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The oldest banking operation within Nordbanken
dates from 1832. The bank had its most frrofitable
year in its history in 1996,
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Annual General Meeting

he Annual General Meeting of Nordbanken ABwill

be held Thursday, March 20, 1997,at11:00a.m., in
the Stockholm Concert Iall (Konserthus), Hotorget,
Stockholm.

Application
Shareholders who wish to participate in the Meeting:

mustbe recorded in the share register maintained by
Vardepapperscentralen VPG AB (Swedish Securities
Regisier Center) not later than Monday, March 10,
1997, and

must notify Nordbanken AB (publ), Group Legal
Staff, $-105 71, Stockholm, Sweden by telephone
(+46-8 670 20 80) or-telefax (+46:8 614 87°70) not
later than 1:00 p,m, Monday, March 17 997

~ on Thursday,

To be entitled to participate in the Meeting, share-
holders whose shares are held in the name of a trustee
must temporarily reregister the shares in their own
name. Such reregistration must be in effect at VPG AB
(Swedish Securities Register Center) on March 10, 1997,
Accordingly, shareholders must advise trustees of the
need for such action.

Dividend and record date

The Board of Directors will propose payment of a di-
vidend of SEK 9.50 per share, and Tuesday, March 25,
1997 as the record date for payment. If shareholders at
the Annual General Meeting approve this proposal, itis
expected that dividend paymentswill be mailed by VPC
April 3,:1997.

*
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Nordbanken in Brief

Nordbanken is one of Sweden’s largest banking
groups, offering a broad range of banking and
financial services to private individuals, small and me-
dium-sized companies, the publicsectorand a selection
of major Swedish companies.

As of December 31, 1996, Nordbanken had total
assets of SEK 368 billion, lending amounting to SEK 266
billion and deposits of SEK 161 billion. The Group had
7,300 employees at year-end 1996,

Nordbanken’s assets and operating income are
derived almost entirely from business in Sweden. The

Bank’s customer base comprises more than 3.5 million
private individuals, approximately 130,000 small and
medinm-sized companies and more than 30,000 non-
governmental organizations.

The Bank markets its full range of products
through a nationwide network consisting of nearly 300
branch offices. In addition, customers can conduct
many of their Nordbanken transactions at 1,200 post
offices in Sweden, or via Nordbanken Direkt, the
country's largest telephone bank with personal service
and 270,000 customers. R
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Statement by the CEO

Nineteen ninety six was a very good year for Nordbanken and
. its owners. Earnings improved and strong development
was noted for the price of the Nordbanken share.

After a tumultuous start in the 1990s, the Bank is now prepared to meet the future,
which will be characterized by sweeping changes. New technologies, increased
internationalization, more competitors and new customer demands will
generate growing competition that will require strong
adaptability to changes as well as a sharp Jocus.

Nordbanken will take an active part in structuring the
financial market of the 21st Century in our part of the world.

Our efforts will be highlighted by the type of direction and conceniration thal
has guided us during the past five years: creating value for our
shareholders by serving as a bank that provides customers with diversified,
reliable and cost-efficient services in parallel with efforts to offer our
employees job stimulation and continuous opportunities for
personal skills development.
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Statement by the CEO

ordbanken's operating profitin 1996 amounted to

SEK 7.4 billion (1995: 6.7 hillion}. Return on share-
holders’ equity rose to afull 27.8% (26.8). Accordingly,
profitability was well above the Bank’s ambitious, long-
term objectives.

Several factors that cannot be expected to arise
again contributed to Nordbanken's strong result in
1996. These include a halving of interest rates during
the year, and opportunities to reverse older provisions
for loan losses, The year 1996 was a unique year for
Swedish banks, characterized by stabilization of interest
rates at a lower level than previously. These conditions
should be duly noted when forming expectations of
operating profits in future years.

The achievement of strong profitability, however,
requires more than favorable market conditions even

during good times. Internal work efforts in accordance -

with Nordbanken’s focused business strategy also made
significant contributions to our strong results last year,
The following comprise just a few highlights:

» Productivity development
» Continued reduction of loan losses

¢ Installation of Nordbanken’s new computer systemin
the former Gota Bank’s branch offices.

. Developme-nt of the telephone bank and introduc-
tion of services on the Internet,

* Acquisition of Industrikredit
* Establishment of Postbanken

During the financial crisis of the early 1990s, change
was a requirement for survival, The pace of renewal is
now being maintained by our commitment to create
value for the shareholders. As aresult, the taxpayers can
be repaid what was invested in the bank through
dividends and the selling price.

In parallel with the Bank’s improved financial re-
sults, a favorable price trend wasnoted for Nordbanken
shares, In addition to a general revaluation of Swedish
bank shares by the financial market, our decision to
redeem shares with a maximum value of SEK b billion
appears to have become an important factor in ex-
ternal evaluations of Nordbanken during the past year.

At the Annual General Meeting in March 1996, I
announced that the Swedish Government’s investment
as the main shareholder in Nordbanken would almost
certainly be repaid. The conditions have now improved
furtherso that the reconstruction contributions of about
SEX 40 billion should be more than fully recovered.

Nordbanken’s growth and development during
the past five years has been driven by a distinct and
focused strategy pursued consistently by management
and all bank employees. This also means that we shall

seek new opportunities where we recognize new needs.
Most indicators point toward a rate of change that
will be much faster than what we have experienced
during the past 10 years, although the past decade was
the most eventful in the history of Swedish banking,

» Information technologies have created completely
new forms of distribution via telephones, computers
and the Internet. New services are now available to
intensify customer relations.

A wave of internationalization characterizes banking
and financial markets today. Sweden’s entry into the
EU has increased competition from abroad. Trends
in our country's financial sector are dictated as much
in London and New York as they are in Stockholm.
Workwithin the EU to create an economic and mone-
tary union also place heavy demands on aligning the
Bank’s product offering and on development and
" integration of necessary IT solutions.

* New players entering the marketplace have neces-
sitated continuous redefinition of the financial sec-
tor, Nordbanken competes today with retail chains,
insurance companies, furniture companies aswell as
computer firms - in addition to other major banks
and new niche banks.

¢ New and demanding customenrs benefit from the on-
going trends and changes. Gustomers in the younger
generations are particularly demanding, as they com-
pare alternatives and strive to interface with their
banks via the Internet. The services we offer today
must be provided more cheaply, faster and simpler,
compared with traditional bank services.

With its strong market position, reduced operating
costs, modern computer system and focused strategic
approach, Nordbanken has excellent potential to
adapt to new market trends and conditions by serving as
4 force of renewal for the benefit of its customers and
owners. Three main areas come to mind, wherebywhat’s
good for the bank’s customers is also good for the bank.

Industry and employment, :

Sweden 'and Nordbanken need more entrepreneurs
and more growth companies, meaning more private
individuals who want tc become entreprenewrs and
more companies that see profitability through growth.
We shall continue to develop new products and serv-
ices to strengthen our role as a financial partner who
coniributes to industrial endeavors, growth and em-

ployment.

Renewal and competition
The Swedish market for financial services needs
renewal and competition so that bank customers can
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Statement by the CEC

benefitfrom a portion of the rationalization gains made
as a result of new distribution technology and services
offered.

Nordbanken’s role in the Nordic countries,
Baltic States and Europe.

Nordbanken is and will continue to be a Swedish bank.
For many people, however, the Nordic countries comt-
prise a single market, and distribution forms or services
that function satisfactorily in Sweden should also be
used in the other Nordic countries. Comprehensive
efforts are being concentrated on making the Baltic

" States a strong growth region in Furope. Nordbanken
intends to seize opportunities now being created.
Sweden's membership in EU, EMU’s progress and in-
dustry’s continued internationalization require the
emergence of Swedish banks able to stand on equal
ground with the best European banks.

In the structural transformation of the Swedish finance
market nowunder way, Nordbanken must guard its po-
sitions and take advantage of the opportunities which
could emerge. The starting point must be to seck com-
binations which can increase the Bank’s competitive-
ness, create added benefits for customers and value for
shareholders while capitalizing on the Nordbanken’s
strengths and development.

The ability to recognize new challenges, accept
them and create new business opportunities within the

framework for our focused strategy is the highway that
wilt lead to optimal long-term value appreciation for
Nordbanken's owners, We must proceed under condi-
tions of risk control, however, and comply with banking
ethics that formed the foundation of our results in
1996,

Nordbanken’s employees deserve a heartfelt ex-
pression of gratitude for their efforts during 1996. Only
skilled and committed employees have the ability to
deal with a continuing pace of change.

Market trends during the next few years will place
continued heavy demands on the development and
flexibility of all our employees. Those of us entrusted to
manage and Jead Nordbanken during this exciting
chapter in history are fully aware of our responsibility.
Working together, we shall try new angles of approach
in our firm belief that we will conquer the future.

Stockholm, February 1997

bour

Hans Dalborg
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Nordbanken’s proposal on redemption of shares
in the amount of SEK 5 billion received positive vesponse from
the stock market as well as the media. The redemption
was effected in October, reducing the Kingdom of Sweden’s
holding t0 59.4%.
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The Nordbanken Share

The Nordbanken share has been listed on the Stockholm Stock Exchange A-List since
November 2, 1995 and, since January 2, 1996, on the list of most-traded shares. The shares are
also traded in London (SEAQ International) and New York (Portal). The price of Nordbanken
shares increased by 79.6 % in 1996. The value of other listed Swedish banks rose by 39.3%.
The Afférsvéirlden General Index rose 38.2% in the same period.

Share price

‘When the share was introduced on the stock exchange
in November 1995, the price was set at SEK 92, Private
individuals who were allotied shares could purchase
shares at a discount (SEK 85 per share), The price was
quoted at SEK 115 at year-end 1995, The price rose

The Nordbanken share
Price and furnover volume par trading day

Dec June Dec
1995 1996 1996
Largest holders of Nordbanken shares,
December 31, 1996 . I
Y S Percant of
Number capital stock
. of shares and votes
Kingdom of Swedsn 108,573,586 59.4
. Swedbank mutual funds and
- natjonal sharg investment
accounts - 7,055,800 3.9
8PP _ 6,215,800 3.4
Trygg-Hansa - " 3,540,594 19
AMF Pension 3,085,200 1.7
Fidelity Investments 2,316,440 1.3
Skandia 2,227,150 1.2
Nordbanken Profit-sharing .

Foundation o 1,781,400 1.0
Féreningsbanken mutual funds 1,298,200 0.7
BT International Funds 1,127,209 0.6
Fourth National Pension Fund 1,109,800 0.6

S.ourc.e: VPG .(Swe_d.ish Seéun‘!fes Reglster Center),

Io

steadily in the first half of 1996, In the autumn, the
share price rose sharply, reaching a peak of SEK 222 on
December 18. There were several reasons for this fa-
vorable trend. In addition te Nordbanken’s favorable
carnings trend, the main factor was the announce-
ment of Nordbanken's share-redemption program on
September 10. The offer resulted in an increase in profit
per share and an improvement in the return on share-
holders’ equitywhich affected the price favorably. Bank
shares also tended to benefit from the lower interest
rates which applied in 1996. In the autumn, there was
intensive speculation aboutarestructuring of the Swed-
ish banking market. This also affected the price of
bank shares as well as the siteation that prices for Swed-
ish bank shares were aligned with international con-
ditions. For example, P/E multiples for Swedish bank
shares began to approach the figures prevailing for
internationally comparable banks.

Turnover

In 1996, the Stockholm Stock Exchange broke previous
trading records. Shares valued at SEX 918 billion were
traded. In 1996, turnover in Nordbanken shares totaled
SEK 8,005 M, or 58.3 miltion shares. This corresponded
to an average per trading day of SEXK 32 M, or 232,000
shares.

Market value

At December 31, 1996 the market value of Nordban-
ken's shares amounted to SEK 37.7 billion, Market cap-
italization was 206 percent of adjusted shareholders’

equity.

Shareholders

The Bank had approximately 85,000 shareholders at
year-end, a reduction of 37,000 over the year. The King-
dom of Sweden, with a holding corresponding to
59.4% of the equity, continued to be the largest own-
er. Swedish institutional owners (insurance companies,
funds, pension funds, etc.), including the Kingdom of
Sweden, held approximately 95% of the shares, while
the estimated proportion held by non-Swedish share-
holders was about 17%.
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Share capital and number of shares

On October 23, 1996, an Extraordinary General Meet-
ing approved a proposal by the Board to reduce the
share capital by redeeming shares and reimbursing
shareholders, and to make a bonus issue of SEK914 M
to restore the restricted shareholders’ equity. Subse-
quently, the share capital amounted to SEK 5,482.3 M,
represented by 182,741,935 shares, each carrying one
vote, and with a par value of SEK 30. All shares carry
equal rights to the Bank’s assets and profit. Each per-
son entitled to vote at the Annual General Mecting may
vote the fullnumber of shares he or she represents, with
no restriction on voting rights. The Board of Directors
is not authorized to approve an increase in the share

The Nordbanken Share

number of voting rights, or a holding which permits
significant influence to be exerted over the company’s
management in some other way. The same restrictions
apply to acquisitions that cause an increase of a
qualified holding to 20, 33, 50% or more, of the share
capital or number of voting rights, or which causes the
bank to become a subsidiary.

Options
On October 14, 1996, the Stockholm Options Market
(OM) started dealings in standardized options and

futures for the Nordbanken share, Options and futures
are traded on the OM exchanges in Stockholm and

capital, There are no known sharcholder agreements. London. "EE
Shareholdings that Distribution of shares, December 31, 1996
exceed 10% . ' . . : Average
number of
In accord'c}nm.a with Swed,'is,"}} law, a Stze of holding sll:‘:r':i?oe{dzis Percent or;t;:':rirs Percent sﬂ:fe%so?deerr
direct or indirect acquisition of _ — . :
sharesin a Swedish bank corpora- i- 200 82,348 96.6 8,408,367 4.5 iQ2
tion that causes the acquirer’s 201- 500 1,392 1.6 541,229 0.3 389
total holding to become a “quali- 501~ 5,000 1,168 1.4 1,405,390 0.8 1,203
fied” shareholding must be ap- 5,001 - 50,000 . 180 0.2 3,202,221 1.7 17,790
proved by the Swedish Financial 50,001 - ' 133 0.2 169,184,728 926 1,272,066
Supervisory Authority. A “quali- - ) B :
fied” holding is defined as 10% Total . 85,257 100.0 182,741,935 100.6
or more of the equity capital or Source: VPG {Swedish Securities Ragister Center). B
Changes In share capital L
Increase in Totat
share capital share capital Number of
Year - Transaction SEK M SEKM shares
1991 3:2 new share issus at SEK 20.00 3,223.2 5,372.0 429,760,655
1995 Bonus lssus" 30 53750 430,000,000
1995 1:2 reverse split : - 53750 215,000,000
1996 -Redemption of shares, bonus issue 1073 . 54823 182,741,936
ki éo_nus issus, 239,345 shares, to permit reverse split. .
Per-share data' _
1996 995 . . 1994 1993 1992
Number of shares, 000s 182,742 215,000 429,761 429,761 429,761
Net profit/loss, SEK? 28.41 22.65 13.97 12.53 --8.80
Adjusted shareholders’ . '
equity, SEK? 100.27 88.23 7678  68.50 52.68
Dividend, SEK?% 9.50 7.50 465 275 -
Share price, Dec. 31, SEK 20650 115,00 )
Price/adjusted S )
shareholders’ equity 2.06 1.80. - - v
P/E ratio 7.0 5.1
Direct ylald, % 4.6 6.5 " -

Y} See definitions on pags 14, Key ratios for the years prior ta 1995 have not been adfusted to reflact the
change in accounting principles. A description of the changes Is presenied on pages 74-77.

% Data per share prior to 1995 has been edjusted fo reflact the Increase In the par value of the shares from
SEK 12,50 to SEK 25.00 end the corresponding reduction in the number of shares, which was combinad wilh
a small bonus [ssus prior to the reversed split in 7995, . . . .

% An exira dividend of SEK 9.30 per share was pald on September 28, 1995,
Proposad dividand 1998 by the Board of Directors.

Iz
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Five-year Summary

New accounting principles for financial institutions became effective on January 1, 1996.
A description of the changes is presented on pages 74-77. Information for 1995 is presented below

in accordance with the new and the previous accounting principles.

INCOME STATEMENT

Interest income 28,731
Leasing income 1,085
interest expense - 18,613
Net commission income 2,096
Net income from financial

operations 678
Other operating Income 632
Total operating income 15,589
Personnel costs - 2,947
Other operating costs - 4,627
Totat operating costs - 7,574
Profit before loan losses 8,015
Loan losses, net . - 1,269
Operating profit 6,746
Appropriations - 186
Tax on profit for the year - 1,691
Net profit for the year 4,889
Net interest income® 11,481
BALANCE SHEET
Assels L
Loans to the public 6,527 221,679
Loans to financial institutions -19,760 : 28,769
Interest-bearing securities :
~Fixed assets 15,031
—Current assets 47,835
Other assets 38,585
Toial assels 351,898
Liabilities and

shareholders” equity
Deposits from the public 148,048
Due to financial institutions 55,506
Debt instruments autstanding 77,993
Other llabllities 41,527
Subordinated debt 10,174
Total liabilities 333,248
Shareholders’ equity 18,850
Total liabllities and

shareholders” equity 351,889

5 Net of Interest income, leasing lncome - after deduction for
depreciation according to plan on equipment leased to customers
which is Included In operating cosis -~ and Inlerest expanse.

INCOME STATEMENT

In accordance with previous accounting principles

SEKM. 49957 Hemd

Nat interest income 11,114 10,950 9,618 7,064
Commissions, fees, and

foreign exchange income 2,669 2,333 2,687 2,303
Other income 649 819 1,568 629
Total operating income 14,432 14,102 13,873 9,996
Personnel costs - 2,947 -2,700 - 2,177 - 2,390
Other operating costs - 4,312 - 4,408 -4,814 -4,976
Total operating cosis - 7,259 -7,109 - 6,991 - 7,366
Profit before loan losses 7,173 §,893 6,882 2,630
Loan losses - 1,269 -2,176 -4,222 -19,231
Operating profit/loss 5,904 4,817 2,660 - 16,601
Shareholder contribution - - - 11,664
Minority interest - - - 21 6
Appropriations, net 1,028 -1,218 -17 - 229
Taxes -1,795 - 5395 71 3,268
Net profit/loss 5,187 3,003 2,603  -1,882
BALANCE SHEET
Assets
Loans to the public 221,487 230,486 252,422 227,215
Banks and financial

institutions 28,533 26,515 43,817 37,946
Interest-bearing securities 62,439 64,534 76,366 33,667
Other assets 25,647 24,244 20,034 32,955
Total assels 338,106 345,779 401,738 331,783
Lishilities and

shareholders” equity
Deposits 148,051 180,664 196,927 148,932
Banks and financial

institutions 55,967 47,671 59,960 72,588
Other borrowing 88,148 84,004 101,210 81,925
Other liabilities 28,297 16,932 29,518 17,219
Total liabilities 320,463 329,271 387,615 320,664
Shareholders’ equity 18,643 16,508 14,124 11,119
Total labilities and

shareholders’ equity 339,106 345,779 401,739 331,783

Ira2
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Key Ratios

Per-share data Is shown on page 11. in accordance with previous accounting principles

199

23.7 234 15.14 neg

Return on shareholders’ equity, %

Return on total capital, % . 1.8 13 0.8 neg
Overall interest margin, % 3.3 3.4 3.1 3.0 2.2
interest margin, % 3.0 aq 2.8 2.7 1.9
Income-to-cost ratic bafore

loan losses 2.2 2.0 2.0 2.0 1.4

- Income-to-cost ratio after

oan losses 1.8 1.7 1.5 1.2 0.4
Loan loss [evel, % 0.5 0.5 0.8 1.6 7.1
Nonperforming loans ratio, % 1.3 1.3 1.6 2.6 6.8
Risk-welghted total assets,

SEK bns 175.2 176.2 192.6 244.1 229.7
Capital base, SEK bns 253 25.3 26.4 23.6 18.7
Total capital ratio, % 14.4 14.4 13.7 9.7 8.2
Core capital ratio, % 87 9.7 8.0 55 4.8
Average number of employess 7,124 7,124 7.582 5,743 6,548
Number of full-time

equivalents, December 31 6,465 6,465 6,631 7,422 5,722

323 323 345 400 204

Nurnber of branch offices, December 31

I3
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Definitions and Glossary

Adjusted shareholders’ equity per share

Shareholders’ equity as shown in the balance sheetand
the equity portion of the difference between boakvalue
and fair value in holdings of financial instruments,
divided bythe number of sharesoutstanding at year-end.

Capital base

The capital base constitutes the numerator in calcul-
ating the total capital ratio. It consists of the sum of core
capital (see definition) and supplementary capital
{consisting of subordinated debenture loans), after
deduction for the percentage of ownership in excess of
five percent in companies that conduct insurance or
finance operations requiring a license issued by the
Swedish Financial Supervisory Authority.

Core capital

Consists of shareholders’ equity, including the percen-
tage of equity in untaxed reserves, reduced by goodwill.
A part of the capital base (see definition}.

Core capital ratio
Core capital as a percentage of risk-weighted assets.

Credit scoring

A statistical method for determining creditworthiness
which takes into account the loan applicant’s behavior
and financial resources.

Direct yield per share

Proposed dividend as a percentage of the market price
of the shares at December 31.

Dauration
The average weighted maturity of future payment flows
expressed as the number of years.

Forward transaction

A contract to purchase or sell that is intended to be
implemented on a predetermined future dateata price
which is determined when the contract is made.

FRA

“Forward Rate Agreement.” An agreement between two
parties on a rate of interest on borrowing or lending
transactions in the future; for example, alending trans-
action covering six months and taking effect three
months from the date of the agreement. The agreed
rate is locked in at the beginning of the period and the
difference between the agreed rate and actaal market
rate constitutes the resulting profit or loss.

Income-to-cost ratio before loan losses

Operating income in relation to operating costs. When
calculating the income-to-costratio, however, deprecia-
tion on equipment leased to customers is transferred
from operating costs to operating income.

Income-to-cost ratio after loan losses

Operating income in relation to operating costs, in-
cluding loan losses. When calculating the income-to-
cost ratio, however, depreciation on equipment leased
to customers s transferred from operating costs to
operating income.

Interest margin
Difference between the average (rate of) interest on ali
assets and the average (rate of) interest on all liabilities.

14

Interest-rate swap
An agreement whereby two parties exchange interest-
payment flows with each other without affecting the
principal amount.

Loan loss level

Loan losses (annualized) asa percentage of loans to the
public and to non-bank financial institutions, plus leas-
ing assets, properties taken over and loan guarantees in
the beginning of the year.

Market value
The price prevailing in a market, for example the price
when buying or selling a bond at the current market
interest rate.

Net profit per share
Net profit divided by the number of shares at year-end.

Nonperforming loans ratio

Netnonperforming loans, asa percentage of total loans
to the public and to non-bank financial institutions, as
well as leasing assets.

Off-balance-sheet items
Obligations outside the balance sheet: interestrate
swaps, forward transactions, FRA’s and options.

Overall interest margin

Net interest income as a percentage of average total
assets,

Price/Earnings (P/E) ratio

The share price at December 31 relative to net profit
per share.

Repo

“Repurchase Agreement.” A financing arrangement
involving a sale of interestbearing securities linked
with a future repurchase at a predetermined interest
rate/price.

Reserve ratio for nonperforming loans
Reserve for possible loan losses as a percentage of gross
nonperforming loans,

Return on shareholders’ equity

Net profit as a percentage of average shareholders’
equity. Average shareholders’ equity is adjusted fornew
share issues and dividends, and includes minority
interest in earnings.

Return on total capital
Pre-tax operating profitasa percentage of average total
assets.

Risk-weighted total assets

Total assets as shown in balance sheet and off-balance-
sheet items valued on the basis of credit and market
risks in accordance with Swedish regulations governing
capital adequacy,

Total capital ratio

Capital base as a percentage of risk-weighted assets.
VaR (Value-at-Risk)

A risk measure for market risks. VaR is the most prob-
able expected loss from unfavorable market move-
ments over a specified time period.
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The Nordbanken Direkt customer service number received an

average of one call every five seconds, 24 hours a day, year-round.
Every twelfth call was handled personally. During 1996 the number of
bank-by-telephone customers rose by 80,000 to 270,000.

5
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The terms “Nordbanken” and “the Bank” are used

throughout the Annual Report to designale the Nordbanken Groufi:
Naordbanken AB {publ) and subsidiaries.

Focus and Objectives

Applying a focused strategy and with Sweden as its base, Nordbanken will develop,
market and supply financial products which are readily available to a
broad spectrum of private individuals, small and mediwm-sized companies, public sector
organizations and a selection of major corporations.

Nordbanken will serve customers in a manner that
promotes lasting and profitable “full-service cus-
tomer” relationships. Thisis to be achieved asa resultof
superior service, a well-conceived range of products
and efficient distribution. The expressed wishes of the
customer will guide the Bank’s operations and de-
velopment.

The range will consist of simple products — mainly
standardized and reasonably priced —which meet most
customers’ needs. These products will be offered to a
large number of customers via cost-effeciive distribu-
tion channels. In addition, Nordbanken will offermore
advanced or specialized products in carefully selected
areas.

Nordbanken will increase the number of “full-
service customers” — customers who use the Bank for
the greater part of their business transactions — by
offering superior payment systems, flow management,
and a strong focus on customers and professionalism.

Organization

In order to fulfill the overall goals, Nordbanken's or-
ganization must have a distinct structure with a speci-
fied focus for each unit.

The distribution of responsibility and financial
reporting must facilitate managementby objectivesand
an extensive delegation of decision-making with the
framework of commeon guidelines for operations.

6

The main principle is that the branch office shall
have business responsibility for all customers and pro-
ducts within its geographical area, Deviation from this
principle may occur when there are Jjustifiable reasons.

Priority issues

The focus is on the following areas:

Bl Business developmenl

The substantial potential in Nordbanken’s broad
customer base will be utilized to develop business
relationships with existing customers, with the ob-
ject of establishing fullservice customer relation-
ships which are beneficial for both parties.

Nordbanken will take advantage of oppor-
tunities to achieve additional cost savings by con-
tinuing to simplify its products and customer ¢on-
tacts, and initiating further rationalization of its
internal operations — including greater use of in-
formation technology which should also increase
accessibility and convenience for the customer.

Cooperation with Sweden Post is highly im-
portant and will be extended. Following the new
agreement with Sweden Post, a new trademark was
launched in 1996 — “Postbanken”.

There will be further development of services to
customers in connection with foreign business, and
such services will receive greater publicity.
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Computer systems development
The major computer development project which
commenced in the autumn of 1993 resulted in the
installation in October 1995 of comprehensive Y8
fems which enhanced the level of customer service
and significantly improved the efficiency of banking
operations. The changeover was completed in May
1096, when the activities of the former Gota Bank
Gere fully coordinated with Nordbanken's opera-
tions.
. Future development will primarily focus on
addidonal improvements in customer service as a
result of quicker, more reliable and more efficient
methods. In this context, considerable effort will be
_.devoted to further development of employee’s com-
;"puter skills and competence.

- Preparations for adapting Group IT support
operations to comply with the year 2000 and the es-
i tablishment of the EMU have commenced.

B Rish-control operations

. There will be further development of expertise to

- monitor and limit the risk factor in lending and fi-
_ nance operations, for example byintroducing “cred-

:it scoring” and “Value-at-Risk” techniques.

B Employee development and commitment
“"The professionalism and service-mindedness of
_the employees is decisive for future success. Nord-
- banken’s aim is to continually contribute to enhan-
_cing competence through training programs as well
- 'as ongoing efforts to increase computer skilis.

- Economic and financial objectives

‘Nordbanken’s basic economic objective is to achieve a re-
thrn on shareholders’ equity that is competitive in the
" marketforrisk capital, The current objectiveistoachieve
a return of at least 15% over the business cycle, Nord-

r7

Focus and Objectives

banken’s aim with respect to return on shareholders’
equity is to be one of the best banks in Sweden with
nationwide coverage,

Nordbanken’s basic financial objective is to main-
tain a total capital ratio that comfortably exceeds the
statutory 8% limit. The current objective is to keep this
ratio above 10%. In addition, the Bank should maintain
acore capital ratio well above 6.5% so thatitcan achieve
a high rating and cost-effective financing, making it
possible to apply a sound dividend policy.

To meet its economic and financial objectives,
Nordbanken must focus on certain economic targets:

A sufficiently high income-to-cost ratio (including
loan losses) must be achieved and maintained. The
current target is a ratio of at least 1.8,

The risk profile in lending operations should ensure
that loan losses average less than 0.5% over the
business cycle.

Income from commissions should increase, both in
absolute terms and relative to net interest income.

Operations should be focused and controlled to
ensure efficient utilization of core capital and the
capital base. Interest-rate, foreign exchange rate and
liquidity risks must be keptwithin acceptable limits —
this also applies to operating risks.

Dividend policy

The Board of Directors’ objective is that between 30%
and 50% of net profit should be distributed to share-
holders. The level will be primarily determined in the
light of Nordbanken'’s need for core capital/capital
base, and the market’s direct yield requirements, The
Board will alse endeavor to achieve stable dividend
growth which at least matches the rate of inflation.
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Structural CGhanges

Redemption of shares

One of Nordbanken's overall financial objectives is to
maintain a core capital ratio well above 6.5%.

Nordbanken’s strong profitability increased its
core capital from SEK 11.1 billion in 1992 to SEK 18.8
billion on June 30, 1996.

By restructuring its loan portfolio, the bank’s risk-
weighted total assets were reduced during the same
period, despite significant business acquisitions, from
SFK 9230 billion to SEK 194 billion. In para}lel, the
quality of Nordbanken’s loan portfolio improved
substantially. '

Asaresult of these changes, the core capital ratiorose
from 4.8% in 1992 to 9.7% on June 30, 1996.

Nordbanken’s equity capital, accordingly, was
greater than required for the type of business oper-
ations conducted by the bank and its capacity to ge-
nerate equity capifal in the future was also considered
greater than basic requirements needed to capitalize
on expansion opportunities presented by market con-
ditions during the next few years.

The Bank’s strong financial capacity, therefore,
provided amplescope for a carefully planned reduction
of its own equity capital through redemption of shares.
Such an action would improve the potential to maintain
high profitability without jeopardizing development
and growth opportunities.

In formulating the share redemption proposal,
Nordbanken considered heavily that the Kingdom of
Sweden — as part of its continued divestment of share
ownership in Nordbanken - declared its intention to
provide the total mumber of shares covered by the
redemption procedure. In justifying its decision, the
Government stated that Nordbanken’s offer was more

. advantageous than selling its shares on the market, as-

occurred in 1995.

The redemption amountwas equal to the price per
share less 3% of average market price during the appli-
cation period, butnotlower than SEK 130 persharenor
higher than SEK 155 per share.

The total redemption amount, SEK 5 billion, was
approved at an Extracrdinary General Meeting of
Nordbanken’s shareholders on October 23, 1996. A
total of 32,258,005 shares were redeemed at SEXK 155
each, of which 99.98% pertained to shares owned by the
Kingdom of Sweden. The Kingdom of Sweden’s owner-
ship in Nordbanken was thereby reduced from 65.5%
to 59.4%.

I8

The redemption procedure also reduced the total
number of Nordbanken shares from 215 million to
1827 million. At the same time, the bank effected a
bonus issue totaling SEK 914 M. The par value of Nord-
banken shares, accordingly, rose from SEK 25 to SEK 30
each. The decision to redeem shares reduced the core
capital ratio from 9.7% on June 30, 1996 to 7.0% on
September 30, 1996, still well above 6.5%. By year-end,
the core capital ratio rose to 7.4%.

By reducing the total number of shares, earnings
per shares have risen, thereby centributing to strong
price trends for the Nordbanken share.

Acquisition of AB Industrikredit

AB Industrikredit was established in 1934 by the
Kingdom of Sweden and several banks to contribute to
the supply of long-term loans to small and medium-
sized industrial companies.

In the beginning of March 1996, Nordbanken
increased its ownership share from 19.2 to 100% by
acquiring the Kingdom of Sweden’s 50% holding
and the remaining 30.8% of Industrikredit shares
owned by other banks.

The acquisition significantly strengthened Nord-
banken’s market position. The volume of long-term
Joans to small and medium-sized industrial companies
tripled, and the bank gained more than 4,000 new cus-
tomers, The activities of Nordbanken Foretagskredit AB
were transferred on September 1, 1996 to AB Indu-
strikredit, which was successfully incorporated in Nord-
banken during 1896.

Nordbanken Hypotek AB
and Nordbanken Kredit AB

The activities of Nordbanken Hypotek AB and Nord-
banken Kredit AB in the area of mortgage loans fo
physical and legal entities as well as municipalities
were coordinated during 1996. The aim was to enhance
operating efficiency and to simplify relations with the
branch offices. The coordination program was comple-
ted by merging Nordbanken Hypotek AB as a subsid-
iary with Nordbanken Kredit AB, which then changed
its name to Nordbanken Hypotek AB.
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egional Banks/Corporate Group and the Other Ope-
Rmting Units have customer, marketing and profit
responsibilities for the full range of Nordbanken’s
products, as well as responsibility for creditrisksand the
use of capital. Most of the Bank's employees and oper-
ations are located in these units.

The product units provide the regional banks and
the other operating units with a range of competitive
products as part of Nordbanken’s total market offering.
In special cases, a product unit may be responsible for
external customer business. Product unit income and
. expenses are included in the earnings of operating
©: units in the operational accounting system.

Organization

The service units provide services to other units in
the Bank, for a fee, in situations where coordination of
service is appropriate for financial or strategic reasons.
In special cases, a service unit may have business re-
sponsibility for external customers, for example real
estate companies. Computer Systems is a service unit of
particular strategic importance.

The Group staffsplan and implement decisions and
supervise Nordbanken’s operations. In certain cases,
these units may perform Groupwide services. In addi-
tion, the product areas have certain product respons-
ibilities.

¢ hal:li &
e =

Northern Sweden Regionat Bank
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Nordbanken seeks to increase the number of
“full-service customer, - megning customers who conduct all their
financial business through the bank. Customers are invited to
sign up as PLUS customers, entitling them lo
either receive discounts, of become Priority Customers with
a Personal Bank Representative.
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The Swedish economy

The Swedish economy entered into a calmer phase in
‘the final quarter of 1995 and the first quarter of 1996.
A combination of the slowing down of the European
w: " économy and a strengthening of the Swedish krona
" slowed exports, while the domestic market continued
- to remain weak in the first half of the year. Unemploy-
‘ment remained high.

" Household consumption only increased by about
1.5%, however, and since disposable income rose some-
“what more rapidly, this meant a further increase in the
“proportion of household savings in 1996 - from a
‘relatively high starting point. Increased savings have
" taken the form of various financial investments and
“continued debt amortization. This is reflected, for ex-
mple, in a substantial increase in bank deposits in
996, following stagnation in 1995, and very weak con-
mer demand for credit.

-~ The confidence of the financial marketsin Sweden
vas restored in recent years in pace with the improve-
“ment in the imbalance in the economy. Increasing
urpluses in the balance of trade, sustained low infla-
tion and efforts to put public finances on a sound foot-

Markets

Essentially, Nordbanken has decided to concentrate its business operations on
the Swedish market, Nordbanken is actively offering a full
range of preducts in all finance segments, including certain areas of the insurance market.
The Bank faces keen competition in all market areas.

ing have contributed to a sclfreinforcing favorable
effect. When the Swedish Central Bank confirmed the
positive economic trend by making a series of small
reductions in the repo interest rate, commencing in
January 1996, this provided further reinforcement of
the decline in long-term interest rates. As a result, the
interest-rate differential for ten-year governiment bonds
compared with other countries fell virtually continu-
ously in 1996, apart from a slight increase in February-
March. Thus, Swedish long-term rates declined by
slightly more than 1.5 percentage points in 1996 and
the repo rate fell from 8.91% in January to 4.10% in
December.

Short-term interest rates, 3-month Treasury bills
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Markets

The Swedish finance market

Nordbanken is one of five commercial banksin Sweden
with nationwide coverage, but it also competes with a
number of local banks and with specialized companies
such as finance companies, card companies, mMortgage
institutions and fund-management comparties.

A number of “niche banks” owned by insurance
companies, by retail chains or other types of businesses
have set up operations in recent years. Niche banks
offer a small range of services, chiefly deposits.

Foreign banks continue to establish themselves in
the Swedish market, but often aiming at special target
groups and with a focus, for example, on corporate fi-
nance, equity and currency trading. Other foreign fi-
nancial corporations are increasingly competing for
bank customers in Sweden, without formally setting up
operations within the country. This is particularly pre-
valent in the large company sector, but italso appliesin
other areas. '

The demarcation line between banking and insur-
ance has become increasingly blurred in recent years.
The consolidation to larger units has commenced. The
driving forces arc possibilities of cross-selling of bank-
ing and insurance products and cost synergies.

Competition intensifieid in all the sectorsinwhich
Nordbanken is operating. In response, Nordbanken is
primarily endeavoring to maintain a high level of pro-
fitability and to expand business with existing custo-
mers; customers who conduct the major part of their
transactions through the Bank often represent more
profitable business, and can thus be offered better terms
and service than other customerswho purchase services
from several financial institutions. Nordbanken has
developed its own models for encouraging afull-service
relationship. One ambition is to apply equitable pric-
ing which ensures that customers pay for the services
they use.

Accessibility is also an important factor in com-
petition, both in the private and corporate markets.
Access to the Bank should not be confined to branch-

office and post-office hours of business. Telephone
services, ATMs and other automatic devices, creditand
banking card services in shops, the Internet, links
directly to the customer’s PC as well as other channels
are helping to achieve an increasing degree of access-
ibility.

Private customers

Nordbanken'’s main competitors in the private cus-
tomer area are the other major commercial Swedish
banks, regional commercial banks and local savings
banks.

In the case of consumer-related loans, credit cards
and deposits, Nordbanken has relatively stable market
shares, despite competition from niche banks and fi-
nance companies in this area.

Independent mortgage institutions and the mort-
gage subsidiaries of the other commercial banksare the
major competitors in the mortgage market. Nordban-
ken’s market share in this area is rising, and currently
amounts to nearly 12%.

Nordbanken has more than 3.5 million private
customers. Of this number, approximately 1.9 million
have salaryaccounts and 0.6 million receive pension pay-
ments via accounts in the Bank. It is estimated that
about half these private customers have a deposit ac-
count in another bank and that halfa million customers
have housing loans issued by another bank or mortgage
institution.

In order to increase the volume of business with
its present customers, Nordbanken has developed
two special “PLUS Customer” and “Priority Customer”
packages. Customers who can use these product pack-
ages receive discounts on certain banking services. In
addition, 2 Priority Customer also has access toa “Per-
sonal Banker” who gets to know his customers and their
special requirements, functioning as an adviser on
investment and financial matters, plus routine legal
problems.

The requirements for becoming a PLUS Customer
were tightened during theyear, resulting in areduction

Lending from Swedish financial Institutions

SEK Bn ' T qgggn 1985

1084 1993 1992
Banks? 705 698 703 748 926
Finance companles® . . 48 . 46. 47.. 85 64

Mortgage Institutions” 1,007 989 972 984 938
Other financiat Institytions? 102 - .99 101.. 104 104
Insurance companies and . e

National Pehsions Funds - 55 .. 64 - 62 64 71
Governmentoredit o . o

Institutions -+ 122 120 . 188 170 151
ot 2009 2016 2,048 2,135 2264

#nstitutions [n this category could be part of a bank group.
% September 30, 1996

Sourca: Sfarlsﬂcs Swedsn

Growth strategy, privale market

Qualified to be
Priorily customers

Qualitied to be PLUS
customers

Transactions with bank
have potential to grow

Customer base of more than
3.6 milfion customers
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he number of customers entitled to this service. In
1996, many PLUS Customers were upgraded to Priority
L 'tomers as the volume of thelr business increased.
number of trained Personal Bankers has risen
300 to almost 800 in the past three years. As a re-
t: 'there is a potential for a further increase in the
ber of Priority Customers. In the sprlng of 1997,
ral changes will be introduced in the Priority
kage, primarily designed to make the package more
tractive, but also to ensure fairer terms.

urber of PLUS and Priority customers

B rLus

B Priority
customers

: customers
1,200
1,000
800
600
400

200

1993

1992 1984 1985 1998

Corporate market

Nordbanken’s main competitors in the market for
all and medivm-sized companies are the other
auonmde Swedish commercial banks, In the case of

23

Markets

large companies and the public sector, competition is
becoming increasingly global.

Today, Nordbanken’s customer base includes al-
most 130,000 small and medium-sized companies,
more than 30,000 organizations, the greater part of
Sweden's municipalities and county councils, and a
number of large corporations, Nearly a quarter of all
the small and medium-sized companies in Sweden are
Nordbanken customers, In the public sector, Nord-
banken's market share is nearly 18% for lending, and
28% for deposits.

These customers can be offered favorable terms
and efficient service asa result of automation and pack-
aging of products. Personal relationships with small
and medium-sized companies help to build closer cus-
tomer relations. As a result, most corporate customers

have a special banking contact at their branch. = = »

Growth strategy, corporate market

Specialist skills

Standard producis
Individual handling

“FaretagDirekt”
Service package

Customer base of nearly 130,000
companies and more than 30,000
organizations
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Manager Roland Olsson, Executive Vice President

Payment products for
private individuals

ordbanken has a strong position in the segment in-
olving payment transactions for private individuals.
he Bank has one third of the total number of accounts
f this type in the Swedish market. The most important
ayment flows to private individuals are wage and salary
ayments and pensions, and the Bank has had a strong
_position in this area for many years. As a result of these
tcounts, Nordbanken also has direct contacts with a
ge number of customers which provides the possi-

Manual and autematic
transactions handled by
Nordbanken and Sweden Post

BB Avtomatic transactions

BE® Manval transactions,
Nordbanken and Sweden Post

%
100
reatefforts to change
he pattern of trans- 80

ctions from manual
eposits and disburse-
entsatbranch offices 4
ndpostoffices to auto-

natic withdrawals and 20 ¢
ayments, thus offer-
Ng customers better
alue in the form of

1992 71933 1994 18995 1996

Products

Nordbanken offers a large number of products in such areas as
Payments, Savings, and Financing. The Bank is
leading the way in many product areas, both in technological

development and in terms of voluwme.

improved access and convenience, while also reducing
the Bank’s costs.

Many customers have wage or salary accounts in
Nordbanken but place their savings in another bank.
Since it is reasonable to expect that customers who use
costly services should pay for them, the Bank intro-
duced special charges two years’ ago for checks and giro
payments. Its NB Giro and Privatgiro products give
Nordbanken a third of the payment services market for
private individuals. NB Giro customers continue to
receive a statement showing each post giro and bank
giro transaction, which is still the highest level of ser-
vice in the industry.

Card products and ATMs

Nordbanken is one of the major issuers of cards in
Sweden, and also measures up well by international
standards. In all, the Bank has issued nearly 900,000
ATM cards, nearly 600,000 bank cards and more than
100,000 credit cards and payment cards to private
individuals. Nordbanken issues both Master Cards and
Visa Cards. All bank cards, credit cards and payment
cards issued by Nordbanken are linked to one of these
systems.

The volume of Nordbanken cards and the pro-
portion of purchases made by card increased in 1996,
especially in the case of Nordbanken’s Electroncard,
which increased by 40,000 cards to a total of 105,000.

The Swedish marketfor card products continued to
be characterized by structural change in 1996,

Nordbanken will
be taking over the con-
tract for issuing cards
from one of the bank’s
subsuppliers. This con-
tract involves the issue
of credit and payment
cards, customer service
for these cards, and
customer service for
international transac-
tions. There has been
intensive development
of inhouse computer
systems in this context.

In 1996, a major development project to establish
a standard for cash cards was initiated jointly with
Swedbank, Nordbanken's own version, NB Cash, was
launched in November in two pilot cities, Halmstad and

Cards Issued

Bank cards 38%

ATM cards 56%
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Praducts

Uppsala, and to a limited extent in central Stockholm.
In all, there are now 2,000 Cash terminals in these test
locations, and almost 20,000 cards had been issued by
December 1996,

In the course of the year, Swedbank and Nord-
banken agreed on interchangeability of Swedbankand
Nordbanken Visa and Master Cards in their ATMs, In
addition, the ATM replacement and installation pro-
gram for some 100 machines which commenced in 1995
continued in 1996. In conjunction, these two factors
contributed to higher withdrawal volumes from ATMs.

Trend of number of cards issued by Nordbanken,
1994-1986

Thousands B 1904 W1995 Bl 1995
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Travel currency

Demand for foreign currency notes remains stable, but
sales of travelers’ checks are declining in favor of
increased use of cards. This is a distinct trend through-
out the banking system. PLUS Customers are offered
competitive prices for foreign currencyand accessibility
is excellent, since foreign currencies are stocked both
by Nordbanken’s branches and by 600 post offices.

Payment products for
corporate customers

Competition for corporate paymentbusiness continues
to increase and several of the new banks have estab-
lished themselves in the market for corporate payments
via the bank giro system. Nordbanken offers small and
medium-sized companies cost-effective payment and
information services by telephone and PC modem.
Automatization and attractive packaging make it pos-
sible to offer customers flexible alternatives, adapted to
meet their needs. Personal relationships are also devel-
oped simultaneously, and this contributes to customer
loyalty.

There is a special customer organization for pay-
ment producis for major corporations which coopera-
tes with the Bank’s other units to offer its customers
enhanced tailor-made services.

ForetagDirekt is a banking services package speci-
fically designed for companies with up to 20 employees
or revenues of up to SEK 20 M. This package includes
financial advice, a company clab, investment accounts,
credit facilities, factoring, leasing, credit cards, cash
management services and automatic access to a bank
giro or postal giro account, The number of customers
increased to almost 17,000 in 1996. ForetagDirekt cus-
tomers also have access to the telephone bank.

New products

Technological progress is rapid, particularly in com-
puter services and telecommunications. As a result,
Nordbanken is continually developing its products to
keep pace with the latest advances.

In 1996, Telia Autograf, a telephone with a card-
reader feature which enables customers to undertake
banking transactions was introduced in cooperation
with Telia, the leading telecom operator in Sweden.
The card reader can be used by ForetagDirekt custo-
mers, Foretagskonto customers or customers who sub-
scribe to the NB Telegiro service. By late 1996, approx-
imately 2,000 customers used Telia Autograf for their
banking transactions. Nordbanken is the only bank in
Sweden offering telephone bank services to corporate
customers in this form.

At the end of the year, NB Axess, the Bank’s new
PC service, was launched in pilot form. Fullscale in-
troduction will commence in early 1997. NB Axess
enables customers to access the Bank’s central system
from an ordinary PC with an Internet link.

Customers have access to information about ac-
counts, market information and interest-rate, currency
and securities reports. Other services offered include
routines for payments to bank accounts, postal giro
accounts and payees in other countries. Customers can
also open importletters of credit and transmitfiles from
their own financial and wage and salary systems, Thus,
NB Axess offers corporate customers a broad spectrum
of selfservice functions which comply fully with in-
creasingly sophisticated demands for banking services.
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Wage and salary payments

- A high proportion of wage, salary and pension pay-
mentsin Sweden are made through Nordbanken. More
than 7,000 employers and other customers use this
service. More than 90% of such payments are made
lectronically, and the Bank explicitly aims te achieve
an increase in the number of deposits made via elec-
tronic media.

In 1996, a call-off agreement was signed between
Nordbanken and the National Audit Bureau (RRV),
under which Nordbanken was exclusively entitled to
supply both payment services and salary, wage and pen-
sion payments (administrative services) for all central
. government authorities. This agreementis for a period
of 2.5 years, with an option for an extension by RRV.
The agreement makes it possible to offer the bank’s
“products to all 285 government agencies. The Swedish
Government makes wage, salary and pension payinents

to approximately 600,000 persons.

“Foreign payments

As part of the Bank's efforts toincrease the degree of self
‘service in payment transactions, it has been conducting a
major program to encourage companies to make their
international payments via electronic media. The pro-
-portion of computerized payments continues to increase.
" The new agreement between Nordbanken and
other European banks concerning “Euro payments”
‘strengthens Nordbanken’s position, enabling it to offer
“corporate customers inexpensive transfers of funds to
and from countries within the Furopean Union as
‘specified in a proposed EU Commission directive.

: Nordbanken and six other banks are currently acting as
card redemption banks in Sweden.

© In 1996, Nordbanken decided to take over card
redemption operations from a supplier, utilizing the
Bank’s own organization and systems instead.
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Products

Manager Karl-Olof Hammarkoist,
Executive Vice President

Savings by private individuals

Nordbanken offers a complete range of standardized
savings products with many combination possibilities
for customers, providing opportunities to adapt savings
in accordance with individual preferences regarding
growth in value, yield, access, risk and security.

Bank deposits

Bank deposits are the most important form of savings
for households. The volume of deposits in banks in-
creased by 6% in 1996, following several years in which
there was virtually no change in household savings. A
high savings propensity, resulting from a greater need
forsecurityand astagnantmarket forretail bonds, isthe
underlying factor for this marked increase in deposits.
Low interestrates will probablyresult in lower growth in
the volume of deposits, and savings will tend to be
channeled into share-related alternatives.
Nordbanken’s market share declined a few tenths
of a percentage pointin the beginning of 1996, but re-
mained basically unchanged since March 1996. The
main competition in 1996 came from the new tele-
phone banks which, since they do not provide branch-

Househoid savings in Nordbanken
SEK Bn
180

150
Mutual funds
120

| Retail bonds

Bank deposils
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Produsts

Norﬁb’an:kgp{s share of 'h‘ouseh_a_!d savings, SEK,
September 30, 1996 . ; S
T Nordbanken

- Yotal market -
] L SEKBn . SEKBn %
‘Bank deposits 437 96 22,0
Mational Public Savings - 46 10 20.8
Mutual Funds . 287 57 19.7
Retail bonds" 121 13 10.5
Total 891 . 176 20.0

U Nominal amount

Source! ' .
Statistlcs Sweden, Svensk Fond'statistik AB and Bond Asscciation

office services, were able to offer a high rate of interest
on deposits. Nordbanken responded to this competi-
tion by offering customers asimilar or higherlevel of in-
terest via its own telephone bank, Nordbanken Direkt.

In 1996, there was a continuous decline in interest
rates. The Swedish Central Bank reduced the repo rate
25 times, and Nordbanken cutjts rates to customers on
14 occasions. The nominal interest rates on long-term
savings accounts were approximately one third of the
rate which applied at the beginning of the year. No-
minal rates have not been so low since the 1950,
However, since inflation is also very low, these interest
levels generate areal yield which often exceeds the yield
obtained in periods of high rates of interest.

Mutual funds

Net savings in mutual funds in 1996 amounted to SEK
15.4 billion, an increase of nearly SEK 7 billion com-
pared with 1995, This increase is the result of low inte-
rest rates and greater interest in long-term savings and
a very favorable year on the stock exchange. Mutual
funds proved attractive, despite the Government’s deci-
sion to increase taxation on national savings funds from
January 1,1997. Some investors decided to cash in their
gains before the year-end. In all, Nordbanken’s nation-
al savings funds lost SEK 2.8 billion and fund capital at
year-end amounted to SEK 22.3 billion. To a large ex-
tent, customers who sold their national savings funds
reinvested the proceeds in one or more of the Bank’s
other mutual funds.

Share funds and mixed bond/equity funds were
the most attractive products in 1996, with total net
savings of SEK 3.9 billion. Nordbanken’s East Europe-
an Fund, which attracted considerable interest, was
launched at the end of the year.

Nordbanken’s market share of the total mutual
fund market at year-end was 19.2%.

There were 1.2 million mutual fund accounts and
good potential for further expansion as a result of the
range and quality of fund products and Nordbanken’s
large customer base and extensive distribution network
and access-bility.

Pension savings funds and
life insurance

Nordbanken offers two forms of pension savings: indi-
vidual pension savings plans (IPS) and pension insu-
rance via its insurance company, Livforsikringsaktie-
bolaget Livia. Customers are offered IPS in the form of
deposit accounts, mutual funds or individual securities.

Pension savings via IPS started on January 1, 1994.
At year-end 1996, Nordbanken had 43,000 pension
savings accounts — more than 10% of the market - with
a total volume of SEK 887 M.

Through its Livia subsidiary, Nordbanken can
offer pension insurance adapted to the needs of most
customers. Livia provides simple and flexible insurance
coverage which can also be combined with effective
group life insurance with favorable survivor benefits.

Bank deposits from households (excl. National Public
Savings) and Nordbanken’s market share

1995 1596

Retall bonds and Nordbanken’s market share

Savings in mutual funds and Nordbanken's market share
SEK Bn %
350
360
250

1896
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Corporate investments

One third of Nordbanken’s deposits are held by
ompames, municipalities, non- govemmental orga-
nizations, etc. Most of these funds are in transaction
accounts, buta pr oportion is placed in other forms of
depos1t accounts on a short or long-term basis.

- There was no significant change in 1996 in total
‘bank deposits held by companies and other organi-
zations, Nor dbanken’s market share declined slightly
n the case of SEK deposits, butincreased somewhat for
“foreign currency deposits, leaving the overall share
“unchanged.

Products

Manager Anders Bistrém

Loans to private individuals

: "osn‘s from companies, in SEK _
other curren c.res, September 30, 1996

Nordbanken

Total rnarket. o
", SEKBn " SEK Bn %
ublic seotor 25 'j 7 280
omparnies 264 . .. 45 . 17.0
107 - 7 8.5
396 ~14.9

. 869

urce; Statistics Sweden

ordbanken s share of lendmg to households, SEK
stember 30, 1996

Total market " Nordbanken

SEK Bn_ SEKBn . . %
lénding 179 29 . 163
_gagemstitutlons 482 - /83 11.0
661 82 12.4

ource: Statistics Sweden and Cenlral Bank of Sweden
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Nordbanken offers its customers a full range of loan
products, for example for housing and the purchase of
cars or other consumer durable goods.

Demand for housing loans increased, in pace with
the decline in market interest rates, The total volume
for housing mortgages increased by 5.6% in 1996.
Nordbanken strengthened its position in this marketin
1996, and accounted for 42% of the volume growth in
mortgage loans, although the Bank still has a lower
proportion in this market segment than in the total
market. In the autumn, Nordbanken launched the
Kloka Bolin concept, which combines housing loans
with supplementary services — loan security, loan com-
mitments, interestrate safeguards and loan monitor-
ing. In conjunction with the Bank’s PLUS Customer
and Priority Customer concepts, thisshould encourage
many Nordbanken customers with some or all their
mortgage credit from other financial institutions to
switch to Nordbanken.

Nordbanken’s promotion of the NBMedlemslan
concept for trade union members has continued to
yield good results.

The market share for other types of bank lending
has declined, in a falling market.

Lending to households {from banks and morigage
institutions), SEK, and Nordbanken’s market share

SEK Bn %
675 ¢ -14

650

-13

2

" Market volume

-11

-10

1994 1585 1696
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Products

Bond and mortgage interest rates
Five-year Interest rates

14

1995 ! 1996

Corporate lending

Demand for credit increased in 1996. Expectations of
greater household consumption led companies with a
focus on the domestic market to increase their level of
investment. There was a high level of activity in the ex-
port sector throughout 1996, and this led to higher
marketvolumes. The interest-rate situation encouraged
an increase in real-estate financing. Municipalities and
county authorities continued to exercise resiraint, both
in terms of consumption and investment.

Lending trend

The market for corporate lending remained stable in
1996, in terms of the total credit volumes supplied by
the bantks and credit-market companies, Nordbanken's
tending developed positively. Lending to the corporate
sector, including publicly-owned companies, increased
by 29% during the year, Market shares increased by
2 percentage units in the 12-month period prior to
September 30, 1996. The volume of loans in foreign
currency declined in 1996, while loans in Swedish kro-
nor increased.

Private
... customers
oL B8%

R

orporate
customers

Real estate financing

Nordbanken finances a high percentage of Sweden's
housing property. Housing construction continued to
be at a low level, although the interestrate trend was
favorable and a number of major holdings were chang-
ing owners, A number of mortgage portfolios were re-
structured in the light of the prevailing interest rates.
Towards the end of the year, many companies with
loans at floating interest rates chose to switch to fixed
rates for longer periods. Competition continued to be
heavy in this market and margins declined, although
Nordbanken Hypotek's and Nordbanken Kommun-
l4n’s mortgage volumes expanded.

Finance company products

Sales of finance company products through branch
offices continued to develop well. Proximity to cus-
tomer companies in the local market enabled branches
to understand customers’ investment plans and to
participate in the decision-making process at an early
stage, In combination with a high degree of com-
petence regarding finance company products, this
enabled branch offices to offer customers attractive
financing solutions with minimum delay.

There was also greater cooperation with com-
panies which offer their customers financing sohutions;
this trend is expected to continue in 1997. axm

Lending to corporate customers, SEK and other
- currencies, September 30,1996 ’ )

Total market . ﬁNurdbap'ker_t

SEK Bn . _-SEKBn %

Public sector ' TR v A
_Companies o143 o 147
‘Leasing ~: e B 2122
Total o7 1A

. Source: Statistics Sweden s

Private -
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Self-service is an increasingly important form of distribution.
Customers can choose from Giro, telephone,
the Internet and Bankomat ATMs. Trials of the NB Cash
cash card began during 1996,

3
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Distribution

Nordbanken is Sweden’s most accessible bank, with its own nationwide
network of branch offices, Sweden Post’s offices, the country’s largest telephone bank,
and other increasingly sophisticated forms of self-service.

To offer superior service in close proximity to its
customers, Nordbanken has several forms of dis-
tribution: branch offices that provide a full range of
services to all customers and Sweden Post’s offices,
which increase accessibility, notably for private custo-
mers and the telephone bank, which handles most
banking transactions. Card-operated ATMs provide
additional selfservice opportunities, improving the
Bank’s accessibility and the customer’s freedom of
choice, A growing number of services offered via the
Internet are also being developed.

Nordbanken branch offices have total respon-
sibility for profitability and customer relations in their
geographical areas, regardless of which distribution
form is used. Delegation of such responsibility is in-
tended to promote effective development of various
customer services and gradually involve the branch
offices in this program.

Branch offices

As of December 31, 1996, Nordbanken's nationwide
network of branch offices, comprised 281 branches.
Branch offices provide all of the Group’s products and
services in their local markets and have principal
responsibility for relations with all customers, except
those handled by the Corporate Group and Interna-
tional units. Responsibilities of branch offices include
promoting the use of Nordbanken Direkt’s facilities
and other forms of selfservice by their customers.
Fvery office comprises a separate profit center with
responsibility for developmentofits loan portfolio. The
offices are also responsible for coordination of mar-
keting programs and other activities with post officesin
their areas.

During 1996, Nordbanken introduced a new busi-
ness form for branch offices designed to increase the
bank’s accessibility at places where customers make
their purchases. These bank outlets will be established
in stores and shopping centers with large customer
flows and ample parking facilities. Banking hours will
be adapted to the hours of business establishments in

' Nordbanken and Sweden

Post,' 0
. number of offices o
1896 1995 . 1984 1993 1692
Branchoffices 281 323 845 400 204
1477 1,200 1,841 1,478 1,773

. Post offices

the area, including evening hours and businessas usual
on Saturdays and Sundays. The new banking esta-
blishments will cater exclusively to private individuals.

The first branch is being opened in Anténs Gity in
Stockhelm, the largest department store in Sweden,
with more_than 500,000 customers per week. Oper-
ations in Ahléns Gity will be started in early March
1997. Nordbanken plans to establish similar outlets in
other strategic locations during 1997.

Post offices

Nordbanken haslong had a comprehensive program of
cooperation with Sweden Post, Post offices provide
many of the Bank's products, including savings and
salary accounts, pension savings products, loan pro-
cessing, currency exchange services and other transac-
tions for private individuals.

The Bank is responsible for all credit approvals
and provides financing for the loans.

During 1996, the Bank’s compensation to Sweden
Post amounted to SEK 906 M for services rendered,
inctuding its share in Nordbanken’s income for the
year.

Nordbanken is responsible for all Bank products
marketed through Sweden Post.

Nordbanken and Sweden Post signed a new agree-
ment in the beginning of 1996. Among other effects,
the Postbanken trademark was introduced in con-
junction with Nordbanken.

Nordbanken Direkt

The Nordbanken Direkt telephone bank offers sub-
scribers a full-service concept. Since it was started in
1990, Nordbanken Direkt has become Sweden’s largest
telephone bank, providing personal service 24 hours a
day.

Nordbanken Direkt is an integral part of banking
operations. Customers are always afforded freedom of
choice to select the most convenient form of service for
his or her banking transactions. Nordbanken Direkt
reduces the workload on branch offices, thereby pro-
viding favorable effects on the levels of service and costs.

The accessibility of telephone bank services, com-
bined with active concern for customer welfare, are
creating long-term and profitable full-service customer
relations. Customer surveys have shown that Nord-
banken Direkt’s subscribers are among the Bank’s most
satisfied customers.
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Through applications of advanced technology, a
‘h degree of self-service facilities and efficient pro-
sing of customer business transactions, Nordbanken
rekt is a highly costefficient supplier of financial
ervices.

" Nordbanken Direkt’s services are used by 270,000
ustomers, comprising approximately 260,000 private
adividuals and more than 16,000 companies. The
ziter group is offered ForetagDirekt, a package of ser-
es that enables corporate customers, using a “smart
ard” and scanner, to process several types of sophisti-
ated transactions by telephone around the clock.

" The Bank’s objective for 1997 is to substantially
ncrease the number of Nordbanken Direkt customers
y further improving the level of services and market

Number of customers connected to Nordbanken Direkt

Thousands
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:Self-service

Nordbanken strives to provide its customers with better
-access to selfservice facilities. Nordbanken's customers
“have access to postal and bank giro payment services,
“for example. The Bank also owns 547 ATMs throughout
-Sweden. Through contracts with other commercial
-hanks, customers have access to slightly more than
1,300 ATMs. In the beginning of 1996, an agreementin
‘principle was reached with Swedbank covering co-
operation in the ATM sector. As a result, Nordbanken'’s
“customers will also be able to withdraw funds from
Swedbank’s approximately 1,000 “Minuten” ATMs.
Approximately two-thirds of all cash withdrawals from
:salary and wage accounts are now made via automatic
“teller machines, Selfservice is convenient for the
-customers and efficient for the bank since the service
level can be increased and costs reduced.
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Nordbanken’s cooperation with
Sweden Post

New agreement with Sweden Post
in 1996 for private sector

For Nordbanken, the new agreement is an opportunity
to strengthen its market position despite increased
competition. For Sweden Post, in turn, it offers the po-
tential to improve financial results through increased
sales. In addition it strengthens Sweden Post’s ability to
maintain nationwide service.

The agreement became effective on April 1, 1996
and has a notice-of-termination period of five years.
During the period from April I to September 30, 1999,
however, Sweden Post may give notice to terminate the
agreement, effective March 31, 2001. The agreement
was approved by the Swedish Financial Supervisory
Authority and the Swedish Competition Board.

Continued service for Nordbanken customers

Nordbanken customers may continue to make full use
of all post offices and mail carriers to carry out transac-
tions involving Nordbanken’s regular line of products.

The launch of Postbanken

Postbanken isregistered as a trademark and operates as
a secondary name of Nordbanken. Bank products are
marketed under this trademark by both parties through
a jointly owned marketing company.

The product range comprises simple, standardized
and packaged productssold under the following names:

Live —for customer payment services
Save - for customer savings requirements
Loan — for customer financial needs

Therange includesall selfservice products, such asgiro
services, bank cards, Datasvar (avoice response service)
and others. A telephone bank service is also available
for simple bank transactions by telephone.
Postbanken was launched in October 1996 atall post
offices in Sweden and, by year-end 1996, 35,000 private
individuals had become customers of Postbanken.

New compensation model

The new compensation model for cooperation be-
tween Nordbanken and Sweden Post places a premium
on profitable sales and customer service by introduc-
ing a profit sharing model for the product ranges of
Nordbanken and Postbanken. The two principals are
also making substantial market investments to build
up the new, jointly owned business structure known as
Postbanken. The new compensation model also in-
cludes a clanse whereby Sweden Post is responsible for
ATMs adjacent to post offices and formerly managed
on behalf of Nordbanken.
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Notrdbanken and Sweden Post signed a cooperation agreement al the
beginning of 1996. Postbanken, offering simple and priceworthy bank services,
was launched in October. Af year-end, Postbanken had
more than 35,000 customers.
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ordbanken has nearly 300 branch offices in Swe-
L N den, distributed among five regional banks with
management based in Sundsvall, Uppsala, Stockholm,
Gothenburg and Malmé. The regional banks are head-
ed by regional bank managers who report directly to
.the President of Nordbanken. Regional banks have

Manager Géran Karlsson, Executive Vice President

. Northern Sweden Regional Bank’s operating area com-
prises Norrland, which contains 58% of Sweden’s land
area, with 54 municipalities, 1.2 million inhabitants and
60,000 companies. Industry and population bases in the
region are expanding at moderate growth rates.
Nordbanken has commercial relationships with
most municipalities and about 21,000 companies in the
- region. One of every two inhabitants of northern Swed-
- en has some type of account in the Bank, The market is
. concentrated in the coastal area of northern Sweden,
where Nordbanken is well established with relatively
large branches. The regional bank has a total of 35
. offices.
Sweden Postis an important partner that provides
banking services, primarily in rural areas.
Technological development and the great geo-
graphical distances in the region are strong motivating
factors for increased utilization of self-service products.
Sales of such products are strong in the region.
Strong volume growth for deposits and lending
was achieved during the year. Long-term marketing
efforts, as reflected in the form of a new organization of
branch offices and personnel training programs, are
now beginning to yield results. A continued organi-
zational review last year resulted in expansion of the
regional trading unitand start-up ofa telephone service
unit in Sundsvall. In paralle! with this expansion, the
regional bank’s labor force was reduced by 5%. Opera-
tions at two branch offices were discontinued during
the year and a new branch was opened in Géllivare.
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Regional Banks/Corporate Group

The regional banks are responsible for development of banking
activities in their respective geographical areas. The Corporate Group
conducts business operations with a variety of large corporations.

their own Boards of Directors comprising persons with
local ties, a further reflection of the Bank’s efforts to
decentralize decision-making processes. For the same
reason, most branch offices also have their own Boards
of Directors.

Manager Magnus Falk, Executive Vice President

The area covered by Central Sweden Regional Bank
extends across the country, from Dalsland in the west to
Gotland in the east, and borders on Dalarna to the
north and Ostergotland to the south. The region com-
prises 87 municipalities with 2.2 million inhabitants
and approximately 160,000 companies. The provincial
capitals, as well as Norrkdping and Eskilstuna, account
for nearly 50 percent of the region’s total market,

Nordbanken offers high accessibility in the area,
with 72 branch offices and 275 post offices. The opera-
tions of Nordbanken Dirckt have expanded rapidly,
and its customer base increased 70% in 1996.

Comprehensive structural changes were made dur-
ing the year in cooperation with Sweden Post. Nord-
banken transferred bank activities to the postal service
in more than 20 smaller communities in Virmland and
Dalarna, creating long-term potential for good banking
services for customers in rural areas. -

About 40% of the region’s inhabitants have some
form of customer relations with Nordbanken. The
corporate market is dominated by small and medium-
sized companies, a sector in which Nordbanken ad-
vanced its positions during 1996, conducting customer
relations with 32,000 companies in the region. Nord-
banken’s strong market position in the public sectoris
iltustrated by its customer relations with 64 of the 87
municipalities in central Sweden,
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Regional banks/Corporate Group

Stockholm Regional Bank,
1

e

Manager Roland Larson, Executive Vice President

Stockholm Regional Bank covers most of Stockholm
County, from Sodertélje in the south to Sigtuna in the
north, from Akersberga in the east to Kungsangen in
the west. The region has a population of approximately
1.7 million and about 100,000 companies in 25 munici-
palities,

Stockholm Regional Bank serves approximately
one million private customers and commands a market
share of about 40% of ail salary accounts, Its market
share of the corporate sector is approximaiely 25%, with
about 30,000 commercial customers.

The region comprises 53 branch offices. Nord-
banken has an efficient branch office structure in the
Stockholm region, and the average branch office has
about 16 employees. Placements of ATMs and the
Bank’s close cooperation with Sweden Post provides a
prominent market position in terms of accessibility and
operating efficiency.

Efforts concentraied on developing the Bank’s
existing customer base continued during the year, and
the Bank plans further development in 1997. Nord-
banken places increasing strategic importance onmore
sophisticated services to provide customers with self-
service products such as Nordbanken Direkt and Fore-
tagDirekt,

Manager Sten Lindblad, Executive Vice President

Western Sweden Regional Bank comprises Halland,
Bohuslin and Véstergdtland, with 55 municipalities and
four county councils. There are 1.7 million inhabitants
and 95,000 companies in the region. Indusiry and com-
merce in western Sweden is dominated by the engi-
neering industry, real estate and construction com-
panies, trading and transport. Western Sweden relies
heavily on foreign trade, which noted only marginal
growth during the first half of 1996 due to unfavorable
economic conditions. A sharp increase in new loans was

achieved during the year, primarily in the housing
sector, to private individuals and corporations.

Nordbanken has a strong market position in the
region. It is particularly strong in southern Halland,
paris of Skaraborg County and the Gothenburg area.
Nordbanken has 680,000 private customers and con-
ducts business with about 25,000 companies in the
region. With 65 branch offices and cooperation with
Sweden Post’s 215 post offices in the region, the Bank’s
services and products are easily accessible to customers.
The operations of about 10 branch offices were merged
during 1996 to create more efficient and competitive
bank branches. In January 1997, Nordbanken opened
a new branch office in Laholm.

During the past year, a uniform organizational for-
mat and common operating methods were introduced
throughout the branch office network that call for more
active sales efforts. Customer utilization of self-service
products increased more than 20% during 1996.

Manager Arne Bernroth, Executive Vice President

The operating area of Southern Sweden Regional Bank
comprises Skéne, Blekinge, Smaland and the istand of
Oland. It includes five counties with 71 municipalities
and about two million inhabitants. The corporate sec-
tor consists of 43,300 companies with more than one
employee. There are approximately 1,300 companies
with more than 50 employees in the region.

The region’s southern part is dominated by
agricultural, food products, distribution and trading
companies. Skine County is Sweden’s most important
agricultural county, Industry in the northern areas are
dominated by engineering, wood processing and high
technology companies as well as forestry operations.’
Jonkdping County is the most heavily industrialized
county in Sweden. Construction of the Oresund bridge
linking Malmé and Copenhagen, combined with Swe-
den’s membership in the European Union, are pro-
viding the region with growth opportunities, particu-
larly in the southern part.

Competition in the region remained strong lastyear.

Nordbanken's network of branch offices was re-
duced by two units in. 1996 and now total 53 offices.
Sweden Post continued to close post offices in smatler
communities. To meet market demand for services, the
postal service has introduced a new concept called
“Postal services in stores.” The network of ATMs was
expanded through new installations of a number of
machines in small communities.

The regional bank successfully continued its long-
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term program designed to improve customer relations.
Strong demand was noted from private individuals for
the services of Nordbanken Direkt and housing loans
from Nordbanken Hypotek. Commercial customers also
generated strong demand for financial solutions from
Nordbanken Finans. Credit demand also rose, with par-
ticular emphasis on the corporate sector, where the
Bank has about 18,000 custamers.

Manager Bjérn Carlsson

‘The Corporate Group meets the special requirements
of large corporations in their relations with banks. Its

Regional banks/Corprorate Group

Stockholm, Gothenburg and Malmé. The unit is re-
sponsible for customer relations with — and loans to -
approximately 90 large corporate customers, and the
Bank’s shipping customers.

Corporate Group operations are conducted in mark-
et groups, each of which focuses on a particular industrial
sector to meet demands for special expertise, It also
includes groups for so-called structured financing (Spe-
cial Financing), which concentrate on financing of in-
frastructure projects, primarily in the energysector, where
the unit ranks as the market leader,

Working in cooperation with the Bank’s speci-
alists in payment flows, securities, trading, internatio-
nal services, other specialized bank services and Nord-
banken’s IT technicians, customer teams are formed to
meet the specific needs of individual customers.

During 1996, the Corporate Group assisted in
securing external financing for Castellum, a Swedish
real estate company that initiated privatization pro-
cedures during the year, and the Special Financing unit
was commissioned by Incentive to serve asadvisorin the
sale of Skandinaviska Elverk.

The Corporate Group has 85 employees. Lending
amounts to approximately SEK 60 billion, including
long-term commitments and guarantees. Particularly
strong business growth was noted during 1996 in the

operations are conducted through departments in energy, IT and shipping sectors. sxn
~‘Nonhem~ " entral - Stockholm Western " Southem . Comporate  Total
Sweden " Sweden o . Sweden - :Bweden ... . i@roup T
of branch offices 35 . . .72 0 . 53 85 . .83 0.3 281
: L L ad - 3 62 "_33 o i o ..__._-48 s 250 -
31 e 26 LB i 148
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Regional banks/Corporate Group

Board of Directors of the Regional Banks

Tomas Ulfborg, ~ Archibald Dickson, Anders Frick,
ANBL AL 1 Bonl g Bank employee, Orebro Land owner, Alingsds Executive, Malmd
egional’ baiis: “ =
hegronal et Séren Oberg, Jack Forsgren, Anders Holmberg,
- : . Executive, G b . .
Lars Nasman, Executive, Stockholm 'ecuuve othen 'urg Executive, Smalandsstenar
Executive, Sundsvall, Deputies: Bjarne Holmgvist, Bengt Johansson,
Chairman eputies: Executive, Gothenburg Bank employee, Anderstorp
Lars Enslof, Brita Nilsson Gildi Kajbrink, Ulla-Britt Johansson,
Executive, Bolistabruk, Bank employee, Vasterds Bank employee, Via Frolunda Pank erployee, Huskvarna
ice Chai . .
Vl:;e haieman Ann Margret Nilvemark Inga-May Karlsson, Claes Ljung,
Kjell Apeéqulst, Bank employee, Uppsala Bank employee, Mélnlycke Executive, Trelleborg
iy sldsvi - .
Executive, Ornskdldsvik ] ohan Sylven, Sten Lindbla a, o
Margareta Hansson, Bank executive, Sigtuna Regional Bank Manager, Deputies:
Division manager, Umea Gothenburg Thomas Jiderlind,
Thomas Hedlund, G Loy Carl Lindgren, Bank employee, Helsingborg
Bank employee, Hudiksvall Executive, Alingsas Goran Hasselgren,
AlfJOIlSSOH, it : Sture Perﬁeﬂ’ Bank executive, ]6nképing
Executive, Sundsvall Lars Hjorth, : Executive, Gothenburg
Géran Karlsson, Executive, Stockholm, Jorgen Skold,
Regional Bank Manager, Chairman Executive, Halmstad
Sundsvall Fred Andersson, Sture Oster,
Borje Nordend, Executive, Stockholm, Executive, Gotene

Executive, Sundsvall Vice Chairman

Walther Rasteby, I?;Iz‘t)rl}sl-;'[ acob Bqnnier, Deputies:
Fxecutive, Ostersund St cl?h(:;’r% executive, Marie Lindblad,
Gunilla Sundstrom, Second Vice Chairman Bank employee, MblIndal

Bank employee, Sundsvall Asa Gustafsson, Klas-Ake Persson,
Uha Wallerstedt-Molén, Bank employee, Hagersten Bank employee, Mariestad

Pharmacy executive, Sundsvall Roland Larson, Christer Svensson,
. Regional Bank Manager, Bank executive, Hirryda

Deputies: Sollentuna

Sonja Mildton, Monica Mitler-Lundgvist,

Bank officer, Givle Bank employee, Huddinge

Stig Nillbrand, Hans Nergirdh,

Bank executive, Sundsvall Consultant, Akersberga Lars Johansson,

Sonja Otterstedt, Kurt Norberg, Executive, Aseda,

Bank employee, Harndsand Financizl Manager, Stockholm Chaiman

T Jan Olov Sundstrom,
Central Sweder Executive, Akersberga Malmb

Regional Bar

Executive, Danderyd

First Deputy Speaker,
Arne forseng ) . Swedish Parliament
E:}c]egunve, Saltsjgbaden, Deputies: Stockholm
airman
i Lars Almberg, Hikan Dahlberg,
Goran Be_rgholtz, Bank officer, Hagersten Malmd
Executive, Orebro .
Karl Ekenger, Mikael Ekdahl,
Magnus Falk, Bank executive, Saltsjé-Duvnas Attorney, Malmd
Regional Bank Manager, .
Saltsjdbaden Sofia Finnman,
Karl Hedin Bank employee, Alvsié
El
Fxecutive, Smedjebacken
Karin Larsson,
Bank employee, Ludvika
Monika Lekander, Sten Langenius
s i
ziecun\e,llfarlss;ga Executive, Askim, Chairman
unnar Lundh,
Former bank executive, Jan Walldorf, :
Uppsata Executive, Gothenburg,
4 Vice Chairman
Goran Lundin, .
Executive, Aby Goran Axell,

Nol

Gorel Oscarsson,
University executive, Uppsala

Arne Bernroth,
Regional Bank Manager,

Anders Ullberg, Anders Bjorck,
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The trading room in Stockholm is open for
business from 5:30 a.m. to 9:30 p.m. Traders deal in
interest rates, currencies and shares on behalf of
customers or on their own account.
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Other Operating Unils

The Bank’s other operating units are separate profit centers that specialize in their
respective business areas with certain vesponsibility for customer relations.

Manager Christer Serenhov

Trading is responsible for all Nordbanken trading ope-
rations in the foreign exchange, interest and equity
markets. Its share of Sweden’s interestrate and bond
market is about 10% and approximately 15% for cur-
rency trading. Nordbanken’s share of the turnover of
the stock exchange was about 2%. The share of the
number of closed deals rose during the year to about
6%. Accordingly, Nordbanken was the fourth largest
player on the exchange in terms of the number of
transactions.

In addition to providing high-quality and reliable
service to its customers, the Trading unit also maintains
its own positions in fixed-income and currency markets
within the framework of special risk mandates.

Trading activities are conducted through a central
unit in Stockholm with about 110 employees, and trad-
ing units in the five regional banks, which employ 60
persons. The regional units support the Bank’s branch
offices in their respective regional bank, while the cen-
tral unit provides service to institutional customers and
Corporate Group customers.

Competition remained strong in all areas of Trad-
ing operations. Margins and brokerage commissions
are under pressure from the emergence of new trad-
ing techniques, the Internet for example, and greater
numbers of market players. To meet constantly grow-
ing competition, Trading strives to maintain its profit-
ability while providing customers with better, high-
quality service. Advisory services are becoming increas-
inglyimportantinforeign-exchange and money market
trading as well as equity trading. Nordbanken’s large
customer base, consisting primarily of smali and me-
dium-sized companies, comprises the foundation for
continued growth of Trading operations.

Foreign-exchange trading

Nordbanken specializes in trading in Scandinavian
currencies as well as the U.S. dollar and German mark
and was the first bank in Sweden to introduce extended
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trading hours. Trading in Stockholm is now open for
business from 5:30 a.m. to 9:30 p.m.

Money market trading

Money market trading pertains to fixed-income secu-
rities issued by the Swedish Governmentand mortgage
institutions as well as bonds and commercial paper
issued by the Bank’s customers. The Money Market
trading group is also responsible for Nordbanken’s op-
erations in derivative markets, excluding shares. Deter-
mined efforts in swap trading have yielded favorable
results, and the Bank strengthened its position during
19296.

Equity trading

Nordbanken’s equity trading operations are designed
primarily to meet the service needs of customers in the
Bank’s network of branch offices. The expansion of re-
search and analysis activities continued during the year
and yielded favorable results. Nordbanken does not
trade in equities on its own account.

Trading also operates an institutional equity trad-
ing unit in Stockholm, which strengthened Nord-
banken’s presence as a player in the Swedish stock mar-
ket during 1996, albeit from a weak starting position,

Manager Anders Nyrén

Nordbanken Corporate Finance serves small and
medium-sized companies and offers qualified advisory
services related to the market for risk capital, The unit
conducts risk capital procurement operations — issues
of shares and related instruments, ownership spreads,
stock market lstings and consulting services in con-
junction with mergers and acquisitions. '
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Manager KG Lindvall

Focus

With Sweden as its base, Nordbanken offers various
services to customers with international operations
-linked with Swedish business. Customers are offered a
broad range of products through the Bank’s conven-
tional customer organization with the support of spe-
cialistunits, for example International, Payments, Trea-
sury and Trading.

Many of the Bank’s commercial customers con-
duct business operations outside Sweden. Export and
import activities are increasing, creating greater trans-
action volumes and, accordingly, a growing need for
other financial services. A very significant part of the
operations are conducted satisfactorily by the Bank’s
traditional custorner service organization in Sweden,
with the support of regional and central speci-alist
units, a structure that defines the fundamentzal focus of
Nordbanken’s international activities.

In certain cases, there is also a need for more local
expertise, and Nordbanken has established specific
forms of cooperation.

International presence

. Nordbanken has an international network of corre-
.spondent banks that offers cooperation with 2,500
‘banks and other financial institutions that take part in
customer transactions.

: Close cooperation has also been established with

- local banks in ten major markets to provide customers

_‘with local expertise.

To facilitate customer contacts, Nordbanken also

. has representative offices and agents in 14 countries to
~.serve Swedish industry in key export markets.

~ Commercial financing

- Commercial financing is a special unit responsible for
. development, market support and production of ser-
- Vices to promote export and import operations of the
-~ Bank’s corporate customers. Its operations are con-
- ducted through operative departments in Stockholm,

4T

Other Operating Unils

Gothenburg and Malmé. A special department serves
large export companies,

Nordbanken has a strong position in commercial
financing, with higher market shares than the Bank’s
share of the corporate market.

Foreign markets

The Foreign Markets unit is responsible for coordina-
tion of Nordbanken’s cooperation and business trans-
actions with banks and financial institutions outside
Sweden. The unitis concentrated in Sweden, but oper-
ations are also conducted from some of the most inter-
esting markets for Swedish foreign trade. Operations
abroad are managed by the Bank’s local representative
offices and agents,

In 1996, a representative office was opened in Jo-
hannesburg, Republic of South Africa. Nordbanken is
the first Swedish bank to establish operations in South
Africa, a major market for Swedish export companies,

International corporate services
— bank services outside Sweden

Nordbanken'’s customers also need local bank services
in countries where they conduct business operations.
Services may include so-called collection accounts for
export payments, normal business accounts, operating
credit and other forms of financing and guarantees,

Nordbanken offers local bank services through its
correspondent banks in all parts of the world. In some
of the most important EU markets — Germany and
France - Nordbanken has established representative
offices with its cooperation partners — Vereinshank
group and Crédit du Nord. In other countries impor-
tant to Swedish business, Nordbanken also has specific
cooperation arrangements, namely in the Nordic count-
ries, Belgium, the Netherlands and Great Britain in
Europe as well as in the U.S. and Hong Kong. These
countries account for about two-thirds of Sweden’s for-
eign trade. An important advantage to customers, com-
pared with having a branch office or subsidiary bank, is
directaccess toalocal bank that offersa complete range
of bank services and an extensive network of branch
offices. In Western Eurcpe alone, Nordbanken offers
customers a network comprising about 4,500 branch
offices,

Inter-Alpha Group

Nordbanken is a member of the Inter-Alpha Group of
Banks. In principle, the group comprises a leading
bank from each of the countries in the European

Union. ]
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With Sweden as its base, Nordbanken is developing
its foreign services through active business relations with
cooperating banks, correspondent banks and ifs own
representatives in many important markels.
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Nordbanken’s Product and Service units are responsible — via the branch offices -
Jor providing customers with competitive products, and for making services available to other
Group wnils. Certain unils have direct responsibility for customer relations.

3
President Stefan. Kallstrim

Nordbanken Finans is responsible for finance com-
pany products within the Group. The products are
‘marketed mainly through the Bank’s branch office
network and via suppliers and retailers who offer fi-
" nancing in connection with their sales. The company’s
principal products are leasing, hire-purchase loans,
.. factoring, contract financing and credit cards. The
~‘number of employees at year-end 1996 was 206.

Most of the traditional finance company agree-

" 'ments are handled by the branch offices with support

from Nordbanken Finans. On the other hand, Nord-
* banken Finans’ own market organization works more
- independently in handling agreements on supplier
" cooperation, in the financing of primarily major invest-
ments such as railway cars, aircraft, telecommunica-
~ tions equipment and ships and in agreements regard-
. ing selective credit cards for stores and retail chains.

' Nordbanken Finans is one of the leading finance
 companies in the Swedish market and the largest of
- -those owned by banks. During the past year, its volumes
. increased substantially. The increase corresponds to
- 40% of the total increase for all finance companies.

This can be explained partly by the branch offices’
favorable sales and partly by successful sales with re-
spect to exportrelated operations, primarily larger
items.

Nordbanken Finans borrows in the open market
through a commercial paper program with a limit of
SEK 8 billion.

At year-end 1996 Nordbanken Finans had total
assets of SEK 13 billion. The company’s operating profit
in 1996 was SEK 267 M.

President Eva Andersson

Nordbanken Hypotek is a mortgage company that
provideslong-term loansfor the financing of properties
and tenant-owners’ rights for up to 75% and 60%, re-
spectively, of market value. The company’s operations
also include lending to municipalities and to private
companies with guarantees provided by municipalities.

A merger took place during the year between
Nordbanken Kredit, which financed companies and

Nordbanken Finans, Lending and leasing portfolio
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the public sector, and Nordbanken Hypotek, which
financed private individuals’ housing. With the merger,
alllong-term financing in the housing sector is grouped
in one company, giving advantages in terms of efficien-
¢y and enhancing cooperation with the Nordbanken
branch offices. Comparisons with the preceding year
are pro forma for both companies combined.

'The company continued to perform well in terms
of volume and profitin 1996. The market share increas-
ed during the year by 1.2 percentage points t0 10.2%. In
the market scgment of morigage loans to households,
the market share rose to 11.7%.

Lending increased during the year by SEK 15
billion, amounting at year-end to SEK 104 billion, Of
the company’s total volume of lending, 70% consisted
of lending against collateral in residential property.
Lending to municipalities, including lending against
municipal ornational governmentguarantees, account-
ed for 28%, and other lending for 2%.

Borrowing ismainly through bond issues and com-
mercial paper programs. Bonds outstanding at year-
end were SEK 69 billion.

The number of employees at year-end was 65.

Operating profit was SEK 1,229 M, an increase
by 8%.

President Torgny Wisted!

Nordbanken Kommunlédn was formed to achieve high
credit worthiness, resulting in Jow financing costs, in
order to be able to offer long-term competitive finan-
cing to municipalities, counties and companies whose
obligations are guaranteed by municipalities. A prereqg-
uisite for obtaining a loan, is that the customer is finan-
cially sound and makes a deposit with the company.
Nordbanken Kommunlédn is the only company of this
type in Sweden.

Marketing is carried out primarily by the network
of branch offices, with the necessary business support
being provided by the company.

Nordbanken Kommunlén began its operations in
1995, Lending increased in 1996 from slightly more
than SEK 2 billion to slightly more than SEK 5 billion.
Operating profit in 1996 amounted to SEK 15 M.

44

AB Industrikredit (publ)

President Rolf Melin

Earlyin 1996, Nordbanken purchased the slightly more
than 80 percent of the shares in Industrikredit that the
Bank did not already own. Industrikredit added about
4,000 new customers and approximately SEK 10 billion
in lending,

Industrikredit then purchased the portfolio of
loans in Nordbanken Féretagskredit.

Industrikredit focuses on providing long-term fi-
nancing of property and machinery, with particular
emphasis on small and medium-sized companies. In-
dustrikreditis marketed through the Bank’s network of
branch offices and through its own marketing orga-
nization. The latter is divided into five regions and
represented in ten of the country’s more important
communities. The number of employees in Industri-
kredit amounted at year-end to 50.

As a result of coordination with Nordbanken, the
company can offer its customers an even broader and
more competitive product range. Nordbanken’s focus
on small and middle-sized companies is strengthened
by the acquisition of Industrikredit,

Lending from Industrikredit expanded sharply in
1996, amounting at year-end to SEK 17 billion. Oper-
ating profit for 1996 amounted to SEK 178 M.

- b e
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President Karl-Olof Hammarkvist

Nordbanken Kapitalférvaltning is one of Sweden’s larg-
est asset managers. Operations consist of the manage-
ment of mutual funds and investment portfolios. Fund
management comprises 35 funds in Sweden and Luxem-
bourg. The number of employees is 69.

Portfolio management, of the so-called discretion-
ary type, involves management of the securities port-
folios of individual customers. Customers are mainly
companies and institutions. At year-end Nordbanken
Kapitalforvaltning was managing more than SEXK 84
billion in assets for nearly a million private and insti-
tutional investors. Of this amount, SEK 59 billion was
placed in various funds and SEK 25 billion was in dis-
cretionary accounts.

In 1996, Nordbanken Kapitalférvaltning an-
nounced a policy for the management of ownership
questions.

Three new mutual funds were launched within the
framework of the Postbanken cooperation. In addition,
an Fastern Europe fund was launched, All developed
favorably.

Revenues from these operations constitute an im-
portant part of Nordbanken’s total commission income.

Nordbanken Kapitalférvaltning
Assets undar managemen!, Dacermber 31, 1936

Foreign aquity funds

Interest-rate funds 0 Bn

SEK18.9 Bn
Mixed funds
A SEK 7.7 Bn
Swedish
equity funds :
8EK 25,9 Bn Portofolio

tanagement
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President Gunnar Andersson

Nordbanken’s wholly owned Livia subsidiary provides
life and pension insurance programs.

Livia’s products are sold through Nordbanken’s
distribution network. Since 1996, Livia is also establish-
ed on the Internet. Livia's products are characterized
by their simplicity and cost-effectiveness, which is re-
flected in low operating costs. Nordbanken Kapitalfor-
valtning manages the company’s investment assets on
the basis of a market-level fee. Nordbanken’s branch
offices receive commissions for policies sold.

During the past few years, the tax rules for pension
insurance programs have become less advantageous. As
a result, the market share of pension insurance pro-
grams in the total pension savings market decreased.
Instead, in 1996 the market share for endowment in-
surance programs increased markedly. Consequently,
Livia suffered somewhat with respect to market share in
the total pension savings market, since Livia does not
sell endowment insurance programs.

To counteract this decline, the company is work-
ing intensively on developing its product range. An
active focus on marketing has been initiated to attract
new customers. The number of customers at year-end
1596 was 242,000,

In 1996, Livia gave its policyholders one of the larg-
est bonuses of all the life insurance companies, since
the company’s has maintained avery high total yield for
along time.

Any surplus earnings in the company accrue to the
policyholders in the form of bonuses, and thus cannot
be disposed of by the parent company,

Nordbanken Kapitalférvaltning
Assels managed
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Manager Bo Eriksson

Nordbanken Direkt, the Bank’s telephone bank, was
established in 1990. Tt is the leading telephone bank
and the largest in Sweden offering personal service.
The telephone bank is open every day, all year round,
has 75 employees and is based in Uppsala. Nordbanken
Direkt contributes greatly to increasing the Bank’s
accessibility.

Through Nordbanken Direkt, private customers
are offered a fullservice concept; that is, all the cus-
tomer’s banking needs can be handied by the tele-
phone bank. In 1996, the number of private customers
increased by 75,000 to over 250,000 at year-end. The
high rate of increase is expected to continue.

For private business owners, there are specific
services provided in Nordbanken ForetagDirekt, The
number of businesses subscribing was about 17,000 at
year-end. Here, too, the increase is expecied to con-
tinue,

‘For customers who are particularly active in se-
curities trading, a new telephone-based service — Nord-
banken Vardepapper Direkt — was introduced during
the autumn. By means of interactive voice-response
{IVR) technology, the customers could place their or-
ders by themselves, at a lower brokerage rate than in
traditional equity trading. More than 3,500 customers
signed up during the last six weeks of the year.

In September, Nordbanken Direkt opened a site
on the Internet. All telephone bank customers can
carry out their banking directly from their own PC. In
the first version, the customers can check their account
balance and transactions involving their own bank and
mutual fund accounts, and monitor the status of their
loans. Transfers can be carried out {from the customers’
own accounts to other accounts in the Bank. Further

Nordbanken Direkt, age structure, private customers,
December 31, 1996

No., thousands

services of high value to the customer are to he de-
veloped soon,

Nordbanken Direkt, which is an integrated part
of the Bank’s operations, reduces the workload of the
branch offices, which has a positive effect on service and
costs. Customers have fuil freedom to choose the chan-
nel by which they wish to conduct their business. In
1996 the telephone bank handled 6.8 million customer
calls, of which half a million calls were handled with
personal service,

Nordbanken Direkt, distribution of customers by region
{reglon’s percentage of Sweden’s population)

Southern Sweden
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28% (25%) i
W Stockhoim
34% (199%)

Manager Lars Jonasson

Securities Administration is responsible for the back-
office handling and custody of capital market products,
such as stocks, bonds, money market instruments and
currencies, and for the handling of the Bank’s trans-
actions with the Central Bank, including clearing trans-
actions. The unit is also responsible for the manage-
ment of certain products in the Savings product area,
for example, retail bonds,

The Custodial unit, which manages the custody of
securities and the handling of payment flows in secu-
rities transactions, focuses on service to both Swedish
and international customers. At yearend 1996 the
Custodial unit had custody of assets amounting to SEK
234 billion. Securities Administration’s share of the
market for stock transactions in 1996, as reported by
VPG (Swedish Securities Register Center), was 12%.
The comparable figure for money market transactions
was 16%.

Securities Administration has 116 employees,
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Manager Bmgt—zike Eriksson

The Computer Systems unit is responsible for ensuring
— through coordinated strategy, development and pro-
duction — that the Group’s computer services are of the
highest class in terms of competitiveness and cost. The
unitis responsible for providing support to the business
operations and is serving all Nordbanken units.

The unit has 468 employees as well as a number of
external consultants.

The development of the computer operations is

- described in more detailin the section on “Information

Technology,” page 2.

Manager Roland Ekerlin

The Nordbanken Furunéset unit began operations in
1991 when a new central vault was constructed in the
Furuniset industrial park in Pited. In 1996 the storage
capacity was expanded to include, today, a total of 27
endless-chain conveyors. The storage systemis based on
modern computer technology and the total storage
capacity is 2,362 meters,

In 1996 the Nordbanken Hypotek vault was
transferred to the unit, which means that all of Nord-
banken’s 1.1 million loan files relating to private cus-
tomers are now stored and handled by Nordbanken
Furunsset. The administration and storage of the loan
files of Postbanken customers have been added during
the year.

Nordbanken Furunisetalso administers the Bank’s
product “Medlemslan” and “Medlemslan/aute pur-
chase,” and manages all loans to employees of the
Nordbanken Group. The unit has 103 employees.
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Manager Thomas Neckmar

The Nordbanken Post unit is responsible for Nord-
banken’s cooperation with Sweden Post and for moni-
toring the agreements in effect with Sweden Post.

The unit’s task is to ensure that the Bank's market
positions, competitiveness and profitability are devel-
oped in those markets in which cooperation with Swed-
en Post plays a key role.

The unit has five employees.

= X

President Maj-Charlotte Wallin

Nordbanken Fastigheter owns and manages buildings
used in the Bank’s operations. The composition of the
company’s real-estate holdings is determined by the
Bank'’s need of buildings for its operations in various
locations and areas in which ownership and effective
administration are expected to give the Group lower
property costs in the long term compared with the
rental of comparable premises, This means that the
real-estate holdings are continually being restructured
and concentrated to larger communities, and central
locations where the Bank needs relatively spacious
premises.

In 1996, this restructuring resulted in 23 pro-
perties being sold for a total of SEK 282 M. Further pro-
perty sales are planned for 1997, with the objective of
achieving a well-structured real-estate portfolio at the
beginning of 1998,

During the year, project operations were very
extensive. A newbuilding waserected in central Orebro
in the Prastgdrden block. The rentable space of the
propertyis 4,245 square meters. The new branch office
took up occupancy in mid-October at the same time as
it was inaugurated.

In Stockholm the extensive renovation of the head
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office on Hamngatan—begun in 1995 and scheduled to
be finished in 1998 — continued. Renovation of the
office level of the property on the corner at Master
Samuelsgatan/Regeringsgatan, acquired in 1995, was
begunin order to provide new office space for the Bank
near the head office. The streetlevel of the property will
houseashopping mall. The renovation project will con-
tinue in 1997 here aswell, also to be concluded in 1998.

InNovember, the Southern Sweden Regional Bank
was able to move into the new regional office on S6-
dergatan in Malmé. The property was acquired at the
end of 1995, to give the Bank better premises for its
Malmé operations. The renovation of the property will
continue in 1997, when the branch office on Séder-
gatan will take up occupancy of the new premises.

Apart from the sale of properties and new con-
struction and renovation projects, the company’s 1996
operations focused on property-renting. The vacancy
rate fell from 8.4% t0 5.7%,

Nordbanken Fastigheter also manages properties
owned by the Nordbanken Pension Fund, Livia and
Fastighets AB Stimjarnet. At the close of 1996, the
company managed a total of 265 properties, with rent-
able space of 606,906 square meters and a combined
1996 rental revenues of SEK 584 M.,

:Nordbanken Fastrgbeter AB
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President Maj-Charlotte Wallin

The company’s task is to take over properties mort-
gaged for foreclosed loans, and to manage, developand
sell these properties. The purpose is to reduce the
Banlk’s loan losses to a level lower than they would have
been with an immediate selling of the mortgaged
property on the market, Since Stimjirnet began its
operations in 1993, the company has acquired proper-
ties in Sweden and abroad, ata total acquisition vahue of
SEK 1,550 M. In 1996, properties, as well as shares and
convertible debentures in real-estate companies were
purchased for a total of SEK 591 M. The acquisitions
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were carried out mainly during the first halfyear, of
which the acquisition of Industrikredit accounted for
SEK 368 M.

According to the work-out plan adopted in autumn
1995, the active selling of properties would begin in
1996, During the year, 30 properties were sold for a
total price of SEK 90 M. The sales were carried out unit-
by-unit or in smaller sections. A clear increase in de-
mand during the second halfyear led to most proper-
ties being sold during the period from September to
December. Atyear-end, the portfolio included 184 pro-
perties.

In 1997, sales activity will be intensified, while the
number of acquisitions is expected to be low, or none.
Trends in the real-estate markets of the communities
where the company owns real-estate will decide how
quickly the work-out can proceed. The goal is that the
sale price should atleast cover the acquisition value and
any negative payment net that may have arisen during
the holding period. It is presumed that the properties
will have been liquidated by the year 2000,

Fastighets AB Stimjirnet
December 31, 1086
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ordbanken Inkasso

President Nils Wiberg

Nordbanken Inkasso is a service company within the
Nordbanken Group, and is responsible for handling
the formal collection process for the Group’s operating
units as cost-effectively as possible.

The company currently manages all forms of non-
performing loans, unsecured loans, guarantee loans,
overdrafts, tenantrights, properties and corporate
matters,

The company, whose head office is in Gothenburg,
has 17 employees.
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i:Large subsidlérles (SEK M) . " Total " Loanste Shareholders” Operating No. of
Fenfin et R _'as_sels the public equity protit full-time posltlons
“Nordbanken Finans 12,999 12,0484 1,690 - 267 © 208
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? Including equipment feased to customers.
4 Operations coordinated with Nordbanken Fastigheter.

Tha above subsidiarles publish thalr own annual reports which can be ordered from each company (addresses on page 111) or fram Nordbanken, Group Information.

Closely Related Company

Contracted rents produce a direct return that fully
covers capital costs and depreciation. Contracted rents
are currently generating a positive cash flow of more
than SEK 300 M on an annual basis, The parent com-
pany had 24 employees.

Together with the National Pension Fund Boards
(1-3), Nordisk Renting is an equal owner of Svenskt
Fastighetskapital AB, which combines property acqui-
sitions with long-term leasing in the public sector. The
National Pension Fund is the primary financier. Nor-

- ﬂ . disk Renting is responsible for management and ad-
President Gite Dahlin ministration of the properties. Atyear-end 1996, Svenskt
Fastighetskapital owned properties valued at SEK 4.8

Nordbanken owns shares in Nordisk Renting AB cor-
responding to 5% of the voting rights and almost 20%
of the share capital.

In addition, Nordbanken holds options on the

billion. "uN
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remaining shares, This enables the Bank to restructure s o Mke

ownership in Nordisk Renting, without establishing a Revenues - - 1,408

sub§1d1ary company relationship. Th.e Bfmk‘ intends to Operating ncems = S 102

retain ownership in accordance with its investment Ry :

interests, within the framework d at any given Shargholdars” equity 633
’ VOTX approve V8 Total assets 10,261

time by the Financial Supervisory Authority.
Financing of and cooperation with Nordisk Rent-
ing enables Nordbanken to offer customenrs capital for
strategic real estate investments.
Nordisk Renting’s business concept is based on
acquiring the properties of privately owned companies,
municipalities and other public‘ sector organizations, 16

Nordisk Renting, Total assets

SEK Bn
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thus enabling them to increase their liquid capital. The companies
properties, which are then owned by a number of sub- 2

sidiaries, are leased back vialong-term contracts, often 8

in combination with the right to acquire the subsidiary

at a later date on terms agreed in advance, | 4

Nordisk Renting’s tenants and business partners
are mainly major corporations and municipalities which,
combined, account for 0% of revenues.
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Personnel

The professionalism of Nordbanken’s personnel is the Bank’s most important competitive asset.
The Bank’s employees must have a sense of commitment and the requisite skills and know-how to
give the Bank’s customers satisfactory service and expert assistance. Nordbanken therefore
gives high priovity to the development of employee skills and compelence.

At year-end 1996, Nordbanken had 7,317 employees,
of whom 4,385 were women and 2,932 were men.
This represents the equivalent of 6,291 full-time em-
ployees, compared with 6,465 on the same date a year
earlier.

Investments in technology have made it possible to
devote more time to active development of customer
relationships and an increased focus on customers. At
the same time, there is less calt for employees who per-
form routine work which has led to cost savings. This
trend will continue.

Daily operations within Nordbanken should be
characterized by a strong emphasis on profit. This pro-
fit orfentation is being reinforced by setting clearly
defined objectives for the Group’s profitcenters, break-
ing objectives down at group and individual-employee
levels, and following up performance on aregular basis.
Programs that will result in better performance and

Number of full-time positions and employees in
Nordhanken, December 31 each year
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personal development are planned on the basis of
annual “development interviews” between managers
and individual employees.

Atthe end of 1995, an agreement was reached with
local union branches of the Financial Employees’ Fed-
eration concerning amajor initiative for personal devel-
opment and retraining, and also a gradual reduction in
employment, representing a reduction of about 600
jobs by the end of 1997, Practical implementation of
this “New Start” program commenced in January 1996.
About 300 employees expressed an interest in the pro-
gram and 217 started participation, of whom 107 have
now completed the program and received new po-
sitions, either with the Bank or elsewhere, or have em-
barked on longer training programs or set up their own
businesses, etc.

Skills development

All training should support the Bank’s business oper-
ations. Accordingly, training programsin branch offices
focus on giving employees job training which is related
to customers’ needs. The collective term for these
programs is “Nordbanken’s skills ladder.” Great em-
phasis is placed on customer-oriented work methods,
improved relations with customers and enhanced cus-
tomer benefit. All Group employees participate in the
basic phase of the training program, giving them an
overall view of Nordbanken's objectives, corporate cul-
ture and business operations.

The Bank’s training program for teller services,
which wasredesigned in amultimedia environment, was
implemented in 1996, following test-training and posi-
tive evaluation. A customer-contact training program,
totally based on interactive teaching methods, was de-
veloped in 1996.

During the year, 74 employees were trained to
serve as Personal Bankers, making a total of 800 Per-
sonal Bankers. This program takes six months, and con-
cludes with an examination.

At the end of the year, employees were offered an
opportunity to purchase a PC for home use through
Nordbanken. More than 3,200 employees chose through
the purchase to complete a training program for a so-
called computer driver’s license,

The comprehensive training program to improve
credit-operation skills which commenced in 1998, con-
tinued according to plan during the year, Approxi-
mately 650 employces participated in training pro-
grams in the private and corporate areas.




NORDBANKEN

Persorenel

Managers in Nordbanken - distribution of men
and women, December 31, 1996
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Nordbanken has implemented a program for em-
ployees in the corporate market area, primarily de-
signed to improve advisory services and sales activities
directed at small and medium-sized companies.

The development of managers is a priority area.
This activityis conducted on a continuing basis through
on-thejob training programs. The pool of potential

future managers is being broadened as a result of a de-
velopment program for candidates for management
positions, which offers opportunities for personal career
planning. As a result of a group-wide co-determination
agreement with local branches of the Finance Employ-
ees’ Federation, entered into during the year, all unit
managers were trained in co-determination matters.
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Information Technology

Nordbanken’s computer operations have special strategic importance to its service levels,
accessibility and cost efficiency, Comprehensive efforts and investments will be focused on IT as
the Bank approaches EMU and the year 2000.

Computer development during 1996 was character-
ized by the incorpeoration of Nordbanken’s new
customer system into the branch offices of the former
Gota Bank, integration of Industrikredit and the cre-
ation of Postbanken.

The former Gota Bank’s systemns have been linked
gradually with Nordbanken's and, in May 1996, the
final connection was made by including the large
ledgers for deposits, loans, customer registers, etc. A
total of 810,000 customers and 1,240,000 accounts
were affected.

At yearend 1996, the coordination of Industri-
kredit was finalized and all accounts are now integrated
in the Bank’s computer system,

New systems

A completely new product line with total computer
support was placed on-line when Postbanken was laun-
ched in October.

Several new self-service products featuring sophi-
sticated computer technologies were introduced dur-
ing 1996. In cooperation with Telia, bank services were
developed for Telia’s Autograf, a telephone with built-
in card scanners that guarantee security with the help
of a smart card. A telephone-based system for purchas-
es and sales of securities was also introduced.

Comprehensive efforts were made in cooperation
with Swedbank to develop the newsmart card, NB Cash,
for small cash payments. The card was introduced in
November in Halmstad, Uppsala and, on a limited scale,
in Stockholm.

NB Axess, another Internet-based service, was
launched on a pilot basis toward year-end 1996. The
service, offered primarily to commercial customers,
provides a broad spectrum of simple, easy and access-
ible bank services.

Development work will be continued during 1997
on new business systems for the Bank’s large corpora-
tion customers and commercial business operations
outside Sweden. Efforts to develop a new system for
mortgage loans have also been started. A system de-
signed to manage the Bank’s own card issues and card
payments will be placed in production during the
spring of 1997, '

A new system for sales support for the Bank’s
personal bankers and customer liaison personnel will
be developed throughout 1997, The first version was
delivered to a number of branch offices at the heginn-
ing of the year.

Improved communications

In today’s competitive market, which features a large
range of IT support products and services, strong
demand is placed on accessibility to systems 24 hoursa
day, seven days a week, There is also a growing need to
transfer increasingly large amounts of information
between the Banl’s personnel that, in turn, place greater
demands on more powerful computers. Nordbanken
plans to invest in new PCs for its branch offices in 1997,
Its communications network will also be upgraded in
terms of bandwidth and function. Internet accessibility
will be available at most workplaces, for many emplo-
yees in the form of Intranet. Investments are also being
made in the Bank’s central computer system, including
new technologies and hardware to further satisfy de-
mands on reliable accessibility, Total investment in
equipment and acquired software during 1997 is esti-
mated to exceed SEK 400 M.

Particularly strong focus will be placed on three
specific areas during the next few years: EMU, the year
2000 and new distribution forms for bank services made
available by the Internet,

The Furopean Monetary Union will require exten-
sive adaptations, regardless of whether or notSweden is
affiliated. The new millennium in the 2000 will also
create greater needs for new resources, Adaptations to
existing computer systems alone are expected to cost
SEK 500 M, divided evenly between the two projects. A
special organizational unit comprising about 108 per-
sons is established for these projects.

The Internet and EMU are creating new competi-
tive conditions with opportunities that will place re-
newed demands on IT support and business structures,
Work is now in progress to capitalize on opportunities
and potentials presented by future technologies.
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The Environment

Although bank operations are not generally linked with environmental impact,
an in-house survey has shown that Nordbanken consumes large amounts of materials and energy.
Consistent, long-term efforts to improve environmental awareness, accordingly,
will lead to environmental gains and cost savings.

encral awareness of the significance of environ-

mental issues has increased sharply during recent
years. Growing numbers of people have realized that
private individuals and corporations must adapt to a
long-term, sustainable program of development to pro-
tect and improve the environment. A carefully formu-
jated environmental profile has alse started to be a
competitive weapon for banks, and an important part
of their commercial success.

Knowledge of the Group’s environmental situa-
tion is a fundamental element in Nordbanken’s envi-
ronmental work, as well as the effects of its operations
on the environment. During 1995, accordingly, a spe-
cial study was conducted to determine the environ-
mental impact of Nordbanken’s business operations.
The study showed various examples of the Bank’s
awareness of the importance of determined environ-
mental work. Locally initiated programs of improve-
ment had been started at many workplaces and en-
vironmentally-conscious routines were applied in many
areas. Environmental criteria for suppliers, for ex-
ample, were prescribed in the Group’s purchasing
policies and environmental considerations were shown
in disposing of obsolete equipment. The study also
showed that Nordbanken has made considerable
progress in recycling paper and using environmentally
marked paper.

Total concept

During 1996, the Bank formulated its “Guidelines for
Nordbanken’s Environmental Work” to establish more
integrated environmental management in the Group.
Nordbanken’s objectives in the area of environmental
preservation have been made known to all employees.
The guidelines are intended to serve as a point of
departure for local environmental improvement mea-
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sures. They are also designed to form the foundation
for a waining program that will provide opportunities
for all employees to improve their knowledge of
environmental issues. A special unit was also formed in
1996 to coordinate the Group’s environmental im-
provement measures.

Low risk for future demands

Active environmental work should be based on the
commitment of all employees, customer demands and
the Bank’s financial growth as well as laws and regu-
lations governing environmental concerns. Within this
framework, it is only natural for Nordbanken to accept
responsibility for the environmental impact of its
operations. Nordbanken should act in such 2 manner
whereby the Bank has little or no risk of being exposed
to future demands arising from the environmental
impact of its operations. Environmental responsibility
should be reflected in material management policies,
as expressed in energy and waste management, pur-
chasing and various other aspects of bank operations. It
also encompasses due consideration for all environ-
mental concerns in the development of new services
and products offered to customers.

Environmental risk evaluation in credit grants

In conjunction with commercial loans, environmental
risks may play a greater role in repayment capabilities of
borrowers. For this reason, environmental risk evalu-
ations must be included in the loan process and, in a
constructive manner, be incorporated in Nordbanken's
credit policy. Efforts to meet this objective were initi-
ated during the year. nEE
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During the autumn, Minister for Taxation Thomas Ostros and Urban Béchstrim,
Governor of the Bank of Sweden, were among the pariicipants
in a panel discussion on the EMU which took place at Nordbanken, During 1996,
Nordbanken intensified its preparations for the EMU during the year.
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Economic and Monetary Union (EMU)

EU efforts to establish an economic and monetary union, EMU, progressed
largely in accordance to plan during 1996. In all likelihood, a monetary union will be
established effective January 1, 1999. Sweden’s Parliament is expected to reach a
decision in the autumn of 1997 to determine whether or not Sweden will desire to participate
in the monetary union from its inceplion.

N either economic demands{or the establishment of
a COMIMON currency union - convergence criteria
— nor inadequate technical readiness seem to present
impediments to establishing the EMU.

When EMU takes effect, the national currencies
of member countries will be replaced by a single cur-
rency, the Euro. Fixed exchange rates between the Euro
and former national currencies will be determined.

The Euro will not gain complete, immediate pene-
tration, however. Euro notes and coins will not be in-
troduced uitil the expiration ofa prolonged transition
period, and are expected to be placed in circulation not
later than January 1, 2002, National currency notes and
coins of member countries will then be exchanged for
a period not to exceed six months. All cash payments
will be made in national notes and coins until Euro
notes and coins are made available.

Transition period

During the transition period from 1999 to 2001, eco-
nomic players will be free te reach agreements regard-
ing whether transactions other than cash payments
shall be carried out in Euro or national currencies. For
financial purposes, the choice of currency units is
immaterial, since fixed exchange rates have been
established; for practical purposes, however, the choice
of currency units will be extremely important, par-
ticularly for banks, Two examples: the retail trade in
member countries will probably use their respective
national currencies for pricing purpeses throughout
the transition period leading up to the introduction of
Euro notes and coins. Invoices for deliveries of goods
between EMU countries, on the other hand, will prob-
ably be quoted in Euro much sooner.

A regularly recurring characteristic of the cur-
rency union’s transition period is that large companies
will quickly adopt the Euro for most transactions, while
small companies and households, in particular, will not
convert to Eurountil the transition period’s final stages.

Nordbanken’s preparations for the introduction
of EMU are designed to secure the Bank’s readiness for
Sweden's participation in EMU, and for nen-Swedish
participation. Uncertainties surrounding Sweden’s po-
litical approach to EMLUI have made preparations more
expensive than would be the case if greater clarity
prevailed,

Regardless of whether or not Sweden joins the
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single currency union, its emergence will place signi-
ficant demands on adjustments to the product ranges
of all banks, On the practical plane, EMU membership
will require banks to convert all bank services from
SEK to Euro by the year 2002, An important part of all
pre-parations, accordingly, involves studies and evalu-
ations of the most advantageous conversion date from
SEX to Eurofor certain products, within the prescribed
1999-2001 time frame, If Sweden does not join EMU,
Swedish bankswill have to determine what products will
be exposed to large-scale demand for Euro services,
which may be expected for certain payment transfers
and financing products, On the strategic plane, studies
and analyses of EMU effects on competitive conditions
must be conducted to determine which measures
should be implemented by Swedish banks.

Nordbanken's preparations for EMU are being
conducted wherever possible within the Bank's regular
line organization. A control group and EMU secretariat
have been formed to manage and coordinate overall
preparations.

For Nordbanken, EMU will necessitate compre-
hensive analytical work to evaluate its consequences on
the Bank’s product range and subsequent future de-
velopment, testing and implementation of required I'T
solutions. EMU will also create the need for substantial
investments to train Bank employees and to produce
information for customers, particularly if Sweden de-
cides to join, There will be especially strong demands
for information during the period before the currency
union’s official start on January 1, 1999 and, again, be-
fore the introduction of Euro notes and coins not more
than three years later. Continuous information will also
be required throughout the entire transition period.

Costs

According to the Bank’s evaluations, Nordbanken's IT
costs for preparations leading up to the establishment
of EMU will total SEK. 250 M, based on the premise that
Sweden will join the currency union, Based on inter-
national evaluations of IT costs in relation to total
conversion costs, accordingly, Nordbanken'’s total costs
for EMU preparations willamount to nearly SEK 500 M.

SEK 120 M was allocated in the 1996 year-end ac-

counts for decided and contracied projects which

corresponds to the minimum level through year-end
1998.
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Profit and Profitability

In terms of earnings, 1996 was the best year ever for Nordbanken. -

Return on equity: 28%

Netincome from financial operations improved sharply
and this, together with reduced operating costs, offset
a decline in net interest income. Net commissions also
developed favorably while other income declined. Ac-
cordingly, profit before loan losses was 1% higher than
in the preceding year. At the same time, loan losses de-
clined substantially and eperating profit rose by 10%, to
SEK 7,432 M.

Net profit for the year amounted to SEK 5,375 M
(4,869), equal to SEK 29.41 per share (22.65). The re-
turn on average shareholders’equity during the year
was 27.8% (26.8).

rates also had a beneficial effect on the continuing re-
structuring of nonperforming loans. Net interest in-
come was also affected favorably by increased lending
to companies and the decline in funding costs for
fixed-income securities portfolios. However, due to the
rapid fall of interest rates during the year it was not

Trend of interest rates, 1995-1996

e Fiva-year Swedish Government bonds
m— Soven-day Stibor

Percent
12

17 =
10 &
. . . 9
Declining interest rates strengthened profits 8
The decline in long-term market interest rates had a 7
favorable i impact on the trend of earnings through the 5k
higher prices for bonds. An advantageous positioning 8
of securities portfolios contributed to the sharply higher 4 k
income from financial operations. The lower interest 8 1995 1006
Nordbanken/Condensed income statement . _ . L
o ) . B Change 4thQ 3rd O 2nd Q istQ
SEKM- =, : : 1908 1985  percent . 1996 ;. - 1998 . 1986 1998
interest income ‘Note 1 26,806 29,731 -10 6 008~ 6,645 7,248 7,005
Leasing income Note 1 1,081 1,085 i 2686 ©o261 264 270
Interest expense 'Note 1T -16,470: -18,613 -12 - 3,388 T -8,937 . -4,846 - 4,488
Net commission income .- . 2,188 2,086 4 651 -’ 524 ;508 . 505
Net lncome from financlat operattons . Note 2 1,427 678 . 110 ;284 . . ..4b68 . 440 . 245
Other income. - - . - . ... b65 632 -11 - 180 108 So211 66
Total operating income : . 15,576 15,588 0 4,002 3,859 4 023 3,502
Personnel costs ©-2,848 - 2,947 -3 -722 ' 2895 -718 -713
Other operating costs - 4,647 - 4,627 0 - 1,421 -1,104 -.1,084 - 1,038
‘Total operating costs - 7,493 - 7,674 -1 =2,943 - 1,799 24,800 °-1,751
Profit before loan losses 8,083 8,015 1 1,859 2,160 2,223 1,841
Loan losses®- =851 - 1,269 - 49 -162 - .- 229 20 - 280
Operating profit 7,432 6,746 70 1,697 . 1 9371 2243 .. 1,561
Pension adjustment -172 - 186 -8 - 42 - 44 . =40 - 486
Taxes - 1,885 - 1,691 11 - 430 -491 . -573 - 393
Net profit for the perfod 5,375 4,869 10 1,225 1,396 1,630 1,122
Note 1 . . o - S ,
Net {nterest lncomeﬂ’ 10,655 11,481 -7 2,690 2,685 2,681 2,599
Note 2 ' ' ' o ’ o
Net income from flnanclal opsratlons o o _ o
Debt extinguishrent -~ - - 595 -51 -393 - -8 ©- 84 - 110
Other realized gains/iosses : R 858 - 284 .. 250 - ‘[63 =19 464
Unrealized gains/losses™ _— § i 856 373 237 - 454 - 182
Foreign exchange galns/losses o C 282 157 ) 64 -~ 66 - B9 73
U407 678 7 " 458 C 440 0 245

Y Including ehanges In value of proper‘ty taken over far protection of c!a.’ms.

3 After deduction for depreclation according to pian on equipment feased to customers.

% Pertains to .'mmed.’a tely realizable galns/losses.

Notle, Compared v.ath prsmwsny published information, the quarfer{y figures haye been adjusted similary wilh regard ¢ Interest Incomelaxpense and net income from financlal
eperations, and with regard to net comimission income énd other operating costs. In addition, taxes per guarter have been sdjusted to reflect actugl tax for the full year,
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possible toreduce depositratesto the fullestextent; this
caused a substantial decrease in deposit margins and
contributed to the decline in net interest income.

Income

Total operating income was largely unchanged and
amounted to SEK 15,576 M. Net interest income, which
accounted for approximately 72% of revenues, after
deduction of leasing depreciation, decreased by 7%,
despite the fact that average total assets were 4% higher
than in the preceding year. The continuing gradual
decline in deposit margins during the year was the
largest negative factor. Lending margins also declined,
but to a much lesser extent. Netinterestincomewas also
affected by Nordbanken’s payment of SEK 5 billion

Trend of results

SEK M
2,500

2,000 |
1,500 §

to redeem shares at the end of October and by the
charge for the Government's deposit guarantee that
was introduced during the year. In Nordbanken'’s case,
this program resulted in a charge of slightly more than
SEK 200 M against net interest income. The overall
interest margin was 3.0% (3.3).

Net commission income rose 4% compared with the
preceding year, Among commission income, wich rose
a total of 7% to SEK 2,722 M, the trend was favorable
for securities commissions and commissions related to
restructuring transactions in the power industry, in
wich Nordbanken played an active role. Commission
expense rose 16%, to SEK 534 M, due mainly to higher
transaction volumes.

Net income from financial operations developed very
favorably. Declining market interest rates created the
environment for realized and unrealized gains totaling
SEK 1,740 M (572) in the holdings of financial current
assets. In addition, the unrealized gain on holdings of
financial fixed assets increased by SEK 839 M to SEK
845 M, but this increase is not included in the income
statement since the securities are held to maturity.
Foreign exchange gains also developed {avorably, am-
ounting to SEK 282 M, compared with SEK 157 M ayear
earlier. ’

The low interest rates justified an increase in early
extinguishments of Group borrowing, mainly through
the purchase of subsidiaries’ outstanding bonds. The
costs Tor this debt extinguishment which amounted to
SEK 595 M (51), will be offset in the future by lower

Profit and Profitability

borrowing costs. In all, net income from financial ope-
rations amounted to SEK 1,427 M (678).

Other income declined slightly, compared with the
preceding year, due in part to lower capital gains on the
sale of fixed assets.

Costs

Strict cost control and continuing programs to im-
prove productivity were contributing factors in redu-
cing costs despite the acquisition of Industrikredit at
the beginning of the year. Personnel costs declined 3%
due mainly to the year-earlier result being charged with
a cost provision of SEK 215 M for a special personnel
dimensioning program. Adjusted for this, personnel costs
increased 4%, including contractual increases in wages
and salaries, the effect of the acquisition of Industri-
kreditand the effectof taking back the handling of salary
accounts from Sweden Post. Other costs were largely un-
changed despite a provision of SEK 120 M for IT-related
EMU costs: Excluding this provision, other costs de-
clined by 2%.

Loan losses

Loan losses declined 49% to SEK 651 M. Excluding
value changes in property taken over (decline SEK I M),
the total of incurred losses, net, plus new provisions for
possible losses, fell 23% to SEK 1,860 M. Concurrently,
recoveries and reversals of provisions rose 5% and re-
presented 65% of losses compared with 48% a year
earlier. During the second quarter, the net result was
positive due to reversal of single reserve of slightly more
than SEK 500 M.

Losses in the corporate sector amounted to SEK
323 M (898). In the real estate sector, which accounted
for twa thirds of losses in the preceding year, a positive
result of SEK 162 M was posted due to the aforemen-
tioned reversal. The losses for the remainder of the cor-
porate sector was SEK 485 M (293). The trading and
service segment accounted for the greatest losses.

Net loan losses in the private sector amounted to
SEK 328 M, of which SEK 78 M pertained to losses in
mortgage loans. The comparable figures for 1995 were
SEK 371 M and SEK 90 M, respectively.

The loan loss level was 0.3% (0.5). Excluding the
single reversal of slightly more than SEK 300 M,
referred to above, the loan loss level was 0.4%.

Net profit

After costs of SEK 172 M (186} for pension adjust-
ments, profit before taxes amounted to SEK 7,260 M
(6,560). Tax expense amounted to SEK 1,885 M (1,691)
and net profit for the year was SEK 5,376 M (4,869).

Dividend

The Board of Directors proposes thata dividend of SEK.
9.50 (7.50) per share be paid for the year 1996, or SEK
1,736 M (1,613). anmm
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Since autumn 1996, buy and sell orders on stocks and
confirmation of completion of the transactions can be keyed in by telsphone
using the new Nordbanken Securities Direct service.

The range of telephone banking services available, now including
many via Internet, is constantly expanding.
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Financal Structure

At December 31, 1996, Nordbanken’s assets amounted
to SEK 368 billion, of which SEK 266 billion, or 72%,
pertained to loans and leasing.

Of the total lending, SEX 189 billion (52%) con-
sisted largely of long-term loans made via subsidiaries.
Most of this lending is financed through borrowing in
the open market, mainly in the form of bonds and
commercial paper. The borrowing is structured in such
away thatit matcheslending in terms of currencies and
fixed-interest-rate periods. Market risks are thereby
kept at a very low level. In those cases in which the
Parent Company purchases subsidiaries’ securities, the
market risks are managed by the Parent Comparny.

Of the other lending — SEK 127 billion (48%)in
the Parent Company~ SEK 28 billion consisted of loans
in foreign currencies, These loans were also financed
through matching borrowing. Lending in Swedish kro-
nor — SEK 99 billion ~ is financed through deposits
amounting to SEK 156 billton.

Surplus deposits

Surplus deposits combined with the subordinated debt
and equity capital constitute the financial platform for
the Parent Company’s long-term and short-term invest-
ment activity.

; ;nférest-bea‘ring‘s_e_cu_lr‘itr"es

Bookvalue - : Group Parent Company
Dec 31, SEKBn . 1996 1895 1908, 1995
:Lbrig-_tgriﬁ portfolios ~ 17 - 15 . 35 25
“Medium and short-term ] s
portfolios . 21 10 o7. 21
‘Subtotal . . 38 25 62 48
Trading portfolios 8 8 R - 8

Excluding Trading’s holdings of SEK 8 billion and
a smaller hedging portfolio, holdings of interest-bear-
ing securities amounted to SEK 38 billion, equal to 10%
of total assets. In addition, the Parent Company had se-
curities issued by subsidiaries amounting to SEK 24
billion, which are eliminated in the consolidated ac-
counts. Securities in the long-term portion of the
portfolio are held to maturity and classified as financial
fixed assets. They are equal in size to 1.5 times the cap-

’9

ital base. Surplus deposits are generally used for me-
dium- and short-term investments so that they will be
available for expansion of the Bank’s lending oper-
ations. These investments are classified as financial
current assets,

Benchmark for risk levels

Lossesin the loan portfolio over a business cycle should
not exceed 0.5% of lending, corresponding to about
SEK 1.8 billion; thatis, in the range of 15% of operating
profit before loan losses, or to about a 5% return on
equity.

Nor should the risk exposure in the securities
portfolio exceed SEX 1.3 billion under normal market
conditions.

Expansion is possible

To summarize, lending to companies and private indi-
viduals, together with the securities portfolios, totaled
approximately 85% of total assets. Nordbanken’s sub-
stantial surplus deposits and strong capital base will
permit a significant increase in lending.

Balance sheet
Assets
securitles
Lending
. 1995 1936
Balance sheet
Liabilities and shareholders’ equity
8EK Bn
400
350 Banks
300 Other liabiiities
250
200 Deposits
150
100
-~ Borrowing
50
0 REIT = R, Shareholders’
1995 1996 aquity
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Financial Structure

Lending

The volume of lending, excluding reverse repos,
increased by 17% during the year. Most of the increase
occurred during the last months of the year.

Customer structure of loan portfolio?

Households

Lending to households increased 5%. During the year
there was a striking shift from unsecured credits to
housing loans. As aresult, the quality of the portfolio of
loans to private individuals improved.

Lending to households

Dec. 31, SEK Bn_ 1996
Mortgage loans Lo 710
Loans secured by other collateral - 8.7
Sureties and unsecured loans ., 11.1
Total 85.8

Comparison with 1985 fs not relevant since the coding of the loan ladger of the

fermer Gota Bank was different.

Public sector

Lending to the public sector, mainly to municipalities,

Dac. 31, SEK Bn 1996 % 1995 % increased 4% during the year.
Corporate i64.1 61.7 127.2 53.8
Private Individuals 85.8 323 81.9 34.7 Lending o the public sector
Public sector 8.8 3.7 9.4 4.0 ) .
Securum/Retriva 5.8 2.2 8.7 3.7 Dac. 31, SEK Bn 1996 1999
265.5 99.9 2079 QB2 Municipalities 9.2 8.5
Swedish Government 0.1 0.4
Reverse repos 0.3 0.1 89 3.8 Other public institutions 0.5 0.8
Total 265.8 100.0 236.1 100.0 Total 9.8 8.4
1) Leans comprise foans to the publiec and financial Instituticns other than
hanks, as well as leasing. Loans alse include loans through so-called raverse
repos: spot purchases of securlties linked with sales on forward contracts, This
constitutes & short-term trading product and Is shown separately in the table,
Corporate market - "
Distribution of corporate customers, by industry
Lending to the corporate market, including State and :
municipal companies, rose by 29% in 1996. Loan vol- Pec. $1, SEK Bn 1998 * v %
ume was larger in all industries shown in the accom- Real estate
panying table except Other companies. The greater management! 52.8 32.2 45,5 35.8
part of the increase in volume was atiributable to asmall Construction? 19.1 11.6 6.8 5.3
number of large companies, The increase in Construc- Transport 15.9 9.7 13.6 107
tion was attributable to infrastructural investments, Trading and sarvice 16.9 10.3 13.9 10.0
The Real Estate sector is still the single largestindustry, Enginesring Industry  22.4 137 149 117
but its share of total borrowing was reduced dur'mg the Financial operations 1.3 6.9 8.1 6.4
year. A large part of the real estate loans pertained to Renting, consulting -
State and municipal companies. and other company R
services 18.9 1.5 .. 160 128
Other companies 6.8 41 ... B4 6.6
Total 1641 1000 1272 100.0
90f which, State and - . o
municipal companles 323 . .18.7 : ©.° 21.3  16.8
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Financial Structure

Credit risks

Risk-classified commitments

For each customer, there is a specific unit responsible
for granting credit and dealing with those under-
takings which become problem loans.

In cases where the unit judges that there is a risk of
future loss, the customer undertaking is evaluated and
classified, Such a risk classification is carried out for
company commitments and for large loans to private
individuals. Accordingly, the greater part of loans to
private households are not classified individually.

Loans that require special attention are placed in
Class 1. The closer monitering should result in meas-
ures to eliminate or reduce the risk.

A loan that a borrower is still handling well but
where the customer’s earnings and/or liquidity are
weak, and there is @ risk of significant deterioration in
financial condition, is designated a Class 2 risk. The re-
sponsible vnit must prepare a plan of action for com-
mitments of this type.

If a company or corporate group, or a private
individual, can no longer fulfill their respective obli-
gations, or if other circumstances (an application to
suspend payments or bankruptcy, for example) cause
uncertainty with respect to repayment, the commit-
ment is designated 2 Class 3 risk. A reserve is estab-
lished for such commitments. To reduce the risk of loss,
the responsible unit must prepare a plan of action to
restructure or liquidate the loan.

The totzal volume of risk-classified commitments
declined by 33% in 1996. The volume of Class 3 risks was
reduced by 40%. A special program designed to reduce
risk-classified commitments contributed to this trend,
as did the continuing decline in interest rates.

Risk-classified commitments

Dac. 31, SEK M 1096 %, 1995 %
“Class 1 8,219 37 7,520 30
Class 2 4,510 27 7,394 30
Class 3 5,897 36 9,751 40
Total 16,626 100 24,665 100

Risk class 2 and 3 by size of cornmitment, cbrporate

Dec. 31, 1995, SEK M

Interval Number % Commitment %
<1 2,650 68 1,027 10

1- 5 904 23 1,948 19
5~ 25 300 8 3,353 32
25 - 100 54 1 2,391 23
>100 9 0 1,688 16
Total 3,817 100 _ ._10,407 100

Distribution of the risk-classified volume in Classes 2
and 3 by industry show that real estate and other com-
panies are overly represented among the risk credits
compared with the corresponding portion of total cor-
porate lending. Trading and service was also dispro-
portionally represented but to a less degree.

Distribution of Class 2 and 3 risks, by industry

Dec. 31, SEK M 1996 % 1995 %
Real estate ;

management 5,889 57 8,794 51
Construction 608 6 975 8
Transport 322 3 1,155 - 7
Trading and service 1,269 12 2,293 13
Engineering industry 717 7 1,043 6
Financial operations 237 2 427 -3
Renting, consulting

and other company o :

services 223 2 -827 - 2
Other companles 1,142 11 -2438 12
Total 10,407 100 17,447 . 100

Problem loans

“Problem loans” include — in addition to “net nonper-
forming loans” (that is, after deducting for reserves) —
loans with interest deferments. The total volume of
problem loans at year-end amounted to SEK 3,120 M, a
decline of 19%.

A smaller number of large commitments are re-
sponsible for much of the volume of risk-classified
commitments; 9% of the number of Class 2 and 3
commitments accounted for 71% of the volume.

6r

Problem foans and property taken over

1998

Dec. 31, SEK M 1996
Nonperferming loans, gross 7,358 ' 9,444
Reserve for possible
loan losses - 5,128 -.6,280
Net nonperforming loans 2,231 3,154
Loans with interest deferments 889 TN
Total problem loans 3,120 3,865
Reserve as percentage of

gross nonperforming loans 70 67
Net nonperforming loans as

percentage of lending 0.8 1.3
Property taken over for ‘

protéction of claims 1477 1,035
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Nonperforming loans

Nonperforming loans are loans on which payments of
nterest or principal are more than 60 days overdue, or
vhere other circumstances cause uncertainty as to
epayment of the loan, and the value of the collateral
loes not cover the principal and accrued interest by an
«dequate margin.

"The gross volume of nonperforming loans at year-
nd amounted to SEK 7,359 M, a reduction of 2%.

Nonp erforming loans and reserves

P

December 31, SEKM U e B 1ge5
Corporate L ; R S P
Nonperformmg !oans, gross e 4,881 ... 867
Reserves for possnb!e loan iosses 03,621 . - 4,677,
Nonperiorming loans, net- et A,860 02,180
Private individuals L
Nonperforming loans, gross e 2,378 - 2,577
Reserves for possible loan Iosses ' =1,507 - 1,613
Nonperforming loans, net Lo BT 964

An analysis by industry of the volume of nonper-
»rming loans in corporate lending shows that 4.1% of
>tal lending to the real estate sector is classified as
onperforming while the corresponding amount for
1e trading and service sector was 4.5%.

Monperformmg loans, corporafe, by Industry_ § o i
oo Percent

Jecember 31, SEKM . Do S o -_-.of[anding
Jeal estate management X - R &
Sonstruction T - e
fransport *. .~ - . o ey 17
lrading and service 782 .45
=ngineering industry 415 1.8
“Inanclal operations 396 2.7
3enting, consuiting and B A
other company serwces o . L8s. 10
Jther compantes o "'_287‘ A
fotal, . .- oo 4981 -0 29

onperforming loans in the household sector are
istributed in the table below into three categories:
lortgage loans, loans with other collateral as well as
nsecured loans. The table shows that risk-taking is
»siderably lower in granting housing mortgages than
‘her loans.

lonperforming foans, households -
: R : : “'Percent

lacember 81, SEKM _. | : S of Eendlng
fortgage loans . 1,057 s
-oans against other collateral  © . . - .51 S
iureties and unsecured loans 1,270 10.3
otal U s Tar

In the case of nonperforming loans, a loss reserve
established in an amount equal to the amount that it
estimated would not be covered by the collateral if the

62

loan was liquidated, Individual evaluations are made of
corporate commitments and large loans to private indi-
viduals, The total credit-risk is estimated statistically for
each category of household nonperforming loans,

The reserve for corporate commitments was re-
duced during the year as a result of a decline in non-
performing loans. This portion of the total reserve at
year-end amounted to SEK 3,621 M, which corresponds
t0 a reserve ratio of 73%. The reserve for nonperform-
ing loans to household was also reduced in nominal
figures, amounting at year-end to SEK 1,507 M, corre-
sponding to an unchanged level of 63%.

In connection with the acquisition of Industri-
kredit, the volume of nonperforming loans increased
in a gross amount of SEK 774 M and a net amount of
SEK 460 M. These volumes were reduced gradually dur-
ing the year. The acquisition also resulted in an in-
crease of SEK 367 M in the volume of “property taken
over for the protection of claims.”

The table below illustrates how the volume of non-
performing loans changed during the year. From and
including the second quarter of the year “additions” of
nonperforming loans gradually declined and they were
lower than reductions of loans.

Nonperformmg loans, add:tions and reductrons gross,
in 1996 .

SEK Bn . o : . .Corporate ' Private Total

First quaftar - Additions 07 03 1.0
o Reductions =~ 10.6'° =04 " -07
Second quarter Additiobs 08 04 12
_ © Reductions ~14  -04 -1.8
Third quarter * Additions = ' 0.6 93 098

Reductions - 208 ~ -04 ° -12
Fourth quarter Additions 04 02 08

Reductions = 1.0 208 ~1.5
Change in remaining balance ~ - 0.6~ 0.0  -0.6

Interest-bearing securities

Current assets

The greater part of Nordbanken’s interest-bearing se-
curities are managed in the Parent Company’s invest-
ment portfolio, based on a short- to medium-term
investment horizon. In the trading portfolio, readily
marketable positions are handled on customer or
proprietary accounts to take advantage of short-term
fluctuations in interest rates.
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