this unit stem from negative cur-
rency exchange effects and higher production costs.
Higher crude oil prices and volumes will have a
positive effect.

Operating resuits generated by the Water Business
Areawill post significant double-digit growth over the
previous year, primarily owing to the first4ime con-
solidation of American Water. We expect to be able to
record a gain of 35%to 40% The water business will
thus account for about one4ourth of our Goup’s op-
erating result. Excluding American Water, this busi-
ness areawould close the fiscal year slightly down on
the previous one. This is principally due to the afore-
mentioned exchange rate effects. Furthermore, the
regulated UK water business will draw higher capita

(]
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expenditure on infrastructure, the bulk of which we
are likely to be able to compensate tor from the
beginning of the next regulatory period in 2005 on-
wards. American Water currently hasto contend with
unfavorable background economic conditions as well
as the increased cost of security and insurance serv-
ices caused by the September 11 terrorist attacks.
Moreover, we had to deal with adelay in the adjust-
ment in rates as we waited to receive approval for
this acquisition. However, we expect to receive regu-
latory approval for rate increases during 2003, help-
ing to produce a considerable improvement in Ameri-
can Water's earnings in 2004.

The Environmental Senices Business Areacontinues
to be characterized by the extremely unfavorapie con-
ditions under which it hasto operate. Last year, we
launched a comprehensive cost-cutting programto
stabilize the earnings situation. Althcugh some of the
measures are dready taking effect in 2003, the waste
management business will close the tiscal year
markedly down on the previous one. We anticipate its
operating result declining by roughiy 20% Due to
these circumslances and the collapse in earnings re-
sulting from the new calt for bids for contracts
awarded by Germany's dual system DSD,

RWE Umwelt initiated additional measures to enhance
efficiency.

Qur non-core businesses will see their earnings con-
tribution decline considerably. Heidelberger
Druckmaschinen will post asignificant operating loss
in RWE's tinancial year, because the situation on the
printing market is improving at a very slow pace.

The loss would be even more severe if the cost-cut-
ting program had not been launched in fiscal 2002.
We are currently working on additional restructuring
measures. We expect HOCHTIEF, the construction
investment we consolidate based on its prorated net
income, to make an earnings contribution that will be
positive, but lower than in the previous year. This is

primarily due to the fact that HOCHTI EF will adjust
the valuation of the securities it holds in a specia
fund. Its operating result, however, will continue to
display positive development.

Above al, the reconciliation to net income reflects
the impact of our large-scale acquisitions on the inter-
est cost and goodwill amortization.

Qur non-operating result will fall significant!y shy of
the prioryear figure (€850 million). Capital gains will
decline considerably despite the proceeds received
fromthe reduction of our stake in GCONSOL Energy.
The previous year's figure was exceptionally high due
to the divestment of our shares in Shell & DEA Ol
and STEAG Furthermore, goodwill amortization will
rise as planned in 2003 to just under €1 billion. In
addition, the reorganization of the RWE Group led to
aone-off charge of €250 million. The increase in the
amount of nuclear energy provisions released will
have apositive effect on the result. The amount
released is estimated at approximately €1.2 billion
(previous year: €963 million).

FAnancia results will deteriorate marginally compared
with the previous year. This decrease will stemfrom
the cost of tinancing our major acquisitions and the
interest payments on debt assumed from the ac-
quired companies. Conversely, we expect 1o achieve a
better resuit from our investment in securities under
our asset management program.

I ncome before tax is expected to decrease substan-
tially. We anticipate our effective tax rate coming in
roughly on par with the previous year's. It was 50%
including goodwill amortization and 39% excluding
goodwill amontization. Minority interests will be
markedly lower. This will be principally due to the de-
terioration of Heidelberg's earning situation and the
deconsolidation of CONSOL Energy.



Allin all, as aresult, we can issue a more positive
forecast for the Goup’s net income than originally
expected. After goodwill amortization, net income is
expected to decline by no more than 20% compared
with the previous year (€1,050 million), We originally
anticipated a decrease of between 25%and 30%.
Without goodwill amortization, net income will be
slightly up year-onyear (2002: €1,830 million).

Currency exchange effects wilt barely have an

impact on net income. This is because the financial
result will be positively affected by the financing of
acquisitioninduced debt in US dollars and British
pounds. Furthermore, goodwill amortization will be
lower in the non-operating result. This will absorb the
negative effect of currency exchange rates on operat-
ing income almost entirely.
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Qur net finandial debt will probably have fallen
below €20 billion by the end of 2003. This prognosis
is based on currency exchange rates of $1.15 and
£0.70 to the euro, respectively. Net debt will thus be
slightly above the level achieved on September 30.
Thisis due to capita expenditure on property, plant
and equipment as well as interest and tax payments
that will be made in the fourth quarter. Therelore, we
wilt clearly exceed our debt+eduction target for 2003
(€24 billion).
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Risk trend

RWE Group companies are exposed 0 risks associ-
ated with market prices and sales volumes found ina
market characterized by liberalization and fierce com-
petition. We are countering these risks by pursuing
price strategies that set us apart from others and
adopting a corresponding sales policy as well as
forceful measures to manage costs.

Financial risks principaly consist of interestrate, cur-
rency-exchange and pricefluctuation risks. We hedge
these risks using non-derivative and derivative finan-
cia instruments, among other things. The primary
goal behind our energy trading operations is to miti-
gate earnings risks stemming from price fluctuations
by securing future prices of energy sources. There isa
limited amount of risk of loss when extreme, unex-
pected market price fluctuations occur. Qur trading
transactions can also resuilt in credit risks in cases
where trading partners fail to meet their contractua
obligations. We counteract such events with our
systematic risk-management system.

Forwarddooking statements

This report contains forward{ooking statements
regarding the future development of the RWE Goup
and its companies as well as economic and political
developments. These statements are assessments
that we made based on information available to us at
the time this document was prepared. 1n the event
that the underlying assumptions do not materigize
or additional risks arise, actual performance can devi-
ate from the performance expected at present. There-
fore, we cannot assume responsibility for the correct-
ness of these statements.

Regulatory conditions governing the energy sector
also give rise to risks for the RWE Group. Since we
have a high share of lignite- and hard coal{ired
power plants in our power generation portfolio, the
EU's decision to introduce a greenhouse gas emis-
sions trading system poses amajor risk. To mitigate
this risk, we will reduce our specific 0O , emissions
and make our power plant portfolio even more flex-
ble when we make new investments in the future.
Moreover, we are playing a proactive role in shaping
the emissions trading system. Earnings risks can alsc
arise in connection with operating stoppage and pro-
duction downtime. Additional risks are associated
with Block A at the Biblis nuclear power plant, relat-
ing to downtime caused by adelay in the granting of
an approva to recommission the plant. Gid opera-
tions are exposed to risks in connection with the
planned introduction of a regulator tor the electricity
and gas industry which, in turn, increases the pres-
sure on grid fees in Cermany. We are dealing with
these risks by engaging in an intensive didogue
with the institutions in charge.



Electricity Business Area

Operating result 33% up year-onyear

j Cerman and UK electricity prices still on the rise

Key figures JBn-%p Jan-Sep Jan-Dec
2003 2002 H-in% 2002
Electricity sales volume? kwWh miflion 218,393 185,867 + 17.5 267,502
External revenué € miliion 19,132 16,637 + 15.0 23,797
Bectricty €million 13435° 11,034 + 21.8 15714
Hectricity trading € million 907 442 + 106.2 869
EBI TDA € million 3,387 2,772 + 222 4,146
Operating result € miliion *2,382 1,787 + 326 2,760
Capitd expendilure € miliion 1,540 1.959 21.4 3,142
Roperty, plant and equipmeant € mitiion 1,234 1,253 - 1.5 1.915
Noncurrent finanoid assels € millio 306 706 58.7 1,827

09/30/03 12/31/02 H#-in%

Workdore: * 71,076 69447 + 2.4

' Ng, i.e exduding the trading of dectricity procured from third parties; the previous yer's figures have been adjusted.

? Includes €733 million in dinxt dectricity taxes {previous year. €547 milli
third paties; the previous year’s figures have been adjusted.
* Full time equivaent, according to the percentage of tull-time employment.
Europeanpower consumption was stimulated by unusu-
ally low winter temperatures as well as exceptionally hot
weather from May to August. | n Germany and the UK,
RWE's key markets, power consumption was up some
2%over the previous year's level. The increase was par-
fially due to the slight resurgence in industrial produc-
tion. Oyclical trends in the markets we serve in central
Eastern Europe were far more dynamic. But only in
Roland did this result in an increase in demand for elec-
tricity. Rolish power consumption advanced by 5% De-
mand was up amere 1%in Hungary and the Slovak Re-
public. Structural changes and the modernization of the
industries in these two countries dampened growth
rates.

Blectricity pricesin Europe were dictated by the heat
wave this summer to aconsiderable extent. This caused
demand to rise as people stepped up the use of air con-
ditioners. At the same time, numerous power plants
were forced to ramp down output owing to low river
water levels and ascarcity of cooling water. This situa-
tion was compounded by scheduled power plant out-
ages. One of the consequences was a strong increase in
prices paid tor electricity traded on European wholesale
spot markets. Moreover, the combination of these higher

on); only indudes margins fromthe trading of detricity procured from

quotations and the steep increase in hard coal forward
prices accelerated the upward price trend on futures
markets.

I'n Germany, the price of forward contracts for power de-
liveries in 2004 has risen by 21%10 €29.35 per MWh of
basedoad power and by 29%1o €46.30 per MWh of
peakioad power since the beginning of the year (figures
valid as of September 30, 2003). Average prices in the
reporting period were €26.65 per MWh and €41.29 per
MWh, respectively. This corresponds to an increase of
14%and 22%year-onyear, respeciively. The rise in the
price of peakdoad power also mirrors the scarcity of gen-
eration capacity. Two years ago, the German electricity
market was still characterized by excess capacity. Now
that severa power plants have been shut down and
volatility of supply and demand is increasing, reserve
capacity is likely to be limited. The unusua price highs
experienced in the summer months have made the
general public aware of this issue.

Rices paid for power deliveries to households in the
CGerman end customer business were up an average of
5% vompared with the previous year. This reflects both
the development on the wholesale market and the elec-

Core Business
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tricity tax hike effective January 1, 2003. | n the industrial
customer segment, power supplies cost 10% more,
owing to the significant influence of wholesale prices
and the rise in the relief rate for electricity tax.

Quotations on the UK electricity wholesale market have
also seen significant growth recently. The recessionary
price trend that lasted until the middle of 2002 on the
futures markets appears to have ended definitively. In
the reporting period, the average one-year forward price
was £18.26 (€26.37) per megawatt hour of basedoad
power—up 10%year-onyear. It decreased by 21%to
£23.97 (€34.61) for peakdoad power, Average prices on
the end customer market are still being alfected by low
forward quotations from 2002. They were roughly 3%
down on the previous year for industrial customers, but
recorded amarginal rise for household customers.

The RWE Group boosted itseledtricity sales volumeby
17.5%t0 218.4 billion kWh. This was largely aresult of
the fact that RWE | nnogy’s figures were included on a
full, ninesmonth basis. Gonsolidated as of June 1, 2002,
the UK energy utility sold 43.6 billion kWh of electric
power. The previous year's corresponding figure included
amere four months, amounting to 19.7 billion kWh. Due
to the firsttime consolidation of the Folish electric utility
STOEN etfective January 1, 2003, our electricity sales
volume increased another 4.7 billion kWh.

Extemal revenue generated by the Bectricity Business
Arearose 15.0%10 €19.1 billion. RWE | nnogy generated

€3,903 million in revenue compared with the low level of
€1,844 million achieved in the year-earlier period for con-
solidation-related reasons. €261 million in sales volume
was added with the inclusion of STOEN in the Goup’s
accounts. Net of consolidation effects, revenue would
have only seen amoderate increase. Operating gains
were recorded above dll in the Net Division

(+€528 million) and were predominantly due to the fact
that we passed on legal burdens from the subsidization
of renewable energies and combined heat and power
generation. Moreover, we raised our grid fees in order to
offset the higher expenditure on balancing power.

EB TDA generated by the Bectricity Business Areawas
up 22.2%to €3,387 million, and operating resuits
advanced 32.6%10 €2,382 million. Operating resuits
recorded a steeper climb due 1o the fact that deprecia-
tion and amortization rose to alesser extent. This was
primarily due to the acquisition of innogy. {n compari-
son toits earnings contribution, the UKenergy uility’s
depreciation and amortization are low. I nnogy’'s inclu-
sion in our consolidated accounts was also the main
driver behind the Bectricity Business Area's largely im-
proved earnings situation. However, we lifted the operat-
ing result by 15.3%even without this acquisition. Exclud-
ing the negative currency effects, the operating result
would have grown even more, We made operating im-
provements primarily in the German electricity business.
Once again, the key success factors were higher whote-
sdle prices, our cost-cutting and our sales policy, which is
sharply focussed on returns.

Bectricity Business Area Total revenue’ External revenue EB TDA Operating result
Key figures by division

?r:ﬁf:r? 2003 2002 2003 2002 2003 2002 2003 2002
Power Generation 2,851 3,051 379 431 693 610 © . 569 462
Lignite-Fired Fower Generation and Mining 3,309 3.477 2,059 2,292 765 782 378 367
Trading 4,060 5,607 1,700 1,878 22 29 20 28
3,496 2.953 1.506 av8 587 555 438 415

and Marketing 7,831 7.642 7.529 7.350 547 499 394 340

I ndustrial Services 2.089 1,912 1,881 1.710 64 49 24 11
UK Energy 3,966 1.844 3,903 1.844 632 225 524 185
Other/ etectricily conselidation - 8,234 - 9305 175 154 77 23 3B - 11
Harpen 185 164 175 154 77 56 47 33
Taal 17,081 16,637 2,772 1,797

' Ng, i.e only including the magins from the rading of electiicily procured from third parties; the previous ya's figures h

ave ben adjusted.

? RWEI nnogy was inctuded in the comesponding period in 2002 on atour-month basis (consolidded for the fivst time efective Ju  ne 1, 2002).
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Gas Business Area

Operating result jumps 34%
j

Key figures

Czech gas operations contribute nearly athird of the result earned by the gas business

Jan-Sep Jan-$p Jn-Dec

Poduction (Upstream)

2003 2002 H-in% 2002

Natural gas*

mition m* ¢ 1,847 1,700+ 8.1 2,382

Fetroleum

thousand ¥ 4,368 3,847 + 107 5,408

Natural gas sdes (Midstream/ Downstream)

KWh million ©190,437' 129,023 + 47.6 220,258

Externd revenue

€ million 74 5,367: 3,935 + 36.4 5,666

ERITDA € million 1,165 844 + 38.0 1,239
Operaling result € miilion 871 650 + 34.0 885
Copital expenditure 5086 - 89.2 5,365

€ million: 548

Foperty, plant and equipment

373 284+ 313 564

Non-current financial asseis

175 4,802 - 96.4 4.801

08/30/03 12/31/02 H-in%

Waloe 2

8,859 9,176 ~ 38

1 Including Norwegian production.

* Full time equivaent, according 1o the percentage of full-time amployment.

The world oil market was characterized by extraordi-
narily high prices in the period under review. A barrel
of Brent crude cost an average of $28.66, 17%up
compared to last year, and afull 45% above the
ten-year average. The first quarter experienced a
price hike in the run-up to the i raq war. Ol prices
averaged just under $33 in February, occasionally
falling below the $25 mark after the onset of the war
and as fears of scarcity diminished in April. Asare-
sult of OFECs output reduction policy, the sluggish
ramping up of | raqi oil production and low invento-
ries, oil prices were back up to an average of $28 in
the third quarter.

In the first three quarters, natural gas consumption
was up some 6%in Germany and up 5.5%in the
Czech Republic. This was due to the cold weather at
the beginning of the year. The steep climb in oil
prices leading up to the I raq war trickled down to

gas prices in Germany with the typical tracking delay

of about six months. The price for deliveries to munic-

ipal and regional utilities was 4. 1% higher compared
with the previous year. | ndustrial customers had to

pay 15.7%more for gas, whereas the price increase
for private and commercia customers was 20.6%
These developments were driven by shorter price-
adjustment windows and the fact that the natural gas
tax was lifted by 58%10 0.55 euro cents per kWh
effective January 1, 2003. Gas prices in the Czech
Fepublic were 10%down on the average recorded in
the year-earlier period. This was due to the significant
decline in prices as of October 1, 2002 that was only
partialy offset by increases in January and Aprif of
2003.

Qur Upstream Division stepped up its  gas produc-
tion by 8.1%to 1,847 million m 2. We achieved gains
especidly in Germany and Egypt. Natural gas sales
wolumes generated by the Midstreamy Downstream
Division climbed 47.6%10 190.4 billion kWh. This was
principally due to the consolidation effects stemming
framthe inclusion of our Ceech gas companies in our
consolidated accounts effective May 1, 2002. They
sold 67.6 billion kWh in the period under review. The
previous year's corresponding figure included a mere
tive months, amounting to 19.0 billion kwh. Qbragas,

Core Business
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Core Business

which was consolidated for the first time as of

July 1, 2002, contributed 5.3 biltion kWh to the busi-

ness area’s gas sales volume (previous year:

1.3 billion kWh). But we also made operating gains
(+8.8 billion kWh). This was largely due to the cold

weather in the first quarter. RWE Deaincreased its
petroleum production by 10.7%to

4,368,000 nme. This was principaly a result of the
commissioning of two production drillings in the
Cerman North Sea.

Gas Business Area Total revenue BExtemal revenue EB TDA Operating result

Key figures by division

Ja P 2 2003 2002 2003 2002 2003 2002

€ million 2003 002 (] 0!

Midstreany Downstream 4,562 3,077 4,437 2.997 684 405 550 332
Gas in the Czech Fepublid 1,321 450 1,289 450 356 169 268 117

Upstream 918 8582 930 938 481 439 321 318

' I nnogy was induded in the comesponding paiod in 2002 on afivermonth basis (consolidated for the first time efectiveMay 1, 2002).
? Induding the consolidation of revenue within the business aea.

Qur Gas Business Area earned €5,367 million in
extemal revenue , or 36.4% more than in the previous
year. The Midstreamy Downstream Division posted a
gain of 48.0% This was primarily due to the first-
time, fullyear consolidation of our Czech gas activi-
ties, which generated €1,289 million in revenue (pre-
vious year: €450 million) and of Cbragas, which con-
tributed €199 million (previous year: €40 miilion). Net
of consolidation effects, the Midstreamv Downstream
Division would have increased revenue by 17.6%,
driven by the weatherinduced rise in gas sales vol-
umes and the effect of the natura gas tax hike on
prices. Externa revenue produced by the Upstream
Division was roughly on par with the previous year.
Higher prices and production volumesiin the oil and
gas business were contrasted by negative currency
exchange effects arising from the settlement of oit
deliveries denominated in USdollars.

EB TDA recorded by the Cas Business Areawas up
3B.0%to €1,165 million, and operating results
advanced 34.0%10 €871 million. We made significant
progress in the Midstreanv Downstream Division,
which increased its operating result by 65.7% Qur
Czech gas activities contributed an operating resuft
of €268 million {previous year: €117 million). How-
ever, the Midstreamv Downstream Division improved
its operating result considerably even net of consoli-
dation effects. It advanced by 29. 1% principdly due
to the weatherdinduced increase in sales volumes in
the first quarter. Operating results posted by the
Upstream Division were slightly up on the previous
year's high level. Earnings improvements brought
about by higher oil and gas prices were contrasted
above all by the increase in production costs.



Water Business Area

Core Business

Operating result 38%up year-onyear due to the inciusion of American Water
: Operating result achieves 6% organic growth net of currency effects
]

Key figures Jan—-Sp  Jan-Sp Jan - Dec
€ million 2003 2002 +-in% 2002
External revenue 3,165 2,081 + 521 2,850
ER TDA 1,468 1,078 + 36.2 1,457
Cperating result P 0BT 701 + 37.9 963
Cpitd expenditure 5106 1,698 + 230.2 2,181

Popery, plant and equipment 1022 768 + 331 1123

Norcurrent fingncial assets 4:584 930

+ 3929 1,088

09/30/03 12/31/02

H-in%

Worldore 17,699 11,907

+ 48.6

* Full time equivdent, according o the percentage of full-time employment.

The regulated water business continued to show sta-
ble development in our core markets. Thanksio the
substantial sums required to improve water quality
and infrastructure, this sector haslongterm growth
potential. Unfavorable weather effects led to short-
term fluctuations in the USbusiness. Maintenance
expenses incurred following a cold winter and earn-
ings shortfalls caused by above-average precipitation

depressed the earnings situation of water utilities in
alarge number of states. Inthe UK, framework condi-
tions for the next regulation period {(2005-2009) are
currently being negotiated. i is likely that investment
conditions for water utilities will become more favor-
able in light of the need for new investment in the
water network. The pace of privatization on the
German water market is still sluggish.



Core Business

Water Business Area Extemal revenue ERTDA Operating result

Key figures by region

\?:"sh?; 2003 2002 2003 2002 2003 2002
Qreat Britain and | rafand 111,346 1,466 761 815 491 527

Regulated business 401,208 1,279 698 762 424 74
Americas 1,487 304 571 106 -+ 371 75
Europe. Middle East, Africa w281 224 123 139 103 88
Asia-Pacific S0, 87 13 18 o 2 11

TotA m 2,081 1,078 967 701

External revenue generated by the Water Business
Arearose 52.1%to approximately €3.2 billion. This
was manly due to the first4ime consolidation of
American Water, which took effect on January 1, 2003
(+€1,171 million). Additional consolidation effects
stem from the inclusion of the Spanish water compa-
nies Rridesa and Ondagua (+€67 million) as well as of
RWW Pheinisch-Westfalische Wasserwerksgesellschaft
(+€20 million). Conversely, the business areawasim-
pacted negatively by exchange rates. Net of currency
and consolidation effects, revenue earned by our
water business would have risen by approximately

5%. This was caused by rate adjustments made in the
UK owing ta inflation as well as the increase in the
amount of water sold in the US, Asiaand Chile.

ER TDA advanced 36.2%10 €1,468 million. The
operating result amounted to €967 million—up
37.9%o0n the previous year's level. Net of currency
exchange effects (-€84 million), it would have risen
by some 50%, primarily due to the first4ime consoli-
dation of American Water. The company posted an
operating result of €305 million. Excluding the aore-
mentioned consolidation and currency exchange
effects, our water activities would have increased
their operating result by about 6% This growth is
principally due to operating improvements made in
the regulated and non-regulated UK businesses.



Core Business

Environmental Services Business Area

Operating result down 19%

i CGerman market continues to be difficuit

Key figures Jan-Sep Jan-Sp Jan—-Dec
€ million 2003 2002 +H-in% 2002
External revenus 1,466 1,598 83 2,136
EBI TDA 163 207 21.3 281
COperating result 63 78 19.2 98
Copitd expenditure 123 647 - 81.0 695
Roperty, plant and equipment Lo b5 121 - 463 161
Fnancid assets 58 526 - 88.0 534

09/30/03 12/31/02 #-in %

Workors * 13,548 14,406 - 6.0

* Full time equivdent, according to the percentage of full-time employment.

Germany’s waste management industry was marked
by cyclical weakness and intense competitive pressure
in the residentia and commercial waste sectorsin the
period under review. This situation was compounded
by areduction in business volume in the DSD
(German dua waste management system) sector due
to the mandatory deposit for non-returnable beverage
containers ("green dot”). in addition, this branch of
industry was unsettled by delays in the redssuance of
DSD service level agreements. Only about half of the
contracts will probably be renewed as of January 1,
2004. Unawarded contracts will be up for tender

next year.

Inthe first three quarters, the Environmenta Services
Business Areagenerated €1,466 million in extemnal
revenue. | recorded a 8.3% decline compared with
the previous year, owing to the negative market
trends as well as scheduled divestments.

EH TDA was down 21.3%to €163 million due to
unfavorable market conditions. The operating result
amounted to €63 million—a 19.2% decrease com-
pared with the year-earlier figure. The earnings slide
was softened by the first successes of the cost-cut-
ting programinitiated in 2002. RWE Umwell intends
to save €50 million in annual costs through the pro-
gram, which is to take full effect from 2004 onwards.
The program wilt be stepped up yet again in view of
the poor earnings situation.



Non-Core Business

Heidelberger Druckmaschinen

0
n
Iy

Negative operating result

j Sectoral trend of slow recovery

Key figures Jan—-Sep Jan-Sep Jan—-Dec
€ miflion 2003 2002 +-in% 2002
Externd revenue 2,715 3,322 - 183 4,315
EBI TDA 82 B - 77 414
Operating resuit ~101 170 - 159.4 158
Capital expenditure w216 277 22.0 365
Foperty, plant and equipment 173 184 8.0 244
Financial aseets 43 93 - 538 121

09/30/03 12/31/02 H-in%

Workore 22,412 23460 - 45

* Full time equivd ent, according to the parcentage of full-time enployment.

The printing machine industry continued to suffer
from the sluggish economic trend and the substantia
underutilization of printing plant capacity—especially
in our key markets, i.e. the USand Germany.

Orders received by the Heidelberg Group dropped
10.7%t0 €2,698 miltion. Negative currency effects
were felt here too. Net of currency exchange effects,
the decline was 5.7%. The previous year's correspon-
ding figure still contained large orders from the 1 FEX
trade show in the UK 1 n the period under review,
Heidelberg was successful in winning contracts in the
AsiaPac region at the | GCAStrade fairin Japan. There
have been signs of improvement in the last few
months, despile the fact that order intake is still un-
satisfactory. I n the third quarter, orderintake thus
rose considerably over the extremely low level
achieved in the second quarter. The world market
leader in printing technology had  orders worth
€1,223 million on its books as of September 30,
2003. This was just slightly less than the year-earlier
level.

Extemal revenue totaled €2,715 million in the re-
porting period. Heidelberg thus recorded a decrease
of 18.3%, or 13.3%when adjusted for currency ex-
change effects. At €82 million, EBI TDA was less than
aquarter the figure posted for the same period ayear
earlier. Operating results were clearly in the red at
-€101 million (previous year: €170 million). The posi-
tive earnings contribution made by the Sheelfed Divi-
sion (€66 million) and cost reductions obtained via
the efticiency-enhancement program launched in the
fal of 2002 were unable to offset the losses incurred
inthe other segments.
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Consolidated Rnancial Satements of the RMEGroup (condensed)

Consolidated income statement

€ million

Jul-Sep Jul-Sep Jan-2p Jan-Sep
2003 2002 2003 2002

Fevenue

950f 10,192 31,035 35,353

Discontinuing operations

- Eniites 7,682

WMineral oit tax’ natural gas tax’ electricity tax

- 190 "2 819 - 2.918

Discontinuing operations

- - 2,341

Fevenue (without mineral oil tax/ natural gas tax electricity tax)

Changes in tinished goeods and work in progress?’ other own work capitalized

70,002 KR 32,435

161 40 298 454

Cost of materids

T=4705. - 5,937 "—16,414 —19.521

Stedf costs

850: - 1,941 —=5,703 - 5623

Depreciation, amortization and impeirment iosses

- 1,104 = 33000 - 2,706

Qiher operaling result

~ 93 72,241 - 2,445

| ncome from operating activities

967 3,756 2,594

I ncome frominvaestments

201 547194 503

Rnancial result

667 : 092 - 1,822

I ncome before tax

99 1,858 1,275

Taxes on income

=946 - 118

I ncome after tax

1,157

Minorily interest

== 180 - 251

Net income

Discontinuing operations

Earnings per sharé

Excl. goodwill amoriization

Discontinuing operations

tnet. goodwiil amortizaticn

Discontinuing operations

mEmimim

" The previous year's figures have been adjusted.
2 Lhdifuted eamings per share areidenticd to diluted eamings per share



Consolidated balance sheet

Assets
€ million

Balance at Balance at
09/30/03 12/31/02

Non-current assets

I ntangible assets

9988 18,518

Roperty, plart and equipment

0 33,779

Fnancial assets

CQurrent assets

6.407 9,280

[ERYEY] 61,577

i nventones

-3,492 3.505

Accounis receivabie and other asseis

216,446 16,371

Marketabie securities

9,055 8.450

Cash and cash equivalents

72,970 2,143

Deterred taxes

116,206 7,593

Pepald expenses

618 625

102,046 JEINIE]

Equity and liabilities
€ million

Balance at Balance at
09/30/03 12/31/02

Equity/ minority interest

Qoup inierest

6.740 6.429

Minority interest

2,351 2,495

8,904

= 37,023 40,187

Frovisions
Liabilities 145,078 41,140
Deferred taxes 6,679 6,566

Deferred income

5 3,456

102,046 [EGINIE]
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Consolidated Rnancial Satements of the RMVEGroup (condensed}

Consolidated cash flow statement

€ million

Jhn-%p Jan-Sep
2003 2002

I ncome after tax

o120 1,187

Depreciation, amortization, impairment iosses, write-backs

(nhanges in iong4erm provisions

~3;5f(ja§' 2,747
L P92 1,088

Deferred taxes’ non<ash expenses and income/ proceeds from disposition of assets

+.058 — 1,019

Changes in working capita/ other

Cash tlows from operating activities

Discontinuing opearations

Ce 274 71
3,976 Y
P2 300

Capital expenditure on propenty, plant and equipment and financial assets

- 8,132 -14.884

Froceeds {rom disposition of properly. plant and equipment and tinancial assels

2,890 1.769

(nanges in marketable securilies and cash investments o 417 242
Cash flows from investing activities -12,873
Disoontinuing operations igwe - 318
Cash tlows from financing activities ——7,755-

Disoontinuing operations ey =TT az
Currericy translation 58 83
(hanges in scope of consalidation and other changes ~ 10

Net change in cash and cash equivalents

Cash and cash equivelents at beginning of year

Cash and cash equivalents at end of reporting period

" oo JERNED

2143 5,842

2,713

Financial assets @ beginning of year

Financial assets at end of reporting period

14,387 18,127
14,375 EREXTL]

Goss financid deb! at beginning of year

Gross finandal debt at end of reporting period

529,881 189,253
kxwa¥y 30,481

Net financial debt a beginning of year

Net financial debt at end of reporting period

5,494 1.126

RE:R:xY@ 15,441




Consolidated Financial Qaiements of the BMEGoup (condensed)

Changes in equity and minority interest

Group Minority

€ million interest interest Total
Balance at 12/31/01 77300 3,399 11,129
Dividerds paid 562° -~ 231 - 793
Other comprehensive income/ other 961 ~ 906 - 2,867

I ncome after tax

906: 251 1,157

Balance at 09/30/02

m 2,513 8,626

Balance at 12/31/02

-.6,429 2,495 8,924

Dividends paid =619 - 174 - 743
Olher comprehensive incoime/ other 198 - 150 48
I icorne aller tex 732 180 912

Balance at 09/30/03

2,351 9,001
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Accounting policies

The interim report for the period ended September 30, 2003
has been prepared in acoordance with International Finandal
Reporting S andards (| FRS). 1 FRS comprise the | FRS newly
adopted by the International Accounting & andards Board

(1 ASB), the I nternational Accounting Sandards {| AS) as well
asthe Interpretations of the International Finandal Reporting
Interpretations Committee (| FAC) and of the Sanding Inter-
pret ations Committee (3 C).

Scope of consolidation

In addition to RVE AG, the consolidat ed finandal state-
ments contain all domest ic and foreign companies which

RMNE controls diredly or indiredly. The USwater company
American Water and the Polish efedricutility STOBN were
consolidated as of January 1, 2003. RVE relinquished its
majority stake in the UShard coal produdng company
CONSOL Energy by selling shares held in CONSOL at the end

This interim report was prepared using the accounting poli-
des applied in the consolidated finandal o atementsfor fiscal
2002. For further information, please consult the consolidat ed
finandal satements for the period ended December 31, 2002,
which provide the basis for this interim report.

Theinterest rate for pension provisions, provisions for nudear
wast e digposal and provisions for mining is 5.5% as of
January 1, 2003 (previous year: 6.0%).

of September 2003. Theref ore, we s opped consolidating
the CONSOL Group fully as of September 30, 2003 and now
account for it under the equity method. Prindpal assodates
are acoounted for under the equity method. Other prindpal
assodat es are also acoourt ed for under the equity method.
The stope of consotidation breaks down as follows:

09/30/03 12/31/02

Fully consclidated companies

698 724

I nvesiments accounted for & equity

230 245

These irterim finandal statements for the period ended
September 30, 2003 are prindpally charad erized by the

firgt time consolidation of American Water and the transition
tromthe full consolidat fon to 1he equity accounting method
for the CONSOL Group. OQur Czech gasadivitiesand the
British eled ric utility Innogy, which were consolidated for
the first time effective May 1 and Jme 1, 2002, respedtively,

Revenue

Revenue from energy trading operations is gated only at
realized gross margins. The previous year's gross figwes
have been adjusted acoordingly.

Own shares

Inthe firgt three quarters of 2003, RAVE Group companies
bought 279,080 common shares on the capital market at an
average oost of €24.98 per individual share certificate. They
acoount for €714,444 .80 of the Corporation's share capital
{0.05%0 of subscribed capital). Employees of RVE AGandits
subsidiaries received a tatal of 5,465 common shares at an
average price of €25.50 per individual share certificate
within the soope of capital formation and 23,615 common
shares at an average price of €3.55 onthe occasion of
service anniversaries. Aggregat e proceeds amountedto
€223,190.75. Differencesto the purchase price were
recorded with an effect onresults.

were induded in the previousyear’s corresponding period
on a tive- and four+mont h basis, respedively, Furthermore,
tiguresfor the previous year's first three quarters gtill dis-
dose the Shell & DEA Oil joint verture's downst ream busi-
ness, which was sold as of July 1, 2002. All results and adiv-
ities pertaining to the divested downstream business are
stated under “discontinuing operations.”

Research and development costs

Inthe firg three quarters of 2003, research and develop-
ment coststotaled €303 million.

RNE AG held 250,000 commen shares as own shares as

of September 30, 2003. This share package held in connec
tion with the issuance of own sharesto Group employees

has a value of €640,000.00 (0.04%. of subsaribed capit af).

As of December 31, 2002, 37,827 RVE common shares with
an aggregate nominal value of €96,837.12 (0.01%. of sub-
saribed capital) were held for RVE Thames Water employees
by an affiliate. This company ceased to be affiliated with
RNVE as of September 30, 2003.



Stock option plans

Contingent capital inthe amount of €51,200,000 is available
to offer subsaription rights for common shares in the name
of the bearer to members of the Exeative Board as well as
to other executives of RVE AGand affiliates.

The Exeautive Board of RVE AG hasbeen authorizedto issue
nontransterable subsaription rightstoatotal of upto
20,000,000 commoen sharesto the aforementioned persons
uptothe end of the day on March 8, 2004. There isathree-
year waiting period for the & ock options whidh have aterm
of five years after their respedtive issue.

The < ock options can only be exerdsed it the quated mar-
ket price of the common share—ealculated on the basis of
thetotal return approach—hasinaeased by at least 6% an-
nually on average (absolut e performance) bef ore being exer-
dsed and has not trailed the Dow Jones STOXX share index
by more than ten percentage points {relative performance)
inthe same period. The four-week exerdse periods start on
the 21¢t trading day foltowing the publication of the provi-
sional revenue and earnings figures for the complet ed fiscal
year and of the semi-annual results.

Stock options

The g ock options can only be exerdsed by payment of the
exerdse price. The exerdse price equals the quot ed market
price of the common share on the firg trading day after
expiry of the relevant exerdse period, minus a markdown,
which is composed of the absolute and relative performance
components. The markdown is limited to 40 percentage
points.

Exerdse conditions gipulate that the stodk options can be
used for already existing common sharesing ead of young
shares from contingent capital and that the markdown can
be paid in cash instead of in common shares. if the persons
holding stodk options are not employed by RVEAG, the
expenses assodat ed with the exerdse are borne by the
resped ive Group company.

The godk options listed in the table below have been issued
sofar:

Originally Balance at Expired in Balance at
issued 12/31/02

2003 09/30/03

1689 tranche

1,935,800 1,316,300 - 67.700 1,261.600

2000 tranche

4,336,500 2,983,000 — 191,500 2,791,500

2401 tranche

5,222,300 4 454,100 -233,000 4,221,100

20G1A tranche 5,262,300 4,818,500 —195,500 4,623,000
Taa \Loet: N 13574900 —687,700 12,887,200

Furthermore, other virtual g odk option plans are offeredto
employees, exeative board members and other exeatives
of RVNEAG and its atfiliates in Germany and abroad, on

Dividend payout

For RVE AG's fiscal 2002, a dividend of €1.10 per share was
paid, which induded a bonus.

which we report ed separately in the finandal satementsfor
the period ended December 31, 2002.
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Notes
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Eamings per share

Earnings per share are calaulated asfollows:

Jan—-Sep Jan-Sep
2003 2002

Net income

€ miillion 32 906

Number of shares outstanding (weighted average)

thousands!

Earnings per share

€ E

Earnings per share net of gocdwill amortization

€ i

Undiluted earnings per share are identical to diluted
earnings per share.

Contingent liabilities

Contingent liabilities principally relate to liabilities ensuing
trom guarantees. They have inareased by €108 millionto
€1,315 million since December 31, 2002. This rise was prin-
dpally caused by the Bedridty Business Area.

Reconciliation to the operating result

Reconciliation of income from operating activities
to the operating result
€ miliion

Jan—-Sp Jan-Sep

I ncome from operating activities

+Hncome from investments

~MNon-cperaling resu

Operating result

“The recondliat ion addresses the following points:

j Income from invest ments indudes all costs and income
that have arisen in connedion with operating invest -
ments. Income from investments thus constit utes an
integral part of the Group's operating adivity.

RWEs share inthe net income of the HOCHN B Group,

whidh is acoount ed for under the equity method, is
induded in the operating result.

Recondiliation from EB TDA to the operating result

2003 2002
3,756 2,594
194 503
15 86

m 3,183

j fnoome and costs that are unusual from an economic
perspedtive, or are the result of exceptional events, prej-
udice the assesament of operating adtivities. They are
redassified as part of the non-operating result. Further-
more, the non-operating result indudes goodwitl amorti-
zation from capital consolidation. The non-operating
result also containsthe release of negative goodwil.

Jan-%p Jan-Sep

€ million 2003 2002
EBI TDA 6,191 5,115
-Operating depreaiation and amenizaion 2,323, — 2,136
EBIT 3,868 2,979

+pereing result of invastments

Operating result

97 204




Financial calendar 2003 2004

11/13/2003

Interim report for the
first three quarters of 2003
and conference call *

* These events will be broadcast live on
the I ntemet and can thus be followed by
the public & targe. investors and andysts
simuitaneously.

We will keep the recordings on our Web

site for & least Ihree months.

01/06/2004

Rreliminary report on fiscal 2003

02/26/2004

Annud report for fiscal 2003
_Balance sheet press conference
_Analyst conference’

04/15/2004

Annual Genera Meeting *

04/16/2004

Ex-dividend date

05/11/2004

I nterimreport tor the
first quarter of 2004
and conference call*

08/10/2004

I nterimreport for the

first half of 2004

_Midyear press conference
_Analyst conference*

11/09/2004

I nterimreport for the
first three quarters of 2004
and conference calt’

Thisis atrandation of the German in-
terimreport. In case of divergence
trom the German version, the German

version shall prevail.
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