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A Professional in Pension Investment

The State Pension Fund
The State Pension Fund (VER) is a fund external to the
state budget, established in 1990, whose proceeds the
Finnish state uses to prepare for the financing of future
pension liabilities and the balancing of pension costs. VER
is an investment organisation with the task of managing
and investing the assets allocated to it by the state. The
market value of VERS investment portfolio grew by EUR
2.0 billion in 2009, reaching EUR 12.3 billion at year end.
Employers and employees covered by the State Pen-
sion Scheme make pension contributions to the State
Pension Fund. All state pensions are paid out from
appropriations made for that purpose in the national
budget. The State Treasury handles pension matters on
the state’s behalf.

VER's investment portfolio breakdown on 31 December 2009

Bl Fixed income 54.9%
Bl Equities 40.8% 8,000

mm Other investments 4.3%

Mission

The State Pension Fund manages the assets entrusted to
it for the long term. VER ensures that its investments are
secure, deliver a high return, can be converted into cash,
and are appropriately diversified.

Vision
VER is a respected and successful pension investor,
emphasising outstanding professional skills and ethics in

all aspects of its operations.
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VER's investment trend, 2001-2009

2001 2002 2003 2004 2005 2006 2007 2008 2009

B Equity investments

mm Other investments

Hl Fixed-income investments
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Key indicators 2005-2009

2005 2006 2007 2008 2009
Total investments (MEUR) 8,201 10,306 12,051 10,359 12,318
..... Fixed-income investments (MEUR) 4848 3722 6707 6400 6765
..... Fixed-income investments (%) 9% o 50% 5% 62% 5%
. Equity investments (MEUR) """ 3353 4163 4584 3183 5004
..... Equity investments (%) e M A0% o 38% 3% %
. Otherinvestments (MEUR) """ A0 e T 59
L Other investments (00) e A OB o T R
Income from investment operations (%)
Return on investments 14.9 7.0 1.8 -158 16.4

! Investments / pension provisions



a record in its
20-year history. ¢
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Benefiting Fully from the Market's Recovery

Last year was an excellent year for pension investing. The State Pension Fund (VER) pro-
duced a return on investment of 16.4 per cent, which is a record in VERS 20-year history.
In addition to benefiting from the recovery of the investment market, VER took advantage
of its position as a long-term investor by being a significant net buyer of shares and cor-
porate bonds.

Recovery from the international financial crisis was quicker than expected. Mar-
kets were rallied by decisive action on behalf of national governments and central
banks towards the end of 2008. The equity market experienced an upturn in March
2009; after this, it maintained growth for the rest of the year. Reduced uncertainty and
low interest rates also facilitated a sharp rise in the credit market.

During the financial crisis, VER took advantage of its position as a long-term inves-
tor. The fund strongly increased its investments in corporate bonds and shares during
the recession of late 2008 and early 2009, and it made net purchases of bonds and
shares totalling nearly EUR 900 million in 2009. This proved to be a wise decision: a
review of 2009 showed significant rise in both markets in the course of the year.

As a result of the financial crisis and recession, the focus of the world economy
is shifting even more quickly toward the East and to Asia. Growing Asian economies
have experienced swifter economic growth than Europe and the United States. VER
currently has 13 per cent of its equity investments in developing markets and Asia.
This proportion has grown over the years. If our trend predictions hold true, we
will continue increasing the weighting of these geographical areas. According to our
forecasts, the expected return on our assets will rise, although this will somewhat
increase the volatility of the portfolio at the same time.

The Finnish Government made major decisions regarding the status of universi-
ties in Finland in 2009. Here, those who previously held public office became privately
employed from the beginning of 2010. This means that some university employees
were transferred from state pensions to the private pension system. Accordingly, VER’s

pension premium income will decrease significantly in the next few years.

Finnish universities employ 32,000 people, of whom those born in 1980 and
later were transferred to the private sector pension scheme with effect from 2010.
Initially this applies to only 3,700 employees, but after a few decades all staff of
universities will come under private-sector pensions. The transfer will reduce VER’s
pension premium income by EUR 20 million in 2010. The greatest effects will be felt
between 2043 and 2050. Positive effects in the form of reduced pension costs will
only be experienced by the state in the very long term. At the end of 2009, there were
130,000 state employees.

In 2009, VER completed certain projects for developing functions related to secu-
rities. These concerned clearing and custody services and a reporting system. The
changes further increased our capacity to fulfil our duty as managers of the state’s pen-
sion funds.

Established in 1990, VER modelled itself on funds operating in the private sec-
tor and in local government. The state’s implementation was different, however: VER
operates as the buffer fund for pension liabilities associated with state employees. By
the beginning of 2010, VER had fulfilled and developed this role for 20 years. For the
last decade, it has done so as an independent pension investor.

The 2009 financial year was an excellent year for VER. We enjoyed our highest
return on investment ever and recovered quickly from the previous year’s financial cri-
sis. I wish to thank our staff for their successful investments and their active efforts in

developing VER.

¢
Timo Loyttyniemi

Managing Director
State Pension Fund
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Key Events in 2009

¢¢ Investment efforts during
the financial crisis were
profitable in 20089. 99

e VERS investment operations yielded good returns: the ¢ The state’s pension liability was EUR 88.4 billion.

portfolio as a whole had returns of 16.4 per cent, with
fixed-income investments returning 8.0 per cent and
equity investments 38.7 per cent. Other investments
still felt the impact of the financial crisis and yielded
-14.7 per cent.

VER was a significant net buyer during the financial
crisis. Despite the recession, VER acquired shares and
corporate bonds with a total value of almost EUR 900

million in the course of the year 2009.

As a consequence of changes in Finland’s Universities
Act, some university staff were transferred from state
employ to the private pension system on 1 January
2010. This will cause significant reductions in VER%s

pension premium income in coming years.

While the pension liability still continues to grow in
real terms, it will begin to decline from the beginning
of the 2020s.

VER transferred its securities clearing and custody

services from Nordea to J.P. Morgan.

Minister Antti Tanskanen was appointed Chairman of
the Board of Directors as of 1 March 2009.
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Financial Crisis Gives Way to Stabler Times

The worst of the global financial crisis appears to be over, and the fluidity of the inter-
national financial markets improved significantly during 2009. However, the year saw
the global economy remain in the grips of a deep recession. In developed economies,
production volumes shrank noticeably, and growth slowed down even in developing
countries. Reductions in GDP accelerated at the beginning of 2009 in the eurozone,
Japan, and the United States.

The international financial markets and economic growth recovered in the second
half of the year, but the environment remained challenging. Thus far, growth has been
based on massive streamlining of fiscal and monetary policy. The prospects for the near
future are subdued, and the sustainability of economic growth without further support
measures remains uncertain. The risk of deflation has abated, but there are as yet no
signs of accelerating inflation.

Central banks in Europe and the United States continued and extended diverse
measures for increasing market liquidity and improving the functioning of the finan-
cial markets. Some central banks adopted unusual measures such as buying sover-
eign and corporate bonds or quantitatively increasing central bank balance sheets. This
improved the financial markets” functionality, while risk-seeking investors boosted
share prices from the spring of 2009. In addition, various credit risk premiums were
significantly reduced.

A major factor injecting uncertainty into the global economy is the ongoing
unloading of debt, whose effects will be felt extensively in the financial, commercial,
and household sectors of areas that were previously showing a deficit. The unload-
ing of debt and strengthening of capital will weaken the financial sector’s ability to
finance economic growth. Conversely, reductions in national debt will imply cost-cut-
ting measures and tax increases, which will cut private spending. Another uncertainty
factor is related to when central banks will begin to reduce market liquidity and raise

interest rates.

VER's investment portfolio

At the end of 2009, VER’ investment portfolio had a market value of EUR 12.3 billion

(EUR 10.4 billion in 2008). At year end, 54.9 per cent of investments were in fixed-

income instruments, 40.8 per cent in equities, and 4.3 per cent in other investments.
The total return of the investment portfolio for 2009 was 16.4 per cent (compared with

-15.8 per cent in 2008). This return is calculated in accordance with the international GIPS

standard, from which operating expenses of EUR 6.0 million (2008 comparative: EUR 4.7

million) have been deducted.

VER's shareholder policy

According to the principles of its shareholder policy, VER operates as an independent
portfolio investor. Since the fund is a long-term investor and major shareholder in
a number of companies, it best promotes the successful performance of its portfolio
companies by acting as a responsible shareholder. The companies must ensure the
increasing value of their shares in the long term.

VER monitors the companies in its portfolio and their performance, in order to
take a stand on their activities and on the major resolutions brought before general
meetings. No VER personnel are involved in the management of listed companies in
which the fund has holdings.
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External and internal portfolio management,
31 December 2009

Fixed-income Equity Other Portfolio
portfolio portfolio investments total
Bl Internal

B External (funds)

Active, index-linked portfolio management,
31 December 2009

Fixed-income Equity Other Portfolio
portfolio portfolio investments total
Hm Active

mm Index-linked



Investment Environment

Responsible investment promotes sustainable development
In its investment activities, VER strives to comply with the principles of responsible
investment approved by the Finnish Pension Alliance TELA.

When selecting potential investment targets, VER uses sustainable development
indices as a basis for comparison. The primary factor in VER’s investments is the invest-
ment targets’ expected returns, but between any two companies equal in this respect,
the one represented in any sustainable development index will be the one selected for
the portfolio.

In its investments, VER applies principles of social responsibility, avoiding invest-
ments in companies that derive a substantial proportion of their turnover from the
alcohol, tobacco, firearms, pornography, or gambling industry. The same applies to
countries and enterprises that do not respect human rights or the fundamental rights

confirmed by the International Labour Organization (ILO).

Risk Management

The identification, assessment, limitation, and control of risks are key factors in invest-
ment operations. It is the task of risk management to ensure that any risks realised do
not cause substantial financial losses, endanger the continuity of operations, or weaken
the confidence of stakeholders.

The comprehensive risk management plan applied by VER specifies the most impor-
tant operational risks, risk management objectives and measures, the limits of risk expo-
sure, responsibilities, indicators, and control principles.

In setting of the limits for risk exposure, VER’s risk-taking and risk-bearing capac-
ity are taken into account. The risk management plan also takes into consideration out-
sourced operations.

A risk survey was carried out jointly with PricewaterhouseCoopers between 2004
and 2008.







Fixed-Income Investments

The Highest fixed Income
Return of the Decade

Interest rates in the eurozone fluctuated in the early part of the year but within a
relatively small range. The decrease in interest rates that began in mid-june continued
until early December. In that period, yield curves became significantly steeper. Interest
rate spreads between EMU countries had narrowed substantially by the early autumn.
After that, they began to widen again, which continued until year end.

Markets with higher credit risk did well on account of falling risk premiums and
produced significant returns in the period. The highest returns were produced by
high-yield bonds and emerging market bonds.

For the State Pension Fund, 2009 was the most profitable year of the decade.
VERS fixed-income portfolio yielded 8.0 per cent (as compared with 4.4 per cent in
2008). The allocations of the portfolio were adjusted in moderation. The corporate
and money markets were over-weighted in the allocation, while sovereign bonds were
under-weighted in relation to neutral. The duration of the fixed-income portfolio var-
ied within a relatively small range, and at year end it was slightly under-weighted. The
allocation of corporate bonds continued to increase as the year progressed. Calculated
according to market value, the fixed-income portfolio grew from EUR 6.4 billion at the
beginning of the year to EUR 6.8 billion at the end.

Principally, VER makes its own direct-income investments in sovereign bonds,
investment-grade corporate bonds, and money-market instruments, while other invest-
ments are made through mutual funds. Direct investments accounted for 86 per cent
of the aggregate fixed-income portfolio at year end, with direct fixed-income invest-

ments comprising 231 commitments, and fund units being held in 20 funds.

Fixed-income investments by sector, 31 December 2009

Bl EMU governments 43.7%
mm Corporate bonds 35.5%
mm Money markets 20.8%

Interest rates

1/09 3/09 5/09 7109 9/09 11/09 1710

mm USA: 10 years
Hm Germany: 10 years Source; Bloomberg

Return on fixed-income investments
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average



Equity Investments 15

An Exceptionally
Split Year for Equities

In many ways, 2009 was a unique year for equity investments. The first two months
still witnessed a strong decline across the board in the equity market. The financial
markets only began to level off in mid-March, when the worst-case scenarios predicted
for the global economy failed to materialise. The liquidity-increasing measures taken
by national governments and central banks began to take effect, and trust in the finan-
cial system gradually returned. From the middle of March, the primary direction of the
equity market was an upward one, with the exception of a couple of small glitches.

2009 was a good year for the State Pension Fund’s equity investments. The stock
portfolio, consisting of listed stocks and funds, yielded 38.7 per cent in 2009 (-42.8
per cent in 2008). VER was a major net buyer in the equity market already in the
last quarter of 2008, and this continued during the year under review. The fund took
advantage of the situation, in which investors in Finland and abroad significantly
reduced their stockholdings, despite the low prices. Between the beginning of the
severest financial crisis (September 2008) and the end of 2009, VER acquired shares
and fund units worth a net total of approximately one billion euros. More than half of
these purchases were made in the depths of the recession —i.e., the last quarter of 2008
and the first quarter of 2009. Stocks accounted for 41 per cent of VER’ overall port-
folio at year end.

VER strove to keep the equity portfolio’s risk lower than the market risk through-
out the year, achieving a beta value of 0.92 for the portfolio in 2009. At the end of the
year, 65 per cent of VERS equity portfolio was invested through funds and 35 per cent
was managed as direct investments. At that time, VER had direct equity investments in

150 companies and holdings in 64 funds.

Equity portfolio breakdown by region,
31 December 2009

Hl Furope33.1%
mm Nordic countries 31.5%
mm North America 15.6%

Emerging markets 11.2%
v Japan 8.6%
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Other Investments

A Challenging Year for Other Investments

Investments classed by VER as ‘other investments’ comprise real estate, private equity,
and infrastructure funds, as well as absolute return funds. With the exception of abso-
lute return funds, 2009 was a very challenging year for these investments. The finan-
cial crisis led to an unwillingness on behalf of banks to fund real estate and private
equity transactions, which caused the number of property and corporate acquisitions
to slump to a historic low. At the same time, the global recession caused a crash in real
estate and company values. The sharp equity market growth, beginning in March, had
a positive effect on private equity fund valuations in the second half of the year. Among
absolute return funds, 2009 saw a return to positive yields. These funds benefited from
the normalisation of the operating environment, as well as from the strong interest rate
and equity markets.

The year was characterised by increased investor caution in making new fund
investments. As a consequence, significantly fewer new funds were brought to the mar-
ket in all ‘other investments’ classes than in previous years. Although VER continued
actively seeking new investment opportunities, only a few materialised. The strong rise
in the equity market and large withdrawals from absolute return funds contributed to
lowering the proportion of other investments in VER’ overall portfolio from 7.5 per
cent at the end of the previous year to 4.3 per cent at the end of 2009.

The market value of the portfolio at the end of the year was EUR 529 million
(2008 comparative: EUR 777 million), while the amount of open investment com-
mitments was EUR 285 million. Of total invested assets, indirect real estate invest-
ments accounted for 40.3 per cent and listed real estate investments for 1.9 per cent.
Private equity investments accounted for 26.2 per cent, infrastructure funds for 12.0
per cent, and absolute return funds for 19.6 per cent of invested assets.

Other investments yielded a total return of —14.7 per cent (-11.2 per cent in
2008). Absolute return funds had a yield of 8.0 per cent. Real estate funds were
negative at —28.5 per cent, private equity funds at —17.0 per cent, and infrastructure
funds at —12.5 per cent.

Breakdown of other investments, 31 December 2009

Bl Real estate funds 42.2%
mm Unlisted securities (private equity funds) 26.2%
Bl Absolute return funds 19.6%

‘ Infrastructure funds 12.0%

Market value of other investments, 2005-2009
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General Investment Principles

Funding Target

According to the State Pension Act, VER’s funding target is 25 per cent of the state’s
pension liability. VER is to accumulate assets until this target is met. At the end of
2009, the fund’s market value was EUR 12.3 billion, making the funding ratio 14 per
cent (12 per cent in 2008). Reaching of the funding target is affected by investment
income, pension contribution income, and transfers to the state budget.

Principles Governing Investments

VER must ensure that its investments are secure, deliver a high return, can be con-
verted into cash, and are appropriately diversified. Investments have been diversified
in a manner similar to that applied in other employment pension schemes.

Buffer Fund Operating Model

All state pensions in Finland are paid out from appropriations reserved in the national
budget. VER does not pay out pensions but transfers 40 per cent of the state’s annual
pension costs to the state budget. The remaining assets are left in the fund. VER is a
so-called buffer fund, which means that, unlike TEL (EPA) pension companies, it does
not have any pension liabilities to cover individually. Therefore, VER is not subject to
regulations governing solvency.

As a long-term investor, VER makes investment decisions on the basis of its
required return and the yield potential of prospective investments, taking risk levels
into account. Risks are diversified through investment in various investment catego-
ries, markets, industries, instruments, and companies, as well as in bonds issued by
different governments and of different maturities. The fund may buy or sell interest-
rate and equity instruments. The real estate, private equity, infrastructure, and absolute

return funds classed as ‘other investments’ are of a longer-term nature.

Fixed-income portfolio benchmark indices:
Weighting

EFFAS Euro Government Index

Equity portfolio benchmark indices:

OMX Helsinki Cap Index

Other investments’ benchmark indices:

INREV Index




General Investment Principles

VER operates as an independent portfolio investor. It does not intervene or oth-
erwise participate in the administration of the companies in which it has holdings,
but it does maintain dialogue with their management. VER representatives may attend
companies’ general meetings in order to protect shareholder interests. The best way for
VER to promote the success of companies in which it has holdings is to be a responsi-
ble shareholder. VER strives to comply with the principles of responsible investment
approved by the Finnish Pension Alliance TELA, which are based on principles of sus-
tainable development and responsible shareholding and on the United Nations Global
Compact. In its direct investments, VER uses negative screening in addition to financial
principles. Also VER invests in companies belonging to significant sustainable develop-

ment indices.

Investment in the long term
Since no insolvency requirement is imposed for the fund, the characteristics of its
investment operations are determined by the expected return and the choice of risk
level. The crucial factor affecting long-term returns is achievement of an overall alloca-
tion that optimises the yield-to-risk ratio.

The return and profit targets set for the fund in the operation guidelines issued by
the Ministry of Finance are as follows:
1. Long-term target return
In the long term, VER’s investment activities must produce a higher return than an
investment alternative that would be risk-free from the state’s point of view. A risk-free
alternative refers to the cost of the state’s net debt, including the cost of derivative con-
tracts made as part of debt management. Net debt refers to the difference between the
state’s budgeted debt and cash reserves.
2. Operational target return
The return on VERS investment activities, when adjusted for risk, must exceed the

return of the reference index specified in the fund’s investment plan.

%
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Neutral allocation of fixed-income
investments at year-end 2009

’ mm EMU governments 50%
mm Corporate bonds 30%
mm Money markets 20%

Year-end 2009 neutral allocation
of equity investments

B Europe 35%

mm Nordic countries 30%

mm North America 15%
Japan 10%

Emerging markets 10%

Basic neutral allocation of VER's portfolio

2003 2004 2005 2006 <2007 2008 2009

B Money markets Bl Equity investments
Bl Fixed-income investments mm Other investments
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Risk limits and neutral basic allocation

The risk limits set by the operation guidelines issued on 13 November 2007 by the
Ministry of Finance are as follows:

- fixed-income investments must account for at least 45 per cent

- equity investments may not exceed 45 per cent

- other investments may not exceed 12 per cent of the investment portfolio

VER’ Board of Directors defines the neutral basic allocation in an annual invest-
ment plan. The goal is to create a portfolio that yields the best possible return in the
long run, at the risk level set by the Board. The neutral basic allocation is continuously
monitored, and it can be adjusted according to market changes by Board decision,
within the given risk limits. Changes to the neutral allocation require adjustments to
the fund’s investment strategy.

An expected return is calculated for the portfolio annually, based on the prevailing
interest rates and the risk premiums for different asset categories. A general risk pre-
mium of 3.5 per cent was used for the equity market in the calculations for 2009, mak-
ing the portfolio’s long-term expected return, according to the neutral allocation, 6.4
per cent. The portfolio’s expected risk level is also revised each year on the basis of the
asset categories’ volatility and correlations.

Co-operation

The goal of VER is to be a respected and successful pension investor, emphasising
outstanding professional skills and ethics throughout its operations. VER works toward
this objective not only by conducting successful investment activities but also by
co-operating with various stakeholder groups. To this end, VER actively builds a co-
operation network involving the management of companies in which it invests, public
authorities, Finnish and foreign providers of investor and brokerage services, and other

European pension investors.

Overall assessment of operations
The success of investment activities is analysed on a long-term basis, chiefly by consid-
ering the portfolio from an overall perspective. The performance of fixed-income and
equity portfolios, as well as other investment portfolios, is monitored separately. Rela-
tive returns are assessed by comparing returns with benchmark indices listed in the
investment plan. If necessary, VER may liquidate losses from its investments, should
the prospects for a certain investment suddenly change.

The international GIPS standard is applied for the calculation of the fund’s returns.
It unifies the different methods of return and risk calculation and renders the figures
comparable. Clarity and transparency are emphasised throughout the fund’s opera-

tions. The responsibilities and roles of personnel responsible for investment activities

are clearly defined, improving the controllability of investment activities.
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VER as the State's Buffer for Pensions

In 2009, the Finnish State Pension Act covered roughly 180,000 people, of whom

130,000 were state employees. Pension payments of EUR 3.6 billion were made, to

280,000 eligible persons. Decisions on the management of state pensions are made by Pension liability and funding ratio
the State Treasury. EUR billion

100
VER, balancing the financing of pension costs 80
The state uses the State Pension Fund to prepare for the financing of future pensions, 60
particularly for balancing the upcoming pension costs of the baby boom generation. 40

20

The State Pension Scheme as part of 0
the Finnish employment pension scheme 2005 2006 2007 2008 2009
Following the pension reform that took effect at the beginning of 2005, the scheme mm Pension liability B Funding ratio %
has in most respects been similar to other employment pension schemes in Finland.
Thanks to the revisions, state pension cover, originally slightly better than the cover
under the Employees Pensions Act, is on a par with that seen in the municipal and Asset transfer from VER to the state budget
private sectors. The pension reform also introduced a career model for state pensions, MEUR
according to which pensions are calculated on the basis of employment income and a 1,600
percentage of accumulation for each year. Pension is accumulated for work performed 1:42188
between the ages of 18 and 68, and an increased rate of accumulation, known as super- 1,000
accumulation, encourages 63-year-olds to continue working. Integration of pensions 288
was abolished, which means that the maximum pension accumulation limit of 60-66 400
per cent no longer exists. The pension reform also means that the life expectancy fac- 208
tor, which is used to prepare for increased life expectancy, will affect the amount of 2005 2006 2007 2008 2009

pension.
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The state and the State Pension Fund

Through the State Pension Fund, the state prepares for financing pensions payable in
the future, and for the year-to-year evening out of pension expenditure, which will
increase in the next few years with the ageing of the baby boom generation. The state
will be responsible for paying the accrued pension amounts in the future. With VER’s
activity, the state is aiming at a 25 per cent funding rate in proportion to pension
liability.

The VER investment activities are directed by the Board of Directors, appointed
by the Ministry of Finance, which includes representatives from the employer and
employee side both. VER manages the assets entrusted to it and makes all investment
decisions in accordance with the investment plan, authorisations, and limits confirmed
by the Board of Directors.

VER’s assets can be transferred to the state budget, and the state has exercised this
option every year. The transfer has been justified by the fact that, because all state pen-
sions are paid out from budget appropriations, some of the pension fund’s assets can be
used for the payment of pensions.

The transfer of funds to the state budget is a crucial factor regulating VER’s growth.
The State Pension Act specifies an amount for this transfer, which is 40 per cent of
annual state pension expenditure. By the end of 2009, a total of almost EUR 17 billion
in VER assets had been transferred to cover the amounts in the state budget. In accord-
ance with parliamentary decisions, the transfers of VER assets to the state budget were
substantially reduced for 2006 and 2007, raising the funding of pensions above previ-
ous levels.

Pension costs in relation to salaries

The proportion of the State’s pension costs under the State Pension Act in relation to
salaries will continue growing sharply until the beginning of the 2030s. In 2008, the
share of pension costs in the salary total was approximately 53 per cent; it is expected
to reach its highest in 2031, at over 77 per cent. After this peak, the proportion will
slowly fall until the end of the 2040s. After the mid-2070s, pension expenditure is
expected to stabilise at around 32 per cent of total salaries.

Calculated in euros (at the 2008 value), pension costs will peak in 2032 (at
approximately EUR 4.7 billion). The number of employees falling under the State
Pension Act is expected to fall sharply until the mid-2040s, which will also reduce
pension costs.

The greatest impact on the number of employees came from the new Universities
Act, as only those employees born before 1980 were left within the scope of the state
pension scheme. In 2010, the number of university employees under the State Pen-
sion Act will fall by some 3,700, and the decrease will continue until Finnish univer-
sities no longer employ people under the State Pension Act. Major savings in pension
costs due to the university reform will not be seen until the mid-2040s, but, as the
salary total is cut, VER’s pension premium income will be negatively affected already
in 2010. VER’s pension premium income is influenced by reductions in salaries sub-
ject to state pension payments from universities, local governments, and state-aided
institutions, and by the slowing down of state pay rises due to the National Produc-
tivity Programme. According to an estimate by the State Treasury, the growth of VER’s
pension premium income will continue slowing until the late 2040s, after which it

will achieve steady growth according to the earnings index.
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The concept of pension liability

Pension liability refers to the sum of money that is calculated at one time to be enough,
in consideration of its future growth through investment, to cover the future cost of
paying out state pensions earned until the time of the calculation. Therefore, pension
liability always involves an assumption regarding the return on investments. The state’s
pension liability indicates the cost of the pensions promised by the state to its current
and previous employees, at the time of calculation.

In addition to expected return, the pension liability calculation includes other
assumptions, related, for instance, to changes in life expectancy and retirement age,
and to how many people are expected to take disability pensions in the future.

To calculate pension liability, it is essential to know the sum of pensions accrued
until the time of calculation as accurately as possible. Because the employed popula-
tion accrue pensions each year, new people retire, and people entitled to receive pen-
sions die, the pension liability sum is not constant but is recalculated annually.

The pension liability figure consists of a provision for earned premiums and a pro-
vision for unearned premiums. The former refers to the amounts to be paid to people
who have already retired — i.e., the value of old-age, family, disability, unemployment,
and part-time pensions that have already started being paid out. The latter refers to
the value of pensions accrued by the time of calculation that have not yet begun to be

paid out.

Calculation of pension liability

The State Treasury is responsible for implementing the State Pension Scheme and cal-
culating the amount of pension liability. At the end of 2009, the state’s pension liability
stood at EUR 88.4 billion (2008 comparative: EUR 85.6 billion). While the pension
liability will continue to grow in real terms in coming years, it will begin to decline in
the early 2020s and continue to do so until the mid-2050s. This decline will be due to
the decreasing proportion of accumulated pensions thanks to increases in total salaries,
and to the fact that, as the baby boom generation retires, the current pension liability
will begin to be defused in the form of paid-out pensions.

For the purposes of the financial statements of the state and of the State Pension Fund,
pension liability is calculated according to the full funding principle, following where
applicable the calculation instructions provided by the Financial Supervisory Authority
to pension funds that are covered by the Pension Foundation Act, as well as the calcula-
tion principles set forth in the Employees Pensions Act concerning registered supplemen-
tary benefits, and the provisions of the State Pension Act. The basis lies in mathematical

models and calculation principles generally accepted in the insurance field.
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State pension liability, 2006-2009

MEUR
90,000

80,000

Pension liability is calculated individually for every person who has, at some point 28:888

in his or her employment history, accrued a Finnish state pension, whether retired, 28888
employed under the State Pension Act, or no longer employed but not yet retired. The 30,000
calculation is done according to the so-called prospective method, in which the capital ?8888
0

value of pensions accrued to date under the State Pension Act is calculated by discount-
2006 2007 2008 2009

ing pensions to be paid in the future to their current value. The mortality and disability

. ) . Lo . Hm Pensioners Bl Terminated employment (paid-up)

assumptions used in the Employees Pensions Act are applied in the calculation. mm Stillin employment  mm Pension liability *

The discount rate used is 2.7 per cent, which is considered to be a real rate of interest

* The pension liability for 2009 was derived
retrospectively via the individual method from

that calculated for 2008.

that will exceed future income level changes and index increases in pensions.

Below are further details of the year-end 2008 pension liability.

Source: State Treasury

State pension liability on 31 December 2008 (MEUR)

Current liability Future liability Total
Retirement Disability Survivor
Active 0 22,942 1,471 2,313 26,726

Total 39,218 36,600 2,253 7,528 85,600

Source; State Treasury
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Trend in state pension expenses and projection to 2020
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Source: State Treasury

VER's pension premium income and the state’s pension expenses
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VER's net premiums, five years
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20 Years of the State Pension Fund

1989
e The State Pension Fund is established within the
State Treasury.

* The funding target is set for the year 2010.

1991

e Pension contributions from state offices, institu-

tions, and enterprises are directed to VER.

1993

* Pension contributions from state employees are
directed to VER.

 Investment activities are expanded.

* The transfer of funds to the budget is restricted
(to three quarters of pension expenditure).

* The VER Board of Directors is appointed, to bear
responsibility for the fund’s investment activities.

1999

*  Municipalities start to pay pension contributions for

teachers to the State Pension Fund.

@ VER /1990-2010

2000

The budget transfer is reduced to a third of annual
pension expenditure until the end of 2006
(subsequent to this, one half).

The funding target is set at 1.5 times the total of
state wages and salaries, a minimum of 20 per cent
of the state pension liability, in 2010.

Designated staff are hired for the fund.

Investment activities are extended to include equity

investments.

2003

Timo Loyttyniemi DSc (Econ), is appointed as the

Funds first full-time Managing Director.

2005

The funding target is set at 25 per cent of the state’s
pension liability.

The annual transfer from VER to the state budget
is prescribed as equalling 40 per cent of annual
pension expenditure until the set funding ratio is
achieved. Subsequently, the amount of the transfer
is to be specified annually in the state budget.

2006

* The role of the Ministry of Finance as supervisor
of VER is defined more precisely, and the ministry
is granted the right to issue general regulations
concerning VER’s administration, finances, and
investment policies.

* The tasks of the VER Board of Directors are laid
down in the law.

* The duties of VERS auditors are set by law.

o The transfer of VER assets to the state budget is
reduced for 2006 and 2007.

 The Ministry of Finance issues its first operation

guidelines to VER, in November.

2007

e In March and November, the Ministry of Finance
further specifies the operation guideline issued in
2006.

2008

* Global financial crisis begins.

2009

* Minister Antti Tanskanen is appointed as chairman
of the Board of Directors.

* Reform of the Universities Act is implemented, as
a consequence of which university employees are

gradually transferred to private pension schemes.



¢¢ VER is the Finnish State’s pension buffer,
providing some of the funding for the pension
costs related to the baby boom generations. %
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VER's Organisation

Board of Directors, 1 March 2009 - 28 February 2012

Chairman

Antti Tanskanen

Minister

born 1946

Education: Doctor of Economics

Vice Chairman

Teuvo Metsapelto

Ministry of Finance/Office for the
Government as Employer

born 1949

Education: Licentiate of Laws

Deputy Member: Veikko Liuksia
Senior Adviser for Legal Affairs,
Ministry of Finance/Office for the
Government as Employer

Antti Palola

Chairman of the Confederation of
Salaried Employees (Pardia)

born 1959

Education: Sea captain

Deputy Member: Seppo Vadndnen
Director of Negotiations, Pardia

The State Pension Fund is administered by the Board
of Directors and the managing director, assisted by a
management team. The Ministry of Finance appoints
the Board of Directors, which manages the fund’s invest-
ments, decides on investment policies, and approves
the annual investment plan. The Board’s term of office
is three years. The Board consists of a chairman, a vice

Helena Tarkka

Ministerial Counsellor for the
Ministry of Finance,

Budget Department

born 1955

Education: Master of Political
Science, Associate of Laws

Deputy Member: Raine Vairimaa
Senior Adviser,
Ministry of Finance

Risto Kangas

Director of Public Sector Negotiating
Commission, Organisation for Public
Sector Professionals (JUKO)

born 1954

Education: Comprehensive-school
teacher

Deputy Member: Markku Nieminen
Chief of Negotiations, JUKO

chairman, and a maximum of five other members.
A personal deputy is appointed for each member.
The Ministry of Finance appointed Antti Tanskanen,

PhD (Econ.), as Chairman of the Board, to serve from
1 March 2009. The Board of Directors convened 10 times
in 2009.

Tiina Astola

Permanent Secretary at

the Ministry of Justice,

born 1953

Education: Licentiate of Laws

Deputy Member: Marja-Leena Rinkineva
Senior Adviser, Ministry of Employment

and the Economy

Pirjo Makinen

Human Resources Manager, Trade
Union for the Public and Welfare
Sectors (JHL)

born 1955

Education: Master of Science

Deputy Member: Mika Hamalainen
Department Manager, JHL
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The Board of Directors appoints a consultative com-
mittee with seven members for the fund. The members
are external investment and finance professionals. The
Consultative Committee assesses the funds investment
plan, monitors its realisation, and reports to the Board of
Directors. The Consultative Committee convened three
times in 2009.

The VER management team, consisting of the mana-
ging director and five other members, convenes regularly.

Investment Consultative Committee
31 December 2009

Chairman
Eva Liljeblom, Professor, Hanken School of Economics

Vice Chairman
Vesa Puttonen, Professor, Aalto University School of Economics

Topi Piela, Managing Director, Umo Capital Oy

Timo Hukka, Investment Director,
Suomi Mutual Life Assurance Company

Liisa Jauri, Director, Nordea
Erik Valtonen, CIO, AP3

Hanna Kaleva, Director, Institute for Real Estate Economics

Management Team

Maarit Sdynevirta, Head of Other Investments Timo Loéyttyniemi, Managing Director
Jan Lundberg, Head of Equities Seija Kettunen, Head of Administration
Tiina Tarma, Legal Counsel Jukka Jarvinen, Head of Fixed Incomer
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Financial Statements

PROFIT AND LOSS STATEMENT 1 Jan-31 Dec 2009 1 Jan—-31 Dec 2008

OPERATING INCOME

SURPLUS/DEFICIT FOR THE PERIOD 1,963,567,694.30 1,706,066,098.60

" Financial expenses include impairment on stocks and fund units.
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Balance Sheet

ASSETS 31 Dec 2009 31 Dec 2008
FIXED ASSETS AND OTHER LONG-TERM INVESTMENTS

INTANGIBLE ASSETS

Other long-term expenditure 114,578.36 03,533.34
TANGIBLE ASSETS

Machinery and equipment 21,082.82 34,351.60

Furniture and fittings 91,907.89 112,990.71 115,860.97 150,212.57

TOTAL ASSETS 12,048,901,147.18 11,502,666,445.60
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EQUITY AND LIABILITIES 31 Dec 2009 31 Dec 2008

TOTAL EQUITY AND LIABILITIES 12,048,901,147.18 11,502,666,445.60




Contact Information

Managing Director
Timo Loyttyniemi
Tel. +358 9 2515 7010
Fax +358 9 2515 7051

Secretary to Managing Director
Mira Forsell

Tel. +358 9 2515 7019

Fax +358 9 2515 7052

Portfolio Analyst
Kati Vesterinen
Tel. +358 9 2515 7026
Fax +358 9 2515 7052

Administration

Head of Administration
Seija Kettunen

Tel. +358 9 2515 7011
Fax +358 9 2515 7052

Investment Assistant
Musse Habbaba

Tel. +358 9 2515 7018
Fax +358 9 2515 7052

Economy and Securities

Legal Counsel

Tiina Tarma

Tel. +358 9 2515 7024
Fax +358 9 2515 7052

Head of Middle Office
Marja Halmu-Tulppala
Tel. +358 9 2515 7032
Fax +358 9 2515 7052

Controller

Paula Mauno

Tel. +358 9 2515 7028
Fax. +358 9 2515 7052

Economy Assistant
Niina Sokero

Tel. +358 9 2515 7029
Fax +358 9 2515 7052
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Fixed-Income Investments

Head of Fixed Income
Jukka Jarvinen

Tel. +358 9 2515 7012
Fax +358 9 2515 7052

Deputy Director

Antti Huotari

Tel. +358 9 2515 7017
Fax +358 9 2515 7052

Senior Portfolio Manager
Sami Lahtinen

Tel. +358 9 2515 7025
Fax +358 9 2515 7052

Fixed Income Analyst
Simo Matilainen

Tel. +358 9 2515 7023
Fax +358 9 2515 7052

Equity Investments

Head of Equities

Jan Lundberg

Tel. +358 9 2515 7014
Fax +358 9 2515 7053

Portfolio Manager
Niklas Rosenqvist
Tel. +358 9 2515 7015
Fax +358 9 2515 7053

Senior Portfolio Manager
Esa Artimo

Tel. +358 9 2515 7016
Fax +358 9 2515 7053

Portfolio Manager

Kai Ylikangas

Tel. +358 9 2515 7013
Fax +358 9 2515 7053

Other Investments

Head of Other Investments
Maarit Saynevirta

Tel. +358 9 2515 7027
Fax +358 9 2515 7058

Portfolio Manager
Antti Vartiainen
Tel. +358 9 2515 7030
Fax +358 9 2515 7058

Portfolio Manager
Johannes Edgren
Tel. +358 9 2515 7040
Fax +358 9 2515 7058

Email: firsthame.surname@ver.fi
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