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Union Bank of Norway’s business concept

Union Bank of Norway's goal is to be

conceived as the best banking alternative

for private customers and for local busi-
ness in is market areas. The bank will
also maintain a substantial involvement
in the public sector.

The bank will concentrate on com-
petitive lending and deposit products,
efficient and correctly-priced money
transfer and payment products, and on
further developing and selling life assu-
rance and securities. The bank’s core

products shall be uncomplicated, under-

standable, and easily accessible.

A decentralised organisation with
extensive delegated authority and good
expertise in the individual bank

Main figures

office/branch gives
proximity to the
markets. The exper-
tise necessary to
meet requirements
for specialised servi-
ces will be covered ar
regional level, or
centrally. In addition

to a broadly based branch network, new

forms of distribution will be further
developed in order to meet the marker's
new demands, and to satisfy customer
requirements.

The bank gives priority to profitabi-
lity and efficiency rather than to growth.

The business will be directed to those

A total supplier of financial products

and services

areas that generate
the highest return.
The bank places par-
ticular emphasis on
continually monito-
ring costs and cost-
cfficiency.

The organisati-
on shall be characte-
rised by profit consciousness and respon-
sibility at all levels. In this context, per-
sonnel policy will play an imporrant
role. It shall be characterised by an open
dialogue with employee representatives
and the rest of the staff in order to achi-
eve common goals and strengthen com-
mon values.

1996 1995 1994
Net interest income 2559 2781 2924
Capital gains {losses) 176 215 (228)
Other operating income (net} 1371 1084 1015
Operating expenses, excluding restructuring costs 2 820 2 655 2443
Operating result before losses 1131 1425 1278
Losses {(gains) (42} 19 466
Operating result 1173 1406 812
Profit for the year 851 1071 704
Return on equity 13.8 % 19.9 % 15.0 %
Interest margin 24 % 28 % 30%
Operating result before losses 1.0 % 1.5% 13 %
Effective return on primary capital certificates 31% 34 % {2 %)
RISK amount {in NOK at 1.1. preceding year) approx. 21 4.39 {2.31)
Change in loans 14.0 % 9.6 % (3.0%)
Change in deposits 8.3 % 5.5 % 1.9 %
Total assets 114 540 101 521 94 962
Net defaults 1.0 % 14 % 23%
Losses on loans {0.04 %) 0.1 % 07 %
Capital base (eligible} 10775 3615 9848
Capital ratio 13.2 % 13.3 % 14.8 %
Gf which Tier 1 capital 1.5 % 7.9 % 77 %

Amounts in NOK million. Further key figures and definitions are shown on page 44
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‘TEST OFFICE
Lillehammer in March 1996. The trial was a success and more than 50

The test office for new technology was opened at

offices will be reorganised and will start to use the new rechnology in 1997.

'PRIMARY CAPITAL CERTIFICATES BN E te MRets
Government Bank Investment Fund sold 40% of Union

Bank of Norway’s primary capital cerrificates. The sale
was oversubscribed 200%. The sales price was NOK 176
per certificate. The bank registered more than 6,000 new
primary capital certificate holders. 7

Important events in 1996

“NEW LOGO [RUETWN
Bank of Norway launch-

ed a new logo in 1996. I -
R BTN Union Bank of

Subsidiaries changed

their names: NOR Norway’s telephone bank, NOR24,
Eiendomsmegling, opened its lines in April. The bank is
NOR Forsikring, and open 24 hours a day, 365 days a year.
NOR Finans.

B C8:TUT@ Vika Bank was opened to serve
customers with a particular need for financial
advice and good service.,

R Rold LTI Co-operation agreements were signed between
Union Bank of Norway, Sparebanken Hedmark, Sparebanken
Mere, Sparebanken Rana, Sparebanken Sogn og Fjordane, and
Sparebanken Seor.
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“ACQUISITION RS BETTER RATING [N
Bank of Norway took over rating agencies upgraded
Karl Johan Fonds, a stock- Union Bank of Norway’s

broking company. rating in 1996.

@ LU NERTN {38 In 1996, NOR Eiendoms-
megling became Norway’s largest real estate
agency.

B as <l The Ibsen Kvartalet (commer- o
cial complex) was opened November 1st, ~UP 30%
fully let. shares rose sharply in

Trading in

1996. Avanse increased
its total assets by 30%,

“BUSINESS LOANS DY Ra T RiTey and maintained its posi-
time, business loans exceed loans to tion as Norway’s largest
the private market. At the end of fund manager.

the year, business loans accounted
for 51% of the loan portfolio.

"HIGHER PRICE (¥ LG eV The Group Board
price of the bank’s pri- of Directors resolved to make a provi- - -
mary capital certificates sion of NOK 155 million in the

rose by 22% during the | 1996 accounts, for restructuring.

year. This provision is intended to cover

ongoing and planned reorganisation
measures which will affect 450

employees.

L LSERITEMIIN The 1996 profit was
NOK 851 million, and the dividend has been fixed
at NOK 15 per primary capital certificate.
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M The finance sector is characterised by its rapid changes. Customers are less prone to save on tra-
ditional savings accounts, and more with insurance and the stock market. Every year, technology
provides us with new ways of serving customers. While bank offices formerly were the only places
you could go to for banking services, the banks have developed a wide range of services via the
mail, the telephone, and PCs over the last few years. These changes also bring abourt structural
changes and more competition in banking.

B In 1996, we experienced substantial changes in the Norwegian finance market. Union Bank of
Norway signed comprehensive co-operation agreements with five regional savings banks, and four
other regional savings banks have formalised their close association. Many of the smaller savings
banks have joined together in groups in order to meet the competition in the banking market that
tomorrow is sure to bring. In
the course of the year, insuran-
ce companies have entered the

A long-term
force, and in neighbouring P er SP ective and an

countries, giant banks have ability tor eadj ust
been established which regard

Norwegian banking market in

Norway as an exciting market.
M Without doubt, the bank-

ing industry faces a new, tur-

Lt b

bulent period, characterised
"by a great deal of excess capacity.
B At the same time, there are few businesses with the long-term perspectives of the banks. This is
particularly so for savings banks. Through their local roots, the savings banks have been serving
local customers over the past two centuries. The bank knows its customers, and the customers
knows their bank.

B [n 1997, Union Bank of Norway can celebrate an anniversery. Christiania Sparebank - one of
the almost 100 savings banks that now make up Union Bank of Norway - was established as the
nation’s first private bank 175 years ago. Since 1822 this bank has managed to adapt to changing -
condition, without ever having to seek external help in an emergency. Because the basic concept
has been the same, the savings banks have had a sound foundation that has made it possible for
their managers and staff to meet many sweeping and different restructuring needs over the years.
M For four consecutive years, Union Bank of Norway has been able to present very good financial
results. These years have been used to strengthen the bank’s expertise, our technological solutions,
and our financial strength. As a result, we believe we are well equipped to meet future challenges
from the customers, to meet structural changes in the banking sector, and to tackle internal
measures that are to be introduced.

M The esprit de corps and the business concept that our bank has developed over a period of 175
years in many local markets is the foundation on which we will build in the years to come.
Flexibility and a long-term perspective will continue to be the girders we use as we build stone
upon stone.
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H Union Bank of Norway is a leading
provider of financial services to
Norwegian private individuals and
companies, with a total customer base
of 700,000 private customers and
100,000 businesses, associations, and
co-operatives. Broad market coverage
and proximity to the customers is provi-
ded through 183 offices, and a staff
representing 3,349 man-years.

H The range of services extends from
ordinary banking services to insurance,

fund management, stockbroking, real

Union Bank of
Norway Group

estate broking, property management,
syndication, leasing, and factoring.
With a broad product range and com-
petitive prices, Union Bank of Norway is
able to offer combinations of products
suited to the different life-phases of
the private customers, and the current
needs of individual businesses.

B The bank has a decentralised structu-
re, organised in five regions, a division
for large business customers, and seven
district offices. The subsidiaries in the
Group have independent responsibility
for the development if their business
areas within the framework set by the
bank’s overall strategy. Union Bank of
Norway's primary cépital certificates are
listed on the Oslo Stock Exchange and
on SEAQ in London.

Operating profit

Return on equity before tax

Return on the bank’s invested capital

Sales and portfolio commissions to parent bank
Total assets

Number of man-years

Union Bank of Norway holding

* The owner's share {35%) of the profit/lcss

- sparebanken

NOR

(The bank operates

domestically under
the name Spare-
banken NOR, and
internationally under
the name Union
Bank of Norway.)
The parent bank is
Norway's third lar-
gest bank. Ir places
particular emphasis
on urilising local
markert knowledge
and creating condi-
tions for efficient
utilisation of rechno-
logy in new, and
more efficient every-
day banking services.
Proximity to its cus-
romers and a know-
ledge of local condiri-
ons are Union Bank
of Norway’s most
important comperiti-
ve advaniages.

1026

98 273
2 879

25 Sparebank

W kreditt

Sparebankenes
Kreditrselskap A/S
is a mortgage com-
pany which provi-
des medium and
long-term frxed
interest loans to
business, housing
associations, and the
public sector,
against security in
real estate. Direct
sales, low risk, and
low operating
expenses form the
basis for the compa-
ny’s competitivencss
in the market. The
company’s [oans ro
private customers
were transferred to
the new unit
NOR24 at the
beginning of 1996.

83.2
74 %
10.0%

13 359
40
100.0 %

NOR Finans

provides sales

finance, car loans,
leasing and fac-
toring.

The company
operates in both the
private and business
markets. NOR
Finans is one of the
fastest-growing
finance companies
in Norway. The
company’s products
are sold through
Union Bank of
Norway's office net-
work, co-operating
banks, and the
company’s own
offices.

17.1
9.7 %
16.2 %

1671
62
100.0 %

NOR

- Sorsikring -

NOR Forsikring is
the largest supplier
of life assurance for
sale through
Norwegian savings
banks. Its products
are sold through
Union Bank of
Notway's offices,
and 58 other
savings banks, and
are customised to
the needs of the
banks’ customers in
both the private and
the business
markets.

305*
231 %
222 %

5644
157
79.8 %
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Linstow Eiendom is
a wholly-owned
property company
established to ensu-
re professional
management and
development of the
bank’s own proper-
ties, and properties
the bank has had to
re-possess. The
company is also a
major player in the
development and
management of
business properties,

202

22 %
22%
2834
43
100.0 %

* sparebankgdrdene

kA GRURZEY

The company is
responsible for con-
versions, fitring out
and management of
all of Union Bank
of Norway's bank
offices. Sparebank-
girdene AS owns
200,000 m? and
rents a further
50,000 m? of
business premises.

5.1

1.0 %
2.5 %
1513
3
100.0 %

NOR
Eiendomsmegling
today has 30 real
estate agencies in
central Eastern
Norway, and
operartes the
nation’s largest real
estare broking
business for residen-
tial properties and
holiday cotrages.

23

6.6 %
7.2 %
235

147
100.0 %

avanse

Avanse Forvalining
is Norway's oldest
and fargest fund
management com-
pary, and is a mar-
ket leader in murual
fund management.
The company offers
a wide selection of
investment alterna-
tives, operating
money market,
bond market, and
equity funds which
invest in Norway
and abroad. Its
products are mainly
sold through 130
savings banks.

13,8
26,3 %
140,1 %
58

102

39

65,0 %

Kar! Johan Fonds

frrrr

Karl Johan Fonds
was acquired on

1 July 1996, and is
a substdiary of the
Group. Since

1 January 1997, the
company has held a
licence as a stock-
broking enterprise
under the new
Securities Trading
Act, and in accor-
dance with this shall
undertake part of
the Group's equity
market operations.
The company is
active in the prima-
1y and secondary
markets for shares
and primary capital
certificates, and int
financial advisory

services.

8'5 *k
21,4 %
18,3 %

126
43
75,0 %

“NOR

union bank of norway

UBNI provides
currency loans to
Norwegian and
Scandinavian
savings banks, in
addition o provi-
ding finance and
advisory services 1o
small and medium-
sized Scandinavian
business customers.
Furthermore, UBNI
provides banking
services to
Norwegians and
Scandinavians

resident abroad.

24,2
128 %
19,8 %

3777
32
100,0 %

** The company’s result for the full year. The company is consolidated into the accounts with effect frem the acquisition date, 1 July 1996.
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Report of the Board of Directors for 1996

1996 was another good year for Union Bank of Norway. The
Group recorded a profit of NOK 1,328 million, before tax and
provisions for ongoing and forthcoming reorganisation. After tax
and provisions the profit was NOK 851 million, which corre-
sponds to a return on equity of 13.8 per cent. On the basis of the
good result, the Group Board of Directors recommends the pay-
ment of a NOK 15 dividend per primary capital certificate.

B In 1996, Union Bank of Norway entered into a comprehensive,
binding association with five of the largest savings banks in Norway.
This co-operation will allow the banks to serve their market in a
better manner, both quality-wise and cost-wise. |
B The Group’s profit reflects a year characterised by good operations
in the parent bank and subsidiaries, and by the fact that the
Norwegian economy is growing sharply: increased employment,
higher prices for residential and other property, higher car sales, a
sharp increase in exports, and high oil prices have contributed to a
substantial growth in the market for financial services.
Union Bank of Norway’s result has been positively affected by:
- a significant rise in volume - particularly of business loans
- increased income from the subsidiaries

- - lower gross losses
- considerable recoveries of losses previously realised on loans
B To an increasing degree, the bank’s customers are using automated
services for payments and as an alternative to cash. This also helps to
strengthen the bank’s result.
The result has been negatively affected by:
- a marked reduction in customer margin
- development costs
- wage Increases
- a provision for ongoing and planned reorganisation and staff

reductions.
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Result for 1996
Lower customer margin: The average cus-
tomer margin fell from 3.5 per cent at
the end of 1995 1o 2.9 per cenr at the
end of 1996. As late as the beginning of
1994, the customer margin was 4.8 per
. cent. For the bank, this fall in spread
reduced earnings by NOX 415 million
from 1995 to 1996. This shortfall has to
some extent been compensated by the
growth in volume. Net interest income
fell by NOK 222 million, of which
NOK 97 million is due to the fact that
no extra income is now being earned on
the DNH portfolio, and NOK 50 mil-
lion due to increased funding costs as a
result of acquiring Aker Brygge AS.
Other operating income increased: Other
operating income rose in 1996 as well,
to NOK 1,547 million (1995:1,299 mil-
lion). Much of this income comes from
the increased use of money transfer/pay-
ment services, higher rental income for
Linstow Eiendom AS, and higher income
generated by a rise in the sale of products
from the bank’s other subsidiaries. There
was a particularly good development in
volume at NOR Finans AS, and NOR
Eiendomsmegling AS, the country’s
largest real estate agents. At Avanse, the
volume of funds under management rose
by 30 per cent.

Throughout the whole of 1996, the
bank has kept a low risk profile in its
investments in securiries and in the fore-
ign exchange market. The return on
these and other financial instruments
was satisfactory, although lower than in
1995, reaching NOK 176 million
{1995: 215 million).

Increased operating expenses: Operating
expenses rose by NOK 165 million (6.2
per cent), of which NOK 76 million is
due to the acquisition of Aker Brygge
AS, Karl Johan Fonds AS, Hafjell
Riksanlegg ANS, and six new real estare
agency offices.

Excluding these acquisitions, the

rise in operating expenses would have
been 3.6 per cent. An increase in the
volume of business, general wage deve-
lopments, and development costs
account for most of the increase in
operating expenses.
Development of losses and defaults; In
1996, a net NOK 40 million was
recorded as income on losses, which was
NOK 91 million better than in the pre-
ceding year. Gross losses were reduced to
NOK 295 million (1995: 536 million)
{0.3 per cent of gross loans).

Net defaulted loans totalled NOK

878 million, or 1 per cent of loans,

down NOIK 281 million on the year
before. The specific loss provisions on
gross loans in default were 55 per cent of
defaults (1995: 54 per cent).

In addidon w specific loss provi-
sions, NOK 867 million (1995: NOK
888 million} is reserved as unspecified
loss provisions. This amounts to 0.9 per
cent (1.1 per cent) of gross loans to cus-
tomers. The Board considers these loss
provisions to be adequate.

Special provisions: Union Bank of
Norway has started to implement
restructuring measures which will result
in ‘a significant reduction in the number
of stalf. The Board has found it correct
to make a provision in the 1996
accounts of NOK 1355 million to meet
the costs thar this process will incur. The
Board has estimated that about 450 of
the parent bank’s staff will be affected by
this process in the period from 1996
1999,

Tax: The Group is now in full tax posi-
tion, and the tax charge for the year
amounted to NOK 318 million (1995:
NOK 330 million).

Balance Sheet: In the course of 1996, the
Group’s total assets rose from NOK
101,521 million to NOKX 114,540 mil-
lion (13 per cent).

Altocation of the profit for the year:

The Board proposes that the parent
bank’s profit for the year, after transfer
of group contributions from the subsidi-
aries, of NOK 5 million net, be allocated
as follows:

Dividend on primary capital certificates,
NOK 15 per PCC NOK 385 million
To Dividend
adjustment reserve
To the Savings bank’s
reserve

NOK 212 million

NOK 230 million
NOK 827 million

Through this allocation of profit, the
primary capital certificate holders have
received a part of the profit which cor-
responds to their share of equity,

The market
In 1996, competition in the market
became even fiercer, resulting in the cus-
tomer margin falling during che year,
from 3.5 per cent to 2.9 per cent.
Historically, low margins on lending
have resulted in a stronger focus on risk
assessment.

Over the last few years, more com-
petence, better products, and strategic
marketing have resulted in a significant
rise in the volume of corporate business.
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In 1996, the bank increased its loans to
business customers by 19 per cent. This
growth is largely due to an increase in
the activity of existing Union Bank of
Norway customers,

In the private customer market,
loans rose by 10 per cent. This is on a
par with the market in general.

On the savings side, marker behavi-
our changed a preat deal. A combination
of sharply rising share prices on the Oslo
Stock Exchange, and low, falling interest
rates on deposits with banks, resulted in
a shift from tradirional bank savings to
other savings products with fixed inco-
e, mutual funds, and invest in indivi-
dual shares and primary capital certifica-
tes. The Group’s deposits rose by 8.3 per
cent in 1996, the parent bank’s by 8.0
per cent.

Cash handling and money transfer
services tend toward an increase in the
use of automated services, e.g.,80 per
cent of all paper-based giros are proces-
sed automatically, and the number of
transactions from the bank’s customers
via on-line terminals rose by 33 per cent.

The Board notes char the net cost of
money transfer services as a whole was
reduced in 1996. With the current low
margin berween customer deposits and
loans, the Board emphasises that the
development and sale of cost-effective
products and services must continue, in
both the private customer marker and
the corporate market.

Through the acquisition of Karl
Johan Fonds, the Group has consolida-
ted its position on the equity marker.
The Board expresses its satisfaction with
the fact thar the Group can now offer an
improved service in particular to the cor-
porate market and the public sector.

Dealing with the market
cost-effectively

Excess capacity and competition in the
Norwegian financial marker have increa-
sed in 1996. Foreign banks have streng-
thened their footing in Norway, and the
largest insurance companies have inve-
sted substantial resources in establishing
and developing banking operations. This
requires carefully prepared structural
solutions as well as a more cost-effective
production of products and services.

Sparebanken Pluss and Union Bank
of Norway have signed an agreement
under which Union Bank of Norway
buys Sparebanken Pluss’ nerwork of
offices in the county of Telemark, and
sells its districr office in Kristiansand to
Sparebanken Pluss.




Board of Directors’ Report

The Board of Directors of Union Bank of Norway: (from the leff): Hans Be (chairman}, Kiell O. Kran (CEQ), Flans O. Byontegird,

Berit Wenaas, Per Myklebust.

Operating profit before losses
(NOK million}.

3000

2500

2000

1500

1000
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94 95 95

Losses on loans and guarantees
(NOK million}).

92 93

1000 -
Private customer market

“ Business market

800

GO0

400 —

209

-200
92 93 54 95 kL

In order 1o satisfy the need of its
clients, and in order to reduce operaring
expenses, Union Bank of Norway has
initiated a series of measures:

Co-operation with other banks: In June,
Union Bank of Norway signed compre-
hensive co-operation agreements with
Sparebanken Mere, Sparebanken Rana,
Sparebanken Sogn og Fjordane, and
Sparebanken Ser. These agreements
oblige these banks ro sell products from
Union Bank of Norway's subsidiaries,
and they oblige Union Bank of Norway
to supply its in-house developed techno-
logical systems for its branch office net-
work to these banks, if they so desire. In
addition, the agreements pave the way
for co-operation on a large number of
services, such as comprehensive procure-
ment arrangements, and they form a
basis for jointly serving large business
customers which the individual bank
might have problems with in serving
alone.

In December, Sparebanken
Hedmark decided to join this affiliation.
The six savings banks have aggregate
total assets of NOX 155 billion. Thanks
to this affiliation, unit costs will be con-
siderably lower than they would be if the
individual bank were to handle the pro-
duct development alone.

"The Board s well satisfied with the
development in this expanded savings

bank co-operation, The Board consideres

it important to offer similar arrangements
w0 other potentially interested savings banks.
Internaticnal co-operation: The inter-
narionalisation of business is resulting

in an increasing number of companies
experiencing a need for complex
financial services that can be used across
national borders. Instead of establishing

costly foreign offices, Union Bank of
Norway will seek to develop solutions in
association with other banks, primarily
in Scandinavia.
More effective technology for the branch
office network: A wide-spread network |
of offices has traditionally formed the
core of Union Bank of Norway’s contact
with the market. To make the office net-
work sales-orientated and more cost
effective, Union Bank of Norway has
invested substantial resources during the
past few years in developing new custo- :
mer-service systems. This work has |
included new technological solutions,
such as administrative systems, electro-
nic filing of documents, systems that
aflow for speedier customer handling, a
new way of organising sales work at the
office, and an office design which is
adapted to modern sales and the new
technological systems.
The organisation is also stressing the
integration of the subsidaries” products in
sales, technology and competence. -
New, cost-effective sales channels:
The increased use of automated services
such as telephonic account information,
Brevgiro, Avealegiro and cards, has
reduced the need for a branch nerwork.
To maintain contact with the bank’s
personal customers, Union Bank of
Norway started to build new sales
channels based on various forms of
remote contact:

B NOR24, the bank’s telephone bank -
started in April. The bank is open to
it’s clients 24 hours a day, 365 days a
year. NOR24’s customers can obtain
personal service regarding investments
and Joans by telephone. Through
INOR24, Union Bank of Norway can

offer lending rates and
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(from the left): Tor Ivar Briten, Finn Kr. Brevig, Vermund Lyngstad, Torkel Wetterhus, Rolf Leisner. Ingjerd Skjeldrum was not present when this picture
was taken.

deposit rates that are among the best
in- the market. The market reception
has been better than expected.

B In the autumn, Union Bank of
Norway launched its Total Customer
concept. This offer implies that large
depositors and borrowers receive a
discount on cerrain services, and more
comprehensive information and sales
marerial, provided that the customer
has responded positively to the bank’s
enquiry if he/she wishes to become a
Toral Customer.

W With effect from December, Union
Bank of Norway introduced on-line
banking on the Internet, where the
customer can obtain detailed informa-
tion on his/her own account, and
make payments. For a test period,
The Interner bank can only be used
by the bank’s own staff, but will soon
be opened 1o the bank’s customers.

B In the spring of 1997, Union Bank of
Norway will present its own «Small
business package». This package will
be an agreement between the bank
and the customer on a more automa-
ted, and thus cheaper way of satisfying
the customer’s day-do-day banking
needs.

M Experience from other countries has
shown that credit scores are often a
better and more cost-effective way of
evaluating credit for some customer
groups and products than the traditio-
nal personal assessment. Credit scores
are now being used in connection
with the bank’s launching of credit
cards. In 1997, this method will also
be used in connection with other
private market credits.

B In 1996, Union Bank of Norway was
active in the banks joint organisations
in order to improve the availability of

automated payment services, and to
have its own customers make more
use of these services. The sharp
increase in the namber of POS ter-
minals allowing cash withdrawals to
be made at shops, the introduction
of Avralegiro, and the possibility of
geeting a receipt for payments via
Brevgiro, have all made imporrant
contributions to the banking sec-
tor’s cost reductions.

A better adapted office network: In
1996, Union Bank of Norway establish-
ed new offices at Vinstra, Geilo, and
Modum. These are new market areas for
the bank. During the year, 11 offices
were either closed or a decision was
made to close them. At many offices,
rebuilding is raking place to reduce floor
space and rental costs.

In the spring of 1996, Vika Bank
opened, offering selected customers a
particularly high level of service.

Organisation
Staffing: In the course of 1996, the
parent bank’s staff was reduced from
2,915 man-years to 2,879 man-years. In
the Group as a whole, the number of
employees rose from 3,325 to 3,349
man-years. The development in the
number of stafl has been affected by the
following:

M [n February, SPN Fonds a.s was mer-
ged with the parent bank.

M Union Bank of Norway acquired Karl
Johan Fonds AS on 1 July. The stock-
broking company had 28 employees.

M In 1996, Union Bank of Norway
expanded its real estate broking activi-
ties with six new offices, comprising
31 man-years.
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B The acquisition of Hafjell Riksanlegg
(Hafjell National Sports Arena) resul-
ted in an increase of 30 man-years in

the Group.

In the course of 1996, all regions intro-
duced measures aimed at cutting the
number of staff.

Together with the employees’ repre-
sentatives, measures have been developed -
to make this possible without redundan-
cies.

Development of competence and mana-
gement: Over a period of several years,
Union Bank of Norway has been develo-
ping new technology and organisation
systems which improve dealing with the
market through the office network. In
1996, this new working method was
tested at our new office in Lillehammer.
In 1997, the new systems will be in use
at roughly 50 of the bank's offices.

This work calls for a great deal of
reorganisation and changes in the exper-
tise of both managers and other staff.
Substantial resources have been invested
in achleving better sales knowledge, and
in training in effective use of PCs.

In 1995, the bank developed a program-
me for team work and team manage-
ment, A number of teams have completed
this programme in both 1995 and 1996.
Risk management: The ability to manage
different types of risk is decisive for
profitability in banking, In 1996, two
central staff units were established to
further develop the bank’s management
of credit risks, and to discourage
criminal activity, In 1996, the Beard
approved an adjusted credit policy for
Union Bank of Norway.

In1996, substantial preparatory
work was carried out with a view to
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improving the Group’s management of
the total financial risk. Organisational
changes will be implemented from
1997. The Board will monitor this
closely.

Job satisfaction: Some sections in the
bank carried our 2 job satisfaction survey
in 1996. A fresh survey of the entire
bank will be carried our in 1997. These
surveys are an important part of the
bank’s management structure, Where a
need is brought to light, measures are
implemented to improve the sttuation.
Robberies and criminal activity: The
number of robberies has fallen sharply,
In 1994, there were 11 robberies at
Union Bank of Norway’s offices. This
figure fell 10 five in 1995, The only
attempted robbery on the bank’s office
network in 1996 was carried out in
Hurdal in January. In chis case, the
criminals were caught. After that,
there have been no further arrempted
robberies.

The decrease in the number of rob-
beries is extremely satisfactory, but the
Board would point out that bank robbe-
ries in other parts of Europe are again on
the increase. The Board would therefore
stress that the efforts to prevent new
robberies and other criminal actions
must continue unabated.

Environment: Union Bank of Norway’s
business does not involve any unlawful
pollution of the external environment.
There were no labour conflicts or dis-
missal cases in 1996. The Board consi-
ders the bank’s working environment to
be satisfactory.

The Board and Group Management
At the meeting of the Committee of
Representatives in April, Torkel Werter-
hus was elected a member of the Group
Board of Directors, replacing Haakon
Fossen jr.

In December, an agreement was
signed between the Group Board of
Directors and the President and Chief
Executive Office, Kjell O. Kran,
according to which Mr Kran will con-
tinue in his present position through to

1999. This is two years later than the
retirement age agreed upon earlier.

Note 4 1o the accounts provides
information on the number of employe-
es, loans to employees and elected offi-
cers, and remuneration to these, the
President and CEQ, the Board of
Diirectors, and the bank’s auditor. Note
5 provides details on pension-relared
matters.

Important disputes
Galleri Oslo: Borgarting High Court
found in favour of the City of Oslo in
respect of Unjon Bank of Norway's
guarantee claim of NOK 250 million
relating to Galleri Oslo.

In 1994, Oslo City Court found the
bank not liable under the claim for
damages brought by Oslo
Neeringsselskap’s estate in bankruprcy.
Borgarting High Court came to the
opposite conclusion. So far, Oslo
Neringsselskap has not indicated any
size for their claim for compensation.

The bank has appealed both cases to
the Supreme Court.

Subsequent to the decision handed
down by the Oslo City Courr in respect
of the City of Oslo case, a provision was
made which will cover any possible loss
in full. Based on the «prudent accountingy
principle, a provision was made in the
accounts for 1996 to cover any possible
compensation to Oslo Neringsselskap’s
estate in bankruptey.

Other disputes: Other disputes in which
Union Bank of Norway is involved are
not expected to affect the bank’s finan-
cial results significantly.

Equity

Primary capital certificates: At the year-
end, the bank had primary capiral certifi-
cate capiral of NOK 2,570 million. The
price of the primary capital certificates
rose from NOK 163.50 to NOK 200
{22 per cent) in 1996, in addition 1o
which a cash dividend of NOK 15 per
certificate was paid.

Onl35 March 1996, the

Government Bank Investment Fund
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sold all its 10 million primary capital
certificates through an international
divestment sale, at a price of NOK 176
per certificate. Through this dispersal
sale, 55 per cent of the primary capital
certificates were sold to foreign instituti-
onal investors, and the rest were sold in
Norway. The number of primary capital
certificates owned by members of the
Board of Directors, the Commitree of
Representatives, the Group Control
Committee, the auditor, and manage-
ment are shown in the tabulation of the
bank’s officers and governing bodies.

Capital situation: The Board had previ-
ously decided to set the bank’s overall
capital ratio target at 12 per cent, with a
Tier 1 capital ratio of at least 8 per cent.
At year-end the ratios were 13.2 per cent
and 7.5 per cent respectively, The Board
considers it inherent that the capital
ratio will fall in the furure, as a number
of subordinated loans are phased out.
The Board regards it as important that
Union Bank of Norway always has suffi-
cient equity to exploit interesting oppor-
tunities in the market.

Prospects
Operations: In the near future, the entire
office network will replace the current
technological systems with the new,
integrated systems. The idea behind
these replacements is to provide the
bank’s staff with betrer tools with which
to serve the financial needs of the
CUSEOMETS.

The change in technology itself calls
for a substantial amount of re-training,
However, mastering the technology in
itself is not enough. If the investments
are to generate the expected return, the
entire organisation must exploit the
opportunities the new systems provide
for active selling. ‘

In the opinion of the Board, intro-
ducing the new technology, with the
cffect this will have on the organisation,
is the most important challenge Union
Bank of Norway will have to face in the
years to come.

Ve s s



Savings bank co-operation: The co-ope-
ration agreements with other savings
banks has improved the banks’ competi-
tiveness in the marketplace, in particular
with regard to important corporate cus-
romers, nation-wide retailing chains, and
other customers who need services
beyond the individual savings bank’s
regional marker. The agreements have
also given Union Bank of Norway’s sub-
sidiaries a betrer market position for the
years to come.

The Board would regard having
mote savings banks join the co-operation
as a positive step, so that the savings
banks are better equipped to meer the
competition from other players in a

crowded financial market. The Board
will emphasise further development of
the co-operation along the guidelines
drawn up in the co-operation agree-
ments.

Profitability trends: For the last four
years, Union Bank of Norway has
reported very good results. The results
have provided the bank’s primary capital
certificate holders with a good return,
both in the form of dividend and a sharp
rise In price.

Competition continues to increase,
and has resulted in the bank’s customer
margin falling further. Losses have been
abnormally low for a while, and must be
expected to gradually start to rise. In

Oslo, 31 December, 1996
6 March, 1997
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spite of the fact thar significant cost cuts
will be made in1997 and che following
years, the Board is of the opinion that
the earnings over the last few years from
ordinary banking operations cannot be
maintained. The Board expects the
results of the subsidiaries to improve in
the years to come.

Thanks
The Board wishes to express its thanks
to management and the staff for yet
another good year for Union Bank of
Norway. The Board applauds the entire
organisation for its exertion and willing-
ness to accept change. These are qualities
that will be very useful also in the future.

The Group Board of Directors of Union Bank of Norway
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Profit and Loss Account wox miiion

Parent Bank Group
1996 1995 1994 Note 1996 1995 1994 f
6 052 6 068 5 854 Interest income 1 7 085 7 205 7457
3503 3330 3057 Interest expenses 1 4526 4424 4523
2549 2738 2797 Net interest income 2 559 278 2934
193 108 127 Dividends and similar income 2 72 85 - 66
799 679 632 Commission income 2 1074 9t2 863
245 222 197 Commission expenses 2 247 224 197
170 197 { 202) Capital gains (losses} 3 176 215 {228)
78 64 56 Other operating income 2 472 mn 283
0g5 826 416 Other operating income (net) 1547 1299 787 .
3544 3564 3213 Operating expenses 4 106 4080 3721
1081 1043 967 Personnel expenses 4,5 1285 1222 1148 I
287 302 243 Data processing and development expenses 6 311 323 263 i
263 221 193 Other administration expenses [ 332 275 242
1631 1566 1403 Personnel and administration expenses 1928 1820 1653 :
105 69 76 Depreciation and write-downs 173 161 156 :
282 243 212 Properties and premises & 274 248 289
323 303 273 Miscellaneous operating expenses [ 445 426 345
565 546 485 Other operating expenses 719 674 634
155 0 o Restructuring costs 7 155 0 o
2456 2181 1964 Operating expenses 2975 2 655 2443 .
1088 1383 1249 Operating result befere provisions and losses 1131 1425 1278 :
(6) 92 539 Loss (gains) on loans and guarantees 8 (20) 51 538 ‘
2 29 89 Gain on financial fixed assets 2 32 72
1096 1320 799 Operating profit 1173 1 406 812
274 132 - 31 Taxes and minority interests 9 322 335 108 -
822 1188 718 Net profit for the year 851 1071 704
Transfers
82 167 Group contribution/dividends received 32

Allocation of the profit

385 369 343 Dividend on primary capital certificates
77 670 375 Group contribution made 32
212 136 Allocated to dividend adjustment reserve
230 180 Allocated to Savings bank’s reserve
822 1188 718 Total allocations
Earnings per primary capital certificate {NOK} 24,25 24 32 27
Diluted result per primary capital certificate (NOK) 24,25 24 31 25
approx, 21 4.39 {2.31) RISK-amount {(NOK) as at 1.1 previous year
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Balance Sheet (NOK million)

Parent bank Group
1996 1995 1994 Assets Nota 1996 1995 1924
872 618 521 Cash and deposits with Norges Bank 872 619 524
6 092 2436 4 805 Deposits with and loans to credit institutions 10 5339 2 604 5 664
80730 69715 6383 Gross loans to customers 11,12,13 93730 82801 76329
1308 1667 2272 Specific loan loss provisions 12,13,14 1340 1722 2375
785 785 810 Unspecified loan loss provisions 13,14 867 888 941
78637 67263 60809 Net loans to customers ' 91523 8019t 73013
77 110 140 Repossessed properties 81 114 151
-7433 6639 6289 Certificatas and bonds 33 8933 8695 7676
212 670 353 Shares and equity interests 33,34 267 739 365
230 230 213 Associated companies 15,33,34 432 427 390
2538 2389 2345 Group companies 15,33,34 14 119 143
63 t] a Goodwill 34 17 0 0
239 264 435 Fixed assets 16,17 4 460 4426 3336
1880 2573 3001 Other assets and accruals 18 2475 3587 3 700
98273 83192 7891 Total assets 114543 101521 94962

Liabilities and equity

12331 6423 5 606 Loans and deposits from credit institutions 19 14 943 9672 8625
66148 61256 57807 Deposits from customers 20 66224 61174 57962
709 2848 2 567 Certificates and bond loans 21,22 18368 15552 14159
3010 3934 3502 Other liabilities and accruals 23 4111 5144 3931
1109 1782 2610 Ordinary subordinated loan capital 22 1 206 1940 2769
3528 2335 2526 Perpetual subordinated toan capital 22,25 3528 2335 2526
35 142 317 Convertible subordinated loan capital 22,24,26 35 142 37
2570 2463 2288 Primary capital certificate capital 24,2526 2570 2463 2288 - —

952 739 599 Dividend adjustment reserve 25,26 952 739 599
Group’s equity in subsidiaries 25,26 1104 1090 705
1499 1270 1089 Savings bank’'s reserve 25,26 1499 1270 1089
98273 83192 78911 Total liabilities and equity 114540 101521 94962

Interest rate and liquidity risk, financizl derivatives 27,2829

Fareign exchange and off-balance sheet liabilities 30,31

Closely related parties 32
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Accounting principles

General
The accounts for 1996 are mainly presented
in accordance with the same accounting prin-
ciples as the bank’s financial statements for
1995, and comply with the laws and regula-
tions governing savings banks, and with
generally accepted accounting principles. All
figures are in NOK million, and relate to the
Group unless otherwise stated.

The Savings Banks Acr uses the term
«equalisation reserves. In the annual accounts
of Union Bank of Norway, the term «divi-
dend adjustment reserves is used throughou,
as this rerm is considered to be more infor-
mative.

The accounrs have been adapted to the
new regulations issued by the Banking,
Insurance and Securities Commission regar-
ding the presentation of financial statements,
which are part of the EEA harmonisation.
This has resulted in significant changes ro the
presentation of the bank’s accounts. Where
reclassifications have been made, previous
years” figures have been restated to make
them comparable. The changes have resulced
in improved comparability berween
Norwegian and international financial state-
ments, and certain key ratios are now calcula-
ted in a different way.

Consolidation
The Group accounts include Union Bank of
Naorway and companies where ownership is
considered as lasting, and where the bank
alone or together with subsidiaries owns
more than 50 per cent of the share capiral
and/or has a deciding infleence on the com-
pany’s operations. These companies are listed
in Note 34, Associated companies are also
included in the consolidated accounts.
Subsidiaries and associated companies, which
were purchased or sold during the year, are
consolidated for char part of the year chey
have been part of the Group.

The consolidated accounts are based on
the past equity method of accounting. Under
this methed, all identifiable assets and liabili-
tics are recorded in the balance sheet ar their
value ar the rime of acquisition. If the cost

price of the shares exceeds the actual value of

the identifiable assets less liabilities taken
over, and this is due to expectarions of future
earnings, this difference is recorded in the
balance sheer as goodwill, and is amortised
over 3 years. If the cost price of the shares is
lower than rhe net actual value of identifiable
assers and liabilides at the time of acquisi-
rion, the shortfall is encered first as a reduc-
tion in fixed assets. Any remaining amount is
recorded in the balance sheer and accounted
for as income over $ years. Minerity interests
are calculated on the result after tax. Assets
and liabilities, and all profir and loss items,
are thus shown inclusive of minoricy
interests’ share in the accounts. All marerial
internal receivables, gains, interest and
dividend payments between companies in the
Group have been eliminated.

On consolidation of foreign subsidiaries,
the profir and loss accounts and balance sheet
figures are translated ar the mid-exchange
rates on 31 December. Translation differen-
ces are recorded direct against Group equity.
Companies acquired or established to secure
a lending facilirty are not regarded as long-
term invesunents and are not consolidared,

Associated companies
Associated companies are companies in
which the bank owns berween 20 per cent
and 50 per cent and where this ownership
provides a basis for influence and is a long-
term investment within the Group’s natural
sphere of activities. These companies are
listed in Notes 15 and 34.

Such companies are included in the
Group accounts in accordance with the equi-
ty method of accounting. Under this method
a related share of the profic or the loss is
recorded after tax. The shares are recorded in
the balance sheet at historic cost price, cot-
rected for the share of the result and the divi-
dend received. The purchase method of
accounting is also used for associated compa-
nies (see «Consolidation» abave).

In the parent bank’s accounts, invest-
ments in associated companies are valued at
historic cost, and orherwise valued in line
with other fixed assets.

Recognition of income and expenses
Interest and commission are recorded in the
profit and loss account as they are earned in
the case of income or as they are incurred in
the case of expenses.

Arrangement fees on business loans are
recorded as income in their endrety in the
year they are established, as these are conside-
red to cover the cost of establishing the loan.
In the case of private customer loans, the first
NOK 1,000, (as in 1995) is taken to income
on estabiishment, while the remainder is
taken to income as interest over the expecred
term of the loan, in accordance with the gui-
delines issued by the Banking, Insurance and
Securities Commission. '
Dividends on shares are taken to income in
the year they are received. However, share
dividends and group contributions from
subsidiaries are raken to income in the receiv-
ing company in the year the provision is
made by the paying company. Group contri-
burions received by the parent company are
classified as dividends to the extent they
reflect a return on invested capital.

Gains on the sale of assets are first recorded
when there has been a transfer of risk to the
buyer. Gainsflosses on the sale of securities
are calculated on the basis of the average cost
price of the security sold. Purchases and sales
of securities are posted to the accounts on the
sectlement date. -

Foreign exchange
Assets and liabilities in foreign currency are
translated ar the mid-rates of exchange on 31
December, Income and expenses in foreign
currencies are translated to NOK ar the
exchange rate prevailing on the date of the

transacrion,

Financial derivatives
Financial derivartives are agreernents entered
into with a customer or financial institution
10 set future interest terms or foreign
exchange rates. Such agreements include for-
ward contracts, interest and currency swaps,
interest oprions (caps/floors), foreign
exchange options, future rate agreements
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(FRAs), interest futures and interest furure
options. Financial derivatives are classified as
either trading or hedging transacrions when
entered into. Contracts entered into for own
account, with a view to sale in order to bene-
fit in the short term from the price or rate
Hucruations, are included in the trading port-
folio. Other contracts are included in the
hedging portfolio.

" The hedging portfolio comprises con-
tracts thar are intended to nentralise an exis-
ting or expected interest rate and/or foreign
exchange risk. A considerable degree of nega-
tive correlation is required in changes in
value berween the hedging agreement and the
hedged item. Financial derivatives used to
hedge the bank’s balance sheer items or other
financial instruments are assessed rogether
with the hedged item. Income o1 expenses
linked to the agreements are recorded
together with the hedged irem.

Ourstanding contracts in the trading
portfolio are valued by making a comparison
becween the price at which the contract was
entered into and the marker price at 31
December. Union Bank of Norway mainly
uses present values in estimating the result of
derivatives. Change in the market value are
recorded net in the profit and loss account as
net gains or losses on foreign exchange and
financial derivatives.

Internal transfers berween the trading
and hedging portfolios are made at marker
prices, and internal gains and losses are not

eliminared.

Bonds, certificates, shares, and
partnership interests

Bonds and certificates classified as current
assets are valued on the portfolio principle at
the lower of acquisition cost and market
value.
Shares classified as current assets are valued
on the same principle.
Bonds - hedging transactions.
Bonds are classified as hedging transactions
using the following criteria:

e Irems which are hedging transacrions must
be clearly defined, either individually or on
a portfolio basis

o There must be 2 high degree of negative
coreelation in the changes in valie between
the hedging transaction and the hedged

irems.

Income and expenses relared to bonds which
are hedging transactions are recorded in the
profic and loss account rogether with the
itemns they hedge.

Bonds held 1o maturity. In the case of
bonds thar are 10 be held to marturity any
premium or discount is periodised up o
maturity/interest adjustment date.

Shares classified as fixed assets are
recorded at historic cost. Shouid the value of
the share fall significantly below cost price
and the fall is not expected to be of a rempo-
rary nature, the shares are written down.

Holdings of below 20 per cenr in part-
nerships and limited partnerships are dealc
with using the cost inethod of accounting,

Losses on loans
Defaults: The bank treats a facility as being
in default not later than 90 days after a pay-
ment default or an unauthorised overdrawing
of an account. Facilities where debt negotiati-
ons or bankruptcy/winding-up proceedings
have started are also defined as in defaule.
Specific loss provisions: When the bank has
identified a facility as being exposed to the
risk of loss as a result of hankruprey/winding-
up, debt negotiations, debt collection procee-
dings, distress or distrain, or other defaults, a
specific loss provision is made.

Also when other circurmnstances on the
part of the customer, such as a derericration
of liquidity, capital adequacy, debr service
capacity, or the value of the collateral todged,
probable losses on the facility are similarly
assessed. Necessary specific loss provisians are
made if it appears thar it is highly probable
that a loss will arise in the relatively near
futlﬂ'ﬂ.

Defaulred facilities in excess of
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NOK 250,000 are evaluated on an individual
basis before any specific loss provision is
made. Facilities below this amounr are either
assessed individually or as a portfolio.

In rhe case of bankruptcy/winding-up,
composition proceedings or debt sertlement
negotiations, the assessment of losses is based
on the value of the collateral lodged.
Collateral is assessed art the market value. In
the event of other linds of default, the custo-
mer’s financial status, including his debr ser-
vice capaciry, is taken into account in additi-
on to the value of the collateral.

Unspecified loss provisions. These are
intended to cover losses which, due w cir-
cumsrances existing on the balance sheet
date, must be expected to occur on facilities
where specific loss provisions have not been
made. Unspecified loss provisions are inten-
ded ro cover groups of loans where there is a
manifest risk of loss based on circumstances
on the balance sheer dare {¢.g. risk sectars,
risk classes, geographic areas, historic loss
pattern, open risk etc.). Changes in the size
of the loan portfolie are also taken into
account.

Realised losses. Losses on facilities which are
realised through bankruptey/winding-up,
accord, distraint which has been unsuccess-
ful, court judgement, the cessation by the
bank of enforcement, or where the bank has
otherwise relinquished the facility in whole
or in part, are recorded by the bank as rea-
lised losses.

Non-accrual of interest. Interest, commis-
sions, and fees on a facility in defaulr are no
tonger recorded as income if these are expec-
ted 10 be lost. At the same time, unpaid
interest, commissions, and fees that have
been recorded as income in the current year
are reversed.

Reclassification. Loans previously subject to
loss provisions are reclassified (given a clean
bill of healch) when the facility has rerurned
10 a current basis in that the refevant repay-
ment schedule has been followed and the
facility is no longer considered 1o be exposed
to a risk of loss. In order to ensure that the
reclassification is real, chere is normally a
period of 6 months herween che facility being




Accounting principles

returned to a current basis and it being
reclassified, in addition to it being expected
that the borrower will continue in furure to
follow the agreed payment plan. When previ-
ous loss provisions are reversed in full,
interest not previously taken to income is
taken to income.

Repossessed assets
‘Assets taken over in full or in partial serde-
ment of a facility are valued at marker value,
Assets taken over for long-term ownership
are classified and valued in the batance sheet
as fixed assets.

Fixed assets
In the balance sheet, fixed assets are recorded
ar acquisition cost plus any revaluation, less
any write-down and straighe-line ordinary
depreciation. The Union Bank of Norway
Group applies the following rates of depreci-

arion:

Asser Annual depreciation
Buildings 1-2%
Additional values 2-4%
Land, works of arc 0%
Fittings 10 %
Machinery, computers 25 %
Vehicles 20-25%
Goodwill 20 %

If the actual value of an asset, or the actual
value of a portfolio of assets, is substantially
lower than book value, and the fall is not
expected 10 be of a temporary nature, the
asset is written down ro the actual value.
Inirially, the need to make a write-down is
assessed individually for each asset. However,
in the case of real estate, bank buildings and
commercial properties which are for the most
part let (more than 50 per cent) are valued in
separate portfolios, while other real estate,
including commetcial properties which are
not for the most part let (less than 50 per

cent), development projecrs etc. are valued
individually.

Bank premises. Based on the connection ro
the bank’s activities, and the facr thar these
premises are managed as a group of proper-
ties, any need for write-downs is assessed on a
portfolio basis.

Commercial properties which are for the
most part ler (over 50 per cent) are properties
located in central Eastern Norway with a
large number of tenants, and managed by a
common management. Any need for writing
down the value of these properties is there-
fore assessed on a portfolio basis.

Fixed rate bond loans/bonds issued
Premiums/discounts on disbursements of
loans, on the issue of funding loans, on early
redemption of loans, and on the repurchase
of funding loans are recorded in the balance
sheer, Income/expenses are periodised as an
adjustment to the current interest
income/finterest expenses through to the day
that would have been/is the next interest rate
adjustment date, or over the whole rerm for
fixed-rate loans.

Direct costs incurred on raising long-
term loans are recorded as fixed assets and
written down over the period to the next
interest rate adjustment dare/maturity dare.

Tax

The tax charge for the year in the profit and
loss account consists of tax payable on the
year’s income, capital tax in the parent bank,
and the year’s changes in deferred tax.
Temporary differences are differences thar
arise between values for accounting purposes
and values for tax purposes. Positive tempo-
rary differences on assets mean tha the tax
value is less than the book value (the opposite
for liabilities), Negative temporary differen-
ces mean thar the tax value is greater than the
book value (the oppesite for liabiliries).

Deferred tax/deferred tax benefir in the
balance sheet is calculated on the basis of
positive temporary differences after off-
serring negative temporary differences and
carryforward losses which reverse in the same

period. In accordance with the Norwegian
Accounting Standard for Tax, pension
obligations, re-valuations of fixed assets, and
goodwill on acquisitions are dealr with
separately.

Deferred tax/deferred rax benefit are
calculated at nominat values. The difference
between nominal values and present values of
deferred tax/deferred tax benefits on acquisi-
tion are treated as periodised inrerest.

Pension costs and pension
obligations

The Union Bank of Norway Group has
implemented the Norwegian Accounting
Standard on pension expenses. This standard
is based on the present value of projected
furure pension benefits. The estimared accru-
ed obligation, both as regards pension cove-
red from operations and also pensions cove-
red by a pension fund or insurance company,
is compared to the value of the pension plan
assets. The difference, adjusted for deviation
in estimates and the effect of changes in
assumptions, is recorded as a liability in the
balance sheet. Differences in estimates, and
the effecr of changes in assumptions, are
amorrised over the employees’ expected
remaining period of employment. The
annual pension cost is recorded in the
balance sheet under personnel costs.
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Notes to the accounts

BB \nTEREST INCOME AND EXPENSES

Parent bank Group
1996 1995 1996 1995
213 323 Interest on deposits with and loans to financial institutions 206 346
5 358 5287 Interest on loans to customers (*} 6 275 6 263
93 54 Net interest income ont loans previously written off 93 54
388 404 Interest on certificates and bonds 511 542
6 052 6 068 Interest income 7 085 7 205
346 210 Interest on loans from financially institutions 470 368
2551 2 585 Interest on deposits from customers 2558 2 606
313 192 Interest on certificate and bond loans 1189 1091
293 343 Interest on subordinated loan capitat (**) 309 359
3503 3330 Interest expenses 4 526 4424
2 549 2738 Net interest income 2 559 2781

(*)  Including NOK 212 million {1995: 184 million} in establishment fees etc., of which NOK12 million (1995: 12 million) is recognition of accrued commission for the parent bank. In

1995, interest included NOK 97 million in respect of the discount price on the purchase of the DNH portfolio. In 1996, there was no correspending income.

(**) Conversions to primary capital certificates reduced interest expenses by NOK 14 miltion (1995: 23 million). See Note 24,

The acquisition of Aker Brygge increased funding costs by approx. NOK 50 million.

OTHER OPERATING INCOME (NET)

Parent bank Group
1996 1995 1996 1995
166 86 Share dividends 4 18
27 22 Income from ownership interests in associated companies 38 37
Income from NCR Forsikring 30 30
193 108 Share dividends and other ownership interests 72 85
52 48 Guarantee commissions 52 43
53 52 Interbank commissions 53 52
406 367 Money transfer 406 367
58 37 Avanse Forvaltning 177 137
55 14 Stockbroking activities 106 61
25 24 NOR Forsikring 25 24
Real estate broking 96 73
150 137 Other commissions 159 150
799 679 Commission income 1074 912
54 © 61 Interbank commissicn 54 61
154 128 Money transfer 153 128
37 33 Other commissions 40 35
245 222 Commission costs 247 224
170 197 Realised capital gains 176 215
4 17 Cperating income real estate 320 209
4 5 Gains on sale of fixed assets(*) 32 6
70 a2 Other operating income 120 96
78 64 Other operating income 472 311
995 826 Other operating income (net) 1547 1299

(*) Sale of 16 commerdial properties generated a total gain of NOK 27 million.
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EERR cAPiTAL GAINS ( LOSSES)

Parent bank Group
1396 1995 1996 1995
21 57 Net gain on bonds and certificates 23 71
a1t 23 Net gain on shares and PCCs a3 24
112 120 Net gains on foreign exchange 113 123
{4) (3) Net gains on financial derivatives {3) (3)
170 197 Net realised gains ( losses) 176 215

UNREALISED GAINS NOT TAKEN TO INCOME

Parent bank Group
1996 1995 1996 1995
45 46 Bonds and certificates 48 46
18 0 Shares and PCCs 24 2
64 46 Unrealised gains not taken to income 72 48

PERSONNEL COST5

Parent bank Group
1996 1995 1996 1995
827 803 Salaries 994 935
72 72 Pensions 77 75
182 168 Social costs 214 212

1081 1043 Personnelf costs 1285 1222

Remuneration to the Group Board of Directors totalled NOK 1,181,438 (1995: NOK 7,011,900). The President and CEQ’s salary was NOK 1,362,000 {1995:
1,301,000), while fees and the estimated value of benefits in kind were NOK 192,000 (1996; NOK 227,00}

Kjell O. Kran, the Graup‘s President and Chief Executive Officer, has a compensation agreement should the bank terminate his employment contract,
under which he will receive full salary for two years from the date of termination. Mr Kran also has an agreement to retire at the age of 62 years, with a
pension of 67 per cent of his salary at that time. If he continues in his pesition until reaching retirement age he will receive a pension in the first two yvears
equal to his salary on retirement,

Fees paid to external auditors totalled NOK 1,314,000 (1995: NOK 1,587,250} for the parent bank and NOK 3,507,000 (1995: NOK 3,485,250) for the
Group. In addition, the parent bank purchased consultancy services for NOK 852,875 (1995: 654,520) from Coopers & Lybrand in Norway and abroad, while
the correspending figure for the Group is NOK 1,411,000 (£995: NOK 926,520).

LOANS TO EMPLOYEES/OFFICERS

Parent bank Group
1996 1995 1996 1995
1595 1541 Loans to employees 1636 1604
1 2 Loans to officers 1 6

NOK 130 million {1995: 125 million} of the loans to employees were to the parent bank’s pensioners.

The interest subsidy on'loans on favourable terms to employees amounted to NOK 12 million (1995: 20 million}). The interest benefits has on the grounds of
immateriality been recorded as a reduction in the bank’s interest income (not a personnel cost). The subsidy is calculated on the basis of the taxation rate
of 5.0 per cent {1995: 6.0 per cent) which is decided by the Storting (Parliament).

STAFFING
Parent bank Group
1996 1995 1996 1995
23879 2915 Total man-years at 31.12 3349 3325
3233 3270 Total number of employees at 31.12 3764 3719
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EEEE rension CcOSTS AND OBLIGATIONS

Union Bank of Norway has its own pension fund for ordinary retirement and disability pensions, i.e. for salaries up to 12 times the National Insurance
Scheme’s basic ameount (G), and a pension age of 67 years, The pension obligations in respect of these are included in the accounts in accordance with the
Draft Norwegian Accounting Standard for pension costs. Under this standard the pension schemes are to be treated as benefit plans.

The bank also has non-funded pension obligations for employees with salaries aver 12 G, as well as early retirement and discretionary pensions, which
have been provided for in the accounts.

The pension funds are valued at market value at 31 December. The calculation of obligations is also based on the assumptions stated below. in the
event of a variance between the actual and expected return, a change in assumptions and/or pension plans, the difference is charged to the profit and loss
account in the case of funded obligaticons over the average remaining earnings period which for Union Bank of Norway is approximately 20 years, in the
case of non-funded obligations.

For the non-funded cbligations a shorter period has been chosen {5 years). In the case of insured cbligations, employment tax is expensed on pay-
ment to the pension fund, while for non-funded obligations a provision is made for employment tax in respect of capitalised, taxable obligations at the
rate of 14.1 per cent. The employment tax is classified as other long-term debt, see Note 23,

The calculations are based on the following assumptions

1996 1995 1596 1995

Discount rate 7% 7% Increase in G 3% 3%

Expected retum 8% 8% Increase in pension 2% 2%
Salaryincreases 4 % A% Voluntary resignations Standard reductions

PENSION COSTS
Parent bank Group

1996 1995 1996 1995

Funded Non-funded Total Total Funded Non-funded Total Total

51 8 59 51 Present value of year’s pension earnings 56 3 64 54

78 13 91 81 Interest cost on accrued pension obligations 80 13 93 B2

{ 80) 0 {80) {74) Expected return on pension funds (82) 0 (82) (75)

(10 3 2 (2 Variance actualfprojected values (1) 3 2 {2}

D i 1] 16 Difference for existing pensioners o 4] 0 16

48 24 72 72 Net pension expenses 53 24 77 75

3 684 196 3 880 3881 Number of active members (*) 3 892 198 4 090 4072

1199 281 1480 1411 Number of pensioners 1206 283 1489 1415

4 883 477 5 360 5292 Total number of persons covered 5 098 481 5 579 5487

{*) Inciuded in the parent bank are 90 (1995: 104) employees in subsidiaries.

PENSION OBLIGATIONS

Parent bank Group
1996 1995 1996 1995

Funded Non-funded Funded Non-funded Funded Non-funded Funded Non-funded

1141 1] 109 ¢ Pensien funds at market value 1178 0 1043 0

1215 197 1120 204 Aciual accrued pension obligation 1245 202 1142 210

74 197 101 204 Actual net pension obligations 67 202 99 210
Diff. between projected and actual obligation

66 {10} 27 { 16) not booked to profit and loss account 67 {10) 25 {16)

140 187 128 188 Capitalised net pension obligation 134 92 124 194

Pension obligation in balance sheet 142 192 129 194

Excess funding in balance sheet 8 0 5 0

Net pension obligation 134 192 124 194

The pension funds comprise mainly bonds, certificates, mutuat funds, and bank deposits, and are valued at market value. When calculating the market
value of pension funds, held to maturity-bonds are valued at book value at 31 December 1996, in accordance with the accounting rules for these.

Had market value been used also on this part of the bond pertfolio, the vaiue of pension funds would have been NOK 1,163 million (1995: 1,031 million)
for the parent bank. In 1996, Early Retirement Plans (AFP) were reclassified from funded to non-funded benefits. The figures for 1995 have been similarly
reclassified.

In some of the subsidiaries, the value of the pension funds exceeds the present value of a¢ccrued pension obligations. In accordance with the pension
standard, this excess funding is recorded in the Group's balance sheet, as it is regarded probable that these funds will be used for the purpose of future
pensions.
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OPERATING EXPENSES

Parent bank Group
1996 1995 1996 1995
1081 1043 Personnel costs 1285 1222
287 302 Computing and development costs xR 323
Ly 34 Office supplies etc. 48 39
66 61 Telephone, postage 84 76
45 45 Travel, training 55 53
111 81 Marketing 145 107
550 523 Administration costs 643 598
1631 1 566 Personnel and administration costs 1928 1 820
105 69 Depreciation and write-downs {*) 173 161
1 24 Operating expenses real estate 140 100
241 219 Rent and operating expenses rented premises 134 148
51 39 Operating assets expensed 56 42
71 57 Fees 84 64
118 113 Levy payable to the Savings Banks' Guarantee Fund {**) 118 113
1] 2 Losses on sales of fixed assets {**%) 15 32
83 92 Miscellaneous operating expenses 172 175
565 546 Other operating expenses 719 674
155 0 Restructuring costs 155 0
2 456 2181 Operating expenses 2975 2 655

(;) In the parent bank of which goodwilt NOK 27 million (1995: 0 miltion) referring to the purchase of Sparebank Kreditt's residential loan portfolio.

(**} With effect from 1997, a new formula applies for calculating the levy to the Savings Banks’ Guarantee Fund. This has resuited in the tevy being reducad to
NOK 8¢ mitlion, compared to NOK 125 million using the previous formula.
(***}  The sale of 10 commercial properties resulted in an aggregate loss of NOK 14 million.

Union Bank of Norway carries out its activities at a large number of offices and branches. Most of these premises are rented, The Group's total projected

external annual rental expenses at 31 December 71996 amounted to NOK &7 million (1995 69 million). The leases have varying terms. The average

remaining term is 5 years {1995: 4 years). Approximately 5 per cent (1995: 5 per cent) of the rented premises are unoccupied.

Union Bank of Norway's Group Board has resolved to make a NOK 155 million provision to meet recrganisation/restructuring costs. This provision is to

RESTRUCTURING COSTS

cover the cost of measures aimed at rationalising operations by introducing new technology over the next 2 - 3 years, which will aifect about 450
employees. This provision will cover the cost of staff reductions by stimulating voluntary resignations.

LOSSES (GAINS) ON LOANS AND GUARANTEES

Parent bank Group
1996 1995 1996 1995
77 165 Realised losses in excess of previous years’ specific loss provisions 78 167
114 28 Increase in specific [oss provisions 115 37
95 317 New specific foss provisions 102 332
286 510 Gross losses 295 536
67 182 Reduction in specific loss provisions as a result of reduced risk 79 206
159 158 Reversal of specific loss provisions as a result of reclassification 159 161
226 340 Reversed spacific loss provisions 238 367
66 53 Recovered on previously realised losses 76 65
1] 25 Reduction in unspecified loss provisions 21 53
{ 6) 92 Loss {gain) on loans and guarantees { 40) 51

Realised losses (in addition) which are covered

344 613 by specific provisions from earlier years 363 658

The 20 largest losses in the parent bank amounted to NOK 160 million {1995: 107 million). The bank has a well diversified loan portfolio, and losses consist

mainly of losses on small and medium-sized facilities.
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TAX BASIS
Parent bank
1996 1995
Profit before tax . 1096 1320
Group contribution made (77) - {670)
Permanent differences 8 (7)
Dividends received from subsidiaries {63) {57)
Changes in temporary differences
Change in write-downs of securities (13) {62)
Fixed assets reserve (2) 39
Pensieon obligations 10 31
Other temporary differences and basis for the year's tax credit 22 (125)
Basis for the year's tax 981 469
income tax for the year 274 131
TAX CHARGE
Parent bank Group
1996 1995 1996 1995
271 131 Income tax *) 365 141
3 1 Municipal capital tax 3 1
0 ] Change in deferred tax {50) 188
274 132 Total tax charge 318 330
Positive temporary differences
1 1 Fixed assets reserve 296 169
1] Revaluation and excess values on acquisitions 164 475
&1 60 Other positive differences 612 633
62 61 Total positive differences 1072 1277
Negative differences and carryforward tax joss
19 33 Securities 9 24
a9 51 Negative fixed assets reserve 204 459
327 317 Pension obligations 334 322
99 59 Other negative differences 374 137
V] 4] Carryforward tax loss . 43 0
494 460 Total negative differences and carryforward tax loss 964 942
(432) (399) Net positive (negative) differences and carryforward tax loss 108 335
o 1] Deferred tax 212 329
0 0 Deferred tax benefit 169 222

(*) Taking into account insufficient/excess tax provisions last year.

Deferred tax/deferred tax benefit

Deferred tax is calculated on the positive temporary differences after setting off negative temporary differences and carryforward tax loss. Temporary
differences relating to pension obligations are not subject to off-setting. The same applies to revaluation of, and additional values on properties.
Deferred tax, and any deferred tax benefit relating to these items, is capitalised. To the extent that the tax benefit cannot be capitalised in company
accounts due the overall limit, this is done at group level.

i
:
|
|

A deferred tax benefit has been recorded in the group accounts within the overall limit as it is considered highly probable that the tax benefit can be
utifised.

RISK-adjustment
The RI5K-adjustment amount at  January 1996 for the bank’s primary capital certificates has been set at plus NOK 4.39. The RISK-adjustment amount at
1 January 1997 is expected to be set at approximately plus NOK 21 per primary capital certificate.

Dividend/Group contribution

As part of Union Bank of Norway's tax planning, the parent bank has made group contributions of NOK 77 million (1995: 670 million) to subsidiaries.

The parent bank received NOK 245 million (1995: 234 million) in dividend/group contribution from its group companies. In 1996, Linstow Eiendom received
NOK 40 million as a group contribution from the parent bank, and at the same time the company made a provision for a dividend of NOK 102 million.

Of this amount, NOK 20 million has been recorded in the parent bank’s accounts as share dividend, as it is regarded as a return on capital invested.

The remaining NOK 82 million has been included as a transfer (after profit for the year),
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JETIM DEPOSITS IN AND LOANS TO CREDIT INSTITUTIONS

Parent bank

Group
1996 1995 1996 1995
386 180 Deposits at call 854 816
5733 2284 Term deposits and loans with fixed maturity (*) 4512 1816
(27} (28) Specific loss provisions {27) (28)
6 092 2436 Total deposits in and loans to credit institutions 5 339 2604
(*) OF which NOK 352 millton {1995: 377 million) subordinated loans in the parent bank and the Group.
BRI GRrROSS LOANS TO CUSTOMERS
Parent bank Group
1996 1995 1996 1995
76 067 65 277 Instalment foans 88 411 78036
3 267 3163 Overdrafts and working capital loans 3233 3 065
1396 3275 Construction loans 1396 1274
0 [¢] Financial leasing 640 348
0 1] Factoring 50 78
80 730 69 715 Gross loans to customers 93 730 82 801
DEFAULTED, DOUBTFUL AND NON-PERFORMING LOANS
LOAN LOSS PROVISIONS - DEFAULTED LOANS
Parent bank Group
1996 1595 1996 1995
Private customer market
641 889 Gross defaulted loans 673 951
275 435 Specific loss provisions . 283 456
366 454 Net defaulted private customer loans 390 495
43 % 49 % Level of provision private customer loans 42 % 48 %
Corporate customer market
11986 1489 Gross defaulted loans 1261 1548
768 874 Specific loss provisions (*) 773 884
428 615 Net defaulted corporate customer loans 488 664
64 % 59 % Level of provision corporate customer loans 61 % 57 %
Total loans
1837 2378 Total defaulted loans 1934 2499
1043 1309 Specific loss provisions 1056 1340
794 1069 Net defaulted loans 878 1159
57 % 55 % Level of provision 55 % 54 %

(*) Of which credit institutions NOK 27 million (1995: 28 million).

The above table shows individual loans in default. The customers’ total facilities, including both those in default and those not in default, amount to
approximately NCGK 304 million {1995: approx. 300 million) more than the above-reported figures in the parent bank and the Group.

PROVISIONS FOR NON-DEFAULTED LOANS

Parent bank Group
1996 1995 1996 1995
584 847 Non-defaulted loans subject to loss provisions 660 930
292 386 Specific loss provisions 31 410
292 461 Net non-defaulted loans subject to provisions 349 520
50 % 46 % Level of provision 47 % 44 %
NON-PERFORMING LOANS
Parent bank Group
1996 1995 1996 1995
21 305 Net nen-perferming loans private customers 224 325
359 535 Net non-performing loans corporate 386 556
570 840 Net pon-performing loans 510 881
1014 2149 Gross non-perfarming loans 1663 2216

(*) Netand gross non-perfarming loans are already included in the table above for provisions on defaulted loans.
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EEERE L0ANS AND LOSSES (GAINS) BY CUSTOMER SECTOR AND INDUSTRY

1996 1995
Loss Loss
sector/Industry Loans Losses % Loans Losses %
Private customer market 46 641 { 46} {0.1) 42 757 89 0.2
Public sector ‘1099 0 1410 0
Agricutture, Torestry, fishing and hunting 2236 (9 (0.4) 2141 (5 {0.2)
Industry 2602 {13) (0.5) 2 402 (4) {0.2)
Building, civil engineering, power and
water supply 2359 (6) {0.3) 2629 9 0.3
Retailing, hotel and restaurant operation 6182 0 5574 0
Shipping 2748 (4) {0.1) 2 310 {20) {0.9)
Property management, financing 20336 19 0.1 16 427 {11} {0.1)
Transport and other service industries 4 375 {2) {0.0) 3821 (17 (0.4)
Foreign 4952 39 0.8 3330 60 1.8
Gross loans to customers 93 730 {22) {0.0) 82 801 101 0.1
Credit institutions 1245 1 0.1 2370 3 0.1
Total loans 94 975 {21) (0.0) 85171 104 0.1
Reduction in unspecified loss provisions 2 53
Losses on guarantees 2 0
Loss {gain) on loans and guarantees { 40) 51
XS Loss PrOVISIONS
SPECIFIC LOSS PROVISIONS
Parent bank Group
1986 1995 1996 1995
1700 2308 Provision as at 01.01 1756 2412
344 613 Reversed on realisation 363 658
{17} 5 This year’s allocation (net) (22} 2
1339 1700 Provision as at. 31.12 {*) 1371 1756

(*) Of which loans to financial institutions NOK 27 million (1995: 28} and on guarantees NCK 4 million (1995: 5).

l UNSPECIFIED LOSS PROVISIONS
Parent bank

1886 1995
Average

loss % Pro- Pro-
Sector/Industry Basis ‘91-'96 vision Basis vision
LCorporate loans to risk-exposed sectors
Industry 2251 1.7 40 2 367 45
Construction, civil engineering, power and water supply 1833 2.6 45 1800 50
Retailing, hotel and restaurant operations 4315 2.4 100 4 369 100
Shipping 2 642 1.6 30 2242 35
Property management, financing 13 404 2.2 240 11 410 240
Transport and other service industries 3693 2.2 70 3273 70 -
Foreign 3 822 1.3 50 2 099 45
Private customers - high risk of foss
Housing loans secured by mortgages exceeding
80% of valuation 3157 100 3477 100
Leans with security other than residential
mortgages 2 985 50 2839 50
Loans with normal risk of loss
Public sector 489 0 701 0
Agriculture, forestry, fishing and hunting 2 084 0 2029 0
Private customer market 39 555 60 33105 50
Total basis and provision 80 730 785 69715 785

The sector allocation of the unspecified loan foss provisions on business toans is based on the average of the actual loss percentages in 1991 - 1996, less 0.5
percentage points in loan losses, At 31 December 1996, a provision has been made of 0.5 per cent (1995: 0.5) based on an overall assessment of total loans
to the private customer market.
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EEEER ASSOCIATED AND GROUP COMPANIES

VALUES AND RESULTS IN ASSOCIATED COMPANIES

Eksport- Felles- Total
finans data assoc.
ASS AfS  companies
Parent bank Book value at 1.01 209 21 230
Book value at 31,12 209 21 230
Group Book value at. ¢t.01 372 55 427
Share of profit 36 16 52
Share of tax 10 4 14
Implementation of Norwegian pension standard 6 6
Dividend received 26 1 27
Book value at31.12 372 60 432
Ownership interest 20.0 % 33.0%

GROUP COMPANIES - NOR FORSIKRING

Through NOR Forsikring Holding AS, Union Bank of Norway has a 79.8 per cent {1995:79.5 per cent) interest in NOR Forsikring AS. Owners of [ife assurance
companies are entitled to a maximum of 35 per cent of the company’s profits, and shall cover the company’s tax charge, while policyholders are entitled to
the remaining 85 per cent. :

Cansolidation is therefore based on the equity method of accounting, and full consolidation is not made. At 31 December 1996, the book value in the
Gr‘oup accounts was NOK 141 million.

Main items from NOR Forsikring’s accounts 1996 1995 :
Profit and loss account Premium income 723 598 .
Net financial income 442 422 f
Insurance benefits { 599) (622) |
Statutory allocations, transfer to premium reserves {282) {120}
Operating expenses, taxes { 165) {156} i
Profit transferred to customers {*) {79) (87)
Profit for the year 40 35
Balance Sheet Assets
Financial assets (**) 5227 4854
COther assets a17 258 1
Total assets 5 644 5112 ]
Liabilities and equity
Insurance reserves 5169 4788
Other liabilities 298 174
Equity 177 150
Total liabilities and equity 5644 5112
*) in addition, NOK 3 million has been transferred to the customers from equity. This refers o costs charged 1o the accounts in connection with the faunching of group pension

insurance, and which are to be covered by the owners,

(**}  The company has a bond portfolio of NOK 1,628 million (1995: 1.494), which is classified as «hold to maturitys. The market value of these bonds was NOK 1,785 million
(3995: 4,611) at 31 December 1996.

BTl rixep AsseTs .

Parent bank Group

Machinery, Buildings Machinery, Buildings
fittings, and other fittings, and other
vehicles real estate vehicles real estate
1088 25 Acquisition cost at 01.01 1227 4618
71 0 Additions during the year 93 447

1o 2 Disposals during the year 109 351

1058 23 Acquisition cost at 31.12 1211 4714 ;
843 6 Ordinary depreciation 01.01 a3 487

8 0 Additional accumulated depreciation ¢ 0

77 1 Ordinary depreciation for the year 94 84

1] 1] Write-downs in the year 0 2

93 0 Accumulated depreciation on disposals 87 46 '

835 7 Ordinary depreciation at 31.12 938 527 i
223 16 Book value at 31.12 273 4 187
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INVESTMENTS IN AND SALE OF FIXED ASSETS DURING LAST FIVE YEARS
40 12 Investments 1992 80 486
6 75 Sales 6 95
44 2 Investments 1993 142 37
7 2 Sales 80 44
52 3 Investments 1994 83 244
6 4 Sales 9 BO
157 1t Investments 1995 180 1323
3 261 Sales 12 161
63 0 Investments 1996 93 447
9 2 Sales 14 32%

REAL ESTATE AND REPOSSESSED PROPERTIES
1996
Annual 1000 Price Book Annual 1000 Price Book
Property category rent(*) m’ m? value rent (*) m? y value
Bank premises 119 158 7373 1165 128 156 7 500 1170
Commercial properties, let > 50% 266 319 7502 2393 236 316 6 706 2119
Cemmercial properties, let < 50% 2 13 3000 21 7 24 3583 86
Total commercial properties (1) 387 483 7410 3579 {137 496 6804 3375
Sites (2} 296 276
Homes, holiday cottages etc. (3) 24 33
Buildings under construction,

hotels, car parking facilities etc. (4) 319 515
Properties 4218 4199
Foreign development project(s) (5} 50 46
Total real estate and repossessed properties 4 268 4245

(*) Actual rent in the accounting year, excluding share of expenses for common areas.
(1) Of which internal Group reats amount to NOK 120 million (1995: 349), which includes NOK 1 miliion (1955: 25) estimated market rent for own buildings. Rental income for
Eiendomsselskapet Aker Brygge 1 AS has been included.

(2) Retates primarily to commercial properties.

(3) This itern consists mainly of housing and properties taken over on forced sales.

{4) Properties which it is not appropriate to value on the basis of sq. metres etc.

(5) Consists of companies owning land and development projects in Spain and Portugal.

GEOGRAPHIC ALLOCATION OF COMMERCIAL PROPERTIES

1996 1995

Book 1000 Price. Book 1000 Price

value m? per m? value m? per my’
@stfold 251 60 4183 269 65 4138
Akershus 306 67 4 567 340 74 4 595
Oslo 2329 209 11144 1956 178 10989
Oppland/Hedmark 164 34 4 824 153 38 4026
Buskerud 295 61 4 836 313 61 5131
Vestfold 212 48 4 417 280 66 4242
Other counties 22 4 5 500 64 . 14 4571
The Group 3579 483 7410 3375 496 6 804

Union Bank of Norway Group has a diversified properties portfolio. It comprises buildings that are used in ordinary banking operations, and properties in
which Union Bank of Norway has invested in on purely commercial grounds. [n addition, at 31 December 1996 the bank has properties amounting to
NOK 578 million (1995: 1,070 million) which were originally repossessed in connection with securing facilities.
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Note17 cont.

COMMERCIAL PROPERTIES” OCCUPANCY LEVEL

1996 1995

Property category Area Area Area Vacancy  Vacancy
used by let not level level

{All areas on 000s m?) The Group  externally et % %
Bank premises 123 23 12 8 % 4%
Commercial properties, let > 50% 15 276 28 9% 11 %
Commercial properties, let < 50% 0 1 5 83 % 78 %
Total commercial properties 138 300 45 9% 12%

Pursuant to Section 21-9 of the Financial Activities Act, proportional censolidation is to be used as a basis in calculating the bank’s maximum permitted
property ownership. Under these rules, the Group’s real estate holdings total NOK 4,363 million (1995: 4,215 million}, while the maximum is NOK 4,917
million (1995: 4,577 million}.

The bank’s subsidiary, Linstow Eiendam A5, manages a property portfolio totalling NOK 2.6 billion (1995: 1.7 billion). This portfolio consists mainly of
commercial properties. The bank buildings are managed by the subsidiary Sparebankgardene AS. The Linstow portfolio provided a direct yield of

8.5 per cent (£995; 7.7 per cent) in1996, excluding devetopment properties of NOK 367 million {1995; 316 million). The direct yiekd is arrived at as the
operating result for real estate operations before financial expenses and depreciation, divided by the boak value of the properties.

Linstow Eiendom AS has issued an option to Eiendomsfondet Osto Sentrum DA under which the latter has the right to buy an entire property portfolio
for NOK 908 million between 4 March 1997 and 14 April 1997, with take-over on 1 April 1997. The book value in Linstow Eiendom’s accounts was

NOK 673 million at 31 December 1997. Eiendomsfondet Oslo Sentrum DA is currently owned 100 per cent by the Linstow Eiendom Group. In connection
with the placement in Elendomsfondet Oslo Sentrum DA, Linstow Eiendom AS will subscribe to an amount which gives it a stake of at least 50 per cent,

maximum 60 per cent.

OTHER ASSETS AND ACCRUALS

Parent bank Group
1986 1995 1996 1995
375 649 Forward-dated assets 375 649
794 1091 Cther receivables and assets 898 1380
1169 1740 Other assets 1273 2029
699 810 Earned income and unacerued costs 1011 1308
1] 0 Excess funding of pension obligations 8 5
11 18 Capitalised costs on long-term foans 11 18
0 0 Deferred tax benefit 170 222
1 5 Other accruals 2 5
711 833 Accruals 1202 t 558
1 880 2573 Other assets and accruals 2475 3587
LOANS AND DEPOQSITS FROM CREDIT INSTITUTIONS
Parent bank Group
1996 1995 1996 19585
3 250 1578 Loans and deposits at call 3225 4757
9 081 4 845 Loans and deposits with fixed term/maturity 11718 4915
12 331 6423 Loans and deposits frem c¢redit institutions 14 943 9672
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DEPOSITS FROM CUSTOMERS

Parent bank Group
1296 1995 1996 1995
43 177 36718 Call deposits 42 877 36 299
22 971 24 538 Term deposits 23 347 24 875
66 148 61256 Beposits from customers 66 224 61174

CUSTOMER DEPQSITS BY SECTOR/INDUSTRY

1996 1995
Amount % Amount %
Private customer market 29 563 44.6 28593 46.7
Public sector 7 257 1.0 6 632 10.8
Agriculture, foresiry, fishing and hunting 1468 2.2 1667 27
Industry 1853 28 2 050 3.4
Construction, civil engineering, power and water supply 3026 4.6 2126 35
Retailing. hotel and restaurant operations 4311 6.5 3530 5.8
Shipping 377 0.6 414 0.7
Property management, financing 9 150 13.8 7292 11.9
Transport og service industries 7797 1.8 7485 12.2
Foreign 1421 21 1385 2.3
Deposits from customers 66 224 100.0 61174 100.0
CERTIFICATES AND BOND LOANS !
Parent bank Group
1996 1995 1996 1995
4361 1101 Certificates and other short-term borrowings 5 246 2791
0 0 Repurchased unamortised certificates 130 0
3 700 1869 Bond loans and other long-term borrowings 16 316 18 986
970 122 Repurchased unamortised bonds 3064 6 185
7091 2848 Certificates and bond loans 18 368 15 552

EEEEE| MATURITY STRUCTURE OF BOND LOANS AND SUBORDINATED LOAN CAPITAL

Bond foan (*) Subordinated loan {*}
Maturity NOK NOK  Currency
1997 1868 1
1998 (the currency ioan is not a bond loan} 3099 44 379
199% 2 586
2000 . 2 852
2001 203
2002 and later 2 644 558 224
Perpetual subordinated loan capital 3528
Convertible subordinated loan capital (conversion deadiine 1997, ¢f Note 24) 35 o
Book value as at 31.12.986 13 252 638 4131

(*}  Repurchased bonds have been deducted. The par value of the bond debt (including subordinated bands loans) totalled NOK 20,654 million (1995: 22,825 million) at
33 December 1996. The par value of repurchased bonds totalled NCX 3,064 million {1995: 6,186 million), while the market value of repurchased bonds was NOK 3,145 million
{1995: 6,185 million).

The amounts have been used in the same currency in which they are borrowed, or swapped to USD and used in USD. No foreign exchange gains or losses
have arisen therefore on the subordinated capital.

PERPETUAL LOAN CAPITAL

Nominal Interest Book

Year raised Currency amount rate {*) Call-date countervalue NOK
1993 usp 100 3 months LIBOR + 1.625 % p.a. 1998 645
1994 JPY 7 000 4.27 % p.a. 1999 388
1994 ushD 78 9.12 % p.a. 2001 503
1994 usD 75 9.10 % p.a. 2000 483
1994 JPY 5 000 5.85 % p.a. 2000 277
1996 JPY 10 000 4.00 % p.a. 2011 555
1996 usb 105 7.65 % p.a. 2006 677
Total 3528

(*) Far all loans, varying FRN terns apply after call date.
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‘Notei22 cont:’

CONTRIBUTION TC SATISFYING EQUITY REQUIREMENTS FOR NEXT FIVE YEARS

Asat 31.12: 1996 1997 1998 1999 2000 2001
Current leans 5107 5107 4702 4702 4702 4 504
20% reduction 390 621 406 589 770 755
Eligible as equity 4717 4 486 4296 4113 3932 3749
EEERR] OTHER LIABILITES AND ACCRUALS
Parent bank Group
1996 1995 1996 1995
978 1616 Chegues, giros etc. under clearance 978 1618
277 133 Allocated tax 371 140
462 369 Allocated dividend, group contribution 385 376
349 930 Miscellaneous liabitities 714 1371
2 066 3108 Other debt (*) 2458 3503
513 504 Accrued costs and unearned interest 1041 922
327 317 Pension obligations 334 323
1] 0 Deferred tax 212 329
4 5 Specified provisions for guarantee lfabilities 4 5
o 0 Cther provisions for liabilities 20 7
331 322 Provisions for liabilities 570 664
Minority interests 42 55
3010 3934 Other debt, accruals and provisions for liabilities 4111 5144
(*) Other debt inctudes employment tax on uninsured pension obligations.
CONVERTIBLE SUBORDINATED LOAN CAPITAL
Conver- Conver- Conver- Out-
Original Interest Year sion sion ted at standing at
Security no. amount rate issued price deadline 31.12.96 31.12.96
171908 - 2 1194 13.09 % 1992 100 24.03.97 1180 14
171.910-8 864 12.80 % 1992 100 31.12.57 843 21
2 058 2023 35
Conversion

These subordinate loans are subject to mandatory conversion. The lender has the right to convert the bonds during the term of the loan, and an obligation

to convert at maturity into primary capital certificates of Union Bank of Norway at a price of NOK 100 each. The Banking, insurance and Securities

Commission may at any time require the loan to be converted to primary capital certificates if the bank’s reserves have been lost or the payment of interest

on the bonds might, in the opinion of the Banking, Insurance and Securities Commission, involve the bank’s reserves being lost.

Interest

NOK 5 million {1995: 19 million) has been expensed as interest on the convertible subordinated loans. On conversion to primary capital certificates, the

accounts will no longer be charged with interest costs.

Priority

The convertible bonds have priority after all other debt of the bank, but rank equally with the bank’s other subordinated loans and prior to the bank’s

equity capital. Subsequent to being converted, the relevant primary capital certificates will rank pari passu with existing primary capital certificates.
Capital reprasented by primary capital certificates has priority over the Savings bank's reserve and the Dividend adjustment reserve.
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BB couity
Parent bank Group
1996 1995 1996 1995
4 472 3976 Equity as at 01.01 5 562 4 681
Change in primary capital certificate capital:
107 175 Additions on conversion of subordinated loan capital 107 175
Changes in other equity:
1 6 Sale of primary capital certificates from Foundation to employees 1 6
Impiementation of new pension standard { 6}
Expenses on conversion of subordinated loan
{1 {1 capital to primary capital certificates (n (1}
442 316 Addition on allocation of the profit for the year 466 701
Translation differences {4) o
5021 4 472 Equity as at 31.12 6125 5562
which is allocated as follows;
2570 2483 Primary capital certificate capital 2570 2463
952 739 Dividend adjustment reserve 952 739
Group equity in subsidiaries 1104 1090
1499 1270 Savings bank reserve 1499 1270
5021 4472 Equity 6125 5562

At 31 December 1996, Union Bank of Norway's primary capital certificate capital amounted to NOK 2.569,837,200 divided into 25,698,372 primary capital
certificates of NOK 100 each par value. Since 31 December 1995, the number of PCCs has increased by 1,071,790, as the result of converting subordinated
loans totalling NOK 107,179,000. The remaining convertible subordinated loan capital represents 351,270 primary capital certiicates.
Fer a definition of the key figures «Result per primary capital certificate» and «Diluted result per primary capital certificate», see page 44, footnotes (5)

and (6).

BTl cAPITAL ADEQUACY

Parent bank Group
1396 14995 1996 1995
5056 7.6 % 4614 81% Tier 1 capital 6 166 1.5 % 5730 7.9 %
3 528 5.3 % 2 335 1.1 % Upper Tier 2 capital 3534 4.3 % 2341 33 %
784 1.2 % 1058 19% Lower Tier 2 capital 1189 1.5 % 1394 1.9 %
0 0.0 % 262 0.5 % Unspecified loss provisians 0 0.0 % 296 0.4 %
(155} (0.2 %) {139) (0.3 %) Cther items {net) (114) (0.1 %) { 146) (0.2 %)
9 213 13.9 % 8130 14.3 % Capital base 10 775 13.2 % 9615 133 %
66 227 56 994 Calculation base 81 856 72 480
SPECIFICATION OF CALCULATION BASE 1996 1935
Risk- Risk-
Nominai amount by risk class weighted  weighted
0 % 10 % 20 % 50 % 100 % volume volume
Banking portfolic
Cash and bank deposits 1872 5 488 1097 662
Short-term investments in securities 1422 89 4949 1531 2530 3337
Loans ’ 1324 4662 46 411 44 944 69 082 60712
Other receivables 150 921 411 1118 1508 1818
Fixed assets 1101 5 1665 4 3855 5188 5151
Total assets 5 869 94 17 685 46 822 52 448 79 405 71680
interest and foreign exchange rate instruments 344 636
Other off-balance sheet items 2 695 2 649
Total off-balance sheet items 3039 3285
Total assets and off-balance sheet items in hedging portfolio B2 444 74 965
Trading portfolic including foreign exchange risk 1743
Deduction for:
Loss provisions and subordinated capital in other financial institutions, not eligibie in capital base 2331 2485
Total calculation base 81 856 72 480
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Note 26 cont.

Capital adequacy for market risk

In 1996, the Ministry of Finance issued rules regarding the statutory minimum capital adequacy for market risk. These rules are part of the adaptation
to the EEA Agreement, and the main change is that the market risk on the bank's trading portfolio of financial instruments is to be included in the
calculation base for capital adequacy. Seen in isolation, the change in the rules has reduced the Group's capital ratio by 0.2 percentage points compared
to 1995.

Deduction from capital

Beductions from total capital include the book value of the bank’s investmenits in capital issued by other financizl institutions, when in accordance with
more detailed regulations, the bank’s share of such capital represents less than 20 per cent of these institutions’ capital. H the bank’s stake in a financial
institution is 20 per cent or more, the finance institution shall be consolidated proportionately in calculating the capital ratio. Thie risk-weighted volume is
calculated by dividing assets into five categories which are given weightings of 0 per cent, 10 per cent, 20 per cent, 50 per cent, and 100 per cent,
depending on the type of debtor or asset. The risk categories also include credit risk relating to the bank's ofi-balance sheet assets and liabilities.

Capital adequacy rules - Transitional rules

The mandatory minimum capital ratio is 8 per cent. Capital consists of Tier 1 capital and Tier 2 capital. Tier 2 capital is limited upwards to an amount equal
to Tier 1 capital. Subordinated foan capital with an outstanding terr of less than 5 years must be reduced by 20 per cent per year. Unspecified loan loss
provisions were eligible as capital throuvgh to 31 December 1996.

To illustrate the effect of the transitional rules and the possibilities of repaying subordinated loan capital, two sets of calculations have been prepared.
The first model (excluding call) is calcuiated on the assumption that the bank does not exercise its right to prepay subordinated loans, which the agree-

_ments alfow. It further assumes the same calculation base as at the end of 1996, a zero resuit from 1997 onwards, and no changes in the other equity items
which are not affected by reduction/transitional rules.

DEVELOPMENT IN EQUITY EXCLUDING CALL

1996 . 1997 1998 1999 2000 2001 2002
Capital 10775 10410 10224 10046 9 875 9 689 9629
Capital ratio 13.2 12.7 12.5 12.3 t2.1 11.9 11.8

With the same assumptions as above, but where the bank exercises its right to repay subordinated loans as the contracts permit {normally five years before
maturity), the development will be as shown below. Repayment is also possible on the bank’s perpetual subordinated loan after 5 - 7 years,

DEVELOPMENT IN EQUITY INCLUDING CALL

1996 1997 1998 1999 2000 2001 2002
Capital 10 775 10 080 9091 8 668 7878 7332 7332
Capital ratio 13.2 12.3 11.1 10.6 9.6 9.0 9.0
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LIQUIDITY RISK/REMAINING TERM

tiguidity risk

Notes

In simple terms, liquidity risk can be defined as the risk that the bank will not be able to meet its obligations as they fall due. In this regard, the bank is
protected by central drawing rights at Norges Bank, and its general liquidity policy. A prime ratio is also the bank’s net lending/deposit position, which
reflects its degree of dependence of the meney market. During the year, Norges Bank has provided ample liguidity in the market, due i.a. to the strong
currency position. Union Bank of Norway has drawn on its lines with Norges Bank only to a limited degree. Deposit coverage (parent bank) see page 44,
footnote 11 for the definition - was 86 per cent at the end of the year, compared to 88 per cent one year earlier, which is high compared to other major

banks in Norway. Deposit coverage for the Group was 71 per cent at year-end {1995; 72 per cent). The liquidity position must therefore be characterised as

highly satisfactory.
Remaining term NOK
Up to tte 3 months 1year to Over

1month 3 months 1o 1year 5 years Syears Unspecified Total
Cash and receivables from central banks etc, 744 0 0 1] 0 0 744
Loans to and deposits with credit institutions 1316 1681 268 189 127 ] 3581

" Loans to and receivables from customers {*) 1214 1615 10 292 24 027 50 768 1} 87 916
Loan loss provisions (1 986} {1 986)
Bonds, certificates, and other interest-bearing securities 340 1 809 3237 620 1 836 [} 7 842
Other assets 698 105 476 77 0 5616 6 972
Total assets 4312 5210 14273 24 913 52731 3630 105 069
Liabilities to credit institutions 4 532 392 2581 0 7 0 7512
Deposits from and labilities to customers 21 641 24 605 15253 1051 10 0 62 560
Debt raised by issuing securities ' 915 1380 4 657 8741 2644 0 18337
Other liabilities 1136 1407 322 92 375 370 3702
Suberdinated capital 0 14 122 500 1 0 637
Equity 6 043 6043
Total liabilities and equity 28 224 27798 22935 10384 3 037 6413 98 791
Net liguidity exposure on balance sheet items {23912) {22 588} (8 662) 14 529 19 594 (2 783) 6278
Payments infout of financial derivatives in balance sheet {1551) {1618) (2 490} ( 220) 0 4] (5 879)
Net total al items (25 463) (24 206} (11 152) 14 309 49 634 {2783) 399
Remaining term
Foreign currency
Up to Tto 3 months 1 year to Over

tmonth 3 months to1year 5 years Syears Unspecified Total
Cash and receivables from central banks ete. 128 0 0 0 0 1] 128
Loans to and deposits with credit institutions 1055 451 156 86 10 1] 1758
Loans to and receivables from customers  (*) 4m 141 704 1528 3040 ¢ 5814
Loan less provisions {221) (221}
Bonds, certificates and other interest-bearing securities 0 0 329 495 256 1 1091
Other assets 100 90 401 0 o] 310 201
Total assets 1684 682 1590 2109 3 306 100 9471
Deposits and loans from credit institutions 4 257 1706 1468 1] 0 0 7 431
Deposits from and debt to customers 1618 55 1185 806 0 0 3 664
Debt raised by issuing securities 3 0 0 0 0 0 3
GCther liabilities 48 141 113 3 12 92 409
Suboerdinated loan capital 0 0 0 379 3753 0 4132
Equity . 82 82
Total liabilities and equity 5854 1902 2766 1188 3765 174 15 749
Net liquidity exposure on balance sheet items (4 270) {1220} (1 176) 921 (459) {74) (6 278)
Payments infout of financial derivatives not in balance sheet 1551 1618 2490 220 0 0 5879
Net total all itemns (2719 398 1314 114 (459) {(74) (399)

(*) Overdraft facilities and construction loans are included in the interval «3 months to 1 years.

The above tables have been compifed in accordance with the rules of the Banking, Insurance and Securities Commission. They do not show the actual
liquidity needs of the Group, and are not part of the internal management of tiquidity.
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interest risk

Interest risk arises in connection with the bank’s lending and borrowing activities, and in relation to activities in the Norwegian and internaticnal money
and capital markets. Interest risk is a resuit of the interest pericd for the bank’s assets and liabtlities (both on and of balance sheet) not being coterminous,

INTEREST RISK/REMAINING TERM TO INTEREST RATE ADJUSTMENT

The Bank’'s Board of Directors has established maximum limits for the bank’s interest risk. These limits apply both to trading activities and the central

interest positioning. The current activities are subject to continuous monitoring to ensure that they stay within these limits. The aggregate limit for interest

exposure in Norwegian kroner and foreign currencies expresses what the maximum (unrealised) loss for the bank would be on a general adverse

movement in interest rates of 1 per cent.

The parent bank’s maximurn limit for interest risk has been set at NOK 300 million (1995: 300). The highest utilisation of the limit was 57 per cent (1995:
44 per cent), while utilisation at year-end was 47 per cent (11995: 41 per cent), and average for the year was 24 per cent (1995: 24 per cent).

Remaining term to interest rate adjustment NOK
Up 1o 1to 3 months 1yearto Qver

1month 3 months to1year 5 years 5years Unspecified Total
Cash and receivables from central banks etc. 191 0 1] 0 0 553 744
Deposits in and loans to credit institutions 3188 125 266 1 1 0 3581
lLoans to and receivables from customers(*) 66952 8624 2383 7619 2 338 0 87916
Loan [oss provisions {1 986) {1 986)
Bonds, certificates and other interest-bearing securities 372 2131 3322 406 1611 o 7842
Other assets 0 0 o] 0 0 6972 6972
Total assets 70703 10 880 5971 8026 . 3950 5539 105 069
Loans and deposits from credit institutions 5568 1174 765 0 5 1] 7512
Deposits from and liabilities to customers 45 069 1590 15 353 548 0 0 62 560
Debt raised by issuing securities 1 665 3380 4670 6364 2258 o 18 337
Other liabilities 0 0 1] o] 0 3702 3702
Subordinated loan capital 0 14 72 0 551 0 637
Equity 6043 6043
Total liabilities and equity 52 302 6158 20 860 6912 2814 9 745 98 791
Net interest exposure on balance sheet items 18 401 4722 {14 889} 1114 1136 {4 206} 6278
Off-balance sheet financial derivatives (1 423) (5112) 498 1 460 {B613) o] {5 190}
Net total interest exposure 16978 (390) {14 391) 2574 523 {4 206} 1088
Remaining term to interest rate adjustment Foreign currency

Up 1o 1to 3 months 1 year to Over

1month 3 months  to 1vyear 5 years 5years Unspecified Total
Cash and receivables from central banks etc.. 0 0 0 o 0 128 128
Deposits in and loans to credit institutions 1129 449 156 24 0 g 1758
Loans to and receivables from customers(*) 1293 1951 2 560 8 2 o 5814
Loan loss provisions {221} (221)
Bonds, certificates and other interest-bearing securities 145 152 200 399 195 1] 1091
Other assets 0 0 0 [+] 0 301 901
Total assets 2 567 2552 2916 431 197 808 9471
Loans and deposits from credit institutions 4 257 1706 1468 o 0 1] 7 431
Deposits from and liabilities to customers 1618 55 1185 806 0 o) 3664
Debt raised by issuing securities 31 0 0 o) 0 0 Ell
Other liabilities 0 0 4] 1] 0 409 409
Subordinated loan capital 174 645 1] 2032 1281 o 4132
Equity 82 82
Total liabilities and equity 6080 2 406 2 653 2 838 1281 491 15 74%
Net Interest exposture on balance sheeat items {3513) 146 263 {2407} {1084) 317 (6278)
Off-balance sheet financial derivatives 689 (1052) 656 3643 1364 0 5300
Net total interest exposure {2 824) { 906) 919 1236 280 317 [978)

{*}Overdrafts and construction loans are included in the interval «1 to 3 monthss

The above tables have been compiled in accordance with the rules of the Banking, Insurance and Securities Commission. They do not show the actual

interest rate risk of the Group, and are not part of the internal management of interest rate risk,
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FINANCIAL DERIVATIVES
Liguidity and interest rate risk can be hedged by i.a. using the foliowing financial derivatives:
Forward foreign exchange contracts: Agreements to buy or sell foreign currency at a given future date at an agreed price.

FRA-contracts Agreements to secure a fixed interest rate for a future period for a fixed amount. When the interest period
expires, enly the difference between the agreed interest rate and the market interest rate is paid.

Interest options: Agreements which provide the purchaser with a right to demand payment of the difference between a market
interest rate and the interest rate agreed by the seller. The amount of the difference is calculated on the basis of
the principal amount.

Foreign exchange options: Agreements which provide the buyer with a right to buy or sell foreign currency on a future date at a fixed price.
Interest swaps: Agreements to exchange interest terms for an agreed amount over an agreed period.
Interest futures: Standardised contracts on the receipt/delivery of a specified interest rate instrument on a specific future date at

an agreed price. The contracts are traded on the stock exchange. The value of a future follows the price develop-
ment on the underlying interest instrument.

Interest and currency swaps: Agreements where the parties exchange both currency and interest rate terms for an agreed amount over an
agreed period.

Nominal values/risk-weighted volume

The nominal amount for forward foreign exchange contracts is calculated as the aggregate of currency {including NOK) bought and sold forward based on
the foreign exchange rates at 31 December, The nominal amount for the other derivatives is the aggregate of the nominal amounts of contracts entered
into {contracts in foreign currencies are translated at the exchange rate on 31 December). '

Parent bank Group

Trading Bank Risk- Trading Bark Risk-

port- port- weighted Instrument port- part- weighted

folio folio valume falio folio volume
122136 0 231 Forward foreign exchange

contracts 128 510 0 231

762 232 3070 347 Future rate agreements (FRA) 763615 3100 347

836 ¢ 0 Interest opticns 836 0 o]

13 o 0 Foreign exchange options 13 0 a

2181 7322 146 Interest swaps 21769 9463 159

258 1} 0 Interest futures 258 o 0

0 3018 32 Interest and currency swaps 0 3335 32

Main risk factors

In the case of open forward foreign exchange positions and foreign exchange options, the bank runs the risk of a change in both the exchange rate
{fareign exchange risk) and market interest rate (interest risk) between the two involved currencies. The bank's trading activity in this field is mainly
interest-related. Positions in the other derivatives involve the bank running a risk of interest rate changes (interest risk). All interest and currency swaps
have been arranged to reduce the risk inherent in the bank's foreign currency bond debt. For all types of derivatives, with the exception of futures, the
bank bears & counterpart risk,

Credit exposure

tn the above, the credit risk is expressed in figures {risk-weighted volume} calculated in accordance with the regulations issued by the Banking, Insurance
and Securities Commission. Credit risk is the risk that a counterpart does not fuHil histher contractual obligations. Internal limits regulate the maximum
exposure to counterparts. Monthly reports are prepared on the ¢redit risk on each party. It will be seen from the above table that there is no significant
credit risk on the above instruments. It is in the ordinary loan portfolio that Union Bank of Norway has most of credit risk exposure.

FOREIGN EXCHANGE POSITION AND RISK

Parent bank Group
1936 1995 1996 1995
6797 5663 Foreign exchange assets on the balance sheet 9653 8 995
12 971 8073 Foreign exchange liabilities on the balance sheet 16 210 11401
44 341 33974 Foreign exchange forward purchases 46 723 36 664
38 151 31034 Foreign exchange forward sales 40 344 33 362

Foreign exchange risk

Foreign exchange risk can be defined as the risk assumed by the bank as a result of changes in foreign exchange rates. The bank’s Board has set limits on
the size of the foreign currency position the bank can assume overnight. The parent bank's limit is set at NOK 1,400 million. Routines have been established
for daity follow-up of the bank’s foreign exchange exposure. The Board receives a report on this activity at each meeting. Forward ¢ontracts (see previous
note) are used i.a. to hedge foreign exchange positions. The net aggregate foreign currency position at 31 December 1996 was NOK 158 million, The daily
average in 1996 was NOK 210 million (Norges Bank's line for Union Bank of Norway is NOK 1,843 million) and the highest foreign currency position was
NOK 585 million, which represents 6,3 per cent of the banks capital.
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BEXBl comMITMENTS, GUARANTEES AND CONTINGENT LIABILITES

Parent bank Group
1996 1995 1996 1995
8124 6916 Undrawn ordinary credit facilities 7 424 6 840
8124 6916 Commitments 7424 6 840
5 585 Payment guarantees 51 585
1394 1274 Performance guarantees 1394 1274
2914 4705 Funding guarantee Eksportfinans (™) 2914 4705
1114 943 Other loan guarantees 1114 943
55 n Guarantees for tax 55 31
990 895 Other guarantees for customers 837 586
6978 8433 Guarantee liability {**) 6 825 8124
1157 1192 Pledged certificates and bonds (***) 1157 1192
] 0 Pledged properties 19 684
8135 9625 Contingent liabitities 8001 16 000

{*) W.e.f. 1 January 1996, new funding loans are longer guaranteed by the banks owning Exportfinans.

(**}  From January 1595, savings banks had again to provide a guarantee in favour of the Savings Banks’ Guarantee Fund and deposit bonds in a separate VPS account with a par
value at least equal to the bank’s contingent liability. In the case of Union Bank of Nerway, the contingent liability amounts to NOK 338 million (1995: 444). This liability is in

addition to the total on this line.

{***)  Refers to the parent bank’s access to D-loans with Nerges Bank, collateral (with the Banking, Insurance and Securities Commission as ultimate rights owner) for the parent
bank's stockbroking and option trading {w.e.f. 1996), and the guarantee in favour of the Savings Banks’ Guarantee Fund. The par value of the securities is NOK 1,150 {1995:

NOK 1,180 million), and they have been pledged as collateral for a total of NOK 1,206 million (1995: 1,217 million).

BEEER 'wFORMATION ON RELATED PARTIES

Remuneration paid to the Group Board of Directers and the Group’s President and CEQ is set cut in Note 4. Assets in and results of associated companies
are set out in Note 15. Note 34 provides a list of subsidiaries in the Union Bank of Norway Group. Pursuant to the Financing Activities Act, all transactions

between companies in the Group are carried out on nermal commercial terms and principles.

INTRA-GROUP TRANSACTIONS

Parent bank

Parent bank

Profit and Loss Account 1996 1995 Balance Sheet 1996 1995
Income Assets

Interest on loans 139 131 Loans 2225 2735
Interest on deposits frem credit institutions 23 &0 Deposits in credit institutions {*) 1915 1044
Interest on bonds/certificates 2 13 Bonds and certificates 0 160
Dividends received{Group contribution(*)} 163 67 Other assets 289 114
Other income 67 32 Total assets 4 429 3993
Total income 464 323 Liabilities

Expenses Deposits from customers 426 483
Interest on customer deposits 13 6 Deposits from credit institutions 547 46
Interest on loans from credit institutions 31 15 Other liabilities 95 456
Rents 190 145 Total liabilities 1068 985
Other expenses 1 3 Guarantees 173 337
Total expenses 235 169 (*) Of which subordinated loan capital NOK 250 miltion (1995: 284),

Group contribution paid to:

Linstow Eiendom 40 176

- Sparebankgardene 296
{*} Dividends/Group contribution received from: Sparebank Kreditt 162
Sparebank Kreditt 83 Hafjell invest 4
SPN fonds 3 18 NOR Eiendomsmegling
Union Bank of Norway Int. 1 10 Oslo Akershus 3
Linstow Eiendom 20 NOR Finans 33 29
Sparebankgérdene 14 12 Miscelianeous 1 3
NOR Forsikring Holding 29 192 Total 77 670
Vigar 3
NOR Eigndomsmegling Holding 5 3 Bividends received (included as transfer) from:
Avanse Forvaltning 4 4 Linstow Eiendom (see Note 9) 82
Miscellaneous 1 1 Sparebank Kreditt 167
Total 163 67 Total 82 167
NQR24

The parent bank’s new telephone bank, NOR24, took over SparebankKreditt's residential loan portfolio of NOK 2.7 billion with effect fram 1 April 1995.
In cennection with the transfer, goodwill arose in the parent bank in the amount of NOK 90 millien, which will be amortised at 40 per cent per annum,

Karl Johan Fonds

75 per cent of the shares in Vigar AS, which owns the stockbroking company Karl Johan Fonds, were purchased on 1 July 1996, and were consolidated into
Union Bank of Norway's consolidated accounts with effect from the 3rd quarter, The bank helds an option to purchase the remaining shares, The Vigar AS
Group recorded operating income of NOK 33.4 million in 1995, and a profit of NOK 6.5 million. When the shares were purchased, goodwill in the amount

of NOK 12 million arose, and Vigar then had a staff of 29,
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Agreement with Fellesdata

Notes

When new shares in Fellesdata were issued in August 1995, Union Bank of Norway's stake in Fellesdata was reduced from 40.7 per cent to 33.0 per cent.

in the canditions for the new issue, it was stipulated that Union Bank of Norway should, within given limits, be compensated for this ditution, if the value

on which the issue was based, proved to be significantly toc low, and that such increased value was generated by selling all or part of the company.
Correspondingly, Union Bank of Norway should pay compensation should the value prove to have been set too high.
An agreement has been signed between Fellesdata and Unien Bank of Norway which regulates the above, The agreement is based on Fellesdata being

valued at NOK 200 million. The agreement is valid until 19 June 1997. The Board of Directors of Feltesdata has initiated a process aimed at changing the

company’s ownership structure.

BEERE \NVESTMENTS IN SECURITIES

Values
Book Market Additicnalfunder{1) Y%-share Risk-
Investments in: {2) 1996 1995 1996 1995 1996 1995 1996 weighting
Certificates and money market funds
Govt and Govt. guaranteed H 345 400 346 400 1 0 3.5% 0
T 4064 3200 4080 3201 16 1 41.6 %
Other H 735 495 736 496 1 1 7.5 % 20
H 51 12 51 12 1] 0 0.5 % 100
T 149 0 149 & ] 0 1.5 %
Total certificates and money market funds 5344 4107 5362 4109 18 2 54.7 %
Bonds and bond funds
Govt. and Govt. guaranteed H 402 1182 403 1204 1 22 4.1 % 0
T 751 891 757 895 6 4 77 %
Credit institutions H 758 318 759 320 1 2 7.8 % 20
T 124 236 125 237 1 1 1.3 %
Other Norwegian ] 19 20 20 22 1 2 0.2 % 10
H 111 64 112 64 1 0 1.1 % 100
T 46 o 45 0 0 0 0.5 %
Foreign H 2 2 2 2 0 0 0.0 % 0
T V] 238 0 239 0 1 0.0 %
H 449 873 450 874 1 1 4.6 % 20
H 524 319 525 3t4 1 (5) 5.4 % 100
Subordinated loans H 403 445 420 461 17 16 4.1 % 100
Total bonds and bhond funds 3589 4 588 3619 4632 30 44 36.7 %
Total certificates and bonds 8933 8695 8 981 8741 48 46 914 %
Shares (3}
Norwegian (short-term) H 22 379 22 383 i} 5 0.2 % 20
H 27 50 15 17 (12} {33) 0.3% 100
T 7 0 7 ¢ 1] b 0.1%
Foreign {long-term) H 21 24 0.2 % 20
Morske (jong-term) H 23 0 .2 % 20
H 83 165 0.8 % 100
Units in mutual funds H 72 109 106 127 34 18 0.7 % 100
Primary capital certificates H 10 22 12 24 2 2 0.1% 100
T 2 0 2 Q o] 0 0.0 %
- price adjustment 0 (10} o 0 0 190 0.0 % 100
Total shares and units 267 739 24 2 2.7 %
Associated companies H 372 372 38% 20
H 60 55 0.6 % 100
Total associated companies 432 427 4.4 %
Group companies {4} ‘H 141 119 1.4 % 20
Total securities 9773 9 980 72 43 100.0 %
(1) See also Note 3. (3) See Note 34 for details of the individual shares
(2) H = hedging portfolic T = trading portfolic. (4) Refers to NOR Forsikring AS, which is dealt with according to the equity method.
INTERESTS IN COMPANIES OTHER THAN JOINT STOCK COMPANIES Income

Share Book netincluded

% value  in accounts*

K/S ASS Dagblad-Teykk {**) 0,0 0 3
K75 Larvik Torg Parkering 131 1 1]
ANS Dreyfushammarn 6.5 1 0
Procuritas MBG Invest Consortium 0 1
Miscellaneous i 0
Fixed assets - parent bank 3 4
ANS Parkeringshuset Sarpsborg 50.0 2 0
Fixed assets - subsisiaries 2 0
Fixed assets - the Group 5 9

{*} Interests of less than 20 per cent are dealt with according to the cost method of accounting.

{(**)  The bank’s interest was sold in 1996.
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| Notes |

BELEd SHAREHOLDINGS

) Company’s No. of Owner Par- Book Market-
Ameounts in NOK 000s capital shares ship % value value value
Shares held by parent bank as current assets
Indre Sogn Sparebank (PCCs) 38 250 10 255 2.7 1026 1026 1026
Sandefjordbanken Sandar Sparebank (PCCs) 50 000 1000 0.2 100 100 144
$parebanken Rana (PCCs) 50935 9 500 1.9 950 1045 1463
Sparebanken Mare (PCCs} 451 660 56 000 1.2 5600 7 648 8 960
Avanse Finans 162 734 16 273 14111 26 802
Avanse Industri . 1% 267 1127 2022 3206
Avanse Shipping 135382 13538 13 146 18 566
Avanse Markedsverdi 1556 15558 19 468 27 500
NCL Holding ASA 264 427 507 481 0.4 1167 18 374 5405
Fokus Bank ASA 722 567 11110 0.0 122 322 490
Misc. Norwegian shares held as current assets 1008 85690 8940
Interspar, Luxembourg {fund units) DEM 43 000 4115 5252
Total shares held by parent bank as current assets 90 067 107 754
Shares held by rest of Group as current assets
Avanse Utland 250 2852 5494
Avanse Barnespar 150 000 15 000 17 186
Avanse Finans 18 188 2 000 3045
Norman Data Defence Systems AS 73 800 27073 0.4 271 3384 3249
" Mindex ASA 15 567 234 400 0.8 17 2 050 1887
Bolig- og Neeringsbanken ASA 487 710 201 700 2.1 10 085 30 103 22187
BN-Bank ad hoc option Am. call 970217 price 110 {2017 {8427} 0
Miscellzaneous shares held as current assets . 2787 2725
Total shares held by rest of Group as current assets 49 749 55773
Total shares held by Union Bank of Norway Group as current assets 139 816 163 527
The parent bank’s shares, repossessed assats
AJS Algarve 100 100 100.0 100 0 |
Hispano AJS 990 2000 100.0 990 0 i
Storgaten 2 AS 100 100 100.0 100 o i
Smalvoliveien 34 AfS 50 5 100.0 50 50
Hotell Fosna A/S 50 5 100.0 50 50 :
Chancery Plc ord. B-shares GBP 1843197 5031 0 ?
Total shares, repossessed assets, parent bank 100 1
Shares, repossessed assets, rest of Group ‘
AS Noretjell Ski og Friluftssenter 2 000 40 100.0 24900 o
Total shares, repossessed assets rest of Group i}
Total shares, repossessed assets Union Bank of Norway Group 100
The parent bank’s shares held as fixed assets Share of Equity
Sharesiinterests in subsidiaries
Sparebankenes Kredittselskap A/S m 708 000 7 080 000 100.0 708 000 835552 1083 009
NOR Forsikring Holding A/S 195 750 156 255 79.8 156 255 169 987 187 520
SPN fonds a.s 75 000 75 000 100.0 75 000 75000 87 233
Sparebankgérdene A/S 204 920 204 920 100.0 204 920 204 920 483 931
Avanse Forvaltning as 2400 1561 65.0 1561 6 406 33 049
NOR Eiendomsmegling'Holding A/S 39100 1955 100.0 39100 44 200 46 920
Linstow Eiendom AS 900 000 1 800 000 100.0 500 000 900 000 91311 R
NOR Finans a.s 100 000 100 00O 100.0 100 000 106 079 178 784
Sentrumbygg A/S 70 70 100.0 70 4213 2746
SPN Oppland/Hedmark Terminalutlete A/S 50 5 100.0 50 50 { 525)
Hafjell Invest A/S 26 330 2633 100.0 26 330 0 29 049
Sparebanken NOR Dataservice @stfold A/S 750 750 100.0 750 0 767
Gran Eiendom A/S 3900 3900 100.0 3900 3 900 5996
Gredker Industripark A/S 3000 3 000 100.0 3000 3000 5898
Terminatutleie a.s 300 300 100.0 300 619 ( 244)
Vigar A/ {2) 1015 7614 75.0 761 34821 4 768
UBN Reinsurance S.A., Luxembourg NOK('000) 1000 11 GO0 100.0 11 0060 11 000 24 510
Union Bank of Norway Int. 5.A., Luxembourg LUF('000) 700 000 70 000 100.0 700 000 137977 209 275 |
Total shares/interests in subsidiaries 2537 724 329579% ;
Shares in associated companies J
AJSS Eksportfinans 1075 000 2150 20.0 215000 208 692 372375
Fellesdata AsS 60 000 455 000 33.0 19 800 21530 59 498
Total shares in associated companies 230 222 431 873

{1) Badwill: 5238 (2) Goodwill: 10 800
The main subsidiaries’ results are shown on page 6.
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Notes—l

Company's No, of Owner Par- Book Share of
Amounts in NOK 000s capital shares ship % value value equity
Other fixed asset shares etc.
Four Seasons Venture A/S {*) 7581 62 000 24.2 1838 861
Four Seasons Venture 1l A/S 75000 500 0.7 500 530
AS Globusgarden {*) 1300 624 48.0 624 624
AS Sparebankmateriell - Spama {*} 3156 7674 243 767 747
BBS/Bank-Axept Holding AS 363 629 2 665 049 18.3 66 626 66 626
Buskerud Telemark Vestfold Invest AS 49 004 20 000 4.1 2 000 2000
Norsk Opsjonssentral AS 14 903 236 510 15.9 2 365 21286
MNORbillett a.s *) 2 300 70 304 700 700
Trumf Holding AS (*) 1 000 3333 333 333 333
Visa Norge A/S (*) 4000 800 20.0 800 397
Norsk Tillitsmann AS 10 500 11974 114 1197 1197
Bikuben Girobank A/S DKK{'0G0) 2416 768 34 285 0.1 3429 10 584
Finanzierungsgesellschaft Viking CHF("000} 30000 9000 9.0 2700 10 477
Miscellaneous fixed assets 5543
Total other fixed assets 121 905
Total fixed assets/interests, the parent bank 2 889 851
Fixed assets, the rest of the Group
Shares in subsidiaries
Sparebankenes Kredittselskap A/S
5K eiendom AJSS 50 50 100.0 50 50 50
Karlhaugen eiendem A/S 1000 1000 100.0 1 000 1] 1293
Nye Vestby hotell A/S 50 50 100.0 50 [} ( 35)
NOR Forsikring Holding AS
NOR forsikring AS 130 002 1460 700 100.0 130 002 169 132 177 145
Vigar AS
Karl Johan Fonds AS 13 400 134 000 100.0 13 400 11100 37271
NOR Eiendomsmegling Holding A/S
NOR Eiendomsmegling Oslo Akershus A/S €3] 11 Q00 11 000 100.0 11 000 13 000 13741
Estator AS 8 250 2500 100.0 250 4758 1150 j
NOR Eiendomsmegling Vestfold A/S (5) 950 950 100.0 950 2060 4308 |
NOR Eiendomsmegling Oppland Hedmark A/S 2 000 2 000 100.0 2 000 2224 2927 |
NOR Eiendomsmegling @stfoid A/S 2 000 2 000 100.0 2 000 2 200 2 400
NOR Eiendemsmegling Buskerud A/S (&) 1000 994 99.4 994 3 868 2 969
NOR Eiendemsmegling Ringerike A/S 7 50 46 92.0 46 2 400 545
NOR Eiendomsmegling Rogaland A/S . {8} 350 874 92.0 874 874 { 237)
NOR Eiendomsmegling Bergen A/S 200 184 92.0 184 920 34
The Linstow Group
ANS Skarnes Nzeringspark 100.0 o o
WVaterland Invest A5 50 500 100.0 50 50 531
P-Hus Drift AS 50 500 100.0 50 50 100
ANS P-Hus Christian Krohgsgate 70.0 9039 11266
Linstow Drift AS 50 1000 100.0 50 50 82
Bryggeforvaltning AS 50 1000 100.0 50 50 ( 320)
ANS Rykkinn Kjepesenter 100.0 o 0
Verkstedhallene ANS 100.¢ 0 0
Terminalbygget ANS 100.0 0 0
Bryggehallen Invest | ANS 100.0 0 0
Bryggehallen Invest Il ANS 100.0 0 0 "
Bryggehallen Invest 1 ANS 100.0 0 0
Aker Brygge ANS 100.0 31190 9 426
Bryggehandel AS 1000 20 000 100.0 1000 229 1516
Hafjell Invest AS
Hafjell Riksanlegy @yer AS 500 500 100.0 500 0 30 347
Hafjell Riksanlegg ANS 100.0 88 753 88 752
Total shares in subsdiaries 341 997 385 260
Other shares held as fixed assets
AfS Bendenes Hus *} 350 3502 48.3 169 456
Kirkegt. 74 A/5 {*) 500 250 50.0 250 250
Sparebanken NOR EiendomsSenter Jessheim  (**) 50 50 100.0 50 1536
Miscellaneous shares held as fixed assets 3297
Total shares held as fixed assets in Group 5539

(3) Goodwill: 1927 (4) Goodwill: 2 722 (5) Goodwill: 167 {B) Goodwill: 540 {7) Goodwill: 1 129 {8) Goodwill: 4 480
(*}  The company is not included according to the equity method, since the results are insignificant for the Union Bank of Nerway Group.
{**) Under liquidation, not consolidated,

The following companies are new to the Group: NOR Eiendamsmegiing Bergen AS, Estator A3, Hafjell Riksanlegg @yer AS, Hafjell Riksanlegg ANS,
Vigar A5, Kari Johan Fonds AS, Aker Brygge ANS.

The following companies have merged with Linstow Eiendom AS: Grenland Bilpark AS, Torvbyen AS, Eiendomsselskapet Aker Brygge 1 AS.
The following company has merged with Vaterland Invest AS: Granfoss Brug AS.
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Cash Flow Analysis

Parent bank Group

1996 1995 1996 1995
B 194 5832 Interest receipts 7 412 6939
3 407 3385 Interest paymenits 4 403 4 500
1091 1008 Other receipts 1726 1471
243% 2168 Operating expenses 2 848 2426
66 53 Recovered on losses previously written off 76 65

130 82 Tax paid 136 110
1383 1258 Net cash flow from operations 1827 1439
{11 413) {6 509) {Increase) fending (11 415) {7 197}
703 761 Reduction other receivables 760 389
{ 344) (543) Reduction (increase) short-term securities 182 {1221}
{3 656) 2 260 Reduction (increase) in deposits in and loans to finandal institutions (2 735} 2951
(14 710} (4031) Net cash flow from current financial activities {13 208} (5 078)
(63} [ 168) {Increase) property assets ( 495) {1502)

{ 154) {189) (Increaseother fixed assets {34) (212)
36 359 Sale of fixed assets 360 247
{181) 2 Net cash flow from investments { 169) (1 467)
4 892 3359 Increase in deposits from customers 5 050 3122
413 (1 194) Increase (reduction) in subordinated lean capital 352 (1195)
107 180 Increase in equity 107 180
5908 1256 Increase in loans and deposits from financial institutions 5271 1486
2 442 {788) Increase (reduction} other liabilities 1023 1554
13 762 2813 Net cash flow from long-term financing activities 11 803 5147
254 42 Net change in liquidity 253 41
618 576 Liquid assets at 01.01.1996 624 578
872 618 Liquid assets 31.12.1996 872 619
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Audit Report for 1996

To the Group Commitiee of
Representatives of Union Bank of Norway
We have audited the annual accounts for
Union Bank of Norway for 1996, showing a
profit for the year of NOK 822 million for the
parent bank, and a profit of NOK 851 millien
for the Group. The financial starements,
which consise of the Report of the Board of
Directors, Proftt and Loss Account, Bafance
Sheet, Statement of Cash Flows, and Notes,
and the consolidated financial starements,
have been presented by the bank’s Board of
Directors and the Chief Executive Officer.

Our responsibility is to examine the
company’s annual accounts and the conduct
of its affairs.

We have conducted our audit in accor-
dance with applicable laws, regulations and
generally accepted auditing standards.

We have performed the auditing procedures
we considered necessary to determine that
the annual accounts are free of marerial errors
and omissions.

We have examined, on a test basis, the
accounting matertal supporting the financial
staternents, the appropriateness of the
accounting principles applied, the accounting
estimates made by the managemenrt, and the
overall presentation of the annual accounts,
To the extent required by generally accepred
auditing standards, we have also evaluated
the company’s asset management and inter-
nal conrrols.

The apprapriation of the profit for the
year, as proposed by the Board of Direcrors,
complies with the requirements of the
Savings Banks Act and the bank’s Articles of

Associarion.

Statement by the Control Committee

To the Group Committee of
Representatives of Union Bank of
Norway
The Group Control Commirtee has carried
out the functions required by Section 13 of
the Savings Banks Acr.

The Group Control Commitree his
reviewed the Annual Accounts and the
Auditor’s Report and recommends that the
Profit and Loss Account and the Balance
Sheet be adopted as che financial scatement
for 1996 of Union Bank of Norway.

In our opinion, the annual accounts
were prepared in conformiry with the laws
and regulations as they apply to savings
banks and present fairly the company’s and
the Group’s financial posirion as of 31
December 1996, and the result of its opera-
tions for the fiscal year in accordance with
generally accepted accounting principles.

Oslo, 6 March, 1997
Coopers & Eybrand ANS

Einar Westby
Stare Anthorised Public Accountant (Novway)

Oslo, 10 March, 1997

N
\:

.\
|
Arne M,
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Union Bank of Norway group key figures

Amounts in NOK million (uniess otherwise specified)} 1996 1995 1994 1993 1992
Profit and Loss Account

Met interest income 2559 2781 2934 3146 2610
Capital gains (losses) 176 215 (228) 1003 269
Other operating income 1371 1084 1015 1026 849
Operating expenses 2975 2655 2443 2286 2429
Operating profit before losses 1131 1425 1278 2889 1299
Losses (42) 19 466 1327 1 570
Operating profit 1173 1 406 812 1562 (271)
Net profit 851 1071 704 1519 ( 154)
Balance Sheet

Loans to private customers 46 641 42 757 40 644 41 334 38 816
Loans to business customers 47 089 40 044 35685 38 209 38727
Specific loan loss provisions 1340 1722 2375 3268 3726
Unspecified loan ioss provisions 867 888 941 963 740
Deposits from customers 66224 61174 57 962 56 901 53 438
Total assets at 31.12 114 540 101 521 94 962 55 162 90 170
Average total assets (ATA) 107 200 98 100 97 100 94 700 34 300
Primary capital certificate capital 2 570 2 463 2288 2084 547
Dividend adjustment reserve 951 739 599 599 4]
Group’s equity in subsidiaries 1105 1080 705 315 230
Savings bank's reserve 1499 1270 1089 1282 571
Total equity 6125 5 562 4 681 4280 1748
‘Operations and profitability

Interest income (as % of ATA) 6.6 % 7.3 % 7.7 % 9.7 % 11.6 %
Interest expenses {as % of ATA} 4.2 % 4.5 % 4.7 % 6.4 % 8.6 %
Interest spread (as % of ATA) 2.4 % 2.8% 3.0% 33% 31 %
Cost ratio (as % of ATA) 28 % 271 % 2.5 % 2.4 % 2.9%
Costs per krone earned (1} 0.72 0.65 0.66 0.44 0.65
Costs per krone earned, excl, capital gains 0.76 0.69 0.62 0.55 0.70
Cperating profit before losses and write-downs {as % of ATA) 1.0 % 1.5 % 1.3 % 31% 1.5 %
Return on total assets {profit after taxes as % of ATA) 0.8 % 1.1% 0.7 % 1.6 % {0,3 %)
Return on equity (2) 13.8 % 19.9 % 15.0 % 40.4 % (14,5 %)
Key figures primary capital certificates

Market price at 31.12 (NOK) 200 163.50 133 154 36
Boock value per PCC adjusted for retroactive effect of new rules) 167 162 149 139 115
Effective yield per PCC 3) N % 34 % (2 %) 328 % 80 %
PCC ownership percentage (4) 70 % 72 % 73 % 68 % 36 %
Earnings per PCC (NOK} B (5) 24 32 27 50

Diluted yield per PCC 6) 24 3n 25 41

Profit coverage per PCC (gross} NOK ()] 33 44 31 73 (48)
Dividend per PCC (NOK) 15 15 15 18 0
Direct yield (dividend allocated as a percentage of market price at year-end) 8% 9% 1% 12 % 0%
Pay-cut ratic {gross) (8) 45 % 34 % 48 % 25 % 0%
RISK-amount (NOK} at 1.1. following year Approx 21 4.39 (2.31) (18.24) -
Dividend allocated as a percentage of PCC holders’ share of the profit 63 % 48 %

Balance Sheet development

Change in volume of loans 9) 14.0 % 9.6 % {3.0 %) 33% 24.3 %
Change in volume of deposits {10) 83 % 5.5 % 1.9 % 6.5 % 6.2 %
Deposit coverage (11 1% 74 % 76 % 72 % 69 %
Change in total assets 12.8 % 6.9 % (0.2 %) 5.5 % 17.8 %
Defaults, provisions and loan losses

Defauits, gross 21 % 3.0 % 4.7 % 7.2% 9.5 % o
Defauits, net : {12} 1.0 % 1.4 % 23% 3.6 % 5.2 %
Provision ratio on defaulted loans {13) 55 % 54 % 53 % 52 % 48 %
Unspecified loan loss provisions as % of total loans 0.9 % 1.1 % 1.2 % 1.2 % 1.0 %
Loan losses as a per cent of total loans {0.04 %) 0.1% 0.7 % 1.6 % 1.9 %
Capital adequacy

Capital (eligible) 10 775 9615 9 848 8572 6 005
Risk-weighted balance sheet 81 856 72 480 66 340 67 551 65 401
Capital ratio {per cent) 13.2 % 133 % 14.8 % 12.7 % 9.2 %
of which Tier 1 capital {per cent) 1.5 % 7.9 % 737 % 71 % 5.1%
No. of man-years at 31.12 3349 3325 3312 3325 3439

{*} 1992 figures have not been reclassified, but are shown as in the bank’s annual accounts for 1995,

Definitions

{1} Ratio between operating expenses and operating income.

(2} Profit after tax as a per cent (p.a.} of average equity (incl. minority interests).

(3} Dividend paid plus change in price 1.1. - 31.12,, as a per cent of market price on 1.1.

PCC helders' share of total equity, historically adjusted to take account of new rules as from 1995.
(5} PCC heiders’ share of profit alter tax, divided by average number of outstanding PCCs entitled to dividend,
{6) As (5) but where the numerator is adjusted for reduced interest expense (after tax), and the dencminator is adjusted for the increase in PCC capital, as a result of full ANKO-conversion.
(7} Profit after tax divided by the average number of outstanding PCCs entitled to dividend.

(8) Dividend as a per cent of profit after tax

{91 Change in net loans to customers at 31.12 compared 1o the volume at 31.12. in the preceding year.
{10) Change deposits from customers at 31.12. compared to the volume at 31.12. in the preceding year,

{11) Deposits from customers as a per cent of loans (gross) to customers at 31.12.

{12) Defaulted loans less spacific loan loss provisions on such loans, as a per cent of net loans.
{13) Specific foan loss provisions on defaulted loans as a per cent of gross volume of such toans.
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The Norwegian market for financial services

Olav Hytta,
Managing Director of
the Oslo/Akershus
Region, and Halvor
Bergby, General
Manager, are proud
of the fact that Union
bank of Norway can
offer a bank that is
open 24-hours a day,
365 days a year,
through NOR24. By
means of efficient
customer services and
standardised pro-
ducts, the telephone
bank can offer prices
on loans and deposits
that are among the
very best in the
market.

Excess capacity and tough competition
‘The good results in the Norwegian ban-
king sector over the last few years have
resulted in excess capacity and tougher
competition in'the financial services
market.

In an international context, Nor-
wegian banks are small. At the beginning
of 1996, Norway had 150 banks, whilst
Sweden, with nearly twice the popula-
tion/GNP, had only 105. The largest
banks also have relatively small marker
shares. For example, the three largest
Norwegian banks had less than 40 per
cent of the lending market at the end of
1996, whilst the three largest in Sweden
had more than 80 per cent of its market.
In Finland, the three largest banks had
more than 90 per cent of the lending
market.

The excess capacity s due also to
increased competition from new players.
Over the last few years, the distinction
between different types of financial insti-
tutions has disappeared. Quite 2 few
insurance companies have established
banks, whilst the largest banks have
cither established or acquired insurance
companies and mortgage institutions,

Over the same period, several
foreign banks have established themselves
in the Norwegian market. Whilst insu-
rance companies have gone in for diffe-
rent niche concepts in banking, foreign
banks have targeted the market for large
corporate customers, and in foreign
exchange and money market products.
At the end of 1996, the foreign banks’
offices in Norway accounted for 5.5 per
cent of total corporate loans, compared
to 4.3 per cent in 1995, and 3.8 per cent
in 1994,

Margins under pressure
Because of their size, the Norwegian
banks have so far not been able to realise
economies of scale to the same extent as
many of their foreign competitors.
Compared to their size, the three largest
banks in Sweden have far fewer employees

and a far lower cost level than the three
largest banks in Norway. In order w
meet foreign competition on equal
terms, there is a need for well-founded
structural changes in the Norwegian
financial market, and a more cost-
effective delivery of products and
services.

To a greater extent than foreign
banks, the Norwegian banks have had a
breakthrough with self-service, such as
MailGiro, telephonic account informa-
tion, and cards in the cost-intensive
money transfer segment. This has
reduced the Norwegian banks’ operating
expenses in this service segment.
Through self-service, the customers” use
of branch offices has also been reduced.
10 years ago, 47 per cent of the custo-
mers visited the bank at least once a
week. Today, only 23 per cent call on
the bank that often. But for the banks,
the reduced personal contact with the
customers is not only positive. This
development may result in customers
being less loyal to their own bank, if
communication with customers is nor
maintained by other means.

While there has been a general
increase in the understanding of personal
finance amongst customers, the media

have been focusing on the banks’ interest. ...

rates for deposits and loans, increasing
the customers’ general awareness. In a
situation where competition for market
shares is already fierce, this puts spreads
under even more pressure. '

The future role of tﬁe branch
network

Face-ro-face contacr is still the most
important point of contact between the
bank and its customers. But this is no
longer the only point of contact.
Customers are increasingly communica-
ting with the bank by way of letters,
telephone and computer networks.

For Union Bank of Norway as a
finance group, the office network is the
most important tool in the battle for
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marker shares. The bank’s offices cater to
the customers’ preference for using local
services, and are the most important
sales and discribution channel for the
Group’s products and services. When
buying loans and invesement products, a
large number of customers will still want
1o go to the bank for personal advice.
The offices will be developed with
emphasis on advisory services and sales.

Over a number of years, substantial
resources have been used in developing
Union Bank of Norway's office of
tomorrow. The first of the bank’s pilot
offices was opened at Lillehammer in
March 1996. During the year, the new
design, new technology, new organisati-
on and working methods were tested
and further developed. These changes
will gradually replace much of the time-
consuming paperwork that we see in
bank offices today. The time employees
save through electronic filing and
retrieval, and document handling, will
instead be used on personal sales and
customer service.

The new technology gives immedia-
te access to the customer’s record, so that
the account officer is berter equipped to
provide valuable service to the individual
customer.

The subsidiaries’ contribution to the
Group’s profit rose from NOK 143 mil-
lion in 1995 to NOK 239 million in
1996. With reduced margins on traditio-
nal bank products, the sale of other
financial products and services will
become increasingly important. The new
sales systems give the office nerwork 2
better tool with which to exploit the
earnings potential that is inherent in the
subsidiaries” products.

New sales and communication
channels
Union Bank of Norway watches the
market’s trends closely. The bank will
constantly change products and means
of distribution to keep up with the needs
of the customer and the opportunities
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provided by technology. To satisfy the
market’s needs for new distribution
channels, Union Bank of Norway
presented several innovations in 1996.

The bank’s telephone bank,
NOR24, opened in April 1996. 24
hours a day, 365 days a year, the bank’s
customers can get personal service via
the telephone with regard to loans and
investments. Through its efficient custo-
mer handling, and its use of standardised
products, NOR24 can offer prices for
loans and deposits that are among the
best in the market. So far, the reach on
the market has been better than budge-
ted, and by the year-end the bank had
granted new loans toralling NOK 400
miflion.

In 1996, the bank established a new
dialogue marketing unit. In the auturan
of 1996, the bank launched its Total
Customer concept with the object of
maintaining customer loyalty. The Toral
Customer concept implies that deposi-
tors and borrowers (of a certain size)
receive a discount on certain services,
and information especially adapted to
their needs.

Vika Bank is a special bank for cus-
tomers who need more advanced finan-
cial services and a more personalised
service than can be offered by a regular
bank office. A designated account officer
can be contacted by telephone or by
visiting the bank. The customers can
also make use of the ordinary network of
offices.

in 1996, the Buskerud Region
opened a service centre to deal with
enquiries that cannor be dealt with
via self-service. Over half of the
enquiries are now made by ‘phone.
60-70 per cent of the enquiries do not
relate to purchases, and can be dealt
with outside of the branch nerwork.
The customer service centre is also
intended to be used for selling to the
private customer market. A similar
office is to be opened in the Oslo/-
Akershus region in the spring of 1997.

Market

The new office at
Lillehammer gave us
a unique opportunity
to test our new office
concept, and we have
learned a great deal
from it, says Mette-
Cathrine Jahr. Tore
Kjelsrud, Managing
Director of the
Oppland/Hedmark
Region, feels it has
been exciting to be
part of it, and praises
his staff for the flexi-
bility they have
shown in a period of
transition.




[ Market
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Sparebanken NOR with affiliated banks
M Sparebanken Hedmark

B Sparebanken Msre

B Sparebanken Rana

B Sparebanken Sogn og Fjordane

M Sparebanken Sor

In December, Union Bank of
Norway launched its HomeBank on the
Internet. Initally, this offer is only
available to che bank’s staff. But in April
1997 it will be available to the bank’s
customers. Through this service, Union
Bank of Norway's customers can from
their own homes obtain information,

make payments, apply for
loans and place their
savings. Union Bank of
Norway's Interbank
service will hardly gene-

zae Vadse

rate a large income in the
frest few years, but in the
long-run this can turn into an
important distribution channel for bank
services.

Savings Bank co-operation Is of major
strategic importance to Union Bank
of Norway
In 1996, Union Bank of Norway enter-

ed in a binding agreement with
Sparebanken Hedmark, Sparebanken
Maere, Sparcbanken Rana, Sparebanken
Sogn og Fjordane and Sparebanken Sar.
These banks represent toral assets of
NOK 155 billion, 1.3 million custo-
mers, 4,950 man-years, and 350 branch
offices.

This co-operation implies that the
participating banks can offer a wide
range of financial services, eicher from
their own group, or from Union Bank of
Norway and its subsidiaries. The partici-

paring banks are obliged to selt products

and services from Union Bank of
Norway and its subsidiaries when they
offer financial products and services that
cannot be supplied by their own group.
The banks will join together in offe-
ring banking services to large companies
and chains, organised in such a way thar
the local bank is responsible for the local
service. [n this way, the local bank’s
market coverage and knowledge of the
customer will be combined with a large
bank’s special expertise, product range,
liquidity, and equity. The co-operation

will result in both the regional savings
banks and Union Bank of Norway
having access to customers whom they
individually would not be able to offer a
satisfactory service. The banks will thus
have a better chance of keeping their
existing customers.

This co-operation will take place in
many different spheres. In the course of
1997 and 1998, the regional savings
banks” branch nerwork will have access
to complete technological solutions,
The agreements also cover programs for
procurement, management develop-
ment, database marketing, market
surveys, quality control, profile surveys,
manuals, training and sales.

Union Bank of Norway’s goals
M Union Bank of Norway is to be
one of Norway's leading financi-
al groups, and the best supplier
of financial products for the pri-
vate customer market, local busi-
ness and industry and selected
large companies.
M Union Bank of Norway’s finan-
cial products shall meet the
needs of the bank’s customers,

and easily accessible.

#l Distribution of the banl’s pro-
ducrs is to rake place through a
decentralised, highly competent
organisation. The bank shall
develop and further refine new
distribution methods which
satisfy the furure needs of the
customers.

B Unjon Bank of Norway shall be
an attractive workplace for comn-
mirred, knowledgeable employe-
es on whom demands are made.

B Union Bank of Norway shall
provide its owners with a stable,
good return on their invested
capital.

be cost-effective, understandable . |-
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