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PUODO GROUP BUSINESS IDEAR

The PVO Group (PVO) is an energy firm owned by
the Finnish export industry and its domesticlocl-level
cooperation partners.

PVO energy procurement is based on various and
diversified energy sources Hydro and nuclear power play a
central role in electricity production, but also coal, gas and
biomass, peat and oil are used as power production fuels.

PVO is in charge of technical design of its own power
plants and grids, and is also engaged in production machinery
control and grid supervision, as well as in energy-related
operating centre services PVO also provides these services
to outside clients.

Continuous maintenance, top-level expertise and
technology guarantee high plant utilization rates and low

environmental impact.
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CAPACITY
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CAPACITY 1996 3033 MW

[ Condensing and back-pressure power 45%

B Nuclear 27%
M Hydro 13%
I Gas turbine 5%
M Industrial cogeneration 10%




GROUP KEY FIGURES

POHJOLAN VOIMA OY SHAREHOLDERS AND DISTRIBUTION OF SHARES

ON FEBRUARY 1, 1997 IN PERCENTAGE

Shareholders A B © D g H Total %
Abhlstrom Energy Ltd 3.63 0.50
Enso Oy 20.55 13.83 16.04 100.00 2851  0.04 20.26
Eteli-Pohjanmaan Voima Oy 519 349 470 149 20.71 4.27
City of Helsinki 10.60 1.47
Pension Insurance Company Ilmarinen Ltd 18.04 4.47
Kemira Oy + Neliapila S.R. 840 565 643 052 642 6.14
City of Kokkola 198 133 201 0.30 10.35 1.66
Kotkan Energia Oy 9.97 1.38
Kymppivoima Oy 8.23 040 823 215
Oy Kyro Ab 0.74 0.74 0.19
Oy Metsi-Botnia Ab 286 193 230 0.18 230 212
Metsi-Serla Oy 12.77 0.27 2.52
Myllykoski Oy 9.98 1.38
Perhonjoki Oy 198 133 179 026 20.54 1.68
City of Pori 4.42 038 442 1.18
Piijit-Hameen Voima Oy 1.02 6.12  25.00 1.29
UPM-Kymmene Oy 59.04 59.67 3428 2347 125 46.80
Vantaan Energia Oy 3.92 0.54
Total 100.0  100.0 100.0 100.0 100.0  100.0 100.0

POWER PROCUREMENT 1996 15282 GWh

B Hydro power 10%
I Nuclear power 44%
[ Condensing and back-pressure power 36%
B industrial cogeneration 6%
I Gas turbine 0%
B imports 0%

Replacement and temporary purchases 4%




FROM THE PRESIDENT

FACING NEW CHALLENGES

Pohjolan Voima has performed a substantial and labo-
rious company arrangement which has given birth to
the PVO Group. Focusing on power production and
procurement, the company now has sufficient resources,
expertise and competitiveness to meet the newly liber-
alized market. The PVO Group started to prepare it-
self for the new situation by intensifying all aspects of

its operation in due time in the beginning of the 1990s.

The Finnish Parliament’s negative decision on
nuclear power in 1993 led to a difficult reconsideration
related to large-scale power plant construction. From
the environmental point of view, it is difficult, if not
impossible, to find a fuel that would be more rational
than nuclear power. The realistic remaining alternatives
were the modernization of existing power plants and
the preparation of coal and gas-fueled power plant
construction. To meet the increasing demand for elec-
tricity, the PVO Group continues to implement its
major investment program to ensure the supply of se-
cure and stable-priced electricity.

By the end of this decade, almost all complemen-
tary investments in existing power plants will be made
whereafter the PVO Group intends to start new large-
scale power plant construction. The new power plants
are needed because the annual aging rate of the exist-
ing power plants is over hundred power plant years,
and at the same time electricity consumption is in-
creasing as power plant technology is developing. The
possibility of increasing electricity imports to some ex-
tent by imports always involves a certain price and
availability risk.

While large-scale power plant solutions may be
the most profitable, they involve the largest risks at the
company level. The major economic risk in power

plants is constituted by taxation, which has varied



FROM THE PRESIDENT

depending on the currents in politics and financial
needs of governments. In 1996, Finnish energy taxes
were not based on the origination principle, nor have
they had any environmentally-relevant effect on the
orientation of electricity production. In the early
1990’s Finland levied extremely severe environmental
taxes, one of the justifications being that Finland want-
ed to constitute an example in environmental taxation.
In its policy, Finland was left alone, followed only by
countries which had electricity production based on ei-
ther hydro or nuclear power. Finland did not become a
global trailblazer. The tax experiment did not have

any effect other than the economic damage caused to
the energy business.

For electricity producers, the 1997 energy tax so-
lution represents a return to the former practice. The
new taxation method strengthens the competitiveness
of Finnish production to the level of foreign producers.
However, the energy tax load levied on Finnish indus-
try remains higher than in competitor countries. It is
to be hoped that in the future Finnish energy taxation
will be harmonized with the EU and competitor coun-
tries in order not to give a competitive edge to industry
operating in other countries.

Towards the end of 1996, the long negotiations
conducted with the Ministry of Trade and Industry

and Imatran Voima Oy on the establishment of

Suomen Kantaverkko Oy were finalized. Once
realized, the national grid will give all parties equal
electricity import and export opportunities. The new
arrangement would mean the materialization of a
long-term pursuit of power transmission liberalization,
and it would also involve the elimination of a major
friction factor and a historical set-up in Finland.

While Scandinavian electricity market continue
to become more open, operations tend to be central-
ized in large state-owned companies which has a dec-
reasing effect on competition for the consumer’s point
of view. The Swedish and Norwegian national grid
operations, not organized in corporate form, are under
strong state supervision which tends to blur the opera-
tions in market terms. In this respect the development
does not seem favorable, and the eventual Swedish
nuclear energy decisions with the respective end condi-
tions will further limit the market-determined opera-
tions.

The PVO Group operations reached the objec-
tives which had been set. Our competent personnel

and cooperation-minded interest groups deserve credit
for this.

— %"QA

Timo Rajala



BOARD OF DIRECTORS

Front from the left: Heimo Karinen, Juhani Pohjolainen, Tauno Matomiki, Rauno Hakkila.
Back from the left: Timo Rajala, Sven Sohlstrém, Timo Poranen, Kalervo Koukkari (secretary of the board of directors).

ORDINARY MEMBERS

Tauno Matomiki Jukka Hirmili Rauno Hakkila Heimo Karinen
Chairman of the Board Chief Executive Officer, Chief Executive President
Vice Chairman of the Officer
Board
Timo Poranen Heikki Sara Sven Sohlstrém
Chief Executive Senior Vice Chief Executive
Officer President Officer
DEPUTY MEMBERS
Juha Niemeli Juhani Pohjolainen Mikko Lind Esa Tirkkonen
Chief Executive Deputy Chief Chief Executive Deputy Chief
Officer Executive Officer Officer Executive Officer
Juhani Yli-Paavola ~ Martin Granholm Juhani Paananen
Chief Executive Deputy Chief Director
Officer

Executive Officer

AUDITOR

SVH Coopers & Lybrand Oy,
Authorized Public Accountants
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EXECUTIVE OFFICERS

Timo Rajala
M.Sc. (Eng.)

Kalervo Koukkari
LL.M.
Trained on the Bench

Matti Kaisjoki
M.Sc. (Eng.)

Aappo Kontu

M.Sc. (Eng.)

Arto Piela

Master of Laws

Minna Korkeaoja
M.Sc. (Econ.)

Timo Viinimé

M.Sc. (Eng.)

GROUP ADMINISTRATION

Arto Piela Timo Vainamo
Executive Vice President
Corporate Strategy,
Fuels and Procurement,
Communications

Executive Vice President
Production *

Matti Kaisjoki

Executive Vice President
Operations and
Transmission

Minna Korkeaoja

Executive Vice President
Group Controller

Aappo Kontu

Executive Vice President
Engineering

*) Nuclear power, Managing Director Mauno Paavola
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REPORT OF THE BOARD OF DIRECTORS

OPERATIVE ENVIRONMENT AND THE
OUTLOOK FOR THE NEAR FUTURE

In 1996 the Finnish consumption of electricity was 70
TWHh, a 1.6 percent increase on the previous year. In-
dustry and construction accounted for 37 TWh, or 54
percent, of total electricity consumption. Compared
with 1995, industrial consumption remained at the
same level.

The Pohjolan Voima Oy’s electricity acquisition
in 1996 was 15 TWHh, representing a 12 percent in-
crease on the previous year.

Finnish export industry’s capacity utilization rate
is expected to grow in 1997, and recovery of domestic
industry is anticipated. It is estimated that industrial

electricity consumption will increase.

CHANGES IN GROUP STRUCTURE

Finnish Government, Imatran Voima Oy and Pohjo-
lan Voima Oy established the nationwide power trans-

mission company Suomen Kantaverkko Oy. At the

initial stage, Pohjolan Voima owns 40 % of the com-

pany’s shares. Before the operation is launched, the
ownership basis of the new company is going to be ex-
panded by directing a shares issue to institutional in-
vestors. The deal for the national grid property and
cross-border transmission lines will probably be final-
ized in the latter half of 1997. Property transfers can
be made if taxation decisions and transmission condi-
tions applied on the cross-border lines are satistactory
to all parties.

In the context of the transmission business ar-
rangements, a decision was made at the beginning of
1997 to launch measures to merge the PVO Group re-
gional grid companies and Teollisuuden Voimansiirto
into Pohjolan Voima.

On January 2, 1996 Mussalon Voima Oy took
over the Mussalo and Tolkkinen power plant business
operations. Due to the application of new legislation
related to business operation transfers and to the ad-
vance ruling requested from the central taxation com-
mittee, the share capital amounting to 243.6 million
Finnish markka was subscribed as a net value non-cash

issue and registered only towards the end of August.




REPORT OF THE BOARD OF DIRECTORS

Employment was good at PVO Engineering Oy,
a company which started operations during the finan-
cial year. The company operations are divided in four
sectors: power plant projects and technology as well as
grid and information technology. The company has
several hydro and thermal power plant projects as well
as power grid projects under way.

PVO Engineering Oy bought the majority, or
55 percent, of the Ramse-Synton Oy shares, a compa-
ny engaged in security and risk analyses, maintenance
and operating systems as well as information manage-
ment systems. Moreover, Ramse-Synton is a consul-
tant involved in power plant annual maintenance sys-
tematics and environmental protection systems. As
from the beginning of 1997, the company name was
changed to Ramse Consulting Oy.

In December 1996, Teollisuuden Voimansiirto
sold part of its Suomen Voimatekniikka Oy shares to
Himeen Sihké Oy. After the transaction, Teollisuu-
den Voimansiirto owns 33 % of Suomen Voimatek-
niikka. The fact that the IVO Group took over the
third owner, Linsivoima Oy, at the beginning of 1997
will probably lead to changes in the Suomen Voima-

tekniikka Oy ownership structure.

OTHER OPERATIONS

In May PVO signed a contract with RAO ESS Ross
on electricity imports from Russia. The supply should
start in late 1997. At first electricity will be imported
at 150 MW capacity to the annual total of 1 TWh.
After two years the imports will double. The seven-year
contract is subject to a strengthening of the transmis-
sion grid, which involves certain factors of uncertainty.
In September the PVO shareholders made an
electricity export contract with the Swedish companies

Graningeverkens Ab and Skellefted Kraft Ab. The
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power user services related to the exports were taken
care of by Linsi-Suomen Yhteiskiytté Oy. Towards
the end of the year, Linsi-Suomen Yhteiskiytto Oy
became a member of the Norwegian-Swedish elec-
tricity exchange, Nord Pool ASA, and launched non-
regular electricity sales on the exchange daily market.
The arrangement improved acquisition optimization
of PVO shareholders. However, the level of costs
incurred for cross-border power transmission had a

limiting effect on the electricity sales.

PENDING LEGAL ACTIONS

Towards the end of 1996 the PVO subsidiary lijoen
Voima Oy filed an action for damages against the
Finnish Government due to a breach of contract relat-
ed to the River Rapids Protection Act. The contract
between Pohjolan Voima and the Finnish Government
on the construction and regulation of the Iijoki River
was signed in 1959. In Iijoen Voima’s opinion, the
Finnish Government violated the contract unilaterally
by enacting the River Rapids Protection Act that took
force in 1987.

Diverting from PVO’s regular taxation for 1995,
the Uusimaa county tax authority increased the com-
pany’s taxable income because the tax authority consid-
ered part of the electricity distribution sales price to be
goodwill. An appeal has been lodged against the tax
authority decision. The appeal was approved at the
end of February, and the decision is not legally final.
However, the Financial Statements do not include the
taxes for previous financial periods, which would have
amounted to 14.0 million Finnish markka. For this fi-
nancial period, 0.4 million Finnish markka worth of
taxes have been entered, to be paid on the difference of
the 1996 taxable income and the 1995 loss, to be con-

firmed.



REPORT OF THE BOARD OF DIRECTORS

PROMOTING THE SECTOR’S INTERESTS

In May, companies operative in the power and district
heating business founded their joint central federation
to promote the sector’s interest in business and labor
policy. Traditionally, the energy sector companies have
been members of several associations and organizat-
ions in the field. The defined purpose of the new En-
ergy Business Central Federation Finergy is to promote
the business and labor market policy interests of its mem-
bers, to develop power and thermal energy production
and transmission, as well as to promote strategically im-

portant national energy production development.

FUTURE PROSPECTS

To satisfy the growing electricity needs of the PVO
shareholders, the company is presently investigating
the feasibility of either combined coal and gas-fueled
or simple coal-fueled large-scale power plants. The
alternative plant locations are the Finnish localities
Mussalo, Kotka and Tahkoluoto, Pori as well as Kristii-
nankaupunki. No investment decision has yet been
made but the evaluation procedure related to environ-
mental impact of each project alternative has already
been launched.

UPM-Kymmene Oy, Oy Katterné Ab, Granin-
geverkens Ab, Skellefted Kraft Ab and PVO have de-
cided to investigate the feasibility of a joint power plant
operating on biomass, to be eventually constructed in
Alholma, Pietarsaari. During the nearly two-year in-
vestigation phase, the project’s environmental impacts
will be evaluated, the necessary permits will be pre-
pared and a technical-economical profitability analysis
of the project will be made. In February 1997 a joint
company, Oy Alholmens Kraft Ab, was founded for

this purpose.
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PRODUCTION

Pohjolan Voima supplies the electricity produced at the
power plants of its subsidiaries and associated compa-
nies to its shareholders at cost, corresponding to their
shares entitling them to the subsidiary and associated
company production.

The breakdown of the Group electrical capacity

and acquisition of electricity were as follows:

ELECTRICAL Dec 31,1996 Share in Dec 31, 1995 Share in
CAPACITY MW % MwW %
Hydro power 382 13 382 13
Nuclear power 832 27 807 28
Condensing and

back-pressure power 1348 45 1345 46
Industrial cogeneration 315 10 222 8
Gas turbine power 156 5 156 5
Total capacity 3033 100 2912 100
ACQUISITION  Dec 31,1996 Share in Dec 31, 1995 Share in
OF ELECTRICITY GWh % GWh %
Hydro power 1500 10 1529 11
Nuclear power 6725 44 6313 46
Condensing and

back-pressure power 5511 36 3946 29
Industrial cogeneration 968 6 1340 10
Gas turbine power 1 0 2 0
Imports 0 0 0 0
Compensation and temporary

purchases 577 4 616 4
Total 15282 100 13 746 100

The PVO Group power plants worked uninter-
rupted, and power transmission using the company
grid was without incident.

Procurement of nuclear power grew as the Olki-
luoto number one unit started a long-term experiment
in the summer with 105 percent capacity level in con-
nection with the modernization project. Increase in
thermal energy production grew because the entire
production of the Eteld-Suomen Voima Oy plants,
merged towards the end of 1995, was included in the

production figures.



REPORT OF THE BOARD OF DIRECTORS

The amount of coal procured and stored to meet
the needs of the various Group plants should be suffi-
cient until May, 1997. Poland was the main source of
coal. In order of volume, the other countries were Co-

lumbia, Russia and the United States.

ENVIRONMENTAL ISSUES

Environmental legislation continues to be rapidly re-
formed. The basis of energy taxation was reformed,
and the amendments of the Air Protection Act and
Statute imposed an air permit obligation on power
plants. New air quality standard values took force. The
fundamental reform of the Environmental Protection
Act took its final form. Moreover, a very important re-
form of the environmental permission system was pre-
pared.

Production, processing and storing of by-products
became subject to permissions on the basis of the Waste
Act in force since 1994. Seven respective waste permit
applications were submitted to the regional environ-
ment centers. There are several energy production re-
lated legislative projects being prepared within the EU.
The preparation rate of international and national cli-
mate policy accelerated.

Due to the growing need for electricity, the pro-
duction of fuel-based power increased, causing an in-
crease in air emissions. However, sulfurous emissions
remained at a level that corresponds to two-thirds of
the approvable authorized emissions. Nitrogen oxide
emissions were also below to the limits set. Particle
emissions decreased by a fourth.

Group personnel continued to receive environ-
mental training. The management environment day
was organized for the third time. The environmental
training program for power plant key persons was

completed at the Seinijoki, Tahkoluoto and Mussalo
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power plants, and a decision was made to implement a
similar program in other plants.

Environmental management was developed in ac-
cordance with the ISO 14001 standard. Plant environ-
mental audits were started. A separate environmental

report was written on the environmental issues.

INVESTMENTS

PRODUCTION EQUIPMENT
AND POWER TRANSMISSION GRID

Investments totaling 472.4 million Finnish markka
were made in production equipment and power trans-
mission.

Nokian Limpévoima Oy’s partly new and partly
complementary investment, whereby the present plant
will be transformed into a combined cycle natural gas-
fueled plant, proceeded according to the timetables.
By the end of the year, 89 percent of machinery acqui-
sitions were made, and the construction work was com-
pleted, except for the finalizing work to be done in
spring 1997. The plant will be completed in October
1997. The investment is financed principally through
a leasing arrangement.

The Veitsiluodon Voima Oy new Kemi plant was
commissioned in September. The so-called optimal
technology solution will diminish the plant’s particle
emissions significantly, and other emissions will also be
low. The corresponding Oulun Voima Oy investment
will be completed in spring 1997.

The lijoen Voima investment in a third unit in
Raasakka has proceeded according to plan. The pro-
ject is to be completed in the spring of 1997.

Teollisuuden Voimansiirto launched the Vaasa-

Kokkola 400 kV power grid project by starting the
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work on the line from Tuovila to Ventusneva as well as
from Kymi to Vainikkala on the Finnish eastern bor-
der. The Tuovila-Ventusneva line will be completed by
the end of 1998. The Kymi-Vainikkala line is part of

PVO’s Russian electricity import contract.

ASSOCIATED COMPANIES

Vaskiluodon Voima Oy will expand the Vaasa power
plant through the installation of a new 230 MW tur-
bine. The present 160 MW turbine will be joined to
the oil-fired boiler currently out of use, and the new
turbine will be joined to a oil-fired boiler. The cost of
the extension, to be completed in November 1998, is
about 500 million Finnish markka. The old turbine
and oil-fired boiler will be sold to PVO-Huippuvoima
Oy, a company established by PVO during the finan-
cial year.

The modernization project launched during the
previous year at the Teollisuuden Voima Olkiluoto
power plant unit continued. The objective of the pro-
ject is to monitor the plant safety level, to increase its
production capacity and to ensure its long-term opera-
tion. One target of the modernization project, to be
completed in 1998, is to increase the capacity of the
Olkiluoto power plant by 250 MW.

ECONOMY

Group turnover was slightly lower than in the previous
year. Electricity sales decreased because the distribu-
tion operations, formerly part of the Group, were sold
towards the end of 1995 and because electricity cost
diminished. Other sales increased as a result of the
liberated electricity market, reflected in the increase in

both Teollisuuden Voimansiirto and Linsi-Suomen

Yhteiskiytto turnover.
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On December 31, new laws were issued on the
amendment of the excise taxes on liquid fuels and on
excise taxes levied on electricity and certain fuels. The
Ministry of Trade and Industry also published its deci-
sion concerning the own use equipment of power
plants. These laws meant a total reform of the Finnish
energy taxation system. Taxes are no longer levied on
energy sources but on the final product, or electricity.
This legislative amendment will be clearly reflected in
the decrease in the PVO Group turnover in 1997 since
consumers will be charged with the electricity tax.

During the financial year, PVO sold the Tolkki-
nen steam power plant, acquired through the merger of
Eteli-Suomen Voima Oy, to Porvoon Energia Oy, and
the respective district heating operations in the Porvoo
rural commune area to the Porvoo Energy subsidiary
Porvoon Seudun Limpé Oy.

Group liquidity was good, and its financial situa-
tion remained unchanged during the financial year. At
the end of the financial year, net liabilities subject to in-
terest were 3 310.8 million markka, 84.8 percent of
which were Finnish markka loans and the rest foreign
currency loans. Financial expenses decreased by 108.6
million markka from the previous year. This was a re-
sult of generally lower interest rates but also of the fact
that the funds obtained for the sale of distribution op-
erations at the end of 1995 were used for accelerated
repayment of long-term loans. Realized exchange rate
gains also contributed to the decrease. Long-term
loans decreased by 320.5 million Finnish markka,
bonds accounting for 30.0 million Finnish markka.

Equity ratio was 49.7 percent at the end of the
financial year. The Group realized 15.1 million markka
worth of exchange rate gains from its foreign currency
loans. Unrealized foreign exchange gains, entered in

the balance sheet valuation items, were 25.6 million

markka.
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SHAREHOLDERS” EQUITY AND SHARES

The following share issues were subscribed to during
the financial year:

- establishing of the series H with 250,000 shares;
2 2.5 million Finnish markka bonus issue directed to
Enso Oy, Eteli-Pohjanmaan Voima Oy, Kemira Oy as
well as to the pension fund Neliapila S.R., the City of
Kokkola, Kymppivoima Oy, Oy Kyro Ab, Oy Metsi-
Botnia Ab, Perhonjoki Oy, the City of Pori and UPM-
Kymmene Oy.

In the bonus issue, the shareholders obtained new
series H shares in proportion to the existing series C
shares in their possession.

In December UMP-Kymmene sold 1.5 million
series C shares to Elidkevakuutusyhti6 (Pension Insur-
ance Company) Ilmarinen which became a new PVO
shareholder with its 4.5 percent share. At the same
time, UPM-Kymmene Oy’s share decreased to 47.4
percent.

During the financial year, some transactions in-
volving the series C and H shares were made among
the shareholders. These transactions did not have any

essential effect on the breakdown of PVO’s owners.

PERSONNEL

The Group employed an average of 915 persons, 492
of whom were salaried employees and 423 were wage-
earners. For the parent company, an average of 94 per-
sons were employed: 81 salaried employees and 13

wage-carners.

During the financial year, the following wages

and salaries, including fringe benefits were paid:

(millions of Finnish markka) Group  Parent company
Board and

Managing Director 5462491 1730 637
Other company

employees 156 396 965 19 642 646

At the end 0of 1996 and in the beginning of 1997,
the Group Helsinki offices were concentrated in the

former UPM-Kymmene Oy Mikonlinna property at

the Helsinki Railway Station Square.
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PRINCIPLES USED IN THE ACCOUNTS FOR 1996

SCOPE OF THE CONSOLIDATED
FINANCIAL STATEMENTS

These financial statements consolidate the parent com-
pany and all companies in which the parent company
directly or indirectly holds more than half of all votes
secured by the shares, or which it otherwise controls as
referred to chapter 1, section 2 of the Companies Act.

The consolidated financial statements include the
present associated company Suomen Voimatekniikka
Oy (former name TVS-Tekniikka Oy) for the two first
months of the year in which that company was still a
subsidiary. Ouko Oy, the company merged during the
financial year is included in the consolidated financial
statements until the date of the merger. Ramse Con-
sulting Oy is included in the consolidated financial
statements as from the date of its acquisition.

The group subsidiaries and associated companies
are listed under section 15 of the Notes to the Finan-

cial statements

ACCOUNTING PRINCIPLES OF THE
CONSOLIDATED FINANCIAL
STATEMENTS

MUTUAL SHARE OWNERSHIP

The consolidated financial statements have been com-
piled according to the past equity method. The price
in excess of the equity of the subsidiary has been capi-
talized in full. This consolidation difference will be de-
preciated in accordance with the depreciation plan of
the said fixed asset item. The depreciation of the con-
solidation difference, changed into merger-related loss-
es during the financial period, was continued accord-

ing to the original depreciation plan.

INTERNAL TRANSACTIONS AND
MARGINS

The group’s internal transactions, group receivables and
liabilities and margins on internal services have been

eliminated.

MINORITY INTERESTS

Minority interests have been excluded from the consol-
idated shareholders’ equity, and they are presented as a

separate balance sheet item.

ASSOCIATED COMPANIES

Associated companies have been consolidated accord-

ing to the equity method.

ITEMS IN FOREIGN CURRENCIES

The value of the foreign currency debts and receivables
as well as liability engagements has been adjusted to
the Bank of Finland exchange rate quoted on the date
of the financial statements. Part of the non-realized
exchange rate differences have been entered in the
Value Adjustments of the balance sheet.

INVENTORIES

According to the FIFO principle, the value of invento-
ries has been adjusted to correspond to the direct ac-

quisition cost.

FIXED ASSETS

The fixed assets have been recorded in the balance
sheet at their original acquisition cost value less the
planned depreciation. The revaluations of fixed assets
are included in the balance sheet values.

Planned depreciation is calculated according to
estimated economic life. Economic lifetimes have been

defined as follows:

- hydro power plants 40 - 50 years
- thermal power plants 25 years
- cogeneration power plants 4 - 25 years
- power grids 30 - 40 years
- other fixed assets 5 - 15 years

In implementing the depreciation plan, the annual uti-

lization of each plant has also been accounted for.



NOTES TO THE CONSOLIDATED FINANCIAL STATEMENTS

Group Parent company
in millions of Finnish markka 1996 1995 1996 1995
(1) TURNOVER

Sales of electricity 2556.4 27832 2555.7 24252
Sales of heat 328.8 368.0 273.9 301.4
Other sales 395.6 190.2 21.0 12.5
3280.8 3341.4 2 850.6 27391

(2) PERSONNEL COSTS
Wages and salaries 169.5 195.1 20.4 20.8
Pension costs 31.2 36.2 5.0 4.6
Other indirect employee costs ” 19.0 33.1 1.7 2.9
Personnel costs in Income Statement 219.7 264.4 27.1 28.3
Fringe benefits 1.2 1.4 0.6 0.5
Total personnel costs 220.9 265.8 27.7 28.8

V Reference figures have been changed. Only statutory costs are included in other indirect employee costs.

See Annual Report for management salaries.

(3) DEPRECIATION
Planned depreciation

Other long-term expenses
Buildings and constructions
Canals, dams, basins, etc.
Machinery and equipment ?
Securities included in fixed assets
Value adjustments

? Reference figures have been changed. Depreciation on consolidation difference (asset) of
associated companies are in Income Statement under “Share in results of associated companies”

Change in depreciation difference
Other long-term expenses
Buildings and constructions
Canals, dams, basins, etc
Machinery and equipment ¥
Securities included in fixed assets

? In 1994 part of the increase in depreciation difference was recorded as an increase of consolidated unre-

stricted equity. In 1996, this recording has been partly adjusted.

(4) GROUP INTERNAL FINANCIAL INCOME
Net financial income from group companies

Net interest income from long-term investments

Net interest income from short-term investments

Financial expenses paid to group companies
Interest expenses

(5) OTHER OPERATING INCOME AND EXPENSES

Other operating income
Gains from sales of fixed assets

One-off depreciation corresponding to profit
from assignment

Total other operating income and expenses

123 20.8 0.9 0.8
173 188 0.3 0.4
5.7 6.2 0.2 0.1
201.4 223.0 1.8 6.9
5.4 22 2.7 0.2
0.2 - - -
2423 271.0 5.9 8.4
0.9 2.0 0.3 03
-22 - 6.7 -26 - 02
-31 13 - 48 -0.1
64.5 323 - 331 17.8
5.1 16 23 16
55.0 30.5 425 18.8
133.0 117.3

12 0.1

48 3.9

30.9 15.9 =231 0.5
- 339.2 - 282.5

- - 2825 - 2825

- 56.7 - 0.0
30.9 72.6 =231 0.5

Reference figures have been changed. The sales of fixed assets included in extraordinary items in the previous
year’s financial statements are now included in other operating income.
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(6)

in millions of Finnish markka Canals,
dams,

Other tunnels,

long- Buildings harbors Machinery
TANGIBLE AND INTANGIBLE Land and term and con- and and
ASSETS water areas  expenses  structions waterways equipment
GROUP
Acquisition cost on Jan 1 21.7 163.9 743.7 1386.2 37147
Increases 3.9 14.9 32.8 0.8 318.8
Decreases -42 0.0 -55 -82 - 30.8
Acquisition cost on Dec 31 21.4 178.8 771.0 1378.8 4002.7
Accumulated depreciation difference
according to plan on Dec 31 = -56.2 -72.0 =252 - 730.6
Book value on Dec 31, 1996 21.4 122.6 699.0 1353.6 32721
Book value on Dec 31, 1995 21.7 120.2 688.2 1366.7 3213.9
Accumulated difference between total
and planned depreciation on Jan 1 = 57.5 33.6 18.7 1002.9
Increase in depreciation difference - 2.8 1.8 1.6 143.7
Decrease in depreciation difference = -1.8 -4.0 -48 -79.2
Accumulated difference between total
and planned depreciation on Dec 31 = 58.5 31.4 15.5 1067.4
Revaluations included in the acquisition
cost on Dec 31 394.2 1182.3
Production machinery and equipment on Dec 31 3191.7
PARENT COMPANY
Acquisition cost on Jan 1 52 21.5 61.1 9.8 884.6
Increases 3.3 2.6
Decreases in business transfer -3.0 -17.9 -51.3 -1.4 - 839.5
Other decreases -12 0.0 -55 -8.1 - 34.5
Acquisition cost on Dec 31 1.0 6.9 4.3 0.3 13.2
Accumulated depreciation according
to plan on Dec 31 -34 -1.8 -0.3 -9.5
Book value on Dec 31, 1996 1.0 3.5 2.5 0.0 3.7
Book value on Dec 31, 1995 5.2 19.1 59.6 9.8 876.8
Accumulated difference between total
and planned depreciation on Jan 1 13.7 11.5 5.0 404.0
Increase in depreciation difference 0.3
Decrease in depreciation difference
in business transfer -13.6 -9.5 -0.2 - 370.7
Other decrease in depreciation difference 0.0 -2.6 -4.8 -33.1
Accumulated difference between total
and planned depreciation on Dec 31 0.4 -0.6 0.0 0.2
Production machinery and equipment on Dec 31 2.9
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in millions of Finnish markka

1996

Group
1995

Parent company

1996

1995

TAXABLE VALUES OF FIXED ASSETS
Taxable value of fixed assets

Real estate

Shares and shares in associated companies

(7) LONG-TERM LOAN RECEIVABLES
Group companies
Loan recervables
Capital loans

(8) VALUE ADJUSTMENTS
Exchange rate losses on Jan 1
Increase from Jan 1 to Dec 31
Decreases from Jan 1 to Dec 31

Exchange rate losses on Dec 31

Interests during construction
Increases from Jan 1 to Dec 31
Decreases from Jan 1 to Dec 31

Interests during construction on Dec 31
(9) CURRENT ASSETS

Receivables falling due within one year
or later
Loan receivables

Receivables and debts/group companies
and associated companies

Sales receivables/group companies
Sales receivables/associated companies
Loan receivables/group companies
Loan receivables/associated companies
Deferred assets/group companies
Other receivables/group companies

Short-term accounts payable/group companies
Short-term accounts payable/associated companies
Deferred liabilities/group companies

Other short-term liabilities/group companies
Other short-term liabilities/associated companies

(10) SHAREHOLDERS' EQUITY

RESTRICTED EQUITY
Share capital on Jan 1
Transffér from share issues
Bonus issue
Decrease of share capital

Share capital on Dec 31

30

13399
344.8

1274.9
272.4

5.4
1237.4

30.9
689.6

1684.7

1547.3

21.4
-21.4

1242.8

2 336.6
45.0

720.5

2 147.6
45.0

0.0

21.6

450.2

333.5
2.5

462.2

7.7
6.5

232.7
47.6

315.0
19.5

-1.0

450.7

MbONO O N
e oo

148.1
251.6
1.6
58.3

333.5
2.5

462.2

W N
T2 =Y
© = o 0

315.0
19.5

-1.0

336.0

333.5

336.0

333.5
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Group Parent company
in millions of Finnish markka 1996 1995 1996 1995
Share issue on Jan 1 0.0 0.0 0.0 0.0
Transfer to share capital - -19.5 - -19.5
Transfer to reserve ffl)md - -225.5 - - 2255
Share issues during financial period - 245.0 - 245.0
Share issue on Dec 31 0.0 0.0 0.0 0.0
Reserve fund on Jan 1 1672.4 1515.6 1651.7 1435.2
Issue gain from share issues - 246.3 - 225.5
Decrease of reserve fund - -9.0 - -9.0
Bonus issue -2.5 - -2.5 -
Adjustments related to merger ¥ - - 80.5 - -
Reserve fund on Dec 31 1669.9 1672.4 1649.2 1651.7
Revaluation fund on Jan 1 1 300.0 1 300.0 1 300.0 1 300.0
Revaluation fund on Dec 31 1 300.0 1 300.0 1 300.0 1 300.0
DISTRIBUTABLE EQUITY
Distributable equity on Jan 1 10.4 14.1 123.2 78.0
Adjustments related to merger ¥ - -16.4 - -
Group elimintions - - 0.6 - =
Result for the financial period 8.0 13.3 32.6 45.2
Distributable equity on Dec 31 18.4 10.4 155.8 123.2

“Reserve fund adjustments related to merger were caused by the elimination of the share issue gains from
the issues directed to minority shareholders. In distributable equity, the adjustment item is a consequence of
the cumulative depreciation of the consolidation difference (asset) of the subgroup.

The Group distributable equity includes 201.3 million markka (276.7 million markka) worth of accumulated

depreciation difference between total and planned depreciation. The 78.3 million markka (92.2 million markka)
deFerred tax liability is not included in the consolidated Balance Sheet.

SHARE CAPITAL DIVIDED BY SERIES OF SHARES

shares a markka markka
Series A 13 350 077 10.00 133 500 770
Series B 6534572 10.00 65 345 720
Series C 8314 455 10.00 83 144 550
Series D 500 000 10.00 5 000 000
Series E 4654 743 10.00 46 547 430
Series H 250 000 10.00 2 500 000
336 038 470
(11) VALUE ADJUSTMENTS
Exchange rate gains on Jan 1 27.6 38.7 27.6 38.7
Increases from Jan 1 to Dec 31 13.1 - 13.1 -
Decreases from Jan 1 to Dec 31 -151 -111 -151 -111
Exchange rate gains on Dec 31 25.6 27.6 25.6 27.6
(12) LIABILITIES
Debts maturing after five or more years
Loans from financial institutions 470.4 425.6 196.6 425.6
Other long-term loans 1450.5 1273.6 12424 1157.1
Capital loan 5.0 5.0 - -
Total 19259 1704.2 1439.0 1582.7
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Group Parent company
in millions of Finnish markka 1996 1995 1996 1995
Bonds
Bond Dec 29, 1992; maturity in 2000 75.0 75.0 75.0 75.0
Bond Jan 02, 1992; maturity in 1998 - 30.0 - 30.0
Bond Dec 10, 1986; maturity in 1996 - 5.5 - 5.5
Bond Dec 09, 1986; maturity in 1996 - 6.3 - 6.3
Total 75.0 116.8 75.0 116.8
Current payments of loans
Bonds - 11.8 - 11.8
Loans from financial institutions 249.3 243.6 245.0 243.5
Pension fund loans - 59.3 - 46.7
Other long-term liabilities 59.7 38.7 - =
Total 309.0 353.4 245.0 302.0
(13) COLLATERAL
AND LIABILITY ENGAGEMENTS
On corporate debt
Shares pledged as collateral 190.2 251.0 190.2 251.0
Mortgages 434.2 717.6 - 306.9
624.4 968.6 190.2 557.9
On Group company debt
Guarantees - 21.6
- 21.6
On associated company debt
Guarantees 263.6 287.2 263.6 287.2
Guarantee in virtue of section 44 of the
Nuclear Energy Act 426.1 858.5 426.1 858.5
689.7 1145.7 689.7 1145.7
For others
Shares pledged as collateral - 0.0 - -
Mortgages - 0.0 - =
Guarantees 4.8 4.2 4.8 4.2
4.8 4.2 4.8 4.2
Other own engagements
Leasing and repurchase engagements 133.0 196.0 343 34.6
Other engagements 3.5 0.3 2.7 0.0
* payments for 1-2 years 136.5 196.3 37.0 34.6
Total
Shares pledged as collateral 190.2 251.0 190.2 251.0
Mortgages 434.2 717.6 - 306.9
Guarantees 694.5 1149.9 694.5 1171.5
Leasing engagements 133.0 196.0 343 34.6
Other engagements 3.5 0.3 2.7 0.0
1455.4 2314.8 921.7 1 764.0

(14) DERIVATIVE CONTRACTS

The capital values of the off-balance sheet derivative contracts related to hedging against exchange rate and
interest rate risks were the following:

Foreign currency forward contracts 20.1 68.3 20.1 68.3
Foreign currency contracts 950.2 968.2 950.2 968.2
Interest swap contracts 792.4 396.4 792.4 396.4
Total 1762.7 14329 1762.7 14329
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Profit/loss
Shares according
to the
Share of Nominal Book latest
Share  equityin value in valuein financial
Ownership of thousands thousands  thousands state-
(15) SHAREHOLDINGS share % votes % markka Number  markka markka ments
SHARES OF SUBSIDIARIES
Owned by the parent company:
Iijoen Voima Oy 100.0 100.0 1585698 1000000 10000 1586 483 155
Kemijirven Voima Oy 100.0  100.0 9 561 10 000 10 000 10000 -390
Mussalon Voima Oy 100.0 100.0 243 607 243 607 243 607 243 607 0
Oulun Voima Oy 100.0  100.0 19 203 20 000 20 000 20 000 285
PVO-Engineering Oy 100.0  100.0 3215 2 000 2 000 2000 1215
PVO-Huippuvoima Oy 100.0  100.0 13 15 15 15 -2
PVO-Limpévoima Oy 100.0 100.0 -93574 1000000 10 000 10 000 36 404
PVO-Prosessivoima Oy 100.0  100.0 15 15 15 15 0
PVO-Voimaverkko Oy 100.0  100.0 15 15 15 15 0
Teollisuuden Voimansiirto Oy 90.0 90.0 22113 18 000 18 000 28 828 38
Veitsiluodon Voima Oy 100.0  100.0 39 145 40 000 40 000 40 000 0
Housing and real estate companies 4071
1945 034
Owned by the subsidiaries:
Linsi-Suomen Alueverkko Oy 100.0  100.0 3157 2 000 1200 3 000 0
Linsi-Suomen Yhteiskiytto Oy ~ 100.0  100.0 2048 1500 1500 1957 13
Nokian Limpévoima Oy 80.1 80.1 21 663 80 100 801 18 257 -16
Pohjanmaan Alueverkko Oy 100.0  100.0 3289 2 000 1200 3 000 1
Ramse Consulting Oy 55.0 55.0 1395 550 550 2034 1407
Rouhialan Voimansiirto Oy 100.0  100.0 5 150 15 15 0
Housing and real estate companies 1
28 264
ASSOCIATED COMPANIES
Owned by the parent company:
Suomen Kantaverkko Oy 40.0 40.0 4000 40 4000 4 000 0
Suomen Voimatase Oy 34.0 34.0 680 340 340 680 -6
Teollisuuden Voima Oy 56.8 50.0 443 681 405 691 729 405692 1730716
1735 396
Owned by the subsidiaries:
Suomen Voimatekniikka Oy 33.0 33.0 7 216 1 800 1 800 5400 2657
Suomen Voimatase Oy 16.0 16.0 320 160 160 320 -6
Tornionlaakson Voima Oy 50.0 50.0 556 500 500 500 =1
Vaskiluodon Voima Oy 50.0 50.0 8 000 300 3 000 5042 6000
Voimalohi Oy 50.0 50.0 1052 1 000 1 000 1 000 30
12 262
The financial statements of all associated companies were made on Dec 31, 1996
and their financial period is 12 months.
Nominal value Book value
OTHER Ownership in thousands in thousands
SHAREHOLDINGS share % Number markka markka
Linsi-Suomen Voima Oy 19.9 3980 3980 200 283
Tahkoluodon Polttosljyy Oy 32.0 640 640 643
Teollisuuden Sihkénmyynti Oy 19.0 285 143 534
Tietoniitty Oy 40.0 252 126 126
Housing and real estate companies 4869
Others 1 004
207 459
OTHER INVESTMENTS
Merita Pankki Oy, series A shares = 340 500 3 405 6 601
Finnish Government bond - - 100 105
6 706
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PROPOSAL OF THE BOARD OF DIRECTORS CONCERNING
THE FINANCGIAL RESULT

The distributable equity of the PVO group is
18,383,596.21 markka. The income statement of

the parent company Pohjolan Voima shows a profit

of 32,638,954.72 markka, and the distributable

equity totals 155,822,208.87 markka. The Board of
Directors propose to the Annual General Meeting that

the profit be transferred to retained earnings and no

dividend be distributed.

Helsinki, March 18, 1997

Tauno Matomiki Jukka Hirmili
Chairman Deputy Chairman
Timo Poranen Heikki Sara
AUDITORS -

Rauno Hakkila

Heimo Karinen

Sven Sohlstrém Timo Rajala

President and CEO

REPORT

To the shareholders of Pohjolan Voima Oy

We have audited the Pohjolan Voima Oy bookkeeping,
financial statements and management for the financial
period from Jan 1 to Dec 31, 1996. The financial state-
ments compiled by the Board of Directors and the Pre-
sident include the annual report as well as the consoli-
dated and parent company income statements, balance
sheets and notes to the financial statements. On the
basis of the audit, we present the following report on
the financial statements and management.

The audit has been conducted in accordance with
generally accepted auditing standards. Bookkeeping
and the principles, contents and presentation of the fi-
nancial statements have been examined sufficiently to
obtain reasonable assurance about whether the finan-
cial statements are free of material misstatement. In the
management audit, the legality of the actions by the
Board members and the President has been examined
in view of the stipulations of the Companies Act.

As our report, we state that the financial state-
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ments have been prepared in accordance with the Book-
keeping Act and the stipulations an orders concerning
the financial statements. The financial statements pre-
sent, in a manner referred to in the Bookkeeping Act,
the true and fair view of the result and financial status
of the group and parent company.

The financial statements and the consolidated fi-
nancial statements can be approved and the parent
company Board members and President can be dis-
charged from liability for the financial period we have
audited. The Board of Directors” proposal for the
treatment of the distributable equity shown in the bal-

ance sheet is in accordance with the Companies Act.

Helsinki, April 17,1997

SVH Coopers & Lybrand Oy

Authorized Public Accountants

Pekka Nikula
Authorized Public Accountant
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THIRD UNIT INSTALLED AT RAASAKKA

The installation of a third turbine and generator start-
ed at Raasakka, the lowest-stream power plant on the
Tijoki River. The new 23 MW machinery will be im-
plemented before this year’s spring floods begin. With
the increased Raasakka capacity, the Iijoki waters can
now be utilized more optimally.

At the end of the financial year, the filling capaci-
ty of the regulation lakes in the Iijoen Voima area of
operation corresponded to the respective long-term av-
erages.

The company continued both the obligatory and
voluntary environmental management work, the latter
in collaboration with the local environment centers and
municipalities. The landscape dam construction con-
tinued on the Iijoki River in collaboration with the
North Ostrobothnia Regional Environment Center.

To meet the Iijoen Voima engagements related to

the maintenance of the stock of fish in the Kemijoki

and Iijoki main rivers as well as in the sea area and reg-

ulation lakes, Voimalohi planted a total of 3.3 million
young salmon, trout, whitefish and graylings. In addi-
tion, 20,000 kg of full-size rainbow trout and larger-

than-normal trout were stocked.

OLKILUOTO SETS
NEW PRODUCTION RECORD

The Olkiluoto power plant set a new production rec-
ord in 1996. A total of 11.85 TWHh of nuclear energy
was produced, Pohjolan Voima accounting for 6.7 TWh.
The utilization capacity factor of the power plant unit
was 93.8. %. The power plant modernization project,

started in 1994, proceeded according to plan.

POWER PLANTS WERE MODERNIZED

In 1996, a completely new 93 MW power plant was
completed in Veitsiluoto at the Enso paper mill. A 77
MW plant with a corresponding technical solution will
be completed in the spring of the current year at the
Enso Oulu plant. The plants are fueled by biomass and
peat.

The transformation of the Nokia plant from coal
to gas-fired continued. The new power plant produces
electricity with a gas and steam turbine. The Nokia
power plant also supplies steam and district heating.
The power plant capacity is 67 MW.

The modernization of the Vaskiluoto power plant
started in Vaasa. The thermal capacity of the plant coal
boiler will be increased and a new 230 MW turbine
will be installed. The present 160 MW turbine will be
joined to the oil-fired boiler which has so far been un-
used. The oil-fired boiler will be used for peak power
production. Vaskiluoto will also provide the city of
Vaasa with district heating.

The power plants operated smoothly and with
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high production security. The desulfuration facilities
installed at the Kristiina and Tahkoluoto plants operat-
ed according to plan. Power plant by-products found
many uses; for example, the wallboard industry absorb-
ed all by-product gypsum, and other by-products were

used in earth construction.

ENGINEERING IN STRONG DEMAND

1996 was the first full year of PVO Engineering opera-
tions. The PVO Group design and constructing resour-

ces are now concentrated in one company with exper-
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tise in power plant projects and technology as well as
grid and information technology.

PVO Engineering was responsible for the design
and project management of most hydro power plant
projects implemented in Finland in 1996. The Aetsi,
Mpyllykoski, Kyroskoski and Raasakka projects were the
major hydro power plant projects. The thermal energy
plant projects in which PVO Engineering was involved
were the Nokia combined gas-fired power plant and
the Vaskiluoto turbine plant project.

PVO-Engineering’s expertise was also used for
high-tension and power grid as well as power station
design and project management. PVO Engineering
was responsible for the design of the Tuovila-Ventus-
neva and Kymi-Vainikkala 400 kV transmission lines,
as well as for the delivery of the Rauma 400 kV power
station. The information technology business imp-
lemented and maintained the telecommunications and
information systems needed within the Group. These
services were also provided to companies engaged in

telecommunications.

Important foreign operations were also launched.
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In Nepal, the company has a major grid technology

consultation assignment. Designs have been made for
2330 kV and a 110 kV power station in Estonia and
Latvia, respectively, and dozens of radio masts have al-

ready been delivered.

GROUP TAKES CARE OF ITS OWN
OPERATING SERVICES

Linsi-Suomen Yhteiskiytté Oy (LSY) is responsible
for the optimization of the production at the PVO
Group power plants as well as for the related electricity
sales made on a non-regular basis. LSY monitors and
controls the transmission grids in the PVO Group pos-
session. Various measuring, energy survey and operat-
ing services needed on the power market constitute a
significant part of LSY business operations. In addition
to the PVO Group and Pohjolan Voima Oy sharehold-

ers, the LSY clients include several outside companies.

Towards the end of the year, LSY expanded its
operations to the Scandinavian electricity market.
Early September saw the launching of operating ser-
vices related to the exports to Sweden of electricity of
the PVO shareholders. Later in the year, LSY became
an operator in the Norwegian-Swedish electricity
exchange (Nord Pool ASA), and started to trade in
electricity on the Nord Pool daily market to optimize
production. For the electricity trade, LSY signed trans-

mission contracts related to the northern cross-border
lines both with IVO Voimansiirto Oy
and Svenska Kraftnit.
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PVO-LAMPOVOIMA OY
Fridlundintie 7

FIN-65170 VAASA

TelGnt)  +358 6323 4111
Telefax(int.) +358 6 323 4300

MUSSALON VOIMA OY
Jédnskintie 1, P.O.Box 108
FIN-48101 KOTKA
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