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KEY CONSOLIDATED FIGURES

CHF 000, unless otherwise stated 2005 2004 2003 2002 2001
Restated Restated

Net revenues 482 096 480 192 477 837 453 657 438 910

Gross margin 202 482 323 315 322 396 317 419 234292

Personnel expenses 90 855 101 644 102 051 86 790 83 464

Financial restructuring costs - - - - 160 000

EBITDA 161 945 182 493 181 987 177 342 (52 835)

EBIT 135 729 138 565 109 524 132099 (93 667)

Net income/(loss) for the year 124 605 121 194 123 804 130 819 (31 855)

Net cash provided by operating

activities 157 503 135 460 74 713 144 323 131 307

Net cash provided by/used in

investing activities 4305 (96 144) (71 007) (71 024) (59 282)

Net cash used in financing

activities (19 110) (22 463) (75 591) (21 398) (33 885)

Average number of employees

(full-time equivalent) 738 741 725 709 707

Earnings/(loss) per share (in CHF) 106 107 115 109 (32)

Dividend (proposed for 2005)

per share (in CHF) 15.- 12.- 8.- 4.- 3.-

Shareholders’ equity attributable

to parent company shareholders 1 147 680 1022781 915 072 799 528 572 637

Shareholders’ equity as % of total assets 69.9 68.9 65.4 53.4 46.1

Shareholders’ equity per share (in CHF) 1043 925 823 719 514

CVE share price

at 31 December (in CHF) 1285 1155 879 506 280

The above financial data were prepared in accordance with the International Financial Reporting Standards

(IFRS).



IN BRIEF
e Net revenues up 0.4 % over the year, showing an

increase of CHF 1.9 million.

¢ Gross margin down CHF 30.8 million.

e Slight decline in EBIT.

e Shareholders’ equity attributable to parent company
shareholders amounted to CHF 1.15 billion,

or 70 % of total assets.

® Proposed increase in dividend to CHF 15 per
share (CHF 12 in 2004).

NET REVENUES HIT BY PRICE CUTS

Energy revenues fell by CHF 3.6 million (0.88%) in 2005.
This decline was due to electricity price cuts introduced
by the Group on 1 April 2005, which resulted in revenue
losses of some CHF 22 million. These were partly offset
by volume growth of 56 GWh, or 1.9%, and an

increase in sales.

The drop in receipts from deliveries of electricity was
offset by a rise in income from new products and services,

and other products marketed by the Group.

ENERGY PURCHASES UP SHARPLY

Expenses related to energy purchases rose by CHF 2.5
million, or 28.5%, compared with 2004. This was the
result of an increase of 102 GWh in purchases to
accommodate growing sales volume, and a sizable
decline in the Group’s own production - 47 GWH, or
9.6% - following a prolonged period of dry weather.
The upward movement of electricity prices on the EEX
reinforced the negative impact of these developments

in the reporting period.

SMALLER GROSS MARGIN
The cumulative effects of the price cuts, the higher cost
of energy purchases and low own-power production

reduced last year’s gross margin by CHF 30.8 million.

KEY FINANCIAL DEVELOPMENTS IN 2005

DECLINE IN PERSONNEL EXPENSES

In 2004, estimates of the underfunding of a multiemployer
pension plan had resulted in the recognition of an
additional pension fund charge of CHF 8 million. This
provision was ultimately reduced to CHF 2.7 million.
In view of the change in the type of plan offered by the
Group’s principal pension fund at 1 January 2006, a
charge of CHF 5 million was booked in 2005. Excluding
these non-recurring charges and revenues, personnel
expenses decreased by around CHF 5 million compared
with 2004.

EBIT SLIGHTLY DOWN

The erosion of gross margin was partly offset by the
reversal of an impairment loss (i.e. valuation adjusted
upwards) on FGB production facilities in the amount
of CHF 16.5 million, and by the reduction in personnel
expenses. As a result, EBIT was down 2% compared

with the previous year.

RISE IN FINANCIAL INCOME

The improvement in financial income was mainly due
to cancellation of the discounting of an interest-free
loan to EOS Holding SA. Interest costs also declined
thanks to the Group’s sound finances and low level of

indebtedness.

DROP IN INCOME FROM AFFILIATED COMPANIES
The main source of income is the investment in EOS
Holding. This company contributed CHF 9.3 million to
Group earnings last year, compared with CHF 12.9 million
in 2004. Overall, income from affiliates fell by 23.7%
to CHF 9.5 million.




KEY FINANCIAL DEVELOPMENTS IN 2005

NET INCOME UP 2.8%

Net income rose by CHF 3.4 million compared with 2004,
despite the electricity price cuts and difficult conditions
on the supply front. This increase was attributable, in
particular, to good cost control and the revaluation of
FGB assets.

HIGHER DIVIDEND

The Board of Directors will be seeking approval from
the General Meeting of Shareholders for a dividend
payment of CHF 15 per share (CHF 12 in 2004). Based
on the number of shares outstanding at 31 December
2005, the proposed dividend would represent a total
payout of CHF 16.5 million.

SHARE CAPITAL

At 31 December 2005, the Group’s issued share capital
consisted of 1 140 000 fully paid-up bearer shares with
a nominal value of CHF 25 each. In accordance with
the 1951 decree governing relations between the
Group and the Vaud authorities, shares held by the
Vaud Cantonal Government and Vaud municipalities
are represented by registered certificates. The General
Meeting of Shareholders of 7 June 2005 decided to
renew the maximum authorized capital of 405 000
bearer shares with a nominal value of CHF 25 each,
valid until 12 June 2007. At 31 December 2005, none
of the shares making up the authorized capital had

been issued.

In 2005, the Canton of Vaud, 51 Vaud municipalities
and Banque Cantonale Vaudoise signed an agreement
providing for reciprocal pre-emptive rights in the event
of the sale of shares held by any of these parties. In
2006, a further 72 municipalities became co-signatories
to the agreement. This group owns 53.27 % of the share

capital.

CVE SHARE PRICE MOVEMENTS
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RISE IN SHARE PRICE IN 2005

CVE shares closed at CHF 1 285 at 31 December 2005,
compared with CHF 1 155 a year earlier - a rise of
11.26%.

HIGHER MARKET CAPITALIZATION AND
ENTERPRISE VALUE

Taking into account holdings of own shares and based
on the share price at 31 December 2005, the market
capitalization amounted to CHF 1.41 billion. This
compares with CHF 1.27 billion at 31 December 2004.

Enterprise value, which is the total amount that share-
holders and third parties have invested in the Group

less cash and cash equivalents, was as follows at 31

December:

CHF 000 2005 2004
Market capitalization 1414 561 1271 454
Minority interests 39 878 32417
Financial debts 134 570 139 979
less cash and cash

equivalents (256 354) (113 656)
Enterprise value 1332655 1330194
Enterprise value/

EBITDA 8.23 7.29




CVE-ROMANDE ENERGIE GROUP

CONSOLIDATED FINANCIAL STATEMENTS
Report of the Group auditors

=l ERNST & YOUNG « Emst & Young Ltd « Phone 44155286 51 11

Assurance & Advisory Fax +41 58 286 51 01
Business Services www.ey.com/ch

Place Chauderon 18

P.O. Box

CH-1002 Lausanne

To the general meeting of

Compagnie Vaudoise d'Electricité, Morges

Lausanne, March 31, 2006

Report of the group auditors

As auditors of the group, we have audited the consolidated financial statements (income state-
ment, balance sheet, statement of cash flows, statement of changes in equity and notes, pages
60 to 87) of Compagnie Vaudoise d'Electricité (CVE-Romande Energie Group) for the year
ended December 31, 2005.

These consolidated financial statements are the responsibility of the board of directors. Our re-
sponsibility is to express an opinion on these consolidated financial statements based on our
audit. We confirm that we meet the legal requirements concerning professional qualification
and independence.

Our audit was conducted in accordance with auditing standards promulgated by the Swiss pro-
fession and with the International Standards on Auditing (ISA), which require that an audit be
planned and performed to obtain reasonable assurance about whether the consolidated financial
statements are free from material misstatement. We have examined on a test basis evidence
supporting the amounts and disclosures in the consolidated financial statements. We have also
assessed the accounting principles used, significant estimates made and the overall consolidated
financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the consolidated financial statements give a true and fair view of the financial
position, the results of operations and the cash flows in accordance with the International Fi-

nancial Reporting Standards (IFRS) and comply with Swiss law.

We recommend that the consolidated financial statements submitted to you be approved.

Ernst & Young SA

J r _,«/f_

Pierre Delaloy erge Clément
Swiss Certified Fiduciary Swiss Certified Accountant
(in charge of the audit)

& Offices in Aarau, Baden, Basel, Berne, Geneva, Lausanne, Lucerne, Lugano, St.Gallen, Zug, Zurich.
81 Member of the Swiss Chamber of Auditors.




CVE-ROMANDE ENERGIE GROUP

CONSOLIDATED FINANCIAL STATEMENTS
Consolidated income statement

CHF 000, except per share amounts Note 2005 2004
Net revenues 3 482 096 480 192
Purchases of energy, goods and services 4 (189 614) (156 877)
Gross margin 292 482 323 315
Personnel expenses 5 (90 855) (101 644)
Other operating expenses 6 (39 682) (39 178)
Reversal of impairment loss 15 16 500 -
Depreciation on tangible fixed assets 7 (42 716) (43 928)
EBITV 135 729 138 565
Financial income 8 12 310 8 037
Financial expenses 8 (4 788) (9 547)
Share in net income of affiliated companies 16 9523 12 489
Income before taxes 152 774 149 544
Income taxes 9 (28 169) (28 350)
Net income for the year 124 605 121 194
Parent company shareholders 116 208 118 508
Minority interests 8397 2 686

124 605 121 194
Weighted average number of shares outstanding 1100 826 1105977
Earnings per share (in CHF) 10 105.56 107.15
Dividend (proposed for 2005) per share (in CHF) 15.- 12.-

1) EBIT = Earnings before interest and taxes.

The accompanying notes form an integral part of the consolidated financial statements.



CVE-ROMANDE ENERGIE GROUP

CONSOLIDATED FINANCIAL STATEMENTS
Consolidated balance sheet

CHF 000 Note 31.12.2005 31.12.2004
Cash and cash equivalents 256 354 113 656
Securities, term deposits and derivative financial instruments 11 11 736 67 000
Trade accounts receivable 12 130 399 128 418
Other current assets 13 16 764 10 428
Total current assets 415 253 319 502
Tangible fixed assets 15 729 726 707 241
Investments in affiliated companies 16 474 022 395 419
Other long-term financial assets 17 22 256 61910
Total non-current assets 1226 004 1164 570
Total assets 1 641 257 1484 072
Trade accounts payable 31585 15823
Other short-term liabilities 19 105 740 104 524
Short-term portion of long-term borrowings 18 250 4000
Current tax liabilities 22 618 10 895
Short-term provisions 21 910 4177
Total current liabilities 161 103 139 419
Long-term borrowings 18 134 320 135979
Deferred tax liabilities 22 151 479 149 029
Long-term provisions 21 6 797 4 447
Total non-current liabilities 292 596 289 455
Total liabilities 453 699 428 874
Share capital 28 500 28 500
Additional paid-in capital 13111 13111
Other reserves 38 437 16 536
Retained earnings 1082 877 979 879
Own shares (15 245) (15 245)
Total shareholders’ equity attributable to parent

company shareholders 1147 680 1022 781
Minority interests in equity 39 878 32 417
Total shareholders’ equity 1187 558 1 055 198
Total liabilities and shareholders’ equity 1 641 257 1484 072

The accompanying notes form an integral part of the consolidated financial statements.




CVE-ROMANDE ENERGIE GROUP

CONSOLIDATED FINANCIAL STATEMENTS
Consolidated cash flow statement

CHF 000 Note 2005 2004

Net income for the year attributable

to parent company shareholders 116 208 118 508
Minority interests 8397 2 686
Taxes 9 28 169 28 350
Depreciation on tangible fixed assets 7 44 612 45911

Reversal of impairment loss 15 (16 500) -
Share in net income of affiliated companies 16 (9 523) (12 489)
Net profit/loss on sale of fixed assets 6 (1238) (903)
Net financial income 8 (7 522) 1510
Other non-cash items (3998) 1140
Interest received and other financial income 1756 4352
Interest paid and other financial expenses (4 590) (5 440)
Taxes paid (13 768) (38 144)
Cash flows before change in working capital

and provisions (cash) 142 003 145 481

Use of restructuring provision 21 - (22 100)
Change in current assets and other cash flows

from operating activities 26 15500 12 079

Net cash provided by operating activities 157 503 135 460

Purchase of tangible fixed assets 15 (52 430) (46 592)
Sale of tangible fixed assets 3071 2692

Sale/purchase of investment securities 55 656 (23 389)
Acquisition of investments in affiliated companies 16 (1672) -
Change in other long-term financial assets (320) (28 855)
Net cash provided by/used in investing activities 4 305 (96 144)
Repayment of short-term debts (4 000) -

Dividends received 695 352

Change in long-term borrowings (1659) (1251)
Dividends paid to minority shareholders (936) (936)
Purchases of own shares - (11 586)
Dividends paid (13 210) (9 042)
Net cash used in financing activities (19 110) (22 463)
Net increase/(decrease) in cash and cash equivalents 142 698 16 853

Cash and cash equivalents at beginning of year 113 656 96 803

Cash and cash equivalents at end of year 256 354 113 656

The accompanying notes form an integral part of the consolidated financial statements.



CVE-ROMANDE ENERGIE GROUP

CONSOLIDATED FINANCIAL STATEMENTS
Consolidated statement of changes in
shareholders’ equity

Equity of parent company shareholders

Additional Total

Share paid-in Other Retained Own Minority shareholders’
CHF 000 capital capital reserves earnings shares Total interests equity
Balance at 1 January 2004 28 500 13111 6707 870413 (3659) 915072 30667 945 739
Valuation adjustments booked directly to
shareholders’ equity of EOS Holding SA 11 366 - 11366 11 366
Correction to fair value of available-for-sale
financial instruments (1537) - (1537) (1537)
Income and expenses accounted for directly
under shareholders’ equity 9829 9829 9829
Income for the year 118 508 118508 2686 121 194
Total income and expenses
for the year 9 829 118 508 128337 2686 131 023
2003 dividend paid (CHF 8 per share) (9042) (9042)  (9306) (9978)
Purchases of own shares (11586) (11586) (11 586)
Balance at 31 December 2004 28 500 13111 16 536 979879 (15245) 1022781 32417 1055198
Valuation adjustments booked directly to
shareholders’ equity of EOS Holding SA 19 146 - 19 146 19 146
Correction to fair value of available-for-sale
financial instruments 2755 - 2755 2755
Income and expenses accounted for directly
under shareholders’ equity 21901 21901 21901
Income for the year 116 208 116 208 8397 124 605
Total income and expenses
for the year 21901 116 208 138109 8397 146 506
2004 dividend paid (CHF 12 per share) (13 210) (13210)  (936) (14 146)
Balance at 31 December 2005 28 500 13111 38437 1082877 (15245) 1147680 39878 1187 558

At 31 December 2005, the issued share capital consisted of 1 140 000 fully paid-in bearer shares with a nominal value of CHF 25.00
each. In accordance with the 1951 decree, the shares held by Vaud Canton and its municipalities are represented by registered
certificates. The amount available for dividend distribution is based on shareholders’ equity of the parent company, CVE. It is fixed
in accordance with the provisions of the Swiss Code of Obligations. Consolidated shareholders’ equity includes legal reserves of
CHF 66 million (2004 : CHF 65.3 million), which are not available for distribution.

The number of own shares held by the Group is shown in note 3 to the CVE company financial statements, while significant
shareholders are listed in note 5.

The General Meeting of Shareholders of 7 June 2005 decided to renew the maximum authorized capital of 405 000 bearer shares
with a nominal value of CHF 25.00 each, valid until 7 June 2007. At 31 December 2005, none of the shares making up the authorized

capital had been issued.

The accompanying notes form an integral part of the consolidated financial statements.




CVE-ROMANDE ENERGIE GROUP

CONSOLIDATED FINANCIAL STATEMENTS
Notes to the consolidated financial statements

Compagnie vaudoise d’électricité (CVE), a holding
company incorporated in Switzerland with its registered
office in Morges, is the direct or indirect owner of all the
companies which belong to the CVE-Romande Energie
Group (the Group). CVE's principal activity consists of

holding and managing investments in subsidiaries.

The Group’s consolidated financial statements for 2005 were
adopted by the CVE Board of Directors on 30 March 2006
and will be submitted for approval by the General Meeting
of Shareholders on 19 May 2006.

The general operating and organizational framework of
CVE was originally fixed by the Vaud Cantonal
Parliament’s decree of 26 November 1951 on the renewal
and extension of the concessions granted by the Compagnie
vaudoise des forces motrices des lacs de Joux et de 'Orbe.
This decree has now been superseded by the new cantonal
decree governing the electricity sector, effective
1 November 2005. The Vaud Cantonal Government
still has to publish regulations for implementing the
decree. An appeal by some municipalities against the

decree is still pending before the Swiss Federal Court.

Significant accounting policies used in the preparation
of the Group’s consolidated financial statements are
described below. Unless otherwise stated, these policies
have been applied uniformly to all the comparative

figures shown.

The Group’s consolidated financial statements are
expressed in CHF thousands and have been prepared
using the historical cost principle, except in the case of
certain tangible fixed assets and financial instruments
which are carried at fair value. They comply with the
International Financial Reporting Standards (IFRS) laid
down by the International Accounting Standards Board
(IASB), the IAS and their interpretations (IFRIC) laid down
by the International Accounting Standards Committee
(IASC), and the rules governing the presentation of

financial statements.

The preparation of financial statements in accordance
with IFRS requires the use of estimates and assumptions
which affect the reported amounts of assets and liabilities,
the disclosure of contingent assets and liabilities at the
balance sheet date, and the reported amount of income
and expenses for the accounting period. Although
these estimates are based on the best knowledge available
to CVE regarding the current situation and future
operations of the Group, actual results achieved may
differ from those forecast. Areas of business requiring
very careful judgement and involving complex issues,
or those in which assumptions and estimates have a
significant impact on the preparation of financial

statements, are described in note 2.18.

Early application of standards

In 2004, the Group opted for early application of all
the new or revised accounting standards adopted by
the IASB which are applicable to its operations and

came into effect on 1 January 2005.

The adoption of these new or revised standards necessitated

changes in the Group’s accounting policies.

Early application had no material impact on the Group’s

financial statements for 2004.

During 2005, the IASB and IFRIC published the following
standards and interpretations which entered into effect

after the date of these consolidated financial statements.

Standards (IAS/IFRS) Date
IFRS 1 Amendments to IFRS 6 01.01.2006
IFRS 4 Insurance contracts 01.01.2006
IFRS 6 Exploration for and Evaluation

of Mineral Resources 01.01.2006
IFRS 6 Amendments to IFRS 6 01.01.2006
IFRS 7 Financial instruments:

Disclosures 01.01.2007
IAS 1 Amendments - Presentation

of Financial Statements:

Disclosure - Capital 01.01.2007



Amendments - Actuarial Gains
and Losses, Group Plans and
Disclosures

IAS 19

01.01.2006

1AS 39 Financial Instruments:
Recognition and

Measurement 01.01.2006

Amendments - Transition
and Initial Recognition of
Financial Assets

and Financial Liabilities

IAS 39

01.01.2006

IAS 39 Cash Flow Hedge Accounting 01.01.2006

Amendments to IAS 39 and
IFRS 4 - Financial Guarantee
Contracts

IAS 39
01.01.2006

International Financial Reporting

Interpretations Committee (IFRIC) Date

IFRIC4  Determining Whether an

Arrangement Contains a Lease  01.01.2006
IFRIC 5  Rights to Interests Arising from

Decommissioning, Restoration and

Environmental Rehabilitation

Funds 01.01.2006
IFRIC 6  Liabilities Arising from

Participating in a Specific

Market 01.12.2005

Group management does not expect the initial
application of these standards and interpretations to
have any material impact on the Group’s consolidated

financial statements.

Following the adoption of IFRS 7, the Group will have
to disclose additional information concerning its financial
instruments, their significance and the nature and
extent of the risks generated. In other words, it will
have to disclose the fair value of its financial instruments
as well as details concerning its risk exposure. This will

not affect published results and net assets.

a) Subsidiaries

The consolidated financial statements comprise the
operations of CVE and all the direct and indirect
subsidiaries in which the Group has the power to
manage financial and operating policies, and normally

holds more than 50% of voting rights. The main

subsidiaries are listed in note 28. They are fully
consolidated from the date on which control is
transferred to the Group, but are excluded from the

scope of consolidation as soon as such control ceases.

Acquisition of subsidiaries is accounted for using the
purchase method. The cost of an acquisition is measured
by the fair value of the assets acquired, taking into
account the equity instruments issued and the liabilities
existing on the transaction date plus the costs directly

related to the acquisition.

All intercompany balances, transactions and profits are
eliminated on consolidation. Minority interests in

shareholders’ equity and net income are shown separately.

b) Affiliated companies

Affiliated companies and joint ventures in which the
Group exerts a significant influence (normally between
20% and 50% of voting rights), without having a
controlling interest, are consolidated using the equity
method. These holdings are carried on the balance
sheet as investments in affiliated companies and are
initially accounted for at cost, then at fair value, i.e.
their initial cost adjusted for the Group’s share of retained
earnings or losses after the acquisition date and any
change in value (impairment). If the Group does not
exert a significant influence in a company despite
holding more than 20% of its shares, the company is

treated as a long-term financial asset (see note 2.5).

Any impairment is recognized directly in the income
statement. Losses incurred by an affiliated company
that exceed the Group’s stake in that company are not

recognized.

When a change in net assets of an affiliated company is
booked directly to its equity, the Group’s portion of the
change is recognized in the “Consolidated statement of

changes in shareholders’ equity” and shown separately.

Significant balances and transactions with affiliated
companies and joint ventures consolidated using the
equity method are shown separately as items relating to

affiliated companies.




CVE-ROMANDE ENERGIE GROUP

CONSOLIDATED FINANCIAL STATEMENTS
Notes to the consolidated financial statements

Unrealized gains arising from transactions between Group
companies and affiliated companies are eliminated in
proportion to the Groups stake in the company. Unrealized
losses are eliminated in the same way, unless the trans-
action involves a transfer of assets requiring a valuation

adjustment (impairment).

Financial statements of affiliated companies are adjusted in
the event of significant divergences, in order to ensure
consistency with the accounting policies adopted by

the Group.

EOS Holding increased its capital by CHF 155 million
by offsetting assets. Individual shareholdings in the

company were not affected by this increase.

During 2005, the Group acquired shares in Société des
Forces Motrices de ’Avancon (FMA) for a consideration
of CHF 1.6 million, increasing its stake to 26.1%. FMA
was consolidated using the equity method from the

date of the operation.

Although it holds 37.5% of the capital and 24.6% of the
voting rights of Société Electrique des Forces de 'Aubonne
(SEFA), the Group decided not to consolidate this
company using the equity method, in line with the
accounting treatment adopted at 31 December 2004.
The Group is not represented on SEFAs Board of Directors
and is not involved in any decisions concerning its

strategy or management.

¢) Joint ventures

A joint venture is a contractual arrangement whereby
the Group and other partners undertake an economic
activity that is subject to joint control. Strategic, financial
and operational decisions are subject to the unanimous

approval of the parties to the contract.

When the Group takes part in such agreements, its
share of the jointly held assets and liabilities is
recognized in the consolidated financial statements and

booked to the relevant balance sheet positions.

Joint ventures may lead to the creation of legal entities

in which each venturer holds a share. In such cases,

the Group’s stake in these entities is recognized using

the equity method.

The Group’s core business is the production and supply
of electricity, which accounts for over 90% of its total
revenues, operating income and net assets. The Group
conducts its business in Switzerland (predominantly in
Vaud Canton), which is considered as a single geographical

area for reporting purposes.

Selling prices between subsidiaries are based on production

or acquisition costs, to which a margin is added.

Transactions in foreign currencies are translated at the
exchange rate in effect on the transaction date. Monetary
assets and liabilities denominated in foreign currencies
are translated at the year-end exchange rate. Differences
in exchange rates resulting from these assets are booked

to the income statement.

The Group uses options and futures contracts to hedge

against exchange rate risks.

As all the subsidiaries report in Swiss francs, there are
no currency gains or losses arising from translation of

their accounts.

Financial assets and financial liabilities are recognized
on the balance sheet as soon as contracts involving

these instruments are entered into.

a) Cash and cash equivalents
Cash and cash equivalents comprise cash at banks and
on postal accounts, as well as money market deposits

and investments with an initial term of 90 days or less.

b) Derivative financial instruments
Derivative financial instruments are initially valued at
cost and subsequently revalued at fair value; resultant

profits and losses are booked to the income statement.



c) Investment securities

Investment securities are carried at market and consist
of marketable equities, bonds and money market
investments with an initial term of more than 90 days.
Unrealized gains and losses are booked directly to the

income statement.

d) Trade accounts receivable
Trade accounts receivable are recorded at nominal

value less an adjustment for doubtful accounts.

e) Long-term financial assets

Investments in companies in which the Group holds
less than 20% of voting rights or in which it does not
exert a significant influence are carried at cost and then
at fair value, unless it is not possible to provide a reliable
estimate. Where appropriate, the Group values the
investment at cost. Changes in fair value are recorded
under shareholders’ equity and reclassified in the
income statement when the asset is sold or has to
undergo an irreversible impairment. Loans issued are
carried at amortized cost less any impairment due to

non-recoverable amounts.

All other changes in the fair value of long-term financial
assets are entered under shareholders’ equity as adjustments
in fair value, and reclassified in the income statement

if the asset is sold.

f) Borrowings

Borrowings are initially accounted for at fair value,
adjusted for directly chargeable transaction costs.
Subsequently, they are valued at amortized cost using

the effective interest rate method.

Borrowings or tranches of borrowings carrying an
irrevocable right to defer repayment for longer than
12 months are classified as non-current liabilities; all

others are classified as current liabilities.

Land, buildings, investment property, machinery and
equipment are recorded at cost less accumulated depre-
ciation. Leasehold improvements are depreciated over

their estimated useful life or the remaining term of the

lease, whichever is shorter. Repairs and maintenance of
rented buildings are charged directly to the income
statement, while major renovations and refurbishments
are capitalized as tangible fixed assets and depreciated
over their estimated useful life. Borrowing costs incurred
during the construction of tangible fixed assets are

charged directly to the income statement.

Depreciation is calculated using the straight-line
method based on the shorter of the remaining term of
the concessions and the estimated useful life of the

asset, as follows:

Useful life in years

Group premises 20 - 40
Investment property 20-40
Power plants 25-75
Electricity distribution networks 15-40
Machinery, equipment,

installations and tools 6-15
Vehicles 3. 8
IT hardware and software 3-8

Land is only depreciated in the event of a loss in value.

Equipment under development is treated as a fixed asset

and written down in the year it is brought into service.

If the Group has to dismantle power plants or other
fixed assets and recondition the property owned by
third parties on which the assets are located, the estimated
cost of such work is added to the initial cost at the
acquisition date and written down over the useful life

of the assets.

An impairment review of fixed assets is carried out
whenever there is an indication that the recoverable
amount may be lower than the carrying amount.
Where appropriate, the Group books a loss in value

equivalent to the difference between these amounts.

The recoverable amount is defined as the higher of an
asset’s net selling price and its value in use. Value in use is
the discounted present value of estimated future cash flows

expected to be derived from this asset or the smallest




CVE-ROMANDE ENERGIE GROUP

CONSOLIDATED FINANCIAL STATEMENTS
Notes to the consolidated financial statements

identifiable group of assets to which it belongs, and whose
continuing use generates cash inflows which are indepen-
dent of those arising from other assets or groups of assets.
Consequently, the Group must make an assessment of
the overall economic conditions expected during the
useful life of its assets. These estimates may diverge

considerably from the actual values.

In accordance with statutory requirements, Group
companies contribute to pension funds, most of which
were defined benefit plans until end-2005. Under these
plans, pension costs are calculated for each reporting
period on the basis of an independent actuarial review, and

accounted for using the projected unit credit method.

Any differences in the fair value of pension fund assets in
relation to the discounted present value of liabilities are
booked to the consolidated income statement, taking
into account cumulative actuarial gains or losses as well

as past service costs which have not yet been recognized.

However, a surplus of assets is only recognized on the
balance sheet to the extent that it represents a future
economic benefit for the Group, e.g. in the form of refunds
from the pension plan or reductions in future contri-
butions. If such a surplus of assets is not available or does
not represent a future economic benefit, it is not recorded

on the balance sheet but is disclosed in the notes.

An actuarial gain or loss arises mainly from changes in
assumptions, and from the difference between the
actuarial assumptions and the actual results of the
plan. The portion of actuarial gains or losses exceeding
10% (the corridor) of the higher of the present value of
obligations and the fair value of plan assets is recognized
in the income statement depending on the estimated

average remaining working lives of the employees insured.

Provisions consist of liabilities whose issue, expiry or
amount are uncertain. They are recorded when the
Group is under a legal or implicit obligation arising
from a past event, when it is probable that an outflow of
funds will be necessary to discharge the obligation and

when the amount of the obligation can be reliably

estimated. The amount of provisions is estimated by
Group management at the balance sheet date on the basis
of the best possible estimate of the expenditure required to
settle the obligation. If an outflow of funds is not likely or
the amount cannot be reliably estimated, the obligation
is not shown on the balance sheet but under contingent
liabilities. If the impact is significant, the cash flows
expected in order to discharge the obligation are
discounted. The provision is discounted at the current
market rate, which is increased if necessary by a rate

reflecting the risks inherent in the liability.

Deferred taxes are calculated using the variable carry-
forward method, i.e. on the timing differences between
the value of assets and liabilities recognized by the tax
authorities and their book value recorded in the

consolidated financial statements.

No deferred tax has been calculated on the valuation
differences of affiliated companies. The amount of the
provision for deferred taxes is determined on the basis of
known tax rates at the balance sheet date which are likely

to be applied when the timing differences are eliminated.

Loss carry-forwards deductible from future taxable
income and other deferred tax assets are only recorded as

assets if it appears probable that they will be realized later.

In the case of purchases of own shares, the total
amount paid and the costs directly related to the trans-
action (net of income tax) are deducted from the Group’s
shareholders’ equity until the cancellation or later sale
of the securities. If own shares are sold, the proceeds from
the sale, net of transaction costs (but including the tax effect

of income tax), are allocated to shareholders’ equity.

Net revenues include all income from the sale of
electricity, goods and services less VAT, rebates,
discounts, other agreed deductions as well as guarantees
and losses on bad debts. Revenues are recognized when
electricity is supplied, goods are delivered and services are
rendered. Customers’ meters are read periodically. Many

customers have their electricity consumption readings



taken once a year during the final quarter; this applies
to roughly half of all kWh supplied by the Group.

Revenues include the adjustments in respect of the
estimated volume of energy consumed, but not yet
billed, between the date of the last meter reading and
the end of the accounting period. The estimate is based
on historical data adjusted for the increase in average

annual consumption.

Dividends from investments are accounted for when

the right to distribution has been clearly ascertained.

The Group is committed to operating a public transport
service known as VMCYV in the Vevey-Villeneuve region.
It does this through its subsidiary, Société électrique
Vevey-Montreux (SEVM), Under the terms of agreements
concluded with the municipalities of the district of
Vevey, SEVM bears part of the cost of three bus and
trolleybus lines, while the operating losses of other
VMCYV activities are absorbed by public sector subsidies.
In return, SEVM enjoys the exclusive right to supply
electricity on the territory of municipalities which are

party to these agreements.

Current taxes are calculated on the basis of taxable
income for the current year, and are charged to the

income statement.

Income taxes are recorded in the same period as the

revenues and expenses to which they relate.

Earnings per share are calculated by dividing net
income by the weighted average number of parent
company (CVE) shares outstanding. This indicator is

shown before and after all potentially dilutive effects.

Related parties are considered to be Vaud Canton, and
members of the Board of Directors and the Executive
Board. Related parties are supplied with energy on
terms comparable to those for customers who meet the

same criteria. Vaud Canton collects fees for the use of water.

Dividends are recorded in the consolidated financial
statements for the period in which they have been

approved by the General Meeting of Shareholders.

Risk exposure

The Group is exposed to market risks which are
mainly associated with the movement of energy prices,
exchange rates and interest rates, as well as the market
price of invested cash assets. Management monitors

these risks on a regular basis.

Where appropriate, the Group uses derivative financial
instruments in order to reduce fluctuations in revenues

and cash flows relating to these risks.

The Group does not enter into financial transactions if
they involve risks that cannot be estimated on their
expiry date. In other words, it does not conduct trans-
actions unless it holds the underlying assets and liabilities.
Only existing assets and liabilities or highly probable
future liabilities are hedged.

Energy price risk

The Group is exposed to fluctuations in the market
prices of all the energy it does not produce itself, i.e.
around 80% of total requirements. It therefore concludes
long-term suppliers’ agreements on prices and volumes
with selected partners. In this connection, it has a
long-term agreement until 2015, covering 24 % of
energy requirements based on 2005 consumption; the

right of purchase mentioned in note 23 is additional to this.

For the remainder of its supplies, the Group uses
stress-testing techniques to simulate the worst-case
scenario. It fixes a maximum price for supplies every
year, which it hedges on the European Energy
Exchange (EEX) by means of forward purchases, taking
advantage of fluctuations in spot and forward prices. Based
on energy price trends, the Group endeavours to hedge

total estimated requirements for the next 24 months.
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Management tools provided by its partners enable it to

reduce the risk of energy price increases.

At 31 December 2005, exposure to energy price risk

over the next two years was as follows:

2006 2007
Hedging by means of
long-term agreements 55% 52%
Hedging by means of forward
purchases on EEX 32% 39%
Other 8% 8%
Not hedged 5% 1%
100 % 100 %

This risk analysis must be conducted in line with forth-

coming changes in legislation for the Swiss
electricity market, which is set to be deregulated some
time in mid-2007 or 2008. Final decisions on the
matter at the political level are expected during the
second half of 2006. Based on our risk assessment, we
are assuming that partial deregulation will be introduced
on 1 January 2008 for players with an annual

consumption higher than 100 000 kWh.

Exchange risk

This risk is mainly generated by energy purchases on the
EEX, which are made exclusively in euros. Conse-
quently, the Group uses currency futures and options
to hedge all its firm commitments in foreign currencies
and 50% of its estimated cash flows for the next 12 months,

in line with its inhouse treasury management policy.

Interest rate risk
The Group has little exposure to this risk at present,

given its low level of indebtedness.

Counterparty risk

Credit risk has to do with the fact that a counterparty
does not meet its commitments. The Group is exposed
to credit risks resulting from financial resources such
as liquid assets, derivative financial instruments, term
deposits and trade accounts receivable. The Group’s
treasury department manages credit risk by investing

liquid assets and acquiring financial instruments in

conformity with inhouse treasury policy and regulations.
In view of the large number of its customers and the fact
that they are mainly located in Switzerland, the Group
only has low exposure to significant credit risks.
Although these risks are low, they are hedged by issuing

sufficient provisions for bad and doubtful debts.

Liquidity risk arises from the fact that certain counter-
parties may not be able to honour their commitments
due to a cash flow problem or market disruptions. This
risk is managed by ensuring that investments are only
placed with financial institutions which meet strict

selection criteria.

There are no other significant risks which are not covered

by insurances or provisions.

Estimates and working hypotheses are continuously
assessed and are based on experience as well as other
factors, such as the likelihood that certain events will

take place given the circumstances.

a) Factors likely to influence earnings

The probable introduction of the Federal Electricity
Supply Act will involve major changes in legislation for
the Swiss electricity market, which will inevitably affect
the framework conditions for companies operating in
this field. in view of the current uncertainty regarding
the scale of reforms, it is impractical to estimate the

impact which this will have.

b) Energy price trends

Even though most of the Group’s energy requirements
are covered by suppliers’ agreements, an increase in the
cost of energy could have a significant impact in the
event of an unplanned decline in our own production

or extreme weather conditions.



) Reversal of FGB impairment charge

In 2003, the Group booked an impairment charge of
CHF 39.5 million on the FGB subsidiary. This valuation
was based on assumptions relating to substantial
unplanned maintenance costs that will probably be
incurred between 2006 and 2008, as well as on an average
electricity price applicable to this company, which

generates cash flow.

The upward movement in the electricity price on the
EEX has led us to revise the assumptions on which we
based our decision to make the impairment charge in
2003. Group management believes that this upturn is
structural in nature. Hence, the price will stay high as
long as there is no fundamental change in European
production and consumption expectations. The review
of these assumptions resulted in a reversal of the FGB

impairment charge in the amount of CHF 16.5 million.
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CHF 000 2005 2004
Energy revenues 413 699 417 357
Other sales and revenues 46 297 38 757
Public sector subsidies (VMCYV, see note 2.12) 5 874 5047
Company-produced asset additions 17 207 18 255
Change in guarantees and losses on bad debts (981) 776
Total net revenues 482 096 480 192
Energy purchases 154 229 125 694
Concessions and fees 24 400 25 692
Other purchases 10 985 5491
Total purchases of energy, goods and services 189 614 156 877

Under existing agreements, fees are paid to cantons and municipalities for the use of land (for distribution purposes)

or water resources (for production purposes).

Compensation 70 493 73770
Social insurance and pension costs 16 048 25710
Reversal of underfunding in accordance with IAS 19 - (2553)
Other personnel expenses 4314 4717
Total personnel expenses 90 855 101 644

In 2004, a charge of CHF 8 million was booked to cover underfunding of the multiemployer pension plan. Reme-
dial measures were set in place in 2005, but it then emerged that the amount required to implement the plan was

CHF 2.7 million. The surplus of CHF 5.3 million was deducted from social insurance costs for 2005.

An amount of CHF 5 million was charged to the 2005 financial year in connection with the change in status of

the company pension fund.

The Group opted to change the main company pension fund from a defined benefit plan to a defined contribu-

tion plan with effect from 1 January 2006.



CHF 000 2005 2004
Miscellaneous expenses 42228 38773
Net income/loss on sale of fixed assets (1 238) (903)
Provision for onerous contracts (see note 21) (1308) 1308
Total other operating expenses 39 682 39 178
Depreciation (see note 15) 44 612 45911
Public sector subsidies (VMCYV, see note 2.12) (1 896) (1983)
Total depreciation on tangible fixed assets 42 716 43 928
Interest income 1 602 1622
Dividend income 315 352
Income from securities 380 1913
Profit on sale of securities 26 -
Exchange rate gains 733 -
Debt cancellation - 3333
Cancellation of discounting - EOS loan 7 504 -
Discounting of provisions (see note 21) 1204 -
Change in fair value of financial instruments 392 -
Miscellanous financial income 154 817
Total financial income 12 310 8 037
Interest on borrowings, mortgages and bank debt (3 817) (4 285)
Exchange rate losses (46) -
Losses on securities (130)

Discounting effects = (4107)
Bank charges, commissions and other (795) (1155)
Total financial expenses (4 788) (9 547)
Net financial income 7522 (1510)

The position “Cancellation of discounting” results from the conversion of an interest-free loan granted to the EOS

affiliate (see note 17). This loan was carried at fair value, which took into account repayment of principal in 2011.
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CHF 000 2005 2004
Income before taxes 152 774 149 544
Current income taxes 25401 23 561
Deferred income taxes 2768 4 789
Total income taxes 28 169 28 350

The main differences between the weighted
average tax rate and the actual tax rate are as follows:

Applicable weighted average tax rate (as %) 20.80 20.69
Effects of equity method of consolidation (as %) -1.16 -1.72
Effects of revenues taxed at reduced rates or not taxed (as %) -2.10 0.00
Effects of taxable provisions (as %) 0.00 -0.02
Effects due to previous years (as %) 0.90 0.00
Actual tax rate 18.44 18.95

The applicable average tax rate is calculated on the basis of the pre-tax earnings of all Group companies (see note 22).

The reduction in the weighted average tax rate applicable is mainly the result of intragroup dividend income

received by the parent company. These dividends are partly tax exempt.

Earnings per share are calculated by dividing net income allocated to parent company shareholders by the weigh-

ted average number of shares outstanding during the year, excluding the average number of own shares held by

the Group.

Net income allocated to parent company shareholders 116 208 118 508
Weighted average number of shares outstanding 1 100 826 1105977
Earnings per share (in CHF) 105.56 107.15

There are no other factors which could effectively or potentially dilute earnings.

Marketable bonds 6 394 -
Medium-term notes 4950 -
Total investment securities 11 344 -
Term deposits with a maturity of more than 90 days - 67 000
Derivative financial instruments 392 -

Total investment securities and derivative financial instruments 11 736 67 000




CHF 000 Amount of contracts

Positive fair value

2005 2004 2005 2004
Forward currency contracts 103 809 — 392 —
Forward currency operations only concern transactions in euros.
CHF 000 2005 2004
Trade accounts receivable 90 958 94 343
Non-invoiced energy deliveries 42 924 36 791
Total trade accounts receivable, gross 133 882 131 134
Provision for doubtful accounts (3 483) (2716)
Total trade accounts receivable, net 130 399 128 418
Balance at 1 January (2 716) (4 590)
Allocation (2017) (1490)
Use 1117 669
Release 133 2 695
Balance at 31 Decembe (3 483) (2 716)
Prepaid expenses and accrued income 9514 3692
Miscellaneous receivables and current assets 2502 2692
Available-for-sale real estate 1893 1893
Prepaid employee benefits and social security costs 2 085 1798
Taxes payable in advance, withholding taxes and other recoverable taxes 770 353
Total other current assets 16 764 10 428

During the 2004 financial year, it was decided to sell some of the Group’s investment property. These buildings

were valued at the lower of net realizable value and cost. An additional depreciation charge of CHF 1 million was

booked when they were reclassified under “Available-for-sale real estate”. Although the buildings have been

available for sale for over 12 months, every effort is being made to find a buyer for them as soon as possible. The

sale is being handled by real estate brokers.
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01.01.2004 Movements 31.12.2004 Movements 31.12.2005
Number of shares 2004 2005
Total number of shares 1 140 000 - 1 140 000 - 1 140 000
Own shares held by
the Group (28 174) (11 000) (39 174) - (39 174)
Shares outstanding 1111 826 (11 000) 1100 826 - 1100 826

Energy Energy Other
Land production  distribution tangible Construction

CHF 000 and buildings plants plants  fixed assets  in progress Total
Balance at 1 January 2004 108 602 262 950 954 691 137 980 1557 1465780
Acquisitions - transfers 232 4 184 12 087 4741 25348 46 592
Divestitures (2927) (2107) (8334) (9963) (23 331)
Change in allocation (3041) (3041)
Balance at 31 December 04 102 866 265 027 958 444 132 758 26 905 1486 000
Acquisitions - transferts 375 86 37132 3532 11 305 52430
Divestitures (70) (168) (9 642) (1 386) (11 266)
Balance at 31 December 05 103 171 264 945 985 934 134 904 38210 1527164
Balance at 1 January 2004 42 855 151 489 500 218 56 524 1557 752 643
Charge for the year 3936 5910 26 705 9360 45911
Divestitures (2672) (1515) (6 896) (7 564) (18 647)
Change in allocation (1148) (1148)
Balance at 31 December 04 42 971 155 884 520 027 58 320 1557 778 759
Charge for the year 2952 4352 27 576 8109 1623 44 612
Divestitures ) (165) (8133) (1133) (9433)
Reversal of impairment charge (16 500) (16 500)
Balance at 31 December 05 45 921 143 751 539 470 65 296 3 180 797 438
At 31 December 2004 59 895 109 143 438 417 74 438 25348 707 241
At 31 December 2005 57 250 121 374 446 464 69 608 35 030 729 726

Following a technical analysis of certain installations at the FGB subsidiary in 2003, an impairment charge of

CHF 39.5 million was recognized in the income statement. The recoverable value of FGB, calculated on the basis

of expected future cash flows, was zero. As a result of the considerable rise in electricity selling prices on the

market during 2005, the assumptions which led to the impairment in 2003 had to be reviewed.



The key assumptions used to forecast future cash flows are as follows:

* Energy selling price: based on EEX futures

e Exchange rate: EUR 1 = CHF 1.55

e Future cash flows are projected over a period of five years

e Discount rate: 8%

e Estimated cost of work to strengthen the dam according to a survey carried out by a specialized engineering
firm in March 2006: CHF 30 million

e Estimates of energy production are based on a multiannual historical average.

The estimated cost of strengthening the dam and the estimated selling price of energy have a significant influence

on future cash flows.

Based on the above assumptions, the recoverable value of FGB is estimated at CHF 16.5 million. A reversal of the

impairment charge in this amount was booked to the income statement for 2005.

CHF 000 2005 2004

Land and buildings include the following investment property:

Balance at 1 January 6 668 12 572
Divestitures - (2 863)
Change in allocation (3 041)
Balance at 31 December 6 668 6 668
Balance at 1 January 1122 4 618
Charge for the year 295 224
Divestitures - (2672)
Change in allocation - (1 048)
Balance at 31 December 1417 1122
Balance at 31 December 5251 5 546

Investment property is valued at cost.

The Group estimates the value of its investment property at CHF 7.1 million (2004: CHF 7.3 million). This
estimate is based on market prices for similar property, not on a professional valuation by a real estate specialist.
Rental income amounted to CHF 0.4 million (CHF 0.5 million) and the direct operating expenses involved were
CHF 0.36 million (CHF 0.41 million). There were no significant unrealizable commitments relating to real estate

investments.

Insurance value of tangible fixed assets 835 652 875 548
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The Group has significant interests in the following affiliated companies, which are consolidated using the equity
method:

Carrying value Impact on income statement
CHF 000 2005 2004 2005 2004
EOS Holding SA 435 817 362 848 9292 12911
FMHL SA 29 164 29 164 - -
FMA (see notes 2.2 and 28) 6 254 - 524 -
Other 2787 3 407 (293) (422)
Total 474 022 395 419 9523 12 489

A summary of Group holdings in affiliated companies is shown below:

CHF 000 2005 2004
Aggregate net revenues 1 443 833 1110571
Aggregate net income 33928 44 152
Share in net income of affiliated companies 9 523 12 489
Current assets 481 354 450 606
Non-current assets 2078 856 1879 261
Current liabilities (230 596) (138 365)
Non-current liabilities (709 313) (849 533)
Aggregate net assets 1620301 1 341 969
Share in equity of affiliated companies 474 022 395 419

Financial statements of affiliated companies prepared in accordance with accounting standards different from

those used by the Group were adjusted for purposes of comparison.

The increase in the carrying value of EOS Holding SA was mainly due to the conversion of the interest-free loan
mentioned in note 17.

The carrying value of EOS Holding SA is influenced on the upside by the change in fair value of the financial

instruments held by this company, which was accounted for directly under shareholders’ equity.

Although it holds 37.5% of Société Electrique des Forces de 'Aubonne (SEFA), the Group did not consolidate

this company using the equity method. The Group is not represented on SEFAs Board of Directors and is not

involved in its strategic decisions, including dividend policy.



On 16 September 2005, the Group increased its stake in FMA by 6.49 % through the purchase of additional
shares at a price of CHF 1.7 million. This unlisted company is active in the distribution and generation of

electricity. The fair value of its identifiable assets at the date of purchase was as follows:

CHF 000 Fair value Book value
Cash and cash equivalents 9 838 9132
Customers 5907 5612
Other current assets 786 286
Tangible fixed assets 13 109 7789
Other non-current assets 100 305
Total assets 29 740 23 124
Suppliers 3438 3438
Other current liabilities 588 588
Provisions - 9623
Deferred taxes 3763 -
Total liabilities 7 789 13 649
Fair value of net assets 21 951 9475
Share of Group 5 730

The purchase price of the FMA shares corresponds to the Group’s share in the net assets of this company;
as a result, no goodwill was booked. The company has been consolidated using the equity method since
16 September 2005, the date on which the Group was able to have a significant influence on FMA.
The contribution of FMA to the Group’s net income in 2005 was CHF 0.5 million.

CHF 000 2005 2004
Miscellaneous financial investments 17 435 18 183
Loans to affiliated companies 2530 41018
Loans to third parties 320 -
Tied-up cash assets 1971 2709
Total other long-term financial assets 22 256 61 910

Miscellaneous financial investments are measured at fair value, which is determined on the basis of the EBITDA
of the various companies, applying a multiplier reflecting the standards used in their business sector. Fair value
adjustments are booked directly to shareholders’ equity. FMA, which was initially carried under miscellaneous
financial investments, has been consolidated using the equity method since September 2005. The valuation
adjustment to financial investments booked directly to shareholders’ equity amounts to CHF 3.5 million before

deferred tax.
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In connection with the EOS financial restructuring plan in 2002, Romande Energie agreed to provide this
company with a credit line of CHF 45.1 million. This facility was for a maximum period of 10 years and did not
bear interest. In September 2005, the loan was converted into share capital. The balance represents a receivable

from FMHL carrying a fixed interest rate of 3% and maturing on 12 March 2009.

Tied-up cash assets are funds reserved for the activities of VMCV. Their purpose is to cover current operating

losses and to finance capital expenditure on buses (see also note 2.12).

CHF 000 2005 2004
Bond issues - 4000
Debts to banks and other financial institutions 85 000 85 000
Borrowings from affiliated companies 1250 917
Borrowings (VMCV) 672 784
Repayable borrowings (VMCV) 26 944 27793
Conditionally repayable borrowings (VMCV) 16 022 16 543
Other long-term financial commitments 4682 4942
Total borrowings 134 570 139 979
Short-term portion of borrowings (250) (4 000)
Total long-term borrowings 134 320 135 979

Excluding VMCV borrowings, the average interest rate paid in 2005 was 4.12% (4.15 % in 2004). Including these
borrowings, the rate was 2.78% (2.81%).

2005 - 4000
2006 250 250
2007 60 667 60917
2008 - -
2009 - -
2010 333 -
longer 73 320 74 812
Total borrowings 134 570 139 979
Amount used 3 050 6 058
Amount available 64 150 67 142

Total credit lines 67 200 73 200




Medium-term notes and bonds have fixed maturities with no early repayment clauses. Borrowings (VMCV) are

guaranteed by the Vaud cantonal and municipal authorities.

In the case of VMCV borrowings, the Federal Transport Office (OFT) decides whether and to what extent these

conditionally repayable subsidies are to be repaid to the Swiss Government and Vaud Canton.

CHF 000 2005 2004
Accrued expenses and deferred income 51 862 33793
Salaries and other social insurance costs due 16 998 23280
Discounts payable to municipalities 14 743 15165
Non-invoiced goods and services 4589 12933
Subsidies received in advance, net (VMCYV, see note 2.12) 7 867 6 288
Guarantees deposited 3209 3958
VAT, withholding taxes and other taxes payable 4256 3 874
Miscellaneous short-term liabilities 2216 5233
Total other short-term liabilities 105 740 104 524

Most employees are covered by a defined benefit pension plan. Liabilities and capital related to the plan are reviewed
each year by independent pension actuaries. Some Group employees, however, belong to a multiemployer
pension plan, which is unable to provide the necessary details to allow an analysis of the plan’s financial situation.

It has therefore been treated as a defined contribution plan. Defined benefit plan assets are measured at their fair value.
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The financial situation of the plan may be analysed as follow:

CHF 000 2005 2004
1 January 455 599 433 871
Accrued pension benefits, after employee contributions 7 568 6 426
Interest on future pension liabilities 15 561 15 844
Employee contributions 3 603 3555
Benefits paid (24 875) (22 000)
Actuarial losses 11 498 1978
Losses resulting from changes in actuarial assumptions - 15925
Pension liabilities at 31 December 468 954 455 599
1 January 413 181 395 599
Employer’s contributions 11 570 6475
Employee contributions 3 603 3555
Benefits paid (24 875) (22 000)
Discounted income on pension assets 20 362

Actuarial gains 49 748

Return on assets 70110 29 552
Market value of plan assets at 31 December 473 589 413 181
Unrecognized net underfunding/(surplus) at 31 December (4 635) 42 418
Unrecognized actuarial losses (6 448) (44 698)
Net assets in accordance with IAS 19.58b 11 083 2 280

Net balance sheet (assets)/liabilities




CHF 000 2005 2004
Movements in net liabilities and amounts recorded on the balance

sheet are as follows:

Balance at 1 January - 1374
Employer’s contributions (11 570) (6475)
Net costs booked to personnel expenses during the year 11 570 5101
Net (assets)/ liabilities at 31 December - -
Below is a summary of entries relating to the defined benefit

plan in the Group’s annual financial statements:

Accrued pension benefits, after employee contributions 7 568 6426
Interest on future pension liabilities 15 561 15 844
Discounted income from pension assets (20 362) (19 449)
Total net pension costs 2 767 2 821
Costs resulting from IAS 19.58b 8 803 2 280
Pension costs recognized in the income statement 11 570 5101
Actuarial assumptions used to calculate income and expenses in 2005

and 2004 are as follows:

As %

Discount rate 3.00 3.75
Indexing of salaries 2.50 3.00
Return on assets 5.00 5.00
Inflation rate 1.50 2.00
Adjustment rate for pensions 0.50 0.60
CHF 000

OIBT 7707 7316
Provision for onerous contracts - 1308
Total provisions 7707 8 624
Short-term portion of provisions (910) (4 177)
Total long-term provisions 6 797 4 447

The Ordinance on Low Voltage Installations (OIBT) came into effect in 2002. It stipulates that inspections which

should have been carried out prior to its introduction must be made and paid for by the utility companies concerned.

The transitional regulations of the OIBT set deadlines for these inspections and require companies to bear the

cost of any inspections performed after these deadlines have expired. A new estimate of the costs relating to

inspection work was made during 2005, and the individual cost of inspections has had to be revised upwards.

Additional provisions of CHF 2.7 million were charged to the 2005 financial year. Taking into account discounting

effects, the total impact on expenses for 2005 was CHF 1.5 million.
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Initially, this work was scheduled for completion by the end of 2007. However, given the number of inspections

involved and the resources available, it is not expected to be finished until the end of 2015. The implementing

directives on the inspection work have made it possible to reduce the risk rate used for discounting this provision.

The current discount rate is 3.9 %, compared with 5% in 2004.

CHF 000 2005 2004
This provision registered the following movements in 2005 and 2004

Balance at 1 January 7316 8 148
Release of provisions = (1078)
Adjustment following new estimate 2754 -
Discounting effect (1.204) -
Use (1159) 246
Balance at 31 December 7707 7316

The provision of CHF 1.3 million for onerous contracts established in 2004 was eliminated in 2005, following

the cancellation of the contracts concerned. The Group is no longer party to contracts which would entail insuf-

ficient future economic benefits in connection with energy deliveries.

Deferred tax liabilities relate to the following items

Trade accounts receivable 9 769 7 855
Other current assets 368 301
Tangible fixed assets 120 431 120 221
Investments in affiliated companies 16 166 21 149
Provisions and other liabilities 4745 (497)
Total deferred tax liabilities, net 151 479 149 029
Future liabilities arising from rental agreements 259 545

As part of its normal operating activities, Romande Energie entered into various long-term commitments to

supply and sell energy.



Under the agreements concluded with EOS, the Group will be able to purchase electricity from this company
between 1 October 2007 and 31 December 2030 on the following terms: pre-defined maximum quantities 20 %
less than its annual consumption, at a price equivalent to the average production cost at EOS. The cumulative
difference over the years between the average selling price and the average production cost at EOS for the quantities
taken up may not exceed a mutually agreed ceiling. This possibility of obtaining energy supplies is considered as
a right of purchase which will only vest when it is exercised and will only be extinguished by the physical delivery
of electricity. It is therefore a future right to the purchase of energy, the exercise of which will depend on market
conditions at the time when it can be exercised. As it is not possible to establish whether the Group will make
use of its right or to know under what conditions it will be exercised, no valuation of this right has been recorded

in the financial statements.

CHF 000 2005 2004
Salaries paid to Executive Board members during the year 2208 2101
Social insurance costs for Executive Board members 526 417
Total remuneration of the Executive Board 2734 2518
Total remuneration of the Board of Directors 627 620

Amounts due Amounts due

Sales to  Purchases from from to related

related parties  related parties related parties parties

Related parties CHF 000 CHF 000 CHF 000 CHF 000
2005 3002 9159 219 4014

2004 3379 2096 - 1905

2005 22 980 143 489 7419 2187

2004 7353 103 451 44 582 917

2005 181 1001 16 18

2004 188 857 - 41

Taxes and other duties paid in Vaud Canton are not included in the information on related parties.

Entities with significant influence on the Group are considered to be shareholders who own 20% or more of the

share capital of CVE, the parent company.




CVE-ROMANDE ENERGIE GROUP

CONSOLIDATED FINANCIAL STATEMENTS
Notes to the consolidated financial statements

CHF 000 2005 2004
Change in trade accounts receivable (2 748) (7 251)
Change in suppliers 15 758 12 136
Change in other current assets, other current liabilities and

other items relating to operating activities 2 490 7194
Total change in current assets and other cash flows

from operating activities 15 500 12 079
CHF/EUR 1.556 1.544
CHF/USD 1.314 1.132
CHF/EUR 1.547 1.558
CHF/USD 1.242 1.259



Company, registered office Main Share capital Shareholding (as %)
business CHF 000 2005 2004
Romande Energie SA, Montreux E 72 300 100.00 100.00
Société électrique Vevey-Montreux, Montreux (SEVM) E, T 40 000 66.35 66.35
Société électrique du Bas-Valais, Vouvry (SEBV) E 15 000 65.00 65.00
Société des forces motrices du Grand-St-Bernard,
Bourg-St-Pierre E 20 000 75.00 75.00
Effitec SA, Morges 200 100.00 100.00
EOS Holding SA" D 324 000 28.72 28.72
Forces Motrices Hongrin-Léman SA (FMHL),
Chateau-d'Oex E 70 000 41.14 41.14
Forces Motrices de I'Avancon (FMA), Bex ¥ E 7 095 26.19 19.70
Sitel SA, Morges C 20 850 33.33 33.33
Cisel Informatique SA, Matran N 1200 40.00 40.00
neo technologies SA, Lausanne * N 2000 48.89 48.89
E  Energy production and distribution Telecommunications
T  Public transport D Holding company
I Installation inspections N IT services

The financial year for all Group companies runs from 1 January to 31 December.

1) In October 2005, EOS Holding SA increased its share capital by CHF 155 million by offsetting assets. Individual shareholdings in the company were not

affected by this increase.

2) Purchase of 1 520 shares in September 2005, raising the Group’s shareholding from 19.7% to 26.2%. FMA has been consolidated using the equity method

since that date.

3) neo technologies SA was established in January 2004 as a joint venture with other companies operating in the energy sector. Its capital of CHF 2 million was
fully paid up through cash contributions of CHF 1 million, with the remainder consisting of payments in kind.

The consolidated financial statements of CVE-Romande Energie Group were approved by the Board of Directors on
30 March 2006. The Annual General Meeting of Shareholders will be asked to approve a dividend of CHF 15 per

share. If this recommendation is adopted, the total distribution for 2005 will amount to some CHF 16.5 million.
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Report of the statutory auditors

=l ERNST & YOUNG « Emst & Young Ltd w Phone 44155286 51 11

Assurance & Advisory Fax +41 58 286 51 01
Business Services www.ey.com/ch

Place Chauderon 18

P.O. Box

CH-1002 Lausanne

To the General Meeting of

Compagnie Vaudoise d'Electricité, Morges

Lausanne, March 31, 2006

Report of the statutory auditors

As statutory auditors, we have audited the accounting records and the financial statements (in-
come statement, balance sheet, and notes, pages 91 to 95) of Compagnie Vaudoise d'Electricité
for the year ended December 31, 2005.

These financial statements are the responsibility of the board of directors. Our responsibility is
to express an opinion on these financial statements based on our audit. We confirm that we
meet the legal requirements concerning professional qualification and independence.

Our audit was conducted in accordance with auditing standards promulgated by the Swiss pro-
fession, which require that an audit be planned and performed to obtain reasonable assurance
about whether the financial statements are free from material misstatement. We have examined
on a test basis evidence supporting the amounts and disclosures in the financial statements. We
have also assessed the accounting principles used, significant estimates made and the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our
opinion.

In our opinion, the accounting records and financial statements and the proposed appropriation
of available earnings comply with Swiss law and the company's articles of incorporation.

We recommend that the financial statements submitted to you be approved.

Ernst & Young SA

$ __x./f_
Pierre Delaloy erge Clément

Swiss Certified Fiduciary Swiss Certified Accountant
(in charge of the audit)

& Offices in Aarau, Baden, Basel, Berne, Geneva, Lausanne, Lucerne, Lugano, St.Gallen, Zug, Zurich.
81 Member of the Swiss Chamber of Auditors.




CVE COMPANY FINANCIAL STATEMENTS
Income statement

CHF 000 2005 2004
Rents and miscellaneous revenues 2622 2629
Company-produced asset additions 17 13
Total revenues 2 639 2 642
Personnel expenses 31 (39
Other operating expenses (211) (202)
General administration costs (633) (702)
Depreciation (1420) (1413)
Operating income 344 286
Financial expenses (2 699) (1924)
Financial income 103 218 10 157
Income before taxes 100 863 8519
Income taxes (74) 509
Net income for the year 100 789 9 028




CVE COMPANY FINANCIAL STATEMENTS
Balance sheet

CHF 000 31.12.2005 31.12.2004
Cash and cash equivalents 337 247
Securities 1422 1422
Receivables from affiliated companies 57 348 6 670
Other current assets 644 223
Total current assets 59 751 8 562
Tangible fixed assets 18918 19960
Long-term financial assets 135 160 97 991
Total non-current assets 154 078 117 951
Total assets 213 829 126 513
Trade accounts payable 92 -
Other short-term liabilities 1363 1459
Current tax liabilities 579 485
Total current liabilities 2 034 1 944
Long-term borrowings 45 000 45 000
Provisions for risks and charges 2 800 2 800
Total non-current liabilities 47 800 47 800
Total liabilities 49 834 49 744
Share capital 28 500 28 500
General reserve 819 319
Reserve for own shares 15 268 15 268
Income brought forward 18 619

Net income for the year 100 789

Retained earnings 119 408 32682
Total shareholders’ equity 163 995 76 769
Total liabilities and shareholders’ equity 213 829 126 513




Share capital

CVE COMPANY FINANCIAL STATEMENTS
Notes to the company financial statements

Share capital

at 31.12.2005  Shareholding at 31.12.2004 Shareholding

CHF 000 as % CHF 000 as %

Romande Energie SA, Montreux b 72 300 96.62 72 300 96.62
Sitel SA, Morges * 20 850 33.33 20 850 33.33
Cisel Informatique SA 1200 39.75 1200 40.00

1) Production and distribution of energy

2) Telecommunications

3) IT services

Subsidiaries and other investments are carried at cost on the balance sheet less appropriate adjustments in the

case of a permanent impairment in value.

CHF 000 2005 2004
4.00% 1997 - 2007 23.05.2007 20 000 20 000
4.375% 2001 - 2011 28.03.2011 25 000 25 000
Total borrowings 45 000 45 000




CVE COMPANY FINANCIAL STATEMENTS
Notes to the company financial statements

31.12.2005 31.12.2004
Number Number
of shares CHF 000 of shares CHF 000
Balance at beginning of year 9765 1572 9765 1572
Balance at 31 December 9 765 1572 9 765 1572
Balance at beginning of year 29 409 13 696 18 409 2110
Purchases - - 11 000 11 586
Balance at 31 December 29 409 13 696 29 409 13 696
Total own shares 39 174 39174
Reserve for own shares 15 268 15 268

CHF 10.125 million through the issue of a maximum of 405 000 bearer shares with a nominal value of CHF 25
each, valid until 7 June 2007.

Share capital Share capital
at 31.12.2005 at 31.12.2004

as % as %
Vaud Canton 36.14 36.14
Vaud municipalities 21.33 23.93
Aare-Tessin AG fur Elektrizitat 10.00 10.00
Group E 5.48 4.61
CHF 000 2005 2004
Fire insurance value of buildings 30342 30342

Joint and several guarantee issued by Romande Energie SA and Compagnie vaudoise d’électricité in favour of

Banque Cantonale Vaudoise, Lausanne. Unused credit line of CHF 40 million at 31 December 2005.



CVE COMPANY FINANCIAL STATEMENTS
Recommended appropriation of retained earnings

CHF 000 31.12.2005
Income brought forward 18 502
Dividend retained on own shares (Art. 659 a1 CO) 117
Net income for the year 100 789
At the disposal of the General Meeting 119 408
Dividend of CHF 15.00 per share 17 100
Allocation to general reserve 5039
Balance carried forward 97 269
Total 119 408

Marc-Henri Chaudet
Olivier Rapin




ABBREVIATIONS

CVE Compagnie vaudoise d’électricité SA

EBIT Earnings before interest and taxes

FGB Société des Forces Motrices du Grand-St-Bernard
FMHL Forces Motrices Hongrin-Léman SA

IFRS International Financial Reporting Standards

RE Romande Energie SA

SEBV Société électrique du Bas-Valais

SEVM Société électrique Vevey-Montreux

VMCV Transports publics Vevey-Montreux-Chillon-Villeneuve

This document is an English translation of the original French text entitled “Comptes consolidés 2005”.

Only the original French text is authoritative.
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