Dear reader:

The Parent Company of the Group, Vattenfall AB, is 100%-
owned by the Swedish state. It is thus the Swedish people,
represented by Swedish parliament, who are ultimately
Vattenfall’s owners.

With the key role that a leading energy company plays in
society, it is of central importance for Vattenfall that citizens
have confidence in Vattenfall as a company and for the opera-
tions we conduct. Vattenfall’s ability to attract customers is
affected to a high degree by the Company’s reputation. We
are aware that confidence in the energy sector has its ups and
downs, and of the recurrent criticism that has been directed
at Vattentall as well as other energy companies for not always
succeeding in meeting everyone’s demands for low electricity
prices, disruption-free electricity supply and energy genera-
tion without adverse environmental impact. It is therefore an
important task both for Vattenfall’s board and management
to show that we regard all of society as our principal and that
our operations and knowledge truly measure up to the needs
of society and our customers.

The Board has discussed the issue of nuclear power safety
atlength. The events at the Forsmark nuclear power plant and
the subsequent reporting in the media have made the public
aware of the work that is conducted at our nuclear power
plants. It goes without saying that safety must be the number
one priority at our nuclear plants. As the main owner of the
Forsmark and Ringhals nuclear power plants, the Board takes
Vattenfall’s responsibility in this regard with utmost gravity.
The Board has appointed a safety committee —which I person-
ally chair — which is closely monitoring this safety work and
reports on its findings to the Board. The safety committee’s
work is focused on ensuring adherence to safety routines and
that the company culture promotes safety consciousness. The
public’s right to feel confident in the safe operation of nuclear
power plants must be upheld.

Climate issue decisive for energy companies

In recent years it has become increasingly apparent that cli-
mate impact is the greatest long-term challenge facing energy
companies. Emissions of greenhouse gases, especially car-
bon dioxide, are warming Earth’s atmosphere, and fossil fuel
combustion is the main source of these emissions. For several
years Vattenfall has been making a concerted effort to radi-
cally reduce emissions of greenhouse gases — partly through
ambitious technology development programmes, and partly
through opinion-shaping activities. At Vattenfall’s 2005 An-
nual General Meeting, our responsibility in this area was
more clearly defined through the addition of an amendment
to the Company’s articles of association, which prescribes:
“Within the framework of demands for business profession-
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alism, Vattenfall shall be the leading company in the shift to
ecologically and economically sustainable Swedish energy
supply.” For the Board, the work on this shift has high prior-
ity, and Vattenfall’s ambition is to be a driver of development
toward more environmentally adapted energy generation.

High profitability and increased dividend

Being a responsible company in the energy market with a
long-term perspective requires good, sustainable profitabil-
ity. It is therefore positive to note that in 2006, Vattenfall was
once again able to report a new high point in its financial
performance. Because of the favourable earnings that have
been maintained in recent years, Vattenfall can — without
jeopardising its financial stability —implement its major invest-
ment programmes for increased generation capacity, improved
delivery reliability, lower CO, emissions, and greater reliance
on renewable energy.

However, Vattenfall contributes to the national economy
not only by delivering energy and investment in future gen-
eration, but also by paying share dividends directly to the
state treasury. The dividend to the Swedish state is to be in
line with the going rate in the market, and a new dividend
interval has been set which entails that 40%—60% of profit is
to be distributed. To enable Vattenfall’s future investment, the
owner — the Swedish state — has chosen to allow most of profits
to remain in the Company. According to the Board’s proposal
for this year, Vattenfall’s dividend to the Swedish state will
amount to SEK 7.5 billion, so it is with great pleasure that the
Board notes that Vattenfall has thus set a new dividend record
for the Group. To put this in perspective, this amount would
cover —with a margin to spare — the annual basic curriculum
grants made by the Ministry of Education and Research to the
universities in Uppsala, Lund, Gothenburg and Stockholm,
as well as to the Royal Institute of Technology and Chalmers
engineering universities.

Electricity prices remained high during the year, which
has benefited electricity generators like Vattenfall. The nega-
tive reactions have not gone unnoticed, however. Our cus-
tomers are expressing concerns over rising energy costs. We
understand these concerns and share them in large part. There
are two main reasons for the higher prices: rising wholesale
prices for primary fuels, such as coal, oil and natural gas, but
also higher prices for CO, emission allowances. However,
higher electricity prices also lead to greater investment in
new electricity generation and in technologies that are much
cleaner than that used in older plants. And this is one of the
aims of emission allowances.

Long-term strategic discussions
The climate issue was one of the most important matters that



the Board worked with in 2006. Equally important has been
the strategic discussion of how we can best realise Vattenfall’s
vision —to be aleading European energy company with robust
growth and profitability. This strategy was adopted by the
Board four years ago, and it was discussed at length at several
meetings during the autumn. The Board has ascertained that
the primary market trends that led Vattenfall to a growth
strategy still apply today, and that the Company has developed
very favourably since then, with the acquisition in Denmark
as the single largest event. At the same time, we have noticed
certain developments that have become more significant than
we believed in 2003, such as the impact of climate policies on
electricity prices, or the efforts being made by certain coun-
tries to protect their national companies from acquisitions.
In summary, we are sticking to our growth strategy, and our
path to achieving Vattenfall’s vision must take into account
both the changing world we live in and the changes taking
place within our company.

Appreciated open Annual General Meeting

The Swedish government exercises long-term and active own-
ership management with value creation as the over-arching
objective. The government encourages state companies to
conduct open AGMs with the opportunity for people from
the general public to attend and to ask questions directly to
company management. This principle has been embraced by
Vattenfall, which since 2005 has invited the public via adver-
tising in newspapers and announcements on the Company’s
website to attend entirely open AGMs. This has been an appre-
ciated initiative that has given rise to interesting questions and
discussions with private persons, spokespersons from various
organisations, and publicly elected members of parliament.

The Ministry of Enterprise, Energy and Communications
has a special division for state ownership which is responsible
for governance of state-owned companies. Like other com-
pany owners, this state ownership division has a number of
governance tools at its disposal and works actively on such
matters as the board’s composition, auditing, and descriptions
of company activities.

To clarify the state’s view on certain matters and to achieve
uniformity among the companies under its administration,
the government has adopted guidelines on external financial
reporting, terms of employment for senior executives, and
employee incentive programmes. In addition, the government
has identified certain, special policy issues of major impor-
tance, where state-owned companies are to act as a model.
These concern such aspects as equal opportunity, the envi-
ronment, diversity, work environment and companies’ role
in society. To promote clarity and uniformity on liability and
information matters in state-owned companies, the Ministry
of Enterprise, Energy and Communications has drawn up a
proposal to support boards in adopting and revising rules of
procedure and for handling certain information matters.

Improvements following evaluation
Vattenfall AB abides by the same laws as privately owned
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companies in Sweden and complies where applicable, with
the recommendations and norms that apply for companies
listed on the Stockholm Stock Exchange. The Swedish Code
of Corporate Governance (the Code) is part of the govern-
ment’s framework for its administration as company owners.
Vattenfall applies the Code and regards it as one of several
important sets of rules for external reporting and commu-
nication.

In line with the aims of the Code, in 2006 Vattenfall con-
ducted an evaluation of the Company’s board work. The Board
commissioned a thorough review of its routines and deci-
sion-making processes. The report pointed to areas in need of
improvement, including the Board’s handling of competence
planning within the executive management, executive com-
pensation and existing routines for crisis management. Based
on the findings of this report, the Board has made a number of
decisions in order to further improve and streamline its work.
The routines for the work on succession matters have been for-
malised in the Rules of Procedure and have become a standing
agenda item for the Board’s August meeting. A compensation
committee has been established to deal specifically with the
matter of executive compensation, and the Board conducts
risk management seminars on a regular basis.

Dag Klackenberg ‘
Chairman of the Board
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Application of the Code and contents of

the Corporate Governance Report

Vattenfall applies the Swedish Code of Corporate Governance
(“the Code”) and considers it as one of several important sets
of governing regulations for external reporting and commu-
nication. Information on corporate governance according to
the Code for the 2006 financial year is provided below. For
information already provided in the Annual Report, reference
will be made to the appropriate section.

General information on Group’s Management System
The Group is governed with a focus on value creation and
long-term overarching goals and requirements for the Busi-
ness Groups and Business Units. The Business Groups propose
short-term goals for each Business Unit, which are subse-
quently approved by the CEO and Executive Committee
(ExCom).

To ensure that Vattenfall develops in the intended direc-
tion and lives up to ethical and legal requirements, the CEO
has established a Group Management System (GMS), which
also includes a description of how the Group is governed. The
GMS is available to all employees on the Group’s intranet.
The GMS consists of a number of building blocks (see GMS
diagram below). Management is based on Vattenfall’s mission

Vattenfall's organisation

Group Management System building blocks
Vision & mission
Code of Conduct

Company Philosophy
Policies

Roles & Responsibility
Organisation

Business Group
Vattenfall Nordic

Delegation of authority

Generation
Distribution
Group strategy &
business planning Sales
Reporting & follow-up
Heat
Services

Additional Group governance
of certain functional areas

Group Shared Services'

and vision, the Group-wide Code of Conduct and company
philosophy, and on the Group’s policies in key areas. The
GMS is documented in governing documents, consisting of
Group policies, Group instructions and other documents.
The Group policies describe the intentions for action on mat-
ters of importance for the Group, while Group instructions
provide more detailed and operative control, and lay down
mandatory rules.

The “Roles and Allocation of Responsibility” instruction
defines decision-making bodies and fundamental roles within
the Group. The “Principles for Decision-Making and Del-
egation” is another central instruction that covers delegation
from the CEO to the heads of the Business Groups, Group
Functions and Group Shared Services. The Group’s man-
agement processes for strategic planning, business planning
and follow-up are central governance tools for the Executive
Group Management (EGM).

The Group functions are responsible for proposing, devel-
oping and following up Group policies and instructions. The
Vattenfall Group has a Quality Function charged with co-or-
dinating the GMS. Both the Head of Group Quality Function
and the Head of Group Environment must approve all Group
policies and instructions prior to final approval. All governing
documents are submitted to the EGM for approval.

All activities within Vattenfall are obligated to comply
with the GMS governing documents. Consequently, each
Business Group has a complementary management system
that is adapted to the detailed requirements of its operations.
Group Function Internal Audit is responsible for ensuring
compliance with the GMS.

Board of Directors

President and CEO

Group Functions

Business Group
Vattenfall Europe

Business Group
Vattenfall Poland

Mining & Generation Distribution
Transmission Sales
Distribution Heat
Sales
Heat

Shared Service Centres

1) Vattenfall Trading Services, Vattenfall Treasury, Vattenfall Insurance and Vattenfall Re-
search and Development AB.
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Deviations from the Swedish Code of Corporate Governance
Vattenfall's corporate governance for the 2006 financial year deviates on the following points from the requirements stipulated in the Swedish

Code of Corporate Governance:

Code requirements

Description

Corporate Governance Report

Comment

1.1.2 Shareholders'initiative
rights

1.1.3 Notification of general
shareholder meetings

1.4.4 The Chairman’s role

2.1.1 Appointment of nomination
committee

2.1.2 Composition of nomination
committee

2.1.3 Publication and information
about nomination process

2.2.1 Nomination committee's
recommendations for directors
and fees

2.2.2 Nomination committee’s

Shareholder information on website

Registration by e-mail or the Company’s
website

Shareholders' right to ask questions at the
Annual General Meeting

Nomination committee criteria

Minimum of three members

Names of the members of the nomination
committee

The nomination committee’s recommenda-
tions for directors, chairman and apportion-
ment of fees

The nomination committee makes a profile of

Information on the Annual General Meeting is provided on Vat-

tenfall's website. However, because of the ownership structure,
this stipulation is not directly applicable.

Because of Vattenfall's ownership structure, this stipulation is

not applicable.

At the 2006 Annual General Meeting, Vattenfall arranged for an
open question/answer session for the general public. In addition,
members of Swedish parliament have the right to ask questions
in connection with the AGM. However, because of Vattenfall's
ownership structure, this stipulation is not directly applicable.

The nomination process conforms to the Swedish state’s
ownership policy. Information on this process is provided on
Vattenfall's website.

The nomination process conforms to the Swedish state’s
ownership policy. Information on this process is provided on
Vattenfall's website.

The nomination process conforms to the Swedish state's
ownership policy. Information on this process is provided on
Vattenfall's website.

Recommendations are made in the AGM notice. The nomina-
tion process conforms to the Swedish state's ownership policy.

The nomination process is in compliance with the Swedish

documentation for its recom-
mendations

4.2.1 Compensation committee

requirements

relation to the Company

4.2.3 Share- and share price-
related incentive programmes

To be decided by AGM

Organisation and processes

Vattenfall’s organisational model is based on the electricity and

heat value chains: for electricity — generation, transmission,

distribution and sales, and for heat — generation, distribution
and sales. The President, who is also the Chief Executive Of-
ficer, heads the Group’s business operations and administra-
tion in accordance with the Swedish Companies Act and the

Board’s instructions. Reporting and follow-up of the business

operations are conducted with full transparency in account-

ing, control, profitability and value creation.
In terms of management, Vattenfall’s operations are bro-
ken down into three categories:

* Business operations are handled by Business Groups and
their Business Units in defined geographic areas. These are
governed as profit centres.

* Group functions that support their respective management
teams. These are governed as cost centres.

¢ Shared Service units, which provide services that support
their customers’ (internal Business Units and others) efforts
to optimise their business operations. Shared Service activi-
ties are run on a full cost basis and are governed by internal
customers. Shared Service units operate at both the Group
(Group Shared Services) and Business Group levels.

A number of management processes that are essential for
the Group have been established. Each process is managed by

Committee members shall be independent in

state’'s ownership policy. Information on this process can be
found on Vattenfall's website.

Inthe Compensation Committee, one committee member, who
isnot an AGM-elected director, is employed by Vattenfall. This
gives the employee representatives an opportunity to partici-
pate in the committee.

Not applicable, since Vattenfall is not a listed company.

a process owner, usually a member of the EGM, who is re-
sponsible for developing the process. At present, the following
Group processes exist:

Process Process owner

Strategy and business planning
Reporting and follow-up

Risk management

Mergers & acquisitions
Investments

Communications

Management planning
Capacity management

Head of Group Strategies
Chief Financial Officer

Chief Financial Officer

Head of Legal Affairs and M&A
Chief Financial Officer

Head of Communications
Head of Human Resources
Head of Capacity Management

The strategy and business planning process culminates in
yearly strategy and business plans. This process includes
the analysis and assessment of strategic issues for ongoing
evaluation with decisions on selection, formulation and
prioritisation made by the EGM. Strategy planning includes
the Group’s long-term operations as well as its financial
performance.

Each year a five-year strategic plan is drafted for decision
by Vattenfall’s board.

Based on the directives of the strategic plan, the Business
Groups and Business Units draw up three-year business plans
that are ultimately approved by the ExCom. The business plans
for the following calendar year are adopted by the Board.
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Governing business ethics

Vattenfall’s core values are:

Openness, Effectiveness and Accountability

In 2005 the Board approved Vattenfall’s joint-Group Code
of Conduct and company philosophy, which stipulate that
all employees shall adhere to and work in accordance with
Vattenfall’s core values, policies and Group instructions. The
stipulations of the Code are concretised in other parts of the
GMS, such as in instructions for general legal and business-
ethics principles, and competition matters. Further informa-
tion on governing business ethics is provided in Vattenfall’s
CSR Report, which can be downloaded and ordered from
Vattenfall’s website: www.vattenfall.com.

The Board's composition and work

The duties and allocation of work in the Board

The Chairman’s duties are outlined in both of the Swedish
Companies Act and the Board’s Rules of Procedure. The
Chairman heads the work of the Board and is responsible for
ensuring that other board members receive adequate informa-
tion. The Chairman participates when necessary in important
external contacts.

Each year the Board establishes its Rules of Procedure,
based on the supporting document for rules of procedure in
state owned companies issued by the State Enterprises Divi-
sion of the Ministry of Enterprise, Energy and Communica-
tions. Apart from mandatory items pursuant to the Swedish
Companies Act, the Rules of Procedure regulate such things
as the Chairman’s duties, information to the Board, the form
of board meetings, and evaluation of the work of the Board
and the CEO.

Matters to be dealt with by the Board are stipulated by the
Swedish Companies Act and the Board’s Rules of Procedure.
The main duties of the Board, apart from appointing the CEO
and deputy CEO, are to establish the strategic direction of
operations, approve major investments, acquisitions and sub-
stantial organisational changes in the Group, and to establish
central policies and instructions. In addition, the Board over-
sees the Company’s financial development and has ultimate
responsibility for internal control and risk management.

The Board's risk management process
Operational risk management is regulated by Group instruc-
tions with a special focus on risks associated with energy and
commodity trading, and financial, insurance and credit risks.
The Board decides on overall risk limits for the Group in all
these areas. Operational risks are followed up on a regular basis
and are reported within the respective Business Groups. At
each board meeting the Board is informed about the Group’s
financial position, and any outstanding guarantees and risks
are reported. Twice a year the results of earlier decisions on in-
vestments are reported on for follow-up. The Board also holds
an annual risk management seminar with a more thorough
review of the Group’s financial and operational risks.

The Chief Financial Officer (CFO) has overall respon-

sibility for the Group’s financial activities and risk manage-
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ment, and ensures compliance with the Group’s policies and
instructions in this area. A Group risk committee has been
established to support the CFO in these issues with the primary
task of ensuring qualitative risk management in the Group by,
for example, approving risk management methods, ensuring
standardised routines for risk management and risk reporting,
and proposing mandates and limits. Since 2003, the Group also
conducts an annual environmental risk evaluation which is co-
ordinated by the Head of Group Environment. The results of
this evaluation are presented to the EGM and Vattenfall’s risk
committee. Environmental risk management is co-ordinated
with other risk management. For more information about
Vattenfall’s risks and risk management, see pages 66—99 of this
annual report and Note 34 to the consolidated accounts.

Composition of the Board of Directors

Vattenfall’s board has eight directors elected by the Annual
General Meeting (AGM) plus three directors and three depu-
ties elected by the employee organisations. No members of
the EGM are board members. Of the board members, three
are women and two are foreign citizens. The average age of
board members is 54.

At the 2006 AGM, Maarit Aarni-Sirvio, Christer Bid-
holm, Dag Klackenberg, Peter Lindell, Hans-Olov Olsson,
Lone Fonss Schreder and Anders Sundstrom were re-elected
as directors, and Greta Fossum was elected as a new director.
The AGM appointed Dag Klackenberg as Chairman of the
Board. The employee organisations appointed Carl-Gustaf
Angelin, Johnny Bernhardsson and Ronny Ekwall as em-
ployee representatives, with their deputies Lars Carlsson, Stig
Lindberg and Per-Ove L6v, respectively. In accordance with
the Swedish state’s ownership policy, the CEO is no longer a
director on the Board. For further information on the Board
of Directors, see pages 58—59 of the annual report.

Directors’ fees

Directors’ fees are set by the AGM. For information on direc-
tors’ fees for 2006, see Note 44 to the consolidated accounts
in the annual report.

Directors' independence

The Swedish state’s ownership policy stipulates that nomi-
nation of directors is to be made public in accordance with
the guidelines of the Code. However, independence in rela-
tion to major shareholders is not reported. Of the company’s
directors, Dag Klackenberg, Maarit Aarni-Sirvio, Christer
Badholm, Greta Fossum, Peter Lindell, Hans-Olov Olsson,
Lone Fonss Schroder and Anders Sundstrom are independent
in relation to the company and the EGM.

Appointment of the Board

For enterprises that are wholly owned by the Swedish state,
uniform and joint principles for a structured nomination pro-
cess are applied, which take the place of the Code’s rules on
the appointment of directors and auditors. The nomination
process is run and co-ordinated by the State Enterprises Divi-



sion of the Ministry of Enterprise, Energy and Communica-
tions. A work group analyses qualification needs based on
the Board’s composition, the Company’s operations and the
current situation. Thereafter, if recruitment needs exist, re-
cruitment work is initiated. Board members are chosen from
a broad recruitment base. Nominations are made public in
accordance with the Code’s guidelines.

Description of the Board's work

Board meetings are conducted largely according to a plan es-
tablished by the Rules of Procedure. This specifies that seven
ordinary meetings are to be held each year. In addition to
ordinary meetings, the Board is summoned to further meet-
ings if the need arises. According to the Rules of Procedure, at
least one meeting each year must be held at a place other than
the head office. In 2006 a meeting was held in Copenhagen.
In connection with this, the Board visited local facilities and
was provided with more in-depth information about the op-
erations that Vattenfall acquired in Denmark.

The Rules of Procedure stipulate, among other things,
that the following items must be included on the agenda
once a year:

* The Group’s strategic plan

* The Group’s total risk exposure

* Safety and environmental issues within the Group’s nuclear
power operations

¢ Personnel issues within the Group, including the ability to
attract and retain skilled personnel

* Research and development activities within the Group

In addition, the following are reported at each meeting:

* Important business events since the previous meeting, under
the item “Business status”

* The Group’s financial position

Investments are followed up and analysed by the Board three
years after the Board’s decision to invest. The Board also holds
anumber of board seminars each year. At these seminars the
Board receives more detailed information about and discusses
Vattenfall’s long-term development, strategy, competitive
scenario and risk management.

The Board had 11 meetings in 2006, including the statu-
tory meeting. Following is a compilation of the meetings
and some of the more important items of business that were
discussed.

Evaluation of the Board's and CEO's work

The Board evaluates its own work and the CEO’s work once
a year. This evaluation is headed by the Chairman and is re-
ported to the Board. The most recent evaluation was presented
at the board meeting on 26 April 2006 and pertained to the
Board’s work in 2005. The evaluation of the Board’s work in
2006 1s ongoing and will be reported at the board meeting in
October 2007.
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Matters handled by the Board appointed by the 2005 AGM

Meeting date Focus and important matters discussed

31 January 2006
(extra meeting)

7 February 2006
22 February 2006

« Acquisition matters
*Investments in the German network operations
* Year-endreport
* Year-end book-closing, annual
report and audit report
« Credit risk mandate
* Management planning and development
« Vattenfall's R&D activities
* Report on corporate governance
and internal control
* M&A activities
+ Vattenfall's three-month interim report
« Evaluation of the Board and CEO
« Financial targets for Vattenfall AB
« Amendments to the Articles of Association

26 April 2006

Matters handled by the Board appointed by the 2006 AGM

Meeting date Focus and important matters discussed

* The Board's Rules of Procedure
*Members and Rules of Procedure

for the Audit Committee
« Investmentsin the German operations

+ Finance instructions and instructions for the
handling of energy and commodity risks

« Follow-up of investments made
during the first half of 2003

«Investment in the Uppsala electricity network

+ Plan for renewable energy

« General update of M&A activities

+ Current M&A activities

« Vattenfall's half-year interim report
« Establishment of a compensation committee

« Date for 2007 AGM
« Information on the Forsmark nuclear power plant
« Payment routines within the Group
« Plan for renewable energy and
the wind power project
* Follow-up of investments made
during second half of 2003
* M&A activities
«Investmentsin the German operations
- Strategic plan
* HR matters within the Group
* Report from Audit Committee

«“Curbing Climate Change" initiative

« Environmental strategy

* Review of the Vattenfall Group’s mediaimage
locally and internationally

* The investment process

* Investments in the Danish operations

« Information on the Forsmark nuclear power plant

* M&A activities

« Vattenfall's nine-month interim report

« Safety and environmental issues surrounding
the Group's nuclear power operations

« Annual follow-up of investment programme in
hydro and nuclear power in the Nordic countries

« Investment programme for wind
power in the Nordic countries

« Currentinvestment activities

« Approval of business plans and
investment budget for 2007

* Report from Audit Committee

* Method for evaluation of the Board's work

Statutory board
meeting, 27
April 2006

17 May 2006

26 July 2006

31 August 2006

24 October 2006

30 October 2006
11 December 2006

VATTENFALL ANNUAL REPORT 2006 53



Corporate Governance Report

Directors' attendance at meetings
Board appointed

by 2005 AGM  Board appointed by 2006 AGM
£ 38 2|3 38 2R 8z
288288383 ¢s
&§ &8 &8 8/9 T &8 8 &8 & ¥
Maarit Aarni-Sirvié - X - X|X X X X X X X
Christer Badholm X X X X|X X - X X X X
Greta Fossum X X X X X X X
Lars G. Josefsson X X X X
Dag Klackenberg X X X X X X X X X
Peter Lindell X X X X X X X X
Hans-Olov Olsson X - - X|- X X X - X
Lone Fenss Schreder X - X —-]/X X X - X - X
Anders Sundstrém - X - XX X X X X - X
Carl-Gustaf Angelin X X X X|xXx X - X X X X
Johnny Bernhardsson X X X X| X X X X X X X
Ronny Ekwall X X X X|xXx X X X X - X
Lars Carlsson* X X X XX X X - X X X
Stig Lindberg* X X X XX - X X X X X
Per-Ove L66v* X X X XX X X X X X X
X Present —Not present *) Deputies
Committees

Audit Committee

The Audit Committee is a board committee tasked with
gaining greater knowledge of, insight into and control over
the Company’s accounting, financial reporting and risk man-
agement. The Audit Committee has special responsibility for
ensuring application of the Code and for preparing required
reports. In conjunction with audits, the Company’s auditors
report their observations at Audit Committee meetings. No
formal decision-making authority has been delegated to the
committee, since its members are all directors on the Board.

In 2006 the Board appointed the following members to
serve on the Audit Committee: Peter Lindell, Christer Bad-
holm and Lone Fonss Schroder, plus deputy board member
Per-Ove L66v from the non-AGM elected board members.
‘With respect to fees paid the committee’s members, see Note
44 to the consolidated accounts in the annual report.

The Audit Committee prepares the Board’s work as a
means of quality-assuring the company’s financial reporting.
The Board has adopted rules of procedures for the committee.
The committee reports its work to the Board by submitting
meeting notes to the Board and, when requested, by making
presentations at board meetings.

The Audit Committee held four meetings in 2006. The
auditors were present at all meetings and presented their ob-
servations from the audit of the annual accounts and the re-
view of the six-month accounts. The auditors presented their
audit of the annual accounts to the entire board at the board
meeting held on 22 February 2006.

Members present at Audit Commitee meetingsin 2006

27/01/06 ~ 24/04/06  22/08/06  30/11/06
Peter Lindell X X X X
Christer Badholm X X X X
Lone Fgnss Schreder X X - -
Per-Ove L66v (employ- X X X X

ee representative)
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Nomination Committee

Vattenfall AB has no nomination committee. For more de-
tailed information on the nomination process, see the section
“Appointment of the Board” on page 55.

Compensation Committee

In 2006 the Board established a compensation committee to
prepare ongoing matters regarding the compensation of se-
nior executives, including matters pertaining to annual salary
reviews and other terms of employment for the CEO.

In addition, a going-rate principle is adhered to regarding
the salaries and remuneration of all deputy CEOs and heads of
the Group functions. The committee reviews current salaries,
fixed and variable salaries, and other compensation where ap-
plicable, including pension terms, of significance to all such
executives. The committee also drafts principles regarding
the salary and remuneration.

The following persons were appointed by the Board to
serve on the Compensation Committee: Dag Klackenberg,
Anders Sundstrom and Maarit Aarni-Sirvio, plus Johnny
Bernhardsson from the non-AGM elected board members.
The head of Human Resources and deputy head of Human
Resources make presentations at the committee’s meetings.

The Compensation Committee has adopted rules of pro-
cedure for its work. The committee reports on its work to the
Board, whereby the committee chair informs the Board about
the committee’s decisions. However, the Board as a whole
must decide on matters concerning the CEO’s employment
and decide on the CEO’s terms of employment.

The Compensation Committee held one meeting in 2006,
on 31 August, at which all the members were present.

Remuneration of senior executives

The Board has approved a programme that complies with
the Swedish government’s guidelines on remuneration and
incentive programmes for senior executives. The programme
covers all employees in Sweden and took effect in 2005. Each
year Vattenfall’s internal auditors perform a review to ensure
compliance with these guidelines. The result of this review is
reported to the Board.

According to these guidelines, the CEO does not receive
any variable salary. Other executives and employees in Swe-
den do not have higher variable salary than the equivalent of
two months’ salary a year, or 16.7% of their normal base salary.
The normal base salary for certain executives can be decreased
by 16.7%, depending on performance. Local practice ap-
plies in other countries. As previously, the Group’s long-term
value creation forms the basis of compensation levels. The
Group’s targets apply for all employees. Executives’ individual
performance is also measured, as is the performance of their
respective units.

More detailed disclosures about taxable salaries, benefits
and pension costs for the Chairman of the Board, company
directors, the CEO and other senior executives are provided in
Note 44 to the consolidated accounts in the annual report.



Ensuring the quality of financial reporting

In its separate report on internal control (page 55), the Board
has reported on the company’s internal control structure in
the financial reporting routines.

The Audit Committee’s work is a part of this control exer-
cised by the Board, where external and internal auditors pres-
ent their observations to the directors who are members of the
Audit Committee. The external auditors presented, among
other things, their observations concerning the six-month
accounts and the annual accounts at each audit committee
meeting in 2006. At these meetings, Vattenfall’s internal au-
dit function is represented by its head, who also presents the
unit’s findings to the Audit Committee. At least two meet-
ings between all board members and the external auditors are
planned for 2007.

In conjunction with planning work for the annual audit,
discussions are held between the external auditors and the
internal audit unit concerning Vattenfall’s risk situation.

Auditors

The 2004 Annual General Meeting appointed Ernst & Young
AB as auditor, with Authorised Public Accountant Lars Traff’
as Auditor-in-charge. This appointment applies for a term
lasting through the 2008 AGM. Lars Triff has served as Audi-
tor-in-charge since the 1997 AGM. In addition to Vattenfall,
Lars Trift has auditing assignments with the following compa-
nies, among others: Lantminnen, Swedbank, JM, Observer,
Ticket and TV4. Lars Triff has no assignments with companies
that affect his independence as an auditor of Vattenfall.

The Swedish National Audit Office has appointed Autho-
rised Public Accountant Per Redemo to serve until the 2008
AGM. He has held this position since 2004. Per Redemo is
the appointed auditor for Vattenfall AB, Green Cargo AB,
Sveriges Radio AB and Sveriges Utbildningsradio AB, and
he is chief auditor for the following authorities/state enter-
prises: the Swedish Tax Agency, the Swedish National Board
of Student Aid (CSN), the Swedish Financial Supervisory
Authority and Swedish State Railways. Per Redemo has no
assignments for companies that affect his independence as an
auditor of Vattenfall.

The auditors are present and report at the Board meeting
concerning the annual report and meet with Vattenfall’s
CEO and CFO on a number of occasions throughout the
year. In addition, the auditors maintain ongoing contact
and attend meetings of the Board’s audit committee. When
more extensive consulting is required from the elected au-
ditors, such assignments must first be considered and ap-
proved by the Audit Committee. The Group’s audit costs
are described in more detail in Note 47 to the consolidated
accounts and Note 39 to the parent company accounts in
the annual report.

Consulting provided by Ernst & Young AB from 2004—
2006 pertained primarily to tax and accounting issues.

Audit of the Corporate Governance Report
The Corporate Governance Reportand the description below

Corporate Governance Report

of the company’s internal control of financial reporting have
not been reviewed by the company’s auditors.

The Board's report oninternal

control of financial reporting

This report has been prepared in accordance with section 3.7.2
of the Code. It includes a description of the most important
internal control routines regarding Vattenfall’s financial re-
porting. In reference to a statement by the Swedish Corporate
Governance Board, this description does not include any
statement by the Board with respect to how well these routines
have worked during the year, and it has not been reviewed by
the company’s auditors.

Apart from relevant legislation, the framework surround-
ing the Board consists of the Swedish state’s ownership and
administration policy and the Code.

In 2005 the Board approved Vattenfall’s Group-wide Code
of Conduct, which expresses the expectation that all employ-
eesagree to adhere to Vattenfall’s company philosophy, Code
of Conduct, core values, policies and rules.

The formal decision-making structure in the Group is
based on the division of responsibility between the Board
and CEQO, which the Board has established in its Rules of
Procedure. The Group’s management system is decided on
primarily by the EGM and includes, among other things,
Group instructions for decision-making, delegation and au-
thorisation, management of subsidiaries, risk management
and internal control.

The rules and outcome of the Group’s risk assessment and
risk management processes are reviewed by the Board each
year. The Board has appointed an audit committee tasked
with, among other things, assessing the scope and focus of the
Group’s risk management. The Group’s risk management and
reporting are co-ordinated by a risk committee that is headed
by Vattenfall’s CFO.

The Board receives monthly financial reports, and the Par-
ent Company’s and Group’s financial position are discussed at
every board meeting.

‘Work is currently under way in the Group to complement
Vattenfall’s management system with a complete description
of how its internal control is set up and works with respect to
the financial reporting. The management system serves as a
platform for internal control for all units within the Group.
A process will be developed that will allow for the systematic
implementation and documentation of the controls that are
performed in various areas in order to ensure the accuracy of
the financial reporting. In this work, risks and control require-
ments in the various business processes will be defined in a
uniform manner throughout the Group. The EGM’s com-
munication of the importance of satisfactory internal control
is an important part of this work. The EGM’s internal com-
munication channels consist primarily of the Group’s intranet,
management conferences, and regular follow-up meetings
focusing on financial results.
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