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Highlights of the financial period

¥ The Group’s total assets and guarantees
were reduced by FIM 4.4 billion.

 The loss for the financial period was FIM
1.4 billion.

B The Finnish Government strengthened
Arsenal’s shareholders’ equity by injecting
FIM 3.8 billion.

B Real estate assets, including real estate
formerly held as collateral, worth FIM 1.5

billion were sold.

B Assets acquired as collateral for unpaid
receivables totalled FIM 0.5 billion.

B Arsenal sold a portfolio of state subsidised
apartments to VVO-Group for FIM 18

million.

B The Group’s receivables from clients reduced
by FIM 2.7 billion. Client loan amortisations
representing FIM 1.6 billion and the rein-
tegration of clients into the regular banking
system reduced liabilities by FIM 0.5 billion.

¥ The sale of Tukirahoitus Ltd reduced
Arsenal’s total assets by over FIM 200 million.

B The most significant collections of receivables
during the financial period were the sale
of the Satakunnan Kirjateollisuus Ltd shares
owned by SK-Investment Ltd (in receivership)
and pledged as collateral to the main
creditors. This transaction reduced Group’s

client receivables over FIM 80 million.

# The maturity of the Group’s financial reser-
ves were strengthened by the issuance of
two bonds totalling FIM 3 billion. The bonds
are listed on the Helsinki Stock Exchange
and were converted into book-entry certifi-

cates in February 1997.

B The Finnish Government’s unconditional
guarantee, granted for Arsenal’s funding,
was reduced by FIM 10 billion.

W Arsenal’s largest transaction involving
shares in a golf course was completed when
Ykkostie Golf Ltd’s (Wiurila) shares were
sold for FIM 6.9 million.

M Arsenal reduced its personnel by 73 persons
during the financial period. The local offices
in Kankaanpéé and Pietarsaari were merged

with the other regional offices.

M The sale of the
property holding
company Ruuska-
nen, located in
the City of Tam-
pere, for FIM 40
million was deci-

ded in November.
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Group key figures

RESULTS AND BALANCE SH EQT, MFIM 1996 1995
Balance sheet total 20,254 23,435
Guarantees 1,259 2,439
Shareholders’ equity 4,379 1,931
Capital i1.1.je.c.t-io‘ns from
the Finnish Government 22,800 19,000
Net income (loss) from .
financial operations (67) (320)
Secu.riti'es trading i.x{come 260 (518)
Other operatiﬁg income 727 731
Total operating income 920 (107)
C.).}.Jer’alting expénées 1,093 . 1,205
Depreciation and asset revaluations 209 221

Credit and guarantee losses

From client receivables 503 2,713
From loans and advances 484 1,019
Loss for the financial period (1,352) ' (5,253)
CLIENT OPERATIONS 1996 1995
Total number of clients 10,215 12,209
Client receivableé due, (MFIM) . 4,610 7,385
Corporate clients -
Total number of viable clients 1,732 2,354
Total receivables due from viable .
clients, (MFIM) 2,788 4,072
Total number of non-viable clients 5,545 6,082
Total receivables due from
non-viable clients, (MFIM) 1,494 2,855
Total number of privafé éiients 2,938 3,773
Total receivables due from pfivate
clients, (MFIM) 328 458
Transfers to regular banking system
Total number of clients 264 320
Total client receivables, (MFIM) ==l 487 243
The average interest rate achie”ved, (%) 4.1 3.1
Loans and advances (MFIM) 5210 6,182
REAL ESTATE OPERATIONS 1996 1995
Total capital employed in
real estate portfolio, (MFIM) 8,195 8,737
Total afea, (Mm?) ‘ 23 2.4
Real estate disposals, (MFIM) 1,508 1312
From balance sheet, (MFIM) 772 614
From guarantees, (MFIM) 736 698
Real estate acquired as guargptgés,.(WM) 525 611

Rental margin (%)
from capital employed, (%) 35 33
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1994
28,670
4,197
(816)

11,000

(1,039)
(1,444)
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The president’s message

YEAR 1996

The winding-down of the Group’s opera-
tions during the third year of operations
proceeded according to expectations.

The Group's total assets were reduced by
FIM 3.2 billion and totalled FIM 20.3 billion.
The off-balance sheet liabilities diminished
by FIM 1.2 billion and totalled FIM 1.2 bil-
lion at December 31, 1996.

The Group's loss, FIM 1.4 billion, was in
line with expectations. Actual credit and guar-
antee losses were higher than estimated. The
increase of the value of the listed share port-
folio had a positive impact on the results.

The maturity of the Group’s funding
base was extended through twobond issues
with nominal value of FIM 3 billion. Both of
the bonds are listed on the Helsinki Stock
Exchange.

During the financial period the Group
sold more real estate assets than targeted,
for a consideration of FIM 1.5 billion. The
Group's client receivables were reduced as
expected by FIM 2.7 billion. Also the client
transfers to the regular banking system
amounted to FIM 0.5 billion, in line with
expectations. Thanks to the efforts of all the
personnel, the winding-down of operations
has proceeded in an efficient manner.

During the financial period the Finnish
Governument made an additional capital in-
jection of FIM 3.8 billion into Arsenal’s share-
holders’ equity, which was according to plan.
The Finnish Government’s unconditional
guarantee, granted for Arsenal’s funding, was
reduced from FIM 28 billion to FIM 18 billion.

THE WINDING-DOWN OF OPERATIONS
DURING 1994 -1996

The total amount of the assets and liabilities,
for which Arsenal assumed the responsibili-
ty from the Savings Bank of Finland - SBF
Ltd in October 1993, was FIM 39.5 billion.
The acquisition of Siltapankki Ltd in 1995
further increased the Group’s assets by FIM

1.4 billion. Of the total assets, real estate as-
sets represented FIM 12.2 billion and client
receivables FIM 16.3 billion.

During the course of the first three years
of operations Arsenal’s client and real estate
assets and corresponding liabilities have
beenreduced by FIM 15.6 billion.

Loanamortisations by clients and sales
of assets pledged as collateral amounted to
FIM 3.8 billion. A total of FIM 0.8 billion of
client receivables have been transferred to
the regularbanking system. Creditand guar-
antee losses from client receivables totalled
FIM 6.8 billion.

During the first three years of operations
properties worth FIM 1.8 billion were sold
and a further FIM 1.7 billion in properties
were purchased to secure loan receivables.
Write-downs on the property portfolio total-
led FIM 3.9 billion.

THE OUTLOOK FOR THE CURRENT
FINANCIAL PERIOD AND FOR THE END OF
THE CENTURY

It is expected that during the 1997 financial
period the Group’s total assets and guaran-

tees will decline by FIM 3.5 billion and will
total FIM 18 billion. The loss for the current
financial period is expected to be significant-

ly less than theloss of the previous financial
period.

Since the beginning of Arsenal’sopera-
tions, the Finnish Government and the
Government Guarantee Fund have injected
FIM 22.8 billion of shareholders’ equity into
Arsenal. It is estimated that the sharehol-
ders’ equity remaining at the end of the cen-
tury will be sufficient to restructure or close
down Arsenal’s operations.

The Group’s operations are expected to
continue in their present form until the end
of the century. Total assets are expected to
diminish to FIM 7 billion by that time.
Arsenal’s business, after the asset manag-
ement period, will focus on the sale and
active development of its property portfolio
in order to enhance future selling prices and

thus the value of the properties

Helsinki, March 5, 1997
Seppo Sipola
President and CEO
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Group structure

BUSINESS CONCEPT OF THE ASSET B Arsenal Process, since the split of the SBF assets in October 1993, MFIM
MANAGEMENT GROUP
The objective of the Arsenal Group is to

et E ]
manage, develop and liquidate assets for B Cooperative 12

Banks 14

whichit has assumed responsibility in order
to ensure optimal financial results under
pre- vailing circumstances, thus minimising W16

any further Government investments in the B UBF 16

Groupand reducing the risk of loss on
investments already made.

Arsenal’s mission is of limited tenure ms5 ———
and it is estimated that it will be completed
by the end of the century. KOP Bank 17

This task is carried out by the parent

W3

company Arsenal Ltd and its subsidiaries,
Asset Management Company Arsenal-SSP
Ltd and Arsenal-Silta Ltd.

M Postipankki 16

NOVEMBER 22 - AGQUISITION

M Arsenal’s group structure and ownership as at December 31, 1996. The Group includes a total of 1,584 subsidiaries,
participations and associated companies.

ASSET MANAGEMENT COMPANY ARSENAL LTD

Asset Management Company
Arsenal-SSP Ltd

Other subs:fﬂanes SBF-Service Ltd Real estate Mutual Insurance Other subs:gilarles
and associated : Company of the and associated
g companies A :
__companies Savings Banks companies
ITON=2USE (el e Bk T A TAVE et ]
Real estate Real estate Real estate Real estate
companies companies companies companies
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Arsenal

— B Real Estate

® Non-performing loans over
FIM 1 million

B Development, sales, lease T

B Transfer to banks
B Repayment of loans Arsenal group

- ] Developm'ent of loan portfolio year 2000
B Sales of properties pledged as
collateral
B Collection Vet
operations:
B Non-performing loans under B Disposal of assets in 1999 FIM 7 billion
= -
FIM 1 million
— B Other assets B Sales ——=3
DECEMBER 31, 1995 WINDING DOWN 2000
B Arsenal organisation as at December 31, 1996.
[ ————————————————————| - -}
Annual General Meeting
Board of Directors
LS A = |
Asset Management Company
Arsenal-Silta Ltd President, CEO
=g = = =]
[E—————— = —— ——] Treasury
Ownership in
Real estate ublicly listed s — ——s——————— |
. e .
companies P com ); nies Fi I M - Credit Real Estate Customer
................. PaAN'es....... .mmancia’ Management — Administration Division Support
M TS T
Information Technology
] 9 regions, 22 branches . Arsenal-Silta: 1 region
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BOARD OF DIRECTORS REPORT

Board of directors” report

1996 FINANCIAL PERIOD

The overall results for Arsenal’s third year
of operations were in line with expectations.
The company has clearly entered into the
winding-down phase of its lifespan. The
winding-down of operations has proceeded
as planned.

Arsenal’s client-related businesses are al-
most entirely Finnish domestic operations.
Also the majority of Arsenal’s real estate
and real estate pledged to Arsenal as gua-
rantees are domestic. The positive develop-
ments in the domestic operational environ-
ment, particularly the decline in interest
rates and the recovery of the property mar-
kets, have supported the winding-down
process as anticipated.

The improvement in the economic clima-
te in Finland resulted in higher prices in the
residential property markets; an increase in
demand led to increased prices for office
space and rents. The number of vacant of-
fice spaces in major cities has diminished
and the level of the rents in new leases were
higher. There werealreadysigns of a shortage
of supply of office and commercial space in
the Helsinki metropolitan area. By contrast
the number of properties sold did not in-
creasesignificantly during the year.

The process whereby the property mar-
ket will be divided into growing and decli-
ning markets is expected to continue in the
following years. Based on the current deve-
lopments and the forecasts for the future, it
is likely that the property markets will devel-
op most favorably in university areas,
where there is anamplesupply of educated

and skilled workers.

THE GROUP’S LOSS

FOR THE FINANCIAL PERIOD

The Group's net loss after tax and minority
interest for the period ending December 31,
1996 decreased to FIM 1,352 million (- 5,253
MFIM). The results for the financial period
were affected by credit and guarantee losses
amounting to FIM 987 million (3,732
MFIM). The Group’s depreciation and wri-
te-downs on real estate assets totalled FIM
209 million (221 MFIM).Certain write-
downs of the value of the portfolio of stock
exchangelisted shares taken during pre-
vious financial periods were able to be rever-
sed, producing a profit on securities trading
of FIM 260 million (-518 MFIM). The
Group’s financial expenses were reduced to
FIM 716 million (1,260 MFIM).

THE GROUP’S BALANCE SHEET

The Group’s balance sheet total was red-
uced to FIM 20,254 million (23,435 MFIM)
for the year ended December 31, 1996. The
Group’s shareholders’ equity totalled FIM
4,379 million (1,931 MFIM). Guarantees dim-
inished during the financial year to FIM
1,259 million (2,439 MFIM).

GROUP RESULTS
GROUP’S ECONOMIC STARTING POINT
The Group’s losses for the period of 1994 to
1996 were significantly impacted by the na-
ture of the transfer of assets and liabilities
and the transfer prices of the assets under
management of the Group.

Savings Bank of Finland - SBF Ltd’s hol-
dings - loans, real estate and other assets -

were transferred to Arsenal Group at the
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Savings Bank of Finland - SBF Ltd book
valueon October 31,1993. Thebook value
of the assets exceeded their realisable market
value at thattime. Due to this, the 1994 to 1996
financial statements contained substantial
creditlosses and write-downs on loans, real
estate holdings, securities and shares in sub-

sidiary companies.

INCOME STATEMENT

Netincome from financial operations
The Group's interest income was FIM 646
million (924 MFIM), of which FIM 260 mil-
lion wasreceived from clients (319 MFIM)
and FIM 360 million from loans and ad-
vances of the parent company Arsenal (486
MFIM). The reason for the low level of in-
terest income was due to thelarge number
of problem loan exposures.

Lower market interest rates and the re-
duction in total assets reduced financing
costs. The Group's interest expense fell to
FIM 716 million (1,260 MFIM). Net leasing
income reduced to FIM 3 million (16 MFIM)
due to the sale of the leasing company,
Tukirahoitus Ltd.

The Group’s net income from financial
operations was a negative FIM 67 million,
but demonstrated a clearimprovement as

compared to the previous year (-320 MFIM).

Other operating income

The Group’s other operating income total-
led FIM 987 million (213 MFIM). Income
from the real estate portfolio amounted to
FIM 702 million (689 MFIM), of which cap-
ital gains from real estate sales were FIM 66
million (45 MFIM). Dividends and fee inco-



me totalled FIM 14 million (24 MFIM).
Income on securities trading was a posi-
tive FIM 260 million which includes FIM 12
millionin capital gains on securities sold
and FIM 248 million of revaluations on
earlier write-downs on the value of listed

shares.

Administrative expenses
The Group’sadministrative expenses were
FIM 366 million (271 MFIM), out of which
personnel costs amounted to FIM 167 million
(195 MFIM) and other administrative expen-
ses amounted to FIM 199 million (76 MFIM).
The result from the financial period was
reduced by provisions of FIM 129 million,
stemming from the transfer agreement with
the banks that acquired the assets and liab-
ilities of Savings Bank of Finland - SBF Ltd,
and which were earlier the responsibility of
the Government Guarantee Fund. These ob-
ligations were transferred to the Group's
responsibility on April 1,1996 and are con-
nected to the Savings Bank of Finland - SBF
Ltd’s expenses for lawsuits in connection
with taxes and public payments of the
Savings Bank of Finland - SBF Ltd and its
subsidiary companies, based on events that
took place before the transfer agreement
was signed on October 22, 1993. Such
provisions, for a total of FIM 33 million,
were charged during the financial period
and a statutory reserve of FIM 96 million was
set aside for other administrative expenses to
cover futureexpenses of the same nature.
Before Arsenal assumed the responsibil-
ity of these liabilities the Government

Guarantee Fund had previously covered,

BOARD OF DIRECTORS REPORT

between January 1st and March 31st, 1996,
Arsenal-SSP Ltd’s taxes and other reimburse-
ments and professionals’ fees for a total of
FIM 8 million (85 MFIM).

Other operating expenses

The Groilp’s other operating expenses
totalled FIM 727 million (934 MFIM), of
which real estate management expenses
were FIM 598 million (664 MFIM) and
miscellaneous operating expenses were
FIM 129 million (270 MFIM). Of the real
estate management expenses, FIM 98 mil-
lion was ascribable to losses on disposals
of real estate holdings.

The Group’s miscellaneous operating
expenses include management and collection
fees of FIM 26 million (190 MFIM) in con-
nection with loans and advances, as defined
in the transfer agreement to the banks that
acquired the Savings Bank of Finland - SBF
Ltd, and FIM 85 million (57 MFIM) of losses
onloan claims. The major portion, FIM 125
million, of the comparative period’s manage-
mentand collection fees relating to loans and
advances were charged in anticipation of the

payments of collection fees in 1999,

Depreciation and write-downs

on real estate assets

The Group’s depreciation amounted to FIM
209 million (221 MFIM). Depreciation inc-
ludes FIM 205 million (136 MFIM) of write-
downs on individual properties. Deprecia-
tion on machinery and equipment was FIM
4 million (8 MFIM).

Credit and guarantee losses

The Group’s credit and guarantee losses, re-
duced by income received from collections
and reversals of previous provisions, totalled
FIM 987 million (3,732 MFIM). Client re-
ceivables of FIM 503 million and loans and
advances represented FIM 484 million of the
creditand guaranteelosses. FIM 265 million
of the credit and guarantee losses fromloans
and advances was final, i.e. there is no likeli-
hood of any recovery. Credit and guarantee
losses from loans and advances managed by
the banks that acquired Savings bank of Fin-
land - SBF Ltd’s operations were anticipated
by increasing statutory reserves by FIM 224
million. After this further provision, statu-
tory reserves for credit and guarantee losses
increased to FIM 2,224 million.

Arsenal Group Arsenal

INCOME STATEMENT HIGHLIGHTS, bMIIM 1996 1995 1996 1995
Net income from financial operations -67 -320 140 133
Other operating income

Securities trading income 260 -518 253 -453

Income from real estate portfolio 702 689 1 2

Other 25 42 252 250
Total operating income 920 -107 646 -68
Operating expenses

Personnel costs 167 195 162 165

Real estate management expenses 598 664 16 13

Other 328 346 112 280
Depreciation 209 221 4 4
Credit and guarantee losses 987 3,732 484 1,019
Asset revaluations 3 11 1,163 4,215
Other items 20 23 23 1
Loss for the financial period -1,352 -5,253 -1,272 -5,763
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Extraordinary items

The Group's extraordinary income of FIM 14
million was due to capital gains booked
from the sales of subsidiary company shares.

BALANCE SHEET

Due from financial institutions

The Group’s receipts from financial institu-
tions totalled FIM 6,365 million (7,675
MFIM), of which loans and advances from
the banks that acquired the assets and liab-
ilities of the Savings Bank of Finland- SBF
Ltd, amounted to FIM 5,210 million (6,182
MFIM). FIM 2,224 million (2,000 MFIM).

ASSETS, MFIM

Due from financial institutions

BOARD OF DIRECTORS REPORT

This have been provided for in the statutory
reserves but has not been deducted from

loans and advances.

Receivables and guarantees
Loans, guarantee and foreign currency de-
nominated receivables after loan write-offs
declined to FIM 5,119 million (6,958 MFIM).
Guarantees halved to FIM 1,259 million
(2,439 MFIM).

Non-performing assets amounted to FIM
2,437 million (4,159 MFIM). Non-perfor-
ming assets comprise 48 percent of the

Group’s receivables from the public (60%).

Arsenal

1996

Arsenal Group
1996 1995

Loans and advances 5,210 6,182 5,210 6,182

Other 1,155 1,493 1,086 588
Due from clients 5,119 6,958 10,082 9,935
Leasing assets 0 200
Debt securities 306 28 299
Shares and participations 1,234 757 1,889 2,134
Intangible assets 0 &)
Tangible assets

Land and buildings 1,696 1,827

Real estate sharesand participations 5,145 5,144 24

Machinery and equipment,

other tangible assets 10 14 5 7
Other assets, accruals and deferred payments 379 829 140 949
Total 20,254 23,435 18,711 19,819

Arsenal Group Arsenal

LIABILITIES, MFIM 1996 1995 1996 1995
Liabilities to credit institutions 128 702 124 552
Bonds and debentures 3,251 742 3,110 184
Subordinated debt 1,736 2,202
Asset management company’s debt securities 6,145 13,156 6,145 13,156
Other liabilities 601 971 2,205 1,510
Statutory reserves 2,966 2,682 2,676 2,494
Minority interest 1,048 1,049
Shareholders’ equity 4,379 1,931 4,451 1,923
Total 20,254 23,435 18,711 19,819
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Leasing assets

The amount of assetsunder lease was redu-
ced by FIM 200 million from the previous
year. This reduction was due to the sale of
the leasing company Tukirahoitus Ltd in
March, 1996.

Debt securities

Debt securities held totalled FIM 306 million
(28 MFIM) at the end of the financial period.
Theincrease in debt securities held is due to
the capital injection made on December 30,
1996, of which a portion has been tempora-
rily allocated to debt securities.

Shares and participations

The book value of the Group’s shares and
participations increased to FIM 1,234 mil-
lion (757 MFIM). The value of the shares
was increased by FIM 276 million due to
receipt of shares from the Government
Guarantee Fund as a payment of its debt.
The book value of the share portfolio was
increased by FIM 248 million due to the pri-

ce increase of shares earlier written down.

Real estate holdings, shares and participa-
tions in real estate companies

The book value of the real estate holdings,
shares and participations in real estate com-
panies totalled FIM 6,841 million (6,971
MFIM).

Accrued liabilities and deferred payments
Accrued liabilities and deferred payments
were reduced to FIM 169 million (559
MFIM). The previous year’s accrued liabili-

ties assumed from the Government Guaran-



tee Fund of FIM 304 million were paid du-

ring the financial period.

Funding

The Group’s total liabilities were FIM 11,861
million (17,773 MFIM). The majority of the
funding, FIM 6,145 million (13,156 MFIM)
was raised via short term debt securities
issued by Arsenal.

The amount of bond- and debenture-
based funding of the Group’s total funding
increased to FIM 4,987 million (2,944
MFIM). During 1996, Arsenal issued bonds
worth a nominal value of FIM 2,980 million.
The parent company’s funding through
bond issues increased to FIM 3,110 million
(184 MFIM). Bonds and debentures issued
earlier by Asset Management Company
Arsenal-SSP Ltd account for FIM 1,813
million(2,412MFIM) of the total funding

liabilities.

Statutory reserves

The Group’s statutory reserves were incre-
ased to FIM 2,966 million (2,682 MFIM). Of
statutory reserves, FIM 2,224 million (2,000
MFIM) was set aside against anticipated
credit losses on loans and advances, and
FIM 425 million (451 MFIM) for management

and collection fees on loans and advances.

Arsenal Group

BOARD OF DIRECTORS REPORT

Minority interests

Minority interests amounted to FIM 1,048
million (1,049 MFIM). Arsenal-Silta Ltd’s
restricted equity includes FIM 1,789 million
(1,789 MFIM) worth of preferred share certi-
ficates held by the Government Guarantee
Fund.

The Asset Management Company
Arsenal-Silta Ltd's preferred share certificates
continue to remain with the Government
Guarantee Fund. Based on the agreement
concerning the acquisition of Arsenal-Silta
Ltd’sshares, the preferred share certificates,
Arsenal-Silta Ltd’s results and other share-
holders’ equity, are booked in consolidated
financial statements as minority interests
for a total of FIM 973 million (968 MFIM).

SHAREHOLDERS' EQUITY

Shareholders’ equity after the result for the
1996 financial year was FIM 4,379 million
(1,931 MFIM). The restricted equity of
Arsenal Group is FIM 22,800 million (19,000
MFIM) and distributable equity a negative
FIM 18,421 million (-17,069 MFIM).

PARENT COMPANY RESULTS

The parent company of the Arsenal Group’s
loss for the financial period reduced to FIM
1,272 million (-5,763 MFIM).

Arsenal

SHAREHOLDERS' LQUITY MFIM_
Restricted equity

The total assets of the Arsenal Group’s
parent company were FIM 18,711 million
(19,819 MFIM).

PARENT COMPANY INCOME STATEMENT
Net income from financial operations
Arsenal’s netincome from financial opera-
tions totalled FIM 140 million (133 MFIM).

Interestincome was FIM 753 million
(1,138 MFIM) of which FIM 384 million
stemmed from financing Arsenal-SSP Ltd
and FIM 360 million from loans and
advances.

The interest expense from funding
through the money market declined to FIM
613 million (1,005 MFIM). Interest expenses
from public securities issues were FIM 516
million (902 MFIM) and on debt to subsidia-
ry companies FIM 67 million (141 MFIM), of
which the interest expenses to Arsenal-SSP
Ltd represented FIM 3 million (117 MFIM),
Arsenal-Silta Ltd FIM 19 million (0 MFIM)
and the Mutual Insurance Company of the
Savings Banks FIM 32 million (3 MFIM).

Other operating income
Other operatingincome totalled FIM 506
million (-201 MFIM).

Income fromsecurities trading increased
to FIM 253 million (-453 MFIM) which
includes FIM 5 million (3 MFIM) in capital
gains onsecurities sold and a FIM 248 mil-
lion (0 MFIM) recovery on previous write-
downs of the value of certain listed shares.

Arsenal manages its subsidiary comp-

Share capital 3,600 3,500 3,600 3,500 any Arsenal-SSP Ltd’s administration and
Share issue 100 100 operations. Arsenal-SSP Ltd itself does not
Restricted reserves 19,100 15,500 19,100 15,500  employ operating personnel. Other oper-
Total restricted equity 22,800 19,000 22,800 19,000

Distributable equity

Loss from previous financial periods -17,069 -11,816 -17,077 -11,314

Loss for the financial period -1,352 -5,253 -1,272 -5,763

Total distributable equity -18,421 -17,069 -18,349 -17,077

_Total shareholders’ equity 4,379 1,931 4,451 1,923
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ating income of FIM 239 million (228 MFIM)
includes a FIM 232 (221 MFIM) million inco-
me in management fees that Arsenal char-
ges to Arsenal-SSP Ltd for managing its

operations.

Administrative expenses

Arsenal’s administrative expenses totalled
FIM 216 million (212 MFIM), of which per-
sonnel costs amounted to FIM 162 million
(165 MFIM) and other administrative
expenses of FIM 54 million (47 MFIM). Ad-
ministrative expenses includes operational
expenses from data processing, which total-
led FIM 36 million (30 MFIM).

Other operating expenses

Other operating expenses totalled FIM 74
million (246 MFIM). Operating expenses
included management and collection fees in
connection withloans and advancesas def-
ined in the transfer agreement with the banks
that acquired the Savings Bank of Finland -
SBF Ltd, totalling FIM 26 million (190 MFIM).

The majority of the comparative period’s
loans and advances- related management
and collection fees of FIM 125 million were
booked in anticipation of the payments of
collection fees in 1999.

General auditing expenses and special
auditing expensesrelated to loans and ad-
vances and professionals’ fees were FIM 17
million (28 MFIM). Rents for EDP-equip-
ment totalled FIM 8 million (6 MFIM).

Credit losses from loans and advances
Credit losses from loans and advances of
FIM 484 million (1,019 MFIM) were lower
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than in the previous financial period. FIM
265 million (76 MFIM) of these credit losses
have been fully written off. Probable credit
losses were provided for by increasing sta-
tutory reserves by FIM 224 million (1,070
MFIM). The FIM 2,224 million in statutory
reserves already set aside has not been de-
ducted from 1996 financial period’s loans

and advances.

Write-downs on subsidiary company shares
Shares in subsidiary companies, FIM 962
million (1,418 MFIM), are valued in the fi-
nancial statements at the subsidiary’s net
asset value at the end of the financial period.
The total amount of write-downs on
Arsenal’s shares in subsidiary companies
was FIM 1,163 million (4,215 MFIM), of
which the most significant single write-
down was on Arsenal-SSP Ltd’s shares,
amounting to FIM 1,160 million (4,171 MFIM).

Extraordinary items

Extraordinary income for the financial per-
iod of FIM 23 million (4 MFIM), is from ca-
pital gains from sales of subsidiary compa-

ny shares.

PARENT COMPANY BALANCE SHEET

Due from clients

Arsenal’s receivables from clients of FIM
10,082 million (9,935 MFIM) are due entirely
from Arsenal-SSP Ltd.

Shares and participations
Of shares and participations totalling FIM
962 million, (1,418 MFIM), shares in subsi-

diary companies and other shares amoun-
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ted to FIM 927 million (716 MFIM). The
book value of other shares was increased by
a FIM 248 million price increase on shares
earlier written down.

During the financial period the Govern-
ment Guarantee Fund transferred to Arsenal
preferred capital certificates of Arsenal-SSP
Ltd against an advance payment from
Arsenal of FIM 724 million. In Arsenal’s fi-
nancial statements the payment of these
preferred capital certificates is booked as a
subsidiary company share acquisition
expense. In the 1995 financial statements the
same payment was entered under accrued

and deferred payments.

Liabilities to clients

Arsenal’s liabilities to clients of FIM 2,083
million (1, 395 MFIM) were entirely due to
its subsidiary companies. Liabilities to
Arsenal-SSP Ltd were FIM 232 million (95
MFIM), to Arsenal-Silta Ltd FIM 673 million
(0 MFIM), to the Mutual Insurance Compa-
ny of the Savings Bank Ltd FIM 880 million
(911 MFIM) and to SBF - Service Ltd

FIM million (168 MFIM).

Statutory reserves

Arsenal'’s statutory reserves were increased
to FIM 2,676 million (2,494 MFIM). Of
Arsenal’s statutory reserves, FIM 425 million
(451 MFIM) is set aside against future col-
lection fees on loans and advances, and FIM
2,224 million (2,000 MFIM) for anticipated

credit losses on loans and advances.
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Share capital and ownership

In accordance with previous plans the
Government of Finland injected, in two
tranches, FIM 3.8 billion of shareholders’
equity into Arsenal during the 1996 fin-
ancial period. Since the beginning of its ope-
rations Arsenal has received a total of FIM
22.8billion of capital from the Finnish Go-
vernment and the Government Guarantee
Fund.

At Arsenal’s Annual General Meeting
held on June 14, 1996 it was decided to
increase shareholders’ equity by FIM 1,500
million, of which FIM 100 million was allo-

cated to increase the share capital and FIM
1,400 was entered in the restricted reserves.
The Government of Finland subscribed to
the entire capital increase and it was fully
paid-up. Theincrease inshare capital was
entered in the Finnish Trade Register on
August 19, 199.

Atan Extraordinary General Meeting
held on December 19, 1996 it was decided to
increase Arsenal’s shareholders’ equity by
FIM 2,300 million, of which FIM 100 million
was allocated to increase the share capital
and FIM 2,200 was allocated to the

M Changes in Arsenal’s equity capital and its shareholders.

restricted reserves. The Government of Fin-
land subscribed to the entire capital increase
and it was paid-up on December 30, 1996.
The capital increase was entered in the Fin-
nish TradeRegister on February 19, 1997.

After the capital increases made during
the 1996 financial period the Government of
Finland owns 78.95 percent(77.75%) of
Arsenal’ssharesand voting rightsand the
Government Guarantee Fund owns21.05
percent (22.25%). The total number of
Arsenal’s shares outstanding increased to
740,000 (700,000).

Addition to To share- To restricted Share (%) Total
shareholders’equity capital reserves of all shares and votes number of
DATE MFIM MFIM MFIM STATE GGF * SHARES
Establishment
18.11.1993 5,000 2,500 2,500 68,90 31,10 500,000
Increases: ” .
8.9.1994 6,000 500 5,500 74,04 25,96 600,000
23.3.1995 8,000 560 7,500 } 77,75 22,25 700,000
14.6.1996 1,500 100 1,400 78,37 21,63 720,000
19.12.1996 2,300 100 2,200 78,95 21,05 740,000
Total 22,800 3,700 19,100 78,95 21,05 740,000

*Government Guarantee Fund
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Administration and management

Arsenal’s Annual General Meeting, held on
June 14, 1996 approved the financial state-
ments from the previous period and deci-
ded that the Board of Directors and the Pre-
sident of the company were discharged
from liability for the financial period.

The Annual General Meeting appointed
Financial Counsellor Urpo Hautala from the
Ministry of Finance as a new member of Ar-
senal’sboard. Thisappointment increased
the total number of Arsenal’s board mem-
bers from six to seven.

Managing DirectorRiitta Aaltonen, Exec-
utive Vice President Eero Aho, Director
Aarne Heikinheimo, Industrial Counsellor
Veijo Kauppinen, Managing Director Gretel
Sommar-Bogdanoff and Budget Chief Erkki
Virtanen all continue as Board members.
Mr. Aarne Heikinheimo continues as the
Chairman of the Board and Mr. Veijo
Kauppinen as the Vice Chairman.

Asset Management Company Arsenal
Ltd’s Board of Directors met 23 times du-
ring the financial period.

Chief Shop Steward Sinikka Leino rep-
resents personnel in Arsenal’s Board meet-
ings. She has the right to attend and partici-
pate in those meetings.

AssetManagement Company Arsenal
Ltd’s Managing Director is Mr. Seppo Sipola
(Master of Science of Economics) and as his
deputy is Mr. Jukka Réiha (Master at Law).

Arsenal’s supervision and accountants
Arsenal’s operations are supervised by the
Government Guarantee Fund, State Audit
Office and State Auditors. The same secrecy
and customer protection rules and regula-

tions apply to Arsenal, Arsenal-SSP and

Arsenal-Silta as to banks. In questions rel-
ating to banking secrecy and client pro-
tection, the Asset Management Company
Arsenal Ltd is under the supervision of the
Financial Supervision.

Parent company Arsenal’s auditors are
the authorised audit firms SVH Coopers &
Lybrand Oy and Tuokko, Deloitte Touche
Ltd. These firms also function as auditors
for Arsenal-SSP Ltd and Arsenal-Silta Ltd
and ordinarily for all other Arsenal Group
companies. They also handle the Group’s

management auditing.

Inspection committee

At Arsenal’s extraordinary General Mee-
ting, held on December 19, 1996, it was deci-
ded to establish an inspection committee.
The committee will have five regular mem-
bers representing the Finnish Parliament
and their three alternate members. It will al-
so have one member from the Ministry of
Finance and one member from the both of

Arsenal’s auditing firms.

Lawsuits
Inaddition to the ordinary lawsuits related
to the collections, the Group was both a
plaintiff and defendant in approximately
200 other lawsuits. These lawsuits are
principally in connection with the disagreed
credit and guarantee liabilities related to the
collections of receivables and to the special
audit, based on the law concerning the
Government Guarantee Fund, performed
in1993.

The economic consequences of the
lawsuits have been provided for in the

statutory reserves.
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Aarne HEIKINHEIMO Veijo KAUPPINEN
Chairman of the Board Vice Chairman

Riitta AALTONEN Eero AHO
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B Client transfers to the regular banking sys-
tem during 1993-1996, in FIM millions.

Increase during the financial
period, MFIM

Since the beginning of Arsenal’s
operations, MFIM

Number of clients transferred
to the regular banking system

1994 1995 1996
Transfers during
the financial
period 120 320 264
Transfers since
the beginning of
Arsenal’s operations 440 704

BOARD OF DIRECTORS REPORT

Client related operations

B 10,215 clients with total receivables due
to Arsenal of FIM 4.6 billion

B Receivables due from corporate clients
deemed viable: FIM 2.8 billion

B 264 clients with FIM 0.5 billion of liabili-
ties due to the Arsenal Group transferred
to the regular banking system

During 1996 a total of 37 client evaluations
were completed (121). Total liabilities owed
by the companies evaluated to the Arsenal
Group amounted to FIM 119 million (612
MFIM).

Asat December 31,1996 a restructuring
program was ongoing in 38 client entities
(82). The total liabilities of these companies
to the Group were FIM 457 million (931
MFIM).

To support credit decisions by the end of
the 1996 financial period all the significant
client entities have been evaluated. A total
of 448 client entities have been evaluated
since the beginning of Arsenal’s operations,
with receivables and guarantees due to the
Group amounting to FIM 4,145 million.

In'many cases the client’s economic

recovery enabled it to be transferred from

Arsenal to the regular banking and finan-
cing environment. The financial statement
analysis of the viable clients shows that
some of the clients have been able to further
improve their profitability and lower their
gearing. This development made it possible
for them to pay larger amortisations and in
some cases to pay back the loan capital. Des-
pite the positive development, the overall
ratio of clients’ equity to total assets remai-
ned low.

During the 1996 financial period 264
clients (320 clients) and FIM 487 of receivab-
les (243 MFIM) were transferred to the regu-
lar banking system. Inaddition 117 clients
paid back their loans and ended their client
relationship with Arsenal. The largest client
transfer was the sale of Tukirahoitus Ltd to
Merita Finance Ltd, which reduced Arsenal’s
liabilities by FIM 175 million.

A total of 13,400 (21,800) credit decisions
were executed during the 1996 financial pe-
riod.

Credit collection advances as anticipated
The amortisations of client receivables
due for collection and sales of assets pled-

B Arsenal Group's viable clients and client receivables according to business sector as at
December 31, 1996 and as at December 31, 1995. Other companies -categories includes
independent contractors and private clients.

Clients Receivables, MFIM

BUSINESS SECTOR 1996 1995 1996 1995

Finance 1 3 1 9
Leisure S % a2 ;9
Hotel .and restéurant . 62 - l_(jb 1.23. - 157
Tranér.)ort 147 1‘3 252 i
A_g_rigtll_lt}_lrg andl féllestry .280 . 3]7 22I6I I 299
Corporate ser.vices. . 59 216 295 374
Construction o | ‘204 - .236 3’42 o .468
Industry 313 402 538. . 903
Rea_i e,s:tévtle investment .I].I7 . 281 255 566
Retail and commercial 323 367 576 . . .7.13.
Other coméaniésl I . - .87 . .216 I 79 157
Total 1,732 2,354 2,788 4,072
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ged as collateral totalled FIM 1,1 billion.
The disposals of assets pledged as collate-
ral have progressed as anticipated. The
most significant collection result for the
1996 financial period was achieved when
the principal creditors for SK-Invest Ltd
bankruptestate sold shares both owned
by them and pledged to them in Satakun-
nan Kirjateollisuus Ltd (a total of 91.44 %
of the share capital) to Alpress Ltd. As a
result of the transaction Arsenal Group’s
client receivables diminished by over FIM
80 million.

Arsenalwas, as at December 31,1996, a
creditor in 2,500 receiverships. The Group's
outstandings from receiverships were FIM 1

billion.

Client receivables decreased by

FIM 2.7 billion

The Arsenal Group had a total of 10,215
(12,209) clients on December 31, 1996. Of
these, 2,938 (3,773) wereprivate clients
transferred to Arsenal amongst client enti-
ties with total liabilities of FIM 328 million
(458 MFIM).

Client receivables and guarantees decre-
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ased during the financial period by FIM
2,775 million (4,006) and amounted to FIM
4,610 million (7,385 MFIM). Client receivab-
les were reduced during the financial pe-
riod as a result of assisting clients return to
the regular banking system, loan repa-
yments and amortisations, the disposals of
assetspledged as collateral and booking
creditlosses.

As at December 31, 1996, 24 percent
(28%) of corporate clients were classified as
viable. Total receivables for these viable
clients were FIM 2,788 million (4,072
MFIM), while receivables due from clients
tobe collected totalled FIM 1,494 million
(2,855 MFIM).

The average interest rate received by
Arsenal during the financial period incre-
ased to 4.1 percent on (3.1%) all receivables
and the average interest rate paid by cor-
porate clients classified as viable was 6.8
percent.

The Group's credit and guarantee losses
were FIM 987 million (3, 732 MFIM). The ten
largest credit losses amounted to FIM 108
million (221 MFIM). Broken down by sector,
credit losses came from real estate: FIM 158

B Arsenal Group's client entities according to size of receivables as at December 31, 1996
and December 31, 1995. Figures do not include credits or guarantees granted by Asset
Management Company Arsenal-SSP Ltd to subsidiaries of Arsenal or Asset Management

Company Arsenal-SSP Ltd.

Client entities

Receivables, MFIM

RECEIVABLES OVER )96

75 MFIM 0 0 0 0
50 MFIM . 1 5 54 286
40 MFIM 1 2 44 91
30 MFIM 3 5 95 174
20 MFIM 16 25 376 591
10 MFIM 40 70 541 §99
5 MFIM 100 179 689 1,158
under 5 MFIM 3,231 2,749 2,483 3,728
Total 3,392 3,035 4,282 6,927
Wage-earners and households 2,938 3,773 328 458
Total 6,330 6,808 4,610 7,385

B Arsenal Group’s clients and client
receivables, including contingent liabilities
by number of clients, in FIM millions.

ARSENAL GROUP 1996

Clients 10,215 12,209
Receivables due, MFIM  4,610" 7,385
Viable

corporale clients 1,732 2,354
receivables due, MFIM 2,788 4,072
Non-viable

corporate clients 5,545 6,082
receivables due, MFIM 1,494 2,855
Private clients

total 2,938 3,773
receivables due, MFIM 328 458
Non-performing, MFIM 2,437 4,159

*) Allocated amount of FIM 96 million has been deducted

from the receivables
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W Group credit and guarantee losses during
1994-1996, in FIM millions.

From loans and advances during the
financial period, MFIM

@ From loan and advances since the begin-
ning of Arsenal’s operations, MFIM
From client receivables during the
financial period, MFIM

W From clientreceivables since the beginning
of Arsenal’s operations, MFIM

BOARD OF DIRECTORS REPORT

million (634 MFIM), industry: FIM 150 mil-
lion (465 MFIM), commerce: FIM 102 mil-
lion (518 MFIM), and construction: FIM 102
million (382 MFIM).

The loans and advances portfolio
diminished by FIM 1.2 billion

Loans and advances due reduced to FIM
5,210 million (6,182 MFIM) and related con-
tingent liabilities to FIM 295 million (473
MFIM) as at December 31, 1996.

Companies under management

The ownership structures of the companies
under management taken over by the
Group were reorganised during the 1996 fi-
nancial period in order to secure receivables
from these companies by purchasing share-
holdings from minority shareholders. As at
December 31, 1996 Arsenal Group had a to-
tal of 11 companies under management
(excluding golf course holding companies)
and three associated companies.

The combined turnover of companies
under management was FIM 450 million
during the last financial period and the total
balance sheet was FIM 540 million. The
liabilities of companies under management
to the Arsenal Group totalled FIM 152 mil-
lion and they employed a total of 456 per-

sons. These companies are not included in
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the consolidated financial statements.

During the financial period three new
operational subsidiaries (9) acquired by the
Group were Stevena Ltd, Turun Tankki Ltd,
and RF-Technic Ltd. In order to secure the
collection of receivables, RF-Technic Ltd
was put into receivership.

In]July, Uptime Group, a part of Arsenal
Group, sold its wholly owned subsidiary
AK-Tehdas Ltd, which specialises in the
production, coating and servicing of paper

machine rollers, to Vaahto Group Ltd.

Focus for1997
For the current accounting period, the
client-related operations will focus on client
transfers to the regular banking system,
increasing the speed of collections and imp-
roving the effectiveness of the management
of companies in receivership.

Through restructuring programs, the re-
sults of the companies under management
will beimproved in order to enhance their

future resale value.



M Disposals of properties between 1994 and
1996, in FIM millions. A total of FIM 3,824
million of which on-balance sheet real esta-
te asset sales were FIM 1,790 million and
the sale of the assets pledged as collateral
were FIM 2,034 million.

Total sales during the

financial period.

Since the beginning of Arsenal’s
operations

M Breakdown of the Group’s property hol-
dings according to capital employed as at
December 31, 1996. The total number of
propetties for sale 15,861 (15,185).

Under 1 MFIM, 68 %
W 1-5 MFIM, 24 %

5-10 MFIM, 4 %
W10 -20 MFIM, 2 %
M Over 20 MFIM, 2 %
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Real estate

®@ FIM 1,5 billion in real property sold

@ FIM 0,5 billionin real property bought

B Total capital employed in the real estate
portfolio: FIM 8.2 billion

B Rental income FIM 0.6 billion,
occupancy rate 69 %

According to Arsenal’s business concept, all
its real estate assets are to be actively pro-
moted for sale. During the 1996 financial pe-
riod, property assets worth FIM 1,508 mil-
lion were sold (1,312 MFIM). Of the dispo-
sals the real estate asset sales represented
FIM 772 million (614 MFIM) and assets
pledged as collateral FIM 736 million (698
MEFIM).

Collateralised properties worth FIM 525
million (611 MFIM) were acquired to secure
currently outstanding loan receivables.

Of the total real estate asset sales, FIM
260 million was from the sale of commercial
and office properties and FIM 338 from resi-
dential properties. The total number of pro-
perties whichemployed capital in excess of
FIM 10 million was six. The total capital
employed in these properties was FIM 83
million.

The shares of Ruuskanen, a property hol-
ding company located in the City of Tampe-
re, were sold in November, 1996 for FIM 40
million. These shares represented 80.7

Number of properties

percent of the company’s share capital. As
part of the conditions of the transaction this
saleis included in the 1997 sales figures. In
December 1996 Arsenal sold to VVO-Group
FIM 18 million in shares of 52 state subsidi-
sed apartments. FIM 12 million was paid
during the 1996 financial period and the re-
maining part during 1997.

During the 1996 financial period Arsenal
sold shares in golf course facilities worth
FIM 7 million (2 MFIM), of which the largest
was the sale of the Ykkostie-Golf Ltd's
(Wiurila) shares for FIM 6.9 million.

Capital gains from the sale of property
assets amounted to FIM 66 million (45
MFIM)and capital losses amounted to FIM
98 million (57 MFIM).

Total capital employed in the real estate
portfolio: FIM 8.2 billion
As at December 31, 1996, the total capital
employed in the Group’s real estate portfo-
lio was FIM 8,195 million (8,737 MFIM).
Most of the capital was invested in com-
mercial and office space, totalling FIM 6,121
million (6,154 MFIM). Capital employed in
apartmentand apartment buildings amoun-
ted to FIM 776 million (1,030 MFIM) and
FIM 747 million (848 MFIM) in industrial
and storage space.

Calculated on the basis of capital emplo-

% of the total

CAPITAL EMPLOYED 199 199 1996 1995,
over 20 MFIM 68 70 2 2
10 - 20 MFIM 8 90 2 2
5 - 10 MFIM 168 180 4 4
1-5MFIM 974 1,020 24 2
under 1 MFIM 2,754 2,920 68 68
Total number of properties 4,042 4,280 100 100
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M Properties bought as collateral on loan re-
ceivables between 1994 and 1996, in FIM
millions.

Increase during the financial
period, MFIM

Since the beginning of Arsenal’s
operations, MFIM

M Breakdown of the Group’s real estate
portfolio according to use as at December
31, 1996. Total capital employed FIM 8,195
million (8,737 MFIM).

Office and commercial 6,121 MFIM
B Apartments 776 MFIM
Industrial and storage 747 MFIM
M Other 94 MFIM
M Land 316 MFIM
W Leisure 141 MFIM

yed, 51 percent (53%) of the realestate as-
sets were located in the Helsinki, Tampere
and Turku economicregions.

The real estate portfolio was valued to
align with the current price levels during
the fall of 1996. Write-downs on real estate
assets totalled FIM 205 million (161 MFIM).

Rental demand increased

The majority of the new leases were made at
a higher rent level. The Group’s property
income in 1996 amounted to FIM 632 mil-
lion (638 MFIM). The rental margin (rental
income less maintenance expenses) was 3.5
percent (3.3%) of the Group's capital emplo-
yed in real estate assets.

As at December 31, 1996 Arsenal Group
had a total of 8,544 lease agreements. The
leased floor area amounted to 1.6 million
square meters (1.5 millionsq.m.) and va-
cant leasable area amounted to approxi-
mately 0.7 million square meters (0.8 mil-
lionsq.m.). Of the total vacant leasable
area 0.3 million square meters (0.3 sq.m.)
waslocated in the Helsinki, Tampere and
Turku economic areas. The occupancy rate
of the Group’s property portfolio was 69
percent (64%).

As part of the Group tax planning,
Arsenal has actively sought to be liable for
Value Added Tax for those rental properties

where a significant part of the property has
been rented to businesses liable for Value
Added Tax. By the end of the year 0.5 mil-
lion sq.m. (0.2 million sq.m.) was deemed to
be liable for Value Added Tax.

Property development

In order to improve the property portfolio’s
both rental income and income yield, work
was carried on in individual properties in
several locations.

The mostsignificant of the projects was
the development of the Hamsteri-block
located in the city centre of Helsinki. The
Hotel Helsinki-property, owned by Arsenal,
was renovated to accommodate 200 rooms.
Arsenal has entered into a long term lease ag-
reement for the hotel with Helsinki Hotels
Ltd, which belongs to the SOK Group.

Marketing

A marketing program called “The Real Es-
tate Calendar” was launched in order to
promote the sales and lettings of vacant pro-
perties. The main events of the program
included two “Arsenal Open House” mar-
keting and sales days in the branch offices,
the establishing of two property barome-
ters, participation in the property exhibition
in Y1&jarvi, real estate auction and a proper-

ty seminar.

M On-balance sheet real estate asset sales according to use between
January 1 and December 31, 1996, number of transactions, in FIM
millions. During the 1996 financial period through 1,871 transactions a
total of 2,661 properties were sold.

NUMBER OF TRANSACTIONS ]
Office and commercial 395 260
Industrial and .storage . 88 ..... o »
Apartmenté - 1,05.(1 | 338
Land w 2
Other s6 3
Leisure 167 s
Total 1,871 772
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Together with the local authorities in se-
veral districts, Arsenal sought actively to
find solutions for the municipal property
needs. Arsenal organised local labour fo-
rum events in conjunction with the Ministry
of Trade and Finance, the Ministry of La-
bour and KERA Ltd. The objective of these
forums was to find new solutions for use of
vacant commercial and industrial space.
More of these events will be carried out in

the future.

Environmental risk evaluation of the
properties
All the property holdings were examined
during the summer of 1996 to evaluate their
environmental risks. The conclusion was
that approximately 500 properties need
further studies on the extent and serious-
ness of their potential environmental risks.
The studies, outsourced to consultants,
began at the end of 1996 and will be conclu-
dedin early 1997.

Focus for 1997

The focal areas for the current financial
year are the active sale of properties and
increasing the value of the large property
holdings through further renovations in
order to improve the occupancy rates and

rental levels.

BOARD OF DIRECTORS REPORT

M The most significant renovation work was carried out in the Helsinki Hotel property in the
Hamsteri-block, located in the city centre of Helsinki. The courtyard of the hotel was cove-
red and the number of rooms was doubled. The property is rented to Helsinki Hotels under a
long-term lease.
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M Total lettable area rented as at December 31, 1996, sq.m. percent of total lettable area.

RENTED SO.M. % OF THE TOTAL LETTABLE AREA

Office and commercial 939,358 73
Industrial an_d storage 369,977 62
Apa.r.tfnents 137,443 h 64
Other 103,469 ' 63
Leisure 355 22
Total 1,555,602 69
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Treasury and capital markets

I8 The Group’s funding base was strengthe-
ned by the issue of two bonds which
lengthened the overall maturity.

B The Government guarantee was reduced
by FIM 10 billion

¥ 52 MFIM in shares sold

During the 1996 financial period Arsenal
extended the maturity of its financing
previously raised as short-term debt
securities by issuing two long-term bonds:
1/1996 (nominal value FIM 2.5 billion) and
11/1996 (nominal value FIM 0.5 billion),
aimed at institutional investors. Both
bonds carry the Government of Finland’s
unconditional guarantee and are listed on
the Helsinki Stock Exchange. The bonds,
which mature in 1999, were the first cor-
porate bonds in Finland to be converted,
on February 2, 1997, into book entry
securities.

During 1996 Arsenal issued short-term
debt securities worth a nominal value of
FIM 9,438 million through public auctions.
At the end of the 1996 accounting period,

Arsenal’s debt portfolio had a nominal
value of FIM 6,251 million (13,250 MFIM).

The Council of State reduced its uncon-
ditional guarantee by FIM 10 billion on
December 19, 1996 at Arsenal’s request.
The unconditional guarantee was granted
onNovember 24, 1994 for FIM 28 billion.

By the end of the 1996 financial period
Arsenal’s clients paid back to the Group all
their foreign currency denominated loans
(24 MFIM).

Shares and participations

The Group’s shares and participations to-
talled FIM 1,234 million (757 MFIM) at the
end of the financial period. Of these, stock
exchange listed shares totalled FIM 1,197
million (705 MFIM).

The Government Guarantee Fund paid
its debt to Arsenal in April, 1996 in listed
shares, the value of which was FIM 276
million as at March 29, 1996. The market
value of these shares at the end of the fi-
nancial period was FIM 325 million.

A total of FIM 52 million (91 MFIM) in
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shares were sold during the financial per-
iod, of which FIM 34 million worth of sha-
res were received as payment in kind.

By the end of the financial period
Arsenal had sold all the shares it received
as payment in kind, except the shares of
Merita Bank Ltd, for FIM 121 million.

The operating result from securities
trading was FIM 260 million (-518 MFIM),
which includes FIM 234 million from the
increase of Merita Bank Ltd’s shares
value.

InJune, 1996 the subsidiary company
Arsenal-SSP Ltd sold its holding of
18,377,370 K-shares in Skopbank for the
price of 1 markka to Solidium Ltd.

From the portfolio of listed shares Enso
A-seriesshares for a value of FIM 24 mil-
lion were sold after the end of the financial
period. The value of the remaining share
portfolio, measured at share prices on Feb-
ruary 28,1997, stood at FIM 1,511 million.
The market value of the listed shares has
increased by FIM 271 million since the clo-
sing of the 1996 accounts.
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Hl The Group’s shares and participations totalled 1,234 MFIM (757 MFIM) as at December 31, 1996.

Ownership stake (%):
Share capital Voting rights Purchase price Write downs Book value

COMPANY, NUMBER OF SHARES

LISTED COMPANIES
Owned by Arsenal
Kylpylakasino A 193,334 1 Sl 0
Kylpylédkasino K i 662,600 48,47 93,67 0 0 0
Merita A 63,933,333 7,73 8,31 1,446 -525 921
Skopbank 121,621,990 37,277 30,54 998 998 0
2,445 -1,524 921
Owned by Arsenal-SSP Ltd
Enso Ltd A” 677,525 23 0 23
Enso Ltd R” 2,944,272 1,49 0,67 100 0 100
Kone Oy B 90,023 1,49 0,58 43 0 43
Orion Corporation AY 799,999 1,60 2,89 110 0 110
Skopbank 19,271,010 56 -56 0
332 -56 276
OTHER SHARES 37
GROUP’S SHARES AND PARTICIPATIONS, TOTAL 2,777 -1,580 1,234

1) Shares have been valued at closing prices on 30.12.1996.
2) Total of A and K series owned by Arsenal Group. Skopbank shares are valued at 0 FIM in the 1995 and 1996 financial statements. -
3) Received during the 1996 financial period from the Government Guarantee Fund.
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Subsidiaries

Arsenal’s most important subsidiaries in
terms of asset size are Arsenal-SSP Ltd and
Arsenal-Silta Ltd. These companies act as
asset management companies as stipulated
in the law concerning the Government
Guarantee Fund.

The Arsenal Group includes a total of
1,584 subsidiaries, participations and asso-
ciated companies (1,478). The total number

BOARD OF DIRECTORS REPORT

of subsidiaries, as at December 31, 1996,
was 1,120 (1,064), of which 1,075 (1,003) are
commercial and residential property hol-
ding companies. Participations and asso-
ciated companies totalled 464 (414), of
which 459 (408) are real estate holding
companies.

The losses incurred by the subsidiaries

as shown in the consolidated financial

M The number of Arsenal Group’s subsidiaries, participation and associated companies.

Subsidiaries

Associated companies

statements of Arsenal Group totalled FIM
1,181 million (3,689 MFIM) and their total
assets were FIM 15,801 million (17,391
MFIM) at year end.

Companies taken over as a means of
collateralising receivables have not been
included in the consolidated financial sta-

tements.

Total number of

Real estate

Real estate

Subsidiaries and

Arsenal Group holding companies Other holding companies Other Associated companies
Arsenal 16 2 18
Arsenal-SSP Ltd 975 29 404 3 ' 1,411
Subsidiaries of Arsenal

and Arsenal-SSP Ltd 11 7 18
Arsenal Silta Ltd 89 a8 137
Total 1,075 45 459 5 1,584

Annual Report 1996 ® ASSET MANAGEMENT COMPANY ARSENAL LTD @



Information technology

The development of the systems and infor-
mation networks implemented during
previous financial periods was continued
in order to improve their reliability and ef-
ficiency. New applications designed to
improve the Group’s management and re-
porting systems were also introduced. A
new systems network implemented to co-
ver the whole collection process and the
related training of personnel started befo-

Personnel

As at December 31, 1996 Arsenal Group
employed a total of 590 persons (695) out
of which 557 were employed by the pa-
rent company Arsenal Ltd (630), 15 by Ar-
senal-Silta Ltd (29), 14 by the Mutual In-
surance Company of the Savings Banks
(12) and 4 by Master-Rahoitus Ltd in the
City of Turku (5).

Arsenal’s combined days of personnel
training for the 1996 financial period were
2,500 work days, which means an average
of 42 training days per employee. Of the to-
tal, 1,900 training days were dedicated for
IT and related systems.

Future outlook

General developments in the Finnish econ-
omy, particularly the strength of the real
estate market and interest rate fluctuations,
will have a significant effect on the value of
the Group’s assets and loan guarantees as
well as the stock market’s performance.
According to projections currently pre-
pared for 1997 the Group’s result is
expected to improve significantly from the

re the end of 1996. The full implementa-
tion of the system is scheduled for the ear-
ly part of 1997.

At the end of 1996 a study was made
concerning the replacement of the old cre-
ditledger by a new ready-made system in
order to enhance the cost savings and to
create a common EDP- architecture. The
new credit ledger will begin operating in
the first half of 1997.

H The number of Arsenal’s employees
between 1994 and 1996 and the forecast
for August, 1997.

Number of employees

year before, but will remain negative. Cred-
itlosses and write-downs will decrease
substantially from the previous year. The
business plan incorporates write-downs
and credit losses for approximately FIM
0.5 billion. The total assets, as per the
Group’s balance sheet and contingent lia-
bilities, are expected to decrease by some
FIM 3.5 billion.
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INCOME STATEMENT AND BALANCE SHEET

ARSENAL GROUP - CONSOLIDATED INCOME STATEMENT

Exchange rate USD 1= FIM 4,6439 as at December 31, 1996

FIM millions
January 1 - December 31, 1996 January 1- December 31, 1995

Interest income

From financial institutions and Bank of Finland 6 10

From loans and advances 360 486

From clients 260 319

From debt securities 7 70

Other interest income 13 646 39 924
Net leasing income 3 16

Interest expenses

To financial institutions and Bank of Finland 40 73

To clients 26 16

On public debt instrument issues 530 1,003

On subordinated debt 116 166

Other interest expenses 4 716 2 1,260
NET INCOME FROM FINANCIAL OPERATIONS -67 -320

OTHER OPERATING INCOME

Dividend income 1 5
Fee income and expenses 13 19
Securities trading income 260 -518
Income from foreign exchange operations 0 1
Income from other operations

Real estate portfolio 702 689

Other 11 713 17 706
TOTAL OPERATING INCOME 920 -107

OPERATING EXPENSES
Administrative expenses
Personnel costs

Salaries 124 139
Pension payments 21 25
Social expenses 10 16
Other personnel costs 12 167 15 195
Other administrative expenses 199 76
366 271
Depreciation 209 221
Other operating expenses
Real estate management expenses 598 664
Miscellaneous operating expenses 129 727 270 934
Credit and guarantee losses 987 3,732
Asset revaluations 3 o 11
OPERATING LOSS -1,372 -5,276
Extraordinary income 14 14
LOSS BEFORE APPROPRIATIONS AND TAXES -1,358 -5,262

Direct taxes
Taxes for the current financial year

and from previous financial years 3 0
Minority interest 3 9
LOSS FOR THE FINANCIAL PERIOD -1,352 -5,253
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INCOME STATEMENT AND BALANCE SHEET

ARSENAL GROUP - CONSOLIDATED BALANCE SHEET

Exchange rate USD 1= FIM 4,6439 as at December 31, 1996
FIM millions

ASSETS

Cash in hand

Due from financial institutions and
Bank of Finland

From Bank of Finland

From financial institutions

Loans and advances

Due from clients
Loans
From guarantees
From foreign currency denominated loans

Leasing assets
Debt securities

Shares and participations
Subsidiaries
Associated companies
Shares and participations

Intangible assets
Other intangible assets

Tangible assets

Land and buildings
In own use
Other

Real estate shares and participations
In own use
Other

Machinery and equipment

Other tangible assets

Other assets

Accrued and deferred payments
Accrued Interest
Other

December 31, 1996 December 31, 1995
0 0
1,155 1,493
5,210 6,365 6,182 7,675
3,872 4,695
807 1,372
440 5119 891 6,958
0 200
306 28
17 18
2 2
1,215 1,234 737 757
0 3
50 25
1,646 1,802
92 90
5,053 5,054
7 12
3 6,851 2 6,985
210 270
78 124
91 169 435 559
20,254 23,435
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INCOME STATEMENT AND BALANCE SHEET

ARSENAL GROUP - CONSOLIDATED BALANCE SHEET
Exchange rate USD 1= FIM 4,6439 as at December 31, 1996
FIM millions
LIABILITIES AND SHAREHOLDERS EQUITY December 31, 1996 December 31, 1995
Liabilities
To banks and Bank of Finland

Due on demand - -
Other 128 128 702 702

To clients 89 168
Debt instrument public issues
Bonds and debentures 3,251 742
Other 6,145 9,396 13,156 13,898
Other liabilities 134 161
Accrued and deferred liabilities
Accruals due 148 174
Other 230 378 468 642
10,125 15,571
Statutory reserves 2,966 2,682
Subordinated debt liabilities 1,736 2,202
Minority interest 1,048 1,049
Shareholders’ equity
Restricted equity
Share capital 3,600 3,500
Share Issue 100 -
Restricted reserves 19,100 22,800 15,500 19,000
Distributable equity
Loss from previous financial year -17,069 -11,816
Loss for the financial year -1,352 -18,421 -5,253 -17,069
4,379 1,931
20,254 23,435
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ACCOUNTING PRINCIPLES

Accounting principles

The following accounting principles apply
to the financial statements of the parent
company Arsenal Ltd, Arsenal-SSP Ltd,
Arsenal-Silta Ltd and to the consolidated fin-
ancial statements. The parent company
Arsenal Ltd and its subsidiaries Arsenal-
SSP Ltd and Arsenal-Silta Ltd are asset
management companies in the sense as
stated in the law concerning the Govern-

ment Guarantee Fund.

GENERAL ACCOUNTING PRINCIPLES
According to the exemption granted by the
AccountingBoard, the financial statements
of the Asset Management Company Arsenal
Ltd and its subsidiaries Asset Management
Company Arsenal-SSP Ltd and Asset
Management Company Arsenal-Silta Ltd,
are drawn up and presented in accordance
with bookkeeping and accounting regula-
tions regularly concerning financial institu-
tions and as stated in the Financial Supervi-
sion regulations. Some of the financial items
in the balance sheet and income statements
have been adapted to correspond to the
specific nature of Arsenal’s activities.

The financial statements of the subsidia-
ries are included in the consolidated fi-
nancial statements in accordance with the
accounting principles applied to the parent
company. For items where the practice ap-
plied to the subsidiaries differ from the
practice applied to the Group, the necessary
adjustments in the consolidated statements
arebased on the principle of material signi-
ficance. The income statement’sincome and
expenses are recognised as earned or as
incurred and entered on theincome state-

ment on an accrual basis.

SCOPE OF THE CONSOLIDATED
FINANCIAL STATEMENTS

The consolidated financial statements of
Arsenal Group include the financial state-

ments of the parent company Arsenal Ltd

and of those subsidiaries and associated
companies owned directly or indirectly by
it.

Companies acquired as collateral for len-
ding, companiesin the process of liquida-
tion or in receivership are not included in
the 1996 consolidated financial statements.

Real estate companies are not included
in the consolidated financial statements.
However, the major companies are listed
under the financial notes in Arsenal’s 1995
annual report in Finnish.

The financial results of the merged sub-
sidiaries are included in the consolidated fi-
nancial statements, taken from the financial
statements of the merged subsidiaries. The
impact on the results of the previous fi-
nancial period are reflected in the current fi-

nancial period’s results and net profit.

CONSOLIDATION

The financial statements of the Group com-
panies are consolidated item by item. The
subsidiary companies financial statements
have been adjusted to apply the same
accounting standards applied to the parent
company.

Consolidated financial statements have
been prepared according to the acquisition
method of accounting.

The income statement of Asset Manage-
ment Company Arsenal-Silta Ltd, which
was incorporated as Arsenal’s subsidiary as
from November 16,1995, is not included in
the 1995and 1996 consolidated financial sta-
tements. However, the balance sheet items
of Asset Management Company Arsenal-
Silta Ltd are included in the consolidated fi-
nancial statements. According to agree-
ments on the acquisition of Asset Manage-
ment Company Arsenal-Silta Ltd, its prefer-
red share certificates, net results and other
distributable equity have been treated as
minority interests.

The fact that not all the subsidiary com-

panies’ financial statements are included in
the consolidated financial statements has no
major impact on the Group’s operating re-

sults nor on its financial position.

FOREIGN CURRENCY ITEMS

Foreign currency receivables, liabilities and
contingent liabilities have been translated
into Finnish markka using the Bank of Fin-
land’s average exchange rates on the last

day of the year.

INTEREST INCOME AND EXPENSES

A receivable is considered to be non-perfor-
ming when its interest or principal is over-
due by 90 days. A receivable originating
from a guarantee is considered non-perfor-
ming when a payment is made under such a
guarantee. The interest accrued and unpaid
on non-performing loans is cancelled when
the receivable has been classified as non-

performing.

OTHER OPERATING INCOME

Real estate and other operating income is
entered when earned or accrued. Rental
income is valued at its estimated future va-
lue.

The positive or the negative difference
between the sales price and the book value
of the shares and participations is entered as
securities trading income (income from the
sale of shares and participations). The differ-
ence between the book value of the above
mentioned securities and probable lower
market value at the closing of the financial
statements has been deducted from this
income. If the market value of shares and
participations is higher than the book value
then it is included as income, but only up to
the acquisition price of the shares and the

participations.

PENSION ARRANGEMENTS
Pension schemes for employees of Arsenal
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Ltd are arranged through a group insurance
scheme. The Group’s pension liabilities are

fully covered.

EXPENSES FOR LAWSUITS
In the transfer agreement between the
Government Guarantee Fund and Arsenal-
SSP Ltd, it is stated that the expenses from
lawsuits, earlier the responsibility of the
Government Guarantee Fund, and the ex-
penses from the special auditsbased on the
law concerning the Government Guarantee
Fund and other liabilities shall be borne by
Arsenal-SSP Ltd as of April1,199.
Theanticipated expensesincurred as a
result of these liabilities have been provided
for in the statutory reserves. Based on agree-
ments, the banks that acquired the Savings
Bank of Finland - SBF Ltd operations, are
responsible for 20 percent of the greater-
than-anticipated special audit expenses.

DEPRECIATION

The depreciation schedules of Arsenal
Group companies have been made inaccord-
ance with depreciation policies based on the
estimated useful life of the assets. Real esta-
te companies are not consolidated. Depre-
ciation of the assets of real estate companies
is not entered according to the specific dep-

reciation plan.

CREDIT AND GUARANTEE LOSSES
Realised and expected credit losses are ap-
plied against receivables. A probable credit
loss is charged against receivables when it is
evident that the principal will not be repaid
and the item is classified by client. These
creditlosses are deducted from receivables.
Realised credit losses from loans and ad-
vances are entered and deducted from the
corresponding item. The expected credit
losses, based on the reports from the banks
that acquired the activities of Savings Bank
of Finland - SBF Ltd, are provided for in the

ACCOUNTING PRINCIPLES

statutory reserves. Jtems provided for in the
statutory reserves are not directly deducted
from theloans and advances.

The net difference between outstanding
receivables and the value of collateral secu-
ring those receivables are stated as credit
and guarantee losses. The assets used as col-
lateral are valued at the expected selling

price.

TAXES

Direct taxes are recognised as incurred. The
Government Guarantee Fund has, pursuant
to the Savings Bank of Finland - SBF Litd's
transfer agreement, assumed the responsi-
bility for the Savings Bank of Finland - SBF
Ltd’s taxes and the taxes of its subsidiary
companies that were incurred before the
signing of the transfer agreement on Octo-
ber 22,1993. The Government Guarantee
Fund and Arsenal-SSP Ltd have agreed to
transfer the aforementioned liabilities to
Arsenal-SSP Ltd as of April 1, 1996. These
tax liabilities have been provided for in the

statutory reserves.

TRANSFERABLE SHARES
Transferable shares held as investment as-
sets are valued at the lower of cost or market

value.

SHARES OTHER THAN TRANSFERABLE
SHARES
Shares other than transferable shares are va-
lued at cost. Where the expected selling pri-
ce is permanately lower than cost, the diffe-
rence is deducted as an expense.

Subsidiary company shares are valued in
the Group’s financial statements at the sub-
sidiary’snet asset value at the end of the fi-

nancial period.

STATUTORY RESERVES
Statutory reserves cover future expenditure

to which the group companies has commit-
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ted itself and which is not expected to yield
corresponding income, and specific future
losses that are considered evident. Statutory
reserves are also provided against expected

credit losses on loans and advances.

DERIVATIVE INSTRUMENTS

Derivatives are used as hedging instru-
ments. [tems entered in the balance sheet on
the basis of derivative instruments are book-
ed as accruals. In evaluating hedging ag-
reements, valuation policies have been tak-
en into account. The results of futures cont-
racts are recognised on closure of contract.
The income and expenses from interest rate
and foreign exchange swaps are booked as

accrued as per the respective agreement.

PROPERTY ASSET REVALUATIONS
Permanent and substantial write-downs on
properties and property holding companies
are recorded as expenses under deprecia-
tions.

Write-downs are considered substantial
if the difference between market price and
book value is more than 20 percent. When
evaluating the permanence of the write-
downs, the property classification method
and the estimated carrying time of each in-
dividual property asset are taken into consi-

deration.



Proposal of the board of directors

Loss from previous financial years FIM -17,077,302,736.46
Loss for the financial year FIM - 1,272,099,270.95
Distributable equity FIM - 18,349,402,007.41

Given the year’s negative results and the level of distributable equity from previous years,
no dividends will be distributed. We propose that the loss for the year be covered out of
distributable shareholders’ equity.

Helsinki, March 5, 1997
Aarne Heikinheimo

Chairman
Veijo Kauppinen Riitta Aaltonen Eero Aho
Vice Chairman
Urpo Hautala Gretel Sommar-Bogdanoff Erkki Virtanen
Seppo Sipola
President and CEO
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Auditors’ report

TO THE SHAREHOLDERS OF ASSET MANAGEMENT COMPANY ARSENAL LTD

We have audited the accounting, the financial statements and the corporate governance of As-
set Management Company Arsenal Ltd for the period January 1,1996 - December 31, 1996. The
financial statements, which include the report of the Board of Directors, consolidated and pa-
rent company income statements, balance sheets and notes to the financial statements, have
been prepared by the Board of Directors and the Managing Director. Based on our audit we
express an opinion on these financial statements and on corporate governance.

We have conducted the audit in accordance with Finnish Standards on Auditing. Those
standards require that we perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. An audit includes examining on a test
basis evidence supporting the amounts and disclosures in the financial statements, assessing
the accounting principles used and significant estimates made by the management as well as
evaluating the overall financial statement presentation. The purpose of our audit of corporate
governance is to examine that the members of the Board of Directors and the Managing
Director have legally complied with the rules of the Companies Act. The Group's operations
have continued to generate considerable losses. The financial statements give an account of the
reasons for such losses.

In our opinion the financial statements, which state a loss of FIM 1,272,099,270.95 for the
parent company and a loss of FIM 1,352,108,703.74 for the Group, have been prepared in accord-
ance with the regulations of the Accounting Actand other rules and regulations governing the
preparation of financial statements.

The financial statements give a true and fair view as defined in the Accounting Act, of both
the consolidated and parent company’s operating results as well as of the financial position.
The receivables and the contingent liabilities in the consolidated financial statements contain a
substantial level of uncertainty due to the clients’ financial position as well as the deficit in the
value of the collateral pledged as security in connection with the receivables.

The developments in general economic climate, the level of interest rates and the value of
real estate, as well as the development of the financial position of the clients, are factors of subs-
tantial significance to the financial results of the company.

The financial statements with the consolidated financial statements can be adopted and the
members of the Board of Directors and the Managing Director can be discharged from liability
for the period audited by us.

The proposal by the Board of Directors concerning the appropriation of the loss for the fi-

nancial year is in compliance with the Companies’ Act.

Helsinki, March 7, 1997

Tuokko, Deloitte & Touche Ltd SVH Coopers & Lybrand Oy
Authorised Public Accountants Authorised Public Accountants
Yrjo Tuokko Johan Kronberg

Authorised Public Accountant Authorised Public Accountant
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