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The year 2022

The year 2022 was characterised by Russia’s invasion of Ukraine in
February, which not only caused human suffering but also had financial
impacts. For Varma, this meant that focusing on our core task, securing

pensions, was even more important. We succeeded well in this task, and
our solvency remained at a strong level.
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Varma in brief

Our core task is to secure pensions. We invest the assets
collected as pension contributions profitably and securely
for current and future pensions. Sustainability is an
essential part of all our operations.

Varma provides pension insurance for work
carried outin Finland. Our core task is to
secure pensions.

We take care of the statutory earnings-
related pension cover of entrepreneurs and
employees. Companies take out TyEL insur-
ance for their employees, while entrepreneurs
insure themselves with YEL insurance. Varma
is a responsible and solvent investor. We
invest the assets collected as pension contri-
butions profitably and securely for current and
future pensions. We mainly invest in equities,
fixed income and real estate, and in hedge
funds. As a real-estate investor, we focus on
offering high-quality business premises and
rental flats in growth centres. We also offer
corporate financing to our customers. Varma

provides pension cover for more than 900,000
employees, entrepreneurs and pensioners.
Our services in disability risk management
help client companies to save in pension costs
and private customers to continue in working
life.

Varma is a mutual company, owned by its
client companies, self-employed customers
and insured employees. Varma’s head office
is located in Salmisaari, Helsinki, and our net-
work of account managers covers nearly the
entire country. Varma has 531 employees. Our
success is based on our competent employ-
ees, who are passionate about their work. Our
modern work culture is built on our employ-
ees’ agile and responsible ways of working.

Sustainability is an integral
part of Varma’s core task and
work culture.

INVESTING
FOR CHANGE

FOR SUSTAINABLE
WORKING LIFE

REPORTING
PRINCIPLES
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While the world was in
turmoil, we focused on
Securing pensions

The year 2022 will go down in history as the year that
brought geopolitical and safety themes to light in a new way.

Following the pandemic, people were looking
forward to a return to normality, but the war
Russia launched in Ukraine turned those
expectations upside down. The year also put
regular households to the test: electricity
prices climbed to a record high, interest rates
spiked and soaring inflation made living more
expensive.

For Varma, this meant that focusing on our
core task, securing pensions, was even more
important.

We succeeded well in this task, and despite
the market twists, our solvency remained at a
secure level throughout 2022.

The earnings-related pension system has
also coped well with the pressure. From a
historical perspective, investment returns and
pension contributions are well balanced. This

is thanks to the long period of good invest-
ment returns after the financial crisis. Strong
investment returns also allow the pension
system’s future development.

As an investment year, 2022 was never-
theless challenging. Diversification of the
portfolio across geographical areas and asset
classes helped secure our investments against
the worst turmoil. At year-end, the market
value of our investments was EUR 56.2 billion.

Itis great that the financial situation of our
client companies and entrepreneurs contin-
ued to improve after the pandemic. This was
mirrored in the increased TyEL payroll, which
forms the basis for pension contributions. The
biggest TyEL payroll improvement was seen in
the sectors for which the past years had been

The earnings-related pension
system has coped well under
pressure. From a historical
perspective, investment returns
and pension contributions are
well balanced.
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especially difficult, such as the hospitality,
arts, entertainment and recreation sectors.

In 2022, Varma had success in customer
acquisitions in the small businesses sector.
|dentifying and serving the needs of small
businesses will also be one of our themes for
2023.

Reformed act brings clarity to
entrepreneurs’ social security

The 6.8 per centindex increase in pensions at
the beginning of 2023 significantly increased
the number of pension applications received by
Varma towards the end of the year. The number
of people receiving a pension from Varma rose
by 7,000 from the previous year.

The impact of the index increase to pensions
was especially clear in the increased number
of partial old-age pension applications, which
nearly tripled. A person who has turned 61 can
draw 25 per cent or 50 per cent of their accrued
pension without having to stop working,

Despite the high application volumes, the
pension processing times were not extended.

Partial old-age pension applicants often
received their pension decision on the same
day they applied for it. This would not have
been possible without a smooth application
process and good preparation. We have signifi-
cantly developed our digital services, and we
will continue to invest in them with an eye to
our customers’ needs.

Entrepreneurs’ pension insurance was also
reformed in 2022, as Parliament approved the
amendment to the Self-Employed Persons’

Pensions Act (YEL) on how confirmed YEL
income is determined. The change is aimed at
improving entrepreneurs’ social and pension
security.

The amendment brought clarity and unifor-
mity to our work at Varma, while it also gave
us a new responsibility to check that entrepre-
neurs’ YEL income is always at the correct level
as their business develops. The change was a
step in the right direction, but entrepreneurs’
pension security must be further developed.

The change in the YEL act increased the num-
ber of inquiries made to our customer service.
Determining an entrepreneur’s income level in
dialogue with them takes our customer service
personnel’s time, but at the same time, it gives
us important feedback on entrepreneurs’ daily
work.

Preventing biodiversity loss
alongside climate work

With sustainability being a key part of our oper-
ations, we can be pleased that EcoVadis, an
international corporate sustainability assess-
ment specialist, awarded Varma the Platinum
EcoVadis Medal in its assessment.

We continued our sustainability work in 2022
and revised our Sustainability Programme for
2022-2025. While taking care of paying and
securing pensions, our investment decisions
are guided by sustainability. We promote sus-
tainable working life by helping our customers
prevent and manage work ability risks.

We set even more ambitious climate targets
and now aim to cut the absolute emissions of

our investment portfolio in half by 2030. We
joined the international Science Based Targets
initiative and thereby committed to establish-
ing climate targets in accordance with the Paris
Agreement.

Varma also adopted biodiversity loss mitiga-
tion as a sustainability guideline alongside cli-
mate work. Our Biodiversity Roadmap, drawn
up in 2022, sets the framework for responsible
investment requirements in an effort to address
biodiversity in investment operations. In our
Principles for Human Rights, we commit to
intervene in human rights violations in our
investee companies, supply chains oramong
our personnel.

Varma is a significant real estate investor
in Finland, and the company aims for emis-
sion-free electricity and heat in its real estate
by 2030. In the reporting year, we carried out
energy renovations in several of our residential
properties, and we have managed to increase
the share of emission-free electricity and heat
by, for example, using geothermal heat,

Aiming for longer careers
The last quarter of 2022 calmed down the
investment markets, but the future of the econ-
omy is dictated by the development of inflation
and interest rates.

In terms of the pension system, keeping
the working-age population and birth rate
at a good level is important. Fortunately, we
have abandoned the thinking of steering
55-year-olds to the unemployment pathway to

retirement. We are retaining our ability to work
for longer, which is reflected in longer careers.

Therise in the retirement age is a quiet
success story of the pension reform of 2017.
Likewise, we have to take care of our young
people so that they are not left outside the
labour force when they face challenges.
Training and educational opportunities and
entering working life must be supported to
prevent an age cohort of marginalised young
people from forming.

Here at Varma, we will keep developing earn-
ings-related pension insurance. We will intro-
duce more effective services for disability risk
management in order to offer our customers
better opportunities to address any problems
that jeopardise work ability in a timely manner.
More than 80% of Varma’s vocational rehabili-
tants return to working life.

At Varma, 2022 will be remembered as the
year when the hybrid model became part of
everyday work. Our flexible work approach
combines working remotely and at the office
in the best possible way in terms of perfor-
mance and work flow. Common office days for
everyone help ensure that we also get together
face-to-face.

| want to express my gratitude to our custom-
ers for their trustin us. It has been a pleasure
to work for the Finnish pension system and
employees. We will continue this work in 2023.

Risto Murto
President and CEO

The rise in the retirement age
is a quiet success story of the
pension reform of 2017.
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The year in tigures

Solvency ratio
Return on investments

-4.9% 130.5%

Varma’s solvency remained at a secure level throughout 2022. Varma’s
solvency ratio was 130.5 per cent, and solvency capital was 1.8 times
the solvency limit.

Value of investments

€ bn
5 6 O 2
Climate allocation of the portfolio:

‘ 24020/0 i.e. 1306 € bn
MA -61% -11%

Solvency capital

13.3 ...

Efficiency

70%

Premiums written

601 € bn
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. . Key figures 2022
, . 2022 2021
‘ ‘ Varma’s solvency remained
at a sustainable level Premiums written, € million 6,118.6 5,634.6
throqghout the year’. Pension payments to pensioners, € million* 6,492.0 6,235.6
. despite the challenging _ e 531200
Solvency remained strong Varma’s goal is to maintain the company’s investment environment. TyEL insured 31 December : ’
throughout the year strong solvency through investment returns YEL policies 42,500 40,000
European equities- strgngthened towa rds the anq efficient operations. Varma’s solvency Pensioners 352,200 345,700
end of the year, bringing some ’resp|te toa ratio was EUR lBQ.S (139.4 on .l Jan) per cent, Investments, € million 56,204.4 59,023.6
year of negative returns. Varma’s solvency and solvency capital was 1.8 times (2.0 on 1 _ N Py 0 256 5
remained at a sustainable level throughout Jan) the solvency limit. Investment income, € million o o
the year, despite the challenging investment Solvency capital acts as a risk buffer for who cause no significant greenhouse gas Return on investment capital, % 4.9 18.5
environment. investment assets and enables Varma to aim emissions. Total result, € million -3,446.3 5,586.5
Thereturn on Varma’s investments was-4.9  for higher appreciation by making invest- In the reporting year, the CO, footprint of Loading profit, € million 38.2 51.2
(18.5) per cent. The value of Varma’s invest- ments with better expected returns. real estate investments was down 61 per . . 70.0 62.0
o Operating expenses as % of loading income . :
ments was EUR 56.2 (59.0 on 1 Jan) billion. cent compared to 2015. We have focused on _ N 1734 -
Varma’s investment portfolio is broadly Absolute emissions clearly down low-emission investments, and in real proper- ransferto clientbonuses, € million : :
diversified across geographical areas and Varma’s goal is to cut the entire investment ties, the share of emission-free electricity and % of TyEL payroll 0.72 0.99
asset classes alike. This provided security portfolio’s absolute emissions by 25 per cent heat has been increased. Technical provisions, € million 45,372.1 45,225.0
while listed equities declined all over the by 2025 and by 50 per cent by 2030. Setting Varma aims for a carbon-neutral investment Solvency capital, € million** 13,344.4 16,890.3
world. Of Varma’s investments, private equity absolute emission targets for an entire invest- portfolio by 2035. , ) _ 18 20
. . o A in relation to solvency limit . .
investments yielded 7.9 (49.6), real-estate ment portfolio is rare both in Finland and 531 57
investments 5.7 (5.9) and hedge funds 2.3 globally. Varma will refund EUR 173 million  Average numberof personnel
(15.3) per cent. The return on fixed income At the end of 2022, absolute emissions were  in client bonuses to its customers Personnel expenses, € million 2eils >2.8
investments was -5.2 (1.9) per cent and on down 11 per cent compared to 2021. Varma’s operational efficiency remained at a Donations, € million 0.02 0.05
equity investments -8.7 (32.3) per cent. The climate allocation accounted for 24.2 good level. Varma’s solvency and efficiency Membership fees in sectoral organisations, € million 1.0 0.9
In the last quarter of the year, inflation (18.2) per cent of Varma’s investment portfolio  benefit clients in the form of client bonuses, , _ _ .
, , , . Purchases from service providers and suppliers, € million*** 55.8 55.3
growth and upward pressure on interest rates at the end of the year. Our target is for the which amount to EUR 173 (222) million. The
settled down. climate allocation to represent 25 per cent of bonuses will lower our customers’ TyEL insur- . ' _ '
Pension assets are invested for the long the investment portfolio by 2025. The allo- ance contributions. Setore the reduction of recelved clearing of pay-as-you-go (PAYG) pensions -
alculated according to the regulations valid at the time (same principle applies to other solvency indicators)
term, which lowers the significance of individ- ~ cation includes companies whose business In 2022, administrative costs were 70 (62) ““Excluding costs for investment operations (such as real estate development purchases)
ual years. Pension investments have a profit- benefits from climate change mitigation and per cent of the expense loading included in
able decade behind them. the insurance contributions.
8
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o
Varma gained a total of EUR 114 (45.9) mil- The biggest growth was in partial old-age Disability pension was most commonly
lion in new TyEL contribution income during pension applications. The number of applica-  applied for by a construction or transport Read more

the year. This includes the net impact of new tions increased by nearly 190 per centin 2022 industry employee due to a musculoskeletal about pension cover

sales and premiums written transferred from
other pension institutions. Premium income
stood at EUR 6.1 (5.6) billion.

Partial old-age pension
applications nearly tripled

Varma paid out pensions in the amount of
EUR 6.5 (6.2) billion to 352,000 (346,000)
people. A total of 28,500 (21,100) new pension
decisions were made during the year. New
pension decisions increased 34.7 per cent
from 2021.

compared to the previous year. Nearly 7,000
(2,500) Varma customers retired on partial old-
age pension. The majority of these were men,
at 65 per cent.

Varma’s total processing time for pension
applications accelerated to 16 days compared
to 19 days in 2022, and more than half of
partial old-age pension applicants received
their pension decision on the same day they
applied for it.

The number of new disability pensions
increased slightly from 2021.

disease. Mental health disorders were the
main reason for new disability pensions (34.4
per cent).

The amount of rehabilitation applications
declined early in the year, but took an upward
turn in the autumn. The number of applica-
tions for the whole of 2022 was 9.1 per cent
lower than in the previous year.

At the end of the year, 590,000 (571,000)
individuals were insured by Varma.

New pension
decisions increased
34.7 per cent. The
biggest growth

was in partial
old-age pension

applications.

Investment returns (%) Investment portfolio (€ million)

20 60,000

18 9,187 8,438
50,000 5 442

. 9,548 8,827 ’ 5,741

14 40,000

10,037 4,413 4,828
3,879

30,000
18.5

10,000
10,568
1,310
0

12 Other investments

10

29,352

27,533 Real estate investments

23,083

@ Equity investments

@® Fixed-income investments

@ Impact of derivatives

7.1 7-8
4.2 4.7

AN O N DMNO ®

H )
-10,000
% 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 € mill. 2018 2019 2020 2021 2022
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The world was in turmoil in 2022

The year 2022 was characterised by Russia’s invasion of Ukraine in February,
which not only caused human suffering but also had financial impacts. The
global economy and investment market suffered from turbulence. In working
life, employees and employers alike were adjusting to the new normal after the
lifting of Covid-19 restrictions.

The changein Inflation caused a hike

the investment in the earnings-related

environment was pension index and an
reflected in pension increase in pension
investments applications

Jarkko Soikkeli Tarja Syvala
Director, Head of Strategy Group and Pension Services Director
Allocation
The exceptional hike in the earnings-related

Share prices reacted to the change in the
economic environment with a substantial,
sustained decline. Returns on fixed-income
investments were also record low. Varma’s
investment returns were negative, but the
allocation in unlisted investments brought
diversification benefits. Our solvency remained
strong.

pension index, caused by inflation, prompted our
customers to apply for partial old-age pension. The
number of partial old-age pension applications
received by Varma nearly tripled. Partial old-

age pension was a source of much-needed extra
income for many as the cost of living increased.

Sampsa Ratia
Investment Director, Head of Real Assets

Russia’s war of aggression raised energy prices
and weakened the availability of energy. Varma
contributed to the energy saving measures in

the office and commercial properties under its
ownership by optimising ventilation, cooling

and heating, and reducing the lighting used in
advertising signs. We also implemented energy-
saving measures in our rental housing properties.

New forms of
working were
created

Katri Viippola
Senior Vice President, People,
Communications and Development

Covid-19 restrictions were relaxed in the course
of the spring, and at many workplaces, people who
perform expert work switched to a hybrid model,
consisting of a mix of on-site and remote working.
At Varma, we believe in a flexible work approach
that allows teams to decide on the best practices for
their work. We want to combine the best aspects of
different ways of working.

Annual and Sustainability Report 2022 10
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Decade in brief
BIDEN IS Europe and the US impose
ELECTED severe sanctions against

The decade following the financial crisis has been a period of sustained economic growth.
The coronavirus pandemic, war in Ukraine and central banks’ tighter monetary policy have

caused increased uncertainty and restlessness in the investment market.

60%

50%

40%

30%

20%

10%

0%

-10%

-20%

2012

ECB ANNOUNCES QUANTITATIVE
EASING MEASURES

In autumn 2014, the markets received a shot
in the arm when the ECB initiated its bond
purchase programme.

FED’S
ANNOUNCEMENT

OF UNWINDING
QUANTITATIVE EASING
CAUSES INTEREST
RATES TO SOAR

The Fed’s announcement
that it was cutting back
on quantitative easing
caused a strong rise
ininterest rates and a
temporary decline in the
equity markets.

2015

CHINA DEVALUATES |TS
CURRENCY AND RAW
MATERIAL PRICES PLUMMET
The devaluation of the yuan
and capital flight raised
concerns among investors
about the state of China’s
economy, causing a downswing
in the markets. Prices of all

raw materials plummeted as a
result of falling oil prices.

MAJOR TAX
CUTS IN THE US

2018

/\/\0

2017

TRADE WAR ESCALATES

The trade war between the
US and China escalated,
and the Fed tightened its
monetary policy.

TRUMP IS ELECTED
US PRESIDENT

Contrary to expectations,
Trump’s election did not
cause uncertainty in the
global equity markets, but
instead they remained on a
strong upward trajectory.

BREXIT VOTE

The UK referendum on leaving
the EU caused uncertainty and
a temporary drop in the global
equity markets.

2020

2019

CENTRAL BANKS
STIMULATE

A heightened risk of
recession and the trade
war, among other things,
forced the US, Chinese
and European central
banks to implement
additional stimulus
measures.

US PRESIDENT

A

L/ 2021

STRONG RECOVERY IN THE
ECONOMY AND THE INVESTMENT
MARKETS CONTINUES

The lifting of Covid-19 restrictions
and progress in vaccinations
supported economic growth and
companies’ earnings growth.
Coronavirus variants caused
temporary uncertainty in the
markets.

CORONAVIRUS CRISIS

The Covid-19 pandemic plunged the
investment environment into its worst
downturn since the Great Depression of
the 1930s, but thanks to massive monetary
and financial policy stimulus measures, the
economy recovered quickly.

Russia and support Ukraine.

EUROPE’S ENERGY CRISIS DEEPENS

Recession expectations rise, and markets
are nervous about the impacts of inflation

and more restrictive monetary policy on
economic growth.

FED TIGHTENS ITS
MONETARY POLICY

The Fed initiates interest
hikes to curb inflation.

—— Varma’s investment returns 2012-2022

Annual and Sustainability Report 2022
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Strategy and goals

We invest companies’ and employees’ funded pension contributions
so that their returns guarantee our shared future. Our objective is to
secure high-quality pension provision for our customers, foster strong
solvency, operate efficiently and guarantee the positive development
of premium income.

Annual and Sustainability Report 2022 12
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Strategy builds on our
core task

Varma'’s core task is to secure pensions. We are
responsible for making sure that the pension funds our
customers entrust us with are secure.

Our current strategy will guide our operations
until 2025. The strategy is based on our endur-
ing values and, in keeping with our core task,
we are responsible for making sure that the
pension funds our customers entrust to us
are secure. Our vision is: We supportyou in a
world that’s going through incredible change.
Our goal is to prove that we are worth our
customers’ trust by being the most solvent,
efficient and influential earnings-related pen-
sion insurance company. We provide the best
client bonuses, smooth digital services and
high-quality pension insurance services. We
are a sustainability pioneer in what we do. In
2022, we executed our strategy by focusing on
the development of digital pension insurance
services that meet customers’ needs and
disability risk management services that uti-
lise data and analytics. We also promoted an

agile operating culture at Varma by deepening
related competence and introducing agile
ways of working.

Our objectives

In 2022, Varma’s targets related to the quality
of pension services, the development of pre-
mium income, solvency and efficiency.

In terms of our pension-service quality tar-
gets, we measure the uninterruptedness of our
private customers’ income. This means that
our customers receive their pension during
their first month of retirement. Our target was
for 85-90 per cent of new pension recipients
to have their pension paid during the first
month of their pension entitlement. The figure
for 2022 was 89.3 (86.6) per cent.

Premiums written totalled EUR 6.1 (5.6)
billion. Premiums written is based on the total

Annual and Sustainability Report 2022 13
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payroll, which in 2022 increased by 7 per cent
from the previous year.

Varma'’s solvency remained at a strong level Va ima is the mOSt

in spite of the challenging investment environ-

ment. Atyear—end,ggrsolvency capital stood SOlvent €d rningS'
at EUR 13.3 (16.9) billion. related penSiOn

Varma manages pension cover cost-effec-

tively. We used 70 (62) per cent of the amount CO m pa ny | n

of contributions reserved for operating

expenses. The smaller the percentage is, the Fl n la n d °

more efficient the earnings-related pension
company is.

Our values
We are guided in our work by our values: cour-
age, reliability and sustainability — with joy

€13.3 bn

Courage: We boldly find new ways of working,
together with our customers. Our courage

stems from trust, co-operation and strong At year-end, our solvency

competence. capital stood at EUR 13.3

billion.
Reliability: We work openly and with integ-

rity. We keep our promises to clients, partners
and each other.

Sustainability: We continuously develop our
responsible ways of operating. For us, sus-
tainability means making long-term choices
to secure pensions and improve operational
efficiency.

We work and live our values every day with joy
and passion.

Annual and Sustainability Report 2022 14
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Changes and opportunities in the operating environment
Varma’s targets Quality of pension services Solvency Premiums written Efficiency
CHANGES Private customers’ expectations for broad, real-time The development of the global economy was charac- « Theimpacts of Russia’s war of aggression and theun- | « Competition in the earnings-related pension sector and
digital services terised by slower growth, rapid inflation and aggressive certain situation of the global economy on businesses the criteria for client bonuses highlight efficient imple-
Need for high-quality personal customer service. monetary policy by the central banks operating in different sectors mentation of pension provision
Some elderly private customers and thosein a The rise in interest rates was exceptionally strong from « Structural transformation of working life and com-
challenging life situation have no access to digital the extremely low starting levels. Returns on fixed-in- panies: entrepreneurial work is increasing, and most
services. come investments were also historically low due to the new jobs are being created in SMEs
Impacts of the transformation of working life and the rise in interest rates and risk premiums of corporate « Labour shortage in different industries
rising retirement age on work ability bonds « The development of Finland’s age structure: the num-
Share prices reacted to the change in the economic envi- ber of people in working life will decline
ronment with a substantial, sustained decline
OPPORTUNITIES Speeding up and improving customer service through Future return expectations improved due to the rising « The Incomes Register makes it possible to develop . Changes in work culture and ways of working: hybrid

automation

Using digitalisation to develop services that match
customer needs

Developing service models to be able to offer
high-quality personal services in cases where digital
services do not meet customer’s needs

interest rates and more moderate equity valuation level

real-time insurance services
« Use of digitalisation and data to develop disability risk
management services

work, agile ways of operating, collective self-direction,
self-management skills, improving digital tools
Automation

Efficient and agile development
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Successes
Varma'’s targets Quality of pension services Solvency Premiums written Efficiency
SUCCESSES Uninterruptedness of income 89.3% (proportion of The return on investments was negative yet clearly out- < Total payroll, which forms the foundation for contri- «  We used 70% of the assets reserved for operating

customers who have their pension paid during their
first month of pension entitlement). In spite of the
major increase in pension applications in autumn
2022, pension processing was not congested thanks
to a smooth process.

Phone service for private customers received a grade
of 9.3 (scale: 0-10).

The share of private customers’ online applications
was 71.2%.

Of those who started a rehabilitation programme,
82.4% returned to the labour market.

performed the return on listed equity and fixed income
markets. Unlisted investments brought diversification
benefits.

Varma’s solvency remained strong.

The absolute emissions of Varma’s investments were
down 11% compared to 2021.

The climate allocation accounted for 24.2% of Varma’s
investments at year-end.

The CO, footprint of real estate investments is down 61%
since 2015.

Varma was tied for first place in the Responsible In-
vestment category of the Global Pension Transparency
Benchmark.

EcoVadis, an international corporate sustainability
assessment specialist, awarded Varma the Platinum Eco-
Vadis Medal. Varma ranked in the top 1% of the 90,000
companies analysed.

bution income, increased 7%. We gained plenty of
new TyEL and YEL customers. The number of insured
increased by approx. 19,000.

« Weintegrated corporate customers’ personal pension
and rehabilitation matters and YEL insurance matters
into a single digital service.

« Of our expert services in work ability management,
76.2% were targeted to customers with a heightened
and/or high disability risk.

« Therevamped ‘Work ability in figures’ section of the
Varma Online Service enables our client companies
to easily gain an overview of the work ability situation
and receive data-driven further action proposals to
improve work ability.

+ Client companies’ satisfaction with the work ability
development manager was 4.8 (scale: 1-5).

expenses.

Varma was awarded the second highest, AA+, rating in
the PeoplePower employee survey, and the PeoplePow-
er index was higher than ever, at 78.5 (scale: 0-100).

CONTINUING IN 2023

Ensuring uninterrupted income for private customers:
swift processing of pension applications and smooth
payment of pension after the pension decision is
made

Development of digital services for private customers,
raising the self-service rate and ensuring customer
satisfaction

Development of operating models, services and part-
nerships within rehabilitation

Development of service processes within rehabil-
itation and disability pension services for private
customers

Investment risk diversification, market forecasting, and
active risk level management

Strengthening of the allocation strategy

Broader analysis of climate risks

Data-driven development of responsible investment

« Development of YEL insurance service models and
processes, and digital services

« Strengthening the risk-based, data-driven and knowl-
edge-based approach in disability risk management

« Development of work ability management service
models and services for different customer groups

Continuous development of management, ways of
operating, processes and the work culture

Annual and Sustainability Report 2022 17
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How Varma creates value
T oumurs R aureomes

Financial capital Financial outputs Financial outcomes Varma’s own operations
Premiums written (incl. expense loading) « Investmentincome €-2.9 billion . Secure and uninterrupted income for pensioners: ~ + Reduction in Varma employees’ carbon
€6.1 billion VARMA « Assets setin funds for future pensions €43.6 pensions paid €6.5 billion footprint 74% (since 2015)
- Value of investments €56.2 billion billion Client bonuses €173 million
Operating expense efficiency 70% Long-term ownership and stable capital injections ~ Social outcomes
WE SUPPORT YOU IN A WORLD | . el

Human capital

« Skilled and motivated employees (531
persons)
Development of competence, expertise and
leadership (96% of personnel have a three-
year planin place)
Investing in work ability and work culture

Intellectual capital

« Varma brand and service concepts

« IT systems, data and automation

« Principles supporting our sustainability

Social capital
Customer relationships
Suppliers and partners
Co-operation with authorities and
decision-makers
Organisation and media relations

Natural resources

« Water478,403 m?, heat 118,466 MWh,
electricity 76,001 MWh

« Construction materials

Manufactured capital
Real estate properties’ net area
1.2 million m?

THAT’S GOING THROUGH
INCREDIBLE CHANGE.

Our core task is to secure pensions.

We are accountable
to our customers.

"Absences and holidays and work input of part-time and hourly workers taken into account.

Services

Insurance and pensions

« 29,900 TyEL insurance policies
42,500 YEL insurance policies
590,200 insured persons

« 352,200 pension recipients

Disability risk management services

« Number of work ability management
customers: 145
Number of rehabilitants: 3,744
Work ability research

Customer events, training and webinars

Commercial properties for rent, net area 0.95
million m?
Number of rental apartments 4,260

Waste and emissions

Investments

« Carbon footprintin listed equities 1,030,905
tCO,e, in corporate bonds 161,350 tCO e,
in hedge funds 854,436 tCO_e, in real estate
funds 84,127 tCO._e, in private equity and
infrastructure funds 2,782,217 tCO,e, in
private debt 318,242 tCO_e
Waste from commercial properties 2,240
tonnes
Waste from residential properties 1,503
tonnes

Varma’s own operations

« Varma employees’ carbon footprint 383 tCO

« Waste generated by Varma employees
22 tonnes

2

Employees’ salaries and benefits €46.3 million - Earnings-related pension cover for employees

Payments to suppliers €363 million

Investments in Finland € 13.4 billion, taxes
withheld and paid €1.5 billion, sponsorships and
donations €0.02 million

Interest organisations’ membership fees €1.0
million

Environmental outcomes
Investments

Carbon intensity down 16% in listed equities, 8%
in corporate bonds (since 2016), 61% in real-estate
(since 2015)

Increasing the share of emission-free heating to
35% and of emission-free electricity to 70% in real
estate

Promoting circular economy and reducing waste
in real estate

We secure citizens’ income through the pension system

and entrepreneurs

Maintaining a solvent and efficient pension
system

Rewarded customer service, better work ability
and lower pension costs in client companies
Increasing man-years through disability risk
management services

Promoting sustainability in investees
Aninspiring and equal workplace that promotes
work ability (PeoplePower index 78.5, 96% of
employees feel that they can be themselves, sick
leave days 6.1/person)

Authorities’, decision-makers’ and media’s trust in
the pension system

Employment impact (man-years at Varma 452%)

We steer investment capital to climate-change solutions and sustainable investees
We promote environmentally friendly solutions in real estate properties

We promote work ability and good working life and help prolong careers

We promote equality and non-discrimination in working life

Annual and Sustainability Report 2022
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Farnings-related pension

system

Pension accrues from all work and
self-employment
In Finland, pension cover consists of statutory
pension for employees and entrepreneurs,
and national pension and guarantee pension,
which supplement the statutory pensions.
The amount of national pension is adapted
according to the amount of earnings-related
pension. Earnings-related pension accrues
from all work and self-employment.
Earnings-related pension is based on a
defined benefit scheme, which means that
pension accrual is specified in legislation
and pensioners receive their earned pension
amount from the moment of their retirement
for the rest of their lives. The level of pensions
being paid is not affected by, for example,
changes in the pension assets’ investment
returns. Pensions are paid in the promised
amount regardless of economic cycles.

A strong pension system works
smoothly also in exceptional
circumstances

Areliable earnings-related pension system
creates stability for the economy and for soci-
ety under exceptional circumstances as well.
Defined-benefit earnings-related pensions
provide security for the insured and economic

stability by upholding pensioners’ purchasing
power through index increases.

In 2022, the global political situation and
economic environment were in turmoil and
Europe’s security was shaken, but trust in
earnings-related pensions has remained
stable.

Earnings-related pensions are
partly funded in advance

The majority of earnings-related pensions that
are currently being paid are financed directly
through pension contributions paid annually
by employees and employers. However,
pensions are in part paid out using assets and
the return on those assets that are set aside
in funds. In other words, a proportion of the
annual TyEL pension contributions is placed
in funds for pensions to be paid out later on.
Entrepreneurs’ earnings-related pensions are
not funded in advance.

Pensions are well secured under the Finnish
statutory earnings-related pension system.
The financing of earnings-related pensions is
influenced by economic growth, demographic
development and the employment rate, but
also by the returns on the invested pension
assets.

Pension assets are invested profitably and
securely. Successful investment activities

Annual and Sustainability Report 2022 19
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mitigate the need to raise pension contribu-
tions in the future. The strong solvency of
earnings-related pension insurance providers
is important, since it affects risk-taking and
return opportunities. Strong solvency also
facilitates the timing of investment decisions
in fluctuating market conditions. Varma’s
solvency remained strong in 2022, despite the
challenging investment environment.

The financial and social sustainability of the
pension system requires longer careers than
currently. Varma contributes to achieving this
target by offering its insured vocational reha-
bilitation when their work ability is threatened.
Varma aims to manage the disability risk it
insures by offering guidance and support to its
customers.

Earnings-related pension
insurance companies compete
with one another
The earnings-related pension insurance
system is decentralised. This means that earn-
ings-related pensions and pension assets set
aside in funds for their payment are managed
by several pension companies, industry-wide
pension funds and company pension funds.
Employees covered by earnings-related
pension insurance have the same insurance
cover regardless of which insurance company
the employer has chosen for the arrangement
of its employees’ insurance cover. From the
perspective of an individual insured person,
the earnings-related pension system is simple
and the accrual of pension benefits is trans-
parent. Pension accrual is maintained even if
the employer changes, and pension is applied

for from just one company, according to the
so-called principle of the last institution.

Earnings-related pension insurance com-
panies compete with one another in terms of
investment results, operational efficiency and
the quality and effectiveness of their customer
services. Good investment performance over
the long term means higher client bonuses
for customers, and efficient operations reduce
the expense loading included in insurance
contributions.

Private sector earnings-related pension
insurance companies are jointly liable in a
situation where, for example, an insurance
provider goes bankrupt. This is one of the rea-
sons why their solvency levels and risk-taking
in investments are regulated.

Main principles of the earnings-
related pension system are
sustainable

Finland’s earnings-related pension system has
been reformed regularly. At the beginning of
2023, the Self-Employed Persons’ Pensions
Act (YEL) was changed with the aim of improv-
ing entrepreneurs’ social and pension security
and clarifying how YEL income, which has a
major impact on these, is determined. The
earnings-related pension insurance company
confirms YEL income based on an overall
assessment that takes into account the sec-
tor’s median salary, the amount and value of
the entrepreneur’s work input, as well as the
scope of their entrepreneurial activities and
their professional skills. In the future, earn-
ings-related pension companies are obligated
to monitor and review the entrepreneur’s

income level regularly. The objective is for YEL
income to be at the right level throughout the
entrepreneur’s career.

In 2022, the Finnish pension system ranked
fifth in an annual international comparison,
the Mercer CFA Institute Global Pension Index.
The index compares the pension systems of
different countries from the perspective of the
adequacy of pensions, sustainability of the
pension system and integrity of governance.
Finland was ranked number one in terms of
the reliability and transparency of its pension
system governance for the ninth time in a row.
Finland’s ranking improved two places from
the previous year, as the calculation method
was adjusted to give more weight to countries
with strong earnings-related pension cover.

pensions has remained stable.

In 2022, the global political situation
and economic environment were in
turmoil and Europe’s security was
shaken, but trust in earnings-related
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Sustainable Varma

Because of our societal role, we have a long-term responsibility

for managing pension assets, as well as for our customers, Varma
employees, and our shared environment. Sustainability is part of all
Varma’s operations. Our goal is to be a sustainability pioneer in the

earnings-related pension insurance sector.
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Sustainable Varma

Sustainability is an integral part of Varma’s core task
- securing pensions. ‘Sustainable Varma’ is also a
key theme of our strategy, and sustainability is an
integral part of our everyday work and business. Our
sustainability work is guided by our Sustainability
Programme, which was revised in 2022,

Sustainability has been chosen as a key
competitive factor in Varma'’s strategy for
2020-2025. Our goal is to be a sustainability
pioneer in the earnings-related pension insur-
ance sector.

For Varma, sustainable business means first
and foremost taking care of pension assets
and pension payments, investing responsibly
and promoting sustainable working life.

New Sustainability Programme to
guide our work

In 2021 and 2022, we carried out thorough
work to update our Sustainability Programme.
The new programme defines our sustainability

focus areas and the related objectives and
measures for 2022-2025. The programme is
based on a materiality assessment that was
carried outin 2021.

In the materiality assessment, we made
use of a stakeholder survey and the Executive
Group’s sustainability workshop in order to
identify sustainability priorities and how our
stakeholders’ expectations and our operating
environment have changed over the last few
years. The stakeholder survey consisted of
an online survey and interviews. The survey
was sent to a broad group of people, repre-
senting different stakeholder groups: private
customers, entrepreneurs, client companies,
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commercial property customers, flat tenants,
partners and service providers, represen-
tatives of Varma’s administration, Varma
employees, representatives of financial sector
organisations and associations, labour market
representatives, legislators, nongovernmental
organisations and representatives of the
media. We received 4,432 replies to the survey.
Most of the respondents were private custom-
ers, entrepreneurs and representative of client
companies. We also conducted 13 interviews
with members of Varma’s Board of Directors
and the Executive Group, and representatives
of the financial sector. The views brought up
by the stakeholders were discussed and pri-
oritised in the Executive Group’s sustainability
workshop, applying the principle of double
materiality, i.e. what impact do the views have,
on the one hand, on our business and, on the
other hand, on people and the environment.
In the materiality assessment, we identified
themes and theirimpacts that have further
grown in importance in our stakeholders’
expectations and in our operating environ-
ment. Examples of these are biodiversity, cir-
cular economy, human rights, and promoting
work ability and longer careers. Taking care
of our responsible core task, such as securing
solvency and ensuring smooth implementa-
tion of pension cover, were stillamong the
most important themes raised by our stake-
holders. The cost efficiency and transparency
of Varma’s operations, good governance and

efforts to increase trust in the pension system
were also considered important themes.

The focus areas identified through the
materiality assessment lay the foundation
for our new Sustainability Programme. The
focus areas of our Sustainability Programme
are: Ensuring secure pensions, Investing for
change, and For sustainable working life.
The guiding principle for our Sustainability
Programme is “A secure future for everyone”.

Ensuring secure pensions: Taking care of
pension assets and paying pensions correctly
and on time are the cornerstones of every-
thing we do. We operate transparently and
ethically, while also taking cost-effectiveness
and environmental impacts into account.

Investing for change: Responsibility is a core
aspect of all our investment decisions. We
direct our investments towards tackling our
current global challenges: mitigating climate
change, adapting to the changes it brings,
slowing down biodiversity loss and promoting
human rights.

For sustainable working life: We promote
sustainable working life and help our cus-
tomers anticipate and manage disability risk.
We take care of Varma employees and their
competence. We build an inspiring workplace
where everyone can be themselves.

The three sustainability focus areas each
include sustainability topics that are import-
ant for Varma and which were identified with
the help of the materiality assessment. In
order to promote the material topics, we have
set various objectives. The table on pages
26-31 shows the material topics, the related
objectives and our progress in 2022.

The Sustainability Programme was cas-
caded to Varma employees’ daily work in 2022

by organising sustainability workshops for
all functions. We organised 16 workshops, in
which a total of 461 Varma employees partic-
ipated. They accounted for 87 per cent of the
entire personnel. The heads of each function
gave opening speeches at the workshops,
after which the Responsible Investment &
Sustainability department gave a presenta-
tion on the new Sustainability Programme.
Furthermore, case studies tailored to each

Materiality assessment process for the Sustainability Programme

Identification

function were discussed. The focus was on
resolving practical sustainability challenges
associated with the work of the function. The
participants were asked to provide feedback
on the workshops. On a scale from 1 to 10, the
average score for all the feedbacks was 8.6.
Positive feedback was given especially for the
case studies. The participants also felt they
had gained new sustainability aspects for their
own work.

Preparation and

of material Condensing the Establishing approval of the
topics and Stakeholder material topics objectives and Sustainability
stakeholders consultation into focus areas measures Programme
Based on the
material topics,
establishing the
Identification Stakeholder Executive Workshops with focus areas and
of stakeholders consultation Group’s strategic and objectives in the
relevant in terms through surveys workshops operative key Sustainability
of impacts and interviews persons Programme,

and approval of

the programme

by the Board of
Directors
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A secure future for everyone

Through our sustainability work, we are building a better world for current and future generations.

V

a
=

Investing for change

We aim for better returns and reduced risks
through responsible investment.

=

For sustainable working life

We support work ability in a world
that’s going through incredible change.

Ensuring secure pensions

We build trust in pension security and a sustainable future.
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Responsibility in figures

We voted at

366

In order to improve ESG
reporting, we engaged with

778 fund

management
“(‘ A

general
meetings

In 2022, we revised our Sustainability Programme, tightened our
climate policy and prepared a Biodiversity Roadmap and Principles for
Human Rights.

companies

Coverage of the
biodiversity
risk assessment by sector

17%

Climate allocation of the
investment portfolio

13.6...

Share of the supply chain
committed to or having set SBTs

19%

¢

fr——

—_—

't

Human rights assessment
coverage of unlisted funds

949%

Those who returned to working
life after starting a rehabilitation
programme

82%

Supply chain
procurement from sectors
exposed to high human rights risk

0.3%

Annual and Sustainability Report 2022

A

Je

25



THE YEAR STRATEGY AND SUSTAINABLE ENSURING SECURE INVESTING FOR SUSTAINABLE REPORTING
V A R M A 2022 GOALS VARMA PENSIONS FOR CHANGE WORKING LIFE PRINCIPLES

Sustainability objectives 2022-2025 and monitoring

Focus area of the Material topic ESG theme Objective Key results 2022 Performance Our impact
Sustainability Programme 2022
Ongoing

Rating for the openness of communication in T-Me-

dia’s MediaBarometer survey 2.95 (scale: 1-4) e
Our business is transparent and we We strengthen confidence in our sustainable
communicate openly. operations.

The statement ‘Our company’s strategy and future Realised

prospects have been well-communicated’ in the 0

PeoplePower® employee survey: 3.47 (scale: 1-4)

92% of Varma employees completed the Code of
Conduct course.

Ensuring secure pensions Ethical and Each Varma employee works responsibly We operate responsibly and sustainably, and take
- sustainability of our own . Governance and sustainably every day. into account our impact on people and society.

) i transparent business
operations and the value chain Realised

Sustainability indicator included in personnel’s

remuneration scheme 0

We carried out regular assessments and audits
measuring the performance of administrative and

technical information security.
Realised

0 We operate responsibly and sustainably, and take
into account our impact on people and society.

Data protection and data security are at a
high level at Varma, and we use the data in

our possession responsibly. Data security incidents reported by Varma
employees totalled 91. Of these, 7 concerned
minor data security violations under the GDPR.
Three cases were reported to the data protection
ombudsman.
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Sustainability objectives 2022-2025 and monitoring

Focus area of the Material topic ESG theme Objective Key results 2022 Performance Our impact
Sustainability Programme 2022

Of new pension recipients, 89.3% per cent had their Realised

pension paid during the first month of their pension 0

entitlement.

Sustainability in We provide timely, smooth and equal

Governance i We secure our customers’ income.
customer work services to all our customers. Private customers’ customer satisfaction (scale:
0-10): Realised
« Phoneservice 9.4
« Application process 8.3 0
«  Online services 8.8
. oL Realised
We committed to the targets of the SBT initiative
and sent our targets for approval. 0
Ensurlrrg se.cyre pensions Environmental We reduce our emissions in line with the Paris
- sustainability of our own responsibility We performed the scope 3 calculation for the second Agreement and mitigate climate change.
operations and the value chain time, established our commitments and targets Realised
for our purchases according to the Science Based
Targets initiative, updated our climate policy for 0
. ) ) investments and drew up an absolute emissions
Sustainability of our We take into account the impacts of our ) )
. . . . reduction plan for our investments.
own operations and operations on the environment and society
the value chain throughout our value chain.
We drew up Principles for Human Rights that apply Realised
to investments, our personnel and the value chain. 0

We identify, address and mitigate human rights

Social responsibility risks and their negative impacts.

We started to assess human rights risks and
impacts in our investments, supply chain and own
operations.
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Sustainability objectives 2022-2025 and monitoring
Focus area of the Material topic ESG theme Objective Key results 2022 Performance Our impact
Sustainability Programme 2022
Realised
Human rights assessment in 94% of unlisted funds 0
Realised

Respect for and
addressing human
rights in investments

Social responsibility

We monitor the human rights risks and
impacts of our investments and promote the
reduction of negative impacts.

Human rights assessment by country and industry

We updated our active ownership and engagement
principles.

Realised

We identify, address and mitigate human rights
risks and their negative impacts.

Investing for change - responsible
investment

Mitigating and
adapting to climate
change

Environmental
responsibility

We updated our climate policy and targets for
investments in 2022.

Realised

Carbon intensity listed equities -8%
Carbon intensity corporate bonds -16%

We are committed to achieving a carbon-

Climate allocation of the portfolio 24%

Realised

neutral investment portfolio by 2035.

Absolute scope 1 and 2 emissions of investments
-11% (compared to 2021)

Ongoing

Climate policy 2022: absolute scope 1 and 2
emissions of investments -11% (compared to 2021)

Ongoing

At the end of 2022, 2% of listed investments were
in companies that rely on coal for more than 5% of
their operations.

Realised

We mitigate climate change and adapt to its
impacts.
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Sustainability objectives 2022-2025 and monitoring
Focus area of the Material topic ESG theme Objective Key results 2022 Performance Our impact
Sustainability Programme 2022
Ongoing
70% of real estate investments’ electricity emission-
Mitigating and free. e
& ) & A We are committed to achieving a carbon- We mitigate climate change and adapt
adapting to climate li ¢ t portfolio by 2035 toits i ¢
change neutral investment portfolio by . Ongoing o its impacts.
35% of real estate investments’ heat emission-free. e
. o . Realised
AFter.ldmg. to YVe draw up a Biodiversity Roadmap for We drew up a Biodiversity Roadmap. 0 We mitigate biodiversity loss in our investments.
biodiversity investments.
Investing for change - responsible Environmental
investment responsibility Realised
Score in the GRESB real estate sustainability
assessment 86/100 0
Ongoing

Responsible real
estate investment

We are a responsible real estate investor.

Real estate emissions -61% (compared to 2015)

Assessment on human right impacts and risks
related to real estate business and two targeted
human rights assessments

We promote addressing environmental and human
rights impacts in Finnish real estate.
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Sustainability objectives 2022-2025 and monitoring
Focus area of the Material topic ESG theme Objective Key results 2022 Performance Our impact
Sustainability Programme 2022
Environmental
responsibility We voted at 366 general meetings, i.e. 85% of all Ongoing

Investing for change - responsible
investment

Engagement and
active ownership

Governance

We actively engage with investees.

general meetings.

We voted in favour of 43 shareholders’ proposals on
sustainable business at foreign general meetings.

Ongoing

We promote good ownership practices.

In direct investments, we engaged with investees to
rectify all norm violations brought to our attention.
We also engaged to rectify 138 norm violations in
our entire investment universe.

Realised

We identify, address and mitigate sustainability
risks and their negative impacts.

We engage with our investees’ value chain
and the capital markets.

We engaged through active ownership in order to
promote material sustainability themes.

We promote sustainable business. We engage on
our own and together with other investors con-
cerning human rights, labour rights, environmental
matters and anti-corruption violations of the UN
Global Compact principles.

We started to monitor the amount of financing
that banks acting as intermediaries provide to
operations that rely on coal and oil.

Realised

We further the addressing of the climate impacts of
all our operations.

We engaged with 778 private equity fund
management companies to improve ESG reporting.

Realised

We engage with the capital market to improve ESG
reporting.
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Sustainability objectives 2022-2025 and monitoring
Focus area of the Material topic ESG theme Objective Key results 2022 Performance Our impact
Sustainability Programme 2022
We targeted our disability risk management service Realised

For sustainable working life - social
responsibility

Development of
sustainable working
life

Social responsibility

We promote work ability and longer careers
in our client companies.

to companies with the biggest disability risk (risk
categories 2 and 3): 83%.

A customer survey on the effect of our services:
Increased understanding of the means influencing
disability risk management 3.6 (scale: 1-5)

Our client companies’ absences due to illness and
disability pensions are decreasing.

Discretionary pension benefits in payment in the
first month of entitlement: 82.2%

Realised

Our customers’ income is not interrupted upon
retirement.

Those who returned to the labour market after
starting a rehabilitation programme: 82.4%

Realised

Our customer continues working despite their
illness.

Responsibility for
Varma employees

Social responsibility

We develop a work culture that is equal,
diverse and non-discriminatory, promotes
work ability and allows everyone to be
themselves.

PeoplePower® employee survey:
Performance index 70.5 (scale: 0-100)

Realised

The proportion of “yes” answers to the question “Do
you feel that you can be yourself at work?” in the
equality and non-discrimination survey: 96%

Realised

Gender structure, women/men:
Middle management: 41/59%
Team leaders: 71/29%
Specialists: 70/30%

Realised

We carried out an accessibility assessment in our
office premises.

Realised

PeoplePower® employee survey:
PeoplePower index 78.5 (scale 1-100)
Work ability assessment 8.62 (scale 0-10)

Realised

Engaged and motivated Varma employees take care
of our core task, securing pensions, and advance
Varma’s strategy and the achievement of the tar-
gets through their work.
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Sustainability management and
governance

The oversight responsibility for sustainability
at Varma is exercised by Varma’s Board of
Directors. The Board addresses and approves
the guiding principles and policies of sustain-
ability, and the Sustainability Programme. The
Board of Directors also discusses responsible
investment issues on a monthly basis, current
sustainability issues in the annual sustainabil-
ity review, climate risks on a quarterly basis
and sustainability risks as part of the annual
risk and solvency assessment. In 2022, the
Board of Directors approved the Sustainability
Programme, the updated Code of Conduct,
the Climate Policy for Investments and the
sustainability-related targets for the per-
sonnel’s remuneration scheme. The Board’s
Nomination and Compensation Committee
reviewed the sustainability-related targets for
the personnel remuneration scheme, and the
Audit Committee reviewed responsible invest-
ment topics and climate risks.

Sustainability issues are represented in
Varma’s Executive Group by the chief invest-
ment officer. The Executive Group addresses
and approves the high-level sustainability
targets annually. Furthermore, Varma'’s
Executive Group discusses all major projects
and decisions relating to the development of
sustainability. In 2022, the Executive Group
discussed the sustainability matters that
require a resolution by the Board of Directors.

Furthermore, the Executive Group discussed
and approved the Principles for Human
Rights and the People, Health & Safety
Guidelines and Procedures. The Executive
Group also discussed other sustainability
topics.

The Investment Committee addresses and
approves the responsible investment prin-
ciples and policies that are presented to the
Board of Directors. The committee also mon-
itors the investment risks related to respon-
sibility, such as climate change-related risks,
and also evaluates violations of international
agreements and norms.

Varma'’s sustainability is led by the
Sustainability Director, who reports to the
chief investment officer, and the Responsible
Investment & Sustainability department devel-
ops and co-ordinates Varma'’s sustainability.
In addition to the Sustainability Director,
the Development Manager for Responsible
Investment and the Sustainability Specialist
work in the department. The department
works in cooperation with the sustainability
coordinators of Varma'’s various functions,
developing sustainability in accordance with
external requirements and the sustainability
programme.

The functions are responsible for imple-
menting sustainability.

The sustainability of Varma’s own oper-
ations is closely linked to the compliance
function to the extent that, for example, the

Code of Conduct stems from legislation appli-
cable to the organisation. The Responsible
Investment & Sustainability department and
compliance function work in close co-oper-
ation and address sustainability topics on a
monthly basis together. The Compliance func-
tion is an element of internal control. Its task is
to ensure that decrees, official regulations, the
decisions of governance bodies, and internal
guidelines are complied with. The activities
are risk-based and focus on information flow,
advising, drawing up instructions and organ-
ising training. The Compliance Officer reports
directly to the President and CEO.

Risks related to responsibility and sustain-
ability are managed as part of Varma’s risk
management. A risk co-ordinator, who was
appointed to the Responsible Investment &
Sustainability department at the beginning of
2023, promotes the assessment of reporting of
responsibility and sustainability risks.

The oversight responsibility for
sustainability at Varma is exercised
by Varma’s Board of Directors.
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Sustainability governance

Sustainability development at Varma Sustainability Programme
Sustainability Programme and principles and policies on sustainability and principles and policies on
sustainability

Sustainability
developmentin functions

Responsible Investment &

Sustainability department ]
Varma’s operations Varma'’s Board of Directors

. Propogza}s and functions’ Varma’s Executive Group
Functions’ for decision management teams

sustair!ability Board of Directors’
co-ordinators Audit Committee

Investment Committee
Principles guiding our I ‘ Principles guiding our
responsible investment responsible investment
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CNSUring secure pensions

Taking care of pension assets and paying pensions correctly and on time
are the cornerstones of everything we do. We operate transparently

and ethically. We take into account the impacts of our operations on the
environment and society throughout our value chain.
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Thanks to Varma’s solvency
and active risk management,
the company is well-prepared
to secure pensions also when
investment market volatility
increases.

Strong solvency
secures pensions

Responsibility for pensions extends well into the future.
Our task is to strive for the best possible return on our
investments through controlled risk-taking in order to
increase Finns’ pensions assets and secure the payment
of pensions. Strong solvency upholds confidence in
pension cover and mitigates the most severe pressure to
increase pension contributions.

Strong solvency capital acts as a risk buffer
for investment activities and enables Varma
to aim for higher returns on pension assets by
making higher-risk investments with a higher

return potential, for instance through equities.

Thanks to Varma’s strong solvency and
active risk management, the company is
well-prepared to secure pensions also when
investment market volatility increases.

Economic growth and
employment as pillars of the
pension system

In addition to pension companies’ investment
returns, economic growth and the develop-
ment of employment in Finland are critical
issues for the pension system. In order to
secure pension payments well into the future,
the employment rate must remain high. Only
companies that employ and are viable and
people who are in working life pay pension
contributions, which are used to pay current
and future pensions.
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15 largest direct equity investments

€ million

Varma’s holdin

of shares, %

Sampo Plc 1,088.6 4.31
Neste Corporation 470.9 1.42
Nordea Bank Abp 401.5 1.10
KONE Corporation 374.7 1.46
UPM-Kymmene Corporation 351.8 1.89
Nokia Corporation 326.3 1.34
Tornator Oyj 320.4 16.41
Kojamo Plc 268.2 7.83
Wartsila Corporation 250.9 5.37
Microsoft Corp 231.4 0.01
Fortum Corporation 226.5 1.62
Outotec Oyj 219.9 2.74
Apple Inc 197.2 0.01
Valmet Corporation 169.4 3.64
Metsa Board Corporation 154.6 4.85

Solvency
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Our task is to strive for the
best possible return on
our investments through
controlled risk-taking in
order to increase Finns’
pensions assets and
secure the payment of
pensions.

The majority of pension contributions are
used to pay the pensions for that year, but part
of them are set aside in funds for future pen-
sions. This is why the development of premium
income plays an important role in securing
pensions.

Varma’s premium income stood at EUR
6.1 (5.6) billion in 2022. The TyEL payroll
of employer customers insured by Varma
increased by 7.0 per cent from the previous
year. EUR 59 (55) million in new TyEL policies
were sold, and in the 2022 account transfers,
EUR 35 (26) million in net TyEL income was
transferred from Varma to other earnings-
related pension companies.

Earnings-related pension is an essential part
of Finnish social security. In 2022, Varma paid
EUR 6.5 (6.2) billion in pensions to approxi-
mately 352,000 (346,000) recipients.

We invested EUR 13.4 billion in
Finland

Varma is an important investor in Finnish com-
panies and, through its investments, promotes
and enables their long-term development.
Varma invests in companies’ shares and pro-
vides financing through different loan instru-
ments. Varma also owns real property.

At the end of 2022, 23 (24) per cent, or EUR
13.4 (14.2) billion, of Varma’s investments
were invested in Finnish society in one form
or another. We report on our financial perfor-
mance quarterly, and the most recent financial

information is available on our website.

At the end of 2022,
investments in
Finnish society
accounted for

23Y%

i.e. EUR 13.4 billion, of
Varma’s total investments.
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Varma'’s cash flows from pension contributions and investment returns

Pension contributions Investment return

€6.1 billion €-2.9 bhillion

€0.1 billion €0.8 billion €-3.6 billion

Assets funded for future pensions
€4.7 billion (technical provisions)

€43.6 billion €13.3 billion

Solvency capital

€1.6 billion €0.1 billion

Operating expenses and statutory fees Pensions paid Client bonuses

€6.5 billion* €0.2 billion

€0.1 bi“ion *includes €0.2 billion in pensions paid by Varma,
to be received in the division of costs

Withholding tax on pay
€13.4 million ..
Hidden VAT €11.2 million €1,505 million

Withholding tax on pensions
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Tax responsibility

For Varma, tax responsibility means abiding by tax laws
and regulations and the company’s own taxation-related
principles and promoting tax transparency.

The tax policy defines Varma'’s tax strategy
and principles according to which tax matters
are managed within the company. The tax
policy increases the transparency of Varma’s
operations and supports Varma’s governance
by compiling tax-related operating principles
into a single document. Varma’s tax policy is
available on the company’s website.

Varma is committed to acting in compliance
with tax laws and regulations and rejects
actions that, instead of business targets, aim
to secure tax advantages contrary to the inten-
tion of the legislature. Varma does not engage
in aggressive tax planning or partake in invest-
ment structures whose purpose is to avoid
reporting obligations or make the beneficial
owner of the income unidentifiable.

Varma is liable to pay income tax only to
Finland, as we provide earnings-related pen-
sion insurance only in Finland. In our invest-
ments, we comply with the tax laws and inter-
national tax rules of the investment country in
question. In the absence of clear guidance by
tax laws or regulations, our leading principles
are prudence and tax transparency.

Our principle is to avoid double taxation on
investment returns, which would lead to lower
investment returns and create pressure to
raise pension contributions. Avoiding double
taxation is also a basic principle of interna-
tional tax regulation.

In terms of our earnings-related pension
system, itis important that capital gains
and dividend and interest income obtained
from abroad can be used to the fullest extent
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possible to cover statutory earnings-related
pension security in Finland.

Varma closely monitors, e.g. the EU list of
non-cooperative jurisdictions (i.e. the EU’s
blacklist), and Varma does not invest in coun-
tries that are on the list or in investees situated
in low-tax rate countries. Investments are
made through larger and known funds which
may also be situated in low-tax rate countries.
We do not make this choice for tax reasons,
but instead for the options that are offered
internationally to institutional investors.

Varma’s approach is also that the tax domi-
cile of the funds commits to an exchange of
tax information between authorities. We also
require that the fund management companies
used by Varma take care of reporting and the
payment of taxes in the countries in which
business activities are pursued. International
tax regulation and automatic exchange of
information provide governments with better
conditions for collecting taxes.

Varma supports projects that aim to pro-
mote both international tax regulation and
global reporting standards and also encour-
ages its investee companies to comply with
such regulations in their own operations.
International tax development projects, such
as the OECD’s Base Erosion and Profit Shifting
(BEPS) project, combat tax avoidance and
increase transparency and the automatic
exchange of information in taxation. Various
standards and recommendations related to

tax sustainability reporting, such as the Global
Reporting Initiative (GRI) and Principles for
Responsible Investment (PRI), support the
development of sustainable tax reporting
practices.

Varma’s Executive Group and the Board of
Director’s Audit Committee regularly discuss
Varma'’s taxation matters in order to ensure
the implementation of the tax policy and com-
pliance with regulations.

EU directive increases tax
transparency

Varma also adheres to the reporting obliga-
tion in accordance with the 6th Amendment
of the Directive on Administrative Cooperation
(DACB), which concerns tax planning struc-
tures that cross EU borders. The act on the
reporting obligation concerning cross-bor-
der tax planning structures took effect at

the beginning of 2020. The purpose of the
directive is to increase tax transparency and
prevent aggressive tax planning. The entry
into force of the act has not created reporting
obligations for Varma.

Varma'’s investment activities are also
regulated by the act on certain cross-border
hybrid arrangements (1567/2019) and the
related paragraphs 5 and 6, article 4, of the act
on relief of double taxation (1552/1995). The
purpose of the regulation is to prevent hybrid
arrangements leading to tax avoidance and to

abate tax impacts caused by differences in tax
treatment.

In 2023, Varma will assess the impact of the
Anti-Tax Avoidance Directive Il (ATAD IIl) on
its investment activities. Based on the assess-
ment, Varma will adjust its ways of operating
as regards regulatory tax due diligence
requirements.

Varma’s tax footprint

Our tax footprint is made up of, in addition

to our operations, the taxes paid by the real
estate subsidiaries we investin. In 2022, Varma
paid out pensions in the amount of EUR 6.5
(6.2) billion, and of this amount, Varma paid
EUR 1.5 (1.4) billion to the tax authorities as
withholding tax.

We paid EUR 13.4 (12) million in withholding
tax on our employees’ salaries. In 2022, Varma
paid EUR 0.5 (2.2) million in transfer tax, EUR
12.3(11.7) million in real estate tax for plots
and buildings, and EUR 6.8 (5.6) million in tax
at source for foreign dividend income. Hidden
VAT included in operating expenses totalled
EUR 11.2 (10.4) million. These are taxes that
Varma has paid on its purchases without
being able to fully deduct VAT on them
because an earnings-related pension compa-
ny’s business is mainly exempt from VAT.

We avoid the double taxation of
investment returns

because it would lead to lower
investment returns and create
pressure to raise pension
contributions
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Correct pensions

on time

Smooth implementation of pension cover is our core task
and a key part of our sustainable operations.

We aim to provide our pension and rehabili-
tation customers with expert advice and suffi-
cient information in support of their decisions,
as well as swift and correct pension decisions.

Applying for pension is a major momentin
life, and it should go smoothly. Itis important
for our customers that we process their pen-
sion applications swiftly and with no interrup-
tions to theirincome. Accordingly, a key target
forVarma is to ensure the high quality of our
pension services.

We paid out pensions in the amount of EUR
6.5 (6.2) billion to 352,000 (346,000) people
in 2022. The number of pension recipients
increased mainly due to the grown popularity
of partial old-age pension.

We process pension applications
swiftly

We constantly improve the processing of
pension applications so that our customers
receive a decision on their pension as quickly
as possible.

In 2022, applicants received an old-age
pension decision from Varma in 5 (5) days on
average. A decision can be received in just one
day if all the required information is submitted
with the application. In 2022, the average pro-
cessing time for all pension benefits was 16
(19) days.

The smooth processing of pensions is based
on our specialists’ competence, a fine-tuned
process, efficient IT systems and the use of
automation and software robotics. Processing
is also accelerated by the fact that most of our
customers apply for pension digitally.

ENSURING SECURE
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Pension
applications are
processed on
average in 16 days.

days

We issue old-age
pension decisions in an
average of 5 days.
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New pension decisions

@® Old-age pension
® Disability benefits

@® Survivors’ pension

Partial old-age pension

Pension application processing time in days
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® Varma

@ Other TyEL/YEL insurance
institutions
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Customer service

We provide high-quality, smooth and equal services to all

our customers.

All insurance and pension matters
can be handled digitally

Varma’s private and corporate customers have
a wide range of online services for different
needs at their disposal.

In 2022, we continued the work started in
2021 to renew the Varma Online Service for
registered users. We integrated corporate
customers’ personal pension and rehabilita-
tion matters and YEL insurance matters into
a single clear service. The varma.fi website,
which takes different customer groups into
accountindividually, is built to provide users
with smooth and people-centred service, from
information searches to solving problems
and buying pension insurance. In the Varma
Online Service, our customers can take care of
their insurance and pension matters securely.
With the help of the Varma Online Service’s
work ability section, our client companies can
build a smooth process for managing the dis-
ability risk, from identifying risks to choosing
and implementing improvement measures
and following their impacts.

We offer all pension applications in digital
format. A growing number of our customers
apply for pension online every year: 83 (79)

per cent of all old-age pension applications in
2022 were submitted digitally to Varma.

Our pension and rehabilitation customers
can choose the e-customer option, which
allows them to check their pension or rehabil-
itation decision in the Varma Online Service.
The customer receives a free SMS notification
when documents have arrived in the service.
Through the Varma Online Service, our cus-
tomers can access their pension record and
see up-to-date information on the accrual of
their earnings-related pension. Customers
who have not opted to use this service receive
the record by post every three years. Our
pensioners can download their electronic
employee pension card to their smart phone
or tablet via the Varma Online Service. The
employee pension card serves as proof of
retirement and entitles the holder to pen-
sioner discounts.

Our rehabilitation customers have a digital
service at their disposal. The service starts
with steering an employee who is experienc-
ing work ability problems to apply for rehabil-
itation, and it covers the entire path until the
end of the rehabilitation. Our rehabilitation
partners in different parts of Finland help draw
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In the Varma Online Service, our
customers can take care of their
insurance and pension matters
securely.
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up a rehabilitation plan after the customer
has received a positive rehabilitation decision
from us. Our rehabilitation and disability pen-
sion services for SMEs and entrepreneurs are
based on a regional model: designated spe-
cialists in rehabilitation and disability pension
support our customers in seven geographical
regions.

Our employer and entrepreneur customers
can take care of all their insurance matters
online. The clear and straightforward service
guides the user and provides a secure channel
for taking out TyEL and YEL insurance. In 2022,
we made our insurance applications even
simpler and quicker to fill in.

Entrepreneurs must take out YEL insurance
when they work as an entrepreneur to the
extent that the value of their annual work
input exceeds the minimum limit for YEL
income (EUR 8,261.71in 2022). YEL income
refers to the monetary value of the entrepre-
neur’s work input. The entrepreneur’s pension
accrual, other social security and insurance
contributions are based on their YEL income.
In 2022, we introduced the new YEL income
calculator on our website. It helps entrepre-
neurs determine the correct amount of YEL
income right from the start of the entrepre-
neurial activities. The calculator and included
information are based on the instructions and
data provided to the earnings-related pension
companies by the Finnish Centre for Pensions.

In 2021, the Financial Supervisory Authority
looked into pension providers’ practices in
confirming YEL income. In the background

is under-insurance, i.e. some entrepreneur’s
confirmed income is lower than their actual
work input. In 2021-2022, Varma imple-
mented measures required by the Financial
Supervisory Authority by improving the
consideration process for confirming the YEL
income. The change in the Self-Employed
Persons’ Pensions Act (YEL) that took effect

at the beginning of 2023 is meant to clarify
how YEL income is determined. YEL income
is confirmed on the basis of an overall assess-
ment, and its level is monitored and reviewed
regularly.

On the basis of earnings data obtained
from the Incomes Register, Varma determines
the TyEL insurance contributions of its client
companies and the accrued earnings-related
pensions of the insured individuals. The
Incomes Register is maintained by the Finnish
Tax Administration.

The Varma Online Service includes a
broad range of tools that provide detailed
and almost real-time information on TyEL
contributions. You can view the total amount
of monthly salaries subject to the TyEL con-
tribution that have been reported via the
Incomes Register. Our contribution forecast
service can be used to track the current year’s
budget and to estimate the TyEL contributions
for the rest of the year and the next year. The
Varma Online Service supports accounting by
allowing you to easily retrieve information on
TyEL contributions and invoicing for reconcil-
iations or financial statements. We also offer
an online service specifically for accounting
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Amendment of the YEL act aims for better pension and social security for the self-employed

Due to underinsuring,
the level of many
entrepreneurs’ pension
and social security has
remained low. At the
beginning of 2023, the
Self-Employed Persons’
Pensions Act (YEL)

was amended with

the aim of improving
entrepreneurs’ social
and pension security.

A self-employed person’s pension accrual and other
social security benefits are calculated based on the
income confirmed under YEL insurance. The prob-
lem with YEL insurance has been underinsuring, i.e.
too many entrepreneurs have not changed their
YEL income to correspond to the changed value of
their work input as their business has grown and
expanded.

In the future, the level of YEL income is based on the
median salary in the sector in which the entrepre-
neur pursues their activity. However, when confirm-
ing the amount of YEL income, the earnings-related
pension insurance company takes the entrepre-
neur’s overall situation into account, for instance,
aspects affecting the value of the work input, such
as the scope of the entrepreneurial activities and
whether the entrepreneur works full time or part
time. The biggest change is the obligation imposed
on earnings-related pension companies to check
entrepreneurs’ YEL income every three years in order
for it to better reflect any changes that may occur in
the entrepreneur’s work.

“The purpose of the change is to make sure that the
entrepreneurs’ income level is kept up to date and,
for example, that the often low income of new entre-
preneurs does not remain at a level that is too low
as their business develops. Varma will start checking
confirmed YEL income levels according to our sec-
tor’s shared practices in late spring 2023. Prior to the
actual checking process, we will always get in touch
with entrepreneurs whose income will be checked,”
says Insurance Service Manager Arja lisakkala.

Following the legislative amendment, earnings-
related pension companies will have the obligation
to present grounds for their decisions concerning
the YEL income.

In 2022, we prepared for the amendment by
revamping the processing for confirming the YEL
income, training our employees, updating custom-
er service guidelines and developing customer
communication.
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firms to make it easier for them to handle their
customers’ pension insurance matters.

The requirements of the European web
accessibility directive apply to online earn-
ings-related pension insurance services. Our
services largely fulfil the accessibility require-
ments and do not contain critical accessibility
deficiencies.

In addition to comprehensive digital ser-
vices, we also offer more specific advice by
phone and chat.

We comprehensively measure
customer satisfaction

We track the customer satisfaction of both our
client companies and private customers. We
collect customer feedback on our customer
service in various channels, and on customer

STRATEGY AND SUSTAINABLE
GOALS VARMA

meetings and the processing of pension and
rehabilitation applications.

Our client companies’ customer satisfaction
with the phone service declined in 2022, as
the system updates influenced the phone ser-
vice’s response times. The goal of the system
updates is to be able to offer our customers
more efficient multi-channel service and an
excellent customer experience. Customers’
satisfaction with meetings with our work
ability development managers and private
customers’ satisfaction with the phone service
were at a very high level in 2022.

Private customers can influence our service
development as part of a customer panel.
Customers can sign up for the panelin the
Varma Online Service.

Net Promoter Score (NPS), on a scale of -100 to +100

Phone service for private customers
Private customers’ application and payment process

Phone service for client companies’

Work ability management development managers’ contacts

with clients

Commercial property customers

Residential tenants

81 82
65 65
58 71

83 not measured™

66 63
40 44

"Client companies’ customer satisfaction measurement period 1 Jan-2 Sep 2022 (new measurement system adopted 1 Jan 2023)

“Customer satisfaction measurement was renewed in 2022.
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Our clients benefit from our strong
solvency

The annual client bonus lowers employers’
TyEL insurance contributions. The client
bonus is determined by how efficiently Varma
has been taking care of its task and how sol-
vent the company has been. The client-spe-
cific bonus is also affected by the TyEL payroll
insured with Varma and the client’s insurance
history at Varma.

In 2022, Varma’s pension assets exceeded
the technical provisions by 30.5 per cent. We
will refund 1 per cent of the solvency capital,
as well as the entire loading profit, to our cus-
tomers as client bonuses. Varma will transfer
a total of EUR 173.4 million to client bonuses
for 2022, corresponding to 0.72 per cent of the
TyEL payroll.

Administrative cost efficiency

60
50
40
30
20
10

0
€ mill. 2018 2019 2020 2021

@ Loading profit, € mill.

@® Operating expenses as %
of loading income

As of the beginning of 2023, legislation
concerning TyEL contributions will change,
and company-specific contributions will be
introduced. The change will eliminate the
part of the client bonus that is based on the
pension company’s operational efficiency, as
each pension company will predetermine the
expense loading component that is part of the
TyEL contribution to correspond as closely
as possible to its actual operating costs. The
amount to be distributed as client bonuses
will be based solely on the earnings-related
pension company’s solvency. The change will
affect the determination of the TyEL contri-
bution for the first time in 2023 and the client
bonuses that will accrue in 2023 and will be
paid in 2024.

We encourage companies to grow
We support SMEs’ growth platform and their
leap to international growth. In this way, we
want to contribute to the positive develop-
ment of employment, which promotes the
sustainability of the pension system. We col-
laborate with the Finnish Enterprise Agencies,
Kasvu Open and Kasvuryhma (Growth
Collective Finland). The Finnish Enterprise
Agencies promote the creation of sustainable

business by offering free business counselling.

Kasvu Open helps SMEs prepare for nation-
wide growth. Growth Collective Finland sup-
ports the peer work of mid-sized companies
and their preparation for a strong period of
growth and internationalisation.

Transfer to client bonuses
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The client bonus
lowers employers’
insurance
contributions.
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Fthical and transparent

business

Ethics and transparency guide our operations. Knowing and
abiding by common rules is an essential part of responsibility
for Varma employees. The transparency of our operations
helps strengthen trust in Varma and our earnings-related

pension system.

Ethical business

Varma'’s core task, securing pensions, is a
significant social mandate that requires a high
level of ethics and transparency. Varma’s way
of operating is described in the company’s
Code of Conduct. The purpose of the Code is
to guide Varma employees in complying with
regulations and behaving responsibly and
sustainably. The Code of Conduct is approved
by Varma’s Board of Directors.

In 2022, we updated our Code of Conduct.
In the Code of Conduct, Varma commits to
good insurance practices, combating the grey
economy, anti-corruption and anti-bribery,
avoiding conflicts of interest, responsible and
sustainable business and promoting human
rights, among other things. We are commit-
ted to operating in accordance with the UN
Guiding Principles on Business and Human

Rights, and we expect the same from our sup-
ply chain. In the Code, we encourage Varma
employees to raise any suspected unethical or
illegal activities and other violations whenever
there are grounds for it.

The Code of Conduct is complemented
by Varma’s other internal guidelines and
instructions, which have been drawn up, for
example, to guarantee data security and data
protection, to prevent money laundering and
to comply with insider regulations. Varma also
has a separate anti-bribery policy in place.
Compliance with the policy is monitored
through, for example, a gift register that is
maintained by the compliance officer. A sep-
arate tax policy steers our tax responsibility
(read more in the section Tax responsibility).
Every Varma employee must abide by our
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common principles. In case of problems and
suspected violations, employees should con-
tact the compliance officer.

Varma is an obliged entity as referred to in
the Act on Detecting and Preventing Money
Laundering and Terrorist Financing. We draw
up a regularly updated assessment in order to
identify and assess money laundering and ter-
rorist financing risks. Internal guidelines and
regular training for Varma employees ensure
that we comply with laws and regulations
aimed at preventing money laundering and
financing terrorism in our operations. Varma
is also subject to obligations related to inter-
national sanctions that are binding on Finland
based on the decisions of the UN Security
Council or the Council of the European Union.
We also comply with the sanction systems of
the UK and USA.

Varma has a whistleblowing channel in
place for anonymous reporting of misconduct.
Behind the whistleblowing channel is an EU
directive concerning the reporting of viola-
tions, for instance, in public procurements and
financial services, and in competition-, brib-
ery- and corruption-related matters. The whis-
tleblowing channel is available both to Varma
employees and to external stakeholders. The
reports are processed confidentially by the
Whistleblowing team, which is made up of the
representatives of the compliance function
and Internal Audit. In 2022, a total of 9 reports
were submitted through the channel. None of

these concerned misconduct as referred to in
the directive. Three of the reports concerned
disability pensions that were possibly granted
on false grounds, and in two reports, invest-
ment decisions by Varma were criticised.
Individual reports were also submitted relat-
ing to, for example, the insurance physician
activities.

We are a participant in the UN Global
Compact initiative, in line with which we
promote human rights, labour rights, envi-
ronmentally friendly business and anti-cor-
ruption. We report to the UN annually on our
progress in these areas in conjunction with
our annual and sustainability report.

The Finnish Financial Supervisory Authority
(FIN-FSA) has outlined that the management
of disability risk must focus on customers
based on their risks, and its objective must be
the reduction of the disability risk for which
the earnings-related pension insurance com-
pany itself is responsible. Our service offering
follows FIN-FSA’s guidelines, and we focus our
services on disability risk management.

Respect for human rights

Varma is committed to respecting human
rights through, for example, the implemen-
tation of its Code of Conduct, responsible
investment principles, and active ownership

Varma'’s core task, securing
pensions, is a significant
social mandate that
requires a high level of
ethics and transparency.

and engagement principles. Our human
rights efforts are also reinforced by our partic-
ipation in the UN Global Compact. Work on

human rights is carried out in different parts of
Varma, especially in the sustainability depart-
ment and compliance function, and in tasks
related to supply chains.

The UN Guiding Principles on Business
and Human Rights include a due diligence
concerning human rights, which means that
companies must identify, prevent and allevi-
ate the negative human rights impacts of their
operations and address them.

In 2022, we carried out a human rights
survey, which helped us identify three groups
that Varma’s operations have a particularly
key impact on in terms of realising human
rights: our investees, personnel and supply
chain. Based on the survey, we drew up
Principles for Human Rights, which pro-
mote our principles of active ownership and
engagement in our human rights work.

Responsible supply chain
management

In order to ensure sustainability in our supply
chain, we require all of our partners to commit
to our Supplier Code of Conduct.

The premise of the Supplier Code of
Conduct is that Varma expects its direct
service providers, i.e. first-tier suppliers, to
commit to the sustainability requirements.
Direct service providers are responsible for
their own supply chain, and they are obligated
to ensure that Varma’s sustainability principles
are abided by in their own operations. The

Supplier Code of Conduct covers, among
other things, good business practices,
anti-bribery aspects, human rights, occupa-
tional safety and health, and respect for the
environment. It also includes a notification
requirement concerning Code violations and
permission for audits performed by Varma.
The Supplier Code of Conduct is attached to
Varma’s supplier contracts.

In the course of 2021 and 2022, Varma
renewed its contract management proce-
dures in order to reduce the contract risk. We
introduced a harmonised contract manage-
ment system and guidelines for contract and
procurement processes. The renewal helps
us ensure that the supply chain sustainability
requirements are taken into account in our
contracts.

Read more about the sustainability of our
value chain in the section Sustainability of our
own operations and the value chain.

Varma’s Compliance function
Through our Compliance function we ensure
adherence to regulations, the Code of
Conduct and other guidelines, and prevent
legal risks from materialising at Varma. At the
beginning of 2022, the compliance function
was separated from the legal affairs function
and is now its own unit. The compliance offi-
cer reports to the CEO and Board of Directors.
Compliance is promoted through the use of
online courses, which every Varma employee
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is expected to complete. Varma employees
take the data protection and data security
course annually and the Code of Conduct
training every two years. The completion rate
is monitored and reported, for example, to the
Board of Directors. In 2022, the online course
on data protection and data security was com-
pleted by 96 per cent of Varma employees,
and the online course on the Code of Conduct
by 92 per cent of Varma employees.

Data protection and data security
The data security measures implemented at
Varma support the company’s core task, i.e.
securing pensions. Varma processes the per-
sonal information of the insured, pensioners,
rehabilitees and lessees, among others.

We tend to the data protection of our private
customers by ensuring that the processing of
personal data fully conforms to laws and other
rules and regulations. As a Controller, Varma
is also responsible for its suppliers’ compli-
ance. Varma’s data protection organisation
and employees handling personal data work
according to the data protection principles
approved by the Board of Directors and the
guidelines based on them. Data security
measures are in place to protect personal
data and the income data of the insured, as
well as Varma’s services, business operations
and trade secrets, and the trade secrets of
client companies. The targets, responsibilities
and means of data security management are
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defined in Varma’s data security policy. A sum-
mary of the policy is available on our website.

Data security management at Varma con-
sists of planning based on the assessment
of data security risks, measures that improve
data security, reviewing and monitoring the
level of data security, and the continuous
improvement of data security practices. In
2022, we arranged 35 training events, one
of which is an annual online course on data
protection and data security for all employees.
We also arranged continuous automated
training on data security awareness for all
personnel.

The EU’s general data protection regulation
(GDPR) requires that Varma as a controller
identifies data security threats and is able
to take preventive measures. In 2022, Varma
employees reported 91 data security events,
7 of which concerned minor data security
violations under the GDPR. Three cases were
reported to the data protection ombudsman.
We maintain on our website descriptions on
the processing of personal data at Varma as
required by the GDPR.

Transparent operations and open
communication

Transparent operations and open communi-
cation are among the premises of our sustain-
ability programme. The transparency of our
operations helps strengthen trust in Varma
and our earnings-related pension system.
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Varma is a major influencer on the economic,
socio-political and business scene. We have

a wealth of knowledge of, competence in and
insight into important societal themes, and we
strive for open dialogue.

We want to be a bold leader in communi-
cation. This means, among other things, that
Varma’s experts boldly express their views
and raise a dialogue on social themes that are
important to us.

Open communication in practice
We report quarterly on the development of
our responsible operations as part of our
financial reporting. We have also taken into
account the statutory requirements concern-
ing the reporting of non-financial and diversity
data and published a report on non-financial
data as part of the Report of the Board of
Directors. We also anticipated future amend-
ments to reporting regulations and disclosed
information for 2022 in accordance with the
EU’s new proposed Corporate Sustainability
Reporting Directive (CSRD) and the EU’s
Sustainable Finance Taxonomy requirements.
We also report on climate risk management in
accordance with the TCFD framework.

We communicate openly also, for example,
about our sponsorship practices, which are
steered by our sponsorship and charitable
donation guidelines. Sponsorship should con-
tribute to achieving our strategic goals, and
we focus mainly on long-term co-operation.

In T-Media’s Reputation &
Trust survey, Varma ranked
number one in terms of
reputation among earnings-
related pension companies.

Varma does not grant financial support to
political parties. We provide more detailed
information on our sponsorship and charita-
ble donation principles on our website.

Securing pensions is a responsibility that is
based on trust. Protecting our good reputation
is important to us, and we strive to continu-
ously improve our responsible operations and
strengthen trust in Varma.

We monitor the development of our repu-
tation in T-Media’s annual Reputation & Trust
survey, which comprehensively measures
the reputation of organisations operating in
Finland. According to the summer 2022 survey
results, Varma’s reputation has improved
significantly to 3.50 (3.34) on a scale from 1
to 5. In terms of reputation, Varma ranked in
first place among earnings-related pension
insurance companies. Our reputation shows a
positive trend in the eight areas of the survey.
Varma obtained the best results in the areas
of the company as an employer, leadership,
responsibility and financial performance.

Our rating for responsibility was 3.54 (3.36). A
total of 11,663 Finnish people took part in the
survey, with 301 respondents giving a more
detailed assessment of Varma.

The media’s views on Varma’s communi-
cation are monitored annually in T-Media’s
MediaBarometer survey. In 2022, Varma
reached the best results in communication
expertise (3.70) and reliability (3.55), on a scale
of 1-4. The rating for the openness of commu-
nication was 2.95. Varma was assessed by 20
media representatives.

Stakeholder co-operation and
sustainability networks

As a major Finnish earnings-related pension
provider, investor and working life expert,
Varma has wide-ranging insight into the econ-
omy and Finnish society. This is why we want
to engage in open dialogue with different
stakeholder groups.

Our main stakeholders are customers,
personnel, members of Varma’s governance
bodies, authorities and decision-makers, our
investees, labour market organisations, sector
organisations, other earnings-related pension
providers, non-governmental organisations
and the media. Our statutory task, securing
pensions, naturally helps to define our main
stakeholders; as does the fact that Varma is a
mutual company, owned by its customers.

We promote open societal interaction
and we listen to our customers and other
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stakeholders. The achievement of these tar-
gets is supported by Varma'’s five Consultative
Committees: the Consultative Committees

for pension affairs, pensioners, self-employed
persons, employers and the insured. An up-to-
date list of the members of the consultative
committees is available on our website.

Varma also has in place a customer panel
consisting of private customers. The panel
provides our customers an opportunity to
influence our services. Customers can sign up
for the panel in the Varma Online Service.

We engage in advocacy through member-
ships in the boards of directors of the Finnish
Pension Alliance TELA and Finance Finland,
and in various permanent working groups
and working groups established for a specific
initiative. The working groups address several
national and EU-wide legislation initiatives
related to our sector. We are also active in
the working groups of the Finnish Centre for
Pensions, a co-operation body for the earn-
ings-related pensions sector.

Typical channels for interaction, in addition
to the consultative committees and working
groups, are different meetings with customers
and other groups, media events, seminars,
webinars, the website, chat, social media and
publications.

In 2022, the world was in turmoil in many
respects, which was reflected in the themes
that interested our stakeholders. Dialogue
with our stakeholders covered topics such as

Russia’s war of aggression against Ukraine and
major changes in the global economy and
their impacts on the earnings-related pension
system.

Our stakeholders were also interested in
hybrid work and other new ways of working,
mental health challenges in working life, sus-
tainability of the pension system and climate
change. We engaged with non-governmental
organisations on topics such as biodiversity.

We are also involved in different networks
of responsible business, such as the Finnish
corporate responsibility network FIBS and
Finland’s Sustainable Investment Forum
Finsif. Read more about sustainability-re-
lated networks and initiatives in which
Varma is involved in the section Responsible
investment.

ForVarma, itis important to promote equal
and diverse working life. In 2022, Varma was
an official partner of Helsinki Pride for the
fourth consecutive year. We participated in the
Pride week parade and official events organ-
ised during the week, and organised a Pride
party of our own.

Interest organisations’ membership fees

Accessibility of Varma’s online
services

The Act on the Provision of Digital Services
obliges both the public sector and earn-
ings-related pension companies to comply
with the accessibility requirements in their
digital services. The Actis applied to Varma’s
statutory earnings-related pension insurance
services, i.e. the public pages of varma.fi and
the Varma Online Service. The act is based
on the EU’s Web Accessibility Directive, and
its purpose is to guarantee everyone equal
opportunities to use digital services.

Although our digital services largely fulfil the
accessibility requirements and do not contain
critical accessibility deficiencies, we continue
to develop their accessibility.

In our accessibility statements, we provide
information on, among other things, the state
of accessibility of our online services and how
everyone can give feedback on accessibility
deficiencies they have observed in our digital
services.

Finance Finland

Finnish Pension Alliance TELA

Climate Leadership Coalition

Directors’ Institute Finland

Helsinki Region Chamber of Commerce

2022 2021 2020 In 2022, the world was in turmoil
368,677 301,773 335,727 in many respects, which was
613,402 644 811 657,235 reflected in the themes that

11,000 interested our stakeholders.

10,000

3,260
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Sustainability of our
own operations and
the value chain

We take into account the impacts of our operations on the
environment and society throughout our value chain. In

2022, we carried out an assessment of the human rights
risks and impacts of our supply chain and own operations,
in addition to our investments. We also assessed the
climate risks of our procurement and TyEL premium
income.

Respect for human rights in the particularly key impact on in terms of human
supply chain and own operations rights: our investees, personnel and supply
Varma is committed to respecting human chain. The assessment helps us identify, pre-
rights and operating in accordance with the vent and mitigate more comprehensively any
United Nations Guiding Principles on Business  negative human rights impacts from Varma’s
and Human Rights. Varma requires the same operations and address them more effectively.
from its supply chain. As the outcome of the assessment, we drew

In 2022, we carried out a human rights up the Principles for Human Rights in which
assessment, which helped us identify three we commit to address violations of human
groups that Varma’s operations have a rights.
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The human rights impacts and risks related to assess the share of suppliers in sectors with In our human rights assessment, we also for audits performed by Varma. The Supplier
to the value chain can be observed for exam- In 2022, we drew up the Code of Conduct is attached to contracts.

ple by sector or location. The value chain
human rights assessment was carried out

by sector because Varma’s procurement is
focused on Finland. Our most significant pro-
curement is related to the construction and
maintenance of buildings, and to IT systems.
We determined the sector distribution of our
total procurement and used this information

Human rights risk by industry
(share of our purchases)

Low/moderate

99.7%

High*

0.3%

*The Corporate Human Rights Benchmark (CHRB) of the
World Benchmarking Alliance (WBA) identifies the ap-
parel, automotive manufacturing, extractives, food and
agricultural products, and ICT manufacturing sectors as
presenting a high risk of negative human rights impacts.

high human rights risks, which was 0.3 per
cent. We also assessed the suppliers’ com-
pliance with the principles of the UN Global
Compact using a database maintained by an
external service provider.

Furthermore, we carried out a separate
human rights assessment concerning the
construction activities related to our real
estate investments, as construction-related
procurement required for Varma’s real estate
investments accounts for 48 per cent of the
total procurement. The assessment examined
the human rights risks related to raw materi-
als, procurement and the construction phase
in the upstream supply and value chain of the
real estate business. Significant human rights
risks identified included aspects related to the
origin of raw materials and the realisation of
employees’ human rights in the construction
phase. Furthermore, the long supply and
value chains related to construction increase
the likelihood of human right risks being
realised.

In 2022, we engaged with construction sec-
tor suppliers in order to identify, prevent and
mitigate any human rights impacts and risks.
Next, we will define measures which could
help us to better identify possible human
rights risks related to co-operation partners in
Varma’s construction projects and to prevent
human rights violations on construction sites.

identified human rights risks and impacts
affecting our own personnel. Varma has prac-
tices and processes in place for addressing
violations concerning the company’s own
personnel.

Information on the human rights assess-
ment concerning investments is in the section
Responsible investment.

In addition to the human rights assess-
ments, in 2022 we continued to provide
Varma employees with training on human
rights responsibility. The training efforts were
targeted to functions where we have identified
major human rights impacts.

Environmental aspects of the
value chain

Sustainability requirements of the supply
chain

Our sustainability requirements that apply to
suppliers are laid down in the Supplier Code
of Conduct, which has been approved by
Varma’s Board of Directors.

The premise of the Supplier Code of
Conduct is that Varma expects its direct
service providers, i.e. first-tier suppliers, to
commit to the sustainability requirements.
Direct suppliers are obliged to ensure that
their subcontractors also comply with these
sustainability requirements. It also includes
a notification requirement and permission

Principles for Human
Rights in which we commit
to address human rights
violations.

The Supplier Code of Conduct calls for
respect for the environment. We require our
suppliers to be aware of their environmental
impacts and to take them into account in their
operations.

Environmental legislation must be complied
with, without exception. Particular attention
must be paid to assessing, minimising and
preparing for environmental impacts, in order
to prevent environmental risks.

We encourage our suppliers to use a certi-
fied environmental system or a documented
operating method for managing their environ-
mental matters.

We also encourage them to develop envi-
ronmentally friendly solutions. Especially
in emission-intensive industries, suppliers
should pay special attention to monitoring
their carbon footprint and to targets related
to minimising future environmental impacts.
Through our own example, we also strive to
encourage suppliers to set science-based
emission reduction targets according the
Science Based Targets initiative (SBTi).

Our most significant procurement is related
to the construction and maintenance of
buildings, and to IT systems. As regards pro-
curement related to real estate business, we
have drawn up circular economy principles
for real properties for the processes of new
construction and renovation projects as well
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as maintenance. We also aim to increase the
recycling rate of construction and demolition
waste.

Of our purchases made in 2022, 98 per cent
originated from Finland. The remaining 2 per
cent originated from the US, France, the UK,
Ireland and other European countries.

Climate risk assessment of procurement
In order to improve sustainability manage-
ment in the value chain, we carried out for the
first time a climate risk assessment of our pro-
curementin 2022. The climate risk assessment
was performed by calculating the weighted
carbon intensity of our procurement using
PCAF’s database. We also assessed the share
of procurement made in 2022 from industries
exposed to climate change transition risks and
the distribution of the carbon risk between

Emission reduction targets (SBT)
(% of all suppliers)

Target set

10%

Committed

9%

Carbon risk’s share of total
procurement

@® High
® Moderate
® Low

Transition industries’ share of
total procurement

11%

@® Others
® Transition industries

In 2022, we carried out a
climate risk assessment of
our suppliers for the first
time.

suppliers. The climate risk assessment only
included Finnish companies, as they make up
the majority of Varma’s total procurement.
Furthermore, we examined the proportion
of suppliers that were committed to setting or
which had already set science-based emission
reduction targets (SBT) by the end of 2022.

Climate risk assessment of premium
income

We examined the climate risks of TyEL insur-
ance contributions paid to Varma in 2022.
The assessment looked into the transition
industries’ share of the premium income and
the carbon intensity of client companies pay-
ing insurance contributions. Of the insurance
contributions paid to Varma, 16 per cent come
from companies operating in the transition
industries and 24 per cent come from high- or
medium-carbon intensity companies.

Developing responsibility in the value
chain

We continue to develop responsibility in our
supply chain. In 2023, we will continue to
assess our human rights impacts and risks.
A risk co-ordinator, who was appointed to
the Responsible Investment & Sustainability
department at the beginning of 2023, pro-
motes the assessment and reporting of
responsibility and sustainability risks also for
the value chain.

Carbon risk’s share of TyEL
insurance contributions

@® High
® Moderate
® Low

Transition industries’ share of total
TyEL insurance contributions

@® Others
@ Transition industries
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Environmental aspects of our own
operations

Varma’s updated Sustainability Programme
also guides the environmental sustainability
of our operations. For years now, we have
been actively reducing the emissions of our
own operations. Since 2016, we have been
managing the environmental impacts of

our operations using WWF’s Green Office
system. As a result of various measures, the
emissions of our operations have declined

74 per cent since 2015, and the energy con-
sumed at our Salmisaari office in Helsinki is
emission-free. This is due to switching to fos-
sil-free district heating and cooling based on
recycled heat. Recycled heat is emission-free,
carbon-neutral, 100 per cent recycled and

further-processed waste heat. The emissions
from energy consumption were reduced back
in 2016 by switching to fossil-free real estate
electricity produced with hydropower. The
solar panels on the roof of our Salmisaari
head office generated around 1.8 per cent

of all electricity consumed in the building in
2022.

For real estate investor Varma, its own
head office serves as a test laboratory where,
for example, solar panels, charging points
for electric cars and fossil-free heating and
electricity have been piloted in recent years.
In 2022, we contributed to the energy saving
measures in our commercial properties by
optimising ventilation, cooling and heating,
and lighting.

Environmental information on Varma’s operations

2022 2021 2020
Water consumption, m? 3,493 2,227 1,649
Electricity consumption, MWh 1,645 1,355 1,313
Heat, MWh (weather-normalised) 2,068 2,113 2,126
Total waste (tonnes) 22 16 19
Carbon footprint tCO, 383 298 333

In 2022, we committed to setting emission
reduction targets in accordance with the
Science Based Targets (SBT) initiative. These
targets will steer our emission reduction
measures.

With Varma employees switching from work-
ing remotely to a hybrid model, the amount
of waste increased by 38 per cent from 2021.
The majority of the waste generated in the
building originates from the Compass Group’s
restaurant. The amount of waste from pre-
paring food has declined in recent years as a
result of, for example, the restaurant starting
to sell its leftovers in 2017. Compared to
2021, there was a slight, 2.8 per centincrease
in printing paper consumption. Behind the
increase was also the switch from full remote
work to hybrid work when the Covid restric-
tions were lifted.

We strive to reduce the emissions caused
by commuting by supporting teleworking
and renewing our commuting policies. Varma
acquires only normal 4- or 5-door family cars
as company cars. Varma requires its employ-
ees to choose low-emission company cars.
Varma acquires only fully electric or plug-in
hybrid cars as company cars. The car’s car-
bon dioxide emissions must be below 80 g/
km under the Worldwide Harmonised Light
Vehicles Test Procedure (WLTP). If the car’s
emissions do not exceed the 80 g/km limit
under the WLTP, Varma pays the company
car holder 20 per cent of the car’s tax value as

salary. In order to receive this compensation,
the holder must commit to driving primarily
in electric mode. Eco-friendly motoring is also
promoted by the electric vehicle (EV) charging
points in Salmisaari’s parking facility. More
than 200 parking spaces in the facility have

EV readiness, which enables the ordering of
charging services from a service provider.
Besides Varma, the parking facility is used by

other companies in the Salmisaari office cam-
pus. Varma has arranged good facilities for
employees who cycle to work, and encourages
the use of public transport for commuting by
offering an employee benefit.

In 2023, we will apply for the WELL certifi-
cate for our Salmisaari office. The certification
scheme focuses on employee health and
well-being.
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Investing for change

Responsibility guides all our investment decisions. We direct our
investments towards tackling our current global challenges: mitigating
climate change, adapting to the changes it brings, slowing down
biodiversity loss and promoting human rights.
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Responsible
Investment

Sustainability is an essential part of Varma’s strategy and
an integral part of our investment operations. Our focus
areas in 2022 included climate change mitigation, human

rights and biodiversity.

As a long-term investor and earnings-re-
lated pension company, sustainability is an
important target for Varma, as the investment
decisions we make influence the operating
conditions of companies and other investees.
Our goal is to identify investees that benefit
from sustainable operations as well as the
return of such investments.

Responsible investment means taking into
account, in addition to expected returns,
environmental, social and governance (ESG)
criteria in investment operations.

From an investor’s perspective, making
allowances for sustainability does not conflict
with expected returns. For us, sustainability
is a means of securing long-term return on
investments while ensuring that risks and

opportunities are taken into account broadly
In investment decisions.

In 2022, we further improved the responsi-
bility and sustainability of our operations by
updating our Sustainability Programme, which
supports Varma’s strategy, for 2022-2025.

The focus areas of the updated
Sustainability Programme include human
rights, biodiversity and the sustainability
of value chains. Read more about our
Sustainability Programme in the section
Sustainable Varma.

Principles guiding our responsible
investment

Responsible investment is one of the focus
areas of Varma’s Sustainability Programme. In

addition to Varma’s principles for responsible
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investment, climate policy for investments,
and ownership policy, the company’s
responsible investment is guided by the
UN-supported Principles for Responsible
Investment (PRI), which Varma signed in 2011.
We have been reporting on responsible invest-
ment annually in accordance with the PRI.

We updated our active ownership and
engagement principles in autumn 2022. The
principles cover fund investments, direct
equity and fixed income investments, and
they complement the ownership policy.

Varma'’s entire sustainable operations
are further guided by the Code of Conduct,
which was also updated in the reporting year.
Varma'’s tax policy lays down the company’s
tax strategy and principles, which also apply
to its investment activities. Varma supports
projects that aim to promote both interna-
tional tax regulation and global reporting
standards and also encourages its investee
companies to comply with corresponding reg-
ulations in their own operations. Read more
about our tax policy in the section Ensuring
secure pensions.

Environmental targets steer our
investments

Mitigating climate change is one of the main
goals of Varma’s responsible investment. The
climate targets together with the Principles for
Responsible Investment guide our operations
and cover Varma’s investment assets in their

entirety. The principles have been approved
by Varma’s Board of Directors.

In the reporting year, we updated our cli-
mate policy and set a target of reducing the

investment portfolio’s absolute emissions by
25 per cent by 2025 and 50 per cent by 2030.

The updated climate targets cover all asset
classes in Varma’s investment portfolio,
including unlisted investments.

We have actively continued to pursue
the goal we set in 2019 of achieving a car-
bon-neutral investment portfolio by 2035. One
example of our work towards a carbon-neutral
investment portfolio is the seed investment
we made in June in the Paris Agreement-
aligned exchange-traded fund (ETF) launched
by BlackRock.

In addition to our climate targets, we
focused on enhanced attendance to biodiver-
sity, and created a Biodiversity Roadmap for
our investment activities.

Read more about our climate targets and
biodiversity in the section Responsibility for
the environment.

Negative screening on ethical
grounds and in the name of
climate change

In our Principles for Responsible Investment,
we have defined the areas that Varma will not
invest in as well as the kind of companies that
are subject to enhanced ESG monitoring on
environmental and other sustainability issues.

At the end of 2022, only 0.3
per cent of Varma’s listed
investments were in oil
exploration companies. Of
listed investments, 2.0 per
cent was in companies that
rely on coal for more than 5

per cent of their operations.

For ethical reasons, we have excluded from
our direct investments companies that con-
centrate on the manufacture of tobacco and
companies that manufacture controversial
weapons, such as nuclear weapons, anti-per-
sonnel mines, cluster bombs, and chemical
and biological weapons. Concerning indirect
investments, such as in index funds, we
require that they do not contain companies
that operate in those industries, or we strive
to engage with them with the aim of excluding
such industries.

In our climate targets, we have excluded
investments in companies with coal- or lig-
nite-based operations accounting for more
than 10 per cent of their revenue, production
or production capacity. Prior to tightening
our climate targets, we allowed a 30 per cent
proportion of coal and lignite.

We are committed to exiting from thermal
coal investments by 2025 and from oil explo-
ration by 2030. At the end of 2022, only 0.3 per
cent of Varma’s listed investments were in oil
exploration companies. Of listed investments,
2.0 per cent was in companies that rely on coal
for more than 5 per cent of their operations.

In the reporting year, we started to prepare
for the exclusion of intermediaries that finance
fossil fuels. This means that we start to moni-
tor the amount of financing that banks acting
as our intermediaries provide to companies
that rely on coal or oil in their operations.
Through monitoring and possibly negative

screening, our objective is to persuade banks
to stop financing polluting forms of energy.

Enhanced sustainability
monitoring of high-risk industries
We have identified industries with a need

for enhanced sustainability monitoring.
Investments in these industries are subject to
special scrutiny by our portfolio managers.
Enhanced sustainability monitoring and
analysis concerns, for example, industries that
have high exposure to climate risks, such as
the oil and gas industry.

Portfolio managers must also apply
enhanced ESG monitoring when the invest-
ment concerns alcohol, gambling, adult enter-
tainment, cannabis and the arms industries,
as outlined in our Principles for Responsible
Investment.

In 2022, we adjusted our Principles of
Responsible Investment as regards the
defence industry, and started to apply
enhanced ESG monitoring to it. We may invest
in defence industry companies under certain
conditions. Investing is possible if activities
relating to controversial weapons (for exam-
ple the manufacture, export and storage of
the components of controversial weapons)
account for a minor proportion (less than 5
per cent) of the company’s activities and if
the primary purpose of the weapons is to pre-
vent conflicts and defend the sovereignty of
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countries that have signed international arms
control treaties.

In government bonds, Varma does not
invest in countries that are ranked in the
bottom 25 per cent of the UN’s Sustainable
Development Goals (SDG) index. In excep-
tional cases, an investment can be made if the
country’s SDG ranking is expected to clearly
improve.

We expect compliance with
international norms and
agreements
In addition to local legislation, we expect our
investees to comply with international norms
and standards. This means compliance with
the principles of the UN Global Compact
initiative on sustainability and social respon-
sibility, to which we are also committed. The
principles of the Global Compact initiative
cover the UN Declaration of Human Rights
and Convention against Corruption, ILO
labour conventions and the Rio Declaration
on Environment and Development.
Monitoring investees’ compliance with
international agreements and national laws
is part of identifying sustainability risks. In
general, sustainability factors refer to matters
related to the environment and employees, to
respect for human rights and, for example, to
measures promoting good governance, such
as preventing corruption and bribery. Human

rights and environmental violations may have
a negative impact on investments.

In 2022, we continued to develop the
systematic identification and monitoring of
sustainability risks. We started to enter possi-
ble and likely sustainability risks into our risk
management system. Sustainability risks are
discussed four times a year by the Investment
Operations’ management team and at least
once a year by the Investment Committee.
Sustainability risks are also addressed in
the Board of Directors’ risk and solvency
assessment.

Climate change is one of the most signif-
icant sustainability risks that investors must
prepare for. Climate change entails both phys-
ical and transition risks, which have an impact
on the value of investments.

Physical risks are divided into acute and
chronic risks. These include the challenges
that climate change poses to companies and
society, such as unexpected damage caused
by extreme weather events or the depletion of
natural resources in the longer term.

Transition risks refer to changes, for exam-
ple, in regulation, technology and consumer
behaviour that the transition to a lower-car-
bon economy entails.

Learn more about how Varma takes cli-
mate change into account in the section
Responsibility for the environment.

In addition to analysing climate-related
risks, we monitor other sustainability risks by

In 2022, we continued to
develop the systematic
identification and monitoring of
sustainability risks. We started
to enter possible and likely
sustainability risks into our risk
management system.
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Investees that were involved in Varma’s engagement process in 2022

Environmental
engagement initiatives

Social engagement
initiatives

Governance engagement
initiatives

Potential or confirmed violation*

No investees subject to
engagement process

Human rights, labour rights

No investees subject to
engagement process

Violation category

Varma’s own engagement process

Company’s sector

A company in the automotive
industry, food production company

Number of companies

Violations by continent

North-America,
Europe

Engagement process stage at the end of 2022

Discussed by the Investment
Committee in 2022

Targets 2023

Engagement process and situation
update according to plan

*Aviolation is established on the basis of the ISS Norm-Based Research Company Report (UN Global Compact Pillars) and/or Varma'’s internal analysis.

striving to identify adverse business interests
and violations of international agreements
and norms. In 2022, we updated our norm
violation process in order to increase our effi-
ciency in identifying and monitoring possible
and likely sustainability risks.

As regards listed investments, we observe
compliance with the standards with the help
of an external service provider, which upholds
a database of companies and their confirmed
and possible violations. The service provider
engages in discussions with the companies
which are suspected or have been found to
have violated the standards and updates the
database accordingly. In this way, the portfolio
managers always have access to up-to-date
company data.

If a company breaches any of the sustain-
ability standards, our first priority is to engage
with the company to rectify the detected
breaches and change their operating meth-
ods. We are able to directly engage with the
companies, together with other investors and
through the service provider.

In fund investments, Varma also requires the
companies in the funds to comply with laws
and international agreements. In the event of
a possible violation, the fund’s management
company contacts Varma and begins an inves-
tigation process into the violation. In severe
violations, the fund will go through an escala-
tion process that aims to rectify the violation.
In fund investments, the fund management

company is responsible for monitoring the
sustainability of the portfolio’s investments.

In index investments, Varma primarily aims
to select investments where companies that
have committed serious violations are already
excluded. In index investments, the engage-
ment process is carried out by the investment
company. Since Varma does not have direct
holdings in index companies, direct engage-
ment is not possible, but Varma does engage
with the companies through collaborative
initiatives.

Varma classifies violations in direct equity
and bond investments and private debt into
one of three categories: investees that are on
an observation list, investees that are involved
in an engagement process, and blacklisted
investees, i.e. those that are not invested in.

Violations in the third category are placed
on an observation list. We mainly engage with
these investees through the service provider.
The progress made to rectify violations and
the situation is monitored regularly. Violations
in the second most severe category are
included in Varma’s engagement process.
Further investments cannot be made in an
investee thatis in an engagement process
without a decision by the investment commit-
tee. At year-end, direct investments included
two companies in which Varma’s own engage-
ment process was ongoing.

In the most severe category, violations
in investee companies are automatically
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blacklisted. In these cases, the violation has
been confirmed by more than one sustainabil-
ity data provider that monitors compliance
with international norms. Varma did not have
direct investments in blacklisted companies in
2022.

Towards the end of 2020, we adopted a new
norms-based screening process based on
our engagement principles. In 2022, we were
involved in an engagement process with two
companies. The contacts with these compa-
nies related to social matters and, especially,
the realisation of human rights or labour
rights. As regards the realisation of human
rights, we engaged with a food production
company, and as regards the realisation of
labour rights, we engaged with a company
in the automotive industry. These places of
business were located in Europe and North
America.

Realisation of human rights

the focal point of responsible
investment

As an important focal point of responsible
investment in 2022, Varma paid attention to
social issues and especially human rights as
part of the investment process. We are com-
mitted to operating in accordance with the UN
Guiding Principles on Business and Human
Rights, and we expect the same from our sup-
ply chain and investees.

We carried out a human rights assessment,
which helped us identify three groups that
Varma’s operations have a particularly key
impact on in terms of realising human rights:
our investees, personnel and value chain.

Based on the assessment, we drew up
Principles for Human Rights, which promote
our principles of active ownership and
engagement in our human rights work. We
are also committed to identifying and pre-
venting human rights violations related to our
value chain and investments.

We assessed human rights risks and impacts
on different continents, in various industries,
and particularly in private equity, infrastruc-
ture and hedge funds, and real estate funds.

In the fund survey, we looked into whether
the fund’s ESG policy is aligned with the UN
Global Compact and whether the fund has a
human rights policy or human rights-related
principles. As regards fund principles, we
assessed how well they align with the UN
Guiding Principles on Business and Human
Rights. We also determined how the funds
take human rights into account when invest-
ment decisions are made.

On the basis of the assessment, we evalu-
ated how well human rights are implemented
in the funds while assessing the fund’s overall
responsibility.

Various human rights risks and impacts are
highlighted in different industries and geo-
graphical areas. We broadly assessed human

As global political events

have unfolded, we have taken
an even closer look at our
investments with respect to
sustainability and risks related
to geographical areas and
governments.

rights risks and impacts with the aim of
identifying investees that may be exposed to
sustainability risks and do not meet our sus-
tainability requirements. We examined possi-
ble and confirmed human rights violations in
terms of the location of the companies’ main
office and the incident in question.

On the basis of an analysis by an external
service provider, we identified possible and
likely human rights violations in industries
such as the construction, apparel and food
production industries. Possible and likely
human rights impacts identified in the IT sec-
tor included violations related to consumer
rights, cybersecurity and child labour.

The assessment also helped us identify
countries where the government does not
necessarily protect individuals’ physical integ-
rity and where ownership rights or the right to
freedom of movement, religion, expression or
association might not exist.

Russia’s war of aggression against Ukraine
brought sustainability themes related to
governments’ actions under scrutiny in a
new way. As a result of the war, a multitude
of companies withdrew from Russia, and the
war’s impacts have had an effect on the com-
panies which Varma has invested in. As global
political events have unfolded, we have taken
an even closer look at our investments with
respect to sustainability and risks related to
geographical areas and governments.

Governments’ human rights violations may
be significant, and since 2018, we have used
the UN’s SDG index to monitor them.

Collaborative initiatives give
investors power in numbers
Active ownership and engagement are cor-
nerstones of responsible investment. The
purpose of engagement is to promote sustain-
ability themes or address companies’ unsus-
tainable operations. The objectives of the
engagement process, the size of holding and
whether the issue involves taking action on a
violation or promoting sustainability themes
are what determine the most sensible means
of engagement for the investor. We engage
in regular dialogue with the management
and the boards of directors. A typical channel
for engagement is meetings between deci-
sion-making portfolio managers and investee
companies. In our company meetings we dis-
cuss, among other things, how they integrate
sustainability in their strategy and business.

Investor co-operation through different
committees and joint initiatives is a major
means of engagement. Varma promotes
sustainability in its hedge fund investments
as a member of the PRI Hedge Fund Advisory
Committee.

Furthermore, Varma is actively involved
in the work of the co-operation organi-
sation Standards Board for Alternative
Investments (SBAI), which aims to develop
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good governance and best practices, increase
transparency and reduce conflicts of interest
in alternative investments. In February 2022,
we organised, together with SBAI, the Annual
Nordic Institutional Investor Forum at Varma’s
head office. The event drew in 117 investors
from around the world. Discussions at the
event covered, for example, the sustainability
requirement of alternative investments and
carbon footprint measurement.

Through the world’s largest corporate sus-
tainability initiative, the UN Global Compact,
Varma promotes and develops the environ-
mental, social and economic sustainability of
companies and organisations.

Investors’ co-engagement initiatives strive
to promote the realisation of the UN Global
Compact principles by pressuring companies
to change their operations, if necessary. In
2022, Varma was involved in a total of 138
engagement processes in which violations
of international agreements were addressed
together with other investors.

Because of the importance of mitigating
climate change, we want to promote this
theme also through investor co-operation. In
2022, Varma joined the international Science
Based Targets initiative (SBTi), which drives
climate action through science-based emis-
sion reduction targets. Consequently, Varma is
committed to reducing its emissions aligned
with the Paris Agreement and setting long-
term science-based climate targets.

In September, we signed the 2022 Global
Investor Statement to Governments on the
Climate Crisis. The statement calls on political
leaders to support action against climate
change and promote investments, for exam-
ple, in clean technologies and environmen-
tally friendly infrastructure.

We are also a signatory to the global real
estate and construction industry initiative Net.
Zero Carbon Buildings Commitment, which
advocates for carbon-neutral buildings.

Sustainability also visible in the
ownership policy

Varma is a major shareholder in Finnish
companies. Our ownership policy describes
the expectations Varma has of companies in
which itis a major shareholder. The policy
covers Varma’s equity holdings both in Finland
and abroad. Our activities are focused on
companies and themes in which we estimate
our expertise can be put to the best use and
in which we have significant opportunities to
exercise influence. The ownership policy also
includes sustainability requirements.

We updated our ownership policy in
December 2022. The updated policy outlines
that a share issue authorisation granted by the
annual general meeting to the board of direc-
tors should not exceed 10% of the company’s
share capital without justifiable grounds. We
also consider the controlled renewal and con-
tinuity planning of the board important.

In our policy, we encourage our investees
to have transparent remuneration practices
and appropriate reward systems in place. We
expect our investees to report their remuner-
ation metrics in a way that clearly shows what
the remuneration is based on. We see it as
a positive development that companies are
adopting material and measurable sustain-
ability criteria.

The ownership policy is approved by
Varma’s Board of Directors. At Varma, the
share ownership steering group is responsible
for more detailed guidelines. The group is
made up of Varma’s CEQ, CIO and the persons
participating in shareholder nomination com-
mittees as Varma’s representatives. The group
decides on the practical application of the
share ownership policy, and discusses current
topics and future themes.

Joint engagements on UN Global
Compact -breaches

14%
@ Africa (10)

® Asia(54)

@® Europe (15)
North America (28)
South America (20)
Australia (11)

20%

Engagements by UN Global Compact
principles on four areas

@® Human rights (31)
® Labour (52)
@ Anti-corruption (14)

Environment (41)
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We have outlined in our ownership policy
that we expect clear assessments and report-
ing transparency from the companies we own
on the current and future impacts climate
change will have on the company’s operations
and growth potential. The reporting should
cover how climate change is included in the
company’s governance, strategy and risk man-
agement, especially in emissions-intensive
industries. By reporting on the targets and
indicators set by the company, itis possible to
monitor the company’s progress.

Our ownership policy further states that we
analyse and report on climate-related risks
in accordance with the recommendations of
the Task Force on Climate-related Financial
Disclosures (TCFD), and we encourage our
investees to do the same. Read Varma’s TCFD
report in the section Responsibility for the
environment.

Participating in the work of the nomination
committee is a major means of influencing,
since Varma influences its investee companies
mainly through the appointment of boards
of directors. From the owner’s viewpoint,
the board of directors’ role in the company’s
strategy, risk management and choice of CEO
IS becoming increasingly important. Varma
was represented in 25 nomination commit-
tees in the year under review. Memberships
In nomination committees are given on our
website. Varma’s representative normally also
participates in the annual general meetings
of Finnish companies in which we have a

holding. We publish our voting decisions at
annual general meetings on our website. In
2022, Varma was represented in 100 annual
general meetings of Finnish companies.

We extended our voting practices in accor-
dance with the ownership policy to annual
general meetings of foreign companies, and
we participated in the annual general meet-
ings of 266 foreign companies in 2022.

In these annual general meetings, we sup-
ported several proposals that promote sus-
tainable business. In the meetings, we voted
in favour of shareholder proposals that urged
companies to report on their climate risks and
political support, and to assess risks related to
the realisation of human rights.

Sustainability management
and organisation in Investment
Operations
The Principles for Responsible Investment,
which are approved by Varma’s Board of
Directors, form the foundation for our respon-
sible investment activities. The oversight
responsibility for sustainability at Varma is
exercised by Varma’s Board of Directors. The
Board decides on the principles and policies
related to sustainability, as well as on the
sustainability programmes to support the
strategy.

The Investment Committee addresses
and approves the responsible investment
principles and policies that are presented
to the Board of Directors. The committee

also monitors the investment risks related to
responsibility, such as climate change-related
risks, and also evaluates violations of interna-
tional agreements and norms. On a compa-
ny-wide level, the Chief Investment Officer has
oversight and accountability for responsible
iInvestment.

The Responsible Investment & Sustainability
department defines the high-level sustain-
ability objectives and develops and co-or-
dinates the responsibility of Varma’s own
operations and investments together with the
company’s various functions. The functions
are responsible forimplementing sustain-
ability. Within the Investment Operations,
the development manager for responsible
investmentis in charge of many responsible
investment development projects and works
in close co-operation with the Responsible
Investment and Sustainability department
and investment teams. The head of each asset
classisin charge of the day-to-day application
of the Principles of Responsible Investment.
Responsible investment development projects
are discussed by the Investment Operations
management team.

O

Read more about
responsible
Investment on our
website.

General meeting votes in 2022

1% 1%

@ Europe (211)
® North America (113)
@ Asia (35)
South America (3)
Africa (1)
Australia (3)

Proposals promoting sustainable
business that we voted in favour of at
foreign general meetings in 2022

@ Greenhouse gas emission calculation and
climate change reporting, 12 pcs

@® Human rights and labour rights, 16 pcs

@ Reporting on political contributions, 15 pcs
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Responsibility for
the environment

Through our investment decisions, we are building a world
that is safe and sustainable for future generations. Mitigating
climate change and biodiversity loss are key sustainability
commitments for Varma. We aim for a carbon-neutral
investment portfolio by 2035.
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Mitigating climate
change in investments

Mitigating climate change is one of Varma’s key
sustainability targets. Our efforts have paid off: the
carbon footprint of our investments in different asset
classes has clearly declined in five years, and we have
received recognition in global comparisons. In 2022,

we continued our efforts to achieve a carbon-neutral
portfolio by setting even more ambitious climate targets.

Climate change is one of the most critical
phenomena that investors must also prepare
for. It will have substantial financial, social and
environmental impacts and risks for current
and future generations. Climate change is also
shaping the business opportunities of differ-
ent sectors and influencing future investment
valuations.

In 2022, we set even more ambitious climate
change targets for investments in the form
of absolute emission reduction targets. We

signed the Science Based Targets initiative
(SBTI), through which we committed to set-
ting near-term science-based climate targets
within the next two years.

In our Sustainability Programme, which was
revised in 2022, we also commit to directing
our investments towards mitigating climate
change and biodiversity loss.
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Overall picture of Varma’s climate
impacts

In 2022, we performed for the second time a
scope 3 emissions calculation, i.e. assessed
the emissions of the value chain and formed
an overall picture of the company’s emissions.
Varma'’s scope 3 calculation complies with the
Greenhouse Gas (GHG) protocol, and it covers
the years 2021 and 2022.

Varma’s own direct scope 1 emissions
include company cars’ fuel. Scope 2 emissions
comprise the energy consumption of Varma-
controlled real estate, i.e. indirect emissions
from purchased energy, which account for
approximately 0.3 per cent of Varma’s total
emissions. The calculation showed that more
than 99 per cent of Varma’s greenhouse gas
emissions are caused by the value chain,
or scope 3 emissions. Varma’s fossil scope
3 emissions in 2022 totalled approximately
5,329 kilotons of carbon dioxide equivalent
(ktCO.e).

Varma’s scope 3 emissions included in the
calculation were dominated by category 15,
.e. the emissions of the investment portfolio,
and the weight of the other emission cate-
gories was as a whole low, below 5 per cent.
Of the scope 3 emissions, 98 per cent were
caused by the investees’ emissions. As regards
investments, the calculation included Varma’s
listed equities, corporate bond investments,
private equity and infrastructure investments,
hedge funds, real estate funds and private

debt. Direct real estate investments have
been reported as part of Varma’s scope 1 + 2
emissions.

Other major scope 3 emissions are caused
by purchased goods and services (0.3 per
cent), capital goods (1 per cent) and trans-
portation and distribution (0.3 per cent). The
category of purchased goods and services
included, for example, emissions from main-
tenance work, such as renovations, and from

Purchased IT services,
renovations and new

IT services. Emissions from capital goods were
fairly evenly distributed between renovations
and new construction projects.

On the basis of the calculation, the biggest
opportunities for scope 3 emission reductions
relate to purchased goods and services and
capital goods. We can reduce emissions by
setting stricter targets for new buildings’ life
cycle emissions and promoting decarbonisa-
tion through purchase criteria.

Scope 1+2

Own direct emissions and indirect

emissions from purchased energy
0.3%

Emissions caused by
people travelling to
Varma-owned shopping

! . Waste
construction projects 0.0% Business travel
1.3% 0.0%
District heat and electricity ® Commuting

0.2%

Upstream value
chain
Scope 3

0.0%

centres
0.3%

Energy consumption
of tenants in Varma-
owned real estate
0.2%

Own
operations Downstream value
chain
Scope 3

Investments 97.7%

Scope 1: Emissions that are caused by the company’s own
operations and under its direct control

Scope 2: Indirect emissions from the generation of
purchased energy, for example, the production of
electricity and heat

Scope 3: Emissions caused by the end use of goods and
services sold and by purchased goods and services, i.e. all
indirect emissions. With Varma, scope 1 and 2 emissions of
our investee companies are also included.
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Distribution of Varma’s scope 1-3 emissions

Emission category

Co, emissions 2020

Co, emissions 2021

Co, emissions 2022

% share of total

emissions
Scope 1 209 106 0.0%
Vehicles 209 106 0.0%
Scope 2 27,023 17,981 0.3%
C ial ties’ heat and
omnjne-raa properties’ heat an 20,045 13,504 0.3%
electricity
Apartments’ heat and electricity 6,078 4,477 0.1%
Scope 3 - 5,981,843 5,328,893 99.7%
Category 1:
SOty . 19,436 18,520 18,520* 0.3%
purchased goods and services
Category 2: capital goods 38,930 51,424 51,424* 1.0%
Category 3: fuel- and
gory s: fuel-and 7.478 12,610 12,610* 0.2%
energy-related activities
Category 4 not material not material
Category 5: waste generated in
gory >:waste g ! 938 124 131 0.0%
operations
Category 6: business travel 19 34 284 0.0%
Category 7:
Eory . 112 111 111* 0.0%
employee commuting
Category 8 not material not material
Category 9: downstream
Bory . C . 8,236 13,575 13,575 0.3%
transportation and distribution
Category 10 not material not material
Category 11 not material not material
Category 12 not material not material
Category 13:
sory 5,535 8,341 8,341* 0.2%
downstream leased assets
Category 14 not material not material
Category 15: investments
gOTy 2 1,645,272 5,877,104 5,223,897 97.7%
(not incl. direct real estate)
Scope 1-3, total 6,009,075 5,346,980

*Missing figures for 2022 are estimated on the basis of 2021 figures. These figures typically have no major annual variation as
they relate to continuous operations.

Varma’s climate targets in a nutshell

We published a revised climate policy for invest-
ments and updated climate targets in 2022. Our
goal is to cut the entire investment portfolio’s
absolute emissions by 25 per cent by 2025 and by
50 per cent by 2030.

High-level objective: carbon-neutral investment
portfolio by 2035:

«  Weinvestin companies that enable a change
towards lower emissions and whose business
offers solutions for resolving
climate-change issues.

« We foster collaboration in the
financial markets in order to promote climate
change mitigation and adaptation.

- We focus on analysing the
financial risks of climate change in the
investment portfolio.

We transparently disclose the impacts of climate
change on our investments and the impacts of our
investments on the climate.

The goal is to cut the absolute scope 1 and 2
emissions in Varma’s entire investment portfolio
compared to 2021 by:

« 25percent by 2025

« 50 per cent by 2030.

J

The goal is to reduce the carbon intensity of
listed equity and corporate bond investments, i.e.
greenhouse gas emissions in relation to revenue,
from the 2016 level as follows:

« 30 percent by 2023

« 40 per cent by 2025

« 50 per cent by 2027

We are committed to exiting from direct invest-
ments in thermal coal by 2025 and to excluding
oil exploration from our investments by 2030. Our
goal is to increase the share of funds that take cli-
mate change into account to 50 per cent by 2025.

We aim to raise the share of renewable energy
in our electricity generation investments to at
least 50 per cent by 2030. Real properties will use
fossil-free heating and electricity by 2030 and 2025
respectively.
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Roadmap for Varma'’s climate targets

« Equities: carbon intensity -40%

« Corporate bonds: carbon intensity -40%

« Carbon footprint of the portfolio -25%

« Climate allocation of the portfolio 25%

 Funds that take climate change into consideration 50%

« Exit from coal Carbon-
« Real estate: emission-free electricity neutral
« Real estate: energy savings -10% portfolio

o—— 2022 2023 —2024— 2025 — 2026 — 2027 — 2028 — 2029 —— 2030 — 2031 — 2032 — 2033 ——2034—2035—9
!

« Gas 22-25% of electricity generation

« Exit from other fossil electricity generation
« Exit from oil exploration

« Real estate: emission-free heat

 Carbon footprint of the portfolio -50%

« Equities: carbon intensity -30%
» Corporate bonds: carbon intensity -30% - Renewables at least 50% of electricity generation

» Equities: carbon intensity -50%
 Corporate bonds: carbon intensity -50%
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Progress towards climate targets in 2022

Climate allocation 25% 24% 25%

of the portfolio 2022 —: 2025

by 2025

100%
Exclusion of coal from corporate 98% 0

bonds and equities —:‘ 2025

by 2025

o, 100%
Exclusion of oil exploration from 99.7%

corporate bonds and equities — 2030

by 2030
. . -8% -50%
Carbon intensity of

corporate bonds down 50% i AN

by 2027

[ (] (] (] [ -500/0
Carbon intensity of listed equities
down 50% 2027
by 2027

oo

Carbon-neutral

Emission-free electricity in
real estate investments
by 2025

Emission-free heat in real
estate investments
by 2030

Funds that take climate change
into consideration

Absolute emissions of
investment portfolio

3 investment portfolio
by 2035
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New data on climate change and
international agreements

According to the Intergovernmental Panel on Climate Change
(IPCC), the global average temperature has risen 1.1 degrees
Celsius from the pre-industrial level and the 1.5-degree limit for
global warming set in the 2015 Paris Agreement will be reached in
the first half of 2030s. The IPCC estimates that emission reduction
actions must be accelerated in the 2030s in order to be able to
reach the goals of limiting global warming. The United Nations’
Environmental Programme (UNEP) also stated in its report pub-
lished in October 2022 that the pathway to limit global warming
to a maximum of 1.5 degrees is no longer credible. According to
the report, emissions are expected to decline by less than one
per cent by 2030, whereas limiting global warming to 1.5 degrees
would require a 45 per cent reduction. The UN Climate Change
Conference (COP27), which was hosted in Sharm el-Sheikh at

the end of 2022, ended in disappointment. It is estimated that
the agreement reached is not sufficient to reduce emissions so
much that global warming could be limited to 1.5 degrees. The
agreement included, to a large degree, matters that had already
been agreed on at the 2021 COP26 summit in Glasgow. The final
text included a new reference to the need to accelerate the use of
renewable energy. The climate summit also agreed on a ‘loss and
damage fund’ to compensate vulnerable countries suffering from
climate impacts.

Climate risks ana
opportunities according to
the TCFD recommendations

Varma is committed to supporting the TCFD
(Task Force on Climate-related Financial
Disclosures), which outlines and develops
methods for companies to report on the finan-
cial impacts of climate change. This section
includes information on Varma'’s climate risks
and opportunities according to TCFD.

From an investor’s perspective, climate
change entails both physical and transition
risks, which have an impact on the value of
investments. Physical risks are divided into
acute and chronic risks, which refer to the
challenges that climate change poses to
companies and society, such as unexpected
damage caused by extreme weather events
or the depletion of natural resources in the
longer term. Transition risks refer to changes,
for example, in regulation, technology and
consumer behaviour that the transition to a
lower-carbon economy entails.

On the other hand, climate change also
presents investors with opportunities. For
instance, companies developing technolo-
gies to mitigate climate change or solutions
to facilitate the transition to a low-carbon
economy may offer investors good return
opportunities.

Climate risk and opportunity
management and strategy
Sustainability is a strategic focus for Varma,
and mitigating climate change is one of the
company’s key sustainability targets. Climate
risks are a key focus when sustainability issues
are annually reported to Varma’s Board of
Directors. Furthermore, the Board of Directors
discusses climate risks on a monthly basis
and, in its risk review, on a quarterly basis.

On a company-wide level, the Chief
Investment Officer is in charge of monitoring
the climate impacts of investments. The head

of each asset class is in charge of the practical
application of the climate targets. In addition,
Varma’s sustainability director, who is in
charge of responsible investment and sustain-
ability, develops and co-ordinates, together
with their unit, responsible investment and
climate change mitigation in different asset
classes.

The Investment Operations management
team regularly addresses matters related
to responsible investments, and climate
targets are monitored daily in the Investment
Operations’ internal portfolio report.
Furthermore, climate aspects are covered four
times a year in the Investment Operations’
allocation group, which oversees the risk level
of the investment portfolio.

Climate risks are addressed as part of
responsibility and sustainability risks in the
risk and solvency assessment. Investment
activities are also steered by the climate
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policy for investments, in which we commit
to develop our investment portfolio towards
carbon neutrality in 2022-2035. Since 2016,
we have been committed to developing our
investment operations such that our invest-
ments are aligned with the target of the Paris
Agreement.

Information on climate-related policies
- e.g. exclusions and enhanced ESG monitor-
ing - is also given in Varma’s Principles for
Responsible Investment and in the active
ownership and engagement principles.
Both of these have been approved by Varma’s
Board of Directors.

Engaging with investee companies
For an investor, one means of managing cli-
mate-related risks is to engage with investee
companies. In our ownership policy, we guide
companies to report transparently on the
current and future impacts of climate change
on the company’s operations and growth
potential. In essence, we are guiding the com-
panies to report according to the TCFD rec-
ommendations. They should report on how
the impacts of climate change are included in
the company’s governance, strategy and risk
management, especially in emission-intensive
industries. Reporting on the targets and indi-
cators set by the investee company makes it
easier to monitor the company’s progress.
Our means of engaging with investees
are described in more detail in our active

ownership and engagement principles.
Varma’s engagement goals are twofold. Firstly,
Varma engages with companies in an effort to
rectify the situation if the investee company
has violated local laws or international agree-
ments. Secondly, through engagement, Varma
as an investor can promote sustainability and
sustainability reporting.

We encourage our investees to set sci-
ence-based emission reduction targets in
accordance with the Science Based Targets
initiative (SBTi). We regularly monitor the
proportion of our SBT investments in the
different asset classes. We signed the SBTi in
2022. By committing to the SBT initiative, we
want to increase the transparency of our oper-
ations and ensure that our climate actions are
aligned with global targets, because we expect
the same from our investees.

In climate and environmental matters,
Varma’s engagement is guided by both the
climate policy for investments and com-
pliance with international agreements and
national legislation. The Paris Agreement and
local environmental laws are key elements
in screening the investment portfolio for vio-
lations. In addition to the Paris Agreement’s
emission reductions, biodiversity is one of the
engagement themes in environmental mat-
ters. We use the data provided by a third party
to monitor violations of environment-related
norms by our investees. The screening covers,

Climate change risks, their potential impact on investments and the means of risk management in Varma’s investments

Our impact

Potential impact on investing

Means of management

Transition risks

Regulatory impact, e.g. emission rights prices, carbon
tax, varying regulation.

Investees’ ability to identify new business oppor-
tunities and develop new technologies to mitigate
climate change. Consumer behaviour and tightening
regulation may influence the market and investees’
reputation.

Enhanced ESG monitoring of transition industries
Reducing carbon intensity

Negative screening

Replacing district heating with geothermal heating
in properties

Scenario analyses in listed equity and corporate
bond investments as well as real estate invest-
ments

Acute physical risks

Extreme weather conditions and natural disasters,
e.g. floods and hurricanes. For example, the drying up
of rivers may affect logistics costs, crop damage due
to drought or excess rainfall may influence the cost

of food production, heat may increase the cooling
costs of business premises, winter clothing sales may
suffer from mild winters, and tourism, e.g. ski resorts
and restaurants in their vicinity, may be negatively
affected by unfavourable weather conditions, like
Snow scarcity.

In real estate investments, the use of flood surveys
and flood maps: properties will not be builtin or
acquired from areas at risk of floods

In private equity investments, company analyses
and supply chain management

Chronic physical risks

Drought, heat waves, rain. For example, attempts
are being made to mitigate the California wildfires
caused by annual drought by undergrounding
electricity transmission networks (reduced chance
of wildfire ignition); in food production, coffee and
cacao plantations are being moved permanently
away from locations where conditions have become
unfavourable; acute physical risks turn chronic.

Facade solutions for new buildings, building condi-
tion assessments

Modelling of companies’ geographical production
locations

Assessing risk management in supply chains
Scenario analyses in listed equity and corporate
bond investments as well as real estate invest-
ments
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forinstance, failures in reducing air pollution
and assessing environmental impacts.

Varma categorises its investee companies
that violate international norms and agree-
ments into three categories, the most severe
of which may lead to a company getting black-
listed if it does not sufficiently rectify its oper-
ations. Violations in the second most severe
category are included in Varma’s engagement
process. Read more about the monitoring of
norms in the section Responsible investment.

Atypical channel for Varma’s engagement is
meetings with companies in which we have a
holding. We have regular company meetings,
in which we explore how they take climate
change mitigation into account in their oper-
ations. We are also represented in companies’
nomination boards, and we participate in the
general meetings of Finnish and foreign com-
panies. Read more about our participation in
general meetings in the section Responsible
investment.

In addition to climate change, we also take
into consideration biodiversity in our ways of
operating. Read more on the topic in the sec-
tion on biodiversity.

Collaborative initiatives and
pledges

In addition to direct company contacts, we
engage globally, together with other investors,
through various collaborative initiatives and
pledges.

We have joined the international Powering
Past Coal Alliance (PPCA), which is working to
advance the transition away from coal-based
electricity and heat generation in EU and
OECD countries by 2030. We have also joined
the Climate Action 100+ initiative, in which
investors collectively engage on a global scale
with the largest corporate greenhouse gas
emitters to ensure that the targets of the Paris
Agreement are met.

In accordance with our climate policy, we
promote collaboration within the financial
markets in order to mitigate and adapt to the
effects of climate change, while also taking
part in the public debate on the impacts
of climate change at events and through
collaborative initiatives. In order to advance
the financial market’s joint efforts to mitigate
climate change, Varma has engaged in co-op-
eration with the Nordic Climate Investment
Coalition (CIC). The CICis a public and private
sector coalition.

Furthermore, we are a signatory to the
CDP, which compiles data on companies’
greenhouse gas emissions and other climate
change-related data. In 2022, Varma par-
ticipated for the second time in the CDP’s
campaign that encourages companies to set
science-based targets for emission reduction,
i.e. to operate in accordance with the Science
Based Targets (SBT) framework.

Varma has joined the Partnership for
Carbon Accounting Financials (PCAF)

initiative. Its goal is to develop a harmonised
approach to assess and disclose the green-
house gas emissions associated with loans
and investments.

In September 2022, we signed the 2022
Global Investor Statement to Governments
on the Climate Crisis. The statement calls
on political leaders to support action against
climate change and promote investments, for
example, in clean technologies and environ-
mentally friendly infrastructure.

Varma is a participator in the global real
estate and construction industry initiative Net
Zero Carbon Buildings Commitment, which
advocates for carbon-neutral buildings, and
in the sustainable demolition Green Deal,
an agreement between Finland’s Ministry of
the Environment and the business sector to
process and recycle demolition waste from
construction projects.

In 2022, we were also involved in an engage-
ment process concerning 788 international
fund managers with the aim of improving their
ESG reporting. This engagement work will
continue in 2023.

We are part of various networks that fight cli-
mate change, such as the Climate Leadership

Coalition.

TCFD is a framework for reporting
climate issues

The TCFD framework promotes the harmonised disclosure

of climate-related risks and opportunities by businesses.
According to the recommendations, companies should report
on how climate issues are reflected in their governance models,
on their strategies concerning climate change and the transition
to a low-carbon economy, on the risks and opportunities cli-
mate change brings to the company, and on the climate-related
targets and metrics they have in place.

Varma constantly analyses the financial risks and opportuni-
ties brought by climate change, and develops its reporting on
climate risks in accordance with the TCFD’s recommendations.
We encourage the companies in which we have a holding to do
the same.

In the Report of the Board of Directors, we report information
under the EU’s Sustainable Finance Taxonomy.
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Negative screening and enhanced
ESG monitoring
In our climate targets published in 2022, we
commit to exiting from all investments in ther-
mal coal by 2025. We do not make new invest-
ments in companies with coal-based opera-
tions accounting for more than 10% of their
net sales, production or production capacity.
The exception to this general rule is compa-
nies that have a science-based target of reduc-
ing emissions to help limit global warming to
1.5 degrees Celsius. We are also committed to
excluding oil exploration from our investments
by 2030. As part of our efforts to mitigate
climate change, since 2015 we have excluded
from our direct investments companies with
coal- or lignite-based operations accounting
for more than 30 per cent of their net sales,
production capacity or production. We see no
future for coal-based electricity generation,
and we do not make new direct investments
in companies with coal- or lignite-based oper-
ations accounting for more than 10% of their
net sales, production capacity or production.
At the end of 2022, 2 per cent of Varma’s
assets in listed investments were in

companies that rely on coal for more than 5
per cent of their operations. The proportion

of investments in the oil exploration industry
was very low, at 0.3 per cent, fund investments
included.

Proportion of oil and coal in
listed investments

Listed investments Global equity

market

@® Oil exploration
® Coal
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We also apply enhanced ESG monitoring
to industries that are significantly exposed to
climate risks, such as the oil & gas industry,
electricity & heat production, and the automo-
tive, mining, construction materials, chemical,
transport and forest industries. The enhanced
ESG analysis also applies to companies with
coal- or lignite-based operations accounting
for 5-10 per cent of their net sales, production
capacity or production.

Tracking the carbon footprint of
investments

In accordance with our climate policy, we
monitor and report on the carbon footprint of
our investments according to the TCFD’s rec-
ommendations. The calculation and reporting
of the greenhouse gas (GHG) emissions of
investments follows the PCAF’s standards.

In 2022, all asset classes, with the exception

of government bonds and derivatives, were
included in the carbon footprint calculation of
investments, covering 93 per cent of the mar-
ket value of our investment portfolio. Private
equity and infrastructure investments, real
estate funds and private debt are included as
new asset classes in the calculation of abso-
lute emissions. We also retroactively report
the GHG emissions for 2021.

Our main goal is to reduce the absolute
scope 1 and 2 emissions of the investment
portfolio by 25 per cent by 2025. Furthermore,
we aim to reduce the weighted carbon

intensity of listed equity and corporate bond
investments, i.e. greenhouse gas emissions
in relation to revenue, from the 2016 level as
follows: 30 per cent by 2023, 40 per cent by
2025 and 50 per cent by 2027.

At the end of 2022, the absolute emissions
of the investment portfolio were down 11
per cent compared to 2021. The single most
important driver was an M&A in the portfolio,
which significantly changed the enterprise
value and calculated emissions of a single
company. The M&A accounted for 54% of the
decline in the 2022 emissions. Also for private
debt, the improved quality of emissions data
has played a significant role in the reduction
of calculated emissions. Compared to the pre-
vious year, data quality improved in all asset
classes except real estate funds and hedge
funds. The average data quality of the invest-
ment portfolio has, however, not improved
from 2021 due to different weightings of the
asset classes in the portfolio.

A major proportion of the emissions of
private equity, hedge fund and private debt
investments has been estimated using the
PCAF’s database and emission factors. Our
goal is to improve the quality of data per-
taining to these asset classes by encouraging
companies and funds to report according
to the TCFD. The improved quality of data
plays a significant role in the reduction of the
calculated emissions of Varma’s investment
portfolio.

In 2022, the carbon
footprint calculation of
investments covered 93 per
cent of the market value of
our portfolio.

Development of the weighted carbon intensity of listed equity and
corporate bond investments compared to Varma’s climate targets
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@® Equity target
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The carbon intensity of listed equity invest-  significant emission reductions or, alterna- The carbon footprint of Varma’s investments
ments was down 16 per cent compared to tively, we need to reduce our holding in them.
the 2016 level, but in comparison to 2021, The GHG emissions of real estate invest- Listed equity investments 31 Dec 2022 31 Dec 2016 Change Varma vs. index
the carbon intensity was up 19 per cent. The ments were down 61 per cent compared to Market value 17.2 11.8 45%
carbon intensity of Varma’s equity portfolio 2015. Behind the reduction are, for example, (€ bn)
significantly increased as a result of an M&A, energy renovations and energy efficiency , _ ,
: : : : : : Weighted carbon intensity 148.0 177 -16% -25% 197.5
carried outin 2022, by a single carbon-in- measures executed at the sites, purchasing of (tCo.e/€ million)
tensive investee company that increased the fossil-free district heating and real estate elec- ’
company’s calculated emissions in relationto  tricity, and changes in the real estate portfolio.
its revenue. Without this M&A, the weighted Read more about the environmental impacts Corporate bonds 31 Dec 2022 31 Dec 2016 Change Varma vs. index
carbon intensity of listed equity investments of real estate investments on p. 82. Market value (€ bn) 2.5 3.1 -21%
would have been down 33 per Ce‘nt compared Weighted carbon intensity 172.8 188 -8% -36% 269.2
to 2016.. At yegr—end 2022,,the vv.e|ghted | (tCo_e/€ million)
carbon intensity of Varma’s equity portfolio
was also lower than that of the global equity
market. Weighted
In corporate bonds, the carbon intensity was . Carb?" _ _ .
down 8 per cent compared to 2016 but was . |nte.ns:|ty Carbon mtens.l- Quality of data
. The carbon footprint of Market value (€ Share of the Scope1l+2 Scope 3 (tCo,e/€ million ty (tCo,e/€ mil- (1 best-5
up 19 per cent compared to 2021. The main - . : o .
. . Varma’s investments bn) portfolio (tCo_e) (tCo.e) revenue) lioninvested) worst)
reason for the change is an improvement
. . Listed equity investments 17.2 31% 1,023,525 4,873,385 148.0 59.7 1.55
in the emissions data for corporate bonds,
especially in higher risk bond investments, Corporate bonds 2.5 4% 161,350 464,689 172.8 65.3 2.18
which raised the weighted carbon intensity
. . . Hedge funds** 10.5 19% 854,436 536,916 103.9 81.2 5.00
of the entire portfolio. The quality of data of
corporate bond investments improved 19 per Real estate funds 2.6 5% 84,127 - 32.9 4.28
cent. The indicator used by us, weighted car- , ,
. L N L . Private equity & 10.1 18% 2,782,217 1,907,790 299.0 274.3 4.87
bon intensity, is sensitive to individual emis- nfrastructure funds
sion-intensive companies. Therefore, a single Weighted carbon intensity is sensitive to |
company ca Using Signiﬁca Nt emissions may individual emiSSion'intenSive CompanieS. Private debt 2.8 5% 318,242 465,452 79.2 114.3 4.00
have a major impact on the entire portfolio’s Therefore, a single company causing Deposits 31 6% ] ]
indicator. For us to reach our climate targets, significant emissions may have a major
Total 48.8 87% 5,223,897 8,248,232 160.2 114.5 3.42

such investee companies need to implement

impact on the portfolio’s indicator.

*The emissions of real estate investments have been reported as part of Varma’s scope 2 emissions.
**Some of the funds’ data was calculated based on Q3 2022 figures.
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Scenario analyses in real estate
investments

In 2022, we committed to emission reduction
targets in accordance with the Science Based
Targets (SBT) initiative and set targets for our
real estate, i.e. our scope 2 emissions, as part
of our overall work to achieve our emission
reduction targets.

The process of setting emission reduction
targets for our real estate involved modelling
target pathways for the absolute emissions
(tCo,e) and emission intensity (kg/Co e/m?)
of both residential and commercial prop-
erties. The modelled 1.5-degree emission
pathways in accordance with the SBTi were
drawn up using the targets of the Sectoral
Decarbonization Approach (SDA).

Earlier, analyses have been performed on
Varma-owned real estate from the perspective
of both climate-change-related transition
risks and physical risks. The development
of the greenhouse gas emissions of our real
estate portfolio was most recently examined
in an analysis carried out in autumn 2021. The
analysis covered the carbon dioxide emissions
from the heating and electricity of commercial
and residential properties owned by Varma.

A baseline scenario was established first,
depicting the likely development of emissions
without any further actions by Varma, not
including the current scope of emission-free
electricity purchases. The analysis also
included a heat-pump scenario in which 40
per cent of district heat is replaced by different
types of heat pumps by 2030.

In the baseline scenario, the CO, emissions
from Varma’s real estate portfolio decline by
an estimated 71 per cent from the 2020 level
by 2030. The emission factor for district heat
is expected to decline drastically this decade
since most of the district heating companies
providing heat to Varma’s properties have
announced that they will be nearly or fully car-
bon neutral by 2030 or 2031. The total emis-
sions of the real estate portfolio will decline
nearly 90 per cent by 2035 if emission-free
electricity and heat is purchased to the same
extent as in 2020.

The analysis shows that the future emis-
sions of Varma'’s real property are, even in the
baseline scenario, in line with the Science
Based Targets’ (SBT) target of 1.5 degrees
Celsius. Varma is well equipped to achieve
carbon neutrality in its real estate portfolio in
terms of scope 1 and 2 emissions by 2030. In
the short term, the real estate portfolio’s emis-
sions can be significantly cut through addi-
tional measures, for example, by switching to
electricity-based heating, such as geothermal
heat, buying carbon-neutral district heat and
using emission-free electricity.

We updated the analysis focusing on the
physical climate risks of our direct real estate
investments in autumn 2021. Of the real
property owned by Varma, around 70 per cent
is located in the Helsinki metropolitan area.
Practically all of the buildings are located
within a radius of approximately 10 kilometres
from the seashore, and thus their climate
burden is higher than average. In addition

to the risk of a sea flood, wind-driven rain
and strong winds may cause problems in
controlling moisture levels in the buildings. In
the climate models, the estimate is that the
amount of wind-driven rain on the coastline
will increase. We take this into account in
building condition surveys and facade solu-
tions for new buildings. In addition to facade
material choices, we pay attention to details
that are key in terms of weather resistance,
such as the design and execution of eaves
and joints of different materials. As a result of
climate change, precipitation will increase and
rainstorms will become stronger in Finland.

At the same time, rainwater floods caused
by rain and melting water will become more
common. Cities, city planners and building
control authorities are in charge of rainwater
management, but as a real estate owner,
Varma’s task is to see to it that the plans take
into account any measures required for rain-
water management. Our real estate portfolio
was also analysed for sea flood risk. In the
Finnish Climate Change Panel’s 2021 report,
the sea flood risk in the Uusimaa region is
estimated to be high and to increase going
forward to 2050. Our analysis showed, how-
ever, that the sea flood risk in our real estate
portfolio is low. In 2100, only five Varma-
owned sites will be exposed to moderate
risks, examined at a frequency of 1/1000 years.
Varma takes the sea flood risk into account
especially in new development projects and
when purchasing new buildings.

Scenario analysis of the development of Varma’s real estate
investments’ emissions in relation to climate targets
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Scenario analyses for listed
equities and corporate bonds

In 2021, we adopted a new tool for analysing
climate risks. Climate Value-at-Risk (Climate
VaR) is a tool developed by MSCI that is
designed to provide an assessment of asset
class-specific transition costs and oppor-
tunities as well as physical risks brought by
climate change. Climate risks have major
impacts on companies’ business models and
profitability, the outlook of which has been
challenging to assess using traditional histor-
ical analysis. Climate VAR strives to address
this problem by depicting the temperature
scenario’s potential impact on the invest-
ment’s market value.

Climate VaR tool for climate risks

The analysis of our listed equity invest-
ments shows that both negative and positive
potential impacts are the greatest in scenar-
i0s in which the transition is the strongest.
Compared to the global equity market,
the largest relative difference is seen in the
1.5-degree scenario (Carbon neutrality 2050),
in which the impacts on Varma’s equity invest-
ments would be significantly lower than they
would be on the global equity market. In a
scenario in which the positive measures in
terms of climate change are the smallest, the
potential negative impacts on Varma’s equity
portfolio are larger than on the global equity
market.

Climate VaR

Transition risks and opportunities

+ Physical risks

Policies, pledges,

) > Green technology
international pacts

Acute and chronic

Costs of reducing Low-carbon revenue and
emissions patents

Damage caused by
physical phenomena

NGFS scenarios’ assumptions

NGFS scenarios Net-Zero 2050 Below 2°C Delayed transition Nationally
determined
contributions
(NDCs)
Transition type Fast and Fast and Delayed and No transition
orderly orderly disorderly
Technology change Fast Moderate Slow/fast Slow
Geographical differences Moderate Low High Low
Energy production 2030
Renewables 19% 14% 8% 10%
Coal 5% 14% 26% 24%
Qil 39% 36% 32% 32%
Gas 20% 22% 22% 23%
Nuclear 2% 1% 1% 1%
Biomass 15% 12% 10% 10%
Energy production 2050
Renewables 47% 41% 49% 28%
Coal 1% 1% 0% 11%
Qil 18% 29% 19% 30%
Gas 8% 13% 7% 20%
Nuclear 1% 1% 2% 1%
Biomass 25% 16% 22% 10%
CO, emissions 2030 vs 2015 -51% -29% 9% 4%
CO, emissions 2050 vs 2015 -98% -715% -92% -29%
tCO, price in 2050, dollars 672 193 622 34
Temperature change 2100 vs 1850-1900 1.55 1.766 1.71 2.46
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Share of transition industries exposed to climate change in investments
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We aim to identify companies
operating in the transition
industries with the strongest
willingness to change and
ability to adapt to climate
change.

Paper & Forest products
Chemicals
Transportation

Construction materials
(incl. cement)

Metals & Mining

Automotive
Electricity producers
Oil & gas

Varma has also made use of forward-looking
data by analysing the estimated future scope
1,2 and 3 emissions of its listed equity invest-
ments and the amount of carbon dioxide
emissions companies can afford to release in
2020-2070 in order to limit the global tem-
perature rise to below two degrees Celsius
compared to the pre-industrial era by 2100.
The estimated Implied Temperature Rise (ITR)
figure, which is based on the analysis, shows
that Varma’s listed equity investments are
aligned with a 2.40 (2.33) degree temperature
rise, whereas the corresponding figure for the
global equity market is 2.88 (2.86). In other
words, if all companies in the world overshot
the emissions budget set for them in the same
proportion as Varma’s investments in listed
equities, the global temperature increase
would be 2.4 degrees by 2100 compared to
the pre-industrial era.

Transition risks
Physical risks
Opportunities

Total impact

Transition industries in Varma’s
investments and their risks and
opportunities

We have defined industries that, in terms of
climate change, both offer the greatest oppor-
tunities for emission reductions through their
business and are also significantly exposed
to risks caused by climate change mitigation,
such as regulation and market risks. These
transition industries comprise the oil & gas
industry, electricity & heat production, as well
as the automotive-, metals & mining-, con-
struction materials-, transportation-, paper &
forest products- and chemical industry.

Companies operating within the transition
industries also present investors with return
opportunities. We aim to identify companies
operating in these industries with a strong
willingness to change and an ability to adapt
to climate change.

We also monitor and analyse the impact
that different transition industries have on the
climate risks of Varma’s investments in dif-
ferent asset classes. From the perspective of
climate change, companies within the indus-
tries vary widely, however. In order to attain
the climate goals, we must identify, within the
transition industries, investees that are able
to adapt their operations and benefit from the
transformation to a lower-carbon society.

In 2022, Varma reported for the first time
on transition industries’ weightings and GHG
emissions for unlisted investments. Transition

industries make up 77 per cent of the scope
1 and 2 greenhouse gas emissions of Varma'’s
investments, although they account for less
than 13 per cent of Varma’s entire portfolio.
Electricity producers and oil and gas compa-
nies account for more than half of the scope
1 and 2 emissions but only 14 per cent of the
scope 3 emissions. A major proportion of the
transition industries’ emissions are made up
of unlisted investments for which the majority
of absolute emissions have been estimated
using third-party emission factors.
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Contribution of different transition industries to the weighted carbon

intensity of Varma’s equities
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The Climate VaR figure of the transition
industries is clearly negative in every tempera-
ture scenario. It indicates that the emission
reductions under the temperature scenarios
pose major risks to these industries. The
impact is heightened in the carbon neutrality
2050 scenario and in the delayed transition
scenario, in which the transition is faster.
However, the transition industries also have
significantly greater opportunities to benefit
from the transition to a low-carbon society.
The Climate VaR value of -100 per cent of the
transition industries in the delayed transition
scenario means that for the portfolio compa-
nies operating in the transition industries, the
potential negative costs caused by climate
change exceed the companies’” market value.
In other words, these companies are, on
average, not in a position to operate in thein a
world according to this scenario.

Therefore, it is important to identify the
companies in these industries that are
committed to ambitious emission targets
and which take climate change into account
in their operations. Our aim is to measure
and increase the share of these companies
through a climate friendly investment alloca-
tion, i.e. the climate allocation.

Climate-change-related opportunities
Responsible investment and mitigating
climate change apply to all of Varma’s asset
classes and investment processes.

We reach for carbon neutrality by 2035 by
identifying new investment opportunities
brought by climate change and by creating a
climate-friendly investment allocation. The
allocation includes companies whose busi-
ness benefits from actions to mitigate climate
change, whose operations do not cause sig-
nificant greenhouse gas emissions, who have
a clear strategic and science-based target
of reducing greenhouse gas emissions and
whose operations offer carbon sinks. Our tar-
get is for the climate allocation to represent 25
per cent of the investment portfolio by 2025.
The climate allocation accounted for 24.2% of
Varma’s portfolio at the end of 2022.

Climate VaR of transition industries

50

When it comes to climate change mitigation
and the risks brought by climate change, it
would be important for funds to systemati-
cally take climate change into consideration
in their investment strategies. Our goal is to
increase the share of funds that take climate
change explicitly into account to 50 per
cent of our portfolio by 2025. At the end of
2022, the figure was 28.5 per cent for fund
investments.
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Emissions calculation challenges investors

The biggest challenge in calculating greenhouse gas emissions is the coverage of

high-quality, comparable emissions data.

For listed companies, the quality of scope
1+ 2 data has for several years been at a
level that allows the calculation of
financed emissions, and in terms of
market value, more than 80 per cent of the
global equity market reports on the
emissions from their own operations.

However, the lack of transparency in un-
listed investments, especially in fund in-
vestments, poses a big challenge to inves-
tors. Funds are not under direct obligation
to report on the emissions of the under-
lying companies, unless this is explicitly
required when choosing the manager.
The data may also be poorly available,
and data processing requires significant
manual labour from the investor. In indi-
vidual cases, it is also possible that there
is no data available on an investee, which
means that emissions cannot be
estimated.

Financed emissions are calculated in ac-
cordance with the PCAF’s standards by
dividing the investee’s market value by its
enterprise value, multiplied by the compa-
ny’s scope 1+ 2 emissions. The company’s
scope 1+ 2 emissions are thus allocated

in proportion to the company’s equity and
debt holdings. For listed investments, data
on investees is obtained straight from data
service providers, which enables efficient
emissions calculation.

“In terms of creating an overall picture of
the portfolio’s climate risks, it is important,
however, that investors do not wait for a
situation where all data is ready and easily
available. Investors should strive to report
on as large a proportion of the portfolio as
possible, be transparent about the quality
of data and calculation methods and en-
courage investees to improve the quality
of their reporting all at the same time,”

says Vesa Syrjalainen, Development
Manager, Responsible Investment.

For unlisted investments, Varma reports
for the first time the emissions of private
equity and infrastructure investments,

real estate funds and private debt. The
emissions have been calculated internally
using the PCAF’s database and standards.
If no sufficient data has been available for
an investee to calculate the emissions, the
emissions have been scaled up to cover
the entire portfolio. For the second year in
a row, we also report a rating for the quali-
ty of weighted data, showing the quality of
emission data of individual asset classes
on a scale of 1-5. Reporting the rating for
the data quality gives the reader a more
transparent picture of the investments’
emissions and allows for better compar-
ison between different asset classes and
Investors.
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Attending to

biodiversity

Biodiversity refers to the biological variety of
life on Earth. A biodiverse environment has a
wide range of genetically diverse species of
plant and animals, each with its own role in the
environment and place in the food chain. In

a biodiverse environment, the different forms
of life interact with each other in complex
ecosystems.

In its Global Assessment Report on
Biodiversity and Ecosystem Services, the
Intergovernmental Science-Policy Platform
on Biodiversity and Ecosystem Services
(IPBES) has estimated that around a million
animal and plant species are threatened with
extinction, many within decades. More than
half of the global gross domestic product is
partly or largely dependent on nature and
its resources, for example, in terms of the
availability of food and fuels. The depletion of
biodiversity jeopardises this dependence. In
its global risks landscape, the World Economic
Forum (WEF) has ranked biodiversity loss

among the five most impactful and most likely
global risks within the next decade.

For an investor, measuring the impacts of
changes in biodiversity is more complicated
than measuring the impacts of climate change.
Furthermore, whereas greenhouse gas emis-
sions are global, problems and opportunities
related to biodiversity are often local in nature.
Within industries that are directly linked to
land use, investors may strive to identify risks
as well as opportunities related to both cli-
mate change and biodiversity. The analysis of
economic risks and opportunities and positive
impacts related to biodiversity has been com-
plicated by the scarcity and lack of commensu-
rable indicators that can be applied to a variety
of investees. On the other hand, biodiversity
is already mentioned in many companies’
strategies and sustainability policies. For an
investor assessing risks and opportunities
related to biodiversity, it is critical to find such
science-based background information that

takes different views broadly into account.
The framework of physical and transition risks
used in the assessment of climate risks can
also be used for assessing biodiversity risks.
Furthermore, biodiversity loss has broader
systemic risks, just like climate change.

Biodiversity assessments in
Varma’s investments

We launched our biodiversity work by carry-
ing out a preliminary biodiversity analysis of
the biodiversity of our investment portfolio

in 2020. We focused on forest-, pulp- and
paper companies since they are, from the
perspective of our investment activities, most
directly linked to land use. Furthermore, we
have better engagement opportunities in
direct investments than, for example, in index
funds, through our shareholding. Our analysis
showed that all the forest industry companies
in which Varma had shareholdings had taken
biodiversity into account in their sustainability
policies. The analysis also revealed that from
an investor’s point of view, biodiversity indica-
tors still lack commensurability.

The work was continued in 2021 by explor-
ing the risks, from an investor’s perspective,
that biodiversity loss presents for different
industries, as a consequence of, for example,
loss of nature, changes in land use and endan-
germent of species. We also looked into the
measures that companies could employ to
mitigate nature loss.

Our goal is to ensure that
the biodiversity and climate
targets carry equal weight in
the near future and that they
together promote our envi-
ronmental responsibility.

We identified four biodiversity-related
themes that investors can pay attention to in
order to reduce their impacts on biodiversity
loss. The themes are: sustainable use and
protection of water and marine resources,
transition to a circular economy, pollution
prevention and control, and protection and
restoration of biodiversity and ecosystems.

Our Biodiversity Roadmap sets
the framework for responsible
investment requirements
In 2022, Varma continued its biodiversity work
by creating a Biodiversity Roadmap, with the
purpose of creating a framework for respon-
sible investment requirements, policies and
goals that prevent biodiversity loss. Our goal
is to ensure that the biodiversity and climate
targets carry equal weight in the near future
and that they together promote our environ-
mental responsibility. How the climate and
biodiversity work is applied depends on the
asset class and type of investment. Our goal is
to systematically assess the risks and impacts
of our investments in terms of biodiversity
loss. Our Biodiversity Roadmap applies to the
entire investment portfolio.

The roadmap is divided into five focus areas:
industry risk assessment, impact analysis,
the real estate portfolio’s biodiversity guide-
lines, engagement, and external and internal
reporting.

Annual and Sustainability Report 2022 78


http://www.ipbes.net/
http://www.ipbes.net/
http://www.ipbes.net/

THE YEAR
2022

VARMA

STRATEGY AND

GOALS VARMA

SUSTAINABLE

ENSURING SECURE
PENSIONS

INVESTING
FOR CHANGE

FOR SUSTAINABLE
WORKING LIFE

REPORTING
PRINCIPLES

Industry risk assessment

We conducted an industry risk assessment

in order to identify our investment portfolio’s
industries with the greatest risks related to
biodiversity through their impacts and depen-
dencies. Almost all industries face risks result-
ing from biodiversity loss.

As with climate change, when considering
biodiversity, we wish to focus on transition
industries and on a few sectors that are more
risky in terms of biodiversity loss. Our assess-
ment covers direct investments in companies,
and capital-, loan- and hedge funds, which
make up 77 per cent of our entire investment
portfolio.

We encourage our investee companies oper-
ating in industries exposed to risks to draw up

a biodiversity policy by 2024. The policy may
include strategies for reducing biodiversity
impacts, a policy on how biodiversity will be
integrated into risk management, reporting on
the impacts, risks and dependencies of their
own operations and indicators for verifying
them, and objectives concerning biodiversity.
In addition to a sector risk assessment,
we have analysed the riskiest geographical
areas in terms of biodiversity violations. We
reviewed identified environmental violations
related to biodiversity both sector-wise and
throughout the value chain. This way, we
were able to identify certain areas that have a
higher risk of biodiversity violations. By ana-
lysing this information, we can take measures
to minimise biodiversity impacts and risks,

Industries with the highest impact and dependence in Varma’s investment port-

folio

Industry 2022 Target
Electricity generation 2.36%

Metals and mining 1.15%

Paper and forest products 2.28%

Automotive 0.63%

Chemicals 1.59% Biodiversity policies by 2024
Oil & gas 2.43%

Construction 0.13%

Transportation 1.99%

Food and beverage 1.23%

for example, through monitoring targeted at
specific geographical areas.

Impact analysis
We have assessed the industry-specific
impacts of our investments on biodiversity
and, in the future, our goal is to shift our focus
from general industry-specific impacts to the
kinds of impacts individual companies have
on biodiversity in different asset classes. We
are doing this because there can be significant
differences within industries in terms of how
biodiversity loss is accounted for in operations
and how biodiversity loss is incorporated
into risk management. Our goal is to first take
a deeper look into higher-risk sectors and
develop Varma’s investment policy by inte-
grating biodiversity awareness into negative
screening, norm violation monitoring, selec-
tion criteria, active ownership and targeted
engagement.

In 2023, we will analyse in more detail
the impacts of our investment portfolio on
biodiversity. In the analysis, we will assess
companies’ impacts on biodiversity by review-
ing environmental pressures on species and
habitats, the entire value chain and the geo-
graphical location.

Real estate portfolio’s biodiversity
guidelines
In real estate investments, eco-mindedness
involves not only biodiversity, but also cli-
mate change mitigation, the use of natural
resources and circular economy. These are
also strongly intertwined. Varma has identified
the need to improve biodiversity in its real
estate portfolio.
We have created biodiversity guidelines
for our real estate portfolio. The purpose of
the guidelines is to offer ways to attend to
biodiversity in properties that have been
built. Taking biodiversity into account in these
offers a good foundation from which to begin
biodiversity work and increase biodiversity in
the built environment. The guidelines contain
a wide array of examples on how to take bio-
diversity into account. The guidelines include,
for example, the following:
« Asummary of the goals, significance and
opportunities of biodiversity protection in
a built environment
« Real estate infrastructure solutions, rain-
water etc. and opportunities to use them
« Taking the changing climate into account
in building design
« Opportunities to build habitats for species
of particular interest/protected species

Mitigating biodiversity loss and controlling
biodiversity impacts requires the systematic

consideration of the entire construction value
chain, the prioritisation of measures targeted
at the value chain’s key impacts and smooth
co-operation between the parties in the con-
struction value chain. The guidelines apply to
built properties only and therefore do not pro-
vide detailed information on design, the con-
struction phase or raw material procurement,
for example. In the background assessment
conducted together with the guidelines, we
also reviewed the impacts and dependencies
of the construction value chain on biodiversity
on a general level.

Engagement
For an investor, one means of managing
risks caused by biodiversity loss is to engage
with investee companies. In climate and
environmental matters, Varma’s engagement
is guided by both the climate policy for invest-
ments and compliance with international
agreements. We recommend that companies
report transparently on the current and future
impacts of biodiversity loss on the compa-
ny’s operations and growth potential. We
encourage our investee companies to manage
biodiversity risks and to create policies for
taking biodiversity into account. Biodiversity
is intrinsic to our engagement practices and
ways of operating.

Taking biodiversity into consideration is part
of our norm violation monitoring. In 2022,
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we engaged, together with other investors, in
41 possible or likely violations linked to the
environment.

We communicate with risk-industry com-
panies and encourage them to report trans-
parently on the biodiversity impacts and risks
of their operations. In addition, we hope that
biodiversity awareness becomes a material
aspect of the companies’ strategies and risk
management.

In 2022, Varma signed the Finance for
Biodiversity Pledge for financial institutions.
By signing the pledge, financial institutions
commit to the next five stages before 2025:

1. collaborating and sharing knowledge

2. engaging with companies
assessing impacts
setting targets
reporting publicly.

oW

Varma will also join the Nature Action
100 initiative. The initiative drives greater
corporate ambition and action on tackling
biodiversity loss. Participating investors will
focus on mobilising companies deemed to be
systemically important to the goal of reversing

nature and biodiversity loss. The initiative is
encouraging investor signatories to participate
ahead of its spring 2023 formal launch.

Reporting on biodiversity

We wish to remain aware of our portfolio’s
risks, impacts and dependencies with regard
to biodiversity. We aim to report according to
the Task Force on Nature-related Financial
Disclosures’ (TNFD) framework for the first

time for 2024.

Internal reporting enables the development
of internal processes and allows our portfo-
lio managers to account for biodiversity in
their areas of responsibility and in the entire
investment portfolio. Using internal reporting,
we can better monitor the overall impacts
of our investments on biodiversity and how
dependent our investment portfolio is on bio-
diversity. Furthermore, we can better monitor
our investments’ and individual companies’
impacts on biodiversity and thus make better
investment decisions.

Internal reporting also enables the setting
of targets and the systematic monitoring of
progress towards the targets.
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Roadmap guides our activities in 2023

In 2023, we will expand the environmental policies

related to our investments by creating a policy The policy will include We monitor the development of global work

steering our biodiversity work to go alongside our . targets (qualitative and quantitative) combatting biodiversity loss and update our

climate policy. With the help of the biodiversity . asset-class-specific principles measures accordingly.

policy, we carry out a systematic, comprehensive - means of engagement and

evaluation of the entire investment portfolio, goal « reporting practices.

setting and reporting.

Biodiversity Roadmap’s steps

Surveying of the investment Asset class analysis
portfolio’s risks and .
dependencies Biodiversity as part of I—I
engagement policies —=
Creating biodiversity o .
guidelines for own real H l Creating a H l Reporting in line with TNFD & _I 2
estate portfolio biodiversity policy
? 2023 t 2024 ! 2025
® ® ®
@ >
[ [ _ [
[ [ [
7 O 7 7 Assessing the impacts of 2 O 2 3 Possible policy 2 O 24 Internal and external reporting
our investment portfolio on cascading measures on biodiversity
biodiversity
Clear selection criteria with
Internal reporting regard to biodiversity
81
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Fnvironmental impacts of
real estate investments

Properties’ climate friendliness plays a key
role in combatting climate change. We have
decreased the carbon footprint of real estate
investments by 61 per cent since 2015. This
positive developmentis due to switching
to fossil-free district heating and electricity,
energy renovations and energy efficiency
measures, and the change in Varma’s real
estate base. The decline of the emission
factors for district heat and electricity also
contributed to the lower emissions.

Real estate emissions down
through energy efficiency
measures and emission-free heat
and electricity

Our goal is to use fossil-free heating and
electricity in our real estate by 2030 and 2025
respectively.

We have carried out energy renovations and
renewable energy solutions in 20 of our resi-
dential and 13 of our commercial properties.
Energy renovation measures include installing
geothermal heat pumps, solar panels and
air-to-air heat pumps in the properties.

At the end of 2022, nearly all residential
properties and 22 commercial properties
had switched to emission-free electricity.
Emission-free district heat, for example recy-
cled heat, had been adopted in one residen-
tial property and 21 commercial properties.
The waste heat used in recycled heat is a
by-product of data centres, substations and
industrial processes. In addition, 21 properties
use fossil-free real estate electricity, i.e. they
are carbon neutral in terms of energy and
electricity consumption. Of our residential
properties, 14 have switched to geothermal
heating systems. They also use emission-free
electricity. At the end of 2022, 70 (56) per cent
of real estate electricity and 35 (26) per cent of
heat were emission-free.

Solar power plants have been installed at
16 of our residential and 11 of our commercial
properties. Solar power accounts for around
1.5 per cent of these properties’ electricity
consumption. The properties to be equipped
with solar systems have been chosen accord-
ing to type of property, free roof surface and
optimal electricity consumption such that

electricity generated by solar energy can be
fully used in the properties. We continuously
look for new sites for the adoption of renew-
able energy.

In Varma’s commercial and residential
properties, specific heat and electricity con-
sumption declined in 2022. We have reduced
consumption through energy saving mea-
sures, such as the installation of more ener-
gy-efficient equipment, sensible utilisation of
waste heat and adoption of LED lighting.

Varma participates in the nationwide energy
saving campaign ‘Down a degree’, which
was launched in 2022 by Motiva, a sustainable
development company. We have optimised
ventilation, cooling and heating, and reduced
the lighting used in advertising signs in our
commercial properties.

Varma also strives to optimise and reduce
water usage in its residential and commercial
properties. We use a monitoring system that
enables us to identify and react to deviations
in water consumption in a timely manner.

We are committed to both commercial
property and rental flat energy efficiency

Consumption data for Varma’s real estate

2022 2021 2020

Residential

Heat, MWh 34,369 36,183 39,168

Water, m3* 312,575 330,356 351,907

Electricity, MWh 6,275 6,178 5,753

Number of sites included in the calculation 63 57 57
Commercial premises**

Heat, MWh 84,097 100,503 91,985

Water, m? 165,828 142,629 152,222

Electricity, MWh 69,726 68,931 65,422

Number of sites included in the calculation 44 42 44
Commercial** and residential premises, total

Heat, MWh 118,466 136,686 131,153

Water, m? 478,403 472,985 504,129

Electricity, MWh 76,001 75,110 71,176

Number of sites included in the calculation, total 107 99 101

*For residential properties, water consumption includes household water.
**Commercial properties’ consumption figures do not include sites under the tenant’s maintenance responsibility.
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action plans through the Finnish Energy
Efficiency Agreement Schemes for the prop-
erty sector. The agreement period covers the
years 2017-2025. Varma aims for a 10 per cent
reduction in the properties’ energy consump-
tion by the end of 2025. We have achieved sav-
ings of 7.5 per cent in commercial properties
and 9 per cent in residential properties.

Waste monitoring and influencing
waste volumes

Waste caused by Varma’s operations is
mainly generated by its real estate business.

Carbon footprint of direct real estate in-
vestments

Upstream in the value chain, waste is gen-
erated by construction, maintenance and
renovation activities, while downstream
waste is generated by rental housing, use of
commercial premises and demolition of real
properties. Waste is generated, in particular,
by construction and demolition materials, and
the daily purchases of our commercial and
housing tenants.

We have been monitoring the waste vol-
umes of the commercial premises since 2018.
In 2022, the calculation included 35 (35) sites,
the total waste volume of which was 2,240

31 Dec 2022 31 Dec 2015 Change

Carbon footprint (tCO,) 17,981 58,050

Share of residential properties 25% 18%

Share of commercial properties 75% 82%
Carbon footprint in relation to gross square metres 13.1 33.8 -61%
(CO, kg/gross m?)
Carbon footprint of residential properties in relation to 12.2 27.2 -55%
gross square metres (CO, kg/gross m?)
Carbon footprint of commercial premises in relation to 13.4 35.6 -62%
gross square metres (CO, kg/gross m?)
Market value of real estate portfolio included in the 2.4 2.2
calculation (€ bn)
Sites included in the calculation as % of the market 74% 66%

value of the entire direct real estate portfolio

(2,397) tonnes. We also started monitoring
the waste volumes of residential properties
in 2021. In 2022, the calculation included 53
sites, the total waste volume of which was
1,503 (1,327) tonnes.

We control waste-related impacts through,
for example, close co-operation with service
providers. Apartments’ waste-related data
is collected by an external manager, who
regularly reports to Varma. In commercial
properties, we use a data collection system
in which waste management companies
directly report the amounts of different waste
fractions. Demolition waste is reported to
Varma by the demolition contractors. We have
drawn up circular economy guidelines for our
renovation and new construction sites. Varma
has published separate circular economy
guidelines for commercial premises, includ-
ing Varma’s own Salmisaari property, which
encourage the identification and adoption of
practices and arrangements to reduce waste
and improve sorting and recycling in the use
and maintenance of the premises. In 2022,
the guidelines were also expanded to cover
residential properties.

Waste-related impacts of commercial prop-
erties are also monitored through separate
control visits and in meetings with tenants,
where waste is addressed as part of other
environmental responsibility measures. We
also improve the processing and recycling of
demolition waste from construction projects

Waste from commercial premises

2022 2021

Amount of waste (t/a) 2,240 2,397
Biowaste 534 513
Waste utilised as energy 229 225
Glass 45 42
Metal 50 51
Plastic 17 16
Paperboard/cardboard 537 568
Paper 71 115
Combustible waste 658 749
Wood-based waste 7 28
Construction waste 60 51
Fats, grease and sludge 25 25
Electronic waste 2 3
Confidential waste 4 9
Hazardous waste 0.4 2
Total gross area of sites monitored for waste, gross m? 621,467 712,738
Utilised as material 60% 58%
Utilised as energy 40% 42%
Sites monitored 35 35
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We have decreased the carbon
footprint of real estate invest-
ments by 61 per cent since 2015.

through the sustainable demolition Green
Deal, an agreement between the Ministry of
the Environment and the business sector.

The main objective of the agreementis to
increase the reuse and recycling of demolition
materials by promoting the functioning of the
markets for demolition materials from repair
and demolition projects.

We also provide our residential tenants with
guidance on sustainable living. We share, for
example, tips on how to save energy on the
info screens in the lobbies of the buildings. We
also provide our commercial tenants with tips
ON energy saving measures.

Waste from residential premises

2022 2021
Amount of waste (t/a) 1,503 1,327
Biowaste 141 114
Waste utilised as energy 14
Glass 29 13
Metal 22 16
Plastic 59 46
Paperboard/cardboard 179 135
Paper 162 162
Combustible waste 897 841
Wood-based waste
Construction waste
Fats, grease and sludge
Electronic waste
Confidential waste
Hazardous waste
Total gross area of sites monitored for waste, gross m? 344,272 286,333
Utilised as material 39% 37%
Utilised as energy 61% 63%
Sites monitored 53 43
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Circular economy in real estate
Varma has adopted circular economy princi-
ples in the processes of new construction and
renovation projects as well as in maintenance.
We aim for carbon-neutral construction and
in-use carbon neutrality.

Construction according to the principles
of circularity strives, through the selection of
appropriate construction materials fit for the
purpose, for buildings that have a long useful
life and are maintainable and environmen-
tally friendly. The buildings are designed to
be energy efficient, and construction waste
and negative environmental impacts are
minimised. Furthermore, the buildings are
planned to enable adaptability.

The circular economy principles are taken
into account in the construction planning
phase and in the choice of construction
materials. The use of renewable energy is
addressed in all projects. In demolition proj-
ects, the recycling rate of demolition waste is
high, at nearly 100 per cent.

The ongoing construction of the wooden
Katajanokan Laituri office and hotel property
strives to minimise climate impacts over the
building’s life cycle.

As many as 70 buildings or
building complexes already have
environmental certification

We have outlined that our most important
commercial buildings will be certified accord-
ing to the BREEAM environmental rating
system by 2025. Environmental ratings are a
concrete way to develop the sustainability of
real estate. The quality system is particularly
aimed at improving how energy efficiency is
monitored and verified. Our goal is to achieve
a rating of at least “Good”. We have been cer-
tifying commercial premises since 2016 and
residential buildings since 2021.

In 2022, ten buildings owned by Varma
were granted BREEAM In-Use environmental
certification. Five of these were for residen-
tial buildings. At year-end 2022, a total of 70
buildings or building complexes had envi-
ronmental certification, accounting for 60
(50) per cent of the real estate base under the
company’s direct ownership, based on their
fair value. A total of six Varma properties have
been granted the second highest rating of
‘Excellent” under the BREAAM environmental
certification system. We also had ongoing or
planned construction projects for which LEED
or BREEAM certification will be applied. The
wooden office sites of Katajanokan Laituri in
Helsinki and Keilaniemen Portti in Espoo are
such projects.

BREEAM (Building Research Establishment’s
Environmental Assessment Method) and LEED

(Leadership in Energy and Environmental
Design) are environmental rating systems for
buildings and building projects to assess the
sustainability of buildings using harmonised
methods. The rating systems assess, for exam-
ple, a building’s energy efficiency, location,
water consumption and waste sorting and
recycling possibilities.

GRESB assessment results used to
develop the sustainability of real
estate

Varma took partin the Global Real Estate
Sustainability Benchmark (GRESB) assess-
ment of real estate sustainability performance
for the fourth time in 2022, earning 86 points
out of 100. Varma’s score earned it a four-star
rating out of five. Varma scored full points

for the company’s sustainability policies

and management. Varma still has room for
improvement, for instance, in the coverage of
consumption data, in assessing the economic
impacts of climate-related risks and in engag-
iIng tenants.

GRESB (Global Real Estate Sustainability
Benchmark) is a global tool and framework
for assessing and benchmarking, for example,
the sustainability performance of real estate
investments, allowing investors to collect and
compare their sustainability performance
data. GRESB assesses, among other things,
properties’ sustainability-related risks and
opportunities, energy and water consumption,

greenhouse gas emissions, environmental
management systems, and broadly the sus-
tainability policies and managementin the
entire company.

Varma has adopted circular
economy principles in the pro-
cesses of new construction and
renovation projects as well as in
maintenance.
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For sustainable working lite

We support work ability in a world that’s going through incredible
change. We promote sustainable working life and help our customers
anticipate and manage disability risk. We take care of Varma employees
and their competence. We build new ways of working and an inspiring
workplace where everyone can be themselves.
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disability risks

Varma is an effective expert in disability risk
management. Disability risk management reduces sick
leave rates and longer-term disability, lowers disability
pension costs and improves well-being at work and

productivity.

Managing disability risks on time
Varma influences the disability risk by provid-
ing its client companies with guidance in iden-
tifying risks and choosing the correct mea-
sures. The forecast model developed by us
helps us assess the extent of the disability risk
in our client companies using a data-driven
approach. For our customers, this means
more accurate identification of disability risks
and allocation of Varma’s support activities,
data-driven services and better results.

Our comprehensive disability risk man-
agement services consist of expert services
in work ability management and vocational
rehabilitation, and digital services and tools.

The service offering is based on Varma’s work
ability cycle concept, by which we mean vari-
ations in work ability on the individual level
and in the work community in relation to the
development of work. The services have been
implemented and are developed in strict com-
pliance with data protection regulations. Our
services are aligned with the Finnish Financial
Supervisory Authority’s guidelines.

We carry out research and studies on dis-
ability risk management as part of our own
activities and in collaboration with research
institutes and service providers. We use the
research data to develop our services and
operations.
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The digital services of the work ability
section of the Varma Online Service help our
customers manage the disability risk. They
can assess their organisation’s disability risks,
build an overall picture of the current situ-
ation of work ability and plan development
measures. In 2022, we renewed our “Work
ability in figures” service, which enables our
customers to easily gain an overview of the
work ability situation based on diverse key
indicator and comparison data. On the basis
of the data, the service also recommends fur-
ther measures for improving work ability. The
“Application analytics” service, on the other
hand, provides a view of recurring risk factors
in disability and rehabilitation applications,
the number of days of sickness allowance and
background information on the applicants.
The service also has a “Paths to Disability”
section, in which various factors behind dis-
ability pension and vocational rehabilitation
can be explored. Application analytics help
gain insight into factors related to disability
and support the planning of measures,

Guidance in planning measures to improve
work ability is available in the Varma Academy
online learning environment intended for our
customers. It includes regularly supplemented
work ability management material, for exam-
ple study paths to guide the user, developed
by our specialists. Our client companies are
also able to share effective work ability man-
agement practices through our round table

discussions. The discussions include partic-
ipants from companies of different sizes and
various industries. A key theme of the discus-
sionsin 2022 was leading with knowledge.

Varma can also support its client compa-
nies’ disability risk management financially.
Financial support amounted to EUR 1.23
(1.35) million in 2022, which was used to
support 285 measures. We had ongoing work
ability management co-operation projects in
145 (680) client companies, and they covered
around 180,734 (346,000) employees and
supervisors. In February 2023, we launched
a webpage on our Work ability management
subsite (in Finnish), providing information on
the volume and targeting of our expert ser-
vices and the measures covered by financial
support.

Varma co-operates closely with occupa-
tional health-care providers, for example, to
provide a common data platform for a work
ability overview for mutual customers and to
support customers in other ways. The ultimate
goal is to enable more effective and impactful
management of disability risks.

Rehabilitation helps people
continue in working life

Vocational rehabilitation gives people the
opportunity to continue in working life if an ill-
ness makes it difficult to continue working as
an employee or entrepreneur. It may take the
form of work trials, job coaching, vocational
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training or a business subsidy. Varma’s reha-
bilitation work produces results. In 2022, of
our customers who started a rehabilitation
programme, 82 per cent returned to the
labour market. We made 2,827 (3,261) reha-
bilitation decisions. Varma’s support helped
1,360 (1,559) rehabilitants return to working
life.

Varma is the first earnings-related pension
company in Finland to pilot the Individual
Placement and Support (IPS) model for the
rehabilitation of people with mental health
disorders. The project started in 2020 and
will run until 2023, and it is being carried out
in collaboration with the training company
Spring House. The aim is to help rehabilitants
find employment, with their job forming an
integral part of their rehabilitation. We are
implementing a comparative study related to
the pilot to determine the model’s impacts on
the work engagement of rehabilitants, as well
as the work ability and functional capacity
of the rehabilitants. The pilot encompasses
40 Varma customers. In November 2022, 59
per cent of the customers taking partin the
programme had found gainful employment,
while the corresponding figure for the refer-
ence group was 28 per cent. The IPS model is
thus more effective than traditional vocational
rehabilitation.

The number of disability pension appli-
cations took an upward trajectory in 2022.
The amount of new applications increased

by 6.8 (-8.0) per cent. The main illness group
behind disability is mental health disorders,
the second-biggest reason is musculoskeletal
diseases.

In 2022, Varma rejected 40.4 (39.4) per cent
of new disability pension applications. The
rejection rate for all earnings-related pension
companies was 38.1 (37.7) per cent in 2022.
The Pension Appeal Board changed Varma’s
pension decisions in 10.3 (13.1) per cent of the
cases. The corresponding rate for the entire
private sector was 9.4 (10.6) per cent.

In 2022, the average disability pension con-
tribution category of Varma'’s client companies
was 3.4 (3.4).

New disability pensions and
rehabilitants 2022

@ Cash rehabilitation benefit* recipients and those
retired on a disability pension (3,154 persons)

@ Recipients of a positive rehabilitation decision
(1,842 persons)

*Fixed-term disability pension
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Secure future

Sector-specifici

Varma’s research unit
generated four work
ability reports by sec-
torin 2022.

nformation on work ability

In the publication series “Information about

work ability”, Varma published work ability-fo-
cused reports on knowledge work, the service
sector, the transportation sector and industry.

The reports examine workload and resource
factors in different sectors and the state of
work ability and disability, and offer workplac-
es solutions for managing work stress. The
reports also describe the sectors’ operating
environment and future competence needs.

“The disability risk factors vary between sec-
tors and occupations. That is why we want to
offer our customers sector-specific informa-
tion as well as an increasing amount of occu-
pational group-specific information on work
ability and disability risks. This also provides
workplaces with more tangible information on

REPORTING
PRINCIPLES

stress factors in their sector and the o
means to control them,” says Research
Manager Auli Airila.

The reports and summary fact sheets on them
are available on Varma’s website. We also use
these in our customer work and in the devel-
opment of work ability management services.

In 2023, three new reports were published

in the series. The reports examine the social
and health care sectors and the construction
sector. We will also publish a report on work
ability among small businesses and entrepre-
neurs. The reports will additionally be used at,
for example, the 2023 customer events: we will
organise virtual clinics focusing on work ability
themes in different sectors for our client
companies.
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Responsibility for
Varma employees

Our success is based on our competent employees, who take
care of our customers’ pension cover. For us, responsibility

for our employees means a flexible and modern work

culture, continuous competence development, encouraging
remuneration, equal treatment and taking care of work ability.
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Work culture that
Keeps up with change

In 2022, we developed our agile operating culture. In daily
hybrid work, it is important to us that we meet each other
face-to-face as well as online. We offer Varma employees
good conditions for maintaining their work ability and
see to it that supervisory work is kept at a good and

consistent level.

Varma offers varied tasks in a modern work
culture. We work as a team, and we monitor
and adopt the latest developments in work

and technology. We ensure that Finnish work-

ing life thrives and keeps up with the change
taking place in the world.

We believe that a good employee expe-
rience is key to customer satisfaction and
Varma’s success. A constantly evolving and
attractive work culture gives us a competi-
tive edge.The slogan for our work culture is
“Agile responsibility bearers”, which builds
on a foundation of mutual trust and bearing

responsibility for the productivity of our work.

We are present and available to our customers
regardless of location.

We are guided in our work by our values:
courage, reliability and sustainability — with
joy and passion.

Our operating environment and our cus-
tomers’ expectations are constantly changing,
which is why Varma must react with ever-
greater speed. Through our agile operating
approach, we seek momentum, flexibility,
joy and energy for renewal. At Varma, agility
means competence and problem-solving,
working together, freedom and responsibility,
and clarity and transparency.
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Personnel
2022 2021 2020
Personnel 559 543 558
permanent 538 524 535
women/men (%) 67% / 33% 69% / 31% 71% / 29%
fixed-term 21 19 23
women/men (%) 52% / 48% 63% / 37% 70% / 30%
full time 522 510 523
women/men (%) 66% / 34% 68% / 32% 69% / 31%
part-time 36 33 35
women/men (%) 81% / 19% 79% / 21% 89% /11%
(Po/eO;sonnel covered by collective bargaining agreements 89% 89% 88%
Average age 47y3m 47y1m 47y2m
Average age of retirement on old-age pension 64y2m 63y10m 64y5m
Average service period 12y1lm 13y4m 13y1lm
Sick days/employee 6.1 4.2 6.6
Training days/employee 1.3 1.1 4.6
E:/izlviyslez;s))covered by performance and development 100% 100% 100%
2022 2021 2020
no. % no. % no. %
Personnel turnover rate* 57 10.6 44 8.4% 44 8.2%
women 32 56% 25 57% 27 61%
men 25 44% 19 43% 17 27%
under 30 years 17 30% 12 27% 8 18%
30-50 years 30 53% 22 50% 32 73% n .2022’ e develo!oed
over 50 years 10 18% 10 23% 4 9% agile Way%: ?f working
Exit turnover rate** 40 7.43% 54 10.3% 47 8.8% a'."d 5 pf)Sltlve culture of
discussion.
women 32 80% 39 72% 32 68%
men 8 20% 15 28% 15 32%
under 30 years 4 10% 6 11% 4 9%
30-50 years 15 38% 18 33% 19 40%
over 50 years 21 53% 30 56% 24 51%

*The calculation includes new permanent employees and employees who were made permanent
**The calculation includes permanent employees
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Various flexible working-hour arrangements,
which improve productivity and give employ-
ees a say in their day-to-day lives, for example,
when reconciling different life situations with
their work obligations, are also part of an
equal and non-discriminatory work culture.
Flexitime, broad teleworking opportunities
and various types of leave that support differ-
ent life situations are at the core of a flexible
work culture. At the end of 2022, six per cent
of permanent Varma employees were working
part-time while they were on, for example,
partial child care leave. We have adopted a
hybrid model according to which we work
wherever we achieve the best results — either
remotely orin our modern office premises.
Practices are created through trial and expe-
riences. In 2022, we gained experiences in, for
example, working remotely from abroad.

In 2022, we deepened our agile operating
culture. We offered Varma employees a learn-
ing journey to agility, tested out agile ways
of operating, harmonised the descriptions
of agile roles and reformed our operational
planning. We also created a new development
work and resources steering model, which
was adopted in January 2023. The model is
based on five customer-oriented areas, in
which Varma’s ways of operating, services
and thus customer processes are developed
comprehensively.

A second theme in our 2022 work on work
culture concerned reinforcing a good discus-
sion culture and specialists’ skills in giving
feedback. Varma employees could participate
in a work community theatre presenting differ-
ent ways of giving feedback as well as discuss
in teams about giving feedback. A few teams
also piloted a virtual feedback tool.

2022 is remembered as the year when the
hybrid model became part of everyday work.
Our flexible work approach combines working
remotely and at the office in the best possible
way in terms of performance, work flow and
work ability. The model also helps ensure that
we get together - virtually and face-to-face. In
Varma’s approach, teams, departments and
functions have agreed on common meeting
practices and in what situations and how
often people will meet up at the workplace.
Common office days once a month for every-
body draw Varma employees together to meet
each other face to face and discuss current
topics. In 2022, we also started preparing for
the renovation of our office premises. We will
make the shared spaces more compactin
order to increase interaction, promote a sense
of community and improve the functionality
of the work spaces. The efficient and purpose-
ful use of the premises is also sustainable
business.

Persons working for Varma who are not employees

Besides its own employees, Varma’s business is sup-

ported by other professionals working in different roles.

We have determined the number of these persons
and the nature of their tasks by applying the following
definition:

« the person works under Varma’s (partial) super-
vision for a long period of time and/or repeatedly
and/or

. the person’s work input could be replaced, from
the perspective of competence, with Varma’s own
employees’ work input.

In 2022, just under 80 people worked for Varma in
various tasks related to information management.
They worked, for example, in IT development roles,
technical roles, and as complementary resources,
for example in the tasks of project managers or roles
related to testing. Of these persons, approximately half
worked full-time for Varma, while the other half worked
part time with varying work input.

In 2022, three full-time and two part-time cleaners,
three security guards with full-time and four with
hourly contracts, two full-time mailroom workers and
two full-time and four part-time persons in mainte-
nance and electrical repairs were working in Varma'’s
Salmisaari office premises. Varma had a direct con-
tractual relationship only with the cleaners; the rest
were working under an agreement with the real estate
company.

In terms of investments, Varma works in close co-op-
eration with real estate managers. As regards housing

investments, we work with a real estate manager
partner who is in charge of tasks related to building
management and maintenance, letting and customer
service. Nine people worked for Varma full time and
just over 100 people part time. In commercial property
investments, we work with five real estate manage-
ment companies. In these companies, 11 people work
full time and five people work part time for Varma. A
real estate manager’s primary task is to maintain the
properties’ technical condition and safety, and take
care of the operative management of the maintenance
network.

In addition to Varma’s employees, other people
work in the company’s insurance sales. In 2022, these
persons amounted to approximately 200. They were in
a contractual relationship with our partner companies
and sold insurance along with their other duties. Less
than half of the full-time work of a person employed by
a service provider was required to manage our payroll
accounting,.

Furthermore, experts and consultants
of different fields were working for ’
Varma in different parts of the organi-
sation. They were mostly working part
time on single projects in tasks that
could, in terms of competence, also
be carried out by Varma employees. In
2022, these persons numbered less than
20. Their tasks included, for example,
marketing and communication.

LN,
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Aiming for a high and consistent
level of supervisory work

A key goal of our management system is

to guarantee a high and consistent level of
supervisory work for our employees. Varma’s
supervisors receive regular, systematic train-
ing, and feedback on supervisory work is also
systematically collected. The characteristics
of leadership at Varma are an encouraging
and coaching approach, goal-oriented per-
formance management and actively ensuring
employees’ competence and well-being at
work.

Performance management starts with
each employee’s job description, which the
employee and the supervisor have a mutual
understanding of. The main priorities are
setting clear and concrete goals, active and
motivating guidance, target-based develop-
ment and regular performance follow-up and
evaluation. In 2022, all of Varma’s functions
performed a self-assessment of the manage-
ment of agile performance, created a situation
overview and determined development
measures.

At Varma, specialists assume responsibility
for the work’s progress, for making choices
and for getting the job done, while supervisors
anticipate and monitor the progress towards
the goals, serve as sparring partners and give
feedback. In teams, the focus is on collective
self-direction to achieve the common goals
and ensuring each person’s success. Agile

teams direct themselves, and team members
direct one another.

Varma'’s Executive Group approves the
People, Health & Safety Guidelines and
Procedures. and is responsible for their imple-
mentation. The HR unit leads the implemen-
tation of the guidelines and procedures and
the development of the work culture. The unit
is also in charge of strengthening leadership
and supervisory work and ensuring a con-
sistent management culture and operating
methods. The HR unit consists of the Senior
Vice President, People, Communications and
Development, the HR manager and five spe-
cialists. The People, Health & Safety guidelines
and procedures apply to all Varma employees,
and everyone is expected to abide by them.
Under the guidance of supervisors, Varma’s
functions, departments and teams are respon-
sible for putting them into practice.

Data and analytics are part of the leadership
toolkit at Varma. Up-to-date information on
the state and costs of personnel resources
helps create forecasts and make comprehen-
sively evaluated decisions and progress.

Employee experience and
supervisory work continuously
monitored

We carry out a comprehensive employee
survey every year, and the development mea-
sures that are laid down on the basis of it are
monitored through two Pulse surveys during

the year. In recent years, our results have been
very high in comparison to the benchmark of
Finnish companies providing expert services.
The PeoplePower® index, which describes the
overall result of the December 2022 survey,
rose from the previous year to 78.5 (76.8).
With its best-ever result, Varma made it onto
the list of Finland’s Most Inspiring Workplaces
for the fifth time in a row. Companies with

the best results make it on the annual list of
Eezy, which also carries out Varma’s employee
surveys.

In the 2022 survey, the employee experience
was very good in all areas of the survey and
clearly exceeds the external benchmark level.
The result for the Employee Net Promoter
Score (eNPS) question, which was included
in the study for the first time, was also at an
exceptionally good level, at 63. Varma’s clear
strength was its management culture. Varma
employees are especially satisfied with the
changes implemented in the company, com-
munication to personnel on the strategy and
future outlook, and the executive manage-
ment’s ability to make the right decisions for
the company. The supervisor index measuring
supervisory work was also at an excellent
level and clearly exceeds the benchmark level.
Varma employees also gave positive feedback
on management and supervisory work in the
open comments of the survey.

In the open feedback, credit was also given
to the flexible opportunities for remote and

hybrid work, and the sense of community. We
also received positive assessments, exceeding
those of the benchmark organisations, on
remote work practices, work management
and Varma employees’ working conditions

in surveys carried out by the Finnish Institute
of Occupational Health in conjunction

with a research project on the change in
knowledge work after the pandemic period.
In the employee survey, areas of improve-
ment included personnel’s opportunities

to influence the development of their unit’s
operations and the availability of information
needed for work, but there was no statistically
significant negative deviation from the bench-
mark in any of the areas.

Surveys show that
Varma is one of

the most inspiring
workplaces in Finland.
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Responsible employer for

senior employees and summer
employees alike

The starting points for Varma’s HR planning
are achieving the business goals, ensuring
strategic competence and anticipating future
competence needs. The company’s strategic
focal points and financial requirements guide
and define our work. HR planning is based
on sustainable and responsible resourcing,
and agile and continuous competence
development.

The foundations of recruitment at Varma
are non-discrimination and transparency. Job
vacancies are posted openly at least internally
at Varma. A common process is followed in
recruitment. We use anonymous recruiting
frequently in order to ensure equal and fair
treatment. We use partners and suitability
assessments to select competent and moti-
vated employees who are the best match for
Varma. If candidates have equal qualifications,
we prioritise the selection of candidates
belonging to minority groups.

We focus on building a positive employee
experience and an honest employer image.
We openly share examples of daily life in our
organisation, and we make sure to live up to
our employer promise.

Varma employees are satisfied and have
long careers, 13 years on average. We appre-
ciate both the long experience and expertise
of senior employees and the fresh ideas and

competence of those who have just started
working at Varma.

We want to support young people’s access
to working life through concrete measures.
We work with the Haaga-Helia University of
Applied Sciences and offer trainee positions to
students. In 2022, our co-operation with edu-
cational institutions included events organ-
ised by the Financial Academy, participating in
the remote nationwide introduction to work-
ing life event, visits to educational institutions
and guest speakers. Itisimportant to us to
offer young people their first jobs in their own
field and help them advance in their career
paths. In all recruitment, we also pay special
attention to applicants who have special
challenges in finding work, for instance, due
to a handicap orillness. Varma has also par-
ticipated for several years in the Responsible
Summer Job campaign, in which employers
commit to the principles of responsible sum-
mer jobs. In 2022, Varma was once again in
the top ten in the Responsible Summer Job
campaign’s large employer category.

If candidates have equal
qualifications, we prioritise the
selection of candidates belonging to
minority groups in our recruitment.

INVESTING
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Keeping up with change through agile ways of operating

In 2022, we took

a leap towards a
more agile operating
culture.

The world around us is changing at an
accelerating pace. Our operating environ-
ment and our customers’ expectations are
also rapidly changing, and we must be able
to react with ever-greater speed. This is pos-
sible through our agile ways of operating.

“At Varma, we have for several years now
moved towards agile methods of develop-
ment, and in many teams, they are a nat-
ural part of daily work. Our goal is to bring
speed, flexibility and joy to renewal,” says
Development Manager Anna Lauhamaa.

REPORTING
PRINCIPLES

In 2022, we took a leap towards a more agile
operating culture. As part of our work in this
area, we identified the need to more com-
prehensively examine the company’s cash
flows and use of resources and to ensure
the use of resources in strategically import-
ant areas. To that end, we created a new
development work and resources steering
model, which was adopted at the beginning
of 2023. The model is based on five
customer-oriented areas.
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Competence
development

Varma’s personnel carry out demanding expert work
that is meaningful for society and requires continuous
development and renewal. Responding to expectations
raised by the transformation of work and providing

an excellent customer experience are the focus of our
development work. Each Varma employee has a personal
three-year development plan in place.

Strategic capabilities and competence are
systematically managed at Varma. The Talent
Management process defines and identifies
the capabilities, skills, key positions and key
persons essential for Varma’s strategy. In
addition, a development programme has
been drawn up for key persons, and/or means
of supporting their development have been
identified. Development projects linked to
our strategic competence ensure that Varma
employees’ competence is renewed in the
right direction in terms of Varma’s future
success.

Varma'’s personnel carry out demanding
expert work that is meaningful for society
and requires continuous development and
renewal. We support Varma’s specialists in
meeting any future competence requirements
and in being at the forefront of the incredible
change taking place in the world. The ability
to learn new things is one of the most import-
ant tools of a specialist.

Each Varma employee has drawn up a per-
sonal three-year development plan together
with their supervisor. Competence develop-
ment focuses not only on the competence
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needs of individuals, but also on renewing

the operations of teams and the organisation.
In 2022, all of Varma’s functions created a
competence outlook for the coming years and
discussed which skills are highlighted and
what kind of competence development they
should especially focus on. The teams dis-
cussed their strengths in terms of competence
and development needs and drew up a com-
mon development plan for the next few years.
Finally, the discussions on competence were
cascaded down to the individual level by spar-
ring with a colleague or supervisor, and the
personal development plans were updated.

We make broad use of various learning
methods, tools and learning environments
in both professional training and in learning
new skills. A high level of supervisory skills
and thorough induction of every new Varma
employee and employees embarking on new
roles lay the foundation for renewal and con-
tinuous development also in later stages of
the employee’s career.

Besides traditional training methods, we
make use of, for example, sparring, networks
and online learning environments. On-the-job
learning and job rotation are efficient ways
of learning new skills at both the individual
and organisational level. Varma uses Viima
software, a community development tool
intended to promote shared and open ideas
and innovations. Any Varma employee
can enter ideas in Viima concerning the

development of our operations for others to
comment on.

Varma uses a coaching model called
piloting, which was developed in-house. The
model features independent sparring part-
ners, called pilots, who work alongside super-
visors. The pilots are Varma coaches who
have been trained to spar with their colleague
alongside their own work.

In 2022, our competence development work
focuses on the themes of agile work culture,
leadership, data and digital skills, communi-
cation, engagement and sustainability. We
offered lectures and online courses on agility,
as well as coaching on agility tools and roles
and on agile performance management.

We established a Digi Academy alongside

the Data Academy that was established in

the previous year. The Data Academy pro-
vides coaching, good practices and learning
opportunities through hands-on work and
competence and experience sharing to Varma
employees who work with data in different
roles. The Digi Academy, on the other hand, is
a training solution aimed at improving Varma
employees’ digital skills in terms of devel-
oping and utilising digital solutions. Events
organised during the year also included
service design training and coaching on
engagement and diversity. Lectures on topi-
cal issues introduced the participants to, for
example, future working life and support for
brainwork. The sustainability competence of

The
development
of competence

was planned on
individual, team
and function
levels.

Varma employees was improved in workshops
organised by the Responsible Investment &
Sustainability department. In the workshops,
Varma employees looked into the basics of
sustainability and identified acts of sustain-
ability from the perspective of their own roles
in all Varma functions.

FOR SUSTAINABLE
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Diversity, equality and
non-discrimination

We promote diversity and equality

Varma is a fair and non-discriminatory work-
place that does not tolerate discrimination,
bullying or harassment. We work hard to
ensure that we are an inclusive and diverse
workplace. At Varma, acceptance of diversity
starts with the principle that everyone is free
to be themselves. Of the Varma employees
who replied to our equality and non-discrim-
ination survey carried out in autumn 2022, 96
per cent feel that they can be themselves at
the workplace.

A responsible approach to personnel and
working for us means clear goals and expec-
tations, opportunities to develop at work
and increase one’s competence, systematic,
competitive and fair remuneration and trans-
parent remuneration principles, and that
everyone bears responsibility for their work
and the workplace atmosphere, and support
is provided for maintaining work ability and
ensuring the conditions for work ability.

Varma'’s equality and non-discrimination
efforts are guided by three commitments:
« AllVarma employees are treated equally,
regardless of their age, gender, etc.
« Varma is an equal-opportunity and
non-discriminatory employer.
« Varma promotes diversity and inclusion.

Varma is a member of the corporate respon-
sibility network FIBS’ Diversity Charter Finland,
in which we pledge to guarantee equal oppor-
tunities, rights and treatment to everyone. We
also promise to continuously develop lead-
ership that supports diversity and the service
practices in our organisation.

Special attention is also paid to the real-
isation of equality and non-discrimination
in competence and career development, for
example, in the management training of spe-
cialists and the Talent Management process.

Every two years we conduct a survey to
assess the experience and state of equality
and non-discrimination at Varma. We draw up
goals and measures for the identified areas
of development, and we follow up on them

At Varma, acceptance
of diversity starts
with the principle that
everyone is free to be
themselves.
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regularly in an equality and non-discrimina-
tion working group and in co-determination
and occupational health and safety (OHS)
organisations. The priority areas identified
together with the employees form the basis
of our equality and non-discrimination plan,
which is approved by Varma’s Executive
Group.

The results of the survey conducted late
in 2022 were excellent, indicating consistent
improvement in the experience of equality
and non-discrimination. The biggest positive
development can be seen in gender equality
as regards pay, career opportunities, and
training and study opportunities. Our active,
continuous work to promote equality and
non-discrimination, along with our Pride
co-operation and promoting of the rights of
sexual and gender minorities, received special
recognition. Areas in need of improvement
include attending to the equality of employ-
ees of different ages and in different family
situations. A few experiences of inappropriate
conduct and language were also mentioned.
A new equality and non-discrimination plan
for 2023-2024 will be drawn up on the basis of
the survey results.

In 2022, Varma also carried out a human
rights assessment, and as part of it, human
rights risks pertaining to Varma’s personnel
were assessed.

We are a workplace that
appreciates diversity

For us, diversity and inclusivity mean taking
into consideration different backgrounds,
skills and abilities, and respecting people’s
differences. We believe that when you can

be your true self at work, you have a better
chance of reaching your full potential. Our
goal is to consider minorities in our work com-
munity and increase diversity in the organisa-
tion, for example, through targeted advertising
of job vacancies and by offering more job
opportunities to representatives of minority
groups. We are actively building a work culture
that values diversity and inclusiveness, and we
encourage a positive and supportive culture of
dialogue that provides room and courage to
present different perspectives.

In 2022, we improved the physical accessi-
bility of our Salmisaari premises based on user
experiences and an accessibility assessment
carried out the previous year. The main find-
ing of the assessment was that the Salmisaari
premises are, for the most part, accessible as
such, but by making changes, we wanted to
make it easier for disabled people to move
around and work at the Salmisaari premises.
The measures included installing a few auto-
matic doors, enhancing the accessibility of
the break room and toilet facilities, moving
access pass readers lower in the key routes
and making sure that in our auditorium, the
audio induction loop for people with impaired

We improved the physical
accessibility of our Salmisaari
premises in order to make it easier
for disabled people to move around
in the premises.

hearing works. We also improved how dis-
abled people are taken into consideration in,
for example, recruiting by adding accessibility
information to our job postings and providing
training to supervisors. The opportunity to
work remotely and flexibly is one means of
promoting equal working life.

Awareness of equality and diversity was
also raised through two online courses, one
of which focused on diversity and inclusion in
the work community, while the other focused
on Varma’s own principles and practices.

Varma wants to promote equal working
life through participation in Pride activities.

In 2022, we held a diversity lecture for our
employees, and a group of employees partic-
ipated in the Pride parade. A Pride banner on
the outside wall of Varma’s head office was
torn in one corner, but the cloth was reused

by turning it into colourful bags for Varma
employees. The torn banner was replaced
with a new one to evoke thoughts about equal
working life among motorists on the nearby
motorway.

Job grading system brings
transparency to remuneration

At Varma, salary and remuneration are based
on the company’s values and strategy. In
connection with our annual financial state-
ments, as part of the company’s corporate
governance report, we publish Varma’s
statement on remuneration, which includes
the company’s remuneration principles and,
as part of them, the policies concerning the
remuneration of the company’s administra-
tion, President and CEQO, other management
and personnel.

The goals, methods and principles of remu-
neration concerning Varma’s personnel are
described in more detail in Varma’s remuner-
ation policy. The purpose of the remuneration
policy is also to reinforce consistent actions
among supervisors in matters related to
salary and remuneration, and to create more
openness and transparency in remuneration
for all personnel. Varma’s remuneration and
the related principles and systems are also
comprehensively described on the company’s
intranet. Varma applies its own remuneration
scheme arranged through a local agreement

instead of what is written in the industry’s col-
lective agreement.

At Varma, the starting point for monetary
salary and remuneration is that it is fair, per-
formance-based and sustainable in terms of
costs. The objective is to encourage and guide
personnel to work productively and efficiently,
to commit to Varma as an employer and to
develop the company and themselves.

Overall remuneration includes a compre-
hensive, diverse and appropriate range of
various forms of remuneration. The purpose
of diverse overall remuneration is to take into
account the different nature of the jobs and
the different life situations and varying expec-
tations of employees. In the range of benefits,
we focus on health, well-being and, for exam-
ple, support for leisure-time options suited to
various family and life situations.

We actively follow the market pay level of
the financial sector and, if required, of indi-
vidual vocational groups in order to ensure
fairness and competitiveness related to the
availability and retention of human resources.

The job grading of the locally agreed remu-
neration system and a performance assess-
ment based on common criteria provide
the basis for the objective and transparent
determination of Varma’s remuneration level.
To ensure transparent and fair remuneration,
we also highlight acting in accordance with
responsibilities and processes, overall man-
agement, open communication on the criteria
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and the courage to take different performance
levels into account in remuneration.

Pay and career development at Varma is
non-discriminatory

We monitor the realisation of equal and
non-discriminatory pay and remuneration,
not only in statutory reporting but also, for
example, in annual market pay comparisons.
The operating principles of the locally agreed
remuneration system and systematic com-
pliance with the principles make Varma’s pay
structure more equal and fairer in the long
term.

A few years ago, we recognised that equal
representation of genders has not been
realised in the best possible way in earlier
years, especially in Varma’s management and
governing bodies. The target was set to a min-
imum of 40 per cent representation of either
gender in Varma’s Executive Group and mid-
dle management by 2022. We aim to achieve
this, for example, by ensuring that when new
persons are recruited to the Executive Group
or middle management, different genders
are represented in the final three candidates
according to the ‘comply or explain’ principle.
We achieved the target, as women accounted
for 44 per cent of the Executive Group and 41
per cent of middle management at the end
of 2022. Furthermore, our target since 2021
has been to have at least 30 per cent repre-
sentation of men and women among team

leaders and specialists by 2023. At the end of
2022, men accounted for 29 per cent of team
leaders and 30 per cent of specialists, and
women accounted for 71 per cent and 70 per
cent respectively. Monitoring of and support
for non-discriminatory career development
are also taken into account in the leadership
coaching and Talent Management process for
specialists.

In conjunction with our annual market pay
assessment, we also look into gender and
age aspects to see whether equality in terms
of gender and age is being fulfilled in our pay
and reward system. According to a survey
carried outin 2022, pay equality is imple-
mented well at Varma. When comparing job
requirements and performance of the same
level, there are no significant pay differences
between the genders. There is still some
difference when the traditional method of
comparing average pay is used, but this com-
mon method does not account for personnel
structure. At Varma, the proportion of men
in more demanding roles with higher pay is
higher. When examining performance next
to the job requirements and comparing the
pay to the corresponding market pay level,
pay equality is implemented remarkably well
at the company level. However, men’s pay
exceeds the market pay level somewhat more
often than women’s pay. On average, an area
requiring the greatest improvement was the
pay level of middle-management women. On

average, the pay level of middle-aged Varma
employees and those with a long career with
the company is higher than those starting out
their careers. The structure is very typical and
reflects also the fact that pay is linked to evi-
dence of performance and develops therefore
with a delay. In the 2022 employee survey,
Varma employees’ assessment of the com-
petitiveness of the pay level and the fairness
of remuneration significantly exceeded the

Pay equality is implemented

well at Varma. The differences
arising in an assessment based on
average salary level out when job
requirements and performance are
taken into account.




THE YEAR STRATEGY AND SUSTAINABLE
V A R M A 2022 GOALS VARMA

ENSURING SECURE
PENSIONS

INVESTING
FOR CHANGE

FOR SUSTAINABLE
WORKING LIFE

REPORTING
PRINCIPLES

Women’s salaries in relation to men’s at Varma in 2022

Women’s average salary

as % of men’s salary

Executive Group (excl. the CEO) 90%
Rest of personnel, excluding the Executive Group T7%
Middle management 84%
Team leaders 101%
Salaried employees and experts 81%

A comparison of pay by location is not possible, since 96 per cent of Varma employees work at the Salmisaari premises in Helsinki and the remaining 4 per cent are scat-

tered around Finland such that the number of representatives of different gender groups does not allow statistical comparison.

Gender distribution of employee groups, the Board of Directors and Supervisory Board in 2021-2022
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benchmark for Finnish companies providing
expert services, and had further improved.
Varma launched the development of the
remuneration system in 2022. External remu-
neration experts interviewed the members of
the Executive Group and personnel represen-
tatives. At the same time, an extensive survey
covering the entire personnel on performance
and other remuneration, job grading and
basic salary was carried out. Based on the
analysis, Varma employees’ satisfaction
with remuneration and its structures was
higher than average. The development work
continued with designing the new remuner-
ation structure and updating the job family
descriptions. The new remuneration scheme
for personnel will be introduced in 2023 with
the aim of promoting co-operation and the
achievement of the targets.

Instructions and steadfast intervention
promote a harassment-free work
community

Varma employees’ observations and
experiences of inappropriate conduct,
discrimination or harassment are regularly
examined in connection with various surveys.
Inappropriate treatment or conduct is not
permitted under any circumstances. HR and
supervisors intervene steadfastly in all cases
that are brought to their attention.Guidelines
on how to proceed if one experiences or
observes inappropriate conduct are available

to all employees, and they are also part of
mandatory and recurring online training for all
Varma employees.

Every Varma employee must abide by
our common principles. Breaches of our
guidelines should primarily be brought to
the employee’s direct supervisor. If that is
not possible, the problem can be reported to
the supervisor’s supervisor, HR or the com-
pliance officer. All observations are handled
confidentially, and there is also an opportu-
nity to reportissues anonymously through
the shop steward, OHS organisation or
employee survey. Misconduct and abuses at
Varma can be reported through the statutory
Whistleblowing channel.

Supervisors are obligated to address inap-
propriate treatment and, without delay, deter-
mine together with the relevant parties and, if
necessary, HR, what is going on and follow up
on the situation. After the situation has been
assessed, an employee who has behaved
inappropriately will be given a notice or warn-
ing. If the harassment continues in spite of a
warning, the employer is entitled to dismiss
the harasser.
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Work ability and satety

Systematic monitoring of Varma
employees’ work ability

We focus on occupational safety and on main-
taining our employees’ work ability. Smooth
daily work forms the foundation for our work
ability. It is created through clear targets, com-
petence development, consistent supervisory
work, consideration of work ability limitations
and employees with partial work ability, and
through efficient processes for active support,
occupational health care partnerships and
returning to work.

We manage the disability risk identification
process through occupational health and
safety (OHS) activities and the OHS organisa-
tion, comprehensive occupational health care
and co-operation between supervisors and
HR. Our tools for collecting data and monitor-
ing the work ability situation include various
surveys, close collaboration with occupational
health care, comprehensive and up-to-date
work ability data, incident and occupational
accident reports, and active support discus-
sions. In accordance with the nature of knowl-
edge-based work, Varma’s OHS focuses on
leadership, the workplace atmosphere, work
management and adapting to change through
measures to prevent psychological stress.

Planning and follow-up of measures is car-
ried out through the work ability management
focal points, OHS’s and occupational health
care’s plan of action, and the work communi-
ty’s development plan.

Efficient occupational health and
safety management systems
Occupational health and safety management
is governed in Finland by the Occupational
Safety and Health Act. In OHS, Varma’s execu-
tive management is responsible for the tangi-
ble and operational conditions, while super-
visors are in charge of working conditions and
tools. Supervisors are also responsible for
ensuring that the work community functions
well and that the conditions for psycholog-
ical OHS work are in place. The immediate
supervisor makes sure that OHS regulations
are complied with and that problems are
addressed at an early stage. At the heart of
work ability management is the immediate
supervisor’s responsibility for monitoring
performance and for holding active support
discussions.

The employer has three and the employees
have six representatives in the OHS commit-
tee, which convenes four times a year. The

committee is in charge of organising and
developing OHS matters. An OHS plan of
action is drawn up for two years at a time, and
the measures are updated annually. The OHS
representatives who are elected by personnel
monitor the implementation of OHS mea-
sures, develop OHS measures and well-being
and support employees in any work ability-re-
lated situations. All Varma employees can
influence OHS management through their
own behaviour in their work communities,
through the OHS representatives and by read-
ing the committee meeting materials, which
are published and communicated on the
intranet.

We have established work ability manage-
ment priority areas for 2021-2023. The goal
is for Varma employees to be able to develop
during changes and take charge of their work
ability, and to have efficient work ability sup-
port processes. In 2022, we supported Varma
employees’ work ability, occupational safety
and well-being through diverse measures and
training events. We offered, for example, an
online course and a webinar on managing
cognitive load and brain ergonomics. Online
tools, channels and campaigns on recupera-
tion and remote work ergonomics were also

available. An online course with instructional
videos on how to deal with threatening cus-
tomer situations and first-aid courses also
contributed to occupational safety. We also
started tripartite co-operation with our occu-
pational healthcare provider and a partner
offering fitness services in order to provide
Varma employees with uninterrupted support
in ensuring basic health, maintaining work
ability and engaging in sports and fitness
activities in leisure time. The co-operation
includes instructor-led classes, campaigns
and online training.

In autumn, a well-being survey targeted at
employees over 55 by occupational health-
care, an intervention and a lecture on work
ability and aging were implemented. Varma
also joined an initiative where family care-
givers who also work receive peer support.
Power Bi reports, which contain work ability
data, were introduced for department heads.
Supervisors were also offered guidance and
support in work ability management. In order
to improve occupational safety when working
remotely and at the office, we launched an
online course to support the handling of
challenging customer service situations and
offered all Varma employees an opportunity

We upheld a sense of
community while applying
the hybrid work model by
offering opportunities to
meet each other.

to improve their first-aid skills. Furthermore,
we upheld a sense of community while
applying the hybrid work model by offering
opportunities to meet each other face-to-face
on office days as well via online events.
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Comprehensive occupational
healthcare services and employee
benefits that promote well-being
We offer all our employees diverse occu-
pational health care services that are more
extensive than the statutory requirement, as
well as many personnel benefits to support
and promote work ability. All Varma employ-
ees are comprehensively insured against acci-
dents at work and during leisure time. When
an employee reaches the end of their career,
they are covered by statutory earnings-related
pension insurance, a collective agreement and
legislation.

The support of healthcare professionals is
also available through digital channels and
digital applications. The direct contact infor-
mation of occupational healthcare is available
on the intranet and in a mobile phone app. We
regularly monitor the quality of occupational
healthcare in the occupational healthcare
steering group and through customer satis-
faction surveys. We annually update occupa-
tional healthcare’s plan of action.

Varma employees are offered many
employee benefits that promote work ability.
Monetary benefits can be used according
to one’s choice on sports or culture and, for
example, for massage or dental care. Also
on offer are diverse remote sports services;
coaching related to managing one’s own work,
ergonomics and coping at work; coaching
support and instructor-led exercise classes.

Our Salmisaari premises have practical facili-
ties for active commuters and a gym.

In the 2022 employee survey, the index that
is used to ensure Varma employees’ work abil-
ity was 80.1 (79.7). The index is made up of five
work ability-related questions in which Varma
employees rate the help and support they
receive from colleagues and supervisors and
their experience of the value of and the level
of control over their own work.
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Reporting principles

We ensure the transparency of our operations by regularly and
comprehensively reporting on our business and sustainability efforts.
Our annual and sustainability report has been drawn up according to
the GRI Standards, and in it we report on our compliance with the UN
Global Compact principles. Additionally, we report on climate risks in
accordance with the TCFD framework. The report is externally assured.
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Reporting principles

Our sustainability report has been drawn up according to
the GRI Standards. The contents of the report are based
on a materiality assessment, which was used to identify
the most important sustainability factors for Varma.

Varma’s annual and sustainability report has
been drawn up according to the international
Global Reporting Initiative (GRI) standards.
Varma has reported according to the GRI
standards for the period from 1 January to

31 December 2022. We have also reported
information relating to Varma’s own material
topics in accordance with the GRI standards’
reporting principles. Our GRI reporting follows
partially the standards updated in autumn
2021. These indicators are marked in the GRI
content index with the year 2021.

This report also serves as the basis for the
UN Global Compact Communication on
Progress.

We report on our work to promote human
rights, labour rights, environmentally friendly
business and anti-corruption. The GRI content
index shows whether the content in accor-
dance with the GRI indicator also reports on

measures or principles according to the UN
Global Compact.

We have taken into account the statutory
requirements concerning the reporting of
non-financial and diversity data.

A comparison between the report content
and the GRI Standards is provided through the
GRI content index.

In 2021 and 2022, we carried out thorough
work to update our Sustainability Programme.
The new programme defines our objectives
and measures for 2022-2025. It is based on
a materiality assessment performed in early
2021 in order to determine topics that are
currently material in terms of Varma’s sustain-
ability. The materiality assessment is based on
stakeholder surveys. Stakeholder expectations
were reviewed and processed by Varma’s
Executive Group according to their impact on
society and the environment. As an outcome
of the materiality assessment, we identified

topics that are material in terms of Varma’s
sustainability, and used these to establish
the three focus areas of our Sustainability
Programme: Ensuring secure pensions,
Investing for change, and For sustainable
working life.

The indicators for financial responsibility
are based on Varma’s accounts and approved
financial statements. The indicators relating to
our pension services have been obtained from
the systems of Varma and the Finnish Centre
for Pensions, and from our online service
reports. The personnel-related indicators are
from Varma’s personnel data systems.

As regards equity investments, turnover
covered by the EU taxonomy has been anal-
ysed using data provided by the data service
provider Bloomberg.

The analysis of industries exposed to cli-
mate change risk has been performed using
MSCI’s database. The carbon footprint (tCO,)
of Varma’s own operations has been calcu-
lated using the WWF’s Climate Calculator. The
assessment of industries exposed to biodiver-
sity is based on analyses by PRI and WEF, and
it has been carried out using MSCI’s database.

The climate risk analysis of Varma’s supply
chain and premium income has been per-
formed using Varma’s internal database and
PCAF’s emission factors.

In the case of investees’ norm violations, we
report the violation category, number of viola-
tions and the engagement principle.
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Climate risks reported according
to the TCFD framework

The reporting on climate-related risks follows
the recommendations of the Task Force on
Climate-related Financial Disclosures (TCFD).
According to the recommendations, compa-
nies should report on how climate issues are
reflected in their governance models, on their
strategies concerning climate change and the
transition to a low-carbon economy, on the
risks and opportunities climate change brings
to the company, and on the climate-related
targets and metrics they have in place,

Climate Value-at-Risk (Climate VaR) is a tool
developed by MSCI that is designed to provide
an assessment of the potential profits and
costs caused by climate change in the market
value of an investment instrument. Climate
VaR is made up of three elements: Policy Risk,
Technology Opportunities and Physical Risk &
Opportunities.

Policy Risk describes at instrument level
the company’s costs of reducing emissions in
order to be aligned with different temperature
scenarios. Technology Opportunities assess
the company’s revenue and return potential
under different temperature scenarios, based
on the patents owned by the company.
Physical Risk & Opportunities describes the
potential cost of acute and chronic physical
risks to the company in different temperature
scenarios.

The Climate VaR percentage calculated for
Varma'’s equity investments describes the cur-
rent monetary value of the costs of the poten-
tial risks and opportunities caused by climate
change over the next fifteen years, divided by
the current market value of the company’s
equities. The weighted Climate VaR has been
calculated by multiplying the company-
specific Climate VaR by the investment’s
weightin the portfolio.

The temperature scenarios used by Varma
are based on the framework published
by the NGFS (Network for Greening the
Financial System) and the forward-look-
ing REMIND-MAgPIE (Regional Model of
Investments and Development & Model of
Agricultural Production and its Impact on the
Environment) model.

Implied Temperature Rise (ITR) is a for-
ward-looking metric developed by MSCI
designed to show how well companies and
portfolios are aligned with global temperature
goals. The metric is based on company-spe-
cific carbon budgets, i.e. the absolute carbon
dioxide emissions that a company can afford
to release in order to keep global warming
below two degrees Celsius by 2100, and
whether the company’s projected emissions
overshoot or undershoot the allocated bud-
get. The data is publicly available for 2,900
companies on the MSCI website.

In the portfolio-level ITR calculation,
portfolio holdings are proportioned to the

company’s enterprise value including cash
(EVIC), and this is used to allocate the com-
panies’ emissions budget and estimated
overshoots of the emissions budget. The ITR
figure is calculated by dividing the portfo-
lio-level emissions budget overshoot by the
portfolio-level emissions budget, multiplied
by the TCRE (Transient Climate Response to
Cumulative Carbon Emissions) figure supplied
by IPCC and multiplied by the global two-
degree emissions budget in gigatonnes.

For further information on Climate VaR and
Implied Temperature Rise, please visit the
MSCI website.

Real estate investments’ scenario
analyses

In all the scenarios of the analysis concerning
the development of our real estate portfolio’s
greenhouse gas emissions, the estimate of
properties’ heat consumption is based on

the actual development shown in the district
heating statistics. The development is affected
by both climate change and energy efficiency
measures.

In the scenarios, the consumption of elec-
tricity was assumed to stay at the current
level.

On the basis of the district heating statistics’
data, the specific emission factors per munic-
ipality were assumed to linearly decline from
the current calculated level towards the future
target levels reported by the district heating

companies. For companies that have not
announced an official emission reduction tar-
get, the development was assumed to mirror
Finland’s carbon neutrality target for 2035. For
other than renewable electricity, the emission
factor for the residual mix of the Finnish grid
was used. It was assumed to decline linearly
from the 2021 value of 235 g/kWh by 70 per
cent by 2035 and 100 per cent by 2050.

Real estate’s sea flood risk analysis is based
on the Finnish Environment Institute’s (SYKE)
data describing the current and future sea
flood risk. In the analysis, the real estate prop-
erties were placed on a map on the basis of
their location data, and the data concerning
the sea flood risk was integrated into the map.
Sea level data is based on SYKE’s estimate,

and ground elevation data on laser scanning.
The 2019 physical risk analysis on real estate
investments was qualitatively updated in
2021, in addition to which a map analysis
corresponding to the sea flood risk analysis
was performed for new sites. Transition risks
caused by climate change were identified and
a rough estimate of materiality was performed
according to the TCFD framework.

Our annual and sustainability report
also serves as the basis for the UN
Global Compact Communication on
Progress.
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Methodology for calculating the
carbon footprint of investments
The carbon footprint calculation of Varma’s
investments encompasses listed equity and
corporate bond investments, private equity
and infrastructure investments, direct real
estate investments, real estate funds, private
debt and hedge fund investments. The cal-
culation covers direct greenhouse gas emis-
sions from sources owned or controlled by
the companies (scope 1), indirect emissions
from energy mainly from the generation of
purchased energy (scope 2) and emissions
from the value chain (scope 3). The carbon
footprint (tCO,e) and the key figures based on
it have been calculated in accordance with the
PCAF standard.

In the calculation of the carbon footprint
of listed equities and corporate bond invest-
ments, the market value of shares owned
by Varma is proportioned to the company’s
enterprise value including cash (EVIC), and
this ratio is used to allocate the emissions and
revenue of the company.

In the calculation of the carbon footprint of
private equity-, infrastructure-, private debt-
and hedge fund investments, the market value
of shares owned by Varma is proportioned to
the company’s enterprise value including cash
(EVIC), and this ratio is used to allocate the
emissions and revenue of the company, if the
information is available. When the information
is not available, the emissions are estimated

according to the PCAF standards. Real estate
funds’ emissions have been calculated using
PCAF’s emission factors and calculation stan-
dards. Emissions for the single real property
below have been calculated by multiplying
Varma’s share of the real property owned by
the fund with the emissions factor and the
property’s square footage.

The calculations cover both direct green-
house gas emissions from sources owned or
controlled by the companies (scope 1), and
indirect emissions mainly from the generation
of purchased energy (scope 2). The corporate
bond owned by Varma is proportioned to
the company’s EVIC when possible, and the
emissions are allocated to Varma on the basis
of this proportion. The emission factor avail-
able from the PCAF database is used when no
other data has been available.

Emissions are calculated according to the
PCAF (Partnership for Carbon Accounting
Financials) and TCFD recommendations.

The weighted average carbon intensity
(tCO, e/ M€) of investments is based on the
weighting of the investment in the portfolio.
The figure is calculated by multiplying the
carbon intensity of the companies by their
portfolio weight, and adding these up.

For companies that do not report their
greenhouse gas emissions, Varma estimates
the emissions using PCAF’s emission factors.
If emissions cannot be calculated for a single
investment, the emissions are extrapolated
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using the already calculated emissions of the
portfolio.

The emission and revenue data used in
the carbon footprint calculation apply to the
situation at the end of the year preceding the
reporting year.

The carbon footprint for 2022 of real estate
investments managed by Varma has been
calculated according to the GHG protocol.
The calculation includes the CO, emissions
of real estate maintained by Varma insofar as
the consumption and amount data forming
the basis for the emission calculation have
been available for the whole year. Real estate
purchased or divested during the course of
the yearis, as a rule, notincluded. The calcu-
cation includes emissions of real estate’s pur-

chased energy, i.e. electricity and district heat.
Emissions are calculated using location-based

and market-based methods. Location-based
emissions are calculated using average
emission factors for Finland. Location-based
emissions are calculated only for internal use.
Market-based emissions are calculated for
district heat using the emission factor pro-
vided by the local district heating company or
the specific emission factor given for munic-
ipalities on the website of Local Power, and
for electricity using the emission factor for the
residual mix of the Finnish grid. Emission-free

district heat and electricity have guarantees of

origin.

Calculation of scope 3 value chain
emissions

In autumn 2022, Varma calculated its value
chain emissions (scope 3). The calculation

followed the Greenhouse Gas (GHG) Protocol,
which is the most widely established way
globally to calculate the carbon footprint. The
calculation made use of emission data from
2021. On the basis of the materiality analysis,
nine emission categories were chosen for the
calculation. The categories are: purchased
goods and services (1), capital goods (2),

fuel- and energy-related activities (3), waste
generated in operations (5), business travel
(6), employee commuting (7), downstream
transportation and distribution, i.e. in Varma’s
context, travelling of shopping centre visitors
(9), downstream leased assets (13) and invest-
ments (15). Of the scope 3 emissions, 98.2 per
cent were caused by the investees’ scope 1
and scope 2 emissions. Other major scope 3
emissions are caused by categories 1 (0.3 per
cent), 2 (1.0 per cent) and 9 (0.3 per cent). As
regards investments (category 15), the calcu-
lation includes Varma’s listed equity and cor-
porate bond investments, private equity and
infrastructure investments, real estate funds,
private debt and hedge fund investments.
The included emissions cover 92 per cent of
Varma’s investment portfolio.

The majority of category 1 (purchased
services and goods) and category 2 (capital
goods) emissions have been calculated
using the cost method and Exiobase fac-
tors. Other sources of emission factors
include the Helsinki Region Environmental
Services Authority HSY, the IVL Swedish
Environmental Research Institute and
the OpenCO, database.

The mix of category 9 travel methods (trav-
elling of shopping centre customers) was

assessed, for the shopping centre Willa, on
the basis of a visitor survey. In the absence of
more accurate data, the passenger traffic sta-
tistics for northern Finland were used for the
shopping centre Rajalla.

The rest of the categories included in the
calculation make up a total of 0.4 per cent
of all the value chain emissions. When cal-
culating category 3 (fuel- and energy-related
activities) emissions, the WTT (well-to-tank,
emissions from the entire value chain of used
energy) emissions from energy usage have
been estimated using Defra’s emission factors
and the volume of losses on the basis of sta-
tistics. Since the driving kilometres of leasing
cars, as a full-type car benefit, should be
included in the calculation of Varma’s scope
1 emissions, their WTT emissions have been
calculated here. In the absence of more accu-
rate data, the leasing car driving kilometres
have been estimated on the basis of contract
kilometres.

In category 5 (waste), the amount of waste
generated by the real properties has been
extrapolated by waste type to cover the
lettable area of the entire portfolio. The raw
data has been divided between commercial
properties (approximately 56 per cent covered
of the lettable area) and residential properties
(approximately 73 per cent covered of the
lettable area).

In the calculation of category 6 (business
travel), the emissions from business travel
have been estimated using the cost method
and Exiobase factors, except for air travel, for
which there is data available, classified into

three groups according to the distance of the
trip, and the emissions of which have been
calculated using Defra’s factors. Train travel
is assumed to have taken place in Finland,
and no greenhouse gas emissions have been
allocated to it, owing to VR Group’s carbon
neutrality pledge.

In the calculation of category 7 (employee
commuting), we have taken into account
the number of employees and working days,
and the share of remote work in 2021. The
commuting distance and the mix of means
of travel have been estimated using Helsinki
Region Transport’s (HSL) statistics. The emis-
sion factors for different means of travel are
from Defra, and rail travel is assumed to be
carbon-free, in accordance with VR Group’s
and HSL’s carbon neutrality pledges.

For 2022, the calculation boundary was

expanded to include category 13 (downstream

leased assets). It is an estimate of all the emis-
sions from electricity and heat consumption
covered by lessees’ contracts. The calculation
makes use of Motiva’s average consumption
factors by type of real estate.

Human rights assessments of the
value chain

The human rights impacts and risks related to
the value chain can be observed for example
by sector or location. The value chain human
rights assessment was carried out by sector,
because Varma’s procurement is focused on
Finland. Our most significant procurement is
related to the construction and maintenance
of buildings, and to IT procurements. We

determined the sector distribution of our
total procurement and used this information
to assess the share of suppliers in sectors
with high human rights risks, which was 0.3
per cent. We also surveyed the suppliers’
compliance with the principles of the UN
Global Compact using a database maintained
by an external service provider. We used the
Corporate Human Rights Benchmark (CHRB)
of the World Benchmarking Alliance (WBA).
It identifies the apparel-, automotive manu-
facturing-, extractives-, food and agricultural
products-, and ICT manufacturing sectors

as presenting a high risk of negative human
rights impacts.

An integrated, assured report
Since sustainability is an integral part of
Varma’s core task - securing pensions - and
all our operations, itis natural for us to com-
bine the traditional annual report contents
and sustainability information into a single
integrated report.

The reportis published in pdf formatin
Finnish and English.

Varma'’s parent company’s data has been
mainly used as the indicator boundaries. Any
deviations to the boundaries are mentioned
in conjunction with the table on page 108.

Our principle is to rectify any reporting
errors observed following publication in the
latest report.

The Sustainability Report has been veri-
fied by EY’s Climate Change & Sustainability
Services.
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ENSURING SECURE

THE YEAR STRATEGY AND SUSTAINABLE
V A R M A 2022 GOALS VARMA PENSIONS

INVESTING
FOR CHANGE

FOR SUSTAINABLE REPORTING
WORKING LIFE PRINCIPLES

Varma'’s sustainability focus areas, material topics and topic boundaries

Varma'’s sustainability focus area

Varma’s own material topics under GRI

Topic boundaries

Ensuring secure pensions GRI 2-23: Policy commitments

GRI 2-27: Compliance with laws and regulations
GRI201:
GRI 205:
GRI 308:
GRI414:
GRI415:
GRI 418:

Economic performance
Anti-corruption

Supplier environmental assessment
Supplier social assessment

Public policy

Customer privacy

Customers

Varma’s own operations
Varma’s societal impacts
Supply chain

Investing for change GRI 201:
GRI 302:
GRI 304:
GRI 305:
GRI414:

Economic performance
Energy

Biodiversity

Emissions

Supplier social assessment

Varma’s investments
Varma’s societal impacts

For sustainable working life GRI 401:
GRI1403:
GRI 404:
GRI 405:
GRI 418:

Employment

Occupational health and safety
Training and education
Diversity and equal opportunity
Customer privacy

Varma’s own operations
Customers
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GR] tent | d d UN G\ b \ C T
Disclosure Contents Location Omissions Comment UN Global Com-

GRI 2: General disclosures (2021)

pact principles

2-1 Organizational details Varma in brief, p. 4
2-2 Entities included in the organization's sustainability reporting Varma Mutual Pension Insurance Company
2-3 Reporting period, frequency and contact point Reporting principles, p. 104
2-4 Restatements of information
2-5 External assurance Independent assurance report, p. 123
Varma in brief, p. 4
2-6 Activities, value chain and other business relationships Sustainability of our own operations and the value chain,
p. 50-52
2-7 Employees Personnel, p. 91
2-8 Workers who are not employees Persons working for Varma who are not employees, p. 92
Sustainability governance, p. 33
2-9 Governance structure and composition Corporate Governance Report, p. 8-12
(Corporate Governance)
Corporate Governance Report, p. 4-12
2-10 External initiatives P Y PO, P 10
(Corporate Governance)
Corporate Governance Report, p. 8, 13 (Corporate Gover-
2-11 Chair of the highest governance body P PO, P (Corp 10
nance)
Role of the highest governance body in overseeing the management T
2-12 , 5 5 y 5 5 Sustainability governance, p. 33 1-10
of impacts
2-13 Delegation of responsibility for managing impacts Sustainability governance, p. 33 1-10
The Executive Group approves the annual and sustainability report
2-14 Role of the highest governance body in sustainability reporting before its
publication.
Corporate Governance Report, p. 7, 12 . . .. R .
: ) P PO, P Additionally, operating principles and eligibility requirements con-
2-15 Conflicts of interest (Corporate Governance) 10

Statement on remuneration, p. 19 (Corporate Governance)

cerning the selection of the highest governance body.
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Instructions and steadfast intervention promote a harass-

Compliance Officer reports biannually on reports submitted through
the whistleblowing channel to the Executive Group, Audit Committee
and Board of Directors. Other critical concerns that we become aware

pact principles

2-16 Communication of critical concerns ment-free work community, p. 100 10
. : of through, for example, customer feedback, customer surveys
Ethical business, p. 45-46 L :
or sustainability surveys, are reported to the Executive Group as
needed.
The Board of Directors approves the Code of Conduct and updates
thereto. The Executive Group completes the Code of Conduct online
: : o course, like other Varma employees. Sustainability issues are also
2-17 Collective knowledge of the highest governance body Sustainability governance, p. 33 . P1oY : / . 1-10
regularly discussed by the Executive Group, and the Executive Group
members participate in the sustainability work of their own functions.
Sustainability reviews are organised for the Board of Directors.
In its annual self-assessment, the Board of Directors
assesses the conditions for its activities, the method of
"Evaluation of the performance of the discussion and decision-making at its meetings,
2-18 ) | Corporate Governance Report, p. 7 (Corporate Governance) A .
highest governance body the division of work and co-operation between the Board and the
executive management,
and the company’s internal controls and risk management.
2-19 Remuneration policies Statement on remuneration, p. 19-21 (Corporate Governance) 10
i ) Statement on remuneration, p. 19-26 (Corporate Governance),
2-20 Process to determine remuneration X X ) 10
Job grading system brings transparency to remuneration, p. 98
The equality and average figures of salaries and remuneration are
2-21 Annual total compensation ratio Information not available monitored through several other indicators. Monitoring of the compen- 1-10
sation ratio was not deemed necessary.
2-22 Statement on sustainable development strategy Sustainable Varma, p. 22-24 1-10
Principles guiding our responsible investment, p. 55-56 . . : .. :
) Pies & 5 P ) P Climate Policy for Investments, Tax Policy, Principles for Human Rights,
Environmental targets steer our investments, p. 56 . . o . .
. . - Anti-bribery Policy, Principles for Responsible Investment, Ownership
2-23 Policy commitments Tax responsibility, p. 38-39 _ , _ , 1-10
: . Policy, Code of Conduct, Supplier Code of Conduct, Active Ownership
Ethical business, p. 45-46 ..
. , and Engagement Principles
Responsible supply chain management, p. 46
. : . Sustainability objectives 2022-2025 and monitoring, p. 26-31
2-24 Embedding policy commitments : Y OP) . &P 1-10
Ethical and transparent business, p. 45-49
Respect for human rights in the supply chain and own
. . operations, p. 50-51
2-25 Processes to remediate negative impacts P P o . 1-10
Investees are expected to comply with international norms and
standards, p. 57-59
2-26 Mechanisms for seeking advice and raising concerns Ethical business, p. 45-46 Whistleblowing reporting channel 9
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Disclosure Contents Location Omissions Comment UN Global Com-
pact principles

2-27 Compliance with laws and regulations Ethical and transparent business, p. 45-49 9
Stakeholder co-operation and sustainability networks,

2-28 Membership associations p. 48-49
Key figures 2022, p. 8
Stakeholder co-operation and sustainability networks,
p. 48-49

2-29 Approach to stakeholder engagement Responsible supply chain management, p. 46
Sustainability of our own operations and the value chain,
p. 50-53

2-30 Collective bargaining agreements Personnel, p. 91 Information is incomplete Entire personnel is covered by collective bargaining agreements 3

Material Topics

GRI 3: Material Topics (2021)

3-1 Process to determine material topics New sustainability programme guides our work, 1-10
p. 22-24

3.9 List of material topics New sustainability programme guides our work, 110
p.22-24

Economic Standards

GRI 3: Material Topics (2021)

_ _ New sustainability programme guides our work, The assessment of material topics does not meet all the criteria in GRI
3-3 Management of material topics p.22-24 1-10

Sustainability management and governance, p. 32-33

2021 3-3.

GRI 201: Economic performance (2016)

201-1 Direct economic value generated and distributed

Key figures 2022, p. 8
Tax responsibility, p. 38-39

201-2

Financial implications and other risks and opportunities due to

Climate risks and opportunities according to the TCFD

Key risks and opportunities related to climate change are linked to our
investment activities. We monitor the costs of managing these risks

: . " : . 7-9
climate change recommendations, p. 67-69 and opportunities as part of our investment expenses. Quantitative
results for financial implications and cost actions not reported
201-3 Defined benefit plan obligations and other retirement plans Information not available
201-4 Financial assistance received from government Information not available
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pact principles
Market presence
GRI 3: Material Topics (2021)
_ _ New sustainability programme guides our work, The assessment of material topics does not meet all the criteria in GRI
3-3 Management of material topics p.22-24

Sustainability management and governance, p. 32-33

2021 3-3.

GRI 202: Market presence (2016)

Ratios of standard entry level wage by gender compared to

202-1 ..
local minimum wage

Information is not applicable

Finland has no local minimum wages, so comparison is not possible.

202-2 Proportion of senior management hired from the local community

Information not available

Not reported

Indirect economic impacts

GRI 3: Material Topics (2021)

3-3 Management of material topics

GRI 203: Indirect economic impacts (2016)

New sustainability programme guides our work,
p. 22-24
Sustainability management and governance, p. 32-33

The assessment of material topics does not meet all the criteria in GRI
2021 3-3.

Report of the Board of Directors and Financial Statement, p.

203-1 Infrastructure investments and services supported 39-42 58-59 Notes to the Financial Statements
C - . Responsible investment, p. 55-61

203-2 Significant indirect economic impacts P P 10
How Varma creates value, p. 18

Procurement practices

GRI 3: Material Topics (2021)
New sustainability programme guides our work, . . o

: : Y Prog 5 The assessment of material topics does not meet all the criteria in GRI
3-3 Management of material topics p.22-24 1-10

Sustainability management and governance, p. 32-33

2021 3-3.

GRI 204: Procurement practices (2016)

204-1 Proportion of spending on local suppliers

Sustainability of our own operations and the value chain,
p. 50-53
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Anti-corruption

GRI 3: Material Topics (2021)

pact principles

3-3 Management of material topics

GRI 205: Anti-corruption (2016)

New sustainability programme guides our work,
p. 22-24
Sustainability management and governance, p. 32-33

The assessment of material topics does not meet all the criteria in GRI

1-10
2021 3-3.

Public reporting does not specify the operations which have been as-

205-1 Operations assessed for risks related to corruption Corporate Governance Report, p. 17-18 Information is incomplete sessed for risks related to corruption, so not all the criteria of GRI 205: 10
205-1 are met.
205-2 Communication and training about anti-corruption policies and Ethical and sustainable business, p. 9 (Report of the Board of 10
procedures Directors)
The compliance officer reports on compliance activities to the Board
: o ) : Ethical and sustainable business, p. 9 (Report of the Board of L of Directors and its Audit Committee, and administratively to the Pres-
205-3 Confirmed incidents of corruption and actions taken : Information is incomplete , ) ) , : 10
Directors) ident and CEO. Public reporting does not specify the confirmed cases
of corruption.
Anti-competitive behavior
GRI 3: Material Topics (2021)
New sustainability programme guides our work, i ) L
: : Y Prog & The assessment of material topics does not meet all the criteria in GRI
3-3 Management of material topics p.22-24 2021 3-3 1-10
Sustainability management and governance, p. 32-33 '
GRI 206: Anti-competitive behavior(2016)
Legal actions for anti-competitive behavior, . Public reporting does not specify the legal actions, so not all the crite-
206-1 g. P . Corporate Governance Report, p. 17-18 Information is incomplete . P 5 pectly 5 10
anti-trust, and monopoly practices ria of GRI 205: 206-1 are met.
Tax
GRI 3: Material Topics (2021)
New sustainability programme guides our work, ) ) L
: : Y Prog & The assessment of material topics does not meet all the criteria in GRI
3-3 Management of material topics p.22-24 5021 3.3 1-10
Sustainability management and governance, p. 32-33 '
GRI 207: Tax (2019)
207-1 Approach to tax Tax responsibility, p. 38-39
207-2 Tax governance, control, and risk management Tax responsibility, p. 38-39

207-3 Stakeholder engagement and management of concerns related to tax

Tax responsibility, p. 38-39

207-4 Country-by-country reporting

Tax responsibility, p. 38-39

Varma is liable to pay income tax only to Finland.
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pact principles
Materials
GRI 3: Material Topics (2021)
: : New sustainability programme guides our work, The assessment of material topics does not meet all the criteria in GRI
3-3 Management of material topics p.22-24 1-10

Sustainability management and governance, p. 32-33

2021 3-3.

301-1 Materials used by weight or volume

Information not available

We have not been able to collect this information on our real estate
construction projects

301-2 Recycled input materials used

Waste monitoring and influencing waste volumes, p. 83-84

We also improve the processing and recycling of demolition waste

from construction projects through the sustainable demolition Green

Deal, an agreement between the Ministry of the Environment and the
business sector. The main objective of the agreement is to increase 7-8
the reuse and recycling of demolition materials by promoting the
functioning of the markets for demolition materials from repair and
demolition projects.

301-3 Reclaimed products and their packaging materials

Information not available

We have not been able to collect this information on our real estate
construction projects

Energy
GRI 3: Material Topics (2021)

New sustainability programme guides our work,

The assessment of material topics does not meet all the criteria in GRI

3-3 Management of material topics p. 22-24 2021 3-3. 1-10
Sustainability management and governance, p. 32-33

GRI 302: Energy (2016)

302-1 Energy consumption within the organization Environmental aspects of our own operations, p. 53 7-9

302-2 Energy consumption outside of the organization Overall picture of Varma’s climate impacts, p. 63-64 7-9

302-3 Energy intensity Environmental information on Varma’s operations, p. 53 7-9

302-4 Reduction of energy consumption Environmental aspects of our own operations, p. 53 7-9

302-5 Reductions in energy requirements of products and services Information is not applicable il\i\c;’;:;itcirial In the context of provision of earnings-related pension

Water and effuluents

GRI 3: Material Topics (2021)

3.3 Management of material topics Il;l.ezv;f;ztainability programme guides our work, The assessment of material topics does not meet all the criteria in GRI 1-10

Sustainability management and governance, p. 32-33

2021 3-3.
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GRI 303: Water and Effluents (2018)

pact principles

Not material in the context of provision of earnings-related pension

303-1 Interactions with water as a shared resource Information is not applicable .
insurance
. , . , All our facilities are covered by Helsinki Region Environmental Services
303-2 Management of water discharge-related impacts Information not available , e :
HSY’s or other municipalities’ effluent treatment services.
: . . All our facilities are covered by Helsinki Region Environmental Services
303-3 Water withdrawal Information not available , . ’y 5 ,
HSY’s or other municipalities’ effluent treatment services.
: . . All our facilities are covered by Helsinki Region Environmental Services
303-4 Water discharge Information not available , e :
HSY’s or other municipalities’ effluent treatment services.
303-5 Water consumption Environmental information on Varma’s operations, p. 53 7-9
Bioversity
GRI 3: Material Topics (2021)
New sustainability programme guides our work, . . o
: . Y Prog 5 The assessment of material topics does not meet all the criteria in GRI
3-3 Management of material topics p.22-24 2021 3-3 1-10
Sustainability management and governance, p. 32-33 '
GRI 304: Biodiversity (2016)
Operational sites owned, leased, managed in, or adjacent to, protect- . : e o :
304-1 . e . Information not available Our biodiversity assessment at our locations is still ongoing
ed areas and areas of high biodiversity value outside protected areas
We have assessed the sector-specific impacts of our investments on
C g . L . .. . . .. . biodiversity and, in the future, our goal is to shift our focus from gener-
304-2 Significant impacts of activities, products, and services on biodiversity Attending to biodiversity, p. 78-81 y e . & . e & .19
al sector-specific impacts to the kinds of impacts individual companies
have on biodiversity in different asset classes.
304-3 Habitats protected or restored Information not available Our biodiversity assessment at our locations is still ongoing
IUCN Red List species and national conservation list species with habi- . . e S :
304-4 , , Information not available Our biodiversity assessment at our locations is still ongoing
tats in areas affected by operations
Emissions
GRI 3: Material Topics (2021)
New sustainability programme guides our work, . . o
Yy Prog 5 The assessment of material topics does not meet all the criteria in GRI 1-10

3-3 Management of material topics p. 22-24
Sustainability management and governance, p. 32-33

2021 3-3.
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pact principles

GRI 305: Emissions (2016) 7-9
: . Overall picture of Varma’s climate impacts. p. 63-64
305-1 Direct (Scope 1) GHG emissions .p o P P 7-9
Reporting principles, p. 106-107
- . Overall picture of Varma’s climate impacts. p. 63-64
305-2 Energy indirect (Scope 2) GHG emissions .p o P P 7-9
Reporting principles, p. 106-107
Overall picture of Varma’s climate impacts. p. 63-64
305-3 Other indirect (Scope 3) GHG emissions .p . P P 7-9
Reporting principles, p. 106-107
305-4 GHG emissions intensity The carbon footprint of Varma’s investments, p. 72 7-9
Roadmap for Varma’s climate targets, p. 65
Progress towards climate targets, p. 66
305-5 Reduction of GHG emissions Responsible investment, p. 55-61 7-9
Sustainability of our own operations and the value chain,
p. 50-53
. : . . Not material in the context of provision of earnings-related pension
305-6 Emissions of ozone-depleting substances (ODS) Information is not applicable surance P 5 P
Nitrogen oxides (NOX), sulfur oxides (SOX), and other significant air L. , Not material in the context of provision of earnings-related pension
305-7 . Information is not applicable .
emissions insurance
Waste
GRI 3: Material Topics (2021)
New sustainability programme guides our work, ) . o
, : Y Prog 5 The assessment of material topics does not meet all the criteria in GRI
3-3 Management of material topics p.22-24 2021 3.3 1-10
Sustainability management and governance, p. 32-33 '
GRI 306: Waste (2020)
) o : Environmental impacts of real estate investments, p. 82-85
306-1 Waste generation and significant waste-related impacts . . 7-9
Environmental aspects of our own operations, p. 53
N . Environmental impacts of real estate investments, p. 82-85
306-2 Management of significant waste- related impacts , P , P 7-9
Environmental aspects of our own operations, p. 53
Environmental impacts of real estate investments, p. 82-85
306-3 Waste generated . : 7-9
Environmental aspects of our own operations, p. 53
306-4 Waste diverted from disposal Waste monitoring and influencing waste volumes, p. 83-84 7-9
306-5 Waste directed to disposal Waste monitoring and influencing waste volumes, p. 83-84 7-9
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pact principles
Toimittajien ymparistoarviointi
GRI 3: Material Topics (2021)
_ _ New sustainability programme guides our work, The assessment of material topics does not meet all the criteria in GRI
3-3 Management of material topics p.22-24 2021 3-3 1-10
Sustainability management and governance, p. 32-33 '
GRI 308: Supplier environmental assessment
308-1 New suppliers that were screened using environmental criteria Iiu;ga_lgzz;\blllty of our own operations and the value chain, SBTs and carbon risk 7-9
The Supplier Code of Conduct calls for respect for the environment.
We require our suppliers to be aware of their environmental impacts
Necative environmental impacts in the supoly chain and to take them into account in their operations. We also encourage
308-2 5 . P PRYY Sustainability requirements of the supply chain, p. 51 them to develop environmentally friendly solutions. Especially in 7-9
and actions taken o o : : . ,
emission-intensive industries, suppliers should pay special attention
to monitoring their carbon footprint and to targets related to minimis-
ing future environmental impacts.
Employment

GRI 3: Material Topics (2021)

New sustainability programme guides our work,

The assessment of material topics does not meet all the criteria in GRI

3-3 Management of material topics p. 22-24 2021 3-3 1-10
Sustainability management and governance, p. 32-33 '
GRI 401: Employment (2016)
401-1 New employee hires and employee turnover Personnel, p. 91
Benefits provided to full-time employees that are not provided to . . , . : :
401-2 , Information not available Benefits exceeding the statutory level have not been reported in detail.
temporary or part-time employees
401-3 Parental leave Information not available Arrangements based on legislation.
Labor/ management relations
GRI 3: Material Topics (2021)
New sustainability programme guides our work
0.22-24 Y Prog 5 ’ The assessment of material topics does not meet all the criteria in GRI 1-10

3-3 Management of material topics

Sustainability management and governance, p. 32-33

2021 3-3.
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GRI 402: Labor/ management relations (2016)

pact principles

402-1

Minimum notice periods regarding operational changes

Information not available

Arrangements based on legislation. Legislation does not specify the
minimum notice periods with the same level of detail required by the
GRI.

Tyoterveys ja -turvallisuus

GRI 3: Material Topics (2021)

New sustainability programme guides our work,

The assessment of material topics does not meet all the criteria in GRI

3-3 Management of material topics p. 22-24 2021 3-3 1-10
Sustainability management and governance, p. 32-33 '
GRI 403: Occupational health and safety (2018)
403-1 Occupational health and safety management system Work ability and safety, p. 101-102 1-2
403-2 Hazard identification, risk assessment, and incident investigation Work ability and safety, p. 101-102 1-2
403-3 Occupational health services Work ability and safety, p. 102 1-2,6
Worker participation, consultation, and communication on occupa-
403-4 ) participation, Hitation, Hnicat “P Work ability and safety, p. 101-102 6
tional health and safety
403-5 Worker training on occupational health and safety Work ability and safety, p. 101-102 6
403-6 Promotion of worker health Work ability and safety, p. 101-102 1-2,6
Prevention and mitigation of occupational health and safety impacts .
403-7 , Y I, | |g. ! , uP ,I y1imp Work ability and safety, p. 101-102 1-2,6
directly linked by business relationships
Workers covered by an occupational health and safety management .
403-8 y P y 8 Work ability and safety, p. 101-102 6
system
403-9 Work-related injuries Information not available Information is not reported
403-10 Work-related ill health Information not available Information is not reported
Training and education
GRI 3: Material Topics (2021)
New sustainability programme guides our work
: : Y Prog 5 ’ The assessment of material topics does not meet all the criteria in GRI
3-3 Management of material topics p.22-24 1-10

Sustainability management and governance, p. 32-33

2021 3-3.
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GRI 404: Training and education (2016)

pact principles

404-1 Average hours of training per year per employee

Personnel, p. 91

Information is incomplete

Information is incomplete as breaking down information by gender is
not considered material

Programs for upgrading employee skills and transition

404-2 . Competence development, p. 95-96
assistance programs
Percentage of employees receiving regular performance and
404-3 5 Proy , ETes P Personnel, p. 91 6
career development reviews
Diversity and equal opportunity
GRI 3: Material Topics (2021)
New sustainability programme guides our work, ) . o
: : Y Prog 5 The assessment of material topics does not meet all the criteria in GRI
3-3 Management of material topics p.22-24 2021 3-3 1-10
Sustainability management and governance, p. 32-33 '
GRI 405: Diversity and equal opportunity (2016)
405-1 Diversity of governance bodies and employees Diversity, equality and non-discrimination, p. 97-100 6
: ) : Pay and career development at Varma is non-discriminatory,
405-2 Ratio of basic salary and remuneration of women to men 6
p. 99-100
Non-discrimination
GRI 3: Material Topics (2021)
New sustainability programme guides our work
: : Y Prog 5 ’ The assessment of material topics does not meet all the criteria in GRI
3-3 Management of material topics p.22-24 2021 3.3 1-10
Sustainability management and governance, p. 32-33 '
GRI 406: Non-discrimination (2016)
, N , , Instructions and steadfast intervention promote a harass- , , ,
406-1 Incidents of discrimination and corrective actions taken . Whistleblowing reporting channel 6
ment-free work community, p. 100
Freedom of association and collective bargaining
GRI 3: Material Topics (2021)
New sustainability programme guides our work
W sUStainabitity prog sul HPwors, The assessment of material topics does not meet all the criteria in GRI 1-10

3-3 Management of material topics

p. 22-24
Sustainability management and governance, p. 32-33

2021 3-3.
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GRI 407: Freedom of association and collective bargaining (2016)

pact principles

Operations and suppliers in which the right to freedom of association

407-1
and collective bargaining may be at risk

Sustainability of our own operations and the value chain,
p. 50-53

Information is incomplete

98% of our procurement is made from Finnish suppliers and are thus
covered by Finnish legislation. We have carried out a supplier risk
assessment, which showed that 99.7% of our suppliers do not operate
in high-risk industries.

Child labor
GRI 3: Material Topics (2021)

New sustainability programme guides our work,

The assessment of material topics does not meet all the criteria in GRI

3-3 Management of material topics p. 22-24 2021 3-3 1-10
Sustainability management and governance, p. 32-33 '
GRI 408: Child labor (2016)
98% of our procurement is made from Finnish suppliers and are thus
Operations and suppliers at significant risk for Sustainability of our own operations and the value chain, L covered by Finnish legislation. We have carried out a supplier risk
408-1 o ) Information is incomplete . . 1-6
incidents of child labor p. 50-53 assessment, which showed that 99.7% of our suppliers do not operate
in high-risk industries.
Forced or compulsory labor
GRI 3: Material Topics (2021)
New sustainability programme guides our work
: : W SUSEAINAbITIty Prog eul HIWoTE, The assessment of material topics does not meet all the criteria in GRI
3-3 Management of material topics p.22-24 2071 3-3 1-10
Sustainability management and governance, p. 32-33 '
GRI 409: Forced or compulsory labor (2016)
98% of our procurement is made from Finnish suppliers and are thus
Operations and suppliers at significant risk for incidents Sustainability of our own operations and the value chain, L covered by Finnish legislation. We have carried out a supplier risk
409-1 Information is incomplete . .
of forced or compulsory labor p. 50-53 assessment, which showed that 99.7% of our suppliers do not operate
in high-risk industries.
Security practices
GRI 3: Material Topics (2021)
New sustainability programme guides our work
: : W SUSEAINAbITILY Prog &ul Hrwore, The assessment of material topics does not meet all the criteria in GRI
3-3 Management of material topics p.22-24 1-10

Sustainability management and governance, p. 32-33

2021 3-3.
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GRI 410: Security practices (2016)

pact principles

Security personnel trained in

410-1 . . .
human rights policies or procedures

Information not available

Principles for Human Rights were drawn up in 2022. In 2023, we will
continue with human rights training.

Rights of indigenous peoples

GRI 3: Material Topics (2021)

New sustainability programme guides our work,

The assessment of material topics does not meet all the criteria in GRI

3-3 Management of material topics p. 22-24 2021 3-3 1-10
Sustainability management and governance, p. 32-33 '
GRI 411: Rights of indigenous peoples (2016)
: e o - . . Not material in the context of provision of earnings-related pension
411-1 Incidents of violations involving rights of indigenous peoples Information is not applicable nsurance
Local communities
GRI 3: Material Topics (2021)
New sustainability programme guides our work, . . o
: : ¥ Prog 5 The assessment of material topics does not meet all the criteria in GRI
3-3 Management of material topics p.22-24 2021 3.3 1-10
Sustainability management and governance, p. 32-33 '
GRI 413: Local communities (2016)
Operations with local community engagement, impact assessments, .. . Not material in the context of provision of earnings-related pension
413-1 Information is not applicable .
and development programs insurance
Operations with significant actual and potential negative impacts on L , Not material in the context of provision of earnings-related pension
413-2 . Information is not applicable .
local communities insurance
Supplier social assessment
GRI 3: Material Topics (2021)
New sustainability programme guides our work, ) ) L
: : Y Prog & The assessment of material topics does not meet all the criteria in GRI
3-3 Management of material topics p.22-24 1-10

Sustainability management and governance, p. 32-33

2021 3-3.

GRI 414: Supplier social assessment (2016)

Respect for human rights in the supply chain and own

We determined the sector distribution of our total procurement and

414-1 New suppliers that were screened using social criteria , used this information to assess the share of suppliers in sectors with  1-6
operations, p. 50-51 . . .
high human rights risks
98% of our procurement made from Finnish suppliers and are thus
. - . . . Sustainability of our own operations and the value chain, L covered by Finnish legislation. We have carried out a supplier risk
414-2 Negative social impacts in the supply chain and actions taken Information is incomplete -

p. 50-53

assessment, which showed that 99.7% of our suppliers do not operate
in high-risk industries.
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pact principles
Public policy

GRI 3: Material Topics (2021)

New sustainability programme guides our work,

The assessment of material topics does not meet all the criteria in GRI

3-3 Management of material topics p.22-24 2021 3-3 1-10
Sustainability management and governance, p. 32-33 '

GRI 415: Public policy (2016)

- S Stakeholder co-operation and sustainability networks,

415-1 Political contributions
p. 48-49

Customer health and safety

GRI 3: Material Topics (2021)
N . . "

: : ew sustainability programme guides our work, The assessment of material topics does not meet all the criteria in GRI
3-3 Management of material topics p.22-24 1-10

Sustainability management and governance, p. 32-33

2021 3-3.

GRI 416: Customer health and safety (2016)

Assessment of the health and safety impacts of product

Not material in the context of provision of earnings-related pension

416-1 , , Information is not applicable .

and service categories insurance

Incidents of non-compliance concerning the health and safety .. . Not material in the context of provision of earnings-related pension
416-2 , , Information is not applicable .

impacts of products and services insurance

Marketing and labelling
GRI 3: Material Topics (2021)

New sustainability programme guides our work,

3-3 Management of material topics L
Sustainability management and governance

The assessment of material topics does not meet all the criteria in GRI
2021 3-3.
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GRI 417: Marketing and labelling (2016)

pact principles

Not material in the context of provision of earnings-related pension

417-1 Requirements for product and service information and labeling Information is not applicable nsurance
Incidents of non-compliance concerning product and service informa- . , Not material in the context of provision of earnings-related pension
417-2 ) , Information is not applicable .
tion and labeling insurance
_ , : , . . : Not material in the context of provision of earnings-related pension
417-3 Incidents of non-compliance concerning marketing communications Information is not applicable nsurance

Customer privacy

GRI 3: Material Topics (2021)

3-3

Management of material topics

New sustainability programme guides our work,
Sustainability management and governance

The assessment of material topics does not meet all the criteria in GRI
2021 3-3.

GRI 418: Customer privacy (2016)

418-1

Substantiated complaints concerning breaches of customer privacy
and losses of customer data

Data protection and data security, p. 47

The EU’s general data protection regulation (GDPR) requires that Var-
ma as a controller identifies data security threats and is able to take
preventive measures.

In 2022, Varma employees reported 91 data security events,

7 of which concerned minor data security violations under the GDPR.
Three cases were reported to the data

protection ombudsman.
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Independent accountant’s assurance report

To the Management of
Varma Mutual Pension
Insurance Company

Scope

We have been engaged by Varma
Mutual Pension Insurance Company
(hereafter Varma) to perform a ‘limited
assurance engagement, as defined by
International Standards on Assurance
Engagements, hereafter referred to as
the engagement, to report on Varma’s
Annual and Sustainability Report 2022
(the “Subject Matter”) for the period
1.1-31.12.2022.

Criteria applied by Varma

In preparing the Annual and Sustain-
ability Report 2022, Varma applied the
Global Reporting Initiative Sustain-
ability Reporting Standards and Var-
ma’s own internal reporting principles
(Criteria). As a result, the subject mat-
ter information may not be suitable
for another purpose.

Varma’s responsibilities

Varma’s management is responsible
for selecting the Criteria, and for pre-
senting the Annual and Sustainability
Report 2022 in accordance with that
Criteria, in all material respects. This
responsibility includes establishing
and maintaining internal controls,
maintaining adequate records and
making estimates that are relevant to
the preparation of the subject matter,
such that it is free from material mis-
statement, whether due to fraud or
error.

Ernst & Young’s responsibilities
Our responsibility is to express a
conclusion on the presentation of the
Subject Matter based on the evidence
we have obtained.

We conducted our engagementin
accordance with the International
Standard for Assurance Engagements
Other Than Audits or Reviews of
Historical Financial Information (‘ISAE
3000’), and the terms of reference
for this engagement as agreed with
Varma on 29.9.2022. Those standards
require that we plan and perform
our engagement to obtain limited
assurance about whether, in all
material respects, the Subject Matter

is presented in accordance with the
Criteria, and to issue a report. The
nature, timing, and extent of the
procedures selected depend on our
judgment, including an assessment
of the risk of material misstatement,
whether due to fraud or error.

We believe that the evidence
obtained is sufficient and appropriate
to provide a basis for our limited
assurance conclusions.

Our Independence and

Quality Control

We have maintained our indepen-
dence and confirm that we have

met the requirements of the Code of
Ethics for Professional Accountants
issued by the International Ethics
Standards Board for Accountants, and
have the required competencies and
experience to conduct this assurance
engagement.

Ernst & Young also applies
International Standard on Quality
Control 1, Quality Control for Firms
that Perform Audits and Reviews
of Financial Statements, and Other
Assurance and Related Services
Engagements, and accordingly
maintains a comprehensive system
of quality control including docu-
mented policies and procedures

regarding compliance with ethical
requirements, professional standards
and applicable legal and regulatory
requirements.

Description of procedures
performed

Procedures performed in a limited
assurance engagement vary in nature
and timing from, and are less in extent
than for a reasonable assurance
engagement. Consequently, the level
of assurance obtained in a limited
assurance engagement is substan-
tially lower than the assurance that
would have been obtained had a
reasonable assurance engagement
been performed. Our procedures
were designed to obtain a limited
level of assurance on which to base
our conclusion and do not provide all
the evidence that would be required
to provide a reasonable level of
assurance.

Although we considered the effec-
tiveness of management’s internal
controls when determining the
nature and extent of our procedures,
our assurance engagement was not
designed to provide assurance on
internal controls. Our procedures
did notinclude testing controls or
performing procedures relating to

checking aggregation or calculation of
data within IT systems.

A limited assurance engagement
consists of making enquiries, primar-
ily of persons responsible for pre-
paring the Annual and Sustainability
Report 2022 and related information,
and applying analytical and other
appropriate procedures.

Our procedures included:

- an update of our knowledge and
understanding of Varma’s material
sustainability reporting topics, orga-
nization and activities,

« an assessment of the suitability and
application of the reporting prin-
ciples regarding the stakeholders’
needs for information,

« interviews with senior management
to understand Varma’s sustainability
leadership,

« interviews with personnel responsi-
ble for gathering and consolidation
of the sustainability information to
understand the systems, processes
and controls related to gathering
and consolidating the information,

Annual and Sustainability Report 2022

. assessing sustainability data from
internal and external sources and
checking the data to reporting infor-
mation on a sample basis to check
the accuracy of the data,

- performing recalculation of
reported information and evaluat-
ing the correctness of underlying
data and narrative disclosures.

We also performed such other proce-
dures as we considered necessary in
the circumstances.

Conclusion

Based on our procedures and the
evidence obtained, we are not aware
of any material modifications that
should be made to the Annual and
Sustainability Report 2022 for the
period 1.1- 31.12.2022, in order for it
to be in accordance with the Criteria.

Helsinki, 7 March 2023

Ernst & Young Oy
Authorized Public Accountant Firm

Antti Suominen
Authorized Public Accountant
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