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Group Management Report: Combined Review of Operations*

Operating Environment 

Corporate Profile and Operations

E.ON is the world’s largest investor-owned power and gas

company. Our roughly 80,000 employees generated more

than 56 billion in sales in 2005. We are clearly focused on

our core power and gas business and our target markets:

Central Europe, the United Kingdom, Northern Europe, and

the Midwestern United States. Our corporate structure

reflects our focus on these markets.

The Corporate Center reporting segment consists of owner-

ship interests managed directly by Düsseldorf-based E.ON AG,

E.ON AG itself, and consolidation effects at the group level.

The Corporate Center’s main tasks are to manage E.ON as an

integrated energy company, chart E.ON’s strategic course,

manage and secure necessary financing, manage business

issues that transcend individual markets, and continually

optimize the group’s business portfolio. We take a value-

oriented management approach aimed at improving our

competitiveness and delivering profitable growth.

The lead companies of the Central Europe, Pan-European

Gas, U.K., Nordic, and U.S. Midwest market units are respon-

sible for the integrated management of our target markets.

Our business units manage day-to-day operations.

Based in Munich, Germany, E.ON Energie is the lead compa-

ny of the Central Europe market unit, which is responsible

for our integrated electricity business and downstream gas

business in Central Europe.

With operations mainly in Germany, the Netherlands, and

Italy, the Central Europe West Power and Gas business unit

engages in:

• conventional, nuclear, and renewable-source 

generation 

• electric transmission via its high-voltage and 

ultra-high-voltage wires network

• regional distribution of electricity, gas, and 

district heating

• electricity trading and electricity, gas, and district 

heating sales.

Central Europe East consists of our shareholdings in regional

electric and gas distributors in the Czech Republic, Slovakia,

Hungary, Bulgaria, and Romania.
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Adjusted EBIT above prior-year figure
Cash provided by operating activities significantly above prior-year level
Management to propose raising dividend to 2.75 
2006 adjusted EBIT expected to slightly surpass high prior-year level

*Please note that page references in the Combined Review of Operations are for the
2005 E.ON Annual Report.

+/– %

+21

+5

+8

+71

+0.65

+27

+13

–

–15

+33

 in millions

Sales

Adjusted EBITDA3

Adjusted EBIT3

Net income

ROCE4 (in %)

Value added4

Cash provided by operating
activities

Net financial position6

(at year end)

Investments

Employees (at year end)

2005

56,399

10,272

7,333

7,407

12.1

1,872

6,601

3,863

4,337

79,947

20042

46,742

9,741

6,787

4,339

11.5

1,477

5,840

–5,483

5,109

60,156

1All subsequent commentary for the E.ON Group applies equally to E.ON AG.
2Adjusted for discontinued operations.
3Non-GAAP financial measure; see reconciliation to net income on page 37.
4Non-GAAP financial measure; see derivation on pages 38–41.
5Change in percentage points.
6Non-GAAP financial measure; see reconciliation on page 47.

E.ON Group1



In 2005 E.ON Energie supplied power and gas to about

15 million customers, divided roughly equally between Central

Europe West and Central Europe East. This figure includes

customers served by key minority shareholdings.

Essen-based E.ON Ruhrgas is the lead company of the Pan-

European Gas market unit and responsible for managing our

natural gas business in Europe, which is vertically integrated

along the value chain. E.ON Ruhrgas E&P operates upstream

in gas exploration and production. The midstream business

unit combines gas procurement, sales, and storage and

manages and optimizes the entire technical system. E.ON

Ruhrgas Transport provides gas transport services via our

transport pipeline system. E.ON Ruhrgas International and

Thüga are responsible for managing downstream sharehold-

ings. Thüga’s portfolio consists primarily of minority stakes

in regional utilities in Germany and majority stakes in

regional utilities in Italy. E.ON Ruhrgas International has

ownership interests in energy utilities in other European

countries.

Coventry-based E.ON UK is the lead company of our U.K.

market unit. It runs our integrated energy business in Eng-

land, Wales, and Scotland. The regulated business consists

of Central Networks, which operates an electricity distribution

business. The non-regulated business includes the Energy

Wholesale and the Retail businesses. The Energy Wholesale

business covers activities including power generation, inte-

grated energy trading, operation and maintenance of com-

bined heat and power plants, development and operation

of renewable energy sites, and power station operation.

The Retail business includes sales of electricity and gas

services to residential, business, and industrial customers.

As of December 31, 2005, E.ON UK supplied approximately

8.6 million customer accounts, of which 7.9 million were

residential and 0.7 million were business customer accounts.

Three separate businesses—Metering, New Connections, and

Home Installation—came together during November 2005

to form Energy Services, which provides E.ON UK customers

with all the services they need to get connected to energy

supplies, heat their homes, and understand their energy use.

Based in Malmö, Sweden, E.ON Nordic is the lead company

of our Nordic market unit. It operates an integrated energy

business in Northern Europe, mainly in Sweden, Denmark

and Finland. Day–to-day operations, which are managed by

E.ON Sverige, consist of:

• power generation

• heat production

• power and gas distribution

• power, gas, and heat retail sales

• energy trading.

At year end 2005 E.ON Nordic supplied roughly 1 million cus-

tomer accounts.

Our U.S. Midwest market unit primarily operates our regulated

utility business in Kentucky, USA. The regulated utility

business is composed of two companies, Louisville Gas and

Electric Company (“LG&E”) and Kentucky Utilities Company

(“KU”), which are owned and managed by E.ON U.S. LG&E

and KU both operate vertically integrated businesses where

customers benefit from combined electric generation,

transmission, distribution, and retail services. In addition,

LG&E provides natural gas distribution services within its

customer territory.

Together, LG&E and KU distribute electricity to approximately

920,000 customers, predominantly in Kentucky. They serve

several classes of customers including residential, commercial

and industrial, and municipalities. LG&E distributes natural

gas to approximately 320,000 customers in Kentucky.

The non-regulated business consists primarily of the Argen-

tine gas distribution operations, in which E.ON U.S. owns

minority interests in three companies, and LG&E Power Inc.,

which owns and operates independent power facilities.
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Operating Environment6

1Effective January 2006, E.ON Finland is reported under discontinued operations.

Central Europe

E.ON Energie AG

Munich, 100%

Central Europe West (“CEW”)

CEW Power

CEW Gas

Central Europe East

Other/Consolidation

Munich/DE

Hanover/DE

Landshut/DE

Bayreuth/DE

Regensburg/DE

Helmstedt/DE

Quickborn/DE

Kassel/DE

Fürstenwalde/Spree/DE

Erfurt/DE

Paderborn/DE

The Hague/NL

Budapest/HU

Prague/CZ

Bratislava/SL

Bacău/RO

Varna/BG

Gorna/BG

Pan-European Gas

E.ON Ruhrgas AG

Essen, 100%

Up-/Midstream

Downstream Shareholdings

Other/Consolidation

Essen/DE

Munich/DE

Nuremberg/DE

Erfurt/DE

Târgu Mureş/RO

London/UK

Stavanger/NO

U.K.

E.ON UK plc

Coventry, 100%

Regulated business

Non-regulated business

Other/Consolidation

Coventry/UK

Nottingham/UK

Nordic

E.ON Nordic AB

Malmö, 100%

Sweden

Finland

Malmö/SE

Espoo/FI1

U.S. Midwest

E.ON U.S. LLC

Louisville, 100%

Regulated business

Non-regulated business

Louisville/USA

Lexington/USA

E.ON Group

Lead Companies

Business Units

Main Facilities

Corporate Center
E.ON AG, Düsseldorf

Market Units
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Sales Markets and Market Positions

Pan-European Gas
No. 3 in natural gas supply

U.S. Midwest, Kentucky

No. 1 in power generation

No. 1 in power and gas sales

U.K.
No. 2 in power generation

No. 2 in power and gas sales

Central Europe
No. 2 in power generation

No. 1 in power and gas sales

Nordic
No. 4 in power generation

No. 3 in power and gas sales



Operating Environment

Energy Policy and Regulatory Environment

In 2005 lawmakers at the national and EU level again initiated

and enacted energy policy legislation that has a significant

impact on our business.

Europe
Energy efficiency, security of supply, and the completion of

a single EU market for energy were the main topics on the

EU’s energy policy agenda in 2005.

Emissions Trading
EU25 trading in carbon dioxide (“CO2”) emission certificates

began on January 1, 2005. Its purpose is to achieve climate-

protection targets in a cost-efficient manner and to stimu-

late investment in low-emission technologies.

The first year of trading saw the creation of the necessary

infrastructure. Most EU member states have completed the

allocation of emission certificates, and in most cases the

registers are available to market participants. These two con-

ditions lay the foundation for EU-wide trading. It is important

to note that emission trading had a successful launch and

that the secondary market works. A number of emission

trading marketplaces are already operating successfully.

Trading volume has reached a respectable level, and many

participants from affected industries across the EU25 are

actively engaged in trading.

The unexpectedly high prices of CO2 certificates was also

a topic of discussion in 2005. There were two main drivers of

emission prices. First, the EU reduced the national allocation

plans (“NAPs”) submitted by member states by an aggregate

290 million metric tons, or 4 percent, which tightened supply.

Second, increased requirements, particularly in the United

Kingdom and Southern Europe, led to a high demand for

CO2 certificates.

The debate about the second NAP for the second trading

period (2008-2012) is currently under way. Member states

must submit their NAP to the EU by mid-2006. As a company

that operates throughout Europe, E.ON supports efforts to

simplify and harmonize allocation policies EU-wide.

Progress Report by EU Directorate-General 
for Energy
The EU Commission closely observed the developments on

Europe’s electricity and gas markets in 2005. The Directorate-

General for Energy and Transport issued a report on the

progress in creating the internal gas and electricity market.

The report criticizes the national scope of energy markets

and the dominant market position of large incumbents. It

also calls for more vigorous implementation of the directives

on completing the internal energy market. The EU Commis-

sion’s Directorate-General for Competition carried out an

energy sector inquiry to assess the competition conditions

on European gas and electricity markets. Published on Feb-

ruary 16, 2006, the inquiry’s preliminary report criticizes the

high degree of market concentration, the lack of liquidity on

traded markets, and insufficient unbundling. The preliminary

report is followed by a consultation period in which the

Commission solicits comments, after which the Commission

may propose remedies. The final report is expected at the

end of 2006.

EU Directive on Energy End-Use Efficiency and
Energy Services
The EU reached agreement on a directive on energy end-use

efficiency and energy services. The directive is expected to

take effect in March 2006 and must be transposed into

national law within two years. It requires member states to

save an annual target quantity of energy supplied to end

users and to achieve an aggregate 9 percent reduction

between 2008 and 2017. To this end, energy companies will

be required to offer services designed to help customers

save energy. The EU sets a particularly high priority on stimu-

lating markets for investment in energy-saving technology.

We intend to draw on our international experience in provid-

ing energy-saving services as we contribute to the discussions

about how to transpose this directive into national law.

Germany
Energy Law of 2005
The German Energy Law was amended in 2005 to transpose

into national law EU directives on completing the internal

market for electricity and gas. It took effect on July 13, 2005;

supplementary regulations on electricity and gas network

access and network charges took effect on July 29, 2005.

Other regulations are still to come. Key amendments relate

to the requirement that energy utilities unbundle (that is,

create organizationally and legally separate entities for their

operations along the value chain) and to the regulation of

network connection and access. The law also creates sub-

stantial new reporting requirements for utilities. At the same

time, Germany’s Bonn-based Federal Network Agency for

Electricity, Gas, Telecommunications, Post, and Railways (which

used to be the federal agency responsible for regulating

Germany’s telecommunications, postal, and parcel delivery

sectors) took responsibility for regulatory oversight of the

country’s electricity and gas networks. In addition, 10 of

Germany’s 16 states decided to establish state-level agencies

to regulate small network operators whose business is

completely within their jurisdiction and who have fewer

than 100,000 connected customers.
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Under the Energy Law 2005, network charges during the first

phase of regulation will largely be cost-based. Cost-based

charges must be approved in advance. Our electricity and

gas network operators submitted the necessary applications

on time in late October 2005 and late January 2006, respec-

tively. An exception was made for gas transport pipeline oper-

ators, who may set market-based network charges if they

can demonstrate a sufficient degree of competition on their

network. E.ON Ruhrgas Transport submitted the necessary

documentation to the Federal Network Agency in January 2006.

Plans call for cost-based regulation to be succeeded by in-

centive regulation as soon as possible. The Federal Network

Agency has been tasked with developing a workable incen-

tive plan by mid-2006. It will develop this plan by working

with academics, the states, and affected industries. The plan

will serve as the basis for new regulations that would create

an incentive for network operators to enhance productivity.

There will be a maximum charge that network operators

can provide for transmission and distribution services or

maximum total revenues (typically over a five-year period)

operators can record for providing such services. We have

sought to play a constructive role in the policymaking

process. In the summer of 2005 we released our own incen-

tive plan called the Pro+Model, which incorporates the ex-

perience of our subsidiaries outside Germany that already

operate in an incentive-based regulatory environment. The

Pro+Model contains different incentive mechanisms for

operating and capital costs. It creates incentives for boosting

productivity, while stimulating the investment in network

infrastructure necessary to ensure security of supply and

system reliability.

While Germany’s regulations for electricity network access are

largely unchanged, there have been a range of changes in

the regulations for gas network access. Their primary purpose

is to simplify third-party access and enable residential cus-

tomers to switch suppliers. To implement these regulations,

network operators are obliged by law work together and

develop uniform network access terms.

Litigation over Long-term Gas Supply Contracts
Under an order dated January 13, 2006, the German Federal

Cartel Office (“FCO”) prohibited E.ON Ruhrgas from implement-

ing existing long-term gas supply contracts with regional

and local gas distributors and from entering into new con-

tracts identical or similar in nature. The FCO contends that

long-term gas supply contracts, which typically account for

a large share of distributors’ gas requirements, violate

German antitrust law and lead to market foreclosure. Under

the FCO’s order:

• contracts that account for more than 80 percent of

a distributor’s requirements may have a maximum

duration of two years 

• contracts that account for more than 50 and up to

80 percent of a distributor’s requirements may have

a maximum duration of four years 

• contracts that account for up to 50 percent of a

distributor’s requirements may have longer durations.

Regardless of their actual duration, existing contracts that

do not meet these criteria must be terminated by Septem-

ber 30, 2006. In addition, the FCO ordered that suppliers who

already meet part of a distributor’s requirements may not

compete to supply additional volume if, even temporarily,

this would exceed the percentage and duration criteria

described above.

Although E.ON Ruhrgas had been working to reach an agree-

ment with the FCO, this became impossible once the above

criteria were announced. E.ON Ruhrgas contends that the

FCO’s view is incorrect and that the German gas market is

not foreclosed. Gas suppliers compete with a large number

of new market entrants, a number that will increase signifi-

cantly in the near future. In view of Germany’s high import

dependency, E.ON Ruhrgas also believes that the FCO is

overlooking the negative impact its plan would have on the

security and affordability of the country’s natural gas supply.

With an oligopoly of gas producers gaining increasing

market power, the FCO’s plan to fragment demand will not

enhance Germany’s security of supply. Moreover, the FCO’s

plan stifles competition—and interferes with freedom of

contract—by excluding primary suppliers from competing to

supply additional volume even when they are the cheapest

supplier.

9



Operating Environment

Nevertheless, prior to the FCO’s order E.ON Ruhrgas had

voluntarily offered to take a flexible approach with distribu-

tors with whom it has long-term contracts. Unlike the FCO’s

approach, this would maintain freedom of contract. For new

contracts, E.ON Ruhrgas offered to comply with the FCO’s

restrictions regarding contract duration and percentage of

total requirements. However, E.ON Ruhrgas was unwilling

to be excluded from competing to supply additional volume

to its current customers. E.ON Ruhrgas offered to institute a

transitional model for existing contracts, a model that appro-

priately considers good-faith efforts between contractual

parties. Although E.ON Ruhrgas believes that under German

law new regulations do not apply to existing contracts, it is

prepared to be flexible. Distributor customers in Germany

who receive more than 50 percent of their total gas require-

ments from E.ON Ruhrgas may terminate their contracts

beginning in fall 2006 or fall 2007 and reduce their supply

volume to under 50 percent of their total requirements. All

of E.ON Ruhrgas’s existing supply contracts are scheduled to

expire on or before October 1, 2008.

Despite the voluntary restrictions E.ON Ruhrgas was willing

to observe, the FCO issued its order. In response, E.ON Ruhr-

gas filed an emergency petition with the State Superior Court

in Düsseldorf to prevent the order from taking immediate

effect.

United Kingdom
U.K. energy policy has the objective of maintaining secure

and affordable energy supplies while making radical cuts in

carbon emissions.

In 2005 energy and environmental policy rose up the U.K.

government’s agenda. Under its G8 presidency, the United

Kingdom aimed to make progress towards achieving an

international consensus on climate change supported by

E.ON together with the World Economic Forum and 24 other

companies. This culminated in the agreement reached at the

Gleneagles summit in which all G8 members agree on the

necessity to act now to achieve the shared goals of cutting

greenhouse gas emissions, improving security of supply, and

reducing poverty.

The government also initiated a review of domestic energy

policy in the light of the United Kingdom’s increasing

reliance on imported natural gas and the effects this could

have on its security of supply and its objective of making

substantial reductions in carbon emissions. This review will

also consider the cases for and against new nuclear power

plant construction and other low-carbon technologies, such

as carbon capture and storage, which can help increase fuel

diversity and lower carbon emissions. EON UK will play a full

part in this review, which is expected to be completed in 2006.

Sweden
Barsebäck 2 nuclear reactor was shut down permanently on

May 31, 2005. In the fall of 2005 E.ON Sverige and Vattenfall

reached an agreement with the Swedish government about

compensation based on the parties’ agreement in conjunction

with the closure of Barsebäck 1 in 1999. In return for the shut-

down of Barsebäck 2, our ownership interest in Ringhals

nuclear power station increased by 3.76 percent to 29.56 per-

cent.

Several significant tax increases took effect on January 1, 2006.

The capacity tax on nuclear power stations was increased by

85 percent. E.ON Sverige estimates that this will increase its

2006 tax payments by 47 million. Property taxes on hydro-

electric plants were also raised, which will result in 28 mil-

lion in additional taxes in 2006.

Sweden’s parliament passed the government’s Dependable

Electricity Networks legislation. Effective January 1, 2006,

electricity system operators must pay compensation to cus-

tomers for power outages that exceed 12 hours. The longer

the outage, the higher the compensation. System operators

must also provide customers with better information about

system reliability. Beginning on January 1, 2011, unplanned

power outages may not exceed 24 hours. The legislation also

calls for measures to protect network infrastructure from

damage from falling trees.

Kentucky, United States
The President of the United States signed the Energy Policy

Act of 2005 (“Act”) into law on August 8, 2005, the first com-

prehensive U.S. energy legislation for 13 years. The over

1,700-page Act will require regulations to implement its

statutory provisions; these will be promulgated over the

next year or so. Using tax and other financial incentives, the

Act is meant to spur investment and infrastructure modern-

ization, stimulate fuel diversity in power generation, encour-

age higher end-use efficiency, remove barriers to utility

mergers and acquisitions, and encourage the consideration

of new nuclear plant construction. It also repeals the Public

Utilities Holding Company Act. In March 2005 the Environ-

mental Protection Agency finalized the Clean Air Interstate

Rule and the Clean Air Mercury Rule which require further

SO2, NOX, and mercury emissions reductions for nearly half

of the United States, including Kentucky, beginning in 2009.
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Economic Environment

The global economy lost momentum in 2005 but continued

to expand at a healthy rate. According to an estimate by the

German Council of Economic Advisers (“GCEA”), global gross

domestic product (“GDP”) increased by 4.3 percent in real

terms, slightly behind the 2004 growth rate of 5.1 percent.

In the most important economic regions—the United States,

the eurozone, and Japan—growth continued to be driven

by monetary policy. The high price of crude oil was the main

restraint on economic growth. In nominal terms, oil prices

reached all-time highs, resulting in a massive loss of pur-

chasing power in oil-importing countries. Nevertheless, the

damping effect of high oil prices was actually relatively

minor. This is because oil revenues flowed back into indus-

trial countries in the form of investments and consumer

goods spending and because inflation did not drive up

wages, which would have led to tighter monetary policies.

The vitality of economic activity continued to vary by region.

The very robust economies of the United States and China

served as the main engine driving global economic growth.

True to recent form, Europe showed weaker growth. The U.S.

economy continued to expand—despite tighter monetary

policy—and was driven by private consumption and invest-

ment. The GCEA estimates that U.S. real GDP grew by 3.6 per-

cent. China’s impressive economic expansion continued.

Despite doubts about the accuracy of Chinese statistics, it

is likely that the Chinese economy grew by about 9 percent

in 2005 without showing signs of overheating.

Eurozone economic expansion was feeble in 2005, with GDP

growing an estimated 1.3 percent. The reasons were high

crude oil prices in conjunction with weak consumer demand

and limited investment demand. In this economic environ-

ment, public finances remained under pressure. Almost half

of the eurozone countries did not keep their government

deficits below the reference value of 3 percent of GDP

defined in the EU’s Stability and Growth Pact. Eurozone

consumer prices rose 2.2 percent, about the same rate as

in 2004.

Economic growth varied considerably across the EU25. The

U.K. economy grew at a significantly slower rate in 2005

than in 2004, although even this slower rate was slightly

ahead of the EU15 average. Weaker growth in consumer

demand was the reason for the United Kingdom’s lower

GDP growth.

Driven by robust domestic demand, economic growth in the

Scandinavian countries outpaced the EU average. Economic

growth among new EU member states was less dynamic

than in 2004, particularly in Poland, Hungary, and Slovenia.

The GCEA estimates that Russia’s GDP grew at an annual

rate of 5.8 percent in 2005, driven primarily by energy prices.

Russia’s oil and gas industries account for an estimated

25 percent of its GDP.
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Germany consumed 77.3 MTOE, or some 995 billion kWh, of

natural gas in 2005, about 0.3 percent more than in 2004.

This modest increase was temperature-driven. Natural gas’s

share of primary energy consumption increased slightly to

22.7 percent.

Eastern European countries have enjoyed an extended period

of vigorous economic growth. Bulgaria, for example, was a

significant trading partner for Germany in 2005. In antici-

pation of EU accession in 2007, Bulgaria has already begun

liberalizing and restructuring its electricity market. Romania,

which is also scheduled to join the EU in 2007, has experi-

enced robust economic growth and increased electricity

consumption.

Electricity consumption in England, Wales, and Scotland

reported through the British Electricity Trading and Trans-

mission Arrangements was 250 billion kWh for the nine

months ended December 31, 2005. Gas consumption at

1,100 billion kWh was broadly in line with 2004 consumption.

Overall, electricity consumption in the Nordic countries rose

by 1 percent from 2004. In 2005 reservoir levels in Sweden

and Norway were high compared with 2004 but in line with

the long-term average. Hydroelectric production increased

by 40 billion kWh, or 22 percent, compared with 2004, which

was a relatively dry year. Sweden’s nuclear generation of

almost 70 billion kWh was below the previous year’s 75 bil-

lion kWh.

Operating Environment

In 2005 Germany again lacked a solid foundation for eco-

nomic recovery. The sharp increase in crude oil prices stifled

economic growth, since in 2005 there was no countervailing

effect from a stronger euro. Domestic demand remained at

the prior-year level, so that Germany’s growth was completely

export-driven. Although demand for machinery and equip-

ment was slightly higher, construction spending was again

sharply lower. Public and private consumption both declined,

and no impetus came from the labor market. Consumer

prices rose by 2 percent in 2005, slightly more than the

prior-year rate of 1.6 percent.

Energy Industry

In an enviroment of high energy prices and weak economic

growth, Germany’s consumption of primary energy shrank by

1.3 percent year-on-year to roughly 340 million tons of oil

equivalent (“MTOE”). The decline was primarily in consump-

tion of petroleum, hard coal, and lignite.

Total net generation in Germany was 581.3 billion kilowatt-

hours (“kWh”) versus 577.8 billion kWh in the prior year. The

greatest share was generated at nuclear and coal-fired

power plants.
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Percentages

Petroleum

Natural gas

Hard coal

Lignite

Nuclear

Hydro, wind

Net power imports/exports

Other

Total

2005

36.0

22.7

12.9

11.2

12.5

1.2

–0.2

3.7

100.0

2004

36.2

22.4

13.4

11.4

12.6

1.1

–0.2

3.1

100.0

Source: AG Energiebilanzen (preliminary figures).

2005 Primary Energy Consumption 
in Germany by Energy Source

Source: VDEW (preliminary figures).

Percentages Total: 581.3 billion kWh

2005 Net Generation in Germany 
by Energy Source

26.6 Nuclear

24.6 Lignite

21.2 Hard coal

11.6 Natural gas

01.8 Petroleum products

04.8 Hydro

09.4 Other



Electricity consumption in the Midwestern United States

increased by approximately 4 percent in 2005, up from

1,040 billion kWh in 2004, due to increased demand across

all sectors and a warm summer. Natural gas consumption

increased by approximately 1 percent in 2005, from 1,067 bil-

lion kWh in 2004, due to increased industrial use, offset by

lower retail volumes resulting from extremely high prices.

Energy Price Developments

During 2005 power and gas markets in the United States

and the European Union saw unprecedented high prices and

volatility. High and volatile international oil and coal prices,

the start of the Emissions Trading Scheme in the EU, and

security of supply concerns in the U.K. gas market were cited

as the main underlying factors.

World oil markets are being driven by concerns over supply

margins and political risks in major oil producing countries

like Iran and Iraq. This has led to volatile crude oil markets

with high risk premiums, a situation intensified by uncertainty

about the long-term effects of the hurricanes in the Gulf of

Mexico. The price for Brent oil peaked at more than $67 per

barrel (bbl) in September 2005, more than 60 percent higher

than at the beginning of the year. By year end prices had

decreased to almost $60 per bbl.

Forward prices for coal deliveries in Europe rose to more

than $70 per metric ton during the first months of 2005. By

year end they had fallen to approximately $60 per metric

ton. U.S. coal prices also remained high.

Natural gas prices in our core markets were closely linked to

oil price developments, as gas and oil are largely substi-

tutable products in both industrial and residential markets

and are closely related in production. U.K. and U.S. natural

gas prices doubled during 2005. German gas import prices

increased by less than 40 percent, due to the contractual oil

indexation widely used in European long-term supply con-

tracts. U.K. gas prices increased on concerns of tightening

indigenous supply. U.S. gas prices rose due to tightening

supply margins and the impact of supply interruptions

resulting from the hurricanes in the Gulf of Mexico.

European cap and trade schemes for CO2 emissions are

playing an increasingly important role in our business.

Trading in CO2 emission certificates started in 2005 and has

become an important driver of wholesale electricity prices.

EU CO2 emission certificates began 2005 trading at 8 per

metric ton, peaked during the first half of the year at almost

30 per metric ton, and ended the year at 22 per metric

ton.
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The relative economics of coal and gas power generation

were seen as an important driver of CO2 certificate prices.

The improved economics of coal versus gas generation in

the United Kingdom led the market to expect increased

demand for certificates, resulting in higher prices. Weather

conditions (a dry summer in Spain) and political uncertainty

(the EU Commission has challenged some member states’

NAPs for CO2 certificates) also contributed to increased

CO2 prices.

Power markets cannot be isolated from international fuel

and emission markets. Compared with prices at the begin-

ning of 2005, forward prices for baseload deliveries in 2006

peaked at levels that were 100 percent higher in the United

Kingdom (over £58 per megawatt-hour, “MWh”), almost

60 percent higher in Germany (over 53 per MWh), more

than 50 percent higher in the United States (over $58 per

MWh), and more than 40 percent higher in Northern Europe

(over 38 per MWh). Market observers viewed CO2 prices as

the most important influence on power prices in Northern

Europe and Germany, whereas U.K. and U.S. power prices

were mainly driven by high natural gas prices.

In addition, an unusually cold winter and a dry, hot summer

in southwestern Europe in conjunction with unplanned plant

outages led to price spikes in Central Europe and the United

Kingdom. For example, baseload spot prices at the EEX,

Germany’s power exchange, traded at levels above 100 per

MWh in November 2005 and at times reached peaks of

500 per MWh. Spot price volatility increased forward risk

premiums which added to the upward pressure on forward

power prices.

Our retail energy markets in Europe are not immune from

wholesale price developments, since our retail prices are

derived from wholesale prices. It has therefore been neces-

sary to raise gas and electricity prices across Europe to

reflect the development of wholesale prices.





Power and Gas Sales 

On balance, the E.ON Group’s power and gas sales developed

somewhat better than sales generally in our core markets.

We sold 3 percent more electricity than in 2004. There are

two main reasons for the increase. The national burden-

sharing agreement for renewable-source electricity in Germany

served to increase our sales volume, as did the inclusion of

Gorna Oryahovitza and Varna, newly consolidated regional

electric distribution companies in Bulgaria. Higher sales

volumes outside Germany at our Pan-European Gas market

unit constituted the main factor in the 6 percent increase in

gas sales.

Power and Gas Procurement

The Central Europe market unit met 129.1 billion kWh, or

about 48 percent, of its power requirements with electricity

from its own generating facilities. Central Europe purchased

142.2 billion kWh of electricity from jointly owned power

plants and outside sources, about 16 percent more than in

the prior year. Overall, power procurements rose by 7 percent

to 271.3 billion kWh.

As in the past, in 2005 Pan-European Gas purchased natural

gas from German producers and five export countries, which

accounted for the following percentages of its total procure-

ments of 686.1 billion kWh:

• Germany: 15.5 percent

• Russia: 28.2 percent 

• Norway: 27.5 percent 

• Netherlands: 20.2 percent

• Denmark: 3.4 percent 

• United Kingdom: 5.0 percent 

• Other: 0.2 percent

The U.K. market unit backed 37.3 billion kWh, or more than

half, of its power requirements of 61.8 billion kWh with elec-

tricity from its own power plants. U.K. purchased 24.5 billion

kWh of electricity from jointly owned power plants and third

parties.

Nordic covered about two thirds of its power requirements

of 50.6 billion kWh with power from its own generating

facilities. Nordic purchased 16.3 billion kWh of electricity

from jointly owned power plants and outside sources.

U.S. Midwest generated 35.6 billion kWh of electricity in its

own facilities and purchased 5.1 billion kWh from outside

sources.
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Billion kWh Total: 404.3

2005 Power Sales

258.5 Central Europe

59.6 U.K.

48.5 Nordic

37.7 U.S. Midwest

Billion kWh Total: 924.4

2005 Gas Sales

690.2 Pan-European Gas1

112.3 Central Europe

100.3 U.K.

7.0 Nordic

14.6 U.S. Midwest

1Gas sales of E.ON Ruhrgas AG.



Earnings Situation

In an environment of restrained economic growth, particu-

larly in the eurozone, on the whole our business developed

well. We increased adjusted EBIT more than we had antici-

pated at year end 2004. Three of our market units—U.K.,

Nordic, and U.S. Midwest—operate outside the eurozone. The

respective foreign exchange rates did not have a significant

impact on our earnings situation in 2005. The transactions

listed below influenced our earnings situation in 2005.

Transactions in 2005

Significant acquisitions:

• E.ON Energie acquired 67 percent ownership interests

in Gorna Oryahovitza and Varna, Bulgarian regional

electric distributors which become consolidated E.ON

companies on March 1, 2005.

• In March the Hungarian antitrust agency approved

E.ON Energie’s acquisition of majority interests in two

gas distribution companies, DDGáz (50.01 percent) and

Kögáz (98.1 percent).

• E.ON UK acquired a 100 percent stake in Enfield Energy

Centre Ltd., which operates a gas-fired power plant.

It became a consolidated E.ON company on April 1, 2005.

• E.ON Ruhrgas acquired a 30 percent stake in Distrigaz

Nord from the Romanian government and enlarged this

stake to 51 percent through an immediate capital

increase. The gas distributor became a consolidated

E.ON company on June 30, 2005.

• In July E.ON Energie merged Gasversorgung Thüringen

and TEAG, a regional distribution company that was

already a consolidated E.ON subsidiary, to form E.ON

Thüringer Energie.

• E.ON UK acquired Holford Gas Storage Ltd. (“HGSL”) from

Scottish Power. HGSL was formed to develop one of the

U.K.’s largest underground natural gas storage facilities.

It became a consolidated E.ON company on July 28, 2005.

• In September E.ON Benelux acquired a 100 percent

stake in NRE Energie, a Dutch power and gas utility.

• E.ON Energie acquired 24.6 percent of Electrica Moldova

S.A., a Romanian electric distribution company, and

simultaneously increased its ownership to 51 percent

through a capital increase. The company, renamed E.ON

Moldova, became a consolidated E.ON subsidiary on

September 30, 2005.

• E.ON Ruhrgas acquired Caledonia Oil and Gas Limited

(“COGL”) of the United Kingdom. COGL is a natural gas

production company with interests in 15 gas fields in

the U.K. Southern North Sea. It became a consolidated

E.ON company on November 1, 2005.

Significant disposals:

• E.ON sold Viterra to Deutsche Annington, recording a

book gain of roughly 2.4 billion on the disposal, which

was completed in August 2005. Viterra was deconsoli-

dated effective July 31, 2005.

• E.ON Ruhrgas sold Ruhrgas Industries (“RI”) to CVC Capital

Partners, a European private equity firm. E.ON recorded

a book gain of about 0.6 billion on the disposal, which

was completed in September 2005. RI was deconsolidated

effective August 31, 2005.

• In early October Statkraft acquired 24 hydroelectric plants

from E.ON Sverige.

Furthermore, on December 19, 2005, E.ON and RAG signed

a framework agreement on the sale of E.ON’s remaining

roughly 43 percent Degussa stake to RAG for approximately

2.8 billion or 31.50 per share of Degussa stock. The E.ON

and RAG Supervisory Boards approved the agreement. The

transaction is expected to be completed on July 1, 2006. E.ON

expects to report a book gain of approximately 400 million

on the disposal. In early 2006 E.ON and RAG combined their

Degussa stakes into a single company and will continue to

operate Degussa under joint control until the transaction is

completed. After a public tender offer and subsequent

squeeze-out, it is expected that the joint company will own

100 percent of Degussa. RAG’s acquisition of our Degussa

stake is subject to the approval of the German federal gov-

ernment and the state of North-Rhine Westphalia.

In November 2005, E.ON U.S. entered into a letter of intent

with Big Rivers Electric Corporation (“BREC”) to sell Western

Kentucky Energy (“WKE”) to BREC by the end of 2006. Conse-

quently, WKE’s results are recorded under discontinued opera-

tions in E.ON’s Consolidated Financial Statements.
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Sales

The increase in sales resulted primarily from the following

factors: the passthrough of the costs of procuring electricity

under Germany’s Renewable Energy Law, higher average

prices in our power and gas business, higher sales volumes,

and consolidation effects.

Central Europe grew sales significantly in 2005 relative to the

prior year. The contributing factors were the global increase

in raw material and energy prices which ultimately led to

increases in our power and gas prices, the passthrough of the

costs of procuring electricity under Germany’s Renewable

Energy Law, and the inclusion of newly consolidated regional

distributors at Central Europe West and East.

Sales at Pan-European Gas rose substantially. The increase

resulted mainly from higher sales volumes in conjunction

with higher average sales prices, increased production in

the upstream business compared with the prior year, and

consolidation effects at Thüga Italia and the inclusion of the

newly consolidated Distrigaz Nord.

U.K.’s sales were 20 percent higher year-on-year primarily

due to price increases in the retail business.

Nordic’s sales increased by 4 percent relative to the previous

year thanks to higher average sales prices.

U.S. Midwest’s sales increased by 19 percent. The main drivers

were higher off-system revenues due to higher prices and

volumes, the increase in retail electric and gas rates effec-

tive July 1, 2004, as approved by the Kentucky Public Service

Commission, and higher retail electric volumes resulting

from warmer summer and fall weather.

Adjusted EBIT

Earnings before interest and taxes and adjusted to exclude

certain extraordinary items (“adjusted EBIT”) is our key figure

for purposes of internal management control and as an indi-

cator of a business’s long-term earnings power. Adjusted

EBIT enables us to measure the operating performance of

our individual market units.

Adjusted EBIT is derived from income/loss (–) from continuing

operations before income taxes and interest income and

adjusted to exclude certain extraordinary items. The adjust-

ments include book gains and losses on disposals, restruc-

turing expenses, and other nonoperating income and

expenses of a nonrecurring or rare nature. In addition, inter-

est income is adjusted using certain economic criteria. In

particular, the interest portion of additions to provisions for

pensions resulting from personnel expenses is allocated to

interest income. The interest portions of the allocations of

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.
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+/– %

+17

+35

+20

+4

+19

–

+21

 in millions

Central Europe

Pan-European Gas

U.K.

Nordic

U.S. Midwest

Corporate Center

Sales

2005

24,295

17,914

10,176

3,471

2,045

–1,502

56,399

20041

20,752

13,227

8,490

3,347

1,718

–792

46,742

1Adjusted for discontinued operations.

Sales

+/– %

+9

+14

–5

+15

+3

–

+8

+23

+8

 in millions

Central Europe

Pan-European Gas

U.K.

Nordic

U.S. Midwest

Corporate Center

Core Energy Business

Other Acitivities2

Adjusted EBIT3

2005

3,930

1,536

963

806

365

–399

7,201

132

7,333

20041

3,602

1,344

1,017

701

354

–338

6,680

107

6,787
1Adjusted for discontinued operations.
2This segment consists of Degussa, which is accounted for using the equity
method.

3Non-GAAP financial measure; see the table on page 37 for a reconciliation to net
income.

Adjusted EBIT



Earnings Situation

The positive earnings trend of the first three quarters of

2005 continued in the fourth. Adjusted EBIT rose by 8 per-

cent year-on-year to 7.3 billion. We benefited in particular

from higher wholesale electricity prices. Increased hydro-

electric generation at Nordic also served to improve adjust-

ed EBIT.

The increase in adjusted EBIT at Central Europe is chiefly

attributable to additional operating improvements and the

passthrough of higher wholesale electricity prices to end

customers. Adjusted EBIT was adversely affected by three

main factors: significantly higher costs for conventional fuel,

higher power procurement costs, and higher burdens result-

ing from expenses for additional CO2 certificates.

Oil price movements constituted the main influence on Pan-

European Gas’s adjusted EBIT. Heating oil prices, to which

natural gas prices are indexed, rose continually during 2005,

resulting in substantially higher procurement costs. The

delay in the adjustment of sales prices to reflect procure-

ment prices had a substantial adverse effect on adjusted

EBIT. This negative effect was more than offset by signifi-

cantly higher adjusted EBIT in the upstream business and

higher equity earnings from associated companies.

U.K.’s adjusted EBIT was 5 percent below the prior-year figure.

Significant increases in commodity input costs, which include

the new carbon cost, were offset by higher retail prices and

benefits from the integration of customer service activities

of the former TXU business. The comparison was also affected

by one-off items including the negative impact of lower

earnings from international assets due to divestment and

the cessation of deferred warranty income from previous

asset sales.

Nordic’s adjusted EBIT surpassed the high prior-year figure

by 15 percent thanks primarily to increased hydroelectric

production and successful hedging activities, which enabled

Nordic to secure higher effective sales value for its produc-

tion portfolio.

U.S. Midwest’s adjusted EBIT was 3 percent above the prior-

year figure. The positive factors were the increased retail

electric and gas rates, higher retail electric volumes, and

higher off-system sales due to higher prices and volumes in

the off-system electric market. These were partially counter-

acted by costs associated with participation in Midwest

Independent Transmission System Operator, higher deprecia-

tion on newly installed assets, and higher operating expenses.

Net Income

Net income (after income taxes and minority interests) con-

siderably surpassed the high prior-year figure thanks to the

book gains on the Viterra and Ruhrgas Industries disposals.

Adjusted interest income (net) was nearly at the prior-year

level. The significant improvement in our net financial posi-

tion was counteracted by the absence of the one-off gain of

approximately 270 million we recorded in 2004 resulting

from amendments to Germany’s Ordinance on Advance Pay-

ments for the Establishment of Federal Facilities for Safe

Custody and Final Storage for Radioactive Wastes.

Net book gains in the 2005 resulted in particular from the

sale of securities (371 million). In addition, the reduction of

our ownership interest in TEAG resulted in a gain of 90 mil-

lion. Book gains recorded in the prior year primarily reflect

the sale of equity interests in EWE and VNG (317 million), of

securities (221 million), and of Degussa stock (51 million).
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Restructuring expenses declined year-on-year to 29 million

and resulted principally from the integration of Midlands

Electricity at U.K.

Other nonoperating earnings primarily reflect positive

effects from the marking to market of energy derivatives at

U.K. We use derivatives to protect our operations from the

effects of price fluctuations. Between September 30 and

December 31, 2005, the market value of derivatives transact-

ed by the E.ON Group increased by more than 600 million

due to sharply higher natural gas prices. Marking to market

at year end 2005 served to increase other nonoperating

earnings by approximately 1.2 billion. By contrast, an

impairment charge in Degussa’s Fine Chemicals segment

reduced other nonoperating earnings by 347 million result-

ing from our direct ownership interest. The costs caused by

the severe storm in Sweden at the beginning of 2005

reduced other nonoperating earnings by about 140 million.

Other negative effects include an impairment charge of

129 million at U.K.’s generation business and an impairment

charge of 103 million on deferred tax liabilities at a compa-

ny accounted for using the equity method in the Corporate

Center reporting segment. The prior-year figure mainly

includes positive effects from the marking to market of

energy derivatives of about 290 million offset by impairment

charges on real estate and short-term securities at Central

Europe and nonrecurring charges on investments at Central

Europe and U.K.

Our continuing operations recorded a tax expese of 2,276 mil-

lion in 2005. Our tax rate increased from 29 percent in 2004

to 32 percent in 2005, mainly due to our improved adjusted

EBIT and a lower share of tax-free income.

Minority interests’s share of net income increased due to

higher earnings contributions at the companies in question

and consolidation effects.

Income/Loss (–) from discontinued operations, net, mainly

reflects the aggregate book gain of approximately 3 billion

on the Viterra and Ruhrgas Industries disposals. Under U.S.

GAAP, this gain is reported separately in the Consolidated

Statements of Income (see commentary in the Notes on

pages 121–122). It also includes the earnings of WKE, which

we plan to divest in 2006.

Income/Loss (–) from the cumulative effect of changes in

accounting principles was primarily attributable to the adop-

tion, in March 2005, of Interpretation 47, Accounting for Con-

ditional Asset Retirement Obligations—an interpretation of

FASB Statement No. 143. Commentary can be found in Note 2

to the Consolidated Financial Statements on pages 114–115.
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+/– %

+5

–

+8

–

–

–

–

+13

–

–

+9

–

–

+71

 in millions

Adjusted EBITDA2

Depreciation, amortization, and
impairments affecting adjusted
EBIT3

Adjusted EBIT2

Adjusted interest income (net)4

Net book gains

Restructuring expenses

Other nonoperating earnings

Income/Loss (–) from continu-
ing operations before income
taxes and minority interests

Income taxes

Minority interests

Income/Loss (–) from
continuing operations

Income/Loss (–) from
discontinued operations, net

Income/Loss (–) from
cumulative effect of changes in
accounting principles, net 

Net income

2005

10,272

–2,939

7,333

–1,027

491

–29

440

7,208

–2,276

–553

4,379

3,035

–7

7,407

20041

9,741

–2,954

6,787

–1,031

589

–100

110

6,355

–1,850

–478

4,027

312

–

4,339

Net Income

1Adjusted for discontinued operations.
2Non-GAAP financial measure.
3See commentary in Note 32 to the Consolidated Financial Statements on page 174.
4See the reconciliation on page 174.



Analyzing Value Creation by Means of 
ROCE and Value Added
ROCE is a pretax total return on capital. It measures the sus-

tainable return on invested capital generated by operating

a business. ROCE is defined as the ratio of adjusted EBIT to

capital employed. We use adjusted EBIT as our earnings

metric because it is net of the effects of taxes and financial

transactions. Moreover, adjusted EBIT does not include one-

off and infrequent effects, such as book gains and restruc-

turing expenses.

Earnings Situation

ROCE and Value Added

Groupwide Value-Oriented Management Approach
Our corporate strategy is aimed at delivering sustainable

growth in shareholder value. We have put in place a groupwide

planning and controlling system to assist us in planning and

managing E.ON as a whole and our individual businesses

with an eye to increasing their value. This system ensures

that our financial resources are allocated efficiently.

E.ON’s key performance metrics are return on capital

employed (“ROCE”) and value added. To monitor the periodic

performance of our business segments, we compare each

segment’s ROCE with its business-specific cost of capital. In

addition to ROCE, which is a relative performance metric, we

also measure performance using valued added, which is an

absolute performance metric.

Cost of Capital
The cost of capital employed is determined by calculating

the weighted-average cost of equity and debt. This average

represents the market-rate returns expected by stockholders

and creditors. The cost of equity is the return expected by an

investor in E.ON stock. The cost of debt equals the long-term

financing terms (after taxes) that apply in the E.ON Group.

The table at right illustrates the derivation of cost of capital

before and after taxes. The E.ON Group’s average cost of

capital was unchanged at 5.9 percent after taxes and 9 per-

cent before taxes.

The cost of capital for each of E.ON’s market units is calcu-

lated in the same way as the figure for the E.ON Group as

a whole. The individual market units’ pretax cost of capital

varies between 8 percent and 9.2 percent.
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5.1%

5.0%

0.7

8.6%

5.6%

–2.0%

3.6%

45%

55%

5.9%

35%

9.0%

Risk-free interest rate

Market premium1

Beta factor2

Cost of equity after taxes

Cost of debt before taxes

Tax shield (tax rate: 35%)3

Cost of debt after taxes

Share of equity

Share of debt

Cost of capital after taxes

Tax rate

Cost of capital before taxes

1The market premium reflects the higher long-term returns of the stock market
compared with German treasury notes.

2The beta factor is used as an indicator of a stock’s relative risk. A beta of more
than one signals a higher risk than the risk level of the overall market; a beta
factor of less than one signals a lower risk.

3The tax shield takes into consideration that the interest on corporate debt
reduces a company’s tax burden.

Cost of Capital



Capital employed represents the interest-bearing capital

tied up in the group. Capital employed is equal to a seg-

ment’s operating assets less the amount of noninterest-

bearing available capital. Goodwill from acquisitions is

included at acquisition cost, as long as this reflects its fair

value.

This year we changed the method we use to calculate capital

employed. In the Consolidated Balance Sheets, other share

investments are included at their mark-to-market valuation.

Changes in their market value do not affect adjusted EBIT

but are recorded under stockholders’ equity, resulting in

neither profit nor loss. To provide us with a more consistent

picture of our ROCE performance, capital employed no

longer includes the mark-to-market valuation of other

shareholdings but rather their purchase cost. This applies pri-

marily to our shares in Gazprom, which considerably

increased in value in the second half of 2005. The prior-year

figure was adjusted accordingly.

Value added measures the return that exceeds the cost of

capital employed. It is calculated as follows:

Value added = (ROCE – cost of capital) x capital employed

The table at right shows the E.ON Group’s ROCE, value

added, and their derivation.
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2005

7,333

60,811

19,426

5,677

2,457

8,269

15,520

10,685

28,289

61,832

60,398

–

60,398

12.1%

9.0%

1,872
()

1Non-GAAP financial measure; see reconciliation to net income on page 37.
2Capital employed no longer includes the mark-to-market valuation of other
shareholdings or related deferred-tax effects. The prior-year figure was adjusted
accordingly. Without this methodological change, capital employed (continuing
operations, annual average) would have been 63,588 million in 2005 and
60,614 million in 2004. and ROCE 11.5 percent in 2005 and 11.2 percent in 2004.

3Noninterest-bearing provisions mainly include short-term provisions. They do
not include provisions for pensions and nuclear waste management (see Notes
23 and 24 to the Consolidated Financial Statements on pages 147–153).

4In order to better depict intraperiod fluctuations in capital employed, annual
average capital employed is calculated as the arithmetic average of the amounts
at the beginning of the year, the end of the year, and the balance-sheet dates
of the three interim reports. Capital employed amounted to 59,303 million,
61,086 million, and 60,550 million at March 31, June 30, and September 30,
2005, respectively.

5In 2004 the annual average capital employed of Viterra, RGI, and WKE was
3,649 million, 741 million, and –17 million, respectively.

6Non-GAAP financial measure.

2004

6,787

62,263

14,991

1,657

2,647

6,534

11,572

11,141

21,706

63,503

63,436

–4,373

59,063

11.5%

9.0%

1,477

E.ON Group ROCE and Value Added

 in millions

Adjusted EBIT1

Goodwill, intangible assets, and
property, plant, and equipment

+ Shares in affiliated and associated
companies and other share
investments

– Adjustment for mark-to-market
valuation2

+ Inventories

+ Accounts receivable

+ Other noninterest-bearing current
assets, including prepaid expenses
and deferred taxes

– Noninterest-bearing provisions3

– Noninterest-bearing liabilities, including
deferred income and deferred taxes

Capital employed (at year end)

Capital employed (annual average)4

Capital employed (discontinued
operations)5

Capital employed (continuing
operations, annual average)

ROCE6

Cost of capital

Value added6



Earnings Situation

ROCE and Value Added Perfomance
Our integration and growth strategy is reflected in a further

improvement in the E.ON Group’s ROCE performance. Our

ROCE and value added were again higher year-on-year. Our

ROCE of 12.1 percent substantially exceeded our cost of capital.

In 2004 we already reached our on·top target of a ROCE of

at least 10.5 percent by 2006, and in 2005 we significantly

surpassed it.

Central Europe
Central Europe further improved both its ROCE and value

added in 2005. The Central Europe West Power business

segment benefited from operating improvements and higher

wholesale electricity prices. Adverse effects included signifi-

cantly higher conventional fuel costs, higher power procure-

ment costs, and the necessary procurement of additional

CO2 certificates. The high returns posted by Central Europe

are also attributable to its highly depreciated asset base.

The implementation of our medium-term investment plan

will result in an increase in Central Europe’s capital

employed, particularly for its operations in Germany.
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2005

3,930

17,969

21.9%

9.0%

2,318

2004

3,602

16,938

21.3%

9.0%

2,083

2005

1,536

13,355

11.5%

8.2%

441

2004

1,344

12,962

10.4%

8.2%

285

 in millions 

Adjusted EBIT

÷ Capital employed

= ROCE

Cost of capital

Value added

ROCE and Value Added by Segment

Pan-European
Gas1Central Europe

()
1Capital employed no longer includes the mark-to-market valuation of other shareholdings. This applies primarily to our Gazprom shareholding. The prior-year figure was
adjusted accordingly.

2Effective February 1, 2003, E.ON accounts for Degussa using the equity method. Capital employed therefore decreased to E.ON’s 46.5 percent interest and, effective June 1,
2004, E.ON’s 42.9 percent interest, in Degussa’s book value. The income generated on capital equals E.ON’s share in Degussa’s net income (after taxes). The change in the
consolidation method also affects the cost of capital. Effective 2003, Degussa’s cost of capital equals the cost of equity after taxes.



Pan-European Gas
Pan-European Gas’s ROCE for 2005 rose to 11.5 percent, sig-

nificantly above its cost of capital. Key factors were the oil-

price-driven earnings increase in the upstream business and

improved earnings in the downstream business.

U.K.
U.K.’s ROCE declined to 7.6 percent in 2005 after nearly

reaching its cost of capital in 2004. This was mainly attribut-

able to an increase in capital employed due to the high

mark-to-market value of derivatives. ROCE was also adversely

affected by the slight decline in operating earnings.

Nordic
Nordic again increased both its ROCE and value added in

2005. Nordic’s ROCE of 11.4 percent markedly exceeded its

cost of capital. Nordic’s business benefited primarily from

increased hydroelectric production and successful hedging

activities, which enabled Nordic to secure higher effective

wholesale prices for its production portfolio.

U.S. Midwest
ROCE at our U.S. business was unchanged at 5.5 percent.

Operating improvements in the regulated business were

counteracted by a partially exchange-rate-driven increase

in capital employed.
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2005

963

12,642

7.6%

9.2%

–202

2004

1,017

11,445

8.9%

9.2%

–34

2005

806

7,066

11.4%

9.0%

170

2004

701

7,331

9.6%

9.0%

44

2005

365

6,625

5.5%

8.0%

–166

2004

354

6,458

5.5%

8.0%

–161

2005

132

1,959

6.7%

9.6%

–57

2004

107

2,229

4.8%

9.6%

–107

2005

–399

782

–

–

–

2004

–338

1,700

–

–

–

2005

7,333

60,398

12.1%

9.0%

1,872

2004

6,787

59,063

11.5%

9.0%

1,477

E.ON Group
Corporate

CenterDegussa2U.S. MidwestNordicU.K.



Financial Condition

Foreign Exchange, Interest Rate, Commodity Price
Risk Management

The E.ON Group’s business operations and related financial

activities are exposed to exchange rate, interest rate, and

commodity price fluctuations. In order to limit our exposure

to these risks, we pursue systematic financial and risk manage-

ment, the core elements of which are binding groupwide

guidelines, the use of quantitative key figures, the limitation

of risk, a groupwide reporting system, and the separation of

departmental functions. To limit price risks, we utilize deriva-

tive financial instruments that are commonly used in the

marketplace. These instruments are transacted with finan-

cial institutions, brokers, power exchanges, and third parties

whose creditworthiness we monitor on an ongoing basis.

We use fair value hedge accounting primarily when trading

fixed for variable interest rates. We use cash flow hedge

accounting primarily to limit interest rate and foreign

exchange risks. In addition, we use net investment hedges

to protect the value of our net investments in our operations

outside the eurozone. We calculate the value of our derivative

financial instrument transactions using common market

valuation methods with reference to available market data.

For more information about derivative financial instruments,

please consult Note 29 to the Consolidated Financial State-

ments on pages 165–170.

As of December 31, 2005, the nominal value of interest rate

and foreign currency hedging transactions was 38,989 mil-

lion. Their market value was 138 million.

We also use derivative financial instruments to limit exposure

to risks from changes in commodity and product prices. Our

energy business mainly uses electricity, gas, coal, carbon

emission, and oil price hedging transactions to limit its ex-

posure to risks resulting from price fluctuations, to optimize its

systems and power generating capacities as well as power and

gas distribution and sales capabilities, and to lock in margins.

Our energy business also engages in proprietary commodity

trading in accordance with detailed trading guidelines and

within narrow limits. The face value of energy derivatives

amounted to 43,950 million as of December 31, 2005. Their

market value was 1,474 million. The sharp increase in market

value results primarily from the high volatility of commodity

prices in 2005, particularly electricity and gas prices, and to

a lesser degree from additions to the scope of consolidation.

We have a groupwide system in place to monitor and

manage the credit risks associated with derivative financial

instruments.

Financial Policy

Our financial policy is designed to give E.ON substantial

flexibility and instant access to short-term and long-term

financial resources. As a rule, external financing is carried

out by E.ON AG (or via finance subsidiaries under guarantee

of E.ON AG) and the funds are on-lent as needed within the

group. This approach is designed to ensure that financing

arrangements are consistent and that we obtain the best-

possible terms.

In August 2005 E.ON announced that it plans to take advan-

tage of the group’s strong liquidity and financial position

to fund up to 5.4 billion of the provisions for pensions of

its employees at group companies in Germany by means of

a contractual trust arrangement (“CTA”). In 2005 E.ON began

preparations to implement the CTA and expects to complete

the process in 2006. The CTA will increase the transparency

of E.ON’s balance sheet and further strengthen the financial

security of employee pensions.

E.ON AG has a 10 billion syndicated credit facility. In Novem-

ber 2005 we took advantage of the further improved con-

ditions on the credit markets and concluded an agreement

that reduced the facility’s margins and commitment fees. At

year end 2005 E.ON AG also had in place agreements for short-

term bilateral credit lines with individual banks (0.2 billion).

We also have a Commercial Paper program (10 billion) and

the Medium Term Note program (20 billion) in place. At year

end 2005 E.ON had not utilized the Commercial Paper program,

while approximately 5.2 billion and £1.5 billion of bonds

were outstanding under the Medium Term Note program.
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Notes 25 and 26 to the Consolidated Financial Statements

on pages 154 seq. contain detailed commentary about liabil-

ities, contingencies, and commitments.

Since March 14, 2005, Standard & Poor’s long-term rating for

E.ON bonds is AA- with a negative outlook. Since April 30,

2004, Moody’s long-term rating for E.ON bonds is Aa3 with

a stable outlook. Commercial paper issued by E.ON has a

short-term rating of A-1+ and P-1 by Standard & Poor’s and

Moody’s, respectively.

A strong rating ensures that E.ON always has access to the

capital markets at the best-possible conditions. A general

change in credit conditions would not have a noteworthy

effect on the E.ON Group. A general increase in interest rates

would make refinancing more expensive. However, due to

our low net debt and our diversified financing structure, the

impact on group results would not be significant.

Investments 

The E.ON Group invested 4.3 billion in 2005, a 15 percent

decline relative to the previous year. We invested 3 billion

(2004: 2.6 billion) in intangible assets and property, plant,

and equipment. Investments in financial assets totaled

1.3 billion versus 2.5 billion in the prior year. The decline

is in particular attributable to the Corporate Center and

Central Europe. The high prior-year figure for the Corporate

Center reflects payments for bonds repurchased in conjunc-

tion with the acquisition of Midlands Electricity.

Central Europe invested 2.2 billion in 2005, about 0.3 billion

less than in 2004. Capital expenditures for intangible assets

and property, plant, and equipment totaled 1.5 billion,

about 7 percent more than the prior-year figure of 1.4 bil-

lion. The increase results from higher investments in conven-

tional power plants, waste-incineration generating capacity,

and electric distribution infrastructure in order to enhance

security of supply.

Investments in financial assets totaled 0.7 billion (2004:

1.1 billion), of which the acquisition of shares in Romania’s

E.ON Moldova and shares in NRE by E.ON Benelux are note-

worthy. The prior-year figure reflects the acquisition of an

ownership interest in Ferngas Salzgitter, payments for

acquisition of Bulgarian electric distribution companies, and

increases in our existing stakes in operations in the Czech

Republic.

Pan-European Gas invested approximately 531 million.

The acquisition of a majority interest in Distrigaz Nord,

a Romanian gas utility, was the largest transaction of the

year. Pan-European Gas also increased its stake in Njord

Field, a natural gas and oil reservoir in the Norwegian Sea,

from 15 percent to 30 percent and its stake in Interconnector

(UK) Limited from 10 percent to 23.6 percent.

Pan-European Gas also invested in infrastructure expansion

projects. Of these investments, 263 million went towards

intangible assets and property, plant, and equipment, while

268 million went towards financial assets.
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+/– %

–14

–14

+84

–27

–8

–

–15

–19

 in millions

Central Europe

Pan-European Gas

U.K.

Nordic

U.S. Midwest

Corporate Center

Investments

thereof outside
Germany

2005

2,177

531

926

538

227

–62

4,337

2,628

20041

2,527

614

503

740

247

478

5,109

3,225

Investments 

1Adjusted for discontinued operations.

Percentages Total: 4,337 million

2005 Investments

50 Central Europe

12 Pan-European Gas

21 U.K.

12 Nordic

5 U.S. Midwest
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U.K. invested 361 million in financial assets, which mainly

reflects investments in the Enfield CCGT asset and Holford

gas storage. Capital expenditure for intangible assets and

property, plant, and equipment was 565 million, 54 million

higher than the prior year, largely due to higher expenditure

on U.K.’s power stations and distribution network.

Nordic invested 407 million (2004: 350 million) in intan-

gible assets and property, plant, and equipment in order to

maintain existing production plants and to upgrade and

extend its distribution network. Investments in financial

assets totaled 131 million compared with 390 million in

2004. Total investments in 2004 were significantly higher,

since they included 307 million for the acquisition of the

additional shares in Graninge.

U.S. Midwest’s investments of 227 million were 8 percent

below the prior-year figure, primarily due to decreased

spending on emission control equipment.

Cash Flow and Financial Situation

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

financial position equals the difference between our total

financial 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 par-

ticular, its liquidity.

Cash provided by investing activities was positive in 2005.

In particular, the sale of Viterra and Ruhrgas Industries

generated large positive cash flows. A marked reduction of

financial debt and higher dividend distributions are reflected

in the negative cash flow from financing activities. Note 28

to the Consolidated Financial Statements on page 164

contains further information about the Statements of Cash

Flows.

 in millions

Cash provided by operating activities

Cash provided by (used for) 
investing activities

Cash provided by (used for) 
financing activities

Net increase (decrease) in cash and
cash equivalents maturing

Liquid funds as shown on December 31 

2005

6,601

399

–6,465

535

15,119

2004

5,840

–382

–4,766

692

12,016

Consolidated Statements of Cash Flows
(Summary)

+/– 

+82

+1,096

–532

–211

+62

+264

+761

+378

+383

 in millions

Central Europe

Pan-European Gas

U.K.

Nordic

U.S. Midwest

Corporate Center

Cash provided by operating
activities

Investments in intangible assets
and in property, plant,
and equipment 

Free cash flow2

2005

3,020

1,999

101

746

214

521

6,601

2,990

3,611

20041

2,938

903

633

957

152

257

5,840

2,612

3,228

Cash Provided by Operating Activities 

1Adjusted for discontinued operations.
2Non-GAAP financial measure.



Cash provided by operating activities at U.S. Midwest was

higher year-on-year due to the absence of certain nonrecur-

ring charges, including pension plan contributions and the

phase-out of an asset-backed securities program, that nega-

tively affected the prior year. Cash flow also improved due to

the expiration of a non-regulated long-term energy market-

ing contract at the end of 2004. These effects were partially

offset by an increase in fuel and gas inventory resulting

from higher volumes and prices.

The Corporate Center’s cash provided by operating activities

was significantly higher year-on-year mainly due to positive

effects from the unwinding of currency swaps.

Despite the increase in investments in intangible assets and

property, plant, and equipment, free cash flow was 12 percent

above the prior-year number.

In general, surplus cash provided by operating activities at

Central Europe, U.K., and U.S. 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 ser-

vices. 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 operating 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

In 2005 E.ON’s cash provided by operating activities increased

significantly versus the preceding year.

Cash provided by operating activities at Central Europe

increased year-on-year due to higher gross margins, lower

payments for nuclear fuel reprocessing, and the inclusion of

newly consolidated companies. Cash provided by operating

activities was negatively affected by increased contributions

to VKE, a German energy industry pension fund.

Pan-European Gas recorded a marked improvement in cash

provided by operating activities, primarily due to a change in

the VAT treatment of gas transactions. Higher prepayments

by customers in December constituted another positive factor.

Cash provided by operating activities at U.K. declined signi-

ficantly year-on-year. This was mainly due to a one-off payment

of 629 million in the second quarter to fund the majority of

the actuarial deficit of U.K.’s pension plans.

The significant decline in Nordic’s cash provided by operat-

ing activities resulted primarily from the high cash outflows

relating to the severe storm in January and higher tax pay-

ments. Cash provided by operating activities benefited from

improved electricity margins, which resulted mainly from

higher wholesale prices and increased power production at

hydroelectric facilities.
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Financial Condition28

Adjusted EBITDA ÷ net interest expense improved substan-

tially due to higher adjusted EBITDA and lower net interest

expense.

increase in working capital. At 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.

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

table on page 47.

We significantly improved our net financial position from the

figure reported as of December 31, 2004 (-5,483 million).

This was caused mainly by strong cash provided by operating

activities and by the disposal of Viterra and Ruhrgas Industries.

Our net financial position was adversely affected by finan-

cial outlays for investments in property, plant, and equipment

and in shareholdings and for the dividend payout including

the related tax payment.

Net interest expense declined by a substantial 354 million

year-on-year, mainly reflecting our improved net financial

position in 2005. A higher share of financial liabilities with

a variable interest rate was another positive factor. In addi-

tion, the prior-year figure includes a nonrecurring adverse

effect relating to bond repurchases at U.K. Net interest

expense only includes the interest income of those items

that are also part of the net financial position.

 in millions

Bank deposits

Securities and funds (current assets)

Total liquid funds

Securities and funds (fixed assets)

Total financial assets

Financial liabilities to banks

Bonds

Commercial paper

Other financial liabilities 

Total financial liabilities

Net financial position1

December
31, 2005

5,859

9,260

15,119

1,160

16,279

–1,572

–9,538

–

–1,306

–12,416

3,863

December
31, 2004

4,233

7,783

12,016

834

12,850

–4,050

–9,148

–3,631

–1,504

–18,333

–5,483

Net Financial Position

1Non-GAAP financial measure; see the next table for a reconciliation to the
relevant GAAP measures.

 in millions

Liquid funds shown in the
Consolidated Financial Statements

Financial assets shown in the
Consolidated Financial Statements

Thereof loans

Thereof equity investments

Thereof shares in affiliated companies

= Total financial assets

Financial liabilities shown in the
Consolidated Financial Statements

Thereof to affiliated companies

Thereof to associated companies

= Total financial liabilities

Net financial position

December
31, 2005

15,119

21,686

–1,100

–18,759

–667

16,279

–14,362

134

1,812

–12,416

3,863

December
31, 2004

12,016

17,263

–1,438

–14,420

–571

12,850

–20,301

134

1,834

–18,333

–5,483

Reconciliation of Net Financial 
Position

 in millions

Net interest expense1

Adjusted EBITDA2

Cash provided by operating activities

Adjusted EBITDA ÷ net financial
position

Adjusted EBITDA ÷ net interest
expense

Net financial position ÷ cash provided
by operating activities

2005

224

10,272

6,601

–

45.9 x

–

2004

578

9,741

5,840

178%

16.9 x

0.9 x

Financial Key Figures

1Non-GAAP financial measure; see reconciliation to interest income as shown in the
Consolidated Statements of Income on page 174.

2Non-GAAP financial measure; see reconciliation to net income on page 37.



Asset Situation

The sharp increase in the fair value of our Gazprom stake

was the main factor in the 5.6 billion increase in long-term

assets in 2005. Short-term assets rose by 6.9 billion, largely

due to positive effects from the marking to market of energy

derivatives and higher liquid funds. As a result, total assets

increased by 12.5 billion to 126.6 billion. Our equity ratio

increased from 29 percent at year end 2004 to 35 percent at

year end 2005. Long-term liabilities decreased by 0.4 billion

to 52.3 billion.

The following key figures underscore that the E.ON Group

continued to have a very solid asset and capital structure

through the end of 2005:

• Long-term assets are covered by stockholders’ equity

at 47.4 percent (2004: 38.1 percent).

• Long-term assets are covered by long-term capital at

108.1 percent (2004: 102.4 percent).

Notes 13 to 25 on pages 136 seq. contain detailed informa-

tion about our asset situation and capital structure, includ-

ing, for example, off-balance-sheet finance instruments.

Our positive earnings situation, solid increase in value, and

further improved financial key figures are indicative of the

E.ON Group’s superb excellent financial condition at year

end 2005.
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 in millions

Long-term assets

Short-term assets

Total assets

Stockholders’ equity

Minority interests

Long-term liabilities

Short-term liabilities

Total stockholders’ equity and liabilities

December 31,
2005

93.9

32.7

126.6

44.5

4.7

52.3

25.1

126.6

%

74

26

100

35

4

41

20

100

December 31,
2004

88.3

25.8

114.1

33.6

4.1

52.7

23.7

114.1

%

77

23

100

29

4

46

21

100

Consolidated Assets, Liabilities, and Stockholders’ Equity



Income taxes stated for 2005 and 2004 include corporate

income tax and taxes for prior years. Nonrecurring income

from tax refunds for past assessment periods had a positive

impact on income taxes in 2004.

At the Annual Shareholders Meeting on May 4, 2006, man-

agement will propose that net income available for distribu-

tion be used to pay a cash dividend of 2.75 per share, a

17 percent increase. Our dividend performance therefore sur-

passes the target we set in our on·top project. Our solid

earnings development enables us to pay out a higher divi-

dend for the seventh year in a row. We believe this makes

E.ON stock even more attractive to investors.

In the spring of 2005 we announced our intention of letting

our shareholders participate in the gain on disposal of our

Degussa stake. Thanks to the disposal agreement, we can

propose to the Annual Shareholders Meeting the payment of

a special dividend of 4.25 per share.

Supplemental Information

E.ON AG’s income from equity interests improved by 3,223

million to 6,745 million. This figure mainly includes income

transferred under profit- and loss-pooling agreements with

E.ON Energie AG (2,746 million) and E.ON Ruhrgas Holding

GmbH (2,463 million). The income transferred under the

profit- and loss-pooling agreement with E.ON UK Holding

GmbH (1,676 million) results primarily from a write-up on

the 100 percent stake held by E.ON UK Ltd. This write-up was

necessary following the annual impairment test because the

reasons for the impairment charge that had been taken on

this equity interest in 2002 no longer existed.

In accordance with international accounting standards,

effective January 1, 2005, we no longer record the interest

portion of allocations to provisions for pensions under other

expenditures and income (net), but rather under interest

income (net). We adjusted the prior-year figures accordingly.

Financial Statements of E.ON AG 

E.ON AG prepares its Financial Statements in accordance with

German commercial law and the German Stock Corporation

Act. E.ON AG’s net income for 2005 amounts to 4,993 million

(2004: 2,923 million). After transferring 379 million to

retained earnings, net income available for distribution

totals 4,614 million.

Interest income (net) improved by 203 million to –512 mil-

lion, primarily due to the repayment of a loan granted to an

affiliated company. The comparison was also affected by

high interest expenses in the prior year relating to early loan

repayments. Other expenditures and income (net) improved

by 154 million year-on-year to –226 million because we

wrote down the book value of our 39.2 percent stake in RAG

Aktiengesellschaft (“RAG AG”) to 1. The writedown was taken

due to the deterioration of the coal policy and regulatory

environment in which RAG AG operates. In addition, we now

believe that the production of hard coal in Germany under

acceptable commercial and technological conditions will

be possible for a much shorter period of time than we had

previously anticipated.
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 in millions

Property, plant, and equipment

Financial assets

Fixed assets

Receivables from affiliated companies

Other receivables and assets

Liquid funds

Nonfixed assets

Total assets

Stockholders’ equity

Special items with provision
component 

Provisions

Liabilities to affiliated companies

Other liabilities

Total stockholders’ equity and
liabilities

December
31, 2005

180

22,193

22,373

8,380

872

521

9,773

32,146

16,712

358

1,844

12,819

413

32,146

December
31, 2004

185

22,129

22,314

5,140

2,133

384

7,657

29,971

13,268

342

1,517

10,686

4,158

29,971

Balances Sheets of E.ON AG
(Summary)

 in millions

Income from equity interests

Interest income (net)

Other expenditures and income (net)

Income from continuing operations
before income taxes and minority
interests

Income taxes

Net income

Net income transferred to retained
earnings

Net income available for distribution

2005

6,745

–512

–226

6,007

–1,014

4,993

–379

4,614

2004

3,522

–715

–72

2,735

188

2,923

–1,374

1,549

Income Statement of E.ON AG
(Summary)



The complete Financial Statements of E.ON AG, with the

unqualified opinion issued by the auditors, Pricewaterhouse-

Coopers Aktiengesellschaft, Wirtschaftsprüfungsgesellschaft,

Düsseldorf, will be published in the Bundesanzeiger and filed

in the Commercial Register of the Düsseldorf District Court,

HRB 22 315. Copies are available on request from E.ON AG

and at www.eon.com.
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Employees

At year end 2005 the E.ON Group had 79,947 employees world-

wide, as well as 2,471 apprentices and 229 board members

and managing directors. E.ON’s workforce increased by

19,791 employees, or 33 percent, since year end 2004. At year

end 2005 the E.ON Group employed 45,820 people, or 

57 percent of its workforce, outside Germany, 12 percent

more than at year end 2004.

The increase in the size of our workforce is mainly attributable

to consolidation effects at Central Europe and Pan-European

Gas. Central Europe acquired Gorna Oryahovitza und Varna,

regional electric distribution companies in Bulgaria (about

3,700 employees in total), and the Romanian electric distri-

bution company E.ON Moldova (about 2,800 employees).

Other newly consolidated companies include our IT service

provider E.ON IS (formerly is:energy, 1,300 employees) and

DDGáz and Kögáz, Hungarian gas distribution companies

(a total of about 900 employees). In the second quarter of

2005 Pan-European Gas acquired Distrigaz Nord, a Romanian

natural gas distribution company (more than 9,300 employees).

Wages and salaries including social security contributions

totaled about 4.6 billion in 2005 compared with 4.2 billion

in 2004.

Central Europe

Pan-European Gas

U.K.

Nordic

U.S. Midwest

Corporate Center

Total

Discontinued
operations2

Employees1

December 31, 2005 December 31, 2004

44,476 
36,811

79,947 
60,156

463 
9,554

Degussa3
41,469 
40,174

13,366 
4,001

12,891 
10,397

5,801 
5,530

411 
420

3,002 
2,997

1Figures do not include apprentices, managing directors, or board members.
2At year end 2005, consists of WKE; at year end 2004, WKE, Viterra, and Ruhrgas Industries.
3Accounted for using the equity method. At December 31, 2005, Degussa had 1,972 apprentices.

20,000 40,000 60,0000 30,000 50,000 70,00010,000



Overview of the Compensation Systems for the
Board of Management and Supervisory Board

For the 2005 financial year, we are publishing, for the first

time, a Compensation Report which provides an overview of

the Compensation Systems for the Board of Management

and Supervisory Board and the compensation paid to each

board member. The report follows the recommendations of

the German Corporate Government Code. It can be found on

pages 185–188 and is therefore not included in the Combined

Review of Operations.

Research and Development 

The E.ON Group’s expenditures for research and develop-

ment (“R&D”) totaled 24 million in 2005 against 19 million

in the prior year. Overall, 1,185 employees work in R&D at the

E.ON Group: 1,117 at Central Europe, 30 at Pan-European Gas,

22 at U.K., and 16 at Nordic. The market units are actively

involved in numerous R&D projects.

E.ON Energie works closely with manufacturers and research

institutes to develop new energy technologies. These efforts

focus on enhancing efficiency along the entire energy value

chain. Along with reducing greenhouse gas emissions, enhanc-

ing the efficiency of generating technology also reduces fuel

consumption. The rise in fossil fuel prices over recent years

has demonstrated that resource conservation is an issue for

today, not just for the future.

Examples of E.ON Energie’s R&D efforts in these areas:

• At Irsching power station, tests are under way to develop

the world’s most efficient gas turbine. The prototype is

a state-of-the-art 340 MWel unit designed by Siemens.

When the test phase is completed, E.ON Energie plans to

acquire the prototype and modify it to create a 530 MWel

combined cycle gas turbine that is 60 percent energy

efficient.

• Unit F of Scholven power station is the world’s largest

test facility for new high-temperature materials. The goal

is to raise operating temperatures to above 700 degrees

Celsius as part of the effort to design a coal-fired power

plant with a thermal efficiency of 50 percent.

• Dorsten power station has a 1 MWth pulverized-coal-

fired test unit. Using innovative processes and plasma-

physics, in 2005 this unit’s exhaust gas from hard-coal

combustion was clean enough to meet purity standards

for operating a turbine.

• E.ON Energie participates in COORETEC, an initiative

launched by the German Federal Ministry for Economics

to develop technologies to capture and store CO2.

E.ON Energie is also pursuing a variety of projects in the

areas of small-scale generating units and renewable-source

generation. These include:

• new combined-cycle technologies such as fuel cells,

Stirling engines, and micro gas turbines.

• plans for offshore wind farms in the North Sea and

Baltic Sea.

• construction of new small-scale hydroelectric plants

• realization of several different biogas generating units

• an EU-sponsored feasibility study for the development

of highly efficient energy-storage technology that uses

compressed air.

To boost productivity while maintaining system reliability

and safety, E.ON Ruhrgas continually develops and utilizes

new technologies.

• E.ON Ruhrgas made further operational refinements to

CHARM, a helicopter-mounted, laser-equipped system

for detecting gas pipeline leaks. It also further developed

mobile work technology and PIMS and IMMeR, systems

for monitoring pipelines and gas pressure regulating

and metering stations.

• Gas heat pumps use heat from the earth or air to

generate heat. Bosch Buderus Thermotechnik has devel-

oped a gas heat pump that uses the diffusion absorp-

tion principle. After extensive testing at E.ON Ruhrgas,

preparations are under way to do field tests at customer

premises.

• E.ON is one of Europe’s biggest biopower generators.

We typically co-fire biomass with conventional fuels. In

some countries we also produce and process biogas and

inject it into gas pipeline systems. A number of German

trade associations have joined forces to study whether

it makes business sense to inject biogas into Germany’s

pipeline system. E.ON Ruhrgas plans to take part in a

pilot project to evaluate, under realistic conditions, the

technical and commercial aspects of injecting treated

biogas into pipelines.

Supplemental Information32



Substantial R&D activities are led by Power Technology, U.K’s

center of energy industry engineering and scientific expertise.

Power Technology provides the focus for innovation and

energy services at U.K. and energy consultancy services for

external clients. One focus of U.K.’s R&D is technologies that

help reduce climate change impact. Projects cover cleaner

fossil-fuel generation, carbon capture and storage, renew-

ables including marine technologies, transmission-loss

savings, and helping customers manage their energy needs.

These projects involve collaboration with a range of U.K. and

international partners including government, EU scientific

organizations, universities, and an extensive network of

research institutions worldwide.

In January 2006, RWTH Aachen University and E.ON signed an

agreement to found and operate the E.ON Energy Research

Institute. Together with the RWTH, we want to contribute

to international research into increasing energy efficiency

and improving climate protection. The new institute will be

located on the RWTH campus in a new building that meets

that latest standards for energy efficiency and conservation.

Groundbreaking is set for late 2006, with the state-of-the-art

building scheduled for completion in late 2007. E.ON has com-

mitted at least 40 million to funding the institute’s

research effort over the next ten years.

Corporate Social Responsibility (“CSR”)

Our products and services enhance quality of life and drive

economic growth, but they can also have a negative impact on

the environment and people. That’s why social responsibility

is one of our five core values. At E.ON, we are responsible to

our colleagues, customers and suppliers, the environment,

and the communities where we live and work. We talk with

our stakeholders and listen to what they have to say. We share

their interest in sustainable development, which we believe

creates win-win situations for them and for us. We seek to

improve lives everywhere we operate, earn our stakeholders’

trust, and detect risks early in order to prevent mishaps that

could have long-term financial effects.

As part of a groupwide project on corporate responsibility,

we defined three key areas for the years ahead and invite

our stakeholders to monitor our progress.

• We intend to step up our investments in energy efficiency

and climate protection. One example of this is increas-

ing our renewable-source generating capacity. Another

is the E.ON international research initiative, which

encompasses our partnership with RWTH Aachen Univer-

sity to found the E.ON Energy Research Institute.

• We have a tradition of helping people in need in the

regions and communities where we operate. We already

give substantial support to programs that help children

and young people and plan to expand this effort group-

wide.

• We have begun to significantly enhance the transparency

of the environmental and social impact of our operations

and of our CSR efforts. This applies not only to the en-

vironment and our regional commitments, but also to

areas such as security of supply, energy prices, customer

service, and occupational health and safety.

More information about our commitment to social respon-

sibility in our markets, in the workplace, towards the environ-

ment, and in the regions and communities where we operate

is contained in a report entitled, Energy. Efficiency. Engage-

ment—Corporate Responsibility. The report and other infor-

mation about our CSR efforts are available at www.eon.com.
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Subsequent Events

E.ON Ruhrgas will acquire full ownership of the gas trading

and storage business of MOL, a Hungarian oil and gas com-

pany. The two companies had first agreed in November 2004

that E.ON would acquire 75 percent (less one share) of the

gas trading and storage business and 50 percent of the gas

import business Panrusgáz. The EU Commission approved

the acquisition in December 2005, subject to certain condi-

tions. Under these conditions, MOL must divest itself entirely

from the gas storage and gas trading business. Accordingly,

it was agreed on January 12, 2006, that E.ON Ruhrgas would

also acquire the remaining 25 percent (plus one share) of

both companies. The aggregate purchase price is now

approximately 450 million. In addition, E.ON will assume

financial debts of approximately 600 million. It was further

agreed that, depending on regulatory developments, com-

pensatory payments would be made through the end of

2009 if that should become necessary for a subsequent

adjustment of the purchase price. The transaction will be

completed by the end of March 2006.

Under an order dated January 13, 2006, the German Federal

Cartel Office prohibited E.ON Ruhrgas from implementing

existing long-term gas supply contracts with regional and

local gas distributors and from entering into new contracts

identical or similar in nature. This dispute relates to the

enforceability of long-term gas supply contracts, which have

been customary in the German natural gas market for

delivery to distributors since the inception of the natural gas

industry. The differing legal opinions, which touch on basic

principles like freedom of contract and competition, as well

as on the security of the energy supply, can only be resolved

definitively by the courts. E.ON Ruhrgas therefore filed an

emergency petition against the order with the State Superior

Court in Düsseldorf in order to prevent it from taking imme-

diate effect.

E.ON Nordic and the Finnish energy group Fortum Power and

Heat Oyj (“Fortum”) signed an agreement on February 2,

2006, under which Fortum will acquire E.ON Nordic’s entire

interest in E.ON Finland. These 10,246,565 shares constitute

65.56 percent of the capital stock and voting rights of E.ON

Finland. The total purchase price is approximately 380 mil-

lion (37.12 per share). The transaction is subject to the

approval of the Finnish competition authority. E.ON Finland

is listed on the Helsinki Stock Exchange. Moreover, the City

of Espoo, which at 34.24 percent is the second largest share-

holder of E.ON Finland, entered into an agreement with

Fortum on January 18, 2006, whereby it will also sell and

transfer its entire shareholding in E.ON Finland once E.ON

Nordic has transferred its E.ON Finland shares to Fortum.

Through this agreement, E.ON Nordic satisfies its obligations

under a call option for all shares of E.ON Finland owned by

E.ON Nordic, which it had entered into with Fortum in 2002.

Fortum exercised the option in January 2005. In response to

Fortum exercising its option, E.ON Nordic had replied that,

in view of the position held by the City of Espoo concerning

restrictions on share transfers based on the shareholders’

agreement between E.ON Nordic and the City of Espoo,

E.ON Nordic was not in a position to deliver the E.ON Finland

shares. In response, Fortum filed a Request for Arbitration

against E.ON Nordic with the International Chamber of Com-

merce in February 2005. The Espoo City Council consented
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on January 16, 2006, that both the city itself and E.ON Nordic

sell their respective interests in E.ON Finland to Fortum. This

decision was declared enforceable with immediate effect

by the leadership of the city. When the transaction between

E.ON Nordic and Fortum is completed, the companies will

simultaneously terminate the arbitration proceedings relat-

ed to the transfer of the E.ON Finland shares. In connection

with the acquisition, E.ON and Fortum reached agreement

on a settlement of all related remaining open matters. This

agreement involves an additional 16 million payment by

Fortum to E.ON. E.ON Finland has about 377 employees and

recorded adjusted EBIT of 41 million in 2005, thereby

accounting for roughly 5 percent of our Nordic market unit’s

total adjusted EBIT.

In February 2006 E.ON Energie and RWE signed an agreement

concerning the exchange of holdings in the Czech Republic

and Hungary. Its implementation, which is planned for 2006,

is subject to supervisory board and antitrust approval.

On February 21, 2006, E.ON made an offer to acquire 100 per-

cent of the shares and American depositary shares of

Endesa S.A. (“Endesa”), Madrid, Spain, for a price of 27.50

per share in cash. Endesa is Spain’s largest electric utility

and also has significant operations in Latin America and

Italy. The total consideration offered for Endesa is approxi-

mately 29.1 billion. The completion of the offer is condition-

al on E.ON acquiring at least 50.01 percent of the share capi-

tal of Endesa and on Endesa’s annual shareholders meeting

resolving to make certain amendments to Endesa’s articles

of association. E.ON will file notice of its intended acquisi-

tion with Spain’s General Secretariat of Energy (Secretario

General de Energía) and with the European Commission.

The relevant approvals are not conditions of the offer. E.ON

expects to complete the transaction by mid-2006.

On January 27, 2006, RAG made public its previously issued

stock purchase offer to Degussa’s minority shareholders,

thereby continuing the implementation of its framework

agreement concerning the disposal of E.ON’s 42.9 percent

stake in Degussa. The acceptance period ended on February

27, 2006. RAG has announced that it and E.ON now hold at

least 95 percent of Degussa stock, the figure named in the

stock purchase offer.
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Risk Report

In the normal course of business, we are subject to a number

of risks that are inseparably linked to the operation of our

businesses. To manage these risks, we use a comprehensive

risk management system that is embedded in our business

and decision-making processes. Key components of the

system include our standardized, groupwide planning and

controlling processes, groupwide guidelines and reporting

systems, and a groupwide risk reporting system. Our risk

management system is designed to enable us to recognize

risks early and to take the necessary countermeasures. Fur-

thermore, we continually refine our groupwide planning,

controlling, and reporting processes to ensure they remain

effective and efficient.

As required by law, the reliability of our risk management

system is checked regularly by the E.ON AG Internal Audit and

Controlling departments and by our independent auditors.

The E.ON Group, and thus E.ON AG, is exposed to the follow-

ing categories of risk:

Operational Risks
Technologically complex production facilities are involved in

the production and distribution of energy. Operational failures

or extended production stoppages of facilities or components

of facilities could negatively impact our earnings. The follow-

ing are among the comprehensive measures we take to

address these risks:

• systematic employee training and qualification pro-

grams

• further refinement of our production procedures and

technologies

• regular facility and network maintenance.

Should an accident occur despite the measures we take, we

have a reasonable level of insurance coverage.

Financial Risks
During the normal course of business, E.ON is exposed to

interest rate, currency, commodity price, and counterparty

risks. The instruments used to hedge these risks are

described in detail in the Notes to the Consolidated Finan-

cial Statements. Furthermore, there are potential currency

fluctuation risks from short-term securities. These risks are

controlled and monitored by appropriate fund management.

We carry out both short-term and long-term financial plan-

ning to monitor and manage liquidity risks.

External Risks
Our market units operate in an international market environ-

ment that is characterized by general risks related to the

business cycle and by more intense competition. The liberal-

ization of the European energy market exposes our power

and gas businesses to price and sales risks. Our comprehen-

sive sales monitoring system and intensive customer man-

agement help to minimize these risks. We also counter mar-

ket price fluctuations in our energy operations through the

use of electricity, gas, coal, and oil derivatives. Our use of

derivative financial instruments is monitored in accordance

with detailed guidelines.

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 lead to considerable

uncertainty with regard to planning.

The transposition of the EU directives on power and gas

market liberalization into German law in the amended Ener-

gy Law of 2005 establishes regulations for network access

and charges. At the time of this writing, we cannot fully pre-

dict how Germany's regulation of grid access and charges

will affect our operations. Initial regulatory decisions indicate

that these regulations will serve to reduce network charges.
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EU-wide emission certificate trading went live on January 1,

2005, in line with the EU directive establishing a scheme

for greenhouse gas emission allowance trading issued on

October 13, 2003. The directive affects all generating facilities

with a capacity of 20 MW and above and consequently the

greater part of our generating fleet in Europe. In 2006 the

German federal government will allocate emission certificates

for the period 2008 to 2012. We cannot rule out the possibility

that there will be a reduction in the number of certificates

allocated for power generation and that we will need to buy

more in the secondary market.

Uncertainty also exists regarding the following issues: 

• Debate on nuclear waste management fund: The debate

surrounding the European Commission’s plans for a

nuclear energy directive ended without the Commission

actually adopting such a directive. Nevertheless, we

cannot rule out the possibility that the political debate

about the treatment of provisions for nuclear waste

management may be taken up again in the future.

• Surcharges that raise electricity and gas prices and

the resulting passthrough risk: Various government

initiatives, such as energy taxes and subsidies for

renewable energy, increase our procurement costs for

electricity and gas. If these costs rise further, we may

not be able to pass them through to our customers or

may only be able to do so after time has elapsed.

• In the summer of 2005 the EU Commission’s Directorate-

General for Competition carried out an energy sector

inquiry to assess the competition conditions on Euro-

pean gas and electricity markets. We cannot rule out

the possibility that the inquiry will lead to legislation

designed to further increase energy market competition.

In addition, it is possible the inquiry will lead to

antitrust investigations resulting in conditions being

imposed on individual energy companies.

• The German Federal Cartel Office (“FCO”) issued an order

forbidding, due to antitrust concerns, certain types of

gas supply contracts between supra-regional gas com-

panies (long-distance distributors) and municipal and

local utilities. This poses a potential risk to our earnings

situation, since new contracts would have to be con-

cluded. It is impossible to predict the effects this might

have, since it is a competitive process whose outcome

is by its nature uncertain. However, we are optimistic

that, as in the past, we will be the most attractive supplier

for a large majority of our customers.

• In 2005 the FCO initiated an investigation of E.ON Energie

and other companies based on the suspicion of abuse

of a dominant market position regarding CO2 emission

certificate trading and the formation of electricity prices.

E.ON Energie responded by providing the FCO with

comprehensive information about how the electricity

market functions and the factors that influence the

market price for electricity. The FCO is currently evaluat-

ing this information. The investigation poses a potential

risk to our earnings, since it threatens what we believe

is the sound business practice of factoring the price of

CO2 emission certificates into the price of electricity.

Our goal is to play an active and informed role in shaping

our business environment. We pursue this goal by engaging

in intensive and constructive dialog with government agen-

cies and political leaders.

IT Risks
The operational and strategic management of the E.ON Group

relies heavily on complex information technology. Our IT sys-

tems are maintained and optimized by qualified E.ON Group

experts, outside experts, and certain technological security

measures. In addition, the E.ON Group has in place a range

of technological and organizational measures to counter the

risk of unauthorized access to data, the misuse of data, and

data loss.

In 2005 the E.ON Group’s risk situation did not change sub-

stantially from 2004. We do not currently perceive any risks

that would threaten the existence of the E.ON Group or

individual market units.
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Forecast

Economic Environment

The German Council of Economic Advisers (“GCEA”) predicts

that the global economy will expand at a slightly slower

pace in 2006 due to higher oil prices. Growth will be driven

by a somewhat less robust U.S. economy and an increasingly

healthier eurozone. The main risks, according to the GCEA,

are a correction of the U.S. current account balance and a

sharp decline in real estate values which have been appreci-

ating significantly in a number of countries.

The GCEA predicts that economic growth in the eurozone

will slowly gather momentum as it is propelled by increasing

investment activity. There will be little or no improvement,

however, in private consumption, and expansion will again

be driven by exports. The United Kingdom is expected to

bounce back from last year’s lower growth rate and, led by

consumer spending, expand at a rate above the EU average.

The GCEA forecasts that the Scandinavian economies will

also grow faster than the EU average. New EU member

states are expected to benefit from this recovery and achieve

slightly higher growth rates. Due to the lack of inflationary

pressure, the European Central Bank is not expected to

tighten monetary policy.

A modestly faster growth rate is forecast for the German

economy. Exports will continue to be the main driver, with

no meaningful recovery of domestic demand in sight. Rising

energy costs and low wage growth are the main constraints

on private consumption. Unlike in previous years, however,

in 2006 these factors will not be counteracted by income tax

cuts. The GCEA expects Germany’s economy to grow by

1 percent in real terms in 2006.

Energy Industry

Going forward, the energy industry will continue to be domi-

nated by three considerations: security of supply, environ-

mental protection, and energy prices. Last year Russia and

Ukraine and Russia quarreled over natural gas prices. The

United Kingdom’s gas supply became tight due a decline in

domestic production in conjunction with a temperature-drive

increase in demand, raising fears of gas shortages. Events

like these have drawn greater public attention to security of

energy supply.

Industry observers predict that energy prices will remain at

high levels for the foreseeable future. Continental Europe’s

natural gas import prices will continue to track crude oil

prices. Europe’s International Energy Agency and the U.S.

Energy Information Administration both raised their long-

term oil price projections. Although the supply and demand

situation is expected to improve over the medium term,

the reference case analyses of both agencies point to the

likelihood of continued high oil prices.
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The price of hard coal is largely determined by the forces of

supply and demand, although the world market is showing

signs of increasing consolidation. Following the volatile

demand situation of 2003-2004 and bottlenecks along the

entire coal value chain (mines, transport infrastructure, port

loading facilities), there is currently a noticeable easing on

the coal market resulting from lower freight rates and lower

forward prices.

Considerable uncertainty surrounds forecasts of CO2 emission

certificate prices and whether there will be a short supply

of certificates towards the end of the first trading period in

2007, which would affect electricity prices. Forward prices on

the EEX, Germany’s power exchange, suggest that electricity

prices will remain high.

The world’s uranium supply is relatively abundant and geo-

graphically diverse. Moreover, it takes comparatively little

nuclear fuel to generate electricity. These two characteristics

make nuclear power an important pillar of security of supply.

Furthermore, as an emission-free energy source, nuclear

power is a significant factor in Europe’s ability to achieve its

emission reduction targets under the Kyoto Protocol. In the

United Kingdom and a number of other EU member states,

these aspects are receiving considerable attention in the

policymaking debate about nuclear energy.

Offer for 100 Percent of Endesa

On February 21, 2006, we made an offer to acquire 100 percent

of the shares and American depositary shares of Endesa.

The possible effects of this offer were not factored into the

following forecast for 2006.

Employees

The size of the E.ON Group’s workforce is expected to

remain fairly constant through year end 2006.

Earnings Forecast

We expect our adjusted EBIT for 2006 to slightly surpass the

high prior-year level. However, we will not repeat the extra-

ordinarily high net income figure posted in 2005, which

resulted in particular from the book gains on our successful

Viterra and Ruhrgas Industries disposals. We expect to meet

our net income target of 3.4 billion for 2006.

39



Forecast

The earnings forecast by market unit is as follows:

For 2006, we expect Central Europe’s adjusted EBIT to be

slightly above the prior-year level. We expect to offset the

adverse affects of regulatory measures affecting the oper-

ations of our energy transmission and distribution systems

by achieving operating improvements in other areas.

We expect Pan-European Gas’s adjusted EBIT to exceed the

figure for 2005. The Up-/Midstream business will benefit

from the integration of E.ON Ruhrgas UK North Sea Limited

(formerly COGL), which was acquired in 2005. The acquisition

of the storage and trading operations of Hungary’s MOL will

be the main factor in the development of the downstream

business.

U.K.’s adjusted EBIT is expected to be significantly higher

than the 2005 level. Significant features include the full-year

impact of increased retail prices and increased value from

E.ON UK’s generation fleet partially offset by higher com-

modity costs.

We anticipate that Nordic’s adjusted EBIT will be below the

2005 figure due to higher taxes on installed nuclear and

hydroelectric assets and by the absence of earnings streams

from divested hydroelectric plants. These effects will be par-

tially counteracted by higher average electricity prices.

We expect U.S. Midwest’s adjusted EBIT to be on par with 2005.

Financial Condition

We expect cash provided by operating activities to increase

significantly in 2006 due to the absence of nonrecurring

adverse effects such as the pension fund payment at U.K.

and the storm in Sweden.

We plan to invest about 6.4 billion in 2006, in particular

to enhance security of supply in our markets. Roughly

4.9 billion, or 77 percent of total investments, is earmarked

for property, plant, and equipment. Most of our fixed-asset

investments will go towards the modernization and new

construction of power plants and networks. We plan to invest

1.5 billion in financial assets. Among these projects are

the acquisition of Hungary’s MOL and the increase of our

ownership interest in Slovakia’s ZSE.
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Opportunities

Positive developments in prime interest rates, foreign cur-

rency rates, and market prices can create opportunities for

our operations. In addition, continued positive development

of market prices can create opportunities relating to the

securities we own.

Periods of exceptionally cold weather—very low average

temperatures or extreme daily lows—in the fall and winter

months can create opportunities for us to meet the greater

demand for electricity and gas to heat homes and businesses.

Periods of exceptionally hot weather in the summer months

can create opportunities for our U.S. Midwest market unit to

meet the greater demand for electricity resulting from

increased air conditioning use.

Our investment policy is aimed at strengthening and enlarg-

ing our leading position in our target markets and to seize

opportunities, including opportunities in future markets.

Overall, we expect the E.ON Group to have another solid fin-

ancial year in 2006. From today’s perspective, we are unable

to issue a reliable forecast for 2007 due to uncertainty sur-

rounding economic, foreign currency, regulatory, technological,

and competition-related developments.
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Percentages Total: 6.4 billion

2006 Investment Plan

42 Central Europe

29 Pan-European Gas

12 U.K.

11 Nordic

6 U.S. Midwest

This Combined Review of Operations contains certain forward-looking statements that are subject to risk and uncertainties. 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
refer to E.ON’s filings to the Securities and Exchange Commission (Washington, DC), as updated from time to time, in particular to the discussion included in the sections of the
E.ON 2005 Annual Report on Form 20-F entitled “Item 3. Key Information: Risk Factors,” “Item 5. Operating and Financial Review and Prospects,” and “Item 11. Quantitative and
Qualitative Disclosures about Market Risk.”
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Dec. 31, 2004

0.6

183.9

22,117.3

11.9

22,313.7

5,140.3

1,845.7

266.2

383.8

7,636.0

20.9

29,970.6

1,799.2

6,067.5

3,851.9

1,549.0

13,267.6

341.9

182.1

937.9

397.4

1,517.4

609.7

10,685.5

3,545.4

14,840.6

3.1

29,970.6

 in millions

Assets

Intangible assets

Property, plant and equipment

Financial assets

Shares in affiliated companies

Other financial assets

Fixed assets

Receivables and other assets

Receivables from affiliated companies

Other receivables and assets

Securities

Liquid funds

Non-fixed assets

Prepaid expenses

Stockholders’ equity and liabilities

Capital stock

Conditional capital: 175.0 million

Additional paid-in capital

Retained earnings

Net income available for distribution

Stockholders’ equity

Reserves subject to future taxation

Provisions for pensions

Provisions for taxes

Other provisions

Provisions

Bank loans

Liabilities to affiliated companies

Other liabilities

Liabilities

Deferred income

Dec. 31, 2005

6.2

173.9

21,982.5

210.2

22,372.8

8,380.3

593.5

267.1

521.3

9,762.2

11.4

32,146.4

1,799.2

6,067.5

4,231.2

4,614.1

16,712.0

357.6

190.5

1,192.8

461.1

1,844.4

366.5

12,819.2

43.7

13,229.4

3.0

32,146.4

Note

(1)

(2)

(3)

(4)

(5)

(6)

(7)

(8)

(9)

(10)

(11)

(12)

(13)

(14)

(15)

(16)

(17)

(18)

Balance Sheet of E.ON AG
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Jan. 1–Dec. 31,
2004

3,522.5

–715.4

3,756.0

–94.1

–9.9

–

–3,724.3

2,734.8

187.9

2,922.7

–1,373.7

1,549.0

 in millions

Income from equity interests

Interest income (net)

Other operating income

Personnel expenses

Depreciation and amortization of intangible assets and property,
plant and equipment

Write-downs of financial assets and current securities

Other operating expenses

Pretax income

Taxes

Net income

Net income transferred to retained earnings

Net income available for distribution

Jan. 1–Dec. 31,
2005

6,745.3

–512.2

4,216.8

–122.2

–7.2

–174.4

–4,138.9

6,007.2

–1,013.8

4,993.4

–379.3

4,614.1

Note

(19)

(20)

(21)

(22)

(23)

(24)

(25)

(26)

Income Statement of E.ON AG



Notes

Notes to the Financial Statements of E.ON AG for
the 2005 Financial Year

Basis of Presentation

These financial statements have been prepared in accordance

with the German Commercial Code (HGB) and the German

Stock Corporation Act (AktG). Individual balance sheet and

income statement items have been combined in order to

improve clarity. These items are stated and explained sepa-

rately in the notes to the financial statements. The income

statement has been prepared using the nature of expense

method. The financial statements have been prepared in euros

() and amounts are stated in millions of euros ( million).

Accounting, Valuation and Disclosure Policies

Intangible assets are valued at acquisition cost and amor-

tized on schedule using the straight-line method over a

period of three years.

Property, plant and equipment are valued at acquisition or

production cost less scheduled depreciation. Buildings are

generally depreciated using the straight-line method over

a useful life of up to 50 years. Depreciation on movable fixed

assets is generally calculated as permissible under tax law

using the declining-balance method. The declining-balance

method of depreciation is replaced by the straight-line

method according to schedule when the even distribution

of the residual book value over the remaining useful life

leads to higher depreciation amounts. Movable fixed assets

are depreciated pro rata temploris.

Low-value assets are depreciated in full in their year of

addition.

Shares in affiliated companies and equity interests are gen-

erally valued at acquisition cost or lower adjusted value as

necessary. Contributions and mergers are stated at book or

fair value. Differences between the original acquisition cost

(gross book value) and the fair value of additions recognized

at fair value are disclosed as additions to the shareholdings

in the companies into which the shares were incorporated.

If the fair value is less than the original acquisition cost

(gross book value), the difference is disclosed as a disposal

of the contributing company. Interest-bearing loans are

shown at nominal value, interest-free and low-interest loans

at their present value.

The values of receivables and other assets are adjusted to

account for recognizable individual risks. Current securities

are valued at acquisition cost or lower market or repurchase

value, as appropriate.

Cash and cash equivalents denominated in foreign curren-

cies as well as bank balances are translated at the exchange

rate valid as of the balance-sheet date. Other foreign-currency

items are valued as of the balance-sheet date at the

exchange rate valid as of the transaction date, while taking

into account the lower-of-cost-or-market principle. When

underlying transactions are combined with hedges to form

closed items, valuation is carried out using the hedged

exchange rate.

Expenses of the financial year that are recognized as

expenses after the balance-sheet date are stated as prepaid

expenses.

Derivative financial instruments are used to hedge against

interest-rate and currency risks arising from booked, pending

and planned underlying transactions. Booked and pending

underlying transactions as well as their respective hedges

are assigned to portfolios. These are set up for each currency

and, within each currency, separately for currency and inter-

est-rate hedging instruments. Transactions assigned to a

portfolio are separately valued as of the balance-sheet date.

The following valuation methods and assumptions are used

to determine market values: 

• Foreign exchange forwards and swaps are valued at the

forward rate effective as of the balance-sheet date.
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• Foreign-currency options are valued in line with their

nature, using the Black-Scholes or binomial model.

• Interest-rate hedging instruments are valued by dis-

counting their future cash flows. Discounting is performed

over the instruments’ remaining term using going inter-

est rates. Interest-rate swap amounts are recognized

with an effect on net income at payment or accrual.

The portfolio’s valuation result is derived from the difference

between market values and acquisition costs. According to

accounting principles under German commercial law, a port-

folio with a negative valuation result gives rise to a provi-

sion for imminent losses from pending transactions. Positive

valuation results are disregarded. In addition, hedging trans-

actions may be assigned directly to booked and pending

underlying transactions and combined with them to form

valuation units.

E.ON AG has established risk management guidelines for the

use of derivative financial instruments. Credit risks from

the use of derivative financial instruments are systematically

monitored and controlled throughout the Group.

Untaxed reserves and extraordinary fiscal write-downs are

stated under reserves subject to future taxation. The transfer

of untaxed reserves to replacement assets is recorded as a

reclassification under reserves subject to future taxation.

Provisions for pensions are computed actuarially at their

present value with an interest rate of 6 percent based on the

2005G Heubeck mortality tables and cover all commitments.

Based on the 1998 Heubeck mortality tables, provisions for

pensions would be 0.5 million higher. Since the beginning of

2005, the interest accretion from the addition to provisions

for pensions has been stated under interest income instead

of personnel expenses (cf. Notes 20 and 22). Corresponding

prior-year figures were adjusted to enable comparisons. In

changing its disclosure policy on this item, E.ON AG is bringing

its reporting in line with international accounting principles.

Provisions for taxes and other provisions take all identifiable

risks and other commitments into account.

Deferred tax assets and liabilities are offset against each

other. In cases where this results in an excess of assets, such

an excess is not recognized, in accordance with the discre-

tionary treatment of such cases allowable pursuant to Sec.

274, Para. 2 of the German Commercial Code.

Liabilities are shown at their repayment value. Annuities are

stated at their present value. Values for contingent liabilities

resulting from guarantees and warranties correspond to the

credit amounts still outstanding as of the balance-sheet

date.

Income of the financial year that is recognized as income

after the balance-sheet date is stated as deferred income.
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Notes to the Balance Sheet

(1) Intangible Assets and Property, Plant and
Equipment
5.2 million in additions to intangible assets exclusively

relate to software that must be capitalized. Disposals of

property, plant and equipment principally relate to the sale

of residential property and buildings as well as to fixtures,

furniture and office equipment.

(2) Shares in Affiliated Companies
In the year under review, 61.9 million in additions and

30.3 million in disposals were recognized for shares in

affiliated companies.

25.1 million of the additions stem from E.ON International

Finance B.V., while 12.5 million are attributable to Aviga

GmbH owing to follow-up acquisition costs that were capi-

talized due to an income bond. The purchase price for the

acquisition of share in E.ON IS GmbH amounted to 21.8 mil-

lion. Another 1.0 million relates to transfers to additional

paid-in capital of Fitas Verwaltung GmbH & Co. Vermietungs-

KG.

21.3 million of the disposals relate to the sale of the 5.5 per-

cent stake in Viterra AG. The resulting 190.2 million book

gain is stated under other operating income (cf. Note 21).

The remaining 94.5 percent shareholding in Viterra AG was

divested by our wholly-owned subsidiary E.ON Viterra

Beteiligungsgesellschaft mbH. This item also includes a

9.0 million repayment of additional paid-in capital made

by E.ON Venture Partners GmbH.

Over the course of the 2005 financial year, the political envi-

ronment in the coal sector in which RAG Aktiengesellschaft

(RAG AG) is active deteriorated as public authorities are

expected to reimburse production costs for domestic hard

coal production to an even lesser extent than they have so

far. As a result, RAG AG will probably have to considerably

increase the funds it contributes to maintaining domestic

hard coal production. In addition, based on the latest esti-

mates, E.ON AG assumes that hard coal production under

acceptable economic and technological conditions in Germany

will be possible for a much shorter period of time than

anticipated thus far. Given these conditions, the wholly-

owned subsidiary E.ON RAG Beteiligungsgesellschaft mbH,

which holds a 39.2 percent stake in RAG AG, wrote down

RAG AG’s book value to 1. As a result, E.ON RAG Beteili-

gungsgesellschaft mbH’s book value was also written down

to 1.

In the year under review, a 8.1 million write-up was

entered into the books in accordance with Sec. 280, Para. 1

of the German Commercial Code due to the positive earn-

ings trend of VEBA Telecom Management GmbH.

A list of E.ON AG’s shareholdings as of December 31, 2005

has been filed with the Commercial Register of the Düssel-

dorf District Court under HRB 22 315.

(3) Other Financial Assets
Shareholdings amounting to 8.6 million and long-term

loans amounting to 201.6 million are included in other

financial assets.

The 200.0 million addition to long-term loans relates to a

loan granted to Thüga AG.



(4) Fixed Assets
The breakdown and development of fixed asset items sum-

marized in the balance sheet is shown in the following table: 
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(5) Receivables from Affiliated Companies
Receivables predominantly include time and overnight

deposits, sums resulting from profit- and loss-pooling agree-

ments as well as distributable profit from affiliated compa-

nies. As in the previous year, none of these receivables had a

remaining term of more than one year.

Dis-
posals

0.1

0.1

13.4

–

0.5

–

13.9

30.3

0.6

0.1

1.1

32.1

46.1

Transfers

1.0

1.0

–

–

0.2

–1.2

–1.0

–

–

–

–

–

–

Dec. 31,
2005

8.2

8.2

185.9

7.2

27.3

20.9

241.3

22,576.8

200.0

8.6

3.3

22,788.7

23,038.2

Dec. 31,
2005

2.0

2.0

42.7

7.2

17.5

–

67.4

594.3

–

–

1.7

596.0

665.4

Dec. 31,
2004

0.6

0.6

151.9

–

9.9

22.1

183.9

22,117.3

0.6

8.7

2.6

22,129.2

22,313.7

Depre-
ciation 

and
write-

downs
2005

0.5

0.5

4.5

–

2.2

–

6.7

174.4

–

–

–

174.4

181.6

Write-
ups 

2005

–

–

–

–

–

–

–

8.1

–

–

0.1

8.2

8.2

 in millions

Licenses, commercial and 
similar rights

Intangible assets

Real estate, leasehold rights and
buildings, including buildings on land
owned by third parties

Technical equipment, plant and
machinery

Other plant, fixtures, furniture and
office equipment

Advance payments and construction
in progress

Property, plant and equipment

Shares in affiliated companies

Long-term loans to affiliated
companies

Shares in associated and other
investments

Other long-term loans

Financial assets

Fixed assets

Jan. 1,
2005

2.1

2.1

198.9

7.2

25.7

22.1

253.9

22,545.2

0.6

8.7

4.4

22,558.9

22,814.9

Addi-
tions

5.2

5.2

0.4

–

1.9

–

2.3

61.9

200.0

–

–

261.9

269.4

Acquisition/production costs Net book value

Development of Fixed Assets of E.ON AG

Accu-
mulated

depreciation 
and write-

downs
Dec. 31,

2005

6.2

6.2

143.2

–

9.8

20.9

173.9

21,982.5

200.0

8.6

1.6

22,192.7

22,372.8
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Other assets principally relate to tax refund claims and

interest receivables.

(7) Securities
Securities break down as follows: 

As of December 31, 2005, E.ON had 4,374,254 E.ON shares on

its books. Information on the development of treasury stock

is provided in Note 10.

Other securities include 10.0 million in shares in stock and

pension funds as well as 0.3 million in shares in companies

that do not belong to the E.ON Group and that may be sold

at any time.

A 0.9 million write-up was made on shares in equity funds

due to their higher stock-market quotations as of the balance-

sheet date, in compliance with Sec. 280, Para. 1, Sentence 1

of the German Commercial Code.

(8) Liquid Funds
As of the balance-sheet date, liquid funds, which primarily

consist of bank balances, were up 137.5 million.

(9) Prepaid Expenses
This item predominantly consists of debt discounts on two

of the loans granted by E.ON International Finance B.V. in

the amount of 5.5 million. A loan granted by E.ON Inter-

national Finance B.V. that was outstanding in the previous

year was repaid in the year under review. The prepaid

expenses associated with this loan at the beginning of the

year were written back with an effect on net income. Another

5.9 million stem from accrued insurance premiums as well

as personnel and other expenses.

 in millions

Treasury stock

Other securities

Dec. 31,
2005

256.8

10.3

267.1

Dec. 31,
2004

256.8

9.4

266.2

Securities

 in millions

Accounts receivable from associated companies and other share
investments

Other assets

With a
remaining

term of more
than 1 year

–

–

–

Dec. 31, 2004

3.1

1,842.6

1,845.7

With a
remaining

term of more
than 1 year

–

–

–

Dec. 31, 2005

–

593.5

593.5

Other Receivables and Assets

(6) Other Receivables and Assets
Other receivables and assets break down as follows: 
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Month of acquisition

January

March

April

June

August

September

November

Purchase
price 

()

1,931,554

122,576

343,672

9,476

1,018

11,551,275

11,925,788

Computed
share of

capital stock
()

74,183

4,888

13,291

343

34

390,000

412,451

% of 
capital stock

–

–

–

–

–

0.02

0.02

Number of
shares

28,532

1,880

5,112

132

13

150,000

158,635

Month of sale

February

March

April

May

June

July

August

September

November

December

Sales 
proceeds 

()

6,440

–

–

–231

–

–3,139

–

–1,385

–60,299

–2,123

Sale price 
()

1,937,994

–

–

–

–

–

–

–

23,470,909

–

Computed
share of 

capital stock
()

74,183

4,888

13,291

13

343

177

34

78

802,451

120

% of 
capital stock

–

–

–

–

–

–

–

–

0.04

–

Number of
shares

28,532

1,880

5,112

5

132

68

13

30

308,635
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Shares purchased in January were used as compensation for

former shareholders in accordance with Sec. 71, Para. 1, Item

3 of the German Stock Corporation Act. In March, April, June,

August and November, 7,217 shares were acquired for use in

accordance with Sec. 71, Para. 1, Item 3 of the German Stock

Corporation Act.

All of the additional 308,555 shares purchased in September

and November were earmarked to be issued to employees

of E.ON AG and its affiliated companies in accordance with

Sec. 71, Para. 1, Item 2 of the German Stock Corporation Act.

Of the shares on the books as of January 1, 2005, 4,360,533

came from the share buyback program implemented in 2001

and 2002. Another 13,870 shares stem from the acquisition

of EBY Port 1 GmbH in 2003, which was an internal transac-

tion. These 13,870 shares and the shares purchased in the

year under review were used as follows:

(10) Capital Stock
The Corporation’s capital stock is split among 692,000,000

shares without nominal value and amounts to 1,799,200,000.

Pursuant to the April 27, 2005 Annual Shareholders Meeting

resolution, the Corporation is authorized to buy back up to

ten percent of the Corporation’s current capital stock in

shares until October 27, 2006. For reasons of simplicity, the

following commentary on the development of the Corpora-

tion’s treasury stock is based on whole euro amounts.

The following shares were bought in the year under 

review: 



Notes

Shares acquired in January were sold on the stock market in

February. This resulted in a capital gain of 6,440, which is

stated as part of other operating income. In accordance with

Sec. 71, Para. 1, Item 3 of the German Stock Corporation Act,

7,217 shares were used, leading to a drawing on provisions.

Another 308,704 shares were issued to qualified employees

of E.ON AG and the E.ON Group within the scope of the

employee share purchase program and shop agreements/

personnel measures. The resulting aforementioned capital

gains have been disclosed as part of personnel costs or other

operating expenses of E.ON AG.

As of the balance-sheet date, 4,374,254 shares amounting to

256.8 million (corresponding to 0.63 percent, or a computed

11,373,060.40 of the Corporation’s capital stock) were dis-

closed under securities as treasury stock (cf. Note 7).

In accordance with Sec. 160, Para. 1, Item 2 of the German

Stock Corporation Act, E.ON shares held by the Group com-

pany E.ON Kraftwerke GmbH are classified as treasury stock

as defined in Sec. 71, Para. 1, Item 4 of the German Stock Cor-

poration Act in conjunction with Sec. 71d of the German

Stock Corporation Act (previously held by EBY Port 1 GmbH

and EBY Port 2 GmbH, both of which were merged into E.ON

Kraftwerke GmbH in 2005). As of January 1, 2005, this compa-

ny held a total of 28,472,194 shares, which were held

throughout the period under review.

E.ON Energie AG purchased the following shares in E.ON AG

within the scope of a voluntary public exchange offer made

to shareholders of CONTIGAS Deutsche Energie AG:

The aforementioned 486,255 shares were sold in July within

the scope of the exchange offer. The sales prices was

35,213,234. The 2,610,762 in sales proceeds are stated as

part of E.ON Energie AG’s other operating income.

The 28,472,194 E.ON shares remaining on E.ON Kraftwerke

GmbH’s books as of December 31, 2005 represent 4.11 per-

cent of the Corporation’s capital stock, equivalent to a

computed 74,027,704.40. Including the shares held by

E.ON AG, this corresponds to 4.74 percent, or a computed

85,400,764.80 of the Corporation’s capital stock.

The authorization to increase the Corporation’s capital stock

by up to 180.0 million (Authorized Capital I) through the

issuance of new shares in return for cash, with the option of

limiting shareholder subscription rights, and to increase the

Corporation’s capital stock by up to 180.0 million (Autho-

rized Capital II) through the issuance of new shares in

return for contributions in kind under the exclusion of share-

holder subscription rights (Authorized Capital II amounted

to 150.4 million after the capital increase implemented in

the year 2000) issued by the Annual Shareholders Meeting

on May 25, 2000, and the authorization to increase the Cor-

poration’s capital stock by up to 180.0 million (Authorized

Capital III) through the issuance of new shares in return for

cash under the discretionary exclusion of shareholder sub-

scription rights were revoked at the Annual Shareholders

Meeting on April 27, 2005.

Instead, the Board of Management was authorized, subject

to the approval of the Supervisory Board, to increase the

Corporation’s capital stock by up to 540 million until April 27,

2010 through the one-time or repeated issuance of shares

without nominal value in return for cash or contributions

in kind, under the discretionary limitation of shareholder

subscription rights (authorized capital in accordance with
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Month of acquisition

May

June

Purchase
price 

()

29,963,965

2,638,507

Computed
share of 

capital stock
()

1,170,000

94,263

% of 
capital stock

0.07

0.01

Number of
shares

450,000

36,255



Sec. 202 et seqq. of the German Stock Corporation Act). The

Board of Management is furthermore empowered, subject

to the consent of the Supervisory Board, to decide on the

exclusion of shareholder subscription rights.

At the April 30, 2003 Annual Shareholders Meeting, a resolu-

tion was passed to approve 175.0 million in conditional

capital expiring on April 30, 2008, along with the option of

excluding shareholder subscription rights for the issuance of

partial bonds with conversion or option rights as well as

for the fulfillment of conversion obligations to partial bond

creditors regarding shares of E.ON AG or companies in

which E.ON AG directly or indirectly holds a majority stake.

No reports on voting stock for fiscal 2005 in accordance with

Sec. 21, Para. 1 of the German Securities Trading Act were

received.

(11) Additional Paid-In Capital
Additional paid-in capital, which exclusively comprises

share issuance premiums, did not change and amounts to

6,067.5 million.
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(12) Retained Earnings

 in millions

Legal reserves

Reserves for own shares

Other retained earnings

Dec. 31, 2005

45.3

256.8

3,929.1

4,231.2

Funding of
reserves for
own shares

–

–

–

–

Additions
from 2005

net income

–

–

379.3

379.3

Dec. 31, 2004

45.3

256.8

3,549.8

3,851.9

Retained Earnings

In the year under review, 379.3 million (previous year:

1,373.7 million) of the Corporation’s net income of 

4,993.4 million (previous year: 2,922.7 million) were

transferred to other retained earnings.

(13) Stockholders’ Equity
In summary, stockholders’ equity developed as follows: 

 in millions

January 1

Dividend of E.ON AG for the previous year

Transfer from net income to retained
earnings

Income earmarked for distribution

December 31

Stockholders’ Equity

Total

11,657.0

–1,312.1

1,373.7

1,549.0

13,267.6

Total

13,267.6

–1,549.0

379.3

4,614.1

16,712.0 

Net income
available for
distribution

1,549.0

–1,549.0

4,614.1

4,614.1 

Retained
earnings

3,851.9

379.3

4,231.2 

Additional
paid-in
capital

6,067.5

6,067.5 

Capital stock

1,799.2

1,799.2 

2005 2004
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(17) Other Provisions
Other provisions break down as follows: 

For further information on stock options, please turn to

Note 22.
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(14) Reserves Subject to Future Taxation
Reserves subject to future taxation break down as follows: 

 in millions

Untaxed reserves acc. to Sec. 6b, Ger-
man Income Tax Act

Valuation allowances in acc. with the
Coal Adjustment Act, Plant Closures
Act, Sec. 35, German Income Tax Act,
and Rationalization Act for

Property, plant and equipment

Financial assets

Dec. 31,
2005

34.2

159.3

164.1

357.6

Dec. 31,
2004

9.5

167.0

165.4

341.9

Reserves Subject to Future Taxation

 in millions

Mining damage

Tax-induced interest

Obligations in connection with the
disposal of financial assets

Stock appreciation rights

Cost of preparing the financial
statements

Miscellaneous other risks

Dec. 31,
2005

147.0

112.4

82.4

63.5

9.8

46.0

461.1

Dec. 31,
2004

147.9

61.2

89.4

35.3

7.8

55.8

397.4

Other Provisions

 in millions

2nd tranche

3rd tranche

4th tranche

5th tranche

6th tranche

7th tranche

Dec. 31,
2005

0.2

1.9

3.8

16.5

26.2

14.9

63.5

Dec. 31,
2004

1.6

1.5

2.8

17.7

11.7

–

35.3

34.2 million (previous year: 0.0 million) were transferred

to reserves subject to future taxation in the year under

review. This was contrasted by reversals of 18.5 million

(previous year: 73.0 million), 9.5 million and 9.0 million

of which relate to untaxed reserves and fiscal valuation

allowances respectively. Net income decreased by 9.4 mil-

lion owing to the change in reserves subject to future taxa-

tion. The extent of future burdens is negligible.

(15) Provisions for Pensions
As regards provisions for pensions, payments of 12.4 million

and reversals of 0.9 million were contrasted by 21.3 million

in additions and 0.3 million in takeovers.

(16) Provisions for Taxes
Provisions for taxes relate to periods which have not been

audited by the tax authorities still open, corporate income

taxes, the solidarity surcharge, and the commercial earnings

tax of the current and prior financial years (cf. Note 26).

As in the previous year, the offsetting of deferred tax liabili-

ties against deferred tax assets resulted in a surplus of tax

assets, which are not considered.

Mining damage provisions relate to reclamations possibly

resulting from the operation of closed pits when they were

run by acquired mining companies. Provisions for miscella-

neous other risks relate to Supervisory Board remuneration,

since total compensation in the year under review includes

variable components, the amount of which could not be

definitively determined as of the balance-sheet date.

In the previous year, this remuneration was disclosed under

other liabilities.

The provision for stock appreciation rights breaks down as

follows: 



 in millions

Contingent liabilities resulting from
warrantees

vis-à-vis affiliated companies

Contingent liabilities resulting from
guarantees

vis-à-vis affiliated companies

Dec. 31,
2005

10,033.2

(1.6)

9,308.8

(9,209.1)

19,342.0

Dec. 31,
2004

9,257.5

(–)

11,739.4

(11,222.0)

20,996.9

Contingent Liabilities
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(18) Liabilities

Accounts payable to affiliated companies primarily reflect

the fact that 2,330.2 million in funds from the bonds

issued by E.ON International Finance B.V. in May 2002 were

passed on and that 6,600.0 million in long-term funds were

drawn by E.ON Finanzanlagen GmbH. Accounts payable to

E.ON International Finance B.V. decreased by 1,378.1 mil-

lion.

Information on the disclosure of Supervisory Board compen-

sation is provided under Note 17.

Other liabilities declined to 6.9 million largely due to the

full retirement of 3,450.0 million in commercial paper.

Total

366.5

0.8

35.7

12,819.2

0.3

(0.1)

6.9

(–)

(–)

(0.6)

13,229.4

up to 
1 year

366.5

0.8

35.7

3,889.0

0.2

(–)

3.0

(–)

(–)

(–)

4,295.2

1 to 
5 years

–

–

–

–

–

(–)

3.1

(–)

(–)

(0.1)

3.1

over 
5 years

–

–

–

8,930.2

0.1

(0.1)

0.8

(–)

(–)

(0.5)

8,931.1

609.7

2.6

43.1

10,685.5

0.2

(0.1)

3,499.5

(37.5)

(–)

(0.9)

14,840.6

Dec. 31, 2005 Dec. 31, 2004

With a remaining term of

Liabilities

 in millions

Banks

Advance payments received

Accounts payable

Affiliated companies

Associated and other companies

secured by mortgages 

Other liabilities

taxes

social security

secured by mortgages

Contingent Liabilities & Other Financial Obligations
The table below provides an overview of contingent

liabilities:  

national Finance B.V. Another 2,531.6 million relate to war-

ranties provided by E.ON AG in connection with the divest-

ment of operations insofar as a contractual limit has been set.

Furthermore, as of December 31, 2005, liabilities on our

books included principally consisted of 9,207.4 million in

guarantees for several affiliated companies. Guarantees are

used to provide legal protection for intragroup loan commit-

ments (especially from cash pooling) and are intended to

meet some of the standards for the granting of loans to

shareholders existing since the Federal Supreme Court ruling

of November 24, 2003.

Other financial obligations totaled 110.1 million as of

December 31, 2005.

7,500.0 million in contingent liabilities arising from war-

ranties consist of repayment guarantees made to bond

creditors for principal from the bonds issued by E.ON Inter-



Notes54

 in millions
Instrument

Forward transactions with banks

Forward transactions with affiliated companies

Currency option transactions with banks

Currency option transactions with affiliated companies

Interest-rate swaps with banks

Interest-rate swaps with affiliated companies

Cross-currency swaps with banks

Cross-currency swaps with affiliated companies

Interest-rate/cross-currency swaps with banks

Interest-rate/cross-currency swaps with affiliated companies

Total

Fair value
(market

value)

74.1

–68.4

–

–

38.2

–15.4

532.7

–1,100.8

99.5

–99.5

–539.6

Nominal
volume

7,820.4

7,682.9

–

42.8

4,460.3

3,432.4

14,699.6

12,369.4

4,268.8

4,268.8

59,045.4

Fair value
(market

value)

0.7

3.1

–

0.1

12.9

4.9

156.0

–667.4

–53.0

53.0

–489.7

Nominal
volume

10,412.5

12,586.0

–

1.0

5,877.2

5,554.3

9,781.5

8,457.8

4,701.7

4,701.7

62,073.7

Dec. 31, 2005 Dec. 31, 2004

Derivative Financial Instruments
As of the balance-sheet date, derivative financial instru-

ments used to hedge interest-rate and currency risks arising

from fluctuations in market prices broke down as follows: 
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(19) Income from Equity Interests
The table below provides an overview of income from equity

interests:

It primarily stems from income claims and equalization

commitments to the following companies:

For reasons of clarity, income from Group allocations has

been broken down by company.

The profit transferred from E.ON UK Holding GmbH largely

stems from a write-up on the 100 percent stake held by

E.ON UK Holding Co. Ltd.

 in millions

Income from profit- and loss-pooling
agreements

Income from Group allocations

Income from companies in which
share investments are held

thereof from affiliated companies

Losses from profit- and loss-pooling
agreements

2005

5,673.6

1,191.0

21.3

(6.3)

–140.6

6,745.3

2004

2,707.0

910.6

9.3

(9.3)

–104.4

3,522.5

Income from Equity Interests

 in millions

E.ON Energie AG

E.ON Ruhrgas Holding GmbH

E.ON UK Holding GmbH

VIAG Telecom Beteiligungs GmbH

Viterra AG

Other

2005

2,745.7

2,463.2

915.2

760.5

–

–139.3

6,745.3

2004

1,325.2

1,306.1

4.2

695.1

287.2

–95.3

3,522.5

 in millions

Income from other securities and
long-term loans included in financial
assets

thereof from affiliated companies

Other interest and similar income

thereof from affiliated companies

Interest and similar expenses

thereof paid to affiliated companies

2005

2.0

(1.9)

170.9

(104.5)

–685.1

(–497.5)

–512.2

2004

14.4

(14.3)

214.0

(145.0)

–943.8

(–828.2)

–715.4

Interest Income (Net)

(20) Interest Income (Net)
Interest income breaks down as follows: 

In the year under review, the interest portion of the addi-

tions to provisions for pensions of –10.5 million was stated

under interest income for the first time. Accordingly, the

previous year’s figure was adjusted by –10.1 million.

The 203.2 million increase in interest income is primarily

(360 million) due to the repayment of a loan granted to an

affiliated company and the fact that market value equaliza-

tion payments were lower than in the previous year.

A counteracting effect was felt principally from the rise in

interest expenses from the use of commercial paper draw-

ings (–30 million) and fixed-term deposits by affiliated

companies (–30 million), the reduction in income

from overnight deposit drawings by affiliated companies

(–35 million) and the tax-driven interest expense

(–49.3 million). The interest level remained essentially

unchanged.

Notes to the Income Statement
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 in millions

Wages and salaries

Social security contributions, pension
costs and other employee benefits

thereof for pensions

2005

108.8

13.4

(9.3)

122.2

2004

85.0

9.1

(5.4)

94.1

Personnel Expenses

(22) Personnel Expenses
The following table shows an overview of personnel

expenses: 

The interest accretion to provisions for pensions (–10.5 mil-

lion) was recognized under interest income for the first

time in the year under review. The previous year’s figure

(–10.1 million) was adjusted accordingly.

The increase in wages and salaries is principally due to the

rise in expenses for the accrual of provisions to cover com-

mitments arising from the stock option plan, taxes on

wages and salaries for prior years, as well as the increase in

expenses associated with linear and individual wage and

salary increases and new hires.

The stock option plan that was introduced in 1999 for select

executives at E.ON AG and its various Group companies

was continued in 2005. A total of 712,277 stock appreciation

rights (SAR) (sixth tranche: 694,083) was granted to mem-

bers of the Board of Management and senior executives of

E.ON AG as part of their total compensation within the

scope of the seventh tranche at the beginning of the year

under review.

The number of SAR awarded to qualified individuals on the

Board of Management was determined by the Presiding

Committee of the Supervisory Board of E.ON AG, and by the

Board of Management for other entitled individuals.

SAR awarded in all tranches have a term of seven years and

may be exercised in full or in parts within certain periods,

four weeks after the publication of an interim report or the

consolidated financial statements of E.ON in the third to

seventh year of the term. There is a two-year period of non-

negotiability. SAR that remain unexercised as of the last cut-

off date are considered as having been exercised automati-

cally as of such date, as long as the exercise conditions

(21) Other Operating Income
Other operating income breaks down as shown in the

following table: 

 in millions

Income from the reversal of reserves
subject to future taxation

Income from the disposal/write-up of
fixed assets

Other

2005

18.5

236.0

3,962.3

4,216.8

2004

73.0

71.4

3,611.6

3,756.0

Other Operating Income

 in millions

Cross-currency/interest-rate swaps
and currency options

Currency exchange differences 

Reversal of provisions

Other

2005

2,042.9

1,837.2

41.6

40.6

3,962.3

2004

1,506.3

1,899.1

143.5

62.7

3,611.6

Income from the reversal of reserves subject to future taxa-

tion is detailed in Note 14. Income from asset disposals

totals 236.0 million, 190.2 million of which stem from the

sale of our stake in Viterra AG (cf. Note 2), and 37.7 million

of which originate from the sale of property and buildings.

An additional 8.1 million stem from a write-up of financial

assets (cf. Note 2).

Other income includes the following items: 
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(23) Write-Downs of Intangible Fixed Assets and
Property, Plant and Equipment
In the previous year, an unscheduled write-down of 2.1 mil-

lion was performed in accordance with Sec. 253, Para. 2,

Sentence 3 of the German Commercial Code.

(24) Write-Downs of Financial Assets and Current
Securities
In the year under review, our equity interest in E.ON

RAG Beteiligungsgesellschaft mbH was written down by

174.4 million. For further information, please turn to Note 2.

(25) Other Operating Expenses
Other operating expenses break down as follows: 

Other operating expenses include auditor’s fees, which

break down as follows.

 in millions

Audit
Financial statements: 6.3
(2004: 7.8)

Other opinions

Tax consulting

Miscellaneous services

2005

7.2

3.2

0.1

0.3

10.8

2004

8.7

9.2

0.5

0.5

18.9

Auditor’s Fees

have been met. In the 2005 financial year, 839,524 SAR were

exercised. The following table provides an overview of the

number of SAR exercised by tranche, along with the corre-

sponding exercise profit: 

 in millions

Cross-currency/interest-rate swaps
and currency option premiums

Currency exchange differences

Transfers to provisions for
commitments in connection with the
disposal of financial assets

Fees

Transfers to reserves subject to 
future taxation

IT outsourcing

Advertising

Insurance premiums

Losses from the reduction in value
of current assets

Preparation of the annual financial
statements

Losses from the disposal of fixed
assets

Other administrative expenses

2005

2,038.2

1,745.6

78.0

74.1

34.2

28.5

24.1

15.0

13.5

7.5

1.8

78.4

4,138.9

2004

1,501.0

1,922.3

19.4

53.4

–

17.4

10.8

16.3

–

7.5

47.7

128.5

3,724.3

Other Operating Expenses

2nd tranche

3rd tranche

4th tranche

5th tranche

Number 
of SAR

exercised
in 2005

82,200

295,650

119,500

342,174

839,524

Exercise
profit in

2005 ( in
millions)

1.7

4.5

2.3

9.7

18.2

Exercises

On exercise of stock appreciation rights, the beneficiary

receives a cash compensation equaling the difference

between E.ON’s share price at the time of exercise and the

base quotation, multiplied by the number of SAR exercised.

From the fourth tranche onwards, the base quotation is the

arithmetic mean of the closing quotations of E.ON shares

on the XETRA electronic stock trading system in December

of the prior year. For tranches two and three, the base quo-

tation is the closing share price on the XETRA on the day of

issue. SAR may only be exercised if the E.ON share outper-

forms the STOXX Utilities Price Index for at least ten consec-

utive stock-market trading days during the term of the

tranche and if E.ON’s share price has risen by at least 10 per-

cent over its quotation at the time of issue (second and

third tranches: 20 percent). To limit the effects of extraordi-

nary, unpredictable change in the value of the SAR, the max-

imum exercise gain per SAR starting with the sixth tranche

is 100 percent of the base quotation. These SAR can only be

issued if the beneficiary owns a certain number of shares in

E.ON, which must be held until the SAR become exercisable.

On December 31, 2005, 5,500 second-tranche SAR, 78,250

third-tranche SAR, 115,000 fourth-tranche SAR, and 365,004

fifth-tranche SAR were exercisable. No SAR of the sixth

or seventh tranche were exercisable because the holding

periods had not yet expired.

In the year under review, the total expense arising from the

stock option program was 46.4 million (previous year:

32.5 million). Of this sum, 43.4 million (previous year:

29.1 million) were transferred to provisions to cover com-

mitments from the stock option plan and 3.0 million (pre-

vious year: 3.4 million) related to the expense directly

resulting from the exercise of stock options. 29.4 million of

the expenses arising from additions to provisions are attrib-

utable to the tranches that could net yet be exercised as of

the balance-sheet date. Provisions are broken down by

tranche in the table in Note 17.
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Disclosure on Boards

Board Compensation
Supervisory Board  
Provided that E.ON’s May 4, 2006 Annual Shareholders Meet-

ing approves the proposed dividend, the total remuneration

of the members of the Supervisory Board will amount to

3.5 million (2004: 3.2 million).

The members of the Supervisory Board had no lines of credit

outstanding in fiscal 2005.

The members of the Supervisory Board are listed, along

with additional directorships held, on page 59 et seqq.

Board of Management  
Aggregate remuneration paid to the members of the Board

of Management amounts to 22.5 million (2004: 17.2 mil-

lion) and includes base pay, a bonus, other income and

share-based payment, which has already been included at

the fair value of the stock appreciation rights at grant, in

compliance with the German Management Compensation

Disclosure Act (VorstOG).

Total payments to retired members of the Board of Manage-

ment and their beneficiaries amount to 5.0 million (2004:

4.8 million). Aggregate remuneration of active and retired

members of the Board of Management have been adjusted

in line with the new rules set forth in the German Manage-

ment Compensation Disclosure Act. Provisions of 55.0 mil-

lion (2004: 55.6 million) have been built for E.ON’s pension

obligations to retired members of the Board of Manage-

ment and their beneficiaries.

The members of the Board of Management had no lines of

credit outstanding in fiscal 2005.

The members of the Board of Management are listed, along

with additional directorships held, on page 61 et seq.

(26) Taxes
The following table provides an overview of taxes: 

 in millions

Income taxes

Other taxes

2005

1,013.2

0.6

1,013.8

2004

–190.1

2.2

–187.9

Taxes

Income taxes stated for the fiscal year include 594.5 mil-

lion in corporate income tax, 32.6 million relating to the

solidarity surcharge, and 175.4 million in commercial earn-

ings tax. The remaining amount relates to taxes for prior

years.

Income taxes disclosed in the previous year relate to the

expense associated with the corporate income tax and com-

mercial earnings tax in the fiscal year, which amount to

444.6 million.

In the previous year, the most significant counteracting

effect was felt from non-recurrent income from tax refunds

for passed assessment periods due to amendments made

to tax notices resulting from the jurisdiction of the German

Federal Fiscal Court regarding multiple transfers prior to the

formation of tax accounting groups as well as from the

reversal of corresponding provisions for previous years. This

resulted in a tax gain.

Additional Information

Personnel  
On average, the number of people employed in the 2005

financial year rose by 27 to 359, excluding six trainees and

six members of the Board of Management.

Statement of Compliance Pursuant to Sec. 161 of
the German Stock Corporation Act 
On December 19, 2005, the Board of Management and the

Supervisory Board of E.ON AG issued a statement of compli-

ance with the German Corporate Governance Code in accor-

dance with Sec. 161 of the German Stock Corporation Act

and published it on the Corporation’s website under

www.eon.com to make it permanently available to its share-

holders.



59

Prof. Dr. Günter Vogelsang
Honorary Chairman of the Supervisory

Board

Ulrich Hartmann
Chairman

• Deutsche Bank AG

• Deutsche Lufthansa AG

• Hochtief AG

• IKB Deutsche Industriebank AG

(Chairman)

• Münchener Rückversicherungs-

Gesellschaft AG

• Arcelor

• Henkel KGaA

Hubertus Schmoldt
Chairman of the Board of

Management,

Industriegewerkschaft Bergbau,

Chemie, Energie

Deputy Chairman

• Bayer AG

• BHW AG

• DOW Olefinverbund GmbH

• Deutsche BP AG

• RAG Aktiengesellschaft

Günter Adam
Chairman of the Central Works Council,

Degussa AG

• Degussa AG

Dr. Karl-Hermann Baumann
• Linde AG

• Schering AG

Ralf Blauth
Chairman of the Combined Works

Council,

Degussa AG 

(until June 30, 2005)

• Degussa AG

• RAG Aktiengesellschaft

Dr. Rolf-E. Breuer
Chairman of the Supervisory Board,

Deutsche Bank AG

• Deutsche Bank AG (Chairman)

• Landwirtschaftliche Rentenbank

Dr. Gerhard Cromme
Chairman of the Supervisory Board,

ThyssenKrupp AG

• Allianz AG

• Axel Springer AG

• Deutsche Lufthansa AG

• Hochtief AG

• Siemens AG

• ThyssenKrupp AG (Chairman)

• Volkswagen AG

• Suez S.A.

• BNP Paribas S.A.

• Compagnie de Saint-Gobain

Gabriele Gratz
Chairwoman of the Works Council,

E.ON Ruhrgas AG (since July 1, 2005)

• E.ON Ruhrgas AG

Wolf-Rüdiger Hinrichsen
Chairman of the Group Works Council,

E.ON AG

Ulrich Hocker
General Manager,

German Investor Protection Association

• Feri Finance AG

• Gildemeister AG

• KarstadtQuelle AG

• ThyssenKrupp Stainless AG

• Gartmore SICAV

• Phoenix Mecano AG 

(Chairman of the Administrative

Board)

Eva Kirchhof 
Diploma Physicist

Seppel Kraus
Labor Union Secretary

• Wacker-Chemie AG

• UPM-Kymmene Beteiligungs GmbH

Prof. Dr. Ulrich Lehner
President and Chief Executive Officer,

Henkel Group

• HSBC Trinkaus & Burkhardt KGaA

• Ecolab Inc.

• Novartis AG

• The Dial Corporation1 (Chairman) 

Members of E.ON’s Supervisory Board and Additional Directorships Held 

All of the information relates to December 31, 2005, or the date of retirement from the Supervisory Board of E.ON AG.

• Directorships/supervisory board memberships within the meaning of Section 100, Paragraph 2 of the German Stock

Corporation Act.

• Directorships/memberships in comparable domestic and foreign supervisory bodies of commercial enterprises.

1Exempted directorship.
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Members of E.ON’s Supervisory Board and Additional Directorships Held 

Dr. Klaus Liesen
Honorary Chairman of the 

Supervisory Board, E.ON Ruhrgas AG

• TUI AG

• Volkswagen AG 

Peter Obramski
Labor Union Secretary 

(until June 30, 2005)

• E.ON Energie AG

• E.ON Engineering GmbH

• E.ON Kraftwerke GmbH

• RAG Bahn und Hafen GmbH

Erhard Ott
Member of the 

Federal Management Board, ver.di

(since July 1, 2005)

Ulrich Otte
Chairman of the Central Works Council,

E.ON Energie AG

• E.ON Energie AG

• E.ON Kraftwerke GmbH

Klaus-Dieter Raschke
Chairman of the Combined Works

Council, E.ON Energie AG

• E.ON Energie AG

• E.ON Kernkraft GmbH

Dr. Henning Schulte-Noelle
Chairman of the Supervisory Board,

Allianz AG

• Allianz AG (Chairman)

• Siemens AG

• ThyssenKrupp AG

Prof. Dr. Wilhelm Simson
• Frankfurter Allgemeine Zeitung GmbH

• Merck KGaA 

(Chairman since January 1, 2006)

• E. Merck OHG 

• Freudenberg & Co.

• Jungbunzlauer Holding AG

Gerhard Skupke
Chairman of the Combined Work

Council, E.ON edis AG

• E.ON edis Aktiengesellschaft

Dr. Georg Frhr. von Waldenfels
Former Minister of State, Attorney 

• Georgsmarienhütte Holding GmbH

• GI Ventures AG (Chairman)

All of the information relates to December 31, 2005, or the date of retirement from the Supervisory Board of E.ON AG.

• Directorships/supervisory board memberships within the meaning of Section 100, Paragraph 2 of the German Stock

Corporation Act.

• Directorships/memberships in comparable domestic and foreign supervisory bodies of commercial enterprises.

1Exempted directorship.
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Dr. Wulf H. Bernotat
Chairman of the Board of Management

and CEO

• E.ON Energie AG1 (Chairman)

• E.ON Ruhrgas AG1 (Chairman)

• Allianz AG

• Metro AG

• RAG Aktiengesellschaft (Chairman)

• E.ON Nordic AB2 (Chairman)

• E.ON UK plc2 (Chairman)

• E.ON U.S. Investments Corp.2

(Chairman)

• E.ON Sverige AB2 (Chairman)

Dr. Burckhard Bergmann
Member of the Board of Management

Upstream Business, Market Manage-

ment, Group Regulatory Management 

• E.ON Ruhrgas International AG1

(Chairman)

• Thüga AG1 (Chairman)

• Allianz Lebensversicherungs-AG

• MAN Ferrostaal AG

• Jaeger Akustik GmbH & Co.

(Chairman)

• Mitteleuropäische Gasleitungs-

gesellschaft mbH (MEGAL)2

(Chairman)

• OAO Gazprom

• E.ON Ruhrgas E & P GmbH2

(Chairman)

• E.ON Ruhrgas Transport

Management GmbH2 (Chairman)

• E.ON UK plc2

• Trans Europe Naturgas Pipeline

GmbH (TENP)2 (Chairman)

• ZAO Gerosgaz2 (Chairman;

chairmanship rotates with a

representative of a foreign partner

company)

Dr. Hans Michael Gaul
Member of the Board of Management

Controlling/Corporate Planning,

Mergers & Acquisitions, Legal Affairs

• Degussa AG1

• E.ON Energie AG1

• E.ON Ruhrgas AG1

• Allianz Versicherungs-AG

• DKV AG

• RAG Aktiengesellschaft

• Steag AG

• Volkswagen AG

• E.ON Nordic AB2

• E.ON Sverige AB2

Dr. Manfred Krüper
Member of the Board of Management

Personnel, Infrastructure und Services,

Procurement, Organization

• Degussa AG1

• E.ON Energie AG1

• equitrust Aktiengesellschaft

(Chairman)

• RAG Aktiengesellschaft

• RAG Immobilien AG

• Victoria Versicherung AG

• Victoria Lebensversicherung AG

• E.ON North America, Inc.2 (Chairman)

• E.ON U.S. Investments Corp.2

Dr. Erhard Schipporeit
Member of the Board of Management

Finance, Accounting, Taxes, IT

• Degussa AG1

• E.ON Ruhrgas AG1

• Commerzbank AG

• Deutsche Börse AG

• SAP AG

• Talanx AG

• E.ON Audit Services GmbH2

(Chairman)

• E.ON IS GmbH2

• E.ON Risk Consulting GmbH2

(Chairman)

• E.ON UK plc2

• E.ON U.S. Investments Corp.2

• HDI V.a.G.

Dr. Johannes Teyssen
Member of the Board of Management

Downstream Business, Market

Management, Group Regulatory

Management 

• E.ON Bayern AG1 (Chairman)

• E.ON Hanse AG1 (Chairman)

• Salzgitter AG

• E.ON Nordic AB2

• E.ON Sverige AB2

Members of the Board of Management and Additional Directorships Held

Information as of December 31, 2005.

• Directorships/supervisory board memberships within the meaning of Section 100, Paragraph 2 of the German Stock

Corporation Act.

• Directorships/memberships in comparable domestic and foreign supervisory bodies of commercial enterprises.

1Exempted E.ON Group directorship.
2Other E.ON Group directorship.
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Auditor’s Report
We have audited the annual financial statements, compris-

ing the balance sheet, the income statement and the notes

to the financial statements, together with the bookkeeping

system, and the combined management report of E.ON AG

for the fiscal year from January 1, 2005, to December 31,

2005. The maintenance of the books and records and the

preparation of the annual financial statements and com-

bined management report in accordance with German com-

mercial law are the responsibility of the Company’s Board

of Management. Our responsibility is to express an opinion

on the annual financial statements, together with the book-

keeping system, and the combined management report

based on our audit.

We conducted our audit of the annual financial statements

in accordance with § (Article) 317 HGB (“Handelsgesetz-

buch”: “German Commercial Code”) and German generally

accepted standards for the audit of financial statements

promulgated by the Institut der Wirtschaftsprüfer (Institute

of Public Auditors in Germany) (IDW). Those standards

require that we plan and perform the audit such that mis-

statements materially affecting the presentation of the net

assets, financial position and results of operations in the

annual financial statements in accordance with (German)

principles of proper accounting and in the combined man-

agement report are detected with reasonable assurance.

Knowledge of the business activities and the economic and

legal environment of the Company and expectations as to

possible misstatements are taken into account in the deter-

mination of audit procedures. The effectiveness of the

accounting-related internal control system and the evidence

supporting the disclosures in the books and records, the

annual financial statements and the combined manage-

ment report are examined primarily on a test basis within

the framework of the audit. The audit includes assessing the

accounting principles used and significant estimates made

by the Company’s Board of Management, as well as evaluat-

ing the overall presentation of the annual financial state-

ments and combined management report. We believe that

our audit provides a reasonable basis for our opinion.

Our audit has not led to any reservations.

In our opinion based on the findings of our audit, the annual

financial statements comply with the legal requirements

and give a true and fair view of the net assets, financial

position and results of operations of the Company in accor-

dance with (German) principles of proper accounting. The

combined management report is consistent with the annual

financial statements and as a whole provides a suitable

view of the Company's position and suitably presents the

opportunities and risks of future development.

Düsseldorf, March 2, 2006

PricewaterhouseCoopers

Aktiengesellschaft

Wirtschaftsprüfungsgesellschaft

Laue Granderath

Wirtschaftsprüfer Wirtschaftsprüfer

(German Public Auditor) (German Public Auditor)
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