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Market Size and KONE’s Position

The annual size of the market for elevator installation, maintenance, repair and
modernization is estimated to exceed EUR 30 billion. The corresponding escalator
market is nearly EUR 3 billion, and the market for door service amounts to roughly
EUR 5 billion annually.

As one of the leading elevator and escalator companies, KONE has production
in all major continents. It has operations in all key markets through some 800
service centers worldwide. In Europe, sales correspond to approximately 65
percent of total net sales. The North American sales correspond to approximately
22 percent and the Asia-Pacific sales to 13 percent. However, the importance of
Asia-Pacific is continuously increasing.

In mature markets such as Europe and North America the modernization
market is increasingly becoming more important. The main driver behind this
development is safety (regulatory) and the need for upgrading. In emerging
markets, the new equipment market is mainly driven by urbanization and
economic growth.

KONE’s share of the global market is approximately 10 percent.

Chennai

‘ Kunshan
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Key Releases A yearly summary of all KONE’s releases in 2006 is available on the Internet at www.kone.com.

11 May
31 January 28 February KONE won a major service 13 June
KONE booked an order to KONE and contract for the London KONE won a
provide all elevators for the old Hewlett-Packard Underground. The value of major order for
London Stock Exchange Building. signed a global the contract over the 12-year the Vienna
The value of the order was IT infrastructure period will be approximately International
approximately EUR 9 million. agreement. EUR 195 million. Airport.
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6 February

KONE secured
major orders in Italy
and Qatar with a
combined value

of approximately
EUR 27 million.

Net Sales and Profit Increased (Pro Forma)
KONE’s net sales progressed well. Net sales grew by
11 percent, amounting to EUR 3,601 million. Net sales
increased in the EMEA region by approximately 8
percent. The corresponding increases in the Americas
and Asia-Pacific were 16 percent and 20 percent
respectively.

Orders increased by 18 percent in 2006 and the
order book stood at a record high level of EUR 2,762
million at the end of 2006.

Operating income was EUR 360 million, or 10
percent of net sales. This is the best result in the
company’s history

KONE distributed a dividend of EUR 0.99 per class
A share and 1.00 per class B share from the profit for
2005, and the Board of Directors proposes to the
Annual General Meeting that EUR 1.00 per class B
share be distributed as a dividend for the year 2006.

KONE’s market capitalization® increased from EUR
4,261 million to EUR 5,382 million during 2006.

* Market capitalization is calculated based on both
the unlisted class A and the listed class B shares.

KONE won three
orders from the Madrid
Metro. The combined
value of the contracts
was approximately

EUR 22 million.

19 April 26 April

KONE won two orders
to deliver all elevators
for Beijing’s National
Stadium, which will
host the 2008

Olympic Games.

Strengthened Management and Continued
Progress in Development Programs

Changes took place in key managerial posts relating
to business process development and IT systems and
development of the quality of KONE’s solutions and
operations from the customer’s perspective. Top
management and the whole group continued to focus
on the development programs, which started to
contribute to the strengthening of KONE’s market
position and positive profitability performance.

Acquisition of Mainly Small Service Companies
KONE continued its active acquisition policy during
the year and strengthened its market position in all
key markets. A total of over 20, mainly service
companies were acquired.



21 July

KONE acquired
Evin SAS, an
elevator company
located in Lille,
France.

26 October

KONE introduced the world’s
flattest technology for autowalks.
The first KONE InnoTrack™ units
will be installed at Amsterdam
Airport Schiphol.

9 October

18 December

Antti Herlin’s title was changed
into Chairman of the Board of
KONE Corporation, and Matti
Alahuhta’s title to President &
CEO of KONE Corporation.

3 November

It was announced that KONE’s new factory
in Mexico would deliver all elevators for the
North American markets.

KONE and Marimekko
entered into cooperation
on elevator car interiors.

——

14 August

KONE won a contract
to design, supply and
install all the elevators
on Celebrity Cruises’
three new cruise
ships.

Key Figures 2006

15 September

KONE signed a contract with Aker Yards for
the design, supply and installation of all the
elevators on a mega-cruise ship. The new
ship type has been developed under the
project name “Genesis” for Royal Caribbean

28 November

KONE Corporation and KMZ
Karacharovo Mechanical
Factory agreed to withdraw
from their plans to set up a
joint venture elevator

International (RCL).

company in Russia.

pro forma
2006 2005 Change %
Sales MEUR 3,601 3,242 11
Orders received MEUR 3,116 2,639 18
Order book as of 31 December MEUR 2,762 2,327 19
Operating income MEUR 360 2729 32
Income before taxes MEUR 356 178
Net income MEUR 234 109
Total assets MEUR 2,292 2,145
Basic earnings per share 2 EUR 1.86 0.87
Equity/share ? EUR 5.55 5.24
Return on equity 2 % 34.3 15.6
Return on capital employed 2 % 35.4 18.3
Total equity/total assets 2 % 30.5 31.2
Gearing 2 % 17.9 14.8
Number of employees
as of 31 December 29,321 27,238

Y Excluding MEUR 89,2 provision for the development and restructuring program.
2 The principles of calculating key figures can be found on page 86.
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The year 2006 was a successful one for KONE and its shareholders. KONE’s
change was systematically carried forward during the year. The stock markets also
showed confidence in the company’s revised strategy.

The performance of KONE’s share price reflects the confidence that shareholders
have in the company’s sharpened strategy and in the progress of the develop-
ment programs created to fulfil it. During the last year and a half — i.e. from the
demerger until the present day — KONE’s market capitalization increased from
approximately EUR 2.8 billion to EUR 5.4 billion, and KONE is counted among the
most highly valued companies on the Helsinki Stock Exchange. The number of
shareholders has increased steadily, and KONE now has almost 14,000 owners.

| want to thank the shareholders for their trust.

| am very proud of the fact that, during the past year, we made excellent progress
in winning orders and especially in increasing our profit in very competitive
markets. Our strong order book and earnings ability create a solid platform from
which to further develop KONE towards the targets laid out in the strategy. | want
to express my heartfelt thanks to the personnel whose work has been integral in
changing the company, and to the President & CEO who has successfully piloted
it to its present success.

Late in the year, a change was made in the titles of our corporate executives, as a
result of which the title of CEO, previously used by me, was transferred to the
President, Matti Alahuhta. The new practice reflects the nature of our collabor-
ation and the division of tasks that is already in place. Simultaneously, it conveys
my own confidence in the future of KONE.

January 2007

Antti Herlin
Chairman of the Board
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Further information on KONE’s
financial performance:

@ Financial Statements, page 50

@ Pro Forma Comparable Data, page 90

KONE’s Position Continued to Strengthen in the Asia-Pacific Region
The Asia-Pacific region continued to develop well, with most markets maintaining
a high level of activity. The market for new equipment continued to be good,
especially in China, India and Australia. The Southeastern Asian markets of
Malaysia, Singapore and Vietnam also showed positive progress. Rapid urbaniza-
tion and economic growth were the main factors affecting the new equipment
and modernization markets in the region.

The Chinese market was characterized by increased investment in urban real
estate. The demand for new equipment was strong, especially in the residential
sector which constitutes approximately two-thirds of the construction segment.
KONE was able to further strengthen its market position in the residential
segment due to its new elevator offering customized for Chinese residential
buildings.

The central government made several consecutive controlling actions particu-
larly to guide residential construction towards more affordable housing for people
moving into cities, which temporarily slowed down growth somewhat.

The Indian market developed well. Although the residential building sector
remained the engine of growth, all segments performed well. KONE continued to
enjoy good order intake growth in India.

Despite the fact that the service business is still young in the growing Asian
markets, demand is expanding rapidly in line with new equipment installation.

The Australian market progressed steadily. As a result of the active demand for
modernizations, KONE succeeded in winning several significant modernization
contracts. Market activity was also high for new equipment in the office and
commercial segments and, contrary to expectations, did not slow down signifi-
cantly in the residential segment.

In 2006, KONE won the order for all elevators for the National Stadium in
Beijing, which will host the 2008 Olympic Games. The order follows KONE’s
previous successes in China, including equipment deliveries for the new terminal
at the Beijing Capital Airport, the Capital Museum and the National Grand
Theater.

A Year of Innovations

During 2006, several product improvement initiatives were turned into concrete
solutions. KONE’s order intake was boosted by the positive reception given to its
renewed offering for the Chinese market, the success of its extended machine-
room-less range in the U.S. and the improved product portfolio in Europe.
KONE also made several gains as a result of the increased focus on design in all
business areas.

KONE has continuously improved its service business offerings in order to
provide the best possible service to its customers throughout the life cycle of the
equipment. In 2006, KONE continued to implement new service concepts and
started the rollout of a renewed global maintenance method.

In 2006, KONE also introduced new internet-based tools to support its
business operations.
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Demand for Energy-efficient Solutions Growing in China

In 2006, KONE won an order to deliver new KONE MonoSpace® and
MiniSpace™ elevators to the “Water Front”, the largest residential
community in Qin Huangdao. The coastal city with over 2.6 million
residents is located about 300 kilometers east of Beijing. The buildings in
the area are designed to save 50 percent energy and incorporate the latest
housing features and technology.

KONE'’s solutions offered energy efficiency and the most environmen-
tally-friendly design in line with the project’s themes of energy saving,
safety, efficiency, accessibility and sustainability. This was an especially
important aspect now that the State Construction Commission of China
has issued a ‘Construction Energy-saving Management Rule’, which
requires real estate developers to disclose their ‘residential energy-savings
index’ in all future projects.

KONE will continue to scan local product and service requirements to
create improved solutions for local needs. In China, the demand for energy
efficiency is growing alongside the requirement for space efficiency.




New Revolutionary Autowalk: KONE InnoTrack™

The development of KONE’s new autowalk solution originated from inter-
views of some of KONE’s leading customers regarding people flows in the
future. After evaluating the customer views, KONE started to develop a
revolutionary new autowalk solution together with one of its public transpor-

tation customers, Amsterdam Airport Schiphol. One of the key requirements
set for the product was adjustability to a changing environment.

In September 2006, KONE released the new KONE InnoTrack™ autowalk,
whose name derives from its key features. “Inno” stands for innovation, the
key element and driver of the new autowalk, while “track” stands for the
new modular design of the truss, which differs from the traditional one-piece
rigid format.

The key features of the new product culminate in its modular structure,
with no need for a pit, which enables its easy installation, relocation and
modification.




New Flat Autowalk Technology Introduced in Europe

The most significant innovation in 2006 was new autowalk technology which sets
a totally new standard for escalator solutions. The KONE InnoTrack™ technology
makes it considerably easier to design locations for and install autowalks. Due to
the innovative pallet return mechanism and a new kind of motor solution, the
KONE InnoTrack™ autowalk can be installed on a finished floor without any need
for a pit. Sale of the new solution will commence in 2007.

In the European new equipment market, KONE released a range of preferred
offerings, which apply to the new release of the KONE MonoSpace® elevators.
These predefined product packages offer customers added value by providing
more flexibility, improved performance features (e.g. a destination control system)
and shorter delivery times. They include a broad range of visual options for
elevator car interiors, ranging from wall decoration to lighting.

A roll out of an elevator car decoration solution KONE Deco™ started in
Europe in 2006. The solutions range from predefined solutions to fully customized
solutions and can be applied to both new and existing elevators. The KONE
Deco™ solution comes with full service, from decoration planning to material
installation and replacement.

Following the KONE Deco™ release, KONE and the Finnish design company,
Marimekko, signed an agreement to start cooperation under license, concerning
the decoration of elevator car interiors. Marimekko’s designs are now part of the
KONE Deco™ solution, offering high-quality design alternatives to supplement
other KONE Deco™ designs.

New legislation requirements based on the European Safety Norms for Existing
Lifts (SNEL) continued to create lot of demand for modernizations in Europe.
During 2006, KONE developed and released several modernization solutions,
including the new innovative KONE ReGenerate™ modernization package. This
solution covers the hoisting, electrification and signalization of elevators, and is
optimally suited to old residential buildings.

The sale of KONE MaxiSpace™ elevators was extended to most European
countries. This modernization solution, which in many cases enables elevator
cabins that are as much as one-third larger than traditional cabins to be installed
in the same hoistway space, strengthens KONE’s portfolio of full replacement
solutions.

Machine-room-less Offering Expanded in North America

In North America, KONE extended its machine-room-less KONE MonoSpace®
product family (known as KONE EcoSpace® in the U.S.) to offer more space
efficiency and energy savings. In 2006, further performance improvements, such
as the capability for bigger loads, were released. KONE’s MRL product offering
for the North American market now covers most hydraulic elevator segments.
KONE also developed elevator and escalator modernization solutions tailored for
the North American market.

BUSINESS REVIEW |
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Space-efficient Elevator Solution a Success in Asia

In the Asian market, KONE continued to increase the flexibility of its product
offerings and the coverage of visual options. The new KONE MiniSpace™
elevator, which is customized for the Chinese market, was well-received especially
in the residential segment. The new elevator is based on the KONE MonoSpace®
machine-room-less technology platform, but it has a small machine room. Due to
the space-efficient features, the KONE MiniSpace™ elevator is especially well-
suited to high-rise office and residential buildings. Both the new KONE Mini-
Space™ elevator and a new MonoSpace® elevator released for the Chinese
market in 2006 offer a broader range of visual alternatives, space efficiency and
flexibility.

In 2006, the first escalator product from KONE’s subsidiary KONE TELC
Industries Co., Ltd was released to most Asian markets, including India, and to
the South African and European markets. The new escalator, called KONE
TravelMaster™, is targeted at commercial use in shopping and entertainment
centers and in other commercial buildings.

KONE also introduced another escalator product, which was released for sale
in all market areas. The KONE TransitMaster™ escalator is based on KONE’s
proven heavy-duty escalator technology, which has been developed to further
optimize engineering, manufacturing, installation and maintenance processes.

Customer Focus Supported by New Service Improvements

The service concepts, KONE Proximity and KONE Care for Life, were further
developed in 2006. KONE Proximity is a real-time service concept, which supports
customer focus by improving the access to and amount of real-time customer
information and communication. The KONE Care for Life concept focuses on
long-term, customer-specific needs covering the whole life cycle of the equip-
ment. KONE aims to be the preferred partner of its customers, fulfilling their
needs throughout the equipment’s entire life cycle.

In 2006, KONE Proximity was supported by the rollout of a renewed prevent-
ive maintenance method based on eight maintenance modules which have been
harmonized in KONE’s maintenance operations globally. The new maintenance
method was developed to improve end user safety, and also to ensure that
maintenance methods are similar in all market areas. The new maintenance
method has been implemented in most KONE countries globally.

Following a pilot project in 2005, a customer extranet service, KONE
eOptimum™, was introduced globally to provide real-time information relating to
callout and equipment status, as well as reports related to performance, main-
tenance, repairs and invoicing. The new web-based solution offers customers easy
access to a centralized source of customer-specific information and improves
customer communication.

KONE continued to implement the global KONE Care for Life concept to help
customers identify accessibility, safety, aesthetics and performance opportunities.
The tools of the KONE Care for Life concept make it possible to analyze equip-
ment with respect to potential safety risks, usability problems, technological
obsolescence and quality of appearance.



New Harmonized Maintenance Method Introduced

In 2006, KONE introduced a new maintenance practice. The new
preventive maintenance method not only improves end user safety, but
also upgrades the maintenance service by ensuring that maintenance
methods are similar in all market areas.

The new approach was developed by reviewing and evaluating the
best practices employed in KONE’s existing maintenance operations.
The renewed harmonized method, modular-based maintenance, is
based on eight modules, which are performed systematically and in line
with optimized maintenance planning.

The new method has been implemented in over 30 KONE countries
around the world. To ensure harmonized maintenance and high quality
service, training of maintenance technicians was started in 2006, and
this process will be continued during the first half of 2007.
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Customer Relationship Management System Supports

the KONE Care for Life Approach

In 2006, KONE continued to deepen the customer focus orientation of its
operations. As a result of internal and external surveys, a revised profile of
different customer groups was created to enable KONE to better respond

to customer-specific needs and expectations.

One of the main customer management tools implemented in 2006 was
a Customer Relationship Management (CRM) system, which enables better
and more efficient customer service and sharing of customer information in
the KONE organization.

The CRM application, which is currently beeing introduced in most KONE
country organization, supports the KONE Care for Life concept introduced in
2005. According to this approach, KONE aims to provide its customers with
systematic and preventive service throughout the equipment’s life cycle.
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During 2006, KONE also introduced a Premier Partnership® program, which is
a systematic way of packaging, promoting and delivering a customized offering
to KONE's key customers. KONE Premier Partnership® is a collaborative cross-
business approach that utilizes all opportunities for cross-selling, up-selling and
additional sales. The new approach increases customer value by offering optimal
management of the entire equipment and flexible and dedicated service, while
also supporting customer relationships by bringing more communication and
transparency to decision making. The new program supports the KONE Care for
Life approach by reviewing maintenance contracts from the life cycle perspective.

New Tools in Use

In 2006, KONE implemented a corporate-wide application for customer
relationship management (CRM). The new tool was developed to enable a
more customer-oriented approach and more efficient management of customer
information. By mid 2007, all KONE country organizations will have the CRM
processes and system implemented.

A centralized Business Intelligence portal containing business news, reports
and analyses was also launched in 2006 to strengthen KONE’s business intelli-
gence operations. The news portal, KONE Compass, supports daily business
operations by offering a wide range of business environment-related information
with global coverage.

Co-operation Agreements and Acquisitions

KONE continued to acquire mainly small elevator service companies. Acquisitions
were made in France, Italy, Canada, Denmark, the Netherlands, Finland, the U.S.,
Germany, Spain, Portugal and Sweden.

One of the most significant acquisitions was Evin SAS, an elevator company
located in Lille, France. Evin SAS installs, maintains and modernizes elevators and
automatic building doors. The acquisition strengthens KONE’s position as a
market leader in the elevator and door businesses and improves its position in
several regions in France.

In Germany, KONE increased its shareholding in Lodige Aufzugstechnik to
85 percent. The company employs approximately 100 people and has 5,500
units under maintenance contract.

In Malaysia, KONE closed the joint venture agreement with Fuiji Lift &
Escalators. KONE has an 80 percent holding in the company.

KONE Corporation and KMZ Karacharovo Mechanical Factory agreed to
withdraw from their plans to set up a joint venture elevator company in Russia,
first announced by the parties in April 2005. However, KONE and KMZ will
continue to cooperate on the local Russian elevator market.
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Central to KONE’s personnel strategy is ensuring interest in KONE as an employer and securing the
availability, commitment and continuous development of its human resources. Employees’ core
competence areas are developed to support the company’s current and future business requirements.
The purpose of KONE’s personnel strategy is to help the company meet its business targets.
Motivational leadership and operating methods are employed to support the achievement of
business targets.

KONE’s activities are guided by ethical principles. The rights and responsibilities of
the personnel include the right to a safe and healthy working environment and
personal well-being, as well as prohibition of discrimination.

Implementation of Revised Strategy Continued

Following the revision of the corporate strategy in early 2005, KONE’s human
resources management continued to promote its implementation throughout the
organization in 2006.

The end of 2005 saw the initiation of a process aimed at defining values for
KONE in order to support and guide the changes that followed the strategy
revision. In particular, values were defined to promote the achievement of more
customer-oriented operating methods. In June 2006 a start was made on
communicating and applying these values in practice.

A global employee survey was carried out at the beginning of 2006 to follow
up not only the job satisfaction, leadership, customer satisfaction and information
flow that had been surveyed in 2004, but also the progress made in adopting the
new corporate strategy. According to the survey, good progress had been made
in reaching the objectives set in 2004, and each unit prepared its own operating
plan based on the results.

Steps were taken to actively support communication of the strategy. In order
to support line management, a facilitator network made up of employees working
in different parts of the organization was founded to support establishment of the
strategy in the various countries and business units. Strategy discussions were
organized during the year at the unit, department and working group levels to
promote adoption of the corporate goals and the understanding of how they
affect the work of each employee. In addition, the strategy was communicated by
a video reporting on how changes had been put into practice, President’s letters,
personnel magazines, intranet and electronic newsletters.

More customer-oriented operating methods were promoted through the
continued development of customer relationship processes and the training of
sales personnel. Efforts were continued to train not only the sales management
but also other employees working in customer service duties.

Competence Development

KONE develops the know-how of its personnel in their daily work through
targeted learning solutions and job rotation. Each business unit’s own Training
and Personnel Development Department is mainly responsible for the develop-
ment of the unit’s personnel. KONE’s training centers in various parts of the world
are responsible for technical training. Global training programs are also organized
in order to strengthen common operating models, coach managers and ensure
in-house generation of future managers. Virtual management is coached through
web-based learning tools. Human resources management and change manage-
ment continued to be generally focused on in management training.



9.

Values Guide in the Way of Change
KONE initiated a value process at the end of 2005, as a result of which four
values guiding and supporting operations were defined. The values were defined
in a process comprising several consecutive working groups participating in
different areas of the organization. The aim of the values finalized in June 2006

is to support KONE’s traditional good working culture, while at the same time
guiding operations in the direction indicated by the strategy. The new values
were communicated to employees during the year in the letters of the President,
in the personnel magazine, in the intranet and in electronic newsletters. In
addition, a video was prepared to promote adoption of the values, in which
KONE employees around the world reported on the significance of the values in
their own work. The values were also refined by means of open dialogue in small
groups. In accordance with our new values we want to delight our customers,
have energy for renewal and passion for performance, and above all we are
willing to win together.

— BN
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EMPLOYEES BY JOB CATEGORY, %

Maintenance and
modernization

New equipment
sales and installation

Manufacturing

Administration, IT, R&D

EMPLOYEES BY MARKET, %

@ Europe, Middle East,
Africa (EMEA)

Americas

Asia-Pacific

Occupational safety

is measured continuously
by the industrial injury
frequency rate (IIFR).
The rate was 8.4 at the

end of 2006 (8.7 in 2005).

IIFR (Industrial Injury
Frequency Rate): the
number of injuries resulting
in absence from work of
one day, one shift or more,
per million hours worked.

Four training programs were organized during the summer of 2006 to
accelerate implementation of the corporate strategy and to strengthen the ability
of the participants to manage change. Altogether 250 representatives of KONE’s
management from various countries and business units participated in the work
shops. The partner in the program was the world-leading International Institute
for Management Development (IMD). In addition to the program, the strategy
and values have been incorporated into all of KONE’s global training programs.

Talent and Performance Management

The purpose of annual personal development discussions is to ensure each
employee’s awareness of, and commitment to, corporate goals and to agree upon
his or her individual targets and development needs. In the future, too, strategy-
induced change and the values supporting it will be examined in connection with
the personal development plans.

In order to ensure resourcing for future leadership and key assignments, KONE
carries out annual succession and development planning. In connection with this
activity, potential candidates for management positions are identified. As a result
of the strategy, human resouces have been completed in those functions that are
critical in terms of successful strategy implementation.

KONE cooperates actively with educational institutions, maintaining direct
contacts and participating in recruitment fairs and student publications. KONE
units around the world provide internships and thesis positions for technical and
economics students in their home countries, while KONE’s International Trainee
Program enables them to apply for various positions around the world.

Regular Employee Information and Consultation Work

KONE complies with the EU Directives on employee information and consultation
and organizes the related annual international employee meetings. Communica-
tion between the annual global meeting and working group meetings has been
increased particularly in connection with major changes.

Safety First

KONE strives to provide safe products and services to its customers and end-users,
as well as a safe working environment for its employees. The corporate safety
policy defines the general principles underlying safety operations, and includes
safety training and methods, as well as information on reporting. All KONE units
are required to comply with the corporate safety policy.

Focus Areas of Human Resources Management in 2007

In 2007, human resources management will continue to promote implementation
of the corporate strategy. A more customer-oriented way of working will be
supported by further developing the skills of all employees and especially the
sales and customer service personnel. Communication of the strategy will be
continued, in addition to which the adoption of the new values will be promoted
in everyday work. During 2007, a global employee study will again be conducted
on the subjects studied in 2006, while at the same time surveying the adoption of
the revised strategy and the values defined in 2006.
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KONE strives to contribute to the environmental sustainability, both trough its own operations and
the operations of its customers and suppliers. This is achieved by developing operating practices and
supplying products and services that are environmentally sound.

Environmental Commitment

Elevators and escalators are essential for management of massive people flows.
Therefore they must operate efficiently and reliably — often continuously, for 24
hours a day, 365 days a year.

KONE aims to develop its manufacturing processes and operating procedures
so that their environmental impact will remain as small as possible throughout the
products’ entire life cycle. Therefore it is of the utmost importance to reduce use-
related environmental impacts through continuous and efficient product develop-
ment, aimed at lowering energy and fuel consumption, oil requirements, and
noise levels.

KONE thoroughly analyzes the environmental impact of several products over
their entire life cycle. The analysis includes an evaluation of the impact from the
extraction and selection of raw materials to assembly, transportation, distribution,
use, and finally, the safe disposal of the product.
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The analyses indicate that the greatest environmental impact is generated by
the use of products, rather than their manufacture. It is estimated, that elevators,
for example, represent some 5-10 percent of the energy consumption of a
building, depending on the other installed services.

Although manufacturing accounts for only a minor part of the total environ-
mental impact, it can have a significant local effect. The environmental issues
related to KONE"s manufacturing processes — such as exhaust fumes from
painting lines and waste generated by metal machining — are typical of industrial
engineering. KONE therefore strives to use as few chemicals that are damaging
to the environment and health as possible.

Recycling

Elevators and escalators are durable and give long-lasting service when provided
with the appropriate maintenance. The environmental impact of maintenance is
mainly related to the disposal of replaced components, the cleaning of equipment
and exhaust from service vehicles. Today some 90-95 percent of elevator and
escalator materials are easily recyclable metals. KONE has developed methods for
the extensive recycling of metals and other reusable materials. During replace-
ments, KONE takes full responsibility for the safe, environmentally friendly
removal and disposal of old equipment.

Coordination of Environmental Issues

KONE’s business units are responsible for handling environmental issues. They
determine the environmental impact of their operations and products through
environmental management systems. The ISO 14001 Environmental Manage-
ment System is in use in four production facilities and seven country organiza-
tions. The production facilities and country organization in China passed the
ISO 14001 certification in December 2006. Certification work will be actively
continued during 2007.

New Environmentally Friendly Innovations
In 2006, KONE developed the world’s flattest autowalk technology, the KONE
InnoTrack™. The new autowalk solution is environmentally friendly because of its
oil-free drive system and pallet chain and the fact that it uses significantly less
material than traditional solutions.

In addition, an elevator powered by solar energy was tested in 2006 to
promote minimal environmental impact and reduce traditional energy
consumption.

Environmental Responsibility

KONE recognizes that all its activities and products have their own impact on the
environment. Therefore we take care of the environment not only by our own
proactive initiatives, but also by complying with the laws and recommendations
related to our business and by continuously monitoring the changes made to
them.
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KONE Corporation complies with the Recommendation for the Corporate
Governance of Listed Companies, dated 1 July 2004, of the Helsinki Stock
Exchange, the Central Chamber of Commerce and the Confederation of Finnish
Industry and Employers, with the exception of recommendations 29 (Audit
Committee members), 32 (Nomination Committee members) and 35 (Compen-
sation Committee members). These exceptions are due to the company’s
ownership structure. The company’s largest shareholder, Antti Herlin, controls
62 percent of the company’s voting rights and 21 percent of its shares. The
significant entrepreneurial risk connected with ownership justifies the main
shareholder serving as Chairman of the Board of Directors and its Committees
and, in this capacity, overseeing shareholders’ interests.

KONE’s administrative bodies and officers with the greatest decision-making
power are the General Meeting of Shareholders and the Board of Directors of
KONE Corporation, the Chairman of the Board and the President & CEO. At the
Annual General Meeting of Shareholders, the shareholders approve the consoli-
dated financial statements, decide on the distribution of profits, and select the
members of the Board of Directors and the auditors and determine their compen-
sation. KONE Corporation’s Annual General Meeting is convened by the Board of
Directors. According to the Articles of Association, the Annual General Meeting of
shareholders shall be held within three months of the closing of the financial year
on a day designated by the Board of Directors.

Board of Directors

Duties and Responsibilities

The Board of Directors’ duties and responsibilities are defined primarily by the
Articles of Association and the Finnish Companies Act. Its duties include the
approval and confirmation of strategic guidelines and principles of risk manage-
ment, ratification of annual budgets and plans, decisions on corporate structure,
and decisions on major acquisitions and investments. The Board appoints the
Chairman of the Board as well as the President & CEO of the Group and deter-
mines the conditions of their employment. It has created rules of procedure
stipulating the duties of the Board, its Chairman and its Committees.

The Board of Directors holds six regular meetings a year and additional
meetings as required. In 2006, the Board of Directors convened 11 times, with an
average attendance rate of 92 percent.

The Board of Directors reviews its own performance and procedures once a
year.

Members of the Board
The Annual General Meeting elects 5-8 members and no more than three deputy
members of the Board of Directors for one year at a time in accordance with
KONE Corporation’s Articles of Association. The Board of Directors elects a
Chairman and Vice Chairman from among its members. In electing the members
of the Board, attention is paid to the candidates’ broad and mutually complemen-
tary experience, expertise and views of both KONE’s and other businesses.

The full-time Chairman of the Board of Directors of KONE Corporation is Antti
Herlin. Sirkka Hamaldinen-Lindfors is the Vice Chairman of the Board. The
members of the Board are Matti Alahuhta, Jean-Pierre Chauvarie, Reino Hanhinen,
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Masayuki Shimono, Sirpa Pietikdinen (as of 27 February, 2006) and liro Viinanen.
Gerhard Wendt was a Board member until 27 February, 2006. Of the Board
members, Jean-Pierre Chauvarie, Sirkka Hadmélainen-Lindfors, Reino Hanhinen,
Sirpa Pietikdinen and liro Viinanen are independent of the Corporation. With the
exception of Antti Herlin, all Board members are independent of significant
company shareholders.

Jukka Ala-Mello serves as Secretary to the Board.

Committees

The Board of Directors has appointed two committees consisting of its members:
the Audit Committee, and the Nomination and Compensation Committee. The
Board has confirmed rules of procedure for the Committees. The Secretary to the
Board acts as the Secretary of both Committees.

The Audit Committee monitors the Group’s financial situation, supervises
reporting related to financial statements and interim reports, assesses the
adequacy and appropriateness of KONE’s internal control and risk management
and adherence to rules and regulations, and deals with the Corporation’s internal
audit plans and reports. Urpo Paasovaara, Director of Internal Auditing, reports
the internal audit results to the Committee. The Audit Committee evaluates the
auditing of the Group companies’ accounts and the appropriateness of the
related arrangements and auditing services, and considers the auditors’ reports.
Furthermore, the Committee formulates a proposal to the Annual General
Meeting regarding the auditors to be selected for the Corporation. In 2006, the
Committee consisted of Antti Herlin, Chairman, and Board members Sirkka
Hamalainen-Lindfors and liro Viinanen as independent members. The Audit
Committee held four meetings in 2006.

The Nomination and Compensation Committee prepares proposals to be
made to the Annual General Meeting regarding the nomination of Board
members and their compensation and makes decisions regarding senior manage-
ment appointments and compensation. In 2006, the Committee consisted of
Antti Herlin, Chairman, and Board members Sirkka H&dmaélainen-Lindfors and
Reino Hanhinen as independent members. The Nomination and Compensation
Committee held one meeting in 2006.

Operating Management

Chairman of the Board and President & CEO
KONE Corporation’s Board of Directors appoints the full-time Chairman of the
Board and the President & CEO. The Board determines the conditions of employ-
ment of the full-time Chairman of the Board and the President & CEO, defined in
their respective written contracts. The Chairman of the Board prepares matters to
be considered by the Board together with the President & CEO and corporate
staff. The Chairman of the Board and the President & CEO are responsible for
execution of the targets, plans, strategies and goals set by the Board of Directors
within the KONE Group. The President & CEO is also responsible for operational
leadership within the scope of the strategic plans, budgets, operational plans,
guidelines and orders approved by KONE Corporation’s Board of Directors. The
President & CEO presents operational issues to the Board, and is responsible for
implementing the decisions of the Board.

Antti Herlin serves as KONE's full-time Chairman of the Board, while Matti
Alahuhta serves as the President & CEO.





