


Year 2020 will surely be remembered as a year
that has forced every one of us to look at things
from a new perspective.

With all its challenges, we have also seen a positive shift
bringing responsibility and sustainability closer to the core of
our clients’ decision making. The demand for sustainability-
themed funds soared during spring, and the OP Climate fund
is one of the most popular funds in our fund offering.

If 2020 strengthened the topic of responsibility in the minds
of our customers, it surely became even more integral to the
daily work of our portfolio managers. In the beginning of the
year, our ESG team was reorganised and each ESG specialist
was repositioned into different investment teams and closer
to the investment decision making. This has not only
deepened our ESG specialists’ knowledge on specific asset
classes, but also provided closer support for the portfolio
managers when analysing sustainability issues. This closer
collaboration resulted in our own ESG analysis tool that
allows us to build our own view on the companies ESG level
and momentum.

During 2020, we were actively following and commenting the
development of the EU Sustainable Finance regulations. We
do believe that better transparency on how environmental,
social and governance issues are considered in investment
decision making and investment products will support the
end investors’ ability to follow and reach their sustainability
goals. Transparency and comparability of sustainability
metrics are also key for the information received from

investee companies. Hence, one of our portfolio managers
has participated in the work of an EU-level task force to
prepare advice on this topic for the European Commission.

QOur report on climate-related risks and opportunities,
published in the summer, presents the baseline on which we
are building our climate strategy in the coming years. We
have considered climate risks and opportunities in our
investments already for several vyears, through carbon
intensity reporting, exclusions, active ownership and
innovative fund products. In addition, OP Real Estate Asset
Management’s sustainability work in 2020 culminated in a
recently published roadmap to carbon neutrality. One of the
key themes for the coming year will indeed be strengthening
and developing our climate strategies within OP Asset
Management.

Tuomas Virtala
CEO
OP Asset Management
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The analysis tool forms
information on:

1. A company’s ESG
performance level
(also relative to peers)

2. Potential changes regarding
the ESG performance level

3. Source of potential change

Supporting investment decisions with OP’s own
analysis tool

Integrating ESG into investment decision making can nowadays be viewed as staple,
especially in the Nordics, and it is growing in importance all over the world. In its earlier
stages, exclusions and ESG Ratings were the most utilised aspects and forms of ESG
investing. These still carry important roles, but the field has developed and more detailed
information is required in order to fully understand risks, opportunities and changes to
make wholly infromed decisions. In order for us to fully understand ESG aspects, portfolio
managers must have access to data and tools which enable drilling down to more specific
details. We at OP Asset Management have developed an internal tool to help with this.

Qur ESG solution combines raw data reported by companies with financial materiality.
Financial materiality is an essential layer which enables picking out the most material
indicators into further analysis of companies and industries, as it's not worthwile analysing
all data points for every industry. The tool formulates an overview of each company’s ESG
level based on financially material ESG indicators. The tool is transparent as the portfolio
manager is able to for example drill deeper after realising there’s been a change on the
company level ESG score and track the change all the way to the indicator level, thus
understanding exactly where the change comes from. Identifying the source of change also
helps to further discuss matters directly with companies when necessary. Picking up on
positive and negative signals early on can help with mitigating risks or discovering new
investment opportunities. In addition, the model takes the industry level into consideration
which helps to also understand how a company is performing in relation to its peers.
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Accessibility and standardization of sustainability
data has been in focus of our EU-level work

In 2020 we actively advanced our sustainability data accessibility related initiative together
with Finance Finland, Hanken, Aalto University and the European Association of Co-operative
Banks (EACB). We proposed that corporate environmental, social and governance (ESG) data
needs to be collected in the EU into a public database, where it could be stored in a
standardised electronic format, in order for all stakeholders to he able to produce the
analysis and reports required by the EU legislation. In June our initiative got EU-wide
support and the EU included it into strategic planning: the Capital Markets Union 16 action
points were released in September and listed the creation of the "single access point” for
corporate financial and non-financial data in the EU as action point number one.

As part of advancing our initiative we took part in the WU-level webinaar hosted by Finance
Finland and Hanken and cooperated with South Pole on a research project during which the
background of extant public corporate ESG databases globally was collected and the EU
Taxonomy was compared to the Sustainability Accounting Standards Board (SASB).

Finally, we advanced also the sustainability data standardization. Qur ESG specialist Kristiina
Vares-Wartiovaara participated in the fall in the EU-level multi-stakeholder Project Task
Force (PTF), which prepared advice for the European Commission on what issues should be
considered by the future EU non-financial reporting standard. The Final report is available
here and a related blog is available here.

% Blog (in Finnish) 14.2.2020: "Miten mittaan kestavyyden?”
("How can | measure sustainability?”)

© OP Financial Group / OP-Public



https://www.sttinfo.fi/tiedote/finanssiala-ehdottaa-yritysten-vastuullisuus-esiin-eu-tasoisen-esg-rekisterin-avulla?publisherId=2060&releaseId=69874939
https://www.hanken.fi/en/news/hanken-together-finnish-financial-sector-calls-open-esg-data-register-eu
https://www.aalto.fi/en/news/aalto-university-involved-in-brainstorming-winning-finance-sector-innovation
http://www.eacb.coop/en/news/eacb-news/joint-industry-letter-call-for-eu-action-a-centralized-register-for-environmental-social-and-governance-esg-data-in-the-eu.html
https://eur-lex.europa.eu/legal-content/EN/TXT/?uri=COM:2020:590:FIN
https://www.finanssiala.fi/en/news/Pages/ESG-data-the-capital-in-the-sustainable-transition-webinar.aspx
https://www.op.fi/-/op-lta-paras-rahoitusalan-innovaatio-ilmastonmuutoksen-torjumiseen
https://www.efrag.org/About/Governance/44/European-Lab-PTF-on-preparatory-work-for-the-elaboration-of-possible-EU-non-financial-reporting-standards--PTF-NFRS
https://ec.europa.eu/info/files/210305-report-efrag-sustainability-reporting-standard-setting_en
https://www.op-media.fi/blogit/why-is-the-standardisation-of-sustainability-reporting-so-important/
https://www.op-media.fi/puheenvuorot/miten-mittaan-kestavyyden/

Strong demand for sustainable thematic funds

The demand for sustainable thematic funds OP-Climate, OP-Clean Water, OP-Low Carbon
World and OP-Sustainahle World grew strongly throughout 2020. Out of the 115 000 new
clients of OP Asset Management, almost 96% chose to invest either in a thematic sustainable
fund or in an index fund. All in all, clients invested 80% more in these funds compared to the
previous year. OP-Climate was the single most popular fund.

In 2020 we developed the sustainable thematic funds in the following ways:

* A responsible portfolio manager specializing in sustainability issues was dedicated to the
funds. Her task is to analyze both financial and non-financial data of the companies in
more detail and to keep active contact with the companies.

+  We fully excluded (OP-Low Carbon and OP-Sustainable World) and limited to below 50%
(OP-Climate and OP-clean Water) companies’ revenue exposure to fossil fuels. As a result
of this change the carbon emissions of the fund fell sharply and considerably more than

:gig:z:t:vam the level of global reduction: OP-Climate -42%, OP-Clean Water -50%, OP-Sustainable

L N TR World -20% and OP-Low Carbon World -52%.

s OP-LOwv Carbon Wor id

Carbon intensity of sustainable thematic funds
Scope 1 and 2, tons/mEUR revenue

* The reference index of the OP-Climate fund was changed at the end of 2020 to MSCI
World Climate Paris Aligned index, which is committed to decarbonization in line with the
Paris climate agreement so that it contributes to a maximum of 1,5C degrees global
warming by 2050.

Additional information: sustainable thematic funds
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https://www.op.fi/op-ryhma/medialle/tiedotteet?id=3885750_PRC
https://www.op.fi/private-customers/savings-and-investments/funds/all-funds?category=1477395973
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Finland’s first impact fund to invest in emerging markets
WA 60068 LA VAT raised EUR 135 million in capital

EDUCATION EQUALITY AND SAMITATION

OP Finnfund Global Impact Fund | raised a further EUR 58 million at the end of 2020, in addition
to the first round of funding in the summer, which raised EUR 76. The fund seeks positive

: impacts on, for instance, climate change, food security, gender equality and the availability of
it ; financing. The fund focuses on three main industries in developing countries: renewable energy,
financial institutions and sustainable agriculture. This impact fund is for professional investors and
seeks an internal rate of return (IRR) of approximately 8-12 per cent.

OP Finnfund Global Impact Fund | made its first investment in the autumn. The fund contributed
10 REDUCED USD 12.5 million towards a loan package to a company called Netl Indonesia. Netl Indonesia is

INEQUALITIES et ] building internet connections in the world’s fourth most populous country, focusing on areas
where there are either no or limited internet access alternatives available. Its goal is to provide
access to fixed broadband connectivity to over 300,000 households. The importance of reliable
internet access has grown especially during the coronavirus pandemic.

13 i‘;ﬂg& LIFE LIFE News article: The second round of funding for the first Finnish impact fund to invest in emerging markets
raised a further EUR 58 million in capital — the total fund size now stands at EUR 135 million

- -
“ % News article: OP_Finnfund Global Impact Fund | to join a financing package to improve broadband access in
A rural Indonesia

Blog: Viisi vaitetta vaikuttavuussijoittamisesta — totta vai tarua (In Finnish)
Press release: The first emeraging markets impact fund in Finland attracted more interest than anticipated —

PEAGE, JUSTIGE PARTMERSHIPS i illion i i
1 AN STRONG FOR THE GOALS @) raised EUR 76 million in capital

INSTITUTIONS

0s SUSTAlmBh$
v, @ e > ®



https://www.op.fi/-/suomen-ensimmainen-kehittyvien-markkinoiden-vaikuttavuusrahasto-kerasi-noin-58-miljoonaa-euroa
https://www.op.fi/-/op-finnfund-global-impact-fund-i-mukaan-rahoittamaan-laajakaistayhteyksien-rakentamista-indonesian-maaseudulle
https://op.media/talous/sijoittaminen/viisi-vaitetta-vaikuttavuussijoittamisesta-totta-vai-tarua-034e446217834abdb10acf2728e86c32
https://www.op.fi/op-financial-group/media/bulletins?id=3697076_PRC

Passive investing continues to grow in popularity —
what about the ESG angle?

Investing in cost-efficient passively managed funds has grown popular through i.a. index
funds and passively managed ETF funds. ESG views can he taken into consideration in two
ways when it comes to passive investing:

1. Choose index funds and ETFs that emphasise ESG aspects

For example, the benchmark indexes of OP’s international index funds were switched from
the MSCI market-weighted all-share indexes to the suite of MSCI ESG Universal indexes.
This means that in future the weighting of companies conducting their business in a
responsible manner will increase in these funds. OP index funds also vote General
Meetings, taking sustainability perspectives into account.

2. Make sure the portfolio manager uses its voting rights and engages with companies in
order to foster change in companies when it comes to sustainability issues

For example, we at OP Asset Management surveyed around ten external index fund and
ETF managers regarding active ownership policies from a responsibility point of view.
According to our research, all managers vote in at least half of the General Meetings
available, but there is clear deviation when it comes down to voting for aspects related to
environmental and social issues. More than half of the managers engage with investee
companies on sustainability matters also outside of General Meetings.

News article: New benchmark indexes for OP index funds
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https://www.op.fi/-/op-n-indeksirahastojen-uudet-vertailuindeksi

General Meetings

Finnish GMs

Funds managed by OP Fund Management attended 53 GMs of Finnish listed companies
during the spring. Our personnel did not attend GMs in situ after mid-March due to the
risk posed by COVID-19. The majority of meetings were carried out virtually with
shareholders providing vote instructions in advance.

In addition to attending GMs, we engaged with/26 companies directly prior to their
meetings. Our feedback related to issues such as executive remuneration, share issuance
sizes and audit fees. Management remuneration policies were on the agenda of Finnish
GMs for the first time in spring 2020. We publish information on all casted votes in GMs
for funds managed by OP Fund Management on our Responsible investing webpage.

In addition, an OP Fund Management representative was elected to shareholders’
nomination committees, thus participating in the preparation of the 2020 proposal for
composition of the Board, in the following companies: Detection Technology, Robit Plc,
Hoivatilat and Exel Composites.

Global GMs

Exercising voting rights at GMs on a global scale is an
important part of OP Fund Management's shareholder
engagement. The number of global meetings attended
in 2020 declined slightly due to some technical issues
with voting in regards to the US market. In total, we
attended 1080 meetings globally (excluding Finland)
during the whole year.

Going forward, we are optimizing our participation in
global GMs. Our goal is to focus more on voting in
meetings where we have the best chances of having an
impact. Thus the total amount of attended GMs will
decrease in the future.

More information available in this report: Global General Meetings and General Meeting Attendance
More information on shareholder engagement: OP_Fund Management Ltd’s Shareholder Engagement Principles 2019 (in Finnish)

More information on voting: OP-Rahastoyhtion hallinnoimien rahastojen yhtiokokouskannat (in Finnish)
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https://www.op.fi/op-financial-group/responsibility/responsible-business/sustainable-investment
https://www.op.fi/op-financial-group/responsibility/responsible-business/sustainable-investment
https://www.op.fi/op-ryhma/vastuullisuus/vastuullisuus-liiketoiminnassa/sijoittaminen

Global General Meetings in 2020

VOTE INSTRUCTIONS

= Votes for

= Votes against

*The inner circle represents 2019 results

VOTES VS. MANAGEMENT'S VOTING RECOMMENDATIONS

= Proposals that were voted according to
management recommendations

= Proposals where vote instructions differed
from management recommendations

*The inner circle represents 2019 results
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General Meeting Attendance during 2018-2020

Of which 53 (53)
in Finland

{_ inFinland =~ w2020 m2019 =2018

1080 global GMs attended
n 2020:

. Oceania
27 countries

24 funds

14,387 proposals

56 proposals related to environmental issue v

20 proposals related to human rights 1) We send voting instructions to GMs globally (outside of

- Finland)

Represents a percentage of all GMs in 2020
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Addressing international norms violations in 2020

INDUSTRY TYPE OF VIOLATION

GEOGRAPHIC REGION OF NORMS VIOLATION AND COMPANY DOMICILE

a = Metals and mining
\ = Motor vehicles 3
Chemicals

’ = Commercial banking
‘ 1 » Pharmaceuticals \

= Energy
INITIATION OF ENGAGEMENT

= Human rights

= Environment

Business ethics

= Company has made
significant improvements

‘ = Company has demonstrably

1 taken responsibility

PROGRESS FROM THE BEGINNING OF ENGAGEMENT

Company has done very little
to improve its actions

= Violation has ceased and
been resolved (in 2020)
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= Year 2015
= Year 2016

Year 2019
= Year 2020

Europe, US, Asia and the Middle
East

North America and Europe

Europe, North America and Asia

Asia

Middle East

South America

North America

Africa

Europe
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m  Geographic region of norms violation ®  Company domicile

oP ()



%

News article: OP Real Estate Asset Management Ltd

installs 12 new solar power stations for its
properties

News article: OP Vuokratuotto converts first
residential property to ground source heat

News article: Properties managed by OP Real Estate
Asset Management use renewable electricit:

News article: OP Real Estate Asset Management to

engage in Net Zero Carbon Buildings commitment y

A

The journey of real estate investments towards carbon
neutrality

OP Real Estate Asset Management Ltd’s AUM was approximately EUR 4 billion in the end of 2020. The company is
Finland’s fourth largest real estate investor*. Real estate accounts for about 40% of Finland's energy consumption,
so we can naturally see that, as a major player, we have the opportunity and responsibility to take action to
mitigate global warming.

In 2020, our most significant emission reduction measure was the purchase of renewable electricity. Our
purchased electricity is generated by hydropower in 2020 and 2021. From 2022 onwards we will switch to
electricity generated by wind power. As part of construction and renovation projects, we always assess the
production potential of renewable energy, and implement geothermal, solar or air-to-water heat pump solutions
whenever possible. By the end of 2020, we had built 18 geothermal power plants and 32 solar power plants.

Another major leap towards carbon neutrality in 2020 was taken when switching to carbon-neutral waste
management for waste managed hy Lassila & Tikanoja. Emissions from waste management are especially reduced
by providing good recycling opportunities for users, but we also wanted to offset the emissions through Gold
Standard certified afforestation projects. The compensation corresponds to approximately 70% of the amount of
waste generated in our properties.

In 2020, OP Real Estate Asset Management reassessed and developed the company's sustainability program for its
real estate investment operations, and a roadmap to carbon neutrality was built. For the roadmap, we performed a
comprehensive site-specific emission calculation, which includes not only the energy consumption of the properties
but also the annual emission estimate for new construction and repairs, as well as the carbon footprint of waste. In
this way, we gained valuable additional information on our emission sources and can target measures where
emission reductions are greatest. We are committed to carbon neutrality in terms of energy consumption in
buildings by 2030. As proaf of this, we joined the World Green Building Council's Net Zero Carbon Buildings
commitment in December. oP @

*) KTI market review spring 2021


https://www.op.fi/-/op-kiinteistosijoitus-oy-asennuttaa-12-uutta-aurinkovoimalaa-hallitsemiinsa-kiinteistoihin
https://www.op.fi/-/op-vuokratuoton-ensimmainen-asuntokohde-siirtyi-maalampoon
https://www.op.fi/-/op-kiinteistosijoituksen-hallinnoimat-kiinteistot-kayttavat-uusiutuvaa-sahkoenergiaa?icmp=yl-atiili-3
https://www.op.fi/-/op-kiinteistosijoitus-tavoittelee-kiinteistokannalleen-nollahiilipaastoja-vuoteen-2030-mennessa-ja-liittyy-kansainvaliseen-sitoumukseen?icmp=yl-atiili-4

The carbon sink of forest assets continues to
grow

At the end of 2020, we managed more than 96,000 hectares of forest properties through
the OP Forest Owner Fund. The fund is Finland's fifth largest forest owner.

Forests act as carbon sinks when the felling is less than the annual growth. Part of the
harvested wood is used for wood structures, making it a long-term carbon storage. This,
too, has a positive effect on combating climate change.

At the end of 2020, the fund launched projects for forest fertilization, wasteland
afforestation and mire restoration. These measures will have a positive impact on carhon
sequestration and the protection of biodiversity. When the fund carries out new felling, the
felling areas are cultivated with suitable tree species and the seedling care is carried out in
accordance with good forest management recommendations. From the point of view of
carbon sequestration, timely felling and maintenance work are essential for the growth of
the stand.

Increasing renewable forms of energy production is key to combating climate change. OP
Forest Owner promotes the construction of wind power in Finland by leasing land for wind
power construction. In 2019, four project contracts were signed for the construction on the
fund’s properties, and in 2020, nine new projects have been agreed on. The mapping of
new properties is continuing.

Blog post: Vihreasta kullasta oma koti kullan kallis (in Finnish)
(Home sweet home made of green gold)



https://www.op-media.fi/puheenvuorot/puhetta-sijoittamisesta/vihreasta-kullasta-oma-koti-kullan-kallis/
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http://op.fi/responsible-investing
https://www.op.fi/op-financial-group/responsibility/responsible-business/sustainable-investment

Read more abodt responsible investing at OP Asset Management: https://www.op.fi/responsible-investing




