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Established in 1990, the State Pension Fund (VER) is an off-budget fund
through which the state prepares to finance future pensions and equalise
pension expenditure. VER is an investment organisation responsible for
investing the state's pension assets professionally. VER operates
as part of the prefunded Finnish pension system.

VISION

VER's vision is to be a valued and successful pension investor whose activities are
characterised by a high standard of professional skill and ethical conduct.

MISSION

The State Pension Fund (VER) is tasked to manage and
invest the pension assets entrusted to it. Through the
Fund, the state prepares to finance future pensions and
equalise pension expenditure over time.

The State Pension Fund earns its income from pen-
sion insurance premiums and returns on investments.
Premiums are paid by the employers and employees
covered by the state pension system.

The pensions to be paid out by the state are included
in the government budget to which VER transfers an
amount equivalent to 40 per cent of the annual pension
expenditure as provided in the State Pension Fund Act.
Funds that are not transferred remain in the Fund.

Balancing state pension expenditure

VER is part of the state's partially prefunded pension
system, and when established it was modelled on the
private employment system (TyEL) and the Local Gov-
ernment Pension Institution Keva. As a so-called buffer
fund, VER — unlike private (TyEL) pension companies —
does not have any pension liabilities to cover individually.
Therefore, VER is not subject to regulations governing
solvency.

The guiding principle of pre-funding is to allocate
the burden of cost to the right generation. In Finland,
only a certain percentage of the cost of pensions is pre-
funded through funds. Since 2013, VER'S net premium
income — orits pension premium income less the amount

transferred to the state — has remained negative. Conse-
quently, VER contributes to the government budget more
than it receives by way of premium income.

Over the next few years, the negative net premium
income will increase to the extent that VER will be called
upon to even out the state's pension expenditure with
substantial amounts at or about the year 2030 when it
peaks. Theincrease in pension expenditure will continue
to grow even beyond 2030, albeit at a slower rate. It will
not turn positive until 2045-2050.

Targeted 25 per cent funding ratio

The risk limits set by the operation guidelines by the
Ministry of Finance are as follows: fixed-income invest-
ments must account for at least 35 per cent of the invest-
ment portfolio, equity investments may not exceed 55
per cent, and other investments may not exceed 12 per
cent. VER's investments fall into four categories: fixed-
income, equities, position management and diversified
investments, and alternative investments.

According to the State Pension Fund Act, VER's target
funding ratio is 25 per cent of the state’s pension liabili-
ties. The fund is grown until the level equivalent to this
targetis achieved. Whether this goal is achieved or not is
determined by return on investments, pension contribu-
tions and transfers to the government budget.

READ MORE =» VER.FI > MISSION
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KEY FIGURES

EUR 17.6 billion

At the end of 2014, the market value of VER's
investment portfolio stood at EUR 17.6 billion.

KEY FIGURES

VER's investments was 7.8 per cent.

KEY FIGURES

71.8%

In 2014, the rate of return on

Key figures 2010 20M 2012 2013 2014
Total investments, MEUR 13,937 13,736 15,359 16,335 17,600
Fixed-income investments, MEUR 7,574 7,781 8,380 8,431 8,874
Fixed-income investments % 54 57 55 52 50
Listed equity investments, MEUR 5,632 5,006 5,899 6,511 6,951
Listed equity investments % 40 36 38 40 39
Alternative investments, MEUR 731 948 1,080 1,392 1,774
Alternative investments % 5 7 7 9 10
Return on investments % 11.7 -2.3 11.3 6.4 7.8
Fixed-income investments % 3.9 4.1 8.8 -1.6 4.9
Listed equity investments % 23.6 -12.3 16.8 18.2 11.7
Alternative investments % 8.6 6.1 815 5.7 7.8
Cost of investment operations % (of average capital) 0.05 0.05 0.05 0.04 0.04
Number of personnel 19 20 21 22 23
Income from pension contributions, MEUR 1,622 1,614 1,639 1,634 1,712
Net premiums, MEUR 154 104 35 -45 -16
Transfer to state budget, MEUR 1,473 1,509 1,604 1,678 1,728
Balance sheet total, MEUR 12,763 13,087 13,676 14,321 14,715
Pension liability, MEUR 90,600 | 89,700** | 92,600**  94,000**  95,400**
Funding ratio %* 15 15 17 17 18

* Investments / pension liability

** A life expectancy coefficient was first taken into account in the pension liability calculations on 31 December 2012. The calculation is made using forecasts for
the development of life expectancy from the Finnish Centre for Pensions. The like-for-like liability figure for 31 December 2011 has been recalculated to account

for the life expectancy coefficient.

VER's portfolio allocation, 31 Dec 2014

o Fixed-Incomelnvestments50.4%
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INVESTMENT STRATEGY

The State Pension Fund invests its funds responsibly and
securily to generate profit. The Fund also aims to clarify
and promote its corporate image as an independent port-
folio investor.

In its operations, VER is called upon to ensure the se-
curity, return and convertibility of its investments as well
as their due diversity and distribution. Investments have
been spread and diversified as customary in the employ-
ment pension system.

VER is a long-term investor whose returns may fluc-
tuate sharply over short time spans. All investment deci-
sions are based on target return and the yield potential of-
fered by prospective investments with due regard to the
risk involved. Risks are spread by investing in different as-
set classes, markets, industries, instruments, companies,
government bonds and maturities.

Active and index-linked portfolio management,

31 Dec 2014
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Allocation by sub-portfolio, 31 Dec 2014
Other4% Sovereign

Real estate fund bonds 17%

investments 3%
Absolute-return
fund 3%

Corporate
bonds 11%
Emergingmarkets7%
o Emerging market
Japan2% debt 10%
NorthAmerica7%
Europe13% Money

Nordiccountries11% markets 12%

Objectives of the investment activities

According to the target return established for VER by the Min-
istry of Finance, the investments are to generate a higher
rate of return than an alternative investment considered risk-
free from the state’s point of view. ‘Risk-free alternative' refers

to the cost of the state's net debt, including the cost of deriva-
tive contracts made as part of debt management. Here, 'net

debt' refers to the difference between the state's budgeted

debt and cash reserves. The return on VER's investment ac-
tivities, when adjusted for risk, must exceed the return of the

benchmark specified in the fund's investment plan.

One of the requirements for good overall returns is a
comprehensive network of partners. This means that VER
actively networks with the management of companies in
which itinvests, as well as with public authorities, Finnish
and foreign providers of investor and brokerage services,
and other European pension investors.

Investment plan
Every year, VER draws up an annual investment plan. It
defines the strategic allocation of the portfolio, meaning
how the investments are divided between the various
asset classes. The goal is to create an optimum invest-
ment portfolio that generates a maximum return at the
selected risk level. The investment plan and policy are
subject to confirmation by VER's Board of Directors.
Anticipated rates of return and risk levels are deter-
mined for the various asset classes and the entire port-
folio using a scenario analysis with due regard to market
rates and changes in risk premiums as well as correla-
tions over time in each asset class. The strategic alloca-
tion is continuously monitored and can be adjusted in ac-
cordance with market changes by Board decision, within
the given risk limits. Changes to the strategic allocation
require adjustments to the fund's investment strategy.

VER's investment beliefs

VER's investment operations have always been based on cer-
tain beliefs concerning the investment market, the investment
process and the organisation of investment activities. Invest-
ment beliefs may and do change over time, so they are period-
ically revised. Having these common beliefs makes it simpler
to make investment decisions and directs VER's operations
towards profitable investments that produce added value.

READ MORE = VER.Fl > INVESTMENT STRATEGY
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VER'S ROLE
IN EQUALISING
PENSIONS GROWING

VER is an important actor in soci-
ety. In terms of pension expenditure,
the government is under greater
pressures than other sectors: in the
private sector, pension expenditure
and premiums are more or less at
an equilibrium, whereas the state's
pension expenditure has increased
rapidly while at the same time the
premiums have declined substan-
tially. In fact, state pension expend-
iture is expected to nearly double
by 2030 when the costs peak. As a
result, there will be a gap of almost
EUR 3 billion between expenditure
and income, most of which will be
covered by taxes. VER equalises the
state's pension expenditure by con-
tributing to the national budget an
amount equivalent to 40 per cent of
all its pension costs. Over the next
few years, VER's role in equalising
pensions will only grow.

Since 2013, VER'S net premium
income — or its pension premium
income less the amount transferred

to the state — has remained nega-
tive. Previously, the accrued net
premium income increased VER's
investments assets.

The increase in pension expend-
iture will continue to grow beyond
2030, albeit at a slower rate. It is
forecast that finances will not be
back in positive until 2045—-2050.

Consequently, the return on in-
vestments is the key to VER's suc-
cess. By 2015, VER had generated
EUR 3.5 billion added value for the
State of Finland through its invest-
ments. Over the same period, the
value of VER's investment portfolio
more than quadrupled.

Boost to employment and
economic growth in Finland
Through its investments, VER sup-
ports employment and economic
growth in Finland. A sizeable per-
centage of investments in real es-
tate, infrastructure and private eg-
uity are made in Finnish companies,
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Working-aged
population as a
percentage of the total
population in 2030

58%

90

either directly or through funds.
Some 10 per cent of VER's bond in-
vestments are directed in Finland.

In 2008 and 2009 when share
prices plummeted and companies
had problems with financing, VER
participated in several share and
corporate bond issues. All in all,
VER invested a total of EUR 1.5 bil-
lion in equities and corporate bonds
in 2008 and 2009. At the same time,
VER was a major investor in com-
mercial papers in the Finnish market.

Over the past two years, VER has
focused on new opportunities in the
private credit market and invested
in several European funds, some of
which also invest in Finland.

As the state’s pension expendi-
ture will not peak until later, VER's
contribution to sustaining the Finn-
ish economy will grow.

Children
(under 15)
as a percentage
of the total
population in 2030

16%

Pensioners (over 65)
as a percentage of
the total population in 2030
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Dependency ratio in 2030

71

The dependency ratio is a measure of
the number of population not in the
labour force relative to 100
working-aged people.
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Demographic structure according
to age and gender in 2030 (forecast)
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funding ratio

EUR 95.4 billion

pension liability

Cumulative average effective interest rate of the government debt 63%
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INVESTMENTS BY VER

Fixed-income investments

Investments in fixed-income instruments
are designed to offset the risks associ-
ated with equities. Under normal mar-
ket conditions, the defensive element in
the portfolio consisting of government
bonds and money market instruments
has a negative or very weak correlation
to equities. Government bonds are used
primarily for generating income through
the management of interest rate risks by
modifying the portfolio duration and in-
terest curve position.

The money markets serve as a sort of
liquidity buffer when values in other as-
set classes fluctuate. At the same time,
the most risk-laden investments exhibit
a stronger correlation with equities. In
these asset classes, the objective is to
earn by taking credit risks in addition
to managing the interest rate risks. The
fixed-income portfolio is further divided
into four sub-portfolios: government
bonds, corporate bonds, emerging mar-
ket debt and money markets.

In 2014, the overall return on the
fixed-income portfolio was sound, reach-
ing 4.9 per cent. Interest rates declined
sharply while inflation was record low,
mainly as a result of a substantial fall
in the price of oil and weak economic
growth.

Direct investments accounted for
73 per cent of the entire fixed-income

%

FIXED-INCOME
INVESTMENTS
In 2014, the return on
fixed-income instruments
reached 4.9 per cent.

24

EQUITIES
In 2014, the return
on equities reached
11.7 per cent.
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POSITION MANAGEMENT
AND DIVERSIFIED
INVESTMENTS
Towards the end of 2014, a
new portfolio called Position
Management and Diversified
Investments was established
at VER. The new portfolio
and the limits applied to its
operations took effect on
1 January 2015.

portfolio, and fund investments for 27
per cent. At the end of the year, VER held
direct fixed-income investments in 199
debt instruments as well as investments
in 34 funds.

Equities
VER's equity investments are spread
globally and divided into five sub-port-
folios: Europe, Nordic countries, Emerg-
ing Markets, North America and Japan.
Investments are made directly in listed
companies or through funds. Most of
the direct investments are made in
listed Nordic companies while other ge-
ographical areas are mainly addressed
through fund investments. They include
both passive index investments and ac-
tive funds of various forms. The strat-
egies pursued by the individual funds
may vary greatly depending on the in-
vestment policies employed. VER also
makes use of exchange-traded funds
(EFTs) in its investment operations.

In 2014, equity investments yielded
a healthy return of 11.7 per cent. By the
end of the year, the size of the equity
portfolio reached EUR 7.0 billion. At
the end of the period, direct equity in-
vestments accounted for 31.2 per cent
of the total with 68.8 per cent invested
through funds. Direct investments were
held in 156 companies and fund units in
60 funds.

Fixed-Income Investments, 31 Dec 2014

Equity Investments, 31 Dec 2014

o Nordic countries 28.2%

Position Management

and Diversified Investments

Position Management focuses on limit-
ing the market risks affecting the entire
portfolio by using derivatives. Market
risks consist of interest rate, credit, eq-
uity and currency risks.

Diversified investments consist of
absolute return and blended funds that
include risk premium and parity funds
as well as so-called total return funds.
Aside from funds, investments are made
through total return swaps.

In 2014, VER's absolute return funds
yielded a return of 5.96 per cent. The
highest returns were generated by macro
funds that benefited from the strong
trends in the US dollar, crude oil and fixed-
income instruments.

E=

ALTERNATIVE INVESTMENTS
In 2014, the return on
alternative investments
was 8.2 per cent. The rate
of return does not include
absolute return funds
transferred to the new
portfolio as of the
beginning of 2015.

Alternative Investments, 31 Dec 2014

@ Sovereign bonds 32.9%

o Europe 32.0%

@ Real estate funds 31.4%

® Absolute-return funds 29.2%

Alternative Investments
Alternative investments refer to invest-
ments in real estate, private equity, in-
frastructure and private credit funds.
Aside from funds, investments are made
in unlisted Nordic companies, of which
there are currently four in the portfolio.
Most of the fund investments are in Eu-
rope while all the direct investments have
been made in Finland. Over the next few
years, the objective is to diversify private
equity investments in the emerging mar-
kets and the United States, and private
credit investments in the United States.
The construction of the alternative in-
vestments portfolio was begun in 2006;
by the end of 2014, the market value of
the investments had reached EUR 1,275
million accounting for 7.25 per cent of
VER's entire investment portfolio. In
2014, the all-year return on the portfolio
was 8.2 per cent. The best performance
was put in by private equity funds at 12
per cent followed by real estate funds at
a healthy 9.9 per cent. Private credit in-
vestments returned 5.1 per cent and the

North America 16.7% infrastructure portfolio 3.7 per cent.

® Japan 5.4%
o Emerging markets 17.8%

Private equity funds 13.7%
o Infrastructure funds 18.0%
@ Private Credit funds 7.8%

e Corporate bonds 22.8%
Emerging market debt 19.9%
e Money markets 24.4%

READ MORE =» VER.FI > PORTFOLIO
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RISK MANAGEMENT

As part of the Internal Audit function, risk management
refers to the identification, assessment, limitation and
control of principal risks arising out of VER's own opera-
tions or external circumstances. Internal Audit seeks to
minimise unforeseen risks and ensure efficient, reliable
and financially sound operations.

VER's risk management policies are controlled jointly
by the Financial Supervisory Authority (FSA), the Ministry
of Finance, VER's Board of Directors, Investment Consul-
tative Committee and auditors.

Risk management in practice

A risk analysis is carried out on an annual basis as part
of the risk management plan and in consultation with
Internal Audit. The analysis aims at defining the key op-
erational risks, their effects and probabilities including

any needs to develop the risk management capabilities.
In addition, it aims at charting the external operating en-
vironment with regard to investments, the probabilities
and effects of the risks present in the operating environ-
ment and the potential of VER's risk management func-
tion to regulate such risks. Risk management also seeks
to identify ways of controlling and limiting risks.

At VER, risks are divided into investment risks and
operational risks. Risk management comprises both a
qualitative risk management plan and a quantitative risk
analysis undertaken in the form of portfolio stress test-
ing. At its core, risk management amounts to the iden-
tification of acceptable and non-acceptable investment-
related risks and the tools available to control them.

READ MORE = VER.FI > RISK MANAGEMENT

RESPONSIBLE INVESTING

For VER, responsible investment implies effective and
consistent observance of the investor's responsibility. It
encompasses monitoring the responsibility and sustain-
able development of target companies, as well as con-
ducting responsibility-related dialogue with these com-
panies and with external asset managers.

VER pursues a policy of responsible investment in
respect of all investment categories. However, actual pol-
icy implementation may vary according to asset class
because the latitude available for the application of the
underlying principles varies.

VER has signed the United Nations Principles for
Responsible Investment (PRI) and complies with the Re-
sponsible Investment Guidelines issued by the Finnish
Pension Alliance TELA. VER is also a member of Finland's
Sustainable Investment Forum (FINSIF). This is the Finn-
ish contact organisation for the PRI, and it promotes
awareness of responsibility within financial management
and investment-related decision-making.

8 VER

Ethical and sustainable investing
In its responsible investment operations, VER observes the
following principles of ethical and sustainable development:
= Ethical investment refers to avoiding certain industries
(companies with significant portions of revenue coming
from arms, alcohol, tobacco, gambling or adult enter-
tainment).
» Sustainable investment refers to considering ESG (en-
vironmental, social and governance) factors in the
investment process.

The ethical principles are applied in all direct investments.
The sustainable development principles are applied by us-
ing ESG criteria in evaluating investment targets. Ethical
and ESG factors are included in the investment decisions.
VER is aware of the fact that these principles may be dif-
ficult to abide by in the case of certain complex investment
instruments.

READ MORE =) VER.FI > RESPONSIBLE INVESTING

Contacts

CEO
Timo Viherkentta
Tel. +358 9 2515 7010

Secretary to CEO
Mira Forsell
Tel. +358 9 2515 7019

FIXED-INCOME
INVESTMENTS

Acting Head of
Fixed-Income

Sami Lahtinen

Tel. +358 9 2515 7025

Deputy Director
Antti Huotari
Tel. +358 9 2515 7017

Portfolio Manager
Simo Matilainen
Tel. +358 9 2515 7023

Portfolio Manager
llkka Rinne
Tel. +358 9 25157043

EQUITY
INVESTMENTS

Head of Equities
Jan Lundberg
Tel. +358 9 2515 7014

Senior Portfolio
Manager

Esa Artimo

Tel. +358 9 25157016

Portfolio Manager
Niklas Rosenqvist
Tel. +358 9 2515 7015

Portfolio Manager
Kai Ylikangas
Tel. +358 9 2515 7013

POSITION
MANAGEMENT
AND DIVERSIFIED
INVESTMENTS

Head of Investments
Sami Lahtinen
Tel. +358 92515 7025

Portfolio Manager
Antti Vartiainen
Tel. +358 9 25157030

Quantitative portfolio
manager

Juho Tiri

Tel. +358 2515 7026

ALTERNATIVE
INVESTMENTS

Head of Investments
Maarit Sdynevirta
Tel. +358 9 2515 7027

Portfolio Manager
Johannes Edgren
Tel. +358 9 25157040

Portfolio Manager
Jussi Hakkinen
Tel. +358 9 2515 7039

RISK MANAGEMENT
AND ANALYSIS

Portfolio Analyst
Sara Lobbas
Tel. +358 9 2515 7029

FINANCE AND
SECURITIES
OPERATIONS

General Counsel
Tiina Tarma
Tel. +358 9 2515 7024

Financial Manager
Tommi Lehto
Tel. +358 92515 7036

Middle Office
Specialist

Jaana Lehtinen

Tel. +358 9 2515 7034

Financial Manage-
ment Specialist
Anna Varpula

Tel. +358 9 2515 7028

Legal Counsel
Loviisa Haro
Tel. +358 2515 7045

ADMINISTRATION

Head of Administration

Seija Kettunen
Tel. +358 9 2515 7011

Portfolio Assistant
Musse Habbaba
Tel. +358 9 2515 7018

Assistant
Minna Kuusisto
Tel. +358 9 2515 7031

Address:

Mikonkatu 15 A (6th floor), 00100 Helsinki
E-mail: firstname.lastname@ver.fi
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