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Ke S ko i n b ri ef K Group’s retail sales and store numbers by operating country

Kesko is a Finnish trading sector pioneer. We operate
in the grocery trade, the building and technical trade
and the car trade. Our divisions and chains act in
close cooperation with retailer entrepreneurs and
other partners. We have over 2,000 stores engaged in
chain operations in Finland, Sweden, Norway, Estonia,

o o o . Retail sales,

Latvia, Lithuania, Russia, Belarus and Poland. emiion | Stores
Finland 10,100 1,963

* Kesko and K-retailers form K Group, the pro forma retail sales of which were €13.2 billion Sweden 355 37
(VAT 0%) in 2016 Norway 828 106
Estonia 169 28

* K Group is the third largest retail operator in Northern Europe Latvia 91 12
Lithuania 417 25

* K Group employs around 45,000 people Poland p— %6
Russia 287 13

* Kesko is a listed company and its shares are listed on Nasdaq Helsinki Belarue 101 6

* Kesko's domicile and main premises are in Helsinki

* Kesko is the world's most sustainable trading sector company (The Global 100 Most
Sustainable Corporations in the World)

* Percentage of
Kesko'’s net sales

KESKO'S ANNUAL REPORT 2016 2
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Kesko's business models

Kesko’s principal business model in the Finnish market is the chain business model, in which

independent K-retailers run retail stores in Kesko's chains.

B2B trade is a significant and growing part of Kesko’s business operations. In 2016, its net sales

were €3.0 billion, accounting for some 30% of Kesko’s net sales.

Outside Finland, we mainly engage in own retailing and B2B trade.

Divisions in brief

g —

6—

Grocery trade

In Finland, nearly 1,500 K-food stores offer their customer
high-quality and affordable food. K-food stores have around
1.2 million customers every day. K food retailers listen to

their customers' wishes and customise their stores' services
according to local customer demand. The customer and quality
are at the centre of everything that K-food stores do - our aim
is to offer the most inspiring food stores in the market, along
with supporting digital services.

KESKO'S ANNUAL REPORT 2016

Building and technical trade

The building and technical trade division offers its B2C and
B2B customers comprehensive selections of building and
home improvement products, as well as electrical and HEPAC
products, the most comprehensive store network in Northern
Europe, online stores and digital services. The division also
includes the operations of the furniture trade, the agricultural
and machinery trade, and the leisure goods trade.

Kesko's net sales by business model

@ Retailer entrepreneurs' retailing 45%
@ Kesko's own retailing 25%
@ B2B trade 30%

65

Car trade

VV-Auto is a company specialising in importing, retailing and
providing after-sales service for vehicles manufactured by
Volkswagen Group. VV-Auto also develops advanced service

concepts for the car trade. VV-Auto is the market leader in
Finland.
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Group
key figures

Net sales 2016

@ Grocery trade 52 %
@ Building and technical trade 40 %
@® Cartrade 8%

Comparable operating profit 2016

@ Grocery trade 58 %
@ Building and technical trade 32 %
@ Cartrade 10 %

KESKO'S ANNUAL REPORT 2016

Grocery trade

Net sales 2016

€ 5,236 million

Comparable operating profit

€ 175.9 million

Operating countries

Finland

Number of stores

approx. 1,450

Building and
technical trade

Net sales 2016

€ 4,100 million

Comparable operating profit

€ 97.9 million

Operating countries

Finland, Sweden, Norway,
Estonia, Latvia, Lithuania,

Poland, Russia and Belarus

Number of stores

approx. /70

Car trade

Net sales 2016

€ 849 million

Comparable operating profit

€ 29.5 million

Operating countries
Finland, Estonia and Latvia

Number of stores

18.8%

Get acquainted with Get acquainted with building Get acquainted with
grocery trade and technical trade car trade


http://annualreport2016.kesko.fi/strategy-report/divisions/car-trade/
http://annualreport2016.kesko.fi/strategy-report/divisions/building-and-technical-trade/
http://annualreport2016.kesko.fi/strategy-report/divisions/grocery-trade/
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Kesko's key performance indicators

Finances 2016 2015 2014 2013 2012 I

Net sales, € million 10,180 8,679 9,071 9,315 9,686 M
Comparable operating profit, € million 272.9 244.5 232.6 238.8 230.0

Comparable profit before tax, € million 27 238 226 233 228

Comparable earnings per share, basic, € 2.01 1.70 1.65 1.68 1.47

Dividend per share, € 2.00* 2.50 1.50 1.40 1.20 Comparable return
on capital employed

Comparable return on capital employed, % 1.9 n7 9.9 9.8 9.0

Comparable return on equity, % 9.8 8.2 7.6 17 6.9

Cash flow from operating activities, € million 170 276 304 414 382 1 1 9 o/o
............................................ .

Capital expenditure, € million 743 219 194 m 378

* Proposal to the General Meeting

Personnel 2016 2015 2014 2013 2012
Personnel, average 22,476 18,955 19,976 19,489 19,747

Permanent employees, % 90.8 91.4 89.3 89.8 89.0 4

Full-time employees, % 73.3 77.5 74.2 71.9 7.3

Salaries, fees and social expenses paid, € million 723 545 614 611 608

Supervisory positions held by women, Finland, % 46 51 54 53 51

............................................ As many as
Training days per employee 0.8 1.1 1.2 1.3 0.9

Sickness absences, days per employee Mmoo tes tes w2 2 5,100 people have already
completed the K Code of Conduct
elearning programme offered in
nine languages.

KESKO'S ANNUAL REPORT 2016 5
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Environment 2016 2015 2014 2013 2012 Y I 4
Scope 1and 2 emissions, thousand tonnes COze 125 188 202 191 205 S ’
Scope 1and 2 emissions/net sales, tonnes COze/€ million 12.3 21.6 22.2 20.5 21.2 P \ ~
Scope 1and 2 emissions/avg. number of employees, tonnes COze/ 5.6 9.9 101 9.8 10.4 4 l A
person
Specific consumption of electricity, Finland, kWh/gross m? 204 207 205 209 213 .
- , , S By summer 2017, there will be as many as
Specific consumption of heat energy, Finland, kWh/gross m? 79 76 79 83 95
Waste recovery rate, Finland, % 99 99 97 95 93 16 solar power plants on the rooftops Of

K Group stores. The new investments will
The reporting boundary for Scope 2 emissions has changed for 2016 make K Group Finland's biggest producer
and user of solar power.

Supply chain 2016 2015 2014 2013 2012
Goods, materials and services purchased, € million 9,839 8,593 8,839 9,037 9,454
Purchases from suppliers in Finland, % of all purchases 65.9 67.2 68.3 68.9 67.9 €
Direct purchases from high-risk countries, Finnish companies, % of 1 1.2 1.5 1.6 1.3
all purchases
BSCl audits/year 270 187 162 106 67
: : . T e K-retailers' total purchases
Pirkka Organic products, pcs 18 134 116 95 99 P
Pirkka Fairtrade products, pcs 36 40 4y 35 39 from FinniSh regions were

€602 millionin 2016

KESKO'S ANNUAL REPORT 2016 6
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Review by the
President and CEO

The modernising K Group is stronger than ever

For us at K Group, 2016 was a year of strategy
implementation and renewal. The most significant
events in terms of our growth strategy were the
acquisitions of Suomen Lahikauppa and Onninen. Our
strategic objective in all divisions is to strengthen the
customer experience for consumers and businesses,
both in-store and in digital channels.

* In 2016, net sales returned to significant growth and profitability improved
* Comparable return on capital employed rose to 11.9%
* K Group is one of Finland's biggest employers and taxpayers

Every person is different and every K-food store is different

Our focal area in the grocery trade is modernising and expanding K Group's neighbourhood
store network. We aim to improve the availability, quality and price-competitiveness of
neighbourhood store services as these qualities are valued by Finnish consumers. Thanks to the
acquisition of Suomen L&hikauppa, K Group offers Finland's most comprehensive and service
oriented neighbourhood store network.

KESKO'S ANNUAL REPORT 2016

The integration of Siwas and Valintatalos into
the K-Market network will continue in 2017, Y
and all of the stores will be transferred to ¥
K-retailers by 2018. At least 400 Siwas and

Valintatalos will become K-Markets. Footfall

i
WATCH'-;I'H‘VIDEO >

A

"

K-Markets. In some of the Siwas and Valinta- i
talos, it was necessary for us to investigate

and sales have increased significantly in the
stores that have already been converted into

whether it is possible for the operations to continue as part of the K-Market network in a profi-
table way. As a result of cooperation negotiations, the retail operations of 51 Siwas and Valinta-
talos will be discontinued.

We will modernise all of the K-Citymarkets by the end of 2018. Our aim is to create 81 different
K-Citymarkets with product selections and services that reflect their customer bases.

”We aim to improve the availability, quality and price-competitiveness of
neighbourhood store services as these qualities are valued by Finnish consumers.”

The grocery chains have been modernised in a genuinely customer-oriented way. Our aim is to
offer our customers the most inspiring stores in the grocery trade. For us, there is no such thing
as an average customer, as each customer, place and encounter is different. That is why every
K-food store is different and is tailored to the demands and profiles of local customers.

We will sharpen our focus on the Finnish grocery trade. We sold our grocery trade business in
Russia to Lenta, a Russian company, in November 2016. Expanding the business would have
required considerable additional capital expenditure.


https://www.youtube.com/watch?v=9-IEjHLVvH0
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Business customers are accounting for a growing proportion of the
building and technical trade

Kesko operates in the building and technical trade in nine countries and is the fifth largest ope-
rator in the European building and home improvement trade market. Our strategic objective is
profitable growth and a further reinforcement of our position in Europe.

The acquisition of Onninen, a company specialising in HEPAC and electrical products, was
completed in June 2016 and will reinforce B2B sales in particular. Onninen and Kesko represent
a unique combination in the building and technical trade, offering business customers in the
construction sector the most diverse selection of products and services on the market. Approxi-
mately 65% of sales in the building and technical trade come from business customers.

Consumers are becoming less likely to carry out projects related to building and renovation them-
selves. Building and renovation are becoming more technical and are increasingly the domain of
professionals. As the population ages and becomes wealthier, more services are used. Responding
to this market shift is one of our key strategic objectives. The K-Rauta Remonttimestari service is
a good example of new services in this area: it helps consumer customers to successfully carry out
renovations in areas such as kitchens, from planning all the way to completion.

Electric and hybrid vehicles enter the car ranges

VV-Auto is the market leader in Finland. At the end of 2016, we expanded our collaboration
with Volkswagen Group by acquiring the right to represent and import Porsche vehicles. Adding
Porsche to the selection will increase sales and improve the profitability of the car trade.

Volkswagen Group will launch 30 new fully electric vehicles by 2025, and various hybrid versions
are constantly introduced to product ranges. We believe that sales of electric cars may account

for 20-25% of all passenger car sales in Finland within 10 years.

We already offer an extensive network of free-to-use charging points for electric cars for
customers of K-stores. All of K Group's new construction and renovation projects on store sites

KESKO'S ANNUAL REPORT 2016

either include the construction of a vehicle charging point or are earmarked to include a future
charging point.

Competitive advantage through digital services and utilisation of
customer data

The internet and globalisation are breaking down barriers in trading methods, between lines of
business, in people's mobility and in customers' mindsets. The border-free world introduced by
digitalisation and the shift in distribution channels gives rise to entirely new opportunities for
trading. The traditional boundaries between customer segments are becoming blurred, leading
to a need for increasingly personalised and more diverse solutions.

In all divisions, our objective is to offer K Group's customers the best digital services. The smart
functionalities of the K-Ruoka mobile application makes it easier to plan a shopping list and visit
a store. We are developing a shared online store solution for the building and home improve-
ment trade's and Onninen's B2B customers. An entirely new online store for used cars - Caara.fi
- operates online without traditional showrooms.

”The border-free world introduced by digitalisation and the shift in
distribution channels gives rise to entirely new opportunities for trading.”

K Group's strategic focal area - a personal approach - will also play an instrumental role in deve-
loping our marketing. In 2016, we expanded K Group's targeted marketing using customer data
and began carrying out programmatic marketing relying on our own team of experts. By utilising
our own customer data and digital technologies, we will develop more customer-oriented marke-
ting and lay the foundations for marketing in the future.

The digital revolution requires new expertise and, in 2016, we recruited dozens of new professio-
nals to develop mobile services, analytics, process automation and modern online store solutions.
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We aim to be a frontrunner in corporate responsibility

Responsible business activities are crucial in achieving good and sustainable financial results.

All of our operations are built on trust between Kesko, the K Group stores, our customers and
partners. Corporate responsibility manifests itself in our everyday activities and our stakeholders
require this of us.

We operate in several countries and purchase goods from suppliers all over the world, so our
operations are subject to several international conventions and recommendations. In November
2016, we published the website "UN Sustainable Development Goals and Kesko' to explain how
we are promoting the 17 UN Sustainable Development Goals. We carried out a human rights
impact assessment in compliance with the UN's Guiding Principles on Business and Human
Rights, and we published a human rights commitment in September.

Our long-term inclusion in sustainability indices provides impartial evidence of our responsib-

le operations and facilitates investment decisions. Kesko ranked 25th in the Global 100 Most
Sustainable Corporations in the World list published in January 2017. In autumn 2016, Kesko was
awarded a grade of A- in CDP's Climate Change Disclosure survey.

It is of the utmost importance to ensure that the principles of corporate responsibility are
fulfilled every day in all of our operations and all of the countries where we operate. In 2016,
we updated our K Code of Conduct, and we require all Kesko employees and all of our partners
to commit to complying with it. Our new SpeakUp channel is intended for reporting suspected
crimes and abuses when the information cannot for some reason be passed on directly to the
Kesko employee in charge.

"It is of the utmost importance to ensure that the principles of corporate
responsibility are fulfilled every day in all of our operations and all of the
countries where we operate.”

KESKO'S ANNUAL REPORT 2016

Since the beginning of 2017, all electricity purchased by Kesko in Finland is renewable. By
purchasing renewable electricity we promote the production of renewable energy and support
the objectives of K Group's climate work. We purchase renewable electricity that has the
Renewable Energy Guarantee of Origin (REGO) from the Nordic countries. In 2017, we will take
the approach in our electricity purchasing that focuses on Finnish bioenergy.

We have spent a long time investigating the opportunities for utilising forms of renewable
energy in our store site projects. Finland's largest property-specific solar power plant was
completed in June 2016 on the rooftop of K-Citymarket Tammisto. We will significantly increase
our use of solar energy, and 16 solar power plants will be in use on the rooftops of K Group
stores by summer 2017. Thanks to the new investments, K Group will become Finland's largest
generator and user of solar energy.

| would like to thank the personnel, K-retailers and our stakeholders
2016 was a busy year of modernisation for us. Kesko and the K-stores will work increasingly
strongly as a unified K Group. This will enable us to offer our customers even better services and
operate efficiently - For shopping to be fun.

| wish to extend my warmest thanks to all Kesko employees, K-retailers and their staff, our sha-
reholders and our business partners for their good cooperation.

Mikko Helander
President and CEO
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Why you should
invest in Kesko

”In 2016, Kesko's net sales

returned to significant growth and
profitability improved. The return on
capital employed also improved in
comparison with the previous year.”

Jukka Erlund, EVP, CFO

”Kesko seems to be firmly back

on the front foot and our recent
meeting with the Company in
Helsinki confirmed that the
business has strong momentum

at the moment with management
actions delivering good results. The
Company meets our focus on change
investment process and scores well
on our proprietary quantitative
screen which helps us scour the
European investment universe for
potentially interesting ideas that are
going through some kind of change
and where there is the potential for
a valid non-consensus view.”

Andrew Paisley, Investment
Director, European Smaller
Companies, Standard Life
Investments Ltd.

KESKO'S ANNUAL REPORT 2016

Six reasons for investing in Kesko

Strong market position in

Finland and abroad

*  Market share of the grocery trade
estimated at 37-38% in Finland following
the acquisition of Suomen Lahikauppa

*  Market share of the building and technical
trade around 40% in Finland, strong
market position in Norway, the Baltic
countries and Belarus

*  Kesko operates in the building and
technical trade in nine countries and is the
fifth largest operator in the European
building and home improvement trade
market

©

High dividend paying capacity

*  Kesko distributes at least 50% of its compa-
rable earnings per share as dividends while
taking into account the Company’s financial
position and operating strategy

» Adividend of €2.0 per share is proposed to
be paid for 2016, which would represent an
average rate of 99.5% on the comparable
earnings per share, and the effective divi-
dend yield of B share would be 4.2%

= Dividends for the last five years were paid at
the average rate of 93.6% on the compa-
rable earnings per share, and the average
effective dividend yield of B share was 5.5%

-
S

Growth strategy

*  Growth of the grocery trade in Finland

*  Growth and expansion of the building and
technical trade in Europe

*  Growth of the car trade, particularly in
Finland

*  Strong progress was made on implemen-
ting the strategy thanks to the acquisitions
completed in 2016

*  Best customer experience in the trading
sector in all channels

¢

Recognised responsibility work

*  Keskois included in numerous sustainability
indices and listings, such as CDP's Climate
A- level, FTSE4Good, STOXX Global ESG
Leaders indices and the Global 100 Most
Sustainable Corporations in the World list

*  The corporate responsibility programme
applies to all of Kesko's divisions and con-
tains both short- and long-term objectives

R

Strong, stable financial performance
and financial position

* Enables investing in growth and long-term
business development

* Equity ratio of 48.6% and gearing of 5.8%
(2016)

*  The acquisitions are expected to generate
significant synergies in the near future

K

O

Competitive advantage from retailer
entrepreneurship

*  We combine systematic chain operations
with retailer operations based on entrep-
reneurship

= K-retailers tailor their product selections
and services to meet the needs of local
customers while listening to their wishes

* In 2016 Kesko had 1,088 K-retailer
entrepreneurs as partners

* In 2016 approximately half of Kesko's net
sales were generated by the retailer-
entrepreneur business model

10
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Share development

Kesko B € OMX Helsinki Cap PI

56 6400

5600

4800

4000

3200

2400

— KeskoB€ == OMX Helsinki Cap PI
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Dividend history 2011-2016

14
| | I
1 I
0

20m1 2012 2013 2014 2015 2016*

2.5

@ </share
* Proposal to the Annual General Meeting
Kesko Corporation distributes at least 50% of its comparable earnings per share as

dividends, taking however the company's financial position and operating strategy
into account.

1
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Our operating environment

The trading sector operations are affected

by several global megatrends ranging from

the digital revolution to climate change. By

identifying the trends that affect K Group’s Global megatrends
operations we are able to effectively anticipate
future challenges and opportunities and to
respond to them ever better. NG ST

DIGITAL REVOLUTION

Trends affecting K Group's operations URBANISATION,

SINGLE-PERSON HOUSEHOLDS
- AND POPULATION AGEING

o
CLIMATE CHANGE

International operators challenge local companies

* Intensifying price competition CORPORATE RESPONSIBILITY

* Global supply

* Affordable products are preferred for the shopping basket
* Sales of own brands are increasing

What we are doing

* We focus on a more limited number of businesses

* We differentiate ourselves from the competition with quality and selections

* We operate with even greater efficiency and quality

* We continuously expand the selection of affordable and high-quality own brand products

KESKO'S ANNUAL REPORT 2016 12
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Consumers' knowledge and
power has increased

« Transparency of selections, prices and
availability

* Importance of social media channels:
access to information, exchange of
experiences and interaction

* Origin of products and responsibility are
important selection criteria

* Quality and healthiness of food

What we are doing

* We make clear customer promises and
deliver on them - service, quality, price

* Marketing and offering will become
personalised

* We provide comprehensive information
about products, prices and availability in all
channels

KESKO'S ANNUAL REPORT 2016

L= 1

Digital store and services
* Ease of shopping

24/7 availability of services
irrespective of place

Mobile access plays an important role
Targeted marketing based on

customer data

What we are doing

We offer an even better customer

experience by making use of the
possibilities of mobile services, online
services and digital marketing

We target the offering making it
personalised

* The K-Plussa system is digitalised

* We build the best mobile services

oIl

O

i

-l
L ")

Individual customer behaviour

Ageing population

Increase in the number of single-person
households

Urbanisation

Increase in cultural diversity

What we are doing

We create new concepts and retailer
models

We take local conditions into consideration
in stores' operations and service offerings
We invest especially in the renewal of
neighbourhood retail services

We make more extensive use of customer
data

Corporate responsibility as well
as strong brands and identity are
preconditions for success

* Good corporate governance

* Responsible operating principles

» Climate change and circular economy
= Transparency of purchasing chains

* Open dialogue with stakeholders

* Responsible investment

What we are doing

* We take care that corporate responsibility
is realised in all our operations

* We promote the use and production of
renewable energy

*  We develop innovative circular economy
solutions jointly with partners

* We make efforts to ensure responsibility in
the supply chain

* We strengthen our corporate identity and
core brands

* We make corporate responsibility visible in
stores and marketing

13
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K Group's value chain

We take account of the stages and impacts of our value chain

We operate sustainably and responsibly at all stages of our value chain. In addition to its direct
impacts, our value chain generates significant indirect impacts.

Logistics
Efficient logistics

Circular economy
We promote circular

Products and
services

Multichannel trade
Easy shopping instore and

Purchasing chain
Responsibility across

Raw materials
Sustainable environment

* We promote the purchasing chains « We have customer online We put the customer first economy
sustainable use of natural * We support local oriented logistics models * K Group is a significant * Every K-store is different, * Waste from our own
resources production * We reduce emissions with employer: 45,000 because every customer is operations is recovered
* Our soy, palm oil, plastic * We are accountable for an efficient transportation employees different * We develop innovative
and other policy state- the safety and quality of fleet and optimization of > We have nearly 25,000 * We make use of customer circular economy
ments guide our products logistics suppliers data and offer personali- solutions

responsible sourcing

KESKO'S ANNUAL REPORT 2016

We ensure the respon-
sibility of production in
high-risk countries

Our comprehensive store
network is near customers
We develop digital
services that make
customers’ lives easier

sed benefits and services
to our customers

We build sustainable
partnerships with our
business customers

We provide extensive
recycling services to
K-store customers

14



—
K STRATEGY REPORT
—

GRI REPORT FINANCIAL STATEMENTS

Opportunities and risks related to the

operating environment

Importance of multi-channel approach

In line with our strategy, we aim to offer customers
the best multi-channel shopping experience in the

trading sector.

Opportunities

* E-commerce and digital services coupled with a
comprehensive store site network provide a basis for
excellent customer service in K Group.

* Our aim is to serve customers as well as possible at
different stages of the buying process irrespective of
time and place in physical stores, online or using their
combination.

* In order to improve customer satisfaction and increase
sales, we develop personalised customer marketing
based on shopping behaviour and increase the
availability of online information about products, prices
and availability.

KESKO'S ANNUAL REPORT 2016

Risks

Challenges to e-commerce profitability include: the
cost-efficiency of logistics operating models and the
adaptability of existing store sites to the logistics of
online sales.

Continuous changes in e-commerce and digital services

present special challenges to the rapid development
of new services and their integration into existing
systems.

With the growth of e-commerce or changes in market

situation, there is a risk that the operations of a chain
relying on physical stores or a store site become
unprofitable.

CORPORATE GOVERNANCE

15



O
K STRATEGY REPORT GRI REPORT FINANCIAL STATEMENTS CORPORATE GOVERNANCE
L

H H < Development of retail market in Kesko's operating countries in 2014-2016
Economic operating environment "

%

10

Our three strategic growth areas are: the grocery 5
trade, the building and technical trade, and the car . * ‘
trade. From the perspective of growth, key objectives : " -

include increasing our market share in the Finnish h

grocery trade, increasing the building and home )

improvement trade in Europe, strengthening market

leadership in the Finnish car trade, and developing |

digital services and multi-channel trade.
@ 2014 ® 2015 ® 2016

* Retail trade excluding motor vehicles, change %, deflated figures
(Source: Eurostat, PMR for Russia)

Opportunities Risks
+ Our strategy emphasises customer orientation and quality in all operations in addition to »  Continuing outlook for slow growth in the Finnish economy, the indebtedness of the public
competitive prices. sector may have a negative impact on the development of purchasing power.

* Inthe grocery trade, price is increasingly important.
* Modest development of the Russian economy.

* In the building and technical trade, the B2B trade grows clearly faster than B2C trade. * In the building sector, cyclical fluctuations may be strong.
* The acquisition of Onninen creates a unique entity for Kesko in the B2B trade.

KESKO'S ANNUAL REPORT 2016 16
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Transparency and responsibility in purchasing chains has become
increasingly important.lt is necessary to provide customers with
increasingly detailed information on the origins and manufacturing
methods of products. We take care to ensure that all operations and
the whole supply chain are responsible. Product safety management
must be flawless and traceable across the entire supply chain.

Opportunities Risks

* Networking with suppliers of goods and providers .
of services requires that all operators in the supply
chain adopt the same values, objectives and operating
practices and are committed to international
sustainability assurance procedures.

* VWe can help customers make responsible purchasing ~ *
decisions by means of corporate responsibility
communications, the stores' K-responsibility concept
and product labelling.

*  We strengthen customer confidence in K Group
through careful and traceable product safety control
and quality assurance.

KESKO'S ANNUAL REPORT 2016

Non-compliance in the management of social or
environmental responsibility within the supply chain
may cause human rights violations, environmental
damages, financial losses and the loss of customer,
owner and investor confidence while negatively
affecting the corporate responsibility work and its
credibility.

A failure in product safety control or in the quality
assurance of the supply chain can result in financial
losses, the loss of customer confidence or, in the worst
case, a health hazard to customers.

CORPORATE GOVERNANCE

17
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Impacts of climate change

Climate change causes risks and opportunities affecting habitats,
regulations and reputation factors.

Emissions from the generation of electrical and heat energy of properties represent a significant proportion of the environ-
mental impacts of Kesko and K Group stores. In accordance with our environmental and energy policy, our real estate func-
tions work in cooperation with business partners to develop solutions for the building, renovation, concept changes, mainte-
nance and use of real estate properties which reduce the consumption of materials and energy during the life cycles of these
properties. We also help our customers find energy-efficient solutions. Read more about energy-efficient solutions.

Opportunities Risks

* We efficiently recover waste heat, such as * Climate change will increase the risk of extreme
condensation heat generated by store refrigeration weather phenomena.
units, for heating using the latest technology. * Extreme phenomena may cause damage or business

interruptions that cannot be prevented or covered with
insurances.

* We also actively examine the use of renewable energy ¢ If our energy source policies prove wrong, they may
sources. Among other things, the use of soil and water lead to unpopularity among customers, owners and
as heat and cold storages, as well as the use of solar investors, and cause financial losses.
energy, will increasingly be potential alternatives as
technical solutions become more sophisticated.

* Products and services that enhance energy efficiency
in homes and are available at the building and home
improvement stores make it easy for customers to
improve the energy efficiency of their homes and to
find solutions that support sustainable development.

KESKO'S ANNUAL REPORT 2016
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K in Action:
Management by
information provides
stores with competitive
advantage

K Group is one of

the trading sector's
pioneers in collecting and
utilising customer data.
Retailers are using an
application that supports
store management

and offers a tool for
targeted marketing. For
customers, utilisation of
data will lead to personal,
interactive and multi-
channel service.
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It is important for retailers to monitor the wis-
hes of their customers, the development of
sales and trends in the trading sector. When
the business is busy, it has often been challen-
ging to search and analyse data quickly and,
in several cases, some data has remained
completely unused.

"We wanted to get all of the data into a

form that is easier for retailers to take in and
use. We developed an entirely new visual
reporting tool to enable retailers to see the
information about customers, market areas
and competitors that is relevant to their own
stores. A clearer reporting entity makes it
essentially easier for a store to manage by in-
formation," says Minna Vakkilainen, VP, Head
of Customer Data in the K Digital unit.

Easier to use data has reinforced the un-
derstanding that stores, areas, competitive
situations and customers are different. That is
why every K-store is different - tailored to the
demands and profiles of local customers.

Targeted email marketing

Easy, fruitful marketing based on data plays a key
role in the everyday work of digitalising stores.

The targeted marketing service, Kampanjatiski,
is an application that enables retailers to quickly
and cost-efficiently make store-specific email
marketing based on K-Plussa customer data.

K-food retailers see the application as a great
opportunity to do marketing.

"It is positive that | can do marketing whe-
never | want. Retailers need to be agile and
make decisions quickly. Kampanjatiski enab-
les us to react quickly," says Jouni Ekholm,
retailer at K-Supermarket Mustapekka.

In addition to the Kampanjatiski application
for retailers, K Group's other forms of marke-
ting are increasingly transitioning towards the
use of customer data.

"In 2016, we expanded K Group's targeted
marketing using customer data and began
carrying out programmatic marketing relying
on our own team of experts. By utilising our
own customer data and digital technologies,
we are developing more customer-oriented
marketing and laying the foundations for
future marketing," Vakkilainen says.

Utilising customer data to provide more
personal customer service

Customers expect stores to provide a new
form of personalised and interactive service.
They want to get a wider range of service in
return for the information that they give to
companies. However, this does not neces-
sarily mean that customers are only looking
for special offers. It is also important to offer
service, information and inspiration.

We create marketing based on customer data
to offer the best customer experience in the
trading sector. We communicate to custo-
mers at the right time, using the right media
and with exactly the right content for each
customer.

"By utilising internet browsing data, we can
help customers who are planning renovations
to get through the various phases of the
renovation by offering them relevant content
in different channels, telling them about the
renovation services offered by K-Rauta and
providing interior decoration tips,” says Mari
Huuki, Marketing Analyst for the building and
technical trade.

Read more:
K-Plussa is changing

K-food mobile application (in Finnish)
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Our strategy

The core of Kesko's strategy is profitable growth

in three strategic areas: the grocery trade, the
building and technical trade, and the car trade. We
differentiate ourselves from the competition with
quality and customer orientation.

Kesko and K-stores are working increasingly strongly as a unified K Group, so we can offer our
customers even better services and operate efficiently. Our strategic objective is to strengthen
the customer experience for consumers and companies both in stores and in digital channels.
We modernise the chain concepts, build the best digital services in the trading sector and
reform the K-Plussa customer loyalty system.

Our strategic objective is to strengthen the customer experience for
consumers and companies both in stores and in digital channels.

In the grocery trade, our strategic objective is good profitability and a stronger market share in
Finland. We want to offer the most inspiring food stores and digital services in the market. The
growth strategy is underpinned by the acquisition of Suomen Lahikauppa completed in early
2016. In consequence of the acquisition, at least 400 Valintatalo and Siwa stores will be renewed
into K-Markets by spring 2017. In addition, the current approximately 400 K-Market chain stores
and 60 Neste K stations will be modernised by the end of 2017. We will carry out a modernisa-
tion of the K-Citymarket chain by the end of 2018 and create 81 different stores with product
selections and services that reflect their customer bases. We are refining the K-Supermarket
concept and expanding the network with new store sites. In addition, we are strengthening our
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digital approach and improving the level of quality and service in K-food stores, and renewing
the marketing model. We disposed of the Russian grocery trade towards the end of 2016.

Kesko operates in the building and technical trade in nine countries and is the fifth largest ope-
rator in the European building and home improvement trade market. The strategic objective is
growth and a stronger position in Europe. The acquisition of Onninen, a company specialising in
HEPAC and electrical products, in the first half of 2016 will significantly support this. The com-
bination of Onninen and Kesko's building and home improvement trade has enabled us to create
a unique B2B trade entity on the market. We are making major developments in digital services
and e-commerce. In Finland, K-Rauta and Rautia stores will be combined under the renewed
K-Rauta brand. The brand renewal in other operating countries will take place in phases.

Kesko operates in the building and technical trade in nine countries and is the
fifth largest operator in the European building and home improvement trade
market.

In the car trade, Kesko is the market leader in Finland, and our objective is to increase our
market share in the car trade, particularly in Finland. We are actively developing new business
models and improving the multi-channel customer experience. Towards the end of the year, we
acquired the rights to represent and import Porsche vehicles in Finland.

In addition, we are developing Kesko's other businesses, which include the furniture trade, the
sports trade, the agricultural trade, the machinery trade and the shoe trade, with the aim of
increasing their value.

To ensure competitiveness and improve profitability, we have realised savings of €50 million in
fixed costs. We estimate that the acquisitions will generate over €30 million in synergies at the
EBITDA level from 2018 onwards and over €60 million from 2020 onwards.

In 2015 and 2016, we made capital expenditure of €500 million in business operations, excluding
acquisitions. As of 2018, we estimate that the annual capital expenditure will be less than
€200 million.
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Strategy implementation is progressing

Acquisition of
AutoCarrera

Divestment of
K-ruoka, Russia

Acquisition
of Onninen

Acquisition of
Suomen Lihikauppa

Kesko Senukai arrangement
in the Baltic countries

Real estate
arrangement

Divestment
of Anttila

Strategic objectives

* Growth in grocery trade

* Growth and expansion of the building and
technical trade in Europe

* Growth of the car trade, particularly in
Finland

* The best customer experience in the tra-
ding sector in all channels

* Asingle, unified Kesko, seeking synergies
and efficient common functions

ONE UNIFIED K THE CUSTOMER AND QUALITY - IN EVERYTHING WE DO
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Our financial objectives Return on capital employed* Return on equity*®

Return on capital employed, target: 14%

We will reach this target by focusing on stra-

tegic growth areas, growing cost-efficiently Target level 14%
and by improving capital efficiency. "

9 11.9% Target level 12%
i 1.7% o e
Return on equity, target: 12% 08%  9.9% 9.8%
[ — - 10
We will allocate capital so as to realise the 1% 6w
-1/ 0%
best possible return and increase shareholder 8 R X
value. 6 6
. 4 4
Interest-bearing net debt/EBITDA, target:
less than 2.5 2 2
We will maintain a strong financial position 0 0
as well as safeguard our dividend capacity 20122013 2014 2015 2006 20122015 20082015 2076
and the opportunities to implement strategic * Comparable * Comparable

projects.

Financial objectives

Realisation in Realisation in Realisation in
Objectives Target level 2016 2015 2014
Return on capital employed*® 4% 11.9% Mn.7% 9.9%
ReturnrerVnr equity™ . V V ‘iZ% | V V 9;8% - V V 8;2% . 7.6%7
Interesrtr-rbrearing nertrcrzlebt/EBIijA N <72.5 [ 70.4 - ;1.4 . -0.737

Kesko's dividend policy: Kesko Corporation distributes at least 50% of its comparable earnings per share as dividends, taking into
account, however, the Company's financial position and operating strategy.

* Comparable
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The foundation of our
operations

Value

The customer and quality - in everything we
do

Vision

We are the customer's choice and the quality
leader in the European trading sector
Mission

We create welfare responsibly for all our
stakeholders and the whole society

One unified K

1. A strong brand and identity at the consumer
interface

2. Efficient common functions

3. Customer relationships across divisional
borders

K
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Operating principles

| operate
directly, openly
and honestly

Honest and open operati-
on is the starting point for

1 OPERATE
DIRECTLY, OPENLY
everything. Responsibility ANSHSRES
is a success factor for the
K Group, proof of which
is customers' confidence
in the K Group's operating

principles and products.

I CREATE TRUST

I create trust

Trust in other people is,
above all, based on our own
operations. In the K Group,
people respect each other
and listen to customers'
needs.

M ALL IN

I SHOW THE PATH

I'mallin

In the K Group, personnel
put themselves into play
every day in order to offer
their customers a diver-
sified selection, quality
products and first class
services that enable daily
life to go smoothly.

I show the path

Through constant
development and renewal,
the K Group gains a clear
direction in serving cus-
tomers ever better. In the
K Group, everyone knows
their role and has the
agility to respond to
changing conditions.
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K in Action: K Code of Conduct unites personnel in
nine operating countries

Since October 2016, the K Code of Conduct has
established itself as the name of the operating
principles shared by all members of the Kesko
personnel in Finland, Sweden, Norway, Estonia,
Latvia, Lithuania, Poland, Russia and Belarus.

In 2016, we updated the former guide entitled Our Responsible Working Principles. An emp-
loyee survey had revealed a need to clarify and update the guidelines and to prepare separate
guidelines for business partners.

”It was important to bring the guidelines up to date also because during the year thousands of
new employees have joined us as a result of the acquisitions of Suomen Lahikauppa and Onni-
nen. With the update, we also wanted to emphasise management’s commitment to the shared

K Code of Conduct and to improve the everyday presence of the guidelines. The K Code of
Conduct includes a link to the SpeakUp reporting channel, which operates in nine languages and
makes it easier to report suspected or actual violations of the shared operating principles confi-
dentially,” says Kesko EVP, Group General Counsel, Anne Leppél&-Nilsson.

Ambassadors convey the message

We have prepared an eLearning package for the entire personnel to facilitate the adoption of
the K Code of Conduct. By the end of 2016, a total of 3,159 people had already completed the
elearning programme.

KESKO'S ANNUAL REPORT 2016

Code of Conduct

LA XS

i @ =

Indoor Estonia was the first company in which the entire

- e
Mariya Yakusheva, Svetlana Kononova and Vadim

personnel completed the K Code of Conduct eLearning. Bezovchuk, who work at the K-Rauta HR function in

To celebrate, coffee and cake was enjoyed at all Indoor St. Petersburg, have familiarised themselves with the

Estonia offices. K Code of Conduct in Russian.

We appointed K Code of Conduct ambassadors from among the personnel in all divisions and
operating countries to assist in the deployment.

"These roughly 20 ambassadors act as messengers, information channels and contacts both with
respect to their own organisations and the K Code of Conduct steering group. It’s been great to
see how eagerly they have embarked on their assignment to deliver the message,” says Leppa-
[&-Nilsson.
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Continuous monitoring ensures commitment

For the K Code of Conduct to be constantly upheld, we pay special attention to the
monitoring in the following ways:

* We monitor the completion rates of the K Code of Conduct eLearning programme
and, if necessary, remind related target groups of the completion

* We update all new and renewed employment contracts to include a clause about
the requirement for personnel to familiarise themselves and comply with the
K Code of Conduct

* As of 2017, we oblige the entire personnel to annually acknowledge their complian-
ce with the K Code of Conduct guidelines

* We add a K Code of Conduct contract clause to agreements signed by Kesko
Group companies under which the Group companies purchase products or services
from parties outside the Group

* We draw up an annual plan with quarterly actions promoting the awareness of the
K Code of Conduct

* The K Code of Conduct Steering Group convenes at least every six months and
checks whether the guidelines are up to date, plans trainings, and monitors and

reports the training completion rate

Watch the video >

KESKO'S ANNUAL REPORT 2016

N

&

We comply We do not offer or We comply with the Kesko policies
with the law accept bribes on hospitality and gifts
We avoid We respect We treat one
conflicts of interest human rights another equally
: e ]
We minimise our We communicate transparently and We do not disclose
environmental impacts protect the Kesko brand business secrets
\Yf/ !-!
We process customer information and We are committed to We comply with insider regulations
other personal data in confidence fair competition and Kesko insider guidelines

The K Code of Conduct contains 12 principles illustrated with clear examples.
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Stakeholder address:
The K Digital Trainee programme led to
interesting career opportunities

Five skilled and keen trainees were selected to join
the first K Digital Trainee programme. The six-month
programme was a real success and the trainees now
have permanent jobs developing digital services in
different parts of K Group.

| started working as a digital trainee with Katri, Hilla, Hanna-Reeta and Joonas in May 2016.
During the trainee period, we were placed in the K Digital unit and in all Kesko divisions, namely
the grocery trade, the building and technical trade, and the car trade. We were not, however,
confined by the boundaries of the designated unit and we often crossed them in our work. In our
tasks, we got to know Kesko from the store floor to strategic work perspectives. We mostly wor-
ked on various development projects and also actively took part in the development of working
practices and the company culture.

Besides skills, the characteristics that were valued in the selection of trainees to the K Digital
Trainee programme were courage, self-initiative and open-mindedness. We were expected to
question the current operating models and encourage everyone around us towards a new ap-
proach. We all were included in projects which recent graduates can typically only dream about.
It was great to see that we were put in charge without hesitation, and as we met expectations,
we were given more and more interesting and challenging tasks. In addition, the trainee pro-
gramme included group coaching sessions, excursions to partner companies and the “Grande
Finale”: a study trip to London.

KESKO'S ANNUAL REPORT 2016

Kesko HR was in charge of the trainee team and organising the programme. The K Digital
Trainee Programme was part of the Finland's Mentors project, through which Kesko makes a
contribution by employing recently graduated young people. We gained a good overall idea of
K Group and got to create networks within and outside the organisation.

Besides the support from Kesko’s Chief Digital Officer Anni Ronkainen, our daily work was gui-
ded by personal tutors and mentors nominated to boost personal development.

The six-month period was a real success and fortunately for all parties, we got permanent jobs
in different parts of the organisation. Now our boldness and open-mindedness are combined

with the knowledge and skills gained during the trainee period. We have got off to a good start
in our common journey towards the best digital services.

Niina Tuikka

Watch the video >
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How we create value

Our operations are based on stable
finances, professional and committed
people throughout our value chain,
and a strong and consistent K brand.
We are a major local operator, and
our activities affect all aspects of
society. We create value for all our
stakeholders: customers, personnel,
shareholders, retailers, suppliers

of goods and providers of services,
municipalities and nations.
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Value creation

OUR MOST IMPORTANT THE CUSTOMER AND QUALITY - IN EVERYTHING WE DO

RESOURCES /\
1

J/

ADDED VALUE TO STAKEHOLDERS

Suppliers

Partnerships
Distribution channels

Personnel

Jobs and livelihood
Wellbeing at work

Customers

Tailored selections
and services

Brands, reputation and
customer data

Store sites Retailer Comprehensive o
entrepreneurs’ store site network, .w.ners . e
Personnel and retailers el ke orllinG Sieres end Dividends and capital appreciation
]

delivery services
Supplier relationships and Y

logistic operating models

2
Grocery trade N

. . Building and Kesko's own High-quality products, SHARED VALUE AND IMPACTS
Financial resources technical trade retailing and services and
B2B trade solutions

Service concepts Car trade

Taxes

Providing employment

Environmental impacts

Customer relationships Providing services Local sourcing Human rights impacts

Natural resources Capital expenditure Retail stores as local operators

WE ARE THE MOST SUSTAINABLE TRADING SECTOR COMPANY

IN THE WORLD

Our most important
resources

Kesko's operations are based on professional and
committed people throughout our value chain,

a stable financial position and a strong, unified
K-brand. Efficient and responsible use of resources
ensure the success of business operations.

* 45,000 people work at the K Group,

* 20,000 of whom at Kesko

> 1,100 retailer entrepreneurs at K-stores

*  Around 48% of the personnel are in Finland and
52% are in the other operating countries
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Value creation in our
operating result

The key functions, such as efficient logistics,
responsible purchasing and digital services, provide
the K-store and Kesko personnel with the best
conditions to do their jobs well. We offer our cus-
tomers high-quality products and the best service
at stores and in digital channels alike. The K Group
value, ‘The customer and quality - in everything we
do’, is visible across our business operations.

* Over 2,000 different stores of different sizes,
several online stores and digital services
° 9 operating countries

* 1.6 million customers per day

Added value for
stakeholders

We create value for everyone who operates with
the K Group, from suppliers and personnel to sha-
reholders and people who shop at our stores.

* €248 million in dividends
* €575 million in salaries

* 24,600 suppliers, of which
* 11,900 are in Finland

*  €8.6 billion in purchases

Shared value
and impacts

We are a significant local operator and the impacts
from our operations extend throughout society.
When we do our work right, we create wellbeing
everywhere around us.

* €743 million in capital expenditure

* €49 million in income taxes

* €602 million in retailers' direct purchases
*  66% of Kesko's purchases from Finland

* 19% from the other operating countries

* Services in connection with stores
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For our stakeholders, the most important areas where we create value are customer value, owner value and social value.

Customer value

*  Our main duty is to offer our customers the products and services they need. Our products
are well researched, safe and responsibly manufactured. We create new services to make our
customers' everyday lives easier and make them available in multiple channels.

* Our agile retailer business model is our competitive advantage.

* A personal approach and an inspiring customer experience are our strengths. Because every
person is different, every K-food store is also different.

* B2B customers are becoming increasingly important in the building and technical trade.
Building and renovation are becoming more technical and are increasingly the domain of
professionals.

K brand to the next level

Building a new, strong K consumer brand has been an important part of our strategy work. In
2016, we moved to a new level in building the K brand as we launched an extensive chain brand
renewal under the K umbrella brand.

First, we launched a new chain brand and chain identity in the K-Market chain. Next, we moved
on to K-Rauta and K-Citymarket. During the spring of 2017, we will modernize the fourth chain
brand, K-Supermarket.

Responsibility, inspiration and individual attention to every customer are the key aspects of the
new K brand. Just as our every customer is different, so is each of our stores, tailored for its
customers. For shopping to be fun.

K-retailers are our competitive advantage

In 2016, 45% of Kesko's net sales came from the retailer business model. There are 1,088 K-retailer
entrepreneurs operating in Finland, 841 of them as K-food retailers, 147 as retailers in the building
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and home improvement trade and/or agricultural trade, and 100 as specialist retailers. The number
of K-food retailers will grow in the near future as at least 400 Siwas and Valintatalos converted to
K-Markets will be placed under the control of retailer entrepreneurs over the next two years.

K-retailer entrepreneurs are responsible for customer satisfaction, product selections, pricing,
personnel and business profitability in their stores. K-retailer entrepreneurs tailor the product

selections and services around the needs of local customers and listen to their wishes.

Find out more about K-retailers

Own brand products

Own brand products play a key role in K-stores' diverse product selections. Our own brands
enable us to offer more affordable shopping baskets and high-quality products that suit various
life situations.

The Pirkka product range contains nearly 2,600 products that combine high quality with afforda-
bility. When new products are selected for inclusion in the Pirkka range, Finnish products always
take precedence, providing that the product meets the quality and price criteria.

Products in the Pirkka range with responsibility labels in 2016:

* Pirkka products with the Swan label: 65

* Pirkka products with the Hyv&a Suomesta (Produce of Finland) label: 247
* Pirkka Fairtrade products: 36

* Pirkka Organic products: 118

* Pirkka MSC-certified fish products: 37

 Pirkka products with the UTZ label: 32
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The asset of the K-Menu range is affordability. K-Menu products are high-quality, basic everyday
foods whose price is the most important criterion for consumers.

The own brands of the building and home improvement trade - Cello, PROF, FXA and Fiorin -
provide customers with reliable and affordable products for home and garden, as well as tools
for building and renovation. Among Onninen's own brands, Onnline offers electrical, HEPAC and
refrigeration products for B2B customers. The electrical and HVAC products under the OPAL
brand are primarily designed for B2C customers.

Find out more about products with responsibility labels
Find out more about Pirkka and K-Menu products
Find out more about Cello products

Product development and product research

Product research laboratory

Kesko's product research laboratory controls the quality of the grocery products sold by K-food
stores. High-level analyses ensure the safety of foodstuffs.

The Product Research laboratory is a T251 testing laboratory that has been accredited by the
FINAS accreditation services. It is the only research laboratory for the trading sector’s own
brand products that has been approved to comply with the SFSEN ISO/IEC 17025 standard.

The product research laboratory analysed 7,770 product samples and conducted 17,176 analyses
in 2016.

All new own brand products - Pirkka and K-Menu range products - are analysed thoroughly
several times. Each new product to be included in the range goes through a multi-stage survey
which consists of lab analyses and sensory evaluations.

K-maatalous Experimental Farm

The K-maatalous Experimental Farm in Hauho invests in development and research work on
plant varieties to promote sustainable cultivation methods and better Finnish food production.
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The research conducted on the farm aims to provide K-maatalous retailers and farmers with
tested solutions for making productive product choices and optimising their harvests.

The K-maatalous Experimental Farm made a Baltic Sea Commitment to the Baltic Sea Action

Group (BSAG) in June 2016. The experimental farm's commitment focuses on developing
measurement practices and devices to determine the growth conditions and nutrients in soil.

Read more about Product Research

Read more about the K-maatalous Experimental Farm

Responsible purchasing

Our purchasing activities are guided by the following:
* Kesko's purchasing principles

* The Principles and Practice of Socially Responsible Trading guide

* Corporate responsibility policy statements

We have responsibility to our customers to ensure that the products sold at K-stores are of high
quality, well researched and responsibly produced.

Special attention is paid to human rights issues and working conditions in the purchasing chain.
When suppliers are monitored, the focus is on the countries where the risks of violations of
these rights are the greatest. Special attention is paid to working conditions at factories in high-
risk countries, though the quantities imported from these countries are small (1% of all Kesko’s
purchases in 2016).

International assessment systems, BSCI auditing and SA8000 certification, are used for supplier
audits in high-risk countries.

Read more about responsible purchasing
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Owner value

* Kesko is a financially sound listed company
* Good dividend capacity
* Aresponsible investment

Our financial position is very strong. As a result of acquisitions, our net sales increased by 17.3%,
the comparable operating profit was €273 million and the return on capital employed rose to
11.9% in 2016. At the end of 2016, Kesko had liquid assets of approximately €391 million and

a balance sheet total of €4.4 billion. A strong and stable profit and financial position enable
investment in growth and long-term business development. We expect acquisitions to generate
significant synergies in the near future.

We distribute at least 50% of our comparable earnings per share as dividends while taking into
account the Company’s financial position and operating strategy. A dividend of €2.0 per share is
proposed to be paid for 2016, which would represent an average rate of 99.5% on the comparab-
le earnings per share. We have paid dividends every year but one (1967) since we were listed in
1960. In 2016, the price of a Kesko B share rose to 46.7%, while the closing price was €47.48.
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Corporate responsibility plays an increasingly important role in
investment decisions

Responsible business is crucial for the achievement of good and sustainable financial results.
All of our operations are built on trust between Kesko, the K Group stores, our customers and
business partners. Corporate responsibility manifests itself in our everyday work and our stake-
holders require this of us.

Besides financial factors, investors are increasingly taking account of aspects related to the
environment, social responsibility and corporate governance (ESG) when they make investment
decisions.

Our long-term inclusion in sustainability indices provides independent evidence of our respon-
sible operations and facilitates investment decisions. On the 2017 Global 100 Most Sustainable
Corporations in the World list, Kesko ranked 25th and at the same time, as the world's most
responsible trading sector company.

Find out more about Kesko as an investment

Find out more about corporate responsibility
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Social value

* We are a significant employer, taxpayer and service provider, and our operations create wel-
fare for society as a whole.
* We select our business partners with care and we require them to operate responsibly.

We create jobs

At the end of 2016, the number of Kesko personnel was 22,476. K Group - Kesko and the
K-retailers - employ approximately 45,000 people in total. Roles range from jobs at a store to
retailer entrepreneurship as well as expert positions and supervisory positions in various fields.

We offer a wide range of career and development opportunities in different roles in the trading
sector. As the operating environment and customer requirements in the trading sector change,
continuous competence development for personnel takes on an increasingly important role.

The core areas of competence development are management culture and supervisory work, sales
and service skills, product line specific competitive advantage projects, e-commerce and services.

The ongoing digital revolution requires new skills. In 2016, we recruited dozens of new professio-
nals to develop mobile services, analytics, process automation and modern online store solutions.
We also arranged a six-month K Digital Trainee programme, and the five trainees who completed

it are now permanent employees developing digital services in various parts of K Group.

Find out more about our personnel

Suppliers are important partners

Most of the economic benefits generated by Kesko’s operations - approximately 84% of Kesko’s
net sales - flow to suppliers, from which purchases were valued at €8.6 billion in 2016.

Kesko had approximately 24,600 suppliers and service providers (from which we made purcha-
ses of at least €1,000) in 2016. Approximately 11,900 of these were based in Finland, approxi-
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mately 10,200 were in Kesko's other operating countries, and approximately 2,500 were based
elsewhere.

We select our business partners with care and we also require them to have responsible opera-
ting practices. The business partners’ version of the K Code of Conduct is appended to new

and renewed agreements.

Purchasing Finnish products and services creates economic benefits for Kesko's home country
and promotes local work.

In 2016, the purchases of all Kesko companies from suppliers operating in Finland totalled
€5,661 million, accounting for 65.9% of the Group’s total purchases. K-retailers’ direct purchases
from Finnish regions totalled €602 million.

Pirkka products are manufactured by nearly 120 companies across Finland. Their manufacture,
or the inclusion of a manufacturer’s own product in Kesko's grocery trade selections, provides
many regional companies with an opportunity to expand their market to cover the entire country.

The taxes we pay benefit society

Kesko is a significant taxpayer: in addition to paying income and real estate taxes, Kesko colle-
cts, reports and remits indirect taxes, such as value-added tax and excise duties.

Our principle is always to pay taxes on operating income and assets to the respective operating
country in compliance with local laws and regulations.

K Group and its around 45,000 employees have a substantial impact on the municipal sector.
Municipal taxes paid by our personnel account for a considerable proportion of municipalities’
tax revenue.

In 2016, there were K-food stores in 280 municipalities in Finland. Real estate taxes on the busi-
ness premises used by Kesko and K Group are paid to the municipalities in which the premises
are located. Part of the income taxes from Kesko’s and K-retailers’ entrepreneurial activities are
distributed to those municipalities where the activities take place.

Read more about taxes
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K in Action: Putting shopping in new kind of circular
economy bags instead of plastic bags

K Group is committed to
reducing the consump-
tion of plastic bags. The
latest alternative for a
plastic bag is the Pirkka
ESSI circular economy
bag, made from plastic
packaging recycled by
households.

Plastic bags cause problems when they end
up in water bodies and elsewhere in the natu-
ral environment. A particular concern in

K Group's operating environment is the litte-
ring of the Baltic Sea and large lake bodies.

The aim of the EU packaging directive
(94/62/EC, 2015/720/EU) is to keep the
annual consumption level at a maximum of
40 plastic bags per person by 2025. K Group
is committed to promoting the achievement
of this target. In 2016, some 55 plastic bags
were consumed per person in Finland.
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Circular economy bags made of household
plastic packaging waste

As from January 2017, we offer K-food store
customers new kind of circular economy bags,
made from packaging plastics recycled by
customers, as alternatives to shopping bags.

There are 396 Rinki eco take-back points in
connection with K-stores, 160 of which accept
plastic packaging plastics.

The Pirkka ESSI circular economy bag,
manufactured by Amerplast Oy, is the first
Finnish plastic bag made from recycled
plastics from households. It promotes the
circular economy, because after use, it can
be recycled again through the Rinki eco
take-back points for use as a raw material for
new circular economy bags.

At least 45% of the recycled plastic used as a
raw material for the Pirkka ESSI circular bag
economy consists of plastic packaging waste
from households. At least 45% of used recy-
cled plastic comes from industry. As such,
circular economy bags considerably reduce

the use of virgin raw material consumption and
greenhouse emissions.

Read more about Pirkka ESSI circular
economy bag

Read more about Kesko’s plastic policy

statement

The Pirkka ESSI circular economy bag, manufactured
by Amerplast Oy, is the first Finnish plastic bag made

from recycled plastics from households.
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Read about the actions aimed to reduce plastics

Plastic bags cause problems when
they end up in water bodies and el-
sewhere in the natural environment.
A particular concern in Kesko's ope-
rating environment is the littering of
the Baltic Sea and large lake bodies.
Kesko is committed to the EU’s
objective to reduce consumption of
plastic bags to 40 bags per capita
by 2025.

Thin small plastic bags will no lon-
ger be on display at the checkout
line. They will be handed out on
request for covering products that
may leak.
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Kesko provides alternatives for plastic
bags in its selections: reusable bags,
cotton bags and jute bags, as well as
paper bags and recycled plastic bags.
At the beginning of 2017, Pirkka ESSI
recycled bag was added to the choice.
Kesko aims to increase alternative car-
rier bags’ and cardboard boxes’ share
of sales to 10% by 2025.

<

>

In its procurement and distributi-

on logistics, Kesko uses reusable

plastic containers, which reduces
the quantity of cardboard parcka-
ging waste by around 4,000 tons

per year.

The chlorine, stabilisers and
phthalates contained in PVC are
estimated to cause significant
environmental and health impacts.
Packaging material containing PVC
in Kesko’s own brands’ products
will be replaced with an alternative
material by the end of 2016.

Nearly all of Kesko’s own brand
product packages have recycling
identification codes. The missing
codes will be added to the
packages of own brand

products within 2017.

VAAY
00O
(o J o)

In order to protect waterways, Kes-
ko will discontinue the use of plastic
microbeads in all of its own brands’
cosmetic products during 2017.

%"
Za

The K Group offers its customers
the most comprehensive Rinki eco
take-back point network in Finland.
Plastic is collected at 160 plastic
collection points adjoining K-sto-
res. K-food stores receive and re-
cycle nearly 120 million PET plastic
bottles per year. Kesko's target is
that by 2025, 100% of plastic waste
is collected for reuse in all divisions.

€

As from the beginning of 2017
retail plastic bags will be subject
to a charge at all K Group food
stores, building and home impro-
vement stores, agricultural stores
and machinery stores, as well as
furniture stores.

« N

"4

The operations of the food and
building and home improvement
stores are guided by the K-res-
ponsibility concept. One of its
main themes is taking care of the
environment. As for its e-commer-
ce, Kesko recognizes its responsibi-
lity as a producer by taking care of
the collection of plastic and other
packaging materials and by paying
the producer responsibility fees for
its packaging.
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K in Action: Human rights assessment helps improve the company’s operations
and supply chain transparency

Between 2014-2016,

we carried out a human
rights impact assessment
in accordance with the
UN Guiding Principles
on Business and Human
Rights. The extensive
work was worth the effort
because it gave us lots of
useful information which
will help us improve

the transparency of our
supply chain, the dialo-
gue with our personnel
and our customer service
even further.

What is it about?

* The UN Guiding Principles on Business
and Human Rights, which were launched
in 2011, have become the global standard
that guides corporate responsibility related
to human rights.
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* The principles oblige businesses to res-
pect human rights in all their operations.
Businesses must assess the human rights
impacts and risks of their operations, crea-
te systems for avoiding risks, and establish
processes for any corrective measures.

Our human rights assessment in a nutshell

* During the extensive assessment, we lis-
tened to the views of customers, personnel
and factory workers in high-risk countries
on how human rights are realised in
K Group’s operations.

+ Dialogue with customers affirmed our view
that for customers, the right to health,
children’s right to special protection, and
non-discrimination are the key human
rights that we must ensure.

* The results of surveys at factories in high-
risk countries (China, India, Bangladesh
and the Philippines) were largely congru-
ent with those in the BSCl and SA8000
reports. Employment relationships were
found to be fragile and omissions were
detected in working hours and overtime
pay, among other things.

We respect all internationally recognised
human rights

* According to the UN Guiding Principles on
Business and Human Rights, the
management of responsible businesses
must make a public statement of commit-
ment to human rights.

* We published our human rights commit-
ment in September 2016. In it we state that
we respect all internationally recognised
human rights and expect our business
partners to do the same. We listen to our
stakeholders’ views on human rights and
take them into account when developing
our operations.

* Respecting human rights is one of the 12
principles of the K Code of Conduct.

What next?

* The human rights assessment gave us lots
of useful information which will help us
improve the transparency of our supply
chain, the dialogue with our personnel and
our customer service even further.

* We are obliged to take responsibility for
human rights in the supply chain of our
products, especially in high-risk countries.

We have forwarded the information
obtained from the high-risk country
surveys of our human rights assessment
to the BSCI organisation for use in the
development of audit procedures.

* We ensure that all our operating models
are built to take account of the respect for
human rights in all our operations.

*  We communicate about human rights
matters to our personnel and stakeholders
through different channels.

* We review our human rights assessment
every three years and update it on our
website.

Find out more about our human rights
assessment:

Identified salient human rights impacts and
assessment of related risks

Survey of stakeholder views

Monitoring and corrective actions

Statement of commitment on human rights
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Stakeholder's address: Kesko promotes human rights

Kesko has done concrete work to promote the rights of workers in developing
countries in collaboration with the Trade Union Solidarity Centre of Finland
(SASK) since 2006. The work conducted with Kesko's subcontractors began
with a training project in Vietnam, where the objective was to improve the
corporate responsibility of 13 subcontracting companies in matters required
for BSCI certification, including labour protection and interaction between the

employer and employees.

A follow-up study was conducted in 2016
among the original business partners. The
purpose of the study was to find out how
permanent the results of the training project
were several years after the project had en-
ded. The results were a positive surprise: the
majority of the better practices implemented
as part of the project were still in use, and
almost all of the companies that were studied
had continued to improve working conditions
after the project ended.

In 2016, Kesko and SASK worked together
also to evaluate how well certain suppliers
met their targets for corporate responsibility
certification in relation to working conditions
in four high-risk countries in Asia. Employees
were asked to give their perspectives on the
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practical realisation of matters corresponding
to the BSCl certificate. The results showed
that the companies have improved their ope-
rations in matters required for certification

in many regards. However, almost all of the
studied companies had major deficiencies in
questions related to the position of emplo-
yees, such as wages and overtime.

By studying the actual effects of the certi-
fications that Kesko requires in developing
countries, Kesko has demonstrated a pionee-
ring approach and commitment specifically
to human rights - not just to certificates

that strive to improve such rights. Kesko has
also delivered the results of the study to the
BSCI certification organisation to enable

it to develop the monitoring of certificates

specifically in the areas in which deficiencies
were detected. If BSCI succeeds in rectifying
its deficiencies as a result of this work, it will
make a significant contribution to improving
the living conditions of employees working for
thousands of suppliers.

Kesko's human rights commitment and the
stated level for guaranteeing the human
rights of employees in value chains can act
as an example to other commercial operators
in Finland and particularly to Kesko's own
commercial partners. Kesko is undeniably one
of Finland's leading companies implementing
the UN's Guiding Principles on Business and
Human Rights, and an agent for the realisati-
on of principles related to human rights, even
though the company's network of subcont-

ractors is very large and extends to several
high-risk countries.

The Trade Union Solidarity Centre of Finland
(SASK) would like to thank Kesko for its
cooperation so far and is keen to continue
this work. SASK is an expert organisation
established by the Finnish labour movement
whose aim is to improve the conditions of
workers in developing countries by supporting
local labour movements and boosting their
competences.

Janne Ronkainen, Executive Director, Trade
Union Solidarity Centre of Finland (SASK)

36



L
K STRATEGY REPORT GRI REPORT FINANCIAL STATEMENTS CORPORATE GOVERNANCE
L

K in Action:
The 'Pink Ribbon' campaign result multiplied

In 2016, Kesko’s grocery trade made a significantly
bigger contribution to the Pink Ribbon campaign
than before. A total of €262,187 of the Pirkka Pink
Ribbon products sold at K-food stores and the ribbon
brooches sold at K-Citymarkets and K-Supermarkets
in October was donated to the Finnish cancer

foundation Sy6pasaatio. The year before, the amount
was €21,000.

"We succeeded in exceeding the campaign target with flying colours, for which | wish to thank
the K-food store customers", says Vice President for Commerce Ari Akseli of Kesko’s grocery
trade division.

During the Pink Ribbon campaign weeks, from 26 September to 30 October 2016, a total of
61,619 Pink Ribbon brooches were sold at K-Citymarkets and K-Supermarkets. K-food stores,
Valintatalos and Siwas sold Pirkka range campaign products, the most popular of which were
baby plum tomatoes, Fairtrade roses and raspberries. In addition, the K-Citymarket chain donat-
ed ribbon brooches to its entire personnel, a total of 10,000 people.

"We are able to, for example, ensure the counselling service operations of the foundation for

a whole year with the sum donated by Kesko. We have several nurses specialising in cancer
counselling to provide support and information without charge to people ill with cancer and their
families,” says Sakari Karjalainen, Secretary General of Sy6pasaatio.
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Divisions
Grocery trade

Every person is different. That is why every K-food
store is different. K-food retailers listen to their
customers' wishes and customise their stores' services
according to local customer demand. The customer
and quality are at the centre of everything that K-food
stores do - our aim is to offer the most inspiring food
stores in the market, along with supporting digital
services.

"Our strategic objective is to provide the most inspiring stores and
digital services of the market. We strengthen the quality image of
K-stores and renew our store concepts."

Jorma Rauhala, EVP, President of the grocery trade division

Every day, approximately 1.2 million customers visit K Group's food stores. K-food retailers are
responsible for customer satisfaction at K-food stores, and Kesko's grocery trade works with
these retailers under the chain business model. The K-food store chains are K-Citymarket,
K-Supermarket, K-Market and Neste K. K-food stores are the world's most sustainable com-
panies in their sector. Further strengths include superior fresh food departments, professional
service, diverse and high-quality selections, Finnish products and the own brand Pirkka.
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K Group offers Finland's most comprehensive network of the most
service-oriented neighbourhood stores.

The acquisition of Suomen Lahikauppa, completed in April 2016, enables K Group to offer
Finland's most comprehensive network of the most service-oriented neighbourhood stores. All
Siwas and Valintatalos will become K-Markets by spring 2017, and will gradually be transferred to
K-retailers by the end of 2018. The K-Supermarket chain will also expand. In 2016 and 2017, we
will establish almost 30 entirely new stores, and more than 20 stores will be completely renewed.

We are updating our entire hypermarket concept and we will revamp all K-Citymarkets by the
end of 2018. The aim is to create 81 different K-Citymarkets with product selections and services
that reflect their customer bases. By the end of 2016, 23 stores had been updated.

In accordance with its strategy, Kesko is focusing on the Finnish grocery trade. The company
sold its grocery trade businesses in Russia to Lenta, a Russian grocery trade operator, in Novem-
ber 2016.

K-food retailers are tasked with tailoring their stores to take local customer
needs into consideration to the maximum possible extent.

Kesko had 10,338 personnel working in the grocery trade at the end of 2016. K Group (Kesko
and the K-retailers) is the second largest operator in Finland's grocery trade with a market share
of approximately 37-38% (Kesko's own estimate after the acquisition of Suomen Lahikauppa).

Collaboration between Kesko's grocery trade and K-food retailers is based on chain operations,
which ensures customer orientation, business efficiency and the achievement of competitive
advantages. Kesko's key operations are centralised purchasing, selection management, logistics,
and developing chain concepts and the store site network. Kesko also agrees upon long-term
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collaboration models with different partner companies. Centralised operations guarantee effi-
cient competitiveness.

K-food retailers are tasked with tailoring their stores to take local customer needs into conside-
ration to the maximum possible extent. K-retailers look after the selections, customer service,
personnel competence, product quality and business profitability of their stores. K-retailers
tailor their product selections and services according to the needs of local customers by listening
to their wishes and making use of customer data obtained from the Plussa customer loyalty pro-
gramme. K-food retailers complement the common product selection in their chains by adding
products such as those available from local producers.

Digital services provide customers with more personalised benefits from
K-food stores and local store-specific offers.

Digital services developed jointly by Kesko and K-food retailers offer customers ideas and inspi-
ration for cooking, as well as easier ways to shop for food. Digital services provide customers
with more personalised benefits from K-food stores and local store-specific offers. The K-food
mobile app offers a smart shopping list that recommends products that the customer frequently
buys. It also includes thousands of recipes.

Almost 100 K-food stores around Finland are offering online food stores that operate locally, as
well as click and collect services. Customers have access to the extensive selection of products
and inexpensive prices of the familiar store also online. Self-service checkouts have already
been installed in dozens of K-food stores around Finland to make the daily lives of time-pressed
customers easier.
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Competitive advantages of the grocery trade

* The most inspiring stores in the market

* Tailoring every K-food store to meet local customer demand

* Finland's most extensive network of neighbourhood store services and additional services
* The best fresh food departments and widest selections - also in local food

* K-retailer entrepreneurship guarantees quality and customer orientation

+ Affordable and high-quality Pirkka and K-Menu products

* Finnish origin and responsibility - approximately 80% of the product selections are Finnish

* A wide range of digital services to make customers' everyday lives easier and a comprehensive
network of online food stores

* Effective customer dialogue - feedback from up to a million customers every year
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Strategic focus areas

Strategic objective = What we are doing

* K-food stores are * Emphasis on freshness, Finnish origins, extensive selections and service
modernising * Every K-store has a K-retailer who tailors the store to meet the local customer needs

+ Capital expenditure in the network of neighbourhood stores. As a result of the acquisition of Suomen L&hikauppa, all Siwas and Valintatalos will be converted into
K-Markets in spring 2017, and will gradually be transferred to retailers by the end of 2018

* The almost 70 service stations run by Neste and Kesko will be renewed and become Neste K service stations by the end of 2017. The objective is to build up a network
of approximately 100 Neste K stations

* All of the stores in the K-Citymarket chain will be modernised by the end of 2018

* New services and partners in connection with K-food stores, such as Starbucks, Posti, DHL, self-service checkouts, online food stores

* The customer + Strengthening customer dialogue

and quality - in * Improving customer satisfaction
everything we do + Attractive, personalised offers
 Digital customer * More effective utilisation of customer data
experience * Mobile services that are valuable to customers and targeted marketing

* Increasing online sales of food and making new solutions available to customers. Click and collect services expanded further to all parts of Finland
* Renewed Plussa customer loyalty system: Personalised special offers based on shopping history

* Retailers ensure * Ensuring that retailer entrepreneurship continues to be profitable and interesting. Retailers may run several stores in the future
quality * Every K is different - building the selection according to local customer demand
+ Highlighting local food and products from small producers in selections

* Increasing Kespro's * Strengthening international cooperation and new partnerships
business * Further strengthening of market position
+ Close cooperation with K-food stores
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Chains

K-Citymarket

K-Citymarket is a modern hypermarket that offers its customers diverse, extensive selections of
food, as well as home and speciality goods. K-Citymarket is well known for its best offers, wide
selections and food expertise.

K-Supermarket

The mission of K-Supermarket undergoing modernisation is to inspire Finnish people to eat
better - K-Supermarket is the number one choice for customers who are passionate about food.
The strengths of K-Supermarket lie in quality, providing new food ideas, an extensive and up-to-
date selection, local products, and superior customer service.

K-Market

K-Market is a personal, service-oriented, genuinely local neighbourhood store near its custo-
mers - a village store for the modern age. K-Market offers customers diverse selections of food
and local services to conveniently suit their everyday lives.

Neste K

The Neste K stations will be revamped to become food oriented and welcoming service stations.
Customers will be offered high-quality, personalised service station services quickly and conve-
niently. The aim is to build a network of 100 revamped Neste K stations.

Kespro

Kespro is Finland's leading provider of Foodservice services (formerly known as HoReCa) and
a wholesaler. Kespro acts as a partner for its customer companies and municipalities in Finland

and offers its customers a diverse range of procurement solutions, as well as delivery and collec-

tion services.

KCITYMARKET iSupermarket

NESTE K

KMarket KESPRO
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Markets

In 2016, the Finnish grocery trade market was worth approximately €16.8 billion (incl. VAT), rep-
resenting an estimated rise of approximately 1% (Kesko's own estimate). The market as a whole
has experienced a cautious growth, influenced by factors such as the liberalisation of opening
hours for food stores. In recent years, the Finnish grocery market has been characterised by
fierce price competition.

Market shares

Food trade

The market share in Finland is approximately 37-38% (Kesko's own estimate).
Competitors: Prisma, S-market and Alepa/Sale (S Group), Lidl, Stockmann, Tokmanni and
M-chain shops.

K-Citymarket's home and speciality goods

Market share cannot be reliably calculated.
Competitors: department stores, hypermarkets, discounters, specialist chains and online stores.

Foodservice
Kespro, Finland

The market share is estimated to have strengthened to approximately 43% (Kesko's own estimate).
Competitors: Meira Nova, Metro-tukku, Heinon Tukku, Suomen Palvelutukkurit.
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Did you know?

* As Siwas and Valintatalos became K Group food stores, the network of K Group's neighbour- Own brands in 2016
hood stores became the most comprehensive and service oriented in Finland. The footfall and
sales of the new K-Markets have increased significantly. The stores' price levels have fallen by Pirkka PrOdUCts Pirkka Parhaat
over 20% in some cases. 2 5 9 3 products
)
* The Pirkka product range celebrated its 30th anniversary in September 2016. Own brands (including Pirkka Parhaat) 2 O 3

account for a fifth of all retail sales in K-food stores. Especialy fruit and vegetables are po-
pular Pirkka products. Customers have made special requests for products related to special

dietary requirements to be included in the Pirkka range. Pirkka Organic New Pirkka prOdu‘:ts
products: launched
* The K-Food Awards, launched in 2016, awarded prizes for the best innovations in the food 1 1 8 6 6
world, the most interesting people and the most talked-about phenomena.

» Kesko and the Swedish ICA began working together on procurement via ICA Global Sourcing
(IGS) in Kesko's home and speciality goods trade. Customers of K-food stores will notice this

collaboration in terms of a wider range of home and speciality goods, new international bran-
ded products and more affordable prices. K-Menu products: :
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Grocery trade in figures

Number Sales (VAT 0%), € million Grocery trade, key figures 2016 2015
Retail sales and number of stores 2016 2015 2016 2015 Net sales € million 5,236 4,673

K-Citymarket, food 80 81 1,503 1,505 Operating profit € million 93.0 249.4

K-Citymarket, home and speciality goods 80 81 575 575 Comparable, operating profit € million 175.9 177.5

K-Supermarket 228 219 1,764 1,716 Comparable operating profit as percentage of % 3.4 3.8
K-Market** 638 412 1,208 1,071 netsales
Neste K 70 64 12 119

Capital expenditure € million 238 129

Valintatalo and Siwa** 340 ; 453 . Cepital employed, average e million. [ BTV

9 104 106 Comparable return on capital employed R -

122

K-ruoka, Russia

Personnel average 8,200 6,420

Others*

Grocery trade, retail sales 5,777 5,214
Kespro - - 789 779
Grocery trade, total 1,448 893 6,566 5,993

Properties 2016 2015

Owned properties, capital € million 524 639

Owned properties, area 1,000 m? 377 410

*Incl. online sales Leased properties, lease liabilities € million 2,101 1,906

Number of Suomen Lahikauppa's stores was 563 Leased properties, area 1,000 m? 1,684 1,405
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K in Action:
The ‘Thank the Producer’ operating
model continues

Speaking on behalf of Finnish food production is of
primary importance to us at K Group. The purpose of
the operating model introduced in 2015 is to highlight
Finnish food production and provoke discussions
about the welfare of Finnish agriculture.

The operating model provides customers with an easy way to support Finnish food producers.
K-food stores sell 12 Pirkka 'Thank the Producer’ products for which K Group pays extra support
directly to producers. The extra support, ranging from 3 to 30 cents, i.e. some 5%, depending on
the product, is included in the product price. In 2016, the product range expanded from Finnish
meat products to also include milks.

"As a responsible operator, our duty is to take care of the welfare of the entire food chain.
Finnish customers want to buy Finnish food. The 'Thank the Producer’ product initiative is one
way to make sure that Finnish production remains vital", says Executive Vice President Jorma
Rauhala, President of Kesko's grocery trade division.
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K in Action:
K-food stores introduced vegetarian display cabinets

The sales of vegetarian foods have seen a strong
growth in K-food stores over the last few years. As
the demand grows, K Group stores want to have
vegetarian food products more easily and visibly
on display. To that effect, they have introduced
vegetarian cabinets that bring plant-based protein
products together in one place.

By the end of 2016, more than 100 K-food stores had been fitted with vegetarian display cabi-
nets and the number is growing. The cabinets have been very well received by customers.

New vegetarian products are examined and actively included in K-food stores’ selections. A lot
of new plant-based protein products have been introduced to the market. The areas of highest
demand for vegetarian products are Helsinki, Turku and Tampere. The growth in the consumpti-
on of vegetarian products can be clearly seen also in student cities.

"The publicity raised by Pulled Oats has increased the popularity of other plant-based protein

products too. The simultaneous health boom has clearly impacted their demand", says Vice Pre-
sident for Commerce Ari Akseli of Kesko’s grocery trade division.
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K in Action:
Kinkkutemppu put ham fat to good use

In the spirit of the circular economy, K-food store
customers had the opportunity to donate the fat

arising from their roasted Christmas hams to the

Kinkkutemppu campaign.

In our responsibility programme, we are committed to reducing and recovering the waste from
our operations. We take active measures aimed at enhancing recycling in order to identify new

st

e
i ",{.‘::‘r&um i

methods to adopt circular economy.

The fat that was collected was used for making renewable diesel, and the profits were donated g 0
to the Hope ry and IceHearts charities. There was a total of 42 collection points in 18 localities,

mainly in connection with K-food stores.

Customers took the fat from their Christmas ham to a Kinkkutemppu collection point. An esti-
mated 40,000 households took part in the campaign and some 12,000 kg of fat was collected.
A car could drive about 150,000 km, or four times around the glober on the amount of diesel
manufactured from it.

In addition to K Group, the Chemical Industry Federation of Finland, Neste, Lassila & Tikanoja,
Finnish Packaging Recycling RINKI, the Finnish Water Utilities Association, Honkajoki, the Rural
Women’s Advisory Organisation and Finnish Environmental Industries (YTP) were involved in the
campaign.
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K in Action:
We reduced the salt content of
Pirkka Little Wolf oatmeal rolls

The panel of experts that selects Pirkka products
always takes into account the nutritional
characteristics of products. We pay special attention
to the fat, sugar and salt content, as our own brand
products are our way of pointing customers towards
healthier choices. In spring 2017, we will launch Pirkka
Little Wolf oatmeal rolls with a reduced salt content,
as we did not want to make a high-sodium product for
the target group, children and young people.

"Pirkka Little Wolf oatmeal rolls are linked to our cooperation with the Finnish Basketball Asso-
ciation, and the target group is children and young people. That is why we decided to take this
product back to the R&D team for an extra round of development, because a lot of salt is hidden
in our food anyway. This is something that we can influence when we develop Pirkka products,”
says Kesko's Product Research Manager, Heta Rautpalo.

Products are usually assessed by a panel of product development experts but, in this case, the
winners of K-Supermarket's Pirkka bread competition were invited round the table to evaluate
the development samples of Pirkka Little Wolf oatmeal rolls.

The panellists evaluated the appearance of the presented candidates on the basis of patterning,

the baked surface and colour. They also evaluated the structure in terms of the consistency,
crispness and crumbliness, and - most importantly - they assessed the flavour.

KESKO'S ANNUAL REPORT 2016

However, when the nutritional information on the rolls was being reviewed, it came to light
that the salt content of the winning product would surpass the threshold for being categorised
as high in sodium. Although one of the biggest contributors to the flavour of bread is the salt
content, there was no desire to deliberately make high-sodium products for children and young
people. The panel decided to task the product manager with requesting that the manufacturer
provide one more sample containing no more than 1.1% of salt.

The new samples of the Pirkka Little Wolf oatmeal rolls, which have a salt content below the
threshold for high-sodium products, will undergo a sensory evaluation at the K-test kitchen be-
fore approval is granted for launch in the form of a pre-baked frozen product in spring 2017.
"The collaboration between the Finnish Basketball Association and K-food stores emphasises
nutrition. Our Pirkka brand enables us to tell everyone in the country about the importance of
the diet of active youngsters or about good lunches to pack in the training bag - the introduction
of this roll is an effort in this direction,” says Heta Rautpalo.
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Building and technical trade

Kesko's building and technical trade division offers its
consumer and business customers comprehensive
selections of building and home improvement products,
as well as electrical and HEPAC products, the most
comprehensive store network in Northern Europe, online
stores and digital services. The division also includes
business operations of the furniture trade, the agricultural
and machinery trade, and the leisure goods trade.

"Our strategic objective is growth and a strengthened market position
in Europe. We are strongly developing our digital services and taking
advantage of synergies for the benefit of our customers."

Terho Kalliokoski, EVP, President of the building and technical
trade division

The building and technical trade has operations in Finland, Sweden, Norway, Estonia, Latvia, Lithuania,
Poland, Russia and Belarus. At the end of 2016, the division had 15,630 personnel.

In the building and technical trade, Kesko is the market leader in Finland and in the building and home
improvement trade, the fifth biggest operator in Europe. The acquisition of Onninen, completed in June
2016, makes Kesko a significant operator on the Northern European technical wholesale market. The
unique combination of the building and technical trade enables us to offer business customers in the
building sector the most diverse entity of products and related services on the market.

In the building and technical trade, Kesko is the market leader in Finland and
in the building and home improvement trade, the fifth biggest operator in
Europe.

KESKO'S ANNUAL REPORT 2016

The chains in the building and home improvement trade are K-Rauta, Byggmakker, K-Senukai
and OMA. Rautakesko B2B Service serves major business customers in the building and home
improvement trade in Finland. Onninen delivers products and service packages to contractors,
industry and infrastructure as well as retail dealer customers. In all, there are around 140 Onni-
nen Express stores and Onninen points of sale.

Approximately 65% of sales in the building and technical trade come from B2B customers.

The building and home improvement trade operations in the Baltic countries and Belarus were
centralised at Kesko Senukai as the result of an arrangement carried out in April 2016, enabling
them to be managed as a single entity. Kesko Senukai is the clear market leader in the region,
and major growth potential is foreseeable in its business.

The building of the new K-Rauta chain began in June when the decision was taken to combine
the K-Rauta and Rautia chains to form Finland's largest building and home improvement trade
chain and also to update the K-Rauta brand. The K-Rauta brand will be revamped in all of the

operating countries in phases.

The own brands of the building and home improvement trade - Cello, PROF, FXA and Fiorin - offer custo-
mers reliable and inexpensive home and garden products, as well as building and renovation tools. Among
Onninen's own brands, Onnline offers electrical, HEPAC and refrigeration products for B2B customers.
The electrical and HVAC products under the OPAL brand are primarily designed for B2C customers.

In addition to online stores, the furniture trade chains Asko and Sotka serve their customers with
86 physical stores in Finland and 10 in Estonia.

The agricultural and machinery trade consists of the K-maatalous retailer business function in Fin-
land and the Konekesko machinery sales functions in the Baltic countries in addition to Finland.

The chains in the leisure goods trade are Intersport, Budget Sport, The Athlete’s Foot and Kooken-
ka. Intersport Finland Ltd with its chains is Finland's market leader in the sports trade. The chains
are part of the international Intersport chain, which nowadays operates in 66 countries on six con-
tinents. The Athlete’s Foot, a new chain in Finland, began operating in 2016 with a focus on athletic
leisure footwear. Kenkakesko Ltd is the chain unit for the Kookenka stores.

In addition to the extensive network of store sites, all of the leisure goods chains have their own
websites and online stores, which are constantly increasing in importance in the retail trade.
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Strategic focus areas

Strategic objective

Growing into an increasingly significant operator in Europe, with the Nordic and
the Baltic countries as the most natural growth areas. Improving profitability and
organic growth are the priority areas

Providing better service to the common customers in the building and technical
trade and exploiting potential synergies

Continuing profitable growth in the Baltic countries and Belarus targeting €1
billion in terms of net sales in the next few years

In Finland, we will strengthen our market position and profitability

In Sweden and Norway, we will continue to improve profitability and seek
profitable growth

Increasing the value of the furniture trade, the sports trade, the agricultural
trade, the machinery trade and the shoe trade

KESKO'S ANNUAL REPORT 2016
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What we are doing

The acquisition of Onninen creates an excellent platform for the profitable growth of Kesko’s building and
technical trade in Finland and the rest of Europe. To accelerate the implementation of the strategy, the
building and technical trade was organised in four business units: business to business customers B2B,
business to consumer customers B2C, international operations and Finland, all of which are supported by
the common functions.

We serve our common customers with an expanded product selection and easier shopping. We exploit
synergies especially in sourcing, logistics, store sites and ICT solutions.

The Kesko Senukai entity enables efficient management. The plans include modernising the entire store
network and converting it into the K-Senukai concept in the Baltic countries, as well as €100 million of
capital expenditure in new stores by 2020. The stores in Riga and Tallinn are ready for the modernisation
work to begin.

We combine the K-Rauta and Rautia chains into a single new K-Rauta chain with a new brand image
New K-Rauta.fi

We expand the Onninen Express network

A common online store solution for the B2B customers of the building and home improvement trade and
Onninen

We develop services for renovation customers, e.g. the Renovation Master concept

We build a country-specific business entity for the building and technical trade between Onninen and the
building and home improvement store chains

We increase the value of business operations, develop the competitiveness of chains and leverage
synergies
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Competitive advantages of the building and
technical trade

* Chain concepts and service entities based on customer needs

= Ability to serve different customer groups from the same store network
* Comprehensive store network and extensive electronic services

* Efficient combination of online stores and traditional store network

* Professional customer service in-store and in electronic channels

* Well known, reliable store chains and product brands

* Efficient procurement and logistics

* Internationally harmonised operating models

Chains of the building and technical trade

K-Rauta

The international K-Rauta offers products and services for building, renovation, yard and garden,
interior decoration and home furnishing to consumer customers, project customers and business
customers. There are K-Rauta stores in Finland, Sweden, Estonia, Latvia and Russia. In Finland,
all K-Rauta stores are run by retailer entrepreneurs.

Byggmakker

Byggmakker is one of the leading operators in the building and home improvement trade in
Norway. It offers a store network covering the entire country and very strong B2B expertise.
Nearly all Byggmakker stores operate on the retailer business model.

K-Senukai

K-Senukai's stores offer extensive non-food product selections to their customers in Lithuania,
with a focus on products related to building and living. The K-Rauta stores in Latvia and Estonia
will also be refurbished under the K-Senukai concept by 2020.

OMA

OMA is the largest building and home improvement store chain in Belarus.

KESKO'S ANNUAL REPORT 2016

Rautakesko B2B Service

The customers of Rautakesko B2B Service are national and large regional building firms, property
maintenance companies, the housing industry and other business customers. The strengths of B2B
Service are the extensive selections of building and home improvement products and close colla-
boration with the K-Rauta store network, through which all of the warehouse deliveries take place.

Onninen

Onninen Express chain's stores serve business customers. Onninen delivers products and service
packages to contractors, industry, infrastructure building and retail dealers. The stores' selection
includes HVAC, electrical and refrigeration products as well as other technical products. Custo-
mers can collect products for their daily needs from the Onninen Express stores' selection. They
can also order products from the warehouse selection for collection from the store. In all, there
are around 140 Onninen Express stores and Onninen points of sale Finland, Sweden, Norway,
Estonia, Latvia, Lithuania, Poland and Russia.

The Elfin chain operations include around 190 independent electrical contractors with which
Onninen collaborates across Finland.

The Hanakat chain is a retail network comprising around 80 independent HEPAC entrepreneurs
in Finland.

The Elfag chain is one of Norway’s biggest electrical contractor chains including around 150 business
members.

RAUTAKESKO
YRITYSPALVELU

S
KSENUKAI

onninen Hanaokalk G elfin

express

-
WNETPRM TN
. by

KRauta
onninen

BYGGMAKKER
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Chains of the agricultural and machinery trade

K-maatalous

In Finland, agricultural customers are served by a comprehensive network of K-maatalous stores.

K-maatalous retailers’ customers include agricultural entrepreneurs, machinery contractors, and
equestrian professionals and enthusiasts.

Konekesko

Konekesko is a machinery trade company that focuses on importing, selling and providing af-
ter-sales services for construction, materials handling, environmental and agricultural machine-
ry, and recreational machinery. Konekesko operates in Finland, Estonia, Latvia and Lithuania.

-5 KONEKESKO
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Chains of the leisure goods trade

Intersport, Intersport.fi

Intersport is Finland's market leader in the sports trade. Together with retailer entrepreneurs, it
employs almost 1,000 people in 57 stores and one online store. The chain's success is based on
extensive selections of sports and leisure products, good service, high-quality products, diverse
maintenance services and on providing an expert shopping experience, both in-store and online.

Budget Sport, Budgetsport.fi

There are ten Budget Sport stores in different parts of Finland. The stores aim to provide their
customers with sports trade products more quickly, easily and inexpensively than their competi-
tors. A diverse online store complements the customer experience.

The Athlete’s Foot, theathletesfoot.fi

The Athlete’s Foot is a retailer of sporty leisure footwear, trainers and clothing. The chain
represents the world's best known sports goods brands and models, and it aims to promote its
customers' passion for sport and bring a touch of style into their lives.

Kookenki, Kookenka.fi

Kookenka is Finland’s largest shoe store chain for the whole family. The chain's 37 stores and
online store cover the entire country.

¥ INTERSPORT KOOKENKA

the W athlete’s foot budget
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Chains of the furniture trade

Asko

Asko is the best known and most trusted Finnish furniture and interior decoration brand. Asko
provides quality-consciouscustomers with a competitive collection and the most active and
reliable service in the sector. Asko has stores and online stores in Finland and Estonia.

Sotka

Sotka is a Finnish provider of furniture and a home decoration company full of pleasant surpri-
ses. It offers solutions suited to the changing needs of its customers. Sotka has stores and an
online store in Finland and Estonia.

SOTKA@ E
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Markets

The building and home improvement trade
market by country, along with the change
from the previous year (retail trade, VAT 0%)

The total market in the entire operating area
of the building and home improvement trade
is worth around €22 billion*

Finland €3.1 billion (1.5%), (RaSi ry, Finnish
Hardware Association, DIY)

Sweden €4.2 billion (4.4%), (HUI)

Norway €4.0 billion (4.8%), (Virke)

Estonia €0.4 billion (8.1%)*

Latvia €0.4 billion (1.9%)*

Lithuania €0.5 billion (2.6%)*

Russia €8.3 billion (1%)*

Belarus €1.1 billion (10%)*

The market of Onninen by country, along
with the change from the previous year
(retail trade, VAT 0%)

Finland €2.0 billion (4.7%), (STK, LVI-TEK)
Sweden €3.5 billion (6.0%), (SEG, RGF)
Norway €1.3 billion (3.6%), (EFO)

Poland €4.4 billion (-5%)*

Estonia €0.3 billion (6.2%)*

Latvia €0.3 billion (-15.6%)*

Lithuania €0.4 billion (1.2%)*

* Kesko’s own estimate

The agricultural and machinery trade
market, along with the change from the
previous year (retail trade, VAT 0%)

The agricultural trade market is worth around
€1.9 billion and decreased slightly from the
previous year. In Finland, the total market
for Konekesko’s product areas is around

€0.9 billion and it decreased slightly from
the previous year. In the Baltic countries, the
total market for Konekesko's product areas

is around €0.6 billion and it increased clearly
from the previous year.”

The leisure goods market in Finland, along
with the change from the previous year
(retail trade, VAT 0%)

The sports trade is worth around €0.9 billion
(3.6%), (Statistics Finland)

The shoe trade is worth around €0.3 billion
(2.3%), (Textile and Fashion Suppliers and
Retailers Finland TMA and Kesko’s own
estimate)

The furniture trade market in Finland,
along wiht the change from the previous
year (retail trade, VAT 0%)

The interior decoration items and furniture
trade is worth around € 1.5 billion (1.8%)
(Statistics Finland)
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Market shares

Building and home improvement trade
Finland 41% (RaSi ry, Finnish Hardware As-
sociation, DIY). Main competitors: STARK, S
Group and Bauhaus

Sweden 5% (HUI and Kesko's own estimate).
Main competitors: Woody, XL Bygg, Beijer
and Bauhaus

Norway 16% (Virke and Kesko’s own estima-
te). Main competitors: Optimera/Monter,
Mestergruppen, Coop and Maxbo

Estonia 24%*. Main competitors: Ehitus ABC,
Bauhof, Espak and Bauhaus

Latvia 11%*. Main competitors: Depo DIY and
Kursi

Lithuania 30%*. Main competitors: Ermitazas,
Moki-Vezi and Lytarga

Russia 2%*. Main competitors: Leroy Merlin,
OBI, Castorama, Maxidom and Petrovich

Belarus 10%*. Main competitors: Mile, Materik
and Praktik

* Kesko’s own estimate  ** To be registered
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Onninen

Finland 37% (STK, LVI-TEK). Main competi-
tors: LVI Dahl, Ahlsell, SLO and Rexel

Sweden 6% (SEG, RGF). Main competitors:
Ahlsell, Dahl, Elektroskandia ja Rexel

Norway 20% (EFO). Main competitors: Elekt-
roskandia, Solar and Ahlsell

Poland 5%*. Main competitors: TIM, Sonepar,
Grodno, Bims, Tadmar (Saint-Gobain) and
Grudnik

Estonia 13%*. Main competitors: FEB (Ahlsell),
SLO and W.E.G (Wiirth)

Latvia 4%*. Main competitors: Sanistal, EVA-
SAT and SLO

Lithuania 4%*. Main competitors: Sanistal,
Dahlgera (Dahl) and Elektrobalt (Wirth)

Agricultural trade

Finland 27%*. Main competitors: Danish
Agro (Hankkija Oy), Turun Konekeskus and
Raisioagro

Machinery trade

Finland (source: Trafi)

Qutboard motors** 45% (Yamaha)
Boats** 23% (Yamarin, Suvi)
Motorcycles™™ 23% (Yamaha)

Tractors™ 10% (Massey Ferguson)

Light < 750 kg transportation trailers 15%
(Muuli)

Baltic countries 19% (Kesko’s own estimate)

Sports trade

lIntersport, Budget Sport, The Athlete's Foot
and Kesport

Finland 30% (Statistics Finland and Kesko's
own estimate). Competitors: Stadium, XXL,
Sportia, Top Sport

Shoe trade

Kookenkéa and Kenkaexpertti

Finland 10%*. Competitors: other speciality
stores, department stores, hypermarkets,
sports stores and online stores

Furniture trade
Asko and Sotka

Finland 23%*. Competitors: IKEA, JYSK,
Masku and Isku
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Building and technical trade in figures

Number Sales (VAT 0%), € million Number Sales (VAT 0%), € million
Retail sales and number of stores 2016 2015 2016 2015 Retail sales and number of stores 2016 2015 2016 2015
K-Rauta* 46 45 582 567 K-Senukai, Lithuania 22 20 357 328

Rautia® 93 93 430 427 Asko and Sotka, Estonia* 12 10 10 9

Rautakesko B2B Service - - 225 192 K-Rauta, Estonia 8 8 92 87

Onninen, Finland 50 - 481 - K-Rauta and K-Senukai, Latvia 8 8 48 52

Asko* 35 34 98 94 Onninen, Baltic countries 15 - 39 -

Sotka* 53 53 97 94 Konekesko, Estonia - - 46 40

Intersport® 58 60 192 194 Konekesko, Latvia - - 35 38

Budget Sport* M n 48 46 Konekesko, Lithuania - - 50 38

The Athlete’s Foot 3 - 1 - Baltic countries, total 65 46 677 592

Kookenka™ 38 38 32 32 K-Rauta, Russia 13 13 174 192

K-maatalous** 78 80 424 437 Onninen, Russia - - 2 -

Konekesko, Finland 0 1 144 154 OMA, Belarus 16 12 101 16

Others*** 34 45 18 85 Onninen, Poland 36 - M4 -

Finland, total 499 460 2,770 2,322 Intersport, Russia - 18 7 12

K-Rauta, Sweden 20 20 217 209 Russia, Belarus and Poland total 65 43 399 320

Onninen, Sweden 17 - 138 - Building and technical trade, outside Finland, 273 197 2,258 1,790
ceveeereres OO _.................coorssssrrrrrr. NN, ............. total

Byggmakker, Norway 80 88 659 669

Onninen, Norway 2% ) 169 . Building and technical trade, total 772 657 5,028 4,112

Other Nordic countries, total 143 108 1,183 878 * Incl. online sales

**1n 2016, 39 Rautia stores also operated as K-maatalous stores. In 2015, 45 Rautia stores also operated as K-maatalous

stores
*** The figures include 11 (16) Kenk&expertti stores, 23 (25) Kesport stores and 3 Athlete's foot stores. In 2015 figures
included 4 Musta Pérssi stores
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Owned properties, capital

Building and technical trade, key figures 2016 2015
€ million 4,100 3,250
€ million 60.8 -572
€ million 97.9 636
% 24 20
€ million 452 55
€ million 1,000 823
% 9.8 77
12,744
2016 2015
€ million 342 357
"""""""""""""""""""""""" 1,000 m? 421 404
..‘L.é"a"s;;‘c':l";l;;perties, lease Iiabilitie;, """"""" € million 791 672
"""""""""""""""""""""""" 1,000 m? 1,251 1,014
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K in Action: K-Rauta Renovation Master for
successful renovation projects

Consumers today are less often doing building

and renovation projects themselves. Instead they
outsource the projects to professionals. The reasons
are many: building and renovation are getting

more and more technical, in addition to increased
regulation. And as societies age and become
wealthier, services are used more. K-Rauta’s surveys
reveal that customers may have doubts about
renovation - they are unsure about the costs and what
it involves in practice. The K-Rauta Renovation Master
service concept provides the solution.

The K-Rauta Renovation Master helps the consumer customer succeed in their renovation pro-
jects from planning to completion. During autumn 2016, this multichannel service concept was
tested in kitchen renovations at two K-Rauta stores and content related to kitchen renovation
and inspiring planning programmes were provided online.

The service concept has been designed to help customers with renovation projects. Its current
offering includes Cello kitchens on a turnkey basis.

The digital services have been integrated into the customer’s journey from web to store.

Customers interested in kitchen renovation can get information online on, for example, what a kit-
chen renovation project involves and the things to take into account at the planning stage. The web

content offers a comprehensive package of information for anyone dreaming of a kitchen renovation.
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1 SUUNNITTEL 2 Pual(u& 3 I!AKENTAMINEN 4 VIIMEISTELY & HYVAKSYNTA
& VALINNAT POHJATYOT &ASENNUSTYOT SIIVOAMINEN & ARVIOINTI

Find out more here: https://www.k-rauta.fi/inspiraatio-ja-ohjeet/keittioremontti (in Finnish).

In the store, the customer finds an active kitchen salesperson whose main priority is to make the
customer’s dream of a new kitchen come true according to the customer’s needs, wishes and
other conditions.

Customer-facing screens displaying the entire kitchen renovation process from start to finish
have been tested at the stores. The screens are also a useful tool for the salesperson to illustrate
the renovation process to the customer. The customer can also see the new kitchen planned for
them virtually through 3D VR glasses.

Customers who have purchased a kitchen renovation will get a renovation project management
app on their phones. The application keeps the customers informed of the renovation progress
step by step and allows them to send messages to communicate with the salesperson and to
read all the renovation related documents.

The kitchen salesperson acts as the Renovation Master in the customer’s kitchen renovation pro-
ject, which means taking care that the project advances according to plan, and communicating
with the customer and the contractor.

"The first experiences of the pilots are encouraging. I’'m convinced that we will be able to
improve the satisfaction of renovation customers and we aim to provide an excellent renovation
experience. The K-Rauta Renovation Master concept will be deployed and developed further in
2017, allowing us to offer our customers solutions for the renovation of all room spaces,” says
Sari Hujanen, Development Director of Consumer and project customer sales development,
building and technical trade division.
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Stakeholder address:

Long-established cooperation between Caverion and Onninen
is based on high-quality operations and competitiveness

Cooperation between Caverion and Onninen dates back decades and continues
today. Caverion’s purchasing needs range from large, extended orders to

small, daily purchases. Onninen was chosen as partner on the basis of their
competitiveness and high quality operation.

Caverion designs, builds, operates and
maintains user-friendly and energy-efficient
technical solutions for properties and in-
dustry. In my job as a Purchasing Manager I’'m
responsible for purchases for building sites
and maintenance targets in Finland. A fleet of
over 800 service vans and 4,600 employees
in different parts of the country are indicators
of the scope of our operations.

Depending on the project at hand, our
purchasing needs vary, ranging from large,
extended orders to small, daily purchases
from business partners.

KESKO'S ANNUAL REPORT 2016

We use the services of Onninen's Contrac-
tors Unit and Industry Unit and the Onninen
Express stores. We have operations all over
Finland and the fact that we are able to sour-
ce products locally is a great advantage; we
make hundreds of collections from Onninen
Express stores every day. It is important to us
that our partner has a comprehensive network
with an extensive offering of goods. In ad-
dition to local operations, we have another
level of collaboration: Onninen’s sales unit for
large-scale customers serves Caverion’s cent-
ralized decision-making. Our organisations
work well together.

Process efficiency is important to us. Cave-
rion receives 400,000 invoices a year, which
is why ordering goods from our business
partners must be easy, invoice information
must be accurate and invoices must be sent in
a way that suits us.

Reliability, competitiveness and an extensi-
ve operating network are important criteria
when we choose our business partners. We
chose Onninen on the basis of their competi-
tiveness and high-quality operations and we
have been very satisfied.

Onninen was our main business partner in
2016. The roots of both of our companies go
back more than 100 years and our coope-

ration started decades ago. The fact that
Onninen is now part of Kesko Group makes
Onninen even more attractive to us and
strengthens our opportunities for collabora-
tion even further. We are confident that the
acquisition has expanded Onninen’s service
selection and operating network.

Pekka Bjérkman, Purchasing Manager,
Caverion
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K in Action: Onninen Norway offers solutions for
welfare technology

As the population ages, technology must be able

to respond to the challenges faced by the elderly.
How can people live safely and longer in their own
homes despite illness and old age? How can this be
supported? Onninen Norway wanted to respond to
the challenges we face in our society today and to
enquiries of its customers and suppliers and see what
they could do about this.

“Welfare technology offers solutions that allow people to live safely and longer in their homes,”
says Ann-Katrin Pedersen, Marketing Manager at Onninen Norway. “We can offer a wide range
of solutions which contains both surveillance and alarm systems, sensors and management sys-
tems for both heating and lighting. These solutions are meant to make people feel safer at home
and free up time for caretakers and employees, by simplifying processes and practical tasks.
Welfare technology will give more time to care, conversation and human contact,” she adds.

Onninen Norway offers solutions to companies and municipalities. The end customer base
includes the public sector and private consumers, all served by Onninen’s business customers.
Solutions for welfare technology are available for all Onninen’s customers via the company’s
online shop onnshop.no. Consumer customers are served through elfag.no. Onninen works in
cooperation with Elfag, which is one of the largest chains of electrical contractors in Norway.

Solutions within welfare technology are under development and being improved constantly, so
that customers can easily find the solutions they need. Onninen Norway's head office in Oslo
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Did you know?

includes a showroom where welfare techno-
logy products and solutions within a smart
house are demonstrated. The showroom is
open for all Onninen business customers and
their customers.

“In fact, we have already offered these pro-
ducts and solutions for a long time. Now, we
have added new solutions and combinations
to our assortment, so that end customers
can easily find what they need. We want to
be involved in the development of welfare
technology,” Pedersen says.

Onninen is one of the leading suppliers and service providers for technical building cont-
ractors, industry, infrastructure building and retail dealer customers in the Baltic Sea area
and Scandinavia. The selection covers heating, plumbing and energy solutions, bathroom
and kitchen products, ventilation products, cooling and refrigeration products for air-con-
ditioning, electrical installation accessories, lighting, cables and wiring accessories,
products for civil engineering, process piping and steel and metal products, power tran-
smission products and lubricants, tools, fasteners, products for personal protection and
telecommunications products. The selection consists of over 500,000 products and varies
according to country. In all, there are around 140 Onninen Express stores and Onninen
points of sale in Finland, Sweden, Norway, Estonia, Latvia, Lithuania, Poland and Russia.

Read more about Onninen >>
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K in Action:

The Liiteri trial was

a way of testing
consumers' willingness
to rent K-Rauta's tools

A tool rental service
named "Liiteri" enabled
city dwellers to rent
selected K-Rauta tools
online, and collect

them from a 24-hour
service point set up in
the Teurastamo area

in Helsinki or order
environmentally friendly
PiggyBaggy home
delivery. The results of
the trial demonstrate that
there is a demand for
rental services.
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K-Rauta was a partner in a trial targeted at ur-
ban home-improvers able to rent high-quality
battery-powered Ryobi tools and Karcher
cleaning devices and machines online using
the Liiteri.net service and collect them from
the Liiteri service point, which is open 24
hours a day in Helsinki's Teurastamo area,
which has good public transport links.

The circular economy thinking is based on a
model where materials and value circulate,
and added value is created through services
and by utilising technology. In Finland and el-
sewhere, cleantech and the circular economy
have traditionally focused more on optimising
industrial processes and less on developing
solutions for consumers.

K-Rauta wanted to carry out a trial to learn
how it could better offer overall solutions for
its customers' everyday lives.

"At K-Rauta, we have traditionally thought
that our job is to sell as many new machines
and devices as possible. But perhaps not all
of our customers want to buy all of the tools
they need for their home improvement proje-
cts. They may not have space to store tools,
and they may not have much need for the
tools when the renovation is finished. Being
able to rent tools may provide the necessary
spark to get a home-improvement project
going, and we at K-Rauta can play a role in
helping to plan renovations and selling mate-
rials. It has been interesting to see that this

type of rental service interests people,” says
Virpi Viinikainen, Kesko's Vice President for
B2C trade in the building and technical trade.

VTT Technical Research Centre of Finland
Ltd conducted an interview survey related

to the trial, revealing that saving space and
money are considered the most important
reasons for using the service. It was conside-
red worthwhile to rent tools that are not used
frequently. Product availability was seen as

a challenge, while the rental price, collection
and return were considered limiting factors.

"The trial was a success and consumers took
an open-minded and enthusiastic approach
to testing an entirely new circular economy
service entity. The result was enabled by

the successful social communication of the
partners involved in the trial. It was encoura-
ging that good feedback was provided for the
usability experience in the very first phase,
even though it had still not been fine-tuned,”
says Harri Paloheimo, CEO of CoReorient.

"The results are also interesting from K-Rau-
ta's point of view, and they show that there is
a demand for rental services, at least in urban
environments. We will evaluate our own ser-
vice development on the basis of the results
we have obtained. The trial was definitely a
positive thing," says Viinikainen.

Liiteri conducted a successful crowdfunding
campaign to continue the Liiteri point at Teu-

rastamo. K-Rauta will continue to act as the

corporate financier of the next phase of the
trial at the Teurastamo Liiteri service point.
With the help of the successful crowdfunding
campaign, CoReorient, the company that
provides the Liiteri service, has set itself the
target of developing Liiteri's usability, offering
and content in 2017. The operations will
continue in the Teurastamo and Kalasatama
areas of Helsinki. In addition, Liiteri will be
expanded and modernised within the scope
of the available resources. Negotiations are
underway to commence operations also in ot-
her cities. Depending on the case at hand, the
implementation will be based on Liiteri smart
containers or located in existing premises.

The Liiteri point in the Teurastamo area was
realised by the IT start-up CoReorient Oy in
collaboration with VTT, SYKE and the Uni-
versity of Helsinki's Tekes-financed AARRE
research project, as well as the commercial
partners involved in the trial.
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Car trade

VV-Auto is a company specialising in importing,
retailing and providing after-sales service for vehicles
manufactured by Volkswagen Group, which also
develops advanced service concepts for the automotive
sector. VV-Auto is the market leader in Finland.

"We are the market leader in Finland and our objective is to increase
our market share. We develop the multi-channel customer experien-
ce and expand our service business."

Johan Friman, EVP, President of the car trade division
(as of 1 January 2017)

VV-Auto imports and markets Volkswagen, Audi, SEAT and Porsche passenger cars, and Volkswa-
gen commercial vehicles in Finland. It also imports and markets SEAT vehicles in Estonia and Latvia.
VV-Auto also imports MAN lorries and MAN and Neoplan buses into Finland. In addition to impor-
ting, VV-Auto is also a major vehicle retailer, offering after-sales service at its own outlets in Greater
Helsinki and Turku. VV-Auto's passenger car, commercial vehicle and lorry customers are served

by a comprehensive dealer and servicing network throughout Finland. In addition to its traditional
business, VV-Auto develops various service concepts and multi-channel services for the car trade.
Examples of this include online stores, mobile apps and online systems for booking servicing, as well
as Caara.fi - an entirely new online store for used cars, which operates solely online.

In addition to its traditional business, VV-Auto develops various service
concepts and multi-channel services for the car trade.

KESKO'S ANNUAL REPORT 2016

In 2016, the Volkswagen, Audi and SEAT ranges were updated and diversified. New models intro-
duced to the market included the Volkswagen Tiguan, the Audi A4 allroad, A5 Coupé and Sportback,
Q2, Q5, Q7 e-tron, SQ7 and TT RS Coupé and Roadster, and the SEAT Ateca. An updated version of
the Volkswagen Amarok, a commercial vehicle with a new V6 engine, was introduced to the market.
Volkswagen commercial vehicles also introduced a completely redesigned Volkswagen Crafter, which
will hit the Finnish market in 2017. Volkswagen had another record-breaking year - in 2016, it was
Finland's most popular car brand in terms of sales for the sixth consecutive year. For the 13th conse-
cutive year, more Audis were registered in Finland than any other premium German car brand.

In 2016, the Volkswagen, Audi and SEAT ranges were updated and
diversified.

Volkswagen's recall and repairs of type EA 189 diesel cars progressed in 2016 at the planned rate. By
the end of the year, a software update was available for approximately 50,000 cars and 25% of these
were repaired in 2016. The required updates to the controller device were available for all 2.0, 1.6 and
1.2 litre diesel engines. Due to the large number of different engine controller devices, updates were
not made on all models at the same time. All of the corrective measures were approved by the Ger-
man authority (KBA) before they were implemented. After the corrective measures, the cars meet all
of the requirements of the EU5 emissions standard. The corrective measures do not affect the car's
fuel consumption, engine power, CO, emissions, driving behaviour or acoustics.

The Porsche acquisition brings one of the world's most highly regarded car
brands to K Group.

At the end of 2016, VV-Auto acquired the entire share capital of Oy Autocarrera Ab, a company en-
gaged in importing and retailing Porsche. The price of the acquisition, structured as a share purchase,
was approximately €27 million. The transaction will lead to an expansion of VV-Auto's collaboration
with Volkswagen AG. Adding Porsche to the selection will increase sales and improve the profitability
of the car trade. The Porsche acquisition brings one of the world's most highly regarded car brands to
K Group, and the selection expands to encompass new models and new customer groups. Porsche is
also making major investments in its hybrid and electric car range.
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Strategic focus areas Brands
Strategic objective What we are doing m m %L-% RIARI
* Developing VV-Auto's * Integrating the MAN business into VV-Auto and A\Y V/ SEAT FPORSCHE V=
business in collaboration with developing the market share
Volkswagen Group * Increasing the market share of SEAT
» Strengthening the market position of Volkswagen
* Acquiring Porsche representation by buying Oy Markets
AutoCarrera Ab
* Expanding the service business * Launching the Caara.fi online store for used cars and In 2016, there were 118,991 first registrations of passenger cars,13,523 of vans and 3,330 of
increasing sales lorries in Finland. The passenger car market grew by 9.3%, the van market by 18.3% and the lorry
* Launching innovative service businesses market by 23.0% from the previous year.

* Expanding the sales of after-sales service

According to statistics, Volkswagen was the most registered passenger car brand. The total
number of registrations of vehicles imported by VV-Auto was 24,685 (excluding motorhomes

* Developing a multi-channel * Developing mobile apps, online services and online

customer experience sales and Porsches). A total of 131 Porsches and 139 MAN trucks were registered.
Market shares
Competitive advantages of the car trade Car trade, Finland
* VV-Auto’s market share 18.8% (Volkswagen, Audi and SEAT passenger cars, total of Volkswa-
* International brands and strong market position gen commercial vehicles, excluding campers and motorhomes)
* Diverse multichannel services, professional personnel * Volkswagen passenger cars 11.2%
* Strong sales and after-sales service network, efficient logistics * Audi5.2%

» SEAT 2.0%

* Porsche 0.1%

* Volkswagen commercial vehicles 22.8%
* MAN trucks 4.2%
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Did you know? Car trade in figures

* The world's best Audi servicing is in Finland. The team of Audi Center Airport Finland won the Number Sales (VAT 0%), € million
world championship in the area of servicing focusing on customer service. This year, 71 teams Retail sales and number of stores 2016 2015 2016 2015
from 36 countries made ftinto the Audi Twin Cup fincls VA, et outets -

* Volkswagen Tiguan was rated the safest car in its class in Europe in Euro NCAP's crash safety VVrAdte imports O ...
rating. Special acknowledgement was given to its first class safety features, for example, body AutoCarrera 3 . 4 -
structure optimised for safety, a very good combination of safety belts, seats and airbags, Car trade, total E 9 . 770
coupled with innovative systems to assist the driver.

* The new Volkswagen Crafter was voted international Van of the Year 2017. The panel of jud- Car trade, key figures 2016 2015
ges consisted of journalists representing 24 European countries and specialising in commer- Net sales € million 849 748
cial vehicles. Operating prof;i.t ............................. €milion 2 89 ...... o 26.1.

Comparable operatlngproflt ................. €milion 295 ...... 26.1.

* The new SEAT Ateca won the European AUTOBEST 2017 competition and was voted "the Comparable oéé'r'a'ﬁ'r;é'é;;ﬁ}c'as percentage of net sales w 35 35
Best Car to buy in Europe in 2017". The Seat Ateca was also a candidate for Car of the Year in Capital expend.i.tl.J.r.e """"""""""""" pR— . e
F|n|and 2017 and placed SeCOﬂd. e . T .

Capital employed, average € million 124 104
Comparable re.t.u.r.n. on .c.::l.p.)i.t.a.l employed % 238 ...... B .25.2.
o aver;éé .......................................... - R
Properties 2016 2015
Owned properties, capital € million 56 60
o pmper.ti.és.,.;r.e; ...................... e ot o
Leased properéi;;,.lgé;é.I%a.l:)ilities ................ €milion 11 ...... 9.
o proper‘;i’e’s’,’a’;é’a ...................... e - .
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K in Action: Caara - an entirely new
online store for used cars

We want to make it as easy as possible to buy a

car. Caara.fi is a convenient and reliable way for
consumers to buy used cars, and the best thing is
that everything can be handled without getting up
from the sofa. The service has especially attracted the
attention of busy consumers and families who are not
always able to visit car dealership showrooms.

In 2016, VV-Auto's retail trade opened Caara, an entirely new online store for used cars. Caara.fi
is an online-only car store that has no traditional showrooms.

We aim to make it as easy as possible to buy a car. We also want to be involved in developing
digital services for the car sector. Caara will enable us to change the customer experience with

a fresh lifestyle approach where the customer's digital purchasing transactions are constantly
improved. For consumers, Caara is an easy, hassle-free and reliable way to buy a used car online.
Customers value the service's ease of use. The service has especially attracted the attention of
busy consumers and families who are not always able to visit car dealership showrooms.

The online store can be visited every day at any time, and customers can purchase cars in

the comfort of their own homes. Caara's salespersons can provide help using a chat service if
required. Customers can find suitable cars by searching by price, fuel or purpose of use. All of
the cars have undergone vehicle inspections so the buyer receives the most detailed, diverse
and reliable information available to support a purchase decision. We also offer our customers a
Caara warranty (12 months or 20,000 kilometres) and a 14-day right of return, as well as flexible
Caara financing solutions. The extent of the service is exemplified by the fact that every brand of
car is available on Caara.
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Purchased cars are either delivered to the customer's home or to an agreed handover location.
In Greater Helsinki, customers can also take a test drive, and the part-exchange value of the
customer's existing car can be assessed at the same time. Customers can also send pictures and
details of their existing car's history to enable the car to be assessed.

Buying a car has never been so easy! Whatever you need a car for - www.caara.fi.
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Store sites and properties

The store site network is a strategic competitive
factor for K Group. It provides opportunities for
business operations to develop and sales and
customer satisfaction to increase.

Different stores for different customer needs 2

° K-Markets, Siwas and Valintatalos

* Total number of K-Markets: 638 (excluding service stations)
* Average total sales area: 370 m?
* Average number of products on sale: 5,000

° K-Supermarkets

* Total number of K-Supermarkets: 228

* Average total sales area: 1,270 m?

» Average number of products on sale: 11,000

° K-Citymarkets, K-Rautas, Byggmakkers, Onninen Express and K-Senukai stores 3

* Total number of K-Citymarkets: 80

* Average total sales area: K-Citymarket 6,300 m?

* Average number of products on sale: K-Citymarket groceries 18,000

* Total number of K-Rautas in Finland, Sweden, Estonia, Latvia and Russia: 94

+ Total number of Byggmakkers in Norway: 80

* Total number of K-Senukai stores in Lithuania: 22 and in Latvia: 1

+ Total number of Onninen Express and Mega Express in Finland, Sweden, Norway, Poland,
Estonia, Latvia and Lithuania: approximately 120

* Average total sales area: K-Rauta 5,800-9,100 m?, Byggmakker 3,700 m?, K-Senukai approxi-
mately 8,000 m?, Onninen Express 1,245 m?

* Average number of products on sale: K-Rauta as many as 170,000, Byggmakker 14,000,
K-Senukai even 60,000, Onninen Express even 22,000
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Versatile services at store sites

The customers of K Group stores are served also in online stores. We take e-commerce require-
ments into account at the construction phase of new store sites. In the click and collect opera-
ting model, a separate in-store storage and packing area is reserved for products ordered online.
Specific parking spaces in the food store yard are dedicated to collection customers and the
shopping is paid in connection with collection at the car.

In 2016, there were 396 Rinki eco take-back points in connection with K-food stores intended
for consumer packaging recycling and 160 of them also accepted plastics. Several eco points
also accepted wastepaper and discarded clothes. All K-food stores accepted deposit beverage
containers.

Key local services available at K-food stores included over 325 Posti service points, over 560
Matkahuolto parcel pick-up points, over 25 DHL service points, over 140 Posti automatic parcel
pick-up points and over 1,000 K-food stores provided a cash withdrawal service. We offer an ex-
tensive network of electric car charging points free of charge. The ‘Liiteri’ trial tested K-Rauta’s
tool rental service.

Energy efficient construction and property maintenance

When a new store site or shopping centre is being planned and built, the starting point is sustai-
nable development and energy efficiency. In maintenance and repairs, the starting point is also
lowering lifecycle costs.

Store site projects involve major capital expenditure, the implementation of which requires skil-
led people, a high-quality network of cooperation and common rules. Kesko has long experience
and plenty of competence in the implementation of demanding store site projects.

In order to indicate the high level of requirements, an international environmental classification,
BREEAM or LEED, to be carried out by an external assessor is applied to the most significant
store site projects.

The following store sites have or will have the BREEAM environmental rating:

* Kesko’s new shopping centre being built in Itdkeskus, Helsinki
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* K-kampus, Kesko’s main office building planned to be built in Kalasatama, Helsinki
* The new shopping centres, each to include a K-Supermarket, being built in Suurpelto, Espoo
and Laajasalo, Helsinki

It is important to keep an eye on the development in the building and energy sector and antici-
pate changes. Technology is advancing all the time. The rapid development requires expertise to
identify when it is the right time to reject the existing technology and move on.

Kesko participates in the 2017-2025 action plan of the commerce sector's Energy Efficiency
Agreement. In accordance with the agreement, we are committed to reducing our energy con-
sumption by 7.5% through various saving measures. All K Group store chains are included in the
agreement.

The measures include:

* Solutions that decrease the consumption of materials and energy during the lifecycle of the
property

* The lowest lifecycle costs in the trading sector

* Optimum conditions for customers, employees and products

Retail stores achieve significant energy savings with these energy efficient solutions:

* Remote monitoring and building automation

* Lids and doors on refrigeration equipment

* Recovery of condensation heat

+ Refrigeration equipment that uses carbon dioxide
* Adjustable and directional lighting

* LED lights in neon signs

* Increased use of LED lighting also inside the store
* Solar power plants on store rooftops

Kesko's around 40 Real Estate Managers help K-stores find ways in which to make their energy
consumption more efficient and prepare a 5-6-year renovation programmes.
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K in Action:
Solar power from
K-store rooftops

K Group increases

the use of solar power
Finland's largest property
specific solar power
plant is located on the
rooftop of K-Citymarket
Tammisto in Vantaa. By
summer 2017, as many

as 16 solar power plants
will be operating in
connection with K-stores.
The new investments will
make K Group Finland's
biggest producer and
user of solar power.
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Store sites in figures

Breakdown of owned Owned properties by region,
properties, € €*

Owned properties by
division, €*

@ Finland 73%

@ Other Nordic countries 5%

@ Baltic countries and Belarus 4%
Poland 0%

@ Russia 18%

@ Strategic properties 64%
@ Standard properties 28%
@ Realisation properties 1%

@ Grocery trade 56%
@ Building and technical trade
36%

® Cartrade 6%
Others 2%

Development properties 7%

* Carrying amount

The store sites are divided into four categories: strategic properties, standard properties, rea-
lisation properties and development properties.

Strategic properties:

* Kesko prefers to own them

* In 2016, strategic properties accounted for 64% (64%) of all store sites

* They involve important business interests, such as large retail stores and properties that can
be developed into large stores
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Standard properties:

* Kesko owns them but they can be sold and leased back
* In 2016, standard properties accounted for 28% (26%) of all store sites

Realisation properties:

* Premises for which Kesko has no further business use

Development properties:

* Sites and properties in need of further development for their intended use

Capital expenditure in store sites
In 2016, Kesko’s total capital expenditure in store sites was €216.7 (166.7) million.

In view of our growth, key capital expenditure included:

* In the grocery trade, increasing and modernising the K-Market network, and expanding the
K-Supermarket network

¢ In the building and technical trade, the K-Rauta network is modernised in all operating countries

Kesko makes capital expenditure only in properties needed for its own or supporting business
operations.

At the end of 2016, the most significant store sites under construction were:

* K-Citymarket and the urban centre Easton in Helsinki, and K-Citymarket in Sastamala

* New K-Supermarkets being built in Tampere and Ilmajoki, and in Niittykumpu, Espoonlahti, as
well as Suurpelto in Espoo and Kalasatama and Pasila in Helsinki

* K-Rauta in Savonlinna and in St. Petersburg, Russia

For several upcoming years, Kesko’s most significant store site project will be the new shopping
centre, Easton Helsinki, being built in Itékeskus, Helsinki. The capital expenditure of the first
phase is valued at €100 million. Its employment impact is about 250 person-years for a period of
two years. The first part of Easton Helsinki will open to customers in autumn 2017. The next part
is estimated to be completed in 2019. The capital expenditure of the whole complex is valued at
over €200 million.
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In 2015-2016, our total capital expenditure in business operations, acquisitions excluded, was
€500 million. From 2018 onwards, we estimate the annual capital expenditure to remain below
€200 million. The strategic objectives are to achieve growth in the Finnish grocery trade, the
building and technical trade and the car trade.

2

2

Owned store sites by region, m

Owned store sites by division, m Leased store sites by region, m?2 Leased store sites by division, m?

@ Finland 64% @ Grocery trade 44% @ Finland 76% @ Grocery trade 48%
@ Other Nordic countries 8% @ Building and technical trade 49% @ Other Nordic countries 6% @ Building and technical trade 35%
® Baltic countries and @ Cartrade 6% @ Baltic countries and ® Coartrade 1%
Belarus 12% Others 1% Belarus 16% Others 16%
Poland 0% Poland 2%
@ Russia 16% @ Russia 0%
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Owned store sites and properties Leased store sites and properties
Book value by region, € million 2016 2015 Area by region, 1,000 m? 2016 2015
Finland 688 662 Finland 2,682 2,274
Other Nordic countries | 48 N B N . 51 Other NOrdiC countries | 222 N B N 180
Baltic countries and Belarus | 33 . ..;53 Baltic countries and Belarus . 555 . 470
Coes 168 [ 361 oo 60 e
toul o 107 o ST 8 [ ..27
Total 3,527 2,951
Area by region, 1,000 m? 2016 2015
Finland 547 540 Lease liabilities by region, € million 2016 2015
Other Nordic countries | 65 . .66 Finland 2,698 2,348
Baltic countries and Belarus | 105 . 109 Other Nordic countries . 92 . .1.08
Russia 137 . 191 Baltic countries and Belarus 199 . 185
roul 55t s06 oo T 6 e
s 0 [ ..13
Book value by division, € million 2016 2015 Total 2,996 2,594
Grocery trade 524 639
Building and technical trade . 342 . 357 Lease liabilities, € million 2016 2015
Car trade | 56 N B N 60 No |ater than one year 400 347
Others 15 B 51 Later than one year and no |ater than five years 1,326 B 1,139
Total 2,996 2,594
Area by division, 1,000 m? 2016 2015
Grocery trade 377 410
Building and technical trade | 421 . 404
S 47 [ .47
. 9 [ .45
Total 854 906
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Responsibility highlights in 2016

®

On our new web pages, we present the ways in which we promote the
UN Sustainable Development Goals, the SDGs, in our operations.

Visit the UN Sustainable Development Goals and Kesko web pages >

@

We completed a human rights assessment and made a human rights
commitment.

Read more >

®

We published the K Code of Conduct for all of our personnel and
business partners.

Click here to go to the K code of conduct website >
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®

We had solar power plants built on the rooftop of two K-Citymarkets
and nine K-Supermarkets.

Watch the video >

®

We published a plastics policy and committed to reduce the
consumption of plastic bags.

Read more about our actions >

®

In 2017, we ranked 25th in the Global 100 list and were the best
trading sector company.

Click here to go to the list >
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Corporate Responsibility in Kesko's
Strategy

"More than before, corporate responsibility coupled with a strong
identity and attractive brands is a prerequisite for operation in every
line of business.”

Matti Kalervo, Vice President of Corporate Responsibility

At Kesko, corporate responsibility work is integrated into day-to-day activities.

Corporate responsibility work is based on Kesko's value, vision and mission. Corporate respon-

sibility work is guided by Kesko’s strategy, general corporate responsibility principles,
the K Code of Conduct guidelines and Kesko’s purchasing principles.

Kesko’s responsibility programme contains short-term and long-term objectives. The pro-

gramme has six themes: Good corporate governance and finance, Customers, Society, Working
community, Responsible purchasing and sustainable selections, and Environment.

General operating principles guiding responsibility

Kesko’s Group Management Board has approved the Group’s principles of corporate responsibility.

These principles define the basic economic, social and environmental responsibility promises.

Kesko’s commitments to international declarations and conventions are also included in the
principles. The most important principles are:

* The UN Universal Declaration of Human Rights and the UN Convention of the Rights of the Child

* The ILO convention on the Fundamental Rights and Principles at Work
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* The OECD Guidelines for Multinational Corporations

* The ICC Business Charter for Sustainable Development and principles against corruption and
bribery

* The UN Global Compact initiative
* The UN Sustainable Development Goals

* The purchasing principles of the Business Social Compliance Initiative (BSCI)

Mission
We create welfare respon-

Vision

We are the customer’s choice
and the quality leader in the
European trading sector

Value
The customer and quality - in
everything we do sibly for all our stakeholders

and the whole society

“ P ; ) \ ]
€ ~ 3\ GOLD Community

WE SUPPORT

"Kesko participates in the UN Global Compact initiative and is com-
mitted to observing ten generally accepted principles concerning
human rights, labour standards, the environment and anti-corruption
in all of its operating countries."

Mikko Helander, President and CEO

72


http://annualreport2016.kesko.fi/strategy-report/keskos-direction/our-strategy/
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/our-strategy/
http://www.kesko.fi/en/company/responsibility/how-do-we-manage-responsibility/principles-of-corporate-responsibility/
http://kesko.fi/en/k-code-of-conduct/
http://www.kesko.fi/en/company/responsibility/how-do-we-manage-responsibility/principles-of-corporate-responsibility/#Ostouusi
http://annualreport2016.kesko.fi/gri-report/responsibility-programme/responsibility-programme/
http://kesko.fi/en/company/responsibility/how-do-we-manage-responsibility/principles-of-corporate-responsibility/

L
K STRATEGY REPORT GRI REPORT FINANCIAL STATEMENTS CORPORATE GOVERNANCE
L

Kesko’s responsibility path

We complete

a human rights
assessment and
publish a human
rights commitment

Our We commit Responsibility
Responsible ourselves to combined with
Working promoting the strong identity and
Principles guide UN’s Sustainable attractive brands is
Development an increasingly
Responsible Assurance of Goals (SDGs) important
Kesko’s purchasing: the corporate First First integrated prerequisite in
energy guide Kesko’s SA8000 responsibility responsibility annual report is The K Code of every business
is published values certification report begins programme published Conduct guidelines operation
1982 1996 1999 2002 2008 2014 2016 2020
1990 1998 2000 2005 2013 2015 2017
Environmental K-environmental The first Joins the Global Updated Objectives in The electricity we
policy store model corporate Compact initiative responsibility other countries purchase in Finland
responsibility programme are included in is 100% renewable
Comprehensive report is Responsible the responsibility
reporting begins  published purchasing: BSCI K-responsibility programme
audits concept adopted

by first stores
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K in Action: Getting to know SDGs from K Group’s
Christmas calendar

In December 2016, the doors of the advent calendar on Keskonet,
the Kesko intranet, revealed surprises never seen before and made
the calendar hugely popular. Kesko personnel counted down to
Christmas in a community spirit, familiarising themselves with the
UN Sustainable Development Goals: every workday a member of
Kesko’s personnel appeared on a video from behind a calendar
door to tell us us how Kesko promotes the UN Sustainable
Development Goal of the day in its corporate responsibility work.
Towards the end of November, Kesko had published the UN Sustainable Development Goals

and Kesko web pages. Kesko is committed to supporting the UN Sustainable Development
Goals (SDGs) in its operations. The web pages explain how Kesko promotes all of the 17 goals in

practice.

But how to get time-pressed people to explore the web pages? This was the problem the Group
Corporate Responsibility Unit tried to solve in November when the content was nearly ready.

"Then our Corporate Responsibility Specialists Sohvi Vdhdmaa and Minna Saari had a bril-

liant idea: there is one less working day in December before Christmas Eve than there are UN
Sustainable Development Goals, i.e. 17. Why not have an advent calendar on the intranet where
one door opens to one SDG each day!” says Matti Kalervo, Kesko Vice President, Corporate
Responsibility.

From idea to action

It didn’t take long before Sohvi and Minna started to look around K Group for people willing to
tell others about the SDGs in an informal Christmas greeting.
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"Our wonderful colleagues immedi-
ately said a big ‘yes’ to the idea. We
recorded the video greetings with a
phone for use on the intranet. Most
of them were shot in just one take
and were spontaneous and genuine,”
say Sohvi and Minna.

Advent calendar became hugely popular
The first door on the intranet opened on 30 November to a video where Jesse Mether, Sustainabil-
ity Manager of Kesko's building and technical trade, talked about how Kesko promotes SDG 1, No

poverty.

"We in K Group create jobs and welfare, both locally and globally,” said Mether in his video. He
ended by wishing everyone peace and love this Christmas.

"Day after day, colleagues in the offices stopped me to say how much they liked the advent calen-
dar. This was a magnificent way to make busy people stop and think about the actual meaning of the
UN Sustainable Development Goals,” says Jesse.

We stopped at one goal after the other leading up to Christmas Eve. But the promotion of the UN’s
Sustainable Development Goals will continue.

"In the future, we will link our work to these goals. For example, our Annual Report, which is coming
out in March, will explain how our responsibility programme is linked to the UN Sustainable Develop-
ment Goals. It’s great that UN has published these global goals to be shared by us all: states, business-
es, investors, non-governmental organisations and all citizens, says Matti Kalervo.
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We listen to our stakeholders

The assessment of Kesko’s operations and corporate responsibility impacts takes account of the
key stakeholders:

¢ customers

* investors and Kesko’s owners

* Kesko personnel

* retailers and store staff

+ suppliers and service providers
* the media

* authorities

* NGOs and other organisations
* trade unions

The materiality assessment of Kesko's corporate responsibility guides Kesko's responsibility and

stakeholder work. Operations in all areas of responsibility are developed in accordance with the
expectations of the key stakeholder groups.

The stakeholder assessment is included in Kesko’s management model and operating plans.
Kesko's corporate responsibility vision is based on taking stakeholders’ views into account.
Various surveys are regularly conducted to identify stakeholder expectations.

The corporate responsibility function is headed by the Executive Vice President for marketing,
communications, corporate responsibility and corporate relations, who is a member of Kesko’s
Group Management Board. He reports to the Group Management Board on communication with
stakeholders on economic, social and environmental responsibility.
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Kesko's stakeholder interaction

PLANNING DATA ACTIONS AND
COLLECTION FEEDBACK

- Stakeholder identification - Viewpoint and - Reporting performance

- Nature of stakeholder importance against targets

to the company
- Viewpoint indicators

relationship - Reporting against criteria
(GRI, AA1000)
« Assurance

- Stakeholder feedback

- Stakeholder expectations
- Process scope, target

- Key values and operating
and schedule

principles relevant to

different stakeholders - Type of data collection
- Data auditing and
analysis, comparison
with objectives
and indicators
(P

POLICIES, GUIDELINES, METHODS

DOCUMENTATION

Read our stakeholders' addresses

K Digital Trainee programme offers a path to exciting career opportunities within the K Group

Kesko promotes human rights

Long-established cooperation between Caverion and Onninen is based on high-quality opera-

tions and competitiveness

75


http://annualreport2016.kesko.fi/gri-report/gri-report-profile/materiality-assessment/
http://www.kesko.fi/en/company/responsibility/how-do-we-manage-responsibility/vision-of-corporate-responsibility/
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/our-strategy/#k-digital-en
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/how-we-create-value/#SASK
http://annualreport2016.kesko.fi/strategy-report/divisions/building-and-technical-trade/#caverion
http://annualreport2016.kesko.fi/strategy-report/divisions/building-and-technical-trade/#caverion

K

STRATEGY REPORT

GRI REPORT FINANCIAL

CORPORATE GOVERNANCE

Staying aware of stakeholder expectations requires regular dialogue. The following table describes interaction with the key stakeholder groups:

Key stakeholders

Stakeholder incl

ivity and ch of interaction

Customers .

Investors, owners and analysts

Investors’ and shareholders’ questions concerning corporate responsibility have increased in recent

Daily customer encounters

Customer service channels

Customer satisfaction surveys

Post-shopping surveys

Interaction via social media channels (Facebook, Twitter, LinkedIn, Pinterest, Instagram, blogs)
Survey and service functions on mobile and online services

years. Kesko replies annually to the inquiries of several institutions making sustainability assessments.
Examples of events:

Personnel and retailers o

Suppliers and service providers 0

Society (the media, authorities, NGOs

and other organisations, and trade .
unions) .
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General Meeting
Investor meetings
Press conferences
Capital Markets Day

Personnel survey

Performance and development reviews

National Works Council meetings

Kesko’s intranet: country-specific pages: Keskonet Finland, Latvia, Sweden, Russia, Estonia, and Kes-
konet Global for all

Available on Keskonet: feedback channels Direct Line, Mail to the President and CEO, link to SpeakUp
reporting channel, discussion column and several blogs

Annual K-Team event for K-retailers, K-store staff, Kesko personnel and business partners

The K Code of Conduct (in the languages of all our operating countries)

Value discussions on the K Code of Conduct guidelines

Around 24,600 suppliers and service providers, see 204-1 Proportion of spending on local suppliers

Cooperation in accordance with fair trading practices

'Principles and Practice of Socially Responsible Trading' guide

Business partner meetings, such as Kesko grocery trade’s annual partner info event
Audits and training events in high-risk countries

Meetings

Media events and enquiries

Activities in organisations

International activities in the BSCI and BEP! initiatives and in the national BSCI group
Enquiries from NGOs

Responsibility is strongly visible to customers in the K Group’s consumer brands and stores.
Customers have to be able to trust in the quality and safety of products and the fact that their
responsible choices start when they enter a K-store.

Kesko strives to continue and improve its ratings in significant sustainability indices and lists,
as they are important neutral evidence of responsible operations. Transparency of reporting
and corporate governance principles, as well as ensuring that laws and responsible operating
principles are observed, create a solid basis for Kesko's business operations.

Kesko's working community is developing and international. Common values, principles and
operating practices provide the basis for our work everywhere. Corporate responsibility

is becoming ever more important in creating the employer image. Companies in which job
satisfaction is high and that offer versatile jobs and opportunities for career progress are most
likely to succeed in attracting and retaining the best employees. K-retailers listen to the wishes
of their customers and adapt their selections accordingly. Stores implement responsibility in all
operations.

Diverse networking with suppliers and service providers requires that all parties of the supply
chain accept the common values, objectives and operating practices.

We are together responsible for ensuring that our customers can rely on our expertise, services
and the quality and safety of our products.

Kesko proactively follows changes in society in close cooperation with its stakeholders. We
cooperate and discuss openly with NGOs, authorities and other decision-makers.

76


http://annualreport2016.kesko.fi/gri-report/disclosures/economic-impacts/#204-1-en
http://www.kesko.fi/en/company/responsibility/stakeholders/activities-in-organisations/

L
K STRATEGY REPORT GRI REPORT FINANCIAL STATEMENTS CORPORATE GOVERNANCE
L

Management model and systems
Corporate responsibility organisation in Kesko

Corporate responsibility at Kesko is integrated into day-to-day activities that help customers
make good choices.

Kesko’s Board of Directors and Group Management Board discuss the key principles and
reporting.

The corporate responsibility function is headed by the Executive Vice President for marketing,
communications, corporate responsibility and corporate relations, who is a member of Kesko’s
Group Management Board. Corporate responsibility is one of the target indicators of his perfor-
mance bonus.

The Group’s Corporate Responsibility Unit, assisted by steering groups, is responsible for the
development, coordination and reporting of responsibility work.

The management of each business division is responsible for practical implementation.

Corporate responsibility advisory board

The Vice President for corporate responsibility (Ch.), division representatives, Group represent-
atives

» develops the principles that guide the Group’s corporate responsibility
* steers and coordinates practical measures

* sets the objectives for corporate responsibility work and monitors and, as necessary, supports
their achievement
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Corporate responsibility steering

f 1

KESKO'S BOARD OF DIRECTORS GROUP MANAGEMENT BOARD

K

CORPORATE RESPONSIBILITY ADVISORY BOARD

ENVIRONMENTAL STEERING GROUP

STEERING GROUP FOR RESPONSIBLE PURCHASING

STEERING GROUP FOR LOCAL RESPONSIBILITY
IN OPERATING COUNTRIES

DIVISION-SPECIFIC RESPONSIBILITY STEERING GROUPS

MANAGEMENT BOARD FOR MARKETING, COMMUNICATIONS,
RESPONSIBILITY AND CORPORATE RELATIONS

HR MANAGEMENT BOARD
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Environmental steering group

The Group’s Corporate Responsibility Unit (Ch.), divisions’ specialist representatives
* develops the Group’s environmental management

* promotes the sharing of best practices within the Group

» keeps up with changes in legislation pertaining to environmental responsibility

Steering group for responsible purchasing

The Group’s Corporate Responsibility Unit (Ch.), divisions’ specialist representatives

* develops the Group’s responsible purchasing procedures
+ promotes the sharing of best purchasing practices within the Group

* keeps up with changes in legislation pertaining to purchasing and sourcing

Steering group for local responsibility in operating countries

Management board for marketing, communications, corporate responsibility and
corporate relations

The Executive Vice President for marketing, communications, corporate responsibility and cor-
porate relations (Ch.), responsible persons of the divisions and the Group functions

* coordinates the processes and objectives of marketing, communications, corporate responsi-
bility and corporate relations

HR Management board
The Senior Vice President for HR (Ch.), divisions’ representatives, Group representatives
* prepares the Group’s HR strategy and common HR policy definitions

* sets common objectives for the HR function and guides and coordinates the achievement of
the objectives and practical implementations of HR operations

* guides the development of HR processes and services and monitors the quality and efficiency
of HR processes and services

The Vice President for corporate responsibility (Ch.), representatives of local subsidiaries in

operating countries (other than Finland)

 steers the implementation of the responsibility programme in the other operating countries

 develops local additions to the responsibility programme

* promotes the sharing of best practices within the Group

Division-specific responsibility steering groups

are, based on the objectives set by the Group-level steering groups, responsible for:

* determining their own responsibility objectives

= implementing them according to the specific characteristics and strategies of their respective

divisions
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Certification and audit systems related to production in high-risk countries approved by

Kesko
Certification/audit
system
BSCI (Business Social
Compliance Initiative)
sas00
T
s;dex/SMETA -
ics
#;arirtradrer V
kéinforé;i Allia;r;ée
ProTerra
MPS-Socially Qualified
s;il Assrcr:zrziatioﬁrlr-ithicarlr 7
Trade
VSVurstainzVaVbrility Iﬁifiativé of
South Africa SIZA
Vsrurstain;brly Gréwn
UTZ Certified
kSPO (k;undtébie on .
Sustainable Palm Qil)
kfRS (IR;;)LJnd T;BIe onr -
Responsible Soy)
VVVVVIETAV R
Vinos de Chile
MSC (Mél;ine Srtrerwardsrhirp

Council)

STRATEGY REPORT

Product group
All product groups

Coverage of criteria

Social, limited
environmental part

All product groups

Social

All product groups

Social

All product groups

Social, limited
environmental part

All product groups

Social

Agricultural products incl.

cotton

Social, environmental

Agricultural products

Social, environmental

Agricultural products

Social, environmental

Agricultural products

Social

Agricultural products

Social

Agricultural products

Social, environmental

Agricultural products

Social, environmental

Coffee, cocoa, tea

Social, environmental

Products containing palm
oil

Economic, environmental,

social

Soy Economic, environmental,
social

Wines Social

Wines Social, environmental

Caught fish and shellfish

Environmental (sustainable
fishing)
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Product label
No

No
No

Yes
Yes
No

Yes

FINANCIAL STATEMENTS

Certification/audit
system

ASC (Aquaculture
Stewardship Council)
Florverde Sustainable
Flowers

FLA (Fair Labor
Association)

FWF (Fair Wear
Foundation)

GOTS (Global Organic
Textile Standard)
WRAP (Worldwide
Responsible Accredited
Production)

IMO Fair for Life

FSC (Forest Stewardship
Council)
PEFC (Programme for the
Endorsement of Forest
Certification)

ICA Social Audit *

* Conditional approval. A maximum of two IGS audits are approved after which the supplier must adopt BSCI audit or

CORPORATE GOVERNANCE

Product group
Farmed fish and shellfish

Coverage of criteria

Social, environmental

Flowers

Social, environmental

Consumer goods

Social

Clothing

Social

Textiles, hygiene
products (organic)

Social, environmental

Textiles, shoes

Social

All product groups

Social, economic

Wood products and timber

Social, environmental

Wood products and timber

Social, environmental

Consumer goods

Social

some other approved audit conducted by an independent party.

Product label

Yes

Yes

No
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Environmental systems
All of Onninen's operations in all operating countries are ISO 14001 certified.

The operations of Kesko Logistics are ISO 14001 certified.

In the food stores and the building and home improvement stores, environmental management
is based on the K-responsibility concept. For K-Citymarkets, K-Supermarkets and K-Markets, the
K-responsibility concept is a requirement for inclusion in the chain. A K-responsibility concept
inspection is carried out every three years at the K-Rauta, Rautia and K-maatalous stores by an
independent external partner. In 2016, a total of 59 stores were inspected.

VV-Auto Group Oy fulfils the requirements of the ISO 9001 quality system and VV-Autotalot

Oy fulfils the requirements of the quality and environmental action programme of the Finnish
Central Organisation for Motor Trades and Repairs (AKL).
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Responsibility programme

Kesko’s responsibility programme contains both short-term and long-term objectives. The
programme has six themes: Good corporate governance and finance, Customers, Society,
Working community, Responsible purchasing and sustainable selections, and Environment.

In 2016, we updated the objectives of the responsibility programme by specifying the theme
titles, adding objectives that underpin our strategy and our stakeholders’ expectations, and
removed objectives that have already been achieved or are immaterial. This year, we present the
progress of the responsibility programme for the last three years.

Ll
BT (U
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Good corporate governance and finance

We are committed to our operating principles. Together,

we generate economic value added.

* The K Code of Conduct steers all our operations.
* We follow good corporate governance principles.

« Together, we improve financial profitability

Topic Objective

K Code of Conduct All of our personnel act in compliance with the

K Code of Conduct.

We organise regular training on the K Code of
Conduct.
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Progress of objectives 2014

Our Responsible Working Principles guidelines are
a material part of the induction of new employees.
According to a personnel survey, 93.3% respondents
have explored the guidelines.

As part of the ongoing responsibility training, four
training events on responsible working principles
were organised in 2014 for different divisions in
Finland, Latvia, Lithuania and Estonia.

Progress of objectives 2015

From the beginning of 2015, all of Kesko's Russian
business companies have had their own anti-
corruption policies. We decided to update Our

Responsible Working Principles guidelines in 2016.

The online training on responsibility, which

was published in 2015 and directed at all Kesko
employees, describes Our Responsible Working
Principles. As part of the ongoing responsibility
training, a training event on Our Responsible
Working Principles was organised for the key
employees of Kesko’s company in Belarus in 2015.

for every quarter.

Progress of objectives 2016

We updated Our Responsible Working Principles
guidelines in 2016. The new guidelines were named
the K Code of Conduct and were published in the
languages of all our operating countries in October
2016. We named 20 K Code of Conduct ambassadors
as the messengers and contact persons. We will
update all new and renewed employment contracts
to include a clause about the requirement for
personnel to familiarise themselves and comply with
the K Code of Conduct. We will add a K Code of
Conduct contract clause to all agreements signed
by Kesko Group companies. As of 2017, we oblige
the entire personnel to annually acknowledge their

compliance with the K Code of Conduct guidelines.

As part of the ongoing responsibility training,

a training event on the K Code of Conduct was
organised in Suomen L&hikauppa and two Russian
subsidiaries in 2016. The events focused largely on
corruption and fraud-related issues. The eLearning
training targeted at all personnel had been attended
by 3,159 people at the end of 2016. We drew an
annual plan for 2017 which includes procedures to
increase the personnel's awareness of the K Code of
Conduct such as communication and training events
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Topic Objective Progress of objectives 2014 Progress of objectives 2015 Progress of objectives 2016
Return on capital Kesko's objective is to achieve a 14% comparable The comparable return on capital employed was The comparable return on capital employed was The comparable return on capital employed was
return on capital employed and a 12% return on 9.9% and the comparable return on equity was 7.6%.  11.7%, and the comparable return on equity was 11.9%, and the comparable return on equity was
equity. 8.2%. 9.8%.
Human rights We respect human rights and take them into account We started to assess human rights related impacts We continued to assess human rights related impacts We published our human rights assessment and
in all our operations. in accordance with the UN Guiding Principles on in accordance with the UN Guiding Principles on human rights commitment on our website. We will
Business and Human Rights. Business and Human Rights. During the extensive review and update it every three years. We will

report work, we heard the thoughts of customers and construct our operating models so that respect for
personnel as well as employees in high-risk countries’ human rights is observed in all our operations.
factories on human rights and how well they are
realised in K Group's operations.

Management approach

10 Seiies

Material aspects

* Economic performance

* Indirect economic impacts

* Anti-corruption

* Anti-competitive behaviour

* Compliance

+ Grievance mechanisms for impacts on society

* Customer privacy
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We generate economic value added

At Kesko, economic responsibility refers to the good management of finances, the efficient use
of resources, as well as generating stable, long-term economic benefits for the various stake-
holders. Kesko's operations generate economic benefits for shareholders, personnel, retailers,
suppliers of goods and services and their employees and customers, as well as municipalities and
states.

The K Code of Conduct and reputation management

Different aspects of responsibility, such as the ethicality of production and sourcing, the fair
and equal treatment of employees and environmental protection are increasingly important for
customers. Kesko's attitude to bribery and other malpractice is absolutely uncompromising.
Responsible working principles are essential for building trust between Kesko, K-stores, our
customers and our business partners.

Public policy
Kesko plays an active role in trade and industry organisations in Finland and in the European Un-

ion, contributing its expertise to social development and legislative work. Kesko does not donate
funds to political parties.

Customer privacy

Customers' personal data is, for instance, processed in various personal data registers and online
stores' customer registers that are collected for the implementation of marketing activities.
Furthermore, Kesko manages and maintains the K-Plussa customer loyalty system, operated by
K-chains and K-Plussa partners. Using the information received from the K-Plussa customer loy-
alty system, we can develop and tailor our operations to better suit our customers' needs. Taking
care of our customers' privacy is of utmost importance to us.

KESKO'S ANNUAL REPORT 2016

Policies, principles and commitments

* Accounting policies

* Kesko Group complies with International Financial Reporting Standards (IFRS) approved
for adoption by the European Union.

* Corporate Governance principles

* Kesko's decision-making and corporate governance are guided by Kesko's values and
the K Code of Conduct guidelines. Decision-making and corporate governance comply
with the Finnish Limited Liability Companies Act, regulations concerning publicly quoted
companies, Kesko's Articles of Association, the charters of Kesko's Board and its Commit-
tees and the rules and guidelines of Nasdaq Helsinki Ltd. The company complies with the
Finnish Corporate Governance Code for Listed Companies that entered into force on 1
January 2016.

* Risk management principles

* The risk management policy confirmed by the Board of Directors guides risk management
in Kesko.

* Good trading practices
* Kesko's grocery trade and Kespro are committed to good trading practices.

* K Code of Conduct

* The K Code of Conduct is used to ensure that everyone at Kesko has the same understand-
ing of the values and principles that guide our daily work. The principles are the same for
every Kesko employee in all our operating countries. We also expect our business partners
to operate responsibly.

» Data protection policy

* The data protection policy defines how Kesko Group strives for compliance with the law in
the processing of personal data and a high level of data protection in all of its operations
and operating countries.

84


http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/descriptions-concerning-corporate-governance/
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/our-strategy/
http://www.kesko.fi/en/k-code-of-conduct/
http://cgfinland.fi/en/
http://www.kesko.fi/en/investor/corporate-governance/risk-management-and-audit/risk-management-policy/
http://kesko.fi/en/k-code-of-conduct/
http://www.kesko.fi/en/company/policies-and-principles/kesko-groups-data-protection-policy/

STRATEGY REPORT GRI REPORT FINANCIAL STATEMENTS CORPORATE GOVERNANCE

Monitoring and control systems

 Financial reporting and planning

Kesko's financial reporting and planning are based on the Kesko Group's management
system. The Group's financial development and achievement of financial objectives are
monitored by financial reporting covering the entire Group.

* Compliance

Kesko runs compliance programmes to ensure that Kesko employees are familiar with the
key laws relating to operations and act in compliance with them. For Kesko, knowledge of
and compliance with competition laws is of primary importance.

* Prevention of malpractice

The Kesko Group's Internal Audit monitors and secures the functioning and efficiency
of management, supervision, risk management and corporate governance in the Kesko
Group. Kesko's Internal Audit pays special attention to the efficiency of controls that
prevent malpractice and financial losses. Kesko's Legal Affairs and Internal Audit have
organised value discussions in Kesko subsidiaries with the focus on anti-bribery work.

* Risk management

Kesko has a uniform risk assessment and reporting system. Risk identification is based on
business objectives and opportunities and the defined risk appetite. Risks are prioritised
on the basis of their significance by evaluating their impact in financial terms and proba-
bility. When assessing the impact of materialisation, the impacts on reputation, people's
wellbeing and the environment are considered in addition to the impact in euros. Risk
management measures are assigned persons in charge who are responsible for planning,
implementing and monitoring the measures. The measures defined are added in action
plans and monitoring systems. Kesko's Internal Audit annually assesses the functioning
and efficiency of Kesko's risk management system.

* Privacy protection

Personal data collected for various purposes on the grounds defined in the Finnish Per-
sonal Data Act form separate person registers. For example, the customer information of
K-Plussa cardholders forms a customer database that is used, with the customer's per-
mission, for managing customer relationships, for customer contacts and the marketing
purposes of the companies that have joined the K-Plussa system. K-Plussa customers can
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prohibit the connection of product or product group level information to their identified
customer relationship. In compliance with the Personal Data Act, the file description is
available in Finnish at www.plussa.com.

+ Data controllers ensure that customer information is only used for the purposes specified
in the file description. Information on individual customers is secured by issuing instruc-
tions to personnel and by using technical systems. Customer data is only disclosed to third
parties if required by law.

Responsibilities and resources

» Kesko's Corporate Governance structure is presented at Kesko's Corporate Governance
principles

* Group Legal Affairs Unit

* Internal Audit Unit

* Risk Management and Strategy Process Unit
+ K-Digital Unit

Grievance mechanisms

Through Kesko's intranet, employees in all operating countries can give feedback and ask
questions concerning operations not only in their own units but also directly to top management.
Feedback can be given openly or anonymously.

SpeakUp is a confidential reporting channel meant for reporting crime and malpractice sus-
picions when, for one reason or another, the information cannot be passed directly to Kesko's
persons in charge.

L]
Boundaries
Corporate governance Kesko

Finance Kesko
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STRATEGY REPORT

Customers

We offer sustainable products and multi-channel services

* We make people's lives more convenient and easier.

* We offer healthy products and services that promote wellbeing.

GRI REPORT

* We develop our multi-channel aspect of our store network based on our customers' expecta-

tions.

* We encourage our customers to make sustainable choices.

Topic

Dialogue with
customers

Consultation services
to customers

Objective

We consult our customers as we develop our
corporate responsibility work.

+ Dialogue with customers in stores and social
medial channels
- Customer satisfaction and brand surveys

We offer our customers multi-channel information

on our products and services.

+ K-ruoka.fi

+ Pirkka magazine and Pirkka.fi
« K Consumer Service

« Customer feedback channels

KESKO'S ANNUAL REPORT 2016

Progress of objectives 2014

In autumn 2014, we studied stakeholders' views on
the focal points of Kesko's value creation through an
interview survey.

The K Consumer service was contacted more than
20,900 times. Kesko Food is going through an
extensive project to change the package labelling
of its own brand products with the aim of providing
consumers with more detailed information on

the nutritional content, ingredients and potential
allergens.

FINANCIAL STATEMENTS

Progress of objectives 2015

As part of Kesko's human rights assessment, we
heard the stakeholders' views on how well they
thought human rights were realised, for example, in
customer service situations. The online questionnaire
was directed at both majority representatives as
well as special groups. Kesko was assessed as
slightly higher than the average Finnish company

in the materialisation of a variety of human rights
issues. However, the assessment given by special
groups was, with regards to certain aspects (e.g.
unrestricted access, accessibility, personnel
diversity), considerably poorer when compared to
the answers given by majority representatives.

The K Consumer service was contacted 19,770 times.
Information about good products and responsible
actions was given in stores and marketing with the
help of the K-responsibility concept and its slogan
‘Let’s do good. Together.’

CORPORATE GOVERNANCE

Progress of objectives 2016

The human rights assessment generated invaluable
information for developing customer services. We

will investigate the possibility of implementing the
suggestions we received.

We carried out an extensive study among grocery

trade experts, retailers, suppliers and K-Plussa
customers on the expected food trends and
phenomena of 2017.

The significance of social media channels in
customer interaction has grown. In 2017, we will
more actively listen to our customers' opinions
and carry out more systematic and focused

communication within social media communities.

Customer feedback received through the new
customer feedback system, launched in summer
2016, increased significantly. The K Group's
customer magazine Pirkka was revamped. The

K Consumer Service was contacted 19,619 times.
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Topic
Welfare

Objective

We offer healthy products and services that promote
wellbeing.

+ Healthy food selection in K-food stores

e Fruit campaigns

+ Recipes in K-ruoka.fi and Pirkka magazine

« Products promoting healthy living and life in
K-Rauta and Intersport stores

Sustainable
consumption

We help our customers make sustainable choices.

» Statements and policies

- Food waste

KESKO'S ANNUAL REPORT 2016

Progress of objectives 2014

The 5,400 recipes in K-ruoka.fi service include

the nutritional content of the dish, which makes it
easier for people to make choices. Intersport stores
organised activity days whose aim was to promote
a healthy lifestyle and to encourage people to be
active.

The K-responsibility concept theme "Let's do

good. Together" was an essential part of the
communication and marketing of the grocery trade.
K-food stores participated in the Food Waste Week
campaign organised by the Consumers Union Of
Finland.

significant store locations.

Progress of objectives 2015

In 2015, K-ruoka.fi produced the Kevedmpi arki
customer programme consisting of recipes and ideas
that promote a healthier lifestyle and well-being.
Intersport's sports training offered expert tips,

inspiring content and exercise programmes for
people of different fitness levels.

The K-responsibility concept theme "Let's do

good. Together" was an essential part of the
communication and marketing of the grocery trade,
as well as our building and home improvement stores
and agricultural stores. Our building and home
improvement stores offered their customers energy
efficient and environmentally friendly products and
services. K-food stores participated in the Food
Waste Week campaign organised by the Consumers
Union Of Finland.

VV-Auto participated in the Finnish Transport
Agency's car scrapping reward trial. The range of
electric and hybrid cars available in car dealers
widened.

As a new service, we started building new charging
points for electric and hybrid cars in the most

Progress of objectives 2016

In addition to the recipe search function, the
K-food mobile app gives the user suggestions
about the most popular recipes made with seasonal
ingredients. K-stores launched vege shelves. The

product reformulation policy (less salt, sugar and fat)
is to be updated in 2017.

Cello indoor and outdoor paints received the

Swan label. Onninen Norway provides welfare
technology-related solutions. Intersport organised
sports training during different seasons.

The K Group has the most comprehensive
neighbourhood store network in Finland. We
provide an extensive and free charging network for

electric cars. We participated in the Kinkkutemppu
campaign which used the roasted ham fat to produce
renewable diesel. K-food stores participated in

the Food Waste Week campaign organised by the
Consumers Union Of Finland. At the start of 2017,
Pirkka ESSI circular economy bags were introduced

in K-food stores. K-food stores introduced shared
vege shelves for all vegetable protein products.

We published our soy policy and committed to it; by
2020, all soy used in the production chain of own-
brand products will be sustainably produced RTRS
or ProTerra certified soy. We published our plastics
policy and committed to introducing measures to
reduce the consumption of plastic bags.
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Topic

Digital services

Management by

information

Objective

We offer the best digital services to the K Group's
customers in all divisions.

« Accessibility for special groups

+ Online stores' centralised distribution

+ Online stores' producer responsibility and product
responsibility

Each K-store is customised to meet its local
customer demand by utilizing customer data.

Using marketing based on customer data, we can
offer our customers the best customer experience.

KESKO'S ANNUAL REPORT 2016

Progress of objectives 2014

Online sales of food through ruoka.citymarket.fi
were extended to cover the whole Greater Helsinki.
The building and home improvement stores and food
stores launched click and collect services.

A new test store, K-Myllypuro, was opened in
Myllypuro, Helsinki, for testing new store concepts,
easier shopping and solutions for product ranges and
their customisation.

We launched a campaign management tool, which
we used to produce targeted and unique customer
communication. The aim was to launch personalised
customer marketing in stages in the wider K Group.

Progress of objectives 2015

Stores' click and collect services became more
common. We published a K-food mobile app, which
offers personalised benefits and shop-specific offers
and a smart shopping list. Sotka's online store.

Dozens of new ideas and operational models were

tested in K-Myllypuro over a year. The test store's
customers and customer jury were asked for
feedback on a regular basis. Based on customer
wishes, the test store became a K-Supermarket in
August 2016. The experiences gathered from the
K-Myllypuro test store were used in the planning of
the renewal of the K-Market chain.

Personalised marketing based on purchase history

means that customers receive benefits better suited
to them. After purchasing, customers receive service
messages, customer questionnaires or personalised
offers using their chosen channel.

the K-food mobile app further.

Progress of objectives 2016

Almost 100 K-food stores nationwide offer locally
operating online grocery stores and click and collect
services. All K-Rauta stores have an online store
which also provides a delivery and click and collect
service. We developed the K-food mobile app
further.

We developed a joint online store solution for
the business customers of building and home
improvement stores and Onninen. We launched
a new concept online: a used car store, Caara.fi.
Asko's online store was launched at Asko.fi.

We opened a new K Digital unit and recruited
dozens of new digital experts. The five trainees that
completed the K Digital Trainee programme found
employment in various digital positions within the

The retailers received a new application based on

customer data, among other things, that supports
store management and offers a tool for targeted
product ranges and marketing.

We will revamp the K-food store chains. We will
revamp our entire hypermarket concept and all
K-Citymarkets by the end of 2018. We will revamp
the K-Rauta brand in all its countries of operation in

We expanded the K Group's targeted marketing

using customer data and began carrying out
programmatic marketing relying on our own team
of experts. Using our customer data, we offer

our customers more personalised, interactive and
multi-channel services. The revamped K-Plussa
loyal customer card ensures personalised,

targeted benefits for customers. We developed
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Topic Objective

Additional services in  We want to offer our customers a convenient

connection to stores  shopping experience.

GOODHEALTH 1 REDUCED
AND WELL-BEWG INEQUALITIES

S

e
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Progress of objectives 2014

There were 252 consumer packaging recycling

eco points at K-food stores. Many eco points also
accepted paper and used clothing. All K-food

stores have reverse vending machines for returning
beverage containers. There were 137 SmartPost self-
service parcel lockers at K-stores.

Progress of objectives 2015

There were 255 consumer packaging recycling eco
points at K-food stores. 38 eco points collected
plastic. Many eco points also accepted paper

and used clothing. All K-food stores have reverse
vending machines for returning beverage containers.
Posti and DHL expanded their operations into
K-food stores. DHL Express and the K Group

started cooperation which will bring 250-300 DHL
service points nationwide in food stores and building
and home improvements stores. There were 137
SmartPost self-service parcel lockers at K-stores.

Management approach

Material aspects

* Customer health

* Product safety

Progress of objectives 2016

In connection to K-food stores, there were 396
consumer packaging recycling Rinki eco points, of
which 160 also collected plastic. Many eco points
also accepted paper and used clothing. All K-food
stores have reverse vending machines for returning
beverage containers. Read more about customer

recycling services.

Core additional services in K-food stores were: Post
Office service points in 327 stores, Matkahuolto
parcel points in 568 stores, DHL service points in 27
stores, Post Office parcel lockers in 144 stores and
Osta & Nosta cash points in 1,011 stores. We provide
an extensive and free charging network for electric
cars. The Liiteri service tested the rental service for

K-Rauta's tools.
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Policies and commitments

The K-responsibility concept is used to tell customers about the store's good deeds and to help
them make healthy and sustainable choices easily. The K-responsibility concept was first intro-
duced in K-food stores in 2013. The concept was taken into use in K-Rauta stores and its launch
in Rautia stores was initiated over the course of 2014. It was introduced in Rautia stores and in
the K-maatalous chain in 2015.

Customers' needs and consumption behaviour change greatly as new electronic services and,
particularly, mobile services become increasingly widespread. Kesko's key strategic objective is
to serve customers in all of its divisions by using the opportunities provided by mobile services,
online services and digital marketing.

Monitoring and control systems
Kesko Product Research Unit's laboratory monitors the safety and quality of groceries and home
and speciality goods sold by K-food stores and K-citymarket hypermarkets.

In addition to the laboratory, the Product Research Unit includes a test kitchen and K-Consumer
Service. The test kitchen's duties include sensory evaluations of products and the testing of their
cooking properties. The consumer service provides information on Pirkka products: customers
can give feedback on products and ask about various aspects of our products, such as product
origins, ingredients, their suitability for different kinds of users and instructions for use and
preparation.

Responsibilities and resources

* Kesko's divisions
* Kesko's Product Research Unit

* K-stores
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Programmes, projects and initiatives

The home economics teachers in Kesko's grocery trade's marketing unit develop and test hun-
dreds of new food recipes annually. The recipes in the K-ruoka.fi service include the nutritional
content of each dish to make it easier for people to make choices.

In the building and home improvement store operations, the assessment of a store's operational
responsibility comprises the store's annual self-assessment, the criteria defined in the store's
quality system and a responsibility audit performed by an external party on a specified sample.
The auditor reports the results to the store and to Kesko. Food store operations utilise the Hymy
quality review system.

The service level, recognition level and images of Kesko's chains are regularly monitored in brand
surveys targeted at consumers in all product lines. The same practice is applied to the K-Plussa
customer loyalty programme and the grocery trade's own-brand products. Store-level customer
satisfaction is measured by customer satisfaction surveys and the mystery shopping method in
food stores and building and home improvement stores.

Grievance mechanisms

* Plussa.com
* K-Consumer Service

* Chain's customer feedback systems

Boundaries

Kesko Group - Own-brand products and own imports

Kesko Group - Own-brand products and own imports

Kesko Group

Kesko Group
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Society

We contribute to creating a better society

* We create partnerships and participate in developing local communities.

* We develop our business in interaction with our customers.

Topic Objective

Local production We support local producers

Sustainable
agriculture

KESKO'S ANNUAL REPORT 2016

Progress of objectives 2014

K-food stores, Anttila and Kodin1 participated in the
Blue and White Footprint campaign. We organised
Local Food Dates with the aim of increasing the local
product offering in K-food stores.

The K-maatalous Experimental Farm searched for
new alternatives to continue organic studies on grain
crops in mainland Finland.

Progress of objectives 2015

K-food stores, K-Citymarket Oy (home goods),
K-Rauta stores and Rautia stores participated in the
Blue and White Footprint campaign. We organised
Local Food Dates in six different locations. We
created the ‘Thank the Producer’ operating model to
highlight the position of producers and increase the
appreciation of Finnish production.

Progress of objectives 2016

K-food stores, K-Rauta stores and Rautia stores
participated in the Blue and White Footprint
campaign. We organised Local Food Dates in six

different locations. K-food stores sold 12 different
Pirkka 'Thank the Producer' products for which we
paid extra directly to the producer. In 2017, we will
be the main cooperation partner in the 'MTK 100"
celebrations.

Nylands Svenska Lantbruksséllskapet on organic
crop species.

The K-maatalous Experimental Farm made a Baltic
Sea commitment with the Baltic Sea Action Group

(BSAG). The Experimental Farm's commitment
focuses on developing the growing conditions of soil
and nutrient measuring practices and equipment.
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Topic

Donations,
sponsoring and
charity campaigns

Objective

We participate in projects, which are connected
to improving families' daily life and sustainable
development.

+ Red Nose Day

« Good Christmas Spirit
- Salvation Army

- Pink Ribbon

MO
POERTY

foddif

GENDER
EQUALITY
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Progress of objectives 2014

We participated in Red Nose Day, the Good
Christmas Spirit collection, the Salvation Army's
Christmas Kettle collection and the Pink Ribbon
campaign. K-food stores participated in the
UNICEF's and Pamper's international vaccination
campaign.

REDUCED
INEQUALITIES

Progress of objectives 2015

We participated in Red Nose Day, the Good
Christmas Spirit collection, the Salvation Army's
Christmas Kettle collection and the Pink Ribbon
campaign. K-food stores participated in the
UNICEF's and Pamper's international vaccination
campaign. K-food stores' bottle return raffle's
proceeds were donated to the Evéaita Elamalle aid
programme by Save the Children. Together with
the Finnish Basketball Association we organised
basketball events and Pikkusudet basketball schools
for primary school children across Finland. We
started a research project with Plan to investigate
the status of Cambodian migrant workers in
Thailand.

Progress of objectives 2016

We participated in Red Nose Day, the Good
Christmas Spirit collection and the Salvation

Army's Christmas Kettle collection. Finland's
K-Rauta and the Women's Bank launched
cooperation to help Ugandan women in the

early phases of entrepreneurships. K-food stores
participated in UNICEF's and Pamper's international
vaccination campaign and raised funds for almost
900,000 tetanus vaccinations. We participated in
the Pink Ribbon campaign with a more significant

contribution than before. K-food stores' bottle

return raffle’s proceeds were donated to the Eviita
Eldmélle aid programme by Save the Children. The
Finnish Basketball Association and K-food stores
cooperated to organise basketball events for over
10,000 children across Finland. We continued our
cooperation with Plan to improve the sustainability
of Thailand's fishing industry and to improve the
status of migrant workers; cooperation has been
agreed for the period of 2015-2018. K-Plussa
customers can choose to donate their Plussa money
to charity.
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Management approach

Material aspects

* Purchase practices

Local presence has an impact on the whole of society

The retail trade plays a significant role in local communities. It serves and employs local people.
In addition to the direct employment impact, the retail trade also employs a significant number
of people indirectly through suppliers and business partners.

Retailers, supported by Kesko's district organisations, represent local activities. A K-retailer
entrepreneur is responsible for his or her store's staff and customer satisfaction. Listening to the
wishes of local customers and making use of customer data, K-retailers put together a selection
of products and services that meet customer needs. We develop our business through interac-
tion with our customers.

Kesko purchases the majority of the products it sells from Finland and encourages K-retailers to
include locally produced products in their selections. The impact of Finnish products on employ-
ment is significant; for example, Pirkka products are produced in nearly 120 companies all over
Finland.

Policies and commitments
Kesko's grocery trade and Kespro are committed to the grocery store chain's good trading prac-

tices. Kesko requires that its business partners act in compliance with the K Code of Conduct.
We add a K Code of Conduct contract clause to agreements signed by Kesko Group compa-
nies under which the Group companies purchase products or services from parties outside the
Group.

KESKO'S ANNUAL REPORT 2016

Monitoring and control systems
Changes in the operating environment and in the K Group are taken into account by adjusting
objectives, operating principles, monitoring systems and/or resources.

Responsibilities and resources

* K-retailers and K-Retailers' Association
* Kesko's district organisations
* Steering group for responsible purchasing and Kesko's buyers

* Division Management Boards

Programmes, projects and initiatives

K-food stores, K-Citymarket Oy (home goods), K-Rauta stores and Rautia stores participated

in the Blue and White Footprint campaign in 2016. The campaign aimed to promote the sales of
Finnish products and an awareness of the positive impacts of buying Finnish.

Grievance mechanisms

* SpeakUp reporting channel

Boundaries
Economic performance Kesko
Indirect economic impacts K Group
Purchase practices K Group
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Working community

We carry out and offer high-quality work

* We have satisfied employees and competent supervisors.

* We offer interesting and diverse work as well as development opportunities.

* We are the most attractive workplace in the trading sector.
* We offer a safe and healthy working environment.

* Our personnel act responsibly.

Topic Objective
Employer image We are the best employer in the trading sector in
terms of job satisfaction.

KESKO'S ANNUAL REPORT 2016

Progress of objectives 2014

The employee engagement index was 53%. In the
Universum Professionals survey, Kesko's ranking
was 29.

Progress of objectives 2015

We launched the K-job programme, the purpose

of which is to provide those aged under 30 with
channels to find a job in the K Group. We particularly
focused on guiding ‘Learn and Earn’ trainees, young
people in short-term work orientation, and summer
employees. In the Universum Professionals survey,
Kesko's ranking was 31.

Progress of objectives 2016

The employee engagement index was 61%. The
percentage of employees who would recommend
the K Group as an employer has gone up to
68%, according to the personnel survey (56% in
the previous survey in 2014). In the Universum
Professionals survey, Kesko's ranking was 38.

We continued to employ young people by offering
summer jobs to approximately 5,500 young people.
We organised a K Digital Trainee programme, and,

through that, employed five graduates in business
development jobs.

Together with FIBS we conducted a diversity
management starting point analysis in Finland and we
will utilise its outcomes to develop our operations.

We determined our employer promise and, in
accordance with it, we will develop, for example, our
cooperation with educational establishments and

reinforce our recruitment and induction processes.
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Topic Objective

Wellbeing at work We improve work motivation and satisfaction.

Skills management
development review with every employee.

KESKO'S ANNUAL REPORT 2016

Progress of objectives 2014

The focal point of the wellbeing at work programme
was to develop supervision and management and
promote occupational health and labour protection
cooperation.

In the personnel survey, 83% of respondents said

that they have had a performance and development
review during the past 12 months.

Progress of objectives 2015

The focal point of the wellbeing at work programme
was to support employees' health and reduce
sickness absences, developing safety at work and
strengthening the role of labour protection as well as
promoting employee engagement and implementing
the people principles.

Performance and development reviews apply to all

employees, and in 2015, they were carried out twice:
in the spring and in the autumn. The realisation

of the discussions was requested in the personnel
survey that was conducted in the beginning of 2016.
The response rate to the survey was 85%. A total of
80% of employees that responded to the survey had
had their reviews carried out during 2015.

Progress of objectives 2016

The focal point of the wellbeing at work programme
was the comprehensive and business-oriented
development of OHS (Occupational Health and
Safety) operations. We enforced the monitoring of
key figures to improve proactive work and to support
management by information. Furthermore, we
implemented other proactive measures, such as new
health training.

We also launched an occupational safety project
whose aim is to further develop our occupational
safety culture and shared operating models. We
also made labour protection more systematic and
developed the ways in which it is organised.

We support our employees' leisure time fitness
activities in all our operating countries. The Finnish
companies, for example, provide vouchers for
physical exercise and cultural benefits.

Read more about benefits to employees.

The performance and development reviews were
used in all Kesko Group companies and operating

countries. The performance and development
reviews were carried out at least twice, in the spring
and/or in the autumn. In 2017, we launch, in stages,
the new performance management model and the

K Success Factors systems that support it. In the
future, we will record the development reviews in the
K Success Factors systems.
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Topic

Skills management

Objective

We will regularly train our supervisors.

KESKO'S ANNUAL REPORT 2016

Progress of objectives 2014

Core tools for developing supervisor work were the
Let's Talk About Work training, the Performance
Management training, the Employee Engagement
training, as well as the new comprehensive online
training modules in different sectors of supervisory
work. The online training modules for supervisors
were taken 2,391 times in total.

Progress of objectives 2015

The emphasis was on the implementation of

the K Group’s operating principles, challenging
situations faced by supervisors, leading a new team,
effective supervision and how to use the personnel
survey results to develop the team.

The first training programme promoting the

K Group’s new management culture was entitled
‘K-Way new supervisors’ and was piloted towards
the end of the year. Supervisory training for Kesko's
personnel was taken a total of nearly 700 times.
Online training modules for supervisors were
completed approximately 3,700 times.

Progress of objectives 2016

We continued the

*  K-Way new supervisors training programmes,

°  K-Way experienced supervisors training
programmes and

©  Let's Talk About Work training programmes.

* Intotal, 363 supervisors participated in these
training programmes.

The topic for the new Mindfulness training was
understanding and training your own mind as well as
efficiency. 17 supervisors from Finland participated in
the training. The objective of the new K-Way Middle
Management Leader training programme was to
strengthen the skills for strategy implementation and
business competence. The training programme had a
total of 22 participants from all operating countries.
In Russia, we started a new K-Way Leader training
programme that aims to strengthen management
competence and supervisory skills in the K Group.
The training programme was attended by 12
supervisors.

In 2017, we will continue to organise the K-Way
supervisor trainings and start a new development
programme for top management. We will continue
spreading the coaching and mentoring processes
that support supervisory work.
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Topic
Occupational ability

Objective

We reduce sick leave, accidents at work and
premature retirement due to disability.

GOODHEALTH
AND WELL-BEMG

i

GENDER
EQUALITY
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Progress of objectives 2014

Since the beginning of 2011, approximately 950
supervisors in Finland have been trained using the
Let's Talk About Work operating model. The Let's
Talk About Work model has been used in almost

all companies. In Finland, the percentage of sick
leave has been reduced by 11% since 2009 and the
percentage of premature retirements due to sickness
has reduced by 37% since 2010. Sick leave has
reduced by 10% in other countries since 2009.

REDWCED
INEQUALITIES

Progress of objectives 2015

We focused on reducing the number of sick leave
and premature retirements due to disability by
means of occupational health service activities, the
Let's Talk About Work training for supervisors, work
revision, occupational rehabilitation and the work
done by the Work Ability Manager working in the
OHS team. The Work Ability Manager’s activities
support the employee’s return to work, while
considering various options for continuing at work.
Sick leave has continued to decrease.

Management approach

Material aspects

* Employment

* Labour/management relations

* Occupational health and safety

* Training

 Diversity and equal opportunity

* Equal remuneration

* Labour practices grievance mechanisms

Progress of objectives 2016

We focused on reducing sick leave, accidents at
work and premature retirement due to disability.
The Let's Talk About Work training for supervisors
continued and over the last five years, more than
1,000 supervisors have been trained.

We piloted work induction services. We will reduce
sick leave in the long term with a project which has
a systematic take on labour protection and safety
at work. We developed a unified accident insurance
management model, which we will launch in 2017.
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Employment and labour and management relations

We want to be the most attractive workplace in the trading sector, with satisfied employees and
competent supervisors. The K Group offers varied career and personal development opportu-
nities in a variety of jobs in the trading sector. In restructuring situations, Kesko complies with
local legislation in all of the countries. Read more about minimum notice periods regarding
operational changes.

Health and safety at work

Kesko and K-stores are responsible for providing employees with a safe working environment
and appropriate training and guidance for their work.

Development of personnel

The systematic and business-driven development of personnel and management is critical for
future success. Major changes in the trading sector and the growth of electronic transactions
have created the need for new competencies.

Other core areas of competence development have included:

* sales and service competence

* product line specific competitive advantage projects
+ safety and responsibility

* leadership

° management.

Diversity and equal opportunities

A pluralist organisation that promotes diversity guarantees equal opportunities, rights and treat-
ment to all. Equality, justice and non-discrimination are important principles which are observed
at Kesko throughout the employment relationship. The most suitable person with the most de-
velopment potential is selected for the job, applicants are judged according to their competence,
skills and accomplishments.

KESKO'S ANNUAL REPORT 2016

Remuneration

The objective of remuneration in Kesko is to encourage employees to exceed the objectives
given and to motivate them to do long-term work in order to meet the goals of Kesko Group and
its subsidiaries. Remuneration is fair and is based on principles that are commonly known.

Labour practices and grievance mechanisms

See Grievance mechanisms

Policies, principles and commitments

HR management is based on Kesko's values and operating practices and the K Code of Con-
duct guidelines. Kesko's HR policy defines key operating principles in the various areas of HR
management. The HR strategy defines HR management objectives, critical success factors and
key development initiatives. Kesko is a member of Diversity Charter Finland. The operations of
Diversity Charter Finland are based on a charter that is signed by all members.

Monitoring and control systems

The personnel's ability to work is protected by creating a safe and supportive working environ-
ment. The goal of labour protection is to secure and maintain employees' ability to work and to
prevent and avoid occupational injuries, occupational diseases and other physical and mental
health hazards arising from work or the working environment.

Responsibilities and resources

* HR Management Board
* Kesko HR
* HR Service Centres

= Every supervisor
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Programmes, projects and initiatives

Wellbeing at work programme

In the development of wellbeing at work, the objective is to increase job satisfaction and mo-
tivation, reduce sick leave, increase the retirement age and decrease premature pensions, and
enhance the employer image. From 2015-2018, the wellbeing at work programme focuses on:

* Comprehensive development of OHS operations (Occupational Health and Safety) manage-
ment by information

* Supporting personnel's ability to work and reducing sick leave
» Developing occupational safety models and strengthening the role of labour protection

* Promoting Employee Engagement particularly through supervisors' work development and
ensuring good management in times of change

Employment of disabled people and people with partial work capacity

In 2012, the K-Retailers' Association launched a project called 'Many kinds of performers' in co-
operation with the Finnish Association on Intellectual and Developmental Disabilities (FAIDD). A
permanent model was created to provide work for those with intellectual disabilities. Most of the
intellectually disabled who were employed during the project still work at the K Group.

In Greater Helsinki, Kesko's Occupational Health Service directs employees to AMI rehabilita-
tion, which promotes mental health. The partial daily allowance can help employees return to
work after sick leave. The support provided by pension insurance companies for occupational
rehabilitation has been used to promote return to work.

KESKO'S ANNUAL REPORT 2016

Employment of young people

In 2013, Kesko and the K-Retailers’ Association launched the ‘“Youth Guarantee in the K Group’
programme, which aimed to provide a job, a work trial or an apprenticeship in the K Group for
1,000 young people threatened by social exclusion The target group also included young immi-
grants and young people with disabilities. By the end of 2015, more than 2,500 young people
had found employment in the form of a work trial, wage support and apprenticeship training. The
employment of young people and special groups continues as a permanent model. In 2016, the
K-Retailers’ Association had a Youth Guarantee coordinator, who gives K-retailers and Kesko’s
supervisors advice related to the employment and training of special groups and acts as a liaison
to the authorities and associations. By the end of 2016, more than 3,200 young people had
found employment in the form of a work trial, through wage support and apprenticeship training.

Grievance mechanisms

* Discussion with supervisor
* Suora Linja feedback channel

* SpeakUp reporting channel
Boundaries

Working community Kesko
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We purchase and sell responsibly and support our customers in

making sustainable choices

* We develop our product selections while listening to customers.

* We ensure responsibility in the supply chain.

* We are accountable for the safety and quality of products.

Topic Objective
Supply chain

direct imports from high-risk countries has been

assured.

+ Assessment systems approved by Kesko

KESKO'S ANNUAL REPORT 2016

The social responsibility of the production of own

Progress of objectives 2014

Kesko's suppliers in high-risk countries had 284
factories or farms within the scope of the BSCI
process. 88 BSCI full audits and 74 BSCI re-audits
were conducted in the factories and farms of
suppliers in high-risk countries. We started an
assessment of human rights impacts.

FINANCIAL STATEMENTS

Progress of objectives 2015

Kesko's suppliers in high-risk countries had

200 factories or farms within the scope of the
BSCI process. 107 BSCI full audits and 80 BSCI
re-audits were conducted in the factories and
farms of suppliers in high-risk countries. The social
responsibility of the production of Kesko's grocery
trade's own direct imports from high-risk countries
was 100% assured.

We continued our work related to the human rights
impact assessment. We published the manufacturing
plants of private label and own import clothes,
accessories, shoes and bags operating in high-risk
countries on our website.

order to develop the audit procedure.

CORPORATE GOVERNANCE

Progress of objectives 2016

210 BSCI full audits and 60 BSCI re-audits were
conducted in the factories and farms of Kesko’s
suppliers in high-risk countries. At the beginning of
2017, Kesko’s suppliers in high-risk countries had a
total of 386 valid social responsibility audits.

The social responsibility of the production of Kesko’s
grocery trade's own direct imports from high-risk
countries was 100% assured. Kesko Onninen
Purchasing Office (KOPO) started operations in
Shanghai, China. Kesko’s grocery trade and ICA
Global Sourcing launched a sourcing cooperation in
the home and speciality trade.

As part of the human rights assessment, we

conducted a human rights survey at factories in

high-risk countries in cooperation with the Trade
Union Solidarity Centre of Finland (SASK). The
country-specific reports by SASK provided valuable
information for the development of our operations.
We forwarded the information received to BSCl in
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Topic

Supply chain

Policies

Objective

We assure the responsibility of the ingredients
(Tier 2) of private label Pirkka and K-Menu food
products.

We will reduce the water risk caused by our

operations.

Fish and shellfish: The selections of Kesko’s grocery

trade and K-food stores do not include species on
the red list of the WWF’s fish guide. Kesko’s grocery
trade and K-food stores promote green list species in
their selections. When making decisions concerning
selections, we favour sustainable stocks of fish and
MSC- and ASC- certified suppliers. The K Group's
fish and shellfish policy has been in effect since
2008.

Palm oil: By 2020, all palm oil in our own brand

groceries will be responsibly produced (CSPO).
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Progress of objectives 2014

We listened to our stakeholders when developing
a new risk assessment tool for assuring the
responsibility of the ingredients of own-brand
grocery products.

We identified the need to determine the water
risks caused by our operations. Due to the large
consumption of imported processed goods and
the virtual water footprint associated with them,
almost half (47 %) of the water footprint of Finnish
consumption falls outside of Finland. Kesko’s most
significant impacts on water consumption are
thus caused by imported products for sale, which
originate from areas suffering from water scarcity.

The Pirkka range included 29 MSC-certified fish
products.

products was certified sustainable palm oil (CSPO).

assessment.

Progress of objectives 2015

Using the risk assessment tool, we started the
process of assuring the responsibility of the
ingredients of Pirkka and K-Menu products. We
established the origin of the ingredients of 1,923
own-brand grocery products. Among these,

233 contained ingredients which require further
investigation concerning the responsibility of
the ingredient manufacturer based on the risk

We initiated a water risk assessment for our own
brand products in order to identify the water basins
most affected by water scarcity and contamination
issues in our supply chain. The target is to conclude
the water risk assessment in 2016.

The Pirkka range included 41 MSC-certified fish

products.

products was certified sustainable palm oil (CSPO).

certified sustainable palm oil (CSPO).

Progress of objectives 2016

We continued work in order to assure the
responsibility of ingredients in the own-brand
grocery products. We conducted ingredient risk
assessments on 160 new Pirkka or K-Menu food
products. Among these, 29 products contained
ingredients which require further investigation in
terms of responsibility.

The water risk assessment is in progress and the aim

is to use the results to plan actions.

The retail selection of Kesko’s grocery trade included

178 MSC-certified fish products, of which 37 were
Pirkka products. Kespro was granted MSC and ASC
traceability certificates. All stages of Kespro’s fish
and shellfish supply chain have been audited, and
Kespro and its certified customer restaurants can use
the MSC and ASC ecolabelling in their marketing.
Kespro’s HoReCa selections included nearly 300
MSC- and ASC-certified products, and the number
continues to grow. Kespro's Menu range had more
than 25 MSC-certified products and 2 ASC-certified

Approximately 34% of the palm oil in our own brand

groceries (Pirkka, K-Menu and Kespro’s Menu) was
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Topic

Objective

Soy: By 2020, all the soy used in the production
chain of our private label products will be responsibly
produced, and be either RTRS or ProTerra certified.

This applies to:

« the ingredients of soy origin of the private label
foods

- soy fodder used in the production of private label
products of animal origin

+ soy in the animal feed products sold by the
agricultural trade.

the timber and wood products sold by the building
and home improvement trade. The products made of
wood of tropical origin must be either FSC or PEFC
certified.
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Progress of objectives 2014
The objective was added in 2016.

Progress of objectives 2015
The objective was added in 2016.

Progress of objectives 2016

We were a founding member in the Finnish soy
commitment group, which started operations in
February 2016. The members of the Finnish soy
commitment group pledge to ensure that by 2020
all the soy used in the production chain of their
private label products will be responsibly produced,
and be either RTRS or ProTerra certified. The
commitment covers both the Finnish production
chain and sourcing from other countries. We joined
the Round Table on Responsible Soy (RTRS) and
thereby committed to promote responsibility in the
production chain of soy on a long-term and target-

oriented basis.

Rautakesko has been granted the PEFC certificate,
which covers spruce and pine timber and processed
timber, MDF boards' wholesale in Finland

monthly at Kesko's web pages.

(percentage-based method).The certificate is issued
on 11 November 2013 and is valid until 11 November
2018.

The PEFC certification percentage is announced

The average PEFC certification percentage was 91.2%
for pine and 84.6% for spruce. We are investigating
the opportunities to expand the timber policy to
cover the entire Group.
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Topic

Policies

Objective

Plastic: We promote the recycling and reuse of

plastic. We create operating models which prevent
plastic from ending up in bodies of water and
elsewhere in the natural environment. We seek
alternatives to plastic as a packaging material. By
means of consumer communications, we will increase
the sales share of alternative shopping bags (cotton
bags, reusable bags and jute bags) and cardboard
boxes to 10% by 2025. We will look for solutions to
replace PVC as a material.
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Progress of objectives 2014

The Pirkka reusable bag with the Boulevard design by
Vallila was included in K-food stores’ selection.

Progress of objectives 2015

More reusable bag alternatives were added to the
grocery store selections: a new Vallila design, a

Summer Day bag, and a Red Nose Day bag.

Progress of objectives 2016

We published our plastics policy in October 2016
and pledged to implement measures aiming at
reducing the use of plastic bags. Plastic bags have
been subject to a charge in the K Group's grocery
stores as well as building and home improvement
stores, and, at the beginning of 207, they became
subject to a charge in the agricultural and machinery
stores as well as in furniture stores. By the end

of 2017, thin small plastic bags will no longer be
available at the checkout. Our selections offer
alternatives to plastic bags; reusable bags, cotton
bags, jute bags as well as paper bags and bags
made of recycled plastic. The share of paper

bags in the sales of all different shopping bags
was approximately 1.5% and that of reusable

bags was approximately 1.5%. In spring 2017, we
included the Pirkka ESSI circular economy bags

made by Amerplast Oy in our selections. They are
manufactured from plastic packaging waste recycled
by households through the Rinki eco-points. We

will discontinue the use of microplastics in our
private label cosmetics brand products in 2017. The
packaging of our private label cosmetics does not
contain PVC. We will discontinue using PVC as the
material for Kesko’s gift cards in 2017. We will work
to eliminate PVC from the material of the K-Plussa
card in 2017.
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Topic

Own brands with
responsibility
labelling

Product safety

GLEAHWATER
ANDSANITATION

v

1 (CLIMATE
ACTION

Objective

We offer an extensive selection of own-brand
products with responsibility labelling

The product safety of the K Group’s selections

has been verified. The Product Research Unit's
laboratory monitors the product safety and quality
of the private labels and own imports in the grocery
trade. All of our food product operations have a self-
control plan in place.

+ The stores’ Oiva monitoring results

1 n REDUCED
INEQUALITIES
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Progress of objectives 2014

The Pirkka range included 44 Pirkka Fairtrade
products, 116 Pirkka Organic products, 29 Pirkka
MSC-certified fish products, and 16 Pirkka UTZ-
certified products.

The Product Research laboratory analysed 8,864
product samples and conducted 20,386 analyses.
Forty audits were performed.

Progress of objectives 2015

The Pirkka range included 40 Pirkka Fairtrade
products, 134 Pirkka Organic products, 41 Pirkka
MSC-certified fish products, and 17 Pirkka UTZ-
certified products.

product samples and conducted 20,396 analyses.
Seven audits were performed.

carried the M1 label.

Progress of objectives 2016

The Pirkka range included 36 Pirkka Fairtrade
products, 118 Pirkka Organic products, 37 Pirkka
MSC-certified fish products, 32 Pirkka UTZ-certified
products and 65 Nordic Swan label products. All
Pirkka and K-Menu coffees are Fairtrade or UTZ-
certified. The Pirkka range includes 15 Fairtrade

or UTZ-certified chocolate and baking chocolate
products. In 2017, all Pirkka range chocolates will be
Fairtrade or UTZ-certified.

Kespro’s Menu range included 7 Fairtrade products, 5
organic products, 25 MSC-certified products, 2 ASC-
certified products, 13 products with the Nordic Swan
ecolabel, and 5 UTZ-certified products.

All interior and exterior paints in the K-Rauta's Cello
range carry the Nordic Swan ecolabel. 62 Cello

products carried the M1 label and 105 Cello products
had the Allergy Label. 15 products in the PROF range

The Product Research laboratory analysed 7,770
product samples and conducted 17,176 analyses.

The product safety of 539 suppliers was verified by
means of a certified auditing procedure. The number
of own audits was 13.

104


https://www.oivahymy.fi/

STRATEGY REPORT GRI REPORT

K

FINANCIAL STATEMENTS

CORPORATE GOVERNANCE

Management approach

Material aspects

* Compliance of products and services

* Customer health and safety

* Assessment of suppliers’ working conditions
* Human rights

* Marketing communications

Policies, principles and commitments
Responsible purchasing is guided by Kesko's purchasing principles.

The principles are based on national labour protection legislation and corresponding conven-
tions of the International Labour Organization (ILO), which are applied when national legislation
does not correspond to the same level. In its operations, Kesko pays special attention to human
rights issues and working conditions in its supply chain and, in monitoring these, primarily focus-
es on suppliers in high-risk countries. In accordance with the BSCI (Business Social Compliance
Initiative), high-risk countries are countries and areas where there is a risk of human rights and
workers' rights violations. The classification is based on the World Bank's Worldwide Govern-

ance Indicators.

Kesko and K Group stores are responsible to the products' end-users for ensuring that the prod-
ucts comply with all the requirements of Finnish and EU legislation, are safe for users and meet
quality and other promises. Kesko's product labelling and marketing communications comply
with legislative requirements and the recommendations of authorities.

KESKO'S ANNUAL REPORT 2016

Kesko and K Group stores want to support customers in making sustainable choices and offer a
wide selection of products with responsibility criteria.

Kesko's policy on chemicals applies to home textiles, clothing, leather goods, shoes and uphol-
stered furniture. Based on EU and Finnish legislation, it lists the chemicals which are prohibited
or the quantity of which is restricted in the products supplied to Kesko. In addition, for substanc-
es of very high concern, Kesko sets restrictions that are stricter than those set in legislation.

Kesko’s plastics policy promotes recycling and the reuse of plastics. The objective of the oper-

ating model is to prevent plastic from ending up in bodies of water and elsewhere in the natural
environment.

Various product group-specific responsibility policies and statements, such as the palm oil
policy, the fish and shellfish statement, the timber policy, and the stand on the sandblasting of

jeans, have been prepared to support purchasing operations.

Monitoring and control systems
Certification and audit systems related to production in high-risk countries approved by Kesko.

Supplier agreements require that suppliers and service provides comply with the principles of
the K Code of Conduct and the BSC| Code of Conduct links. Kesko's grocery trade requires that
the manufacturers and producers of its own-brand products have an international food safety

certification. Kesko’s grocery trade approves the following audit procedures: BRC, IFS, ISO/FSSC
22000, SQF1000/2000 and GlobalGAP, IP basic certification for vegetables, or IP-Sigill.

The Product Research Unit's laboratory monitors the quality of products sold by K-food stores
and K-Citymarket hypermarkets. It is a testing laboratory T251 which has been accredited by the
FINAS accreditation services and approved to comply with the SFS-EN ISO/IEC 17025 standard.

The assessment of a store's responsible operations comprises the store's annual self-assess-

ment, the criteria defined in the store's quality system and a responsibility audit performed by an
external party on a specified sample. The auditor reports the results to the store and to Kesko.
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Programmes, projects and initiatives Boundaries

* 'Principles and Practice of Socially Responsible Trading' guide

Responsible choices are communicated to customers in stores according to the K-responsibility
concept within-store communications, such as shelf labelling and product labelling. The selec- il s
tion and marketing policies of organic, eco-labelled and Fairtrade certified products are included

in K-food stores' chain concepts. The K responsibility concept was first adopted in K-food stores

in 2013. The concept was taken into use in K-Rauta stores. In 2015, it was adopted by Rautia

stores and in the K-maatalous chain.

In 2016, Kesko joined the new BSCI Sustainable Wine Programme pilot programme of the
Foreign Trade Association (FTA). The programme focuses on improving the social responsibility
and environmental responsibility of wine production and its goal is to increase transparency and
traceability in wine production.

In 2016, Kesko became a member of the Centre for Child Rights and Corporate Social Responsi-
bility (CCR CSR) based in China. The objective of CCR CSR is to prevent and reduce child labour,
improve the status of young workers at factories, and make the daily life of migrant worker
parents easier. Kesko participates in the Virtual Working Group of the organisation.

Grievance mechanisms

* SpeakUp reporting channel
* K Consumer Service

* Customer feedback systems of the chains
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We mitigate climate change together and promote the sustainable
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* We reduce the environmental impact by working together with the entire supply chain.
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* We promote development towards a low-carbon circular economy.

* We help our customers reduce their environmental impact.

Topic

Renewable energy

Objective

We will purchase 100% renewable electricity in
Finland.

our own use.

Energy efficiency of
stores

2016.

improve our annual energy efficiency by 65 GWh by

During the agreement period 2017-2025: We will
reduce our energy consumption by 7.5% by 2025.
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Progress of objectives 2014

The objective was set in 2016

The objective was set in 2016

and achieved 90% of its objective.

The objective was set in 2016

TEMENTS

Progress of objectives 2015

The objective was set in 2016

CORPORATE GOVERNANCE

Progress of objectives 2016

All electricity purchased by Kesko in Finland is

renewable since the beginning of 2017. We purchase
renewable electricity that has the Renewable

Energy Guarantee of Origin (REGO) from the
Nordic countries. In 2017, electricity purchases will
especially focus on Finnish bioenergy.

In June 2016, Finland’s largest property-specific
solar power plant was completed on the roof of
K-Citymarket Tammisto. By the end of 2016, solar
power plants were built in two other K-Citymarket
stores and nine K-Supermarket stores. By the

summer of 2017, a total of 16 solar power plants will
be in operation on the rooftops of K Group stores.
The new investments will make the K Group the
largest producer and user of solar power in Finland.

The final results of the agreement will be published

by Motiva in summer 2017.

Kesko signed a retail sector energy efficiency

agreement for 2017-2025. In the action plan, we
commit to reducing our energy consumption by 7.5%.
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Topic

Logistics emissions

Objective

We will reduce the emissions of Kesko Logistics
relative to the net sales index by 10% by 2020 from
the 2011 level.

+ We will reduce emissions by the efficient route
planning of transport, efficient reverse logistics,
two-tier trailers and training in economical driving
styles.

Science Based
Targets

We will set Science Based Targets

Food waste

By 2020 we will reduce identified food waste by 10%

from the 2013 level.
- We reduce food waste in K-food stores with the

help of electronic forecasting and order systems,
efficient logistics, employee training, reducing the
prices of products approaching their best before
dates and optimising packaging properties.
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Progress of objectives 2014

We used nine two-tier trailers in long-distance
transportation between our main warehouses. They
can transport 30 roll containers, more than the
regular trailer combination. All of Keslog’s more
than 500 contracted drivers have been trained in
economical driving.

Many K-food stores also donated food to charity.
K-food stores participated in the Food Waste Week
organised by the Consumers' Union of Finland in
2014.

Progress of objectives 2015

Relative emissions have decreased by 5.5% from the
starting level due to new solutions in transportation
management and fleet organisation. A pilot study on
using an extra long Ecotruck on the main logistics
route between Vantaa and Oulu. The Ecotruck
carries twice as many roll containers as an ordinary
trailer combination.

We started a cooperation with Gasum, Myllyn Paras

and Woursti to utilise biogas produced from inedible
organic waste collected from retail stores as energy
in the manufacture of new Pirkka products. Many
K-food stores donate food to charity.

Progress of objectives 2016

The relative emissions had decreased by 1.9% from
the base level. In 2016, emissions increased by 3.8%
compared to 2015. The increase in emissions can

be attributed to the increased number of stores
caused by the acquisition of Suomen Léhikauppa. At
first, only Kesko’s own brand Pirkka products were
delivered to the new stores and as the conversion of
the stores to K-Markets advanced, refill loads were
delivered to the stores as separate deliveries.

We are committed to setting emission targets
approved by the Science Based Targets initiative. The
calculation began in December 2016.

By the end of 2016, K-food stores had reduced
identified food waste by 3.5% from the base level.

Approximately 90% of K-food stores work together
with local charities. The amount of food products
donated increased by 1.8 million kg from the
previous year.

We continued cooperation with Gasum, Myllyn
Paras and Waursti to utilise biogas produced from
inedible organic waste collected from retail stores as
energy in the manufacture of new Pirkka products. In
2016, approximately 3,700 tonnes of organic waste
was transformed into 2,800 MWh of biogas. CO,
emissions were reduced by 550 tonnes compared to
natural gas and by 740 tonnes compared to fuel oil.

108


http://sciencebasedtargets.org/
http://sciencebasedtargets.org/
http://www.kesko.fi/en/media/news-and-releases/news/2016/k-ruokakaupat-vahentavat-monin-tavoin-ruokahavikkia/
http://www.kesko.fi/en/media/news-and-releases/news/2016/k-ruokakaupat-vahentavat-monin-tavoin-ruokahavikkia/

STRATEGY REPORT GRI REPORT

K

FINANCIAL STATEMENTS

CORPORATE GOVERNANCE

Topic Objective Progress of objectives 2014

The waste recovery rate of Keslog’s main warehouses
and terminals was 98% and that of VV-Auto Group
nearly 100%. The recovery rate of the waste

The goal is to minimise the generation of waste in all
operations and to recover all waste.

Waste recovery

generated in stores was 96% and the recycling rate

Progress of objectives 2015

The waste recovery rate in the grocery trade was
99%, in the home improvement and speciality goods
trade 99.4%, and in the car trade 99.9%. In other
operating countries, the waste recovery rate was

was 67%. 46%. The waste recovery rate of retail stores in

southern Finland covered by the waste management
agreement was around 98%.

Management approach

Material aspects

(CLIMATE
13 ACTION - Energy
° Water

* Emissions

* Wastewater and waste

* Biodiversity

* Suppliers’ environmental assessments

Policies, principles and commitments

Progress of objectives 2016

In Finland, the recovery rate was 99% and in other
operating countries, it was 48%. The waste recovery
rate of retail stores in southern Finland covered by
the waste management agreement was 100%.

The K Group's environmental and energy policy covers the operations of the Group and the

stores both in Finland and the other operating countries. The K Group's key business part-
ners are also expected to observe corresponding environmental management principles.

Environmental management is part of the K Group's management system and is based on the
ICC Business Charter for Sustainable Development, environmental management standards,
as well as requirements set by legislation and the authorities.

KESKO'S ANNUAL REPORT 2016
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Monitoring and control systems

Kesko Group's Corporate Responsibility Advisory Board defines the main policies for environ-
mental work and the target levels for the Group companies, taking into account the environ-
mental impacts of operations and their significance throughout their whole lifecycle and supply
chain. The division parent companies and subsidiaries specify the main policies of their environ-
mental work into environmental action programmes which support their business operations.
The action programmes are monitored and updated annually as part of the strategy work.

Environmental systems at Kesko

Kesko's maintenance partners monitor the energy consumption of properties with the help of the
EnerKey.com system supplied by Enegia Oy. Enegia remotely reads energy consumption meas-
urement terminals located in properties and records the data in the database by the hour. The
consumption figures for properties where the data are collected manually are also saved in the
EnerKey system. The EnerKey programme responds to even minor location-specific changes in
consumption and sends an alarm to the person in charge. Water consumption monitoring is part
of consumption monitoring in the properties. Kesko's goal is to maintain a high level of water
consumption efficiency in all operations.

Division of responsibilities and resources

* Group's Corporate Responsibility Advisory Board
* Group's Environmental Steering Group
 Store Sites and Real Estate Unit

* Logistics Units

Programmes, projects and initiatives
Kesko participates in the retail sector energy efficiency agreement for 2017-2025. In accord-

ance with the agreement, Kesko is committed to reducing its energy consumption by 7.5%

by means of various savings measures. The agreement covers all of the K Group’s store chains.
Kesko has joined the Foreign Trade Association's (FTA) Business Environmental Performance
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Initiative (BEPI). BEPI aims to help member companies in the management of global supply
chains and, consequently, in increasing the transparency and risk management of their product
supply chains.

In line with Kesko's building and home improvement sourcing statement, products made of tropi-
cal wood must be either FSC or PEFC certified.

The K Group’s fish and shellfish statement directs its sourcing of Kesko's grocery trade and Kespro,
as well as K-food retailers' sourcing to safeguard the responsible fishing and management of fish.

Kesko’s grocery trade is a member of the RSPO (Roundtable on Sustainable Palm Qil). The objective
is that by 2020, all palm oil in own brand grocery products will be responsibly produced (CSPO).

Kesko is a founding member of the Finnish soy commitment group. Kesko has become a member
in the RTRS (Roundtable on Responsible Soy) and made a commitment that by 2020, all of the
soy in the production chains of its private label products will be responsibly produced, either
RTRS or ProTerra certified soy. The commitment covers both the Finnish production chain and
sourcing from other countries.

Grievance mechanisms

* SpeakUp reporting channel

Boundaries
Energy and water Kesko
Biodiversity Kesko
Emissions Scope 1and 2: Kesko; Scope 3: K-stores and supply chain
Waste Finland: Kesko’s warehousing operations; other operating

countries: stores
Suppliers’ environmental assessments Suppliers. This aspect has been identified as essential and
reporting is under development.
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Other operating countries

In January 2015, a Steering Group for Local Responsibility in Operating Countries was set up to
promote responsibility work in operating countries outside Finland. The Steering Group drew
up objectives for each of our companies in other operating countries to complement our joint

responsibility programme and take local circumstances into account. The progress of these com-

panies in achieving these objectives in 2016 are presented below.

K-Rauta Russia

Objective

Working community: We perform and
offer high-quality work

Our employees are committed to the Group
strategy, sales targets and the development
of customer satisfaction.

Society: We build a better society
together

Society values the responsibility work done
by K-Rauta Russia. Our employees are
committed to the responsibility objectives
of K-Rauta Russia.

Environment: We jointly mitigate climate
change and promote the sustainable use
of natural resources

We reduce the amount of landfill waste. We
develop segregation and recycling.

KESKO'S ANNUAL REPORT 2016

Progress

In 2016, we implemented the personnel development
project “Career development and succession planning”.
Project participants included 55 members of store and
office personnel. The total number of training days was

314,

In 2016, we continued to support children in children’s
homes, the building of a playground in Moscow and the
refurbishment of children's cultural centre in Tula.

In 2016, we offered a training job to 12 students.

In 2016, some members of the personnel took part in

voluntary landscaping of parks in St. Petersburg and Tula.

In 2016, we set up recycling points for customers' used
electric batteries in conjunction with the stores in St.
Petersburg. Over 800 kg of batteries were collected.

In 2016, a campaign for collecting old, plastic flower pots
from customers was organised at the stores. Over 20,000
plastic flower pots were collected for recycling.

K-Rauta Sweden

Objective

Working community: We perform and
offer high-quality work
Responsibility induction and eLearning.

Mitigation of climate change: We jointly
mitigate climate change and promote the
sustainable use of natural resources

We increase the recycling of materials in
stores. We reduce energy consumption in
stores

Byggmakker Norway

Objective

Responsible purchasing and sustainable
selections: We purchase and sell respon-
sibly and support customers in making
sustainable choices

The product in our selections meet the
applicable environmental criteria.

Working community: We perform and
offer high-quality work

Our personnel are committed, active and
enterprising.

Progress
Responsibility induction discussions will start in spring
2017.

Digital EHS (Environment, Health and Safety) manual for
stores will be adopted in spring 2017.

In 2016, we worked on the ISO 14011 environmental

system. The objective is to have the system certified in
autumn 2017.

Progress

The timber in the selections will be PEFC certified by the
end of 2017.

The building materials in the selections have BREEAM
NOR classification. At the end of 2016, around 65,000
product articles were included in the NOBB database.

Trainings will continue in 2017.
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Konekesko Lithuania

Objective

Working community: We perform and
offer high-quality work

We organise corporate responsibility
training for all employees. We include our
personnel in our corporate responsibility
work.

Society: We build a better society
together

We participate in organisational activities.
We provide training opportunities for
students. We participate in charity projects.
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Progress

In 2016, 57% of the personnel completed the
responsibility eLearning programme and 78% completed
the K Code of Conduct eLearning programme.

70% of the personnel participated in the cleaning and
excercise days arranged by the company.

Konekesko Lithuania is a member of the following

organisations:

. Lietuvos atsakingo verslo asociacija LAVA, a
responsibility organisation of Latvian companies. In
2016, Konekesko Lithuania's representative was the
Chair of the organisation.

Baltic Institute of Corporate Governance BICG

In 2016, training jobs were offered to three students.

In 2016, support was given to youth and adult sports and

museum activities.

Konekesko Latvia

Objective

Working community: We perform and
offer high-quality work

We improve the flow of information
between management and employees.

We take care of the balance between work
and private life.

Responsible purchasing and sustainable
selections: We purchase and sell respon-
sibly and support customers in making
sustainable choices

We develop maintenance services.We
develop online services.

Environment: We jointly mitigate climate
hange and pr: te the sustainable use
of natural resources

We reduce the electricity consumption of
stores.

Progress

Representatives of employees participate in the meetings
of the management board four times a year. Strategy
communications have been enhanced.

In autumn 2016, training in conducting performance
and development discussions was arranged for middle
management. In performance and development
discussions, personnel's satisfaction with the flow of
information rose to 65% (52% in the previous survey in
2014). Monitoring of overtime and unused holidays has

been enhanced. Deviations have been taken up.

The development of the telephone service system for
maintenance was completed in 2016. The objective is to
develop a mobile application for maintenance service in
2017.
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Konekesko Estonia

Objective

Working community: We perform and
offer high-quality work

We focus on performance and development
discussions. We organise an elLearning
programme in corporate responsibility for
supervisors.

Responsible purchasing and sustainable
selections: We purchase and sell respon-
sibly and support customers in making
sustainable choices

We give our customers guidance on the
properties and technical solutions of machi-
nery and equipment.

KESKO'S ANNUAL REPORT 2016

Progress

In 2016, the focus continued to be placed on personnel's
performance and development discussions and
performance appraisals.

The set objectives were achieved. Personnel's training
was increased. In 2016, the total number of training days

was 241 (100 in 2015).

In 2016, the focuscontinued to be placed on customer
guidance and customer events. The customer satisfaction
index remained at the previous year's good level (4.1).

Indoor Estonia

Objective

Environment: We jointly mitigate climate
change and promote the sustainable use
of natural resources

We reduce the amount of landfill waste. We
improve segregation and recycling.

Responsible purchasing and sustainable
selections: We purchase and sell respon-
sibly and support customers in making
sustainable choices

We harmonise our pricing. We avoid cam-
paigns of excessive length.

Progress

In 2016, 14,516 kg of cardboard (32%of purchased
packaging cardboard) and 1,509 kg of plastic (34% of
puchased packaging plastic) were recycled. By 2019, the
objective is to raise the recycling rate of both packaging
material to 45%.

In early 2016, cooperation with a recycling centre

was started. Customers' good condition furniture are
accepted to be distributed to those in need. In 2017, the
operation will be expanded by publishing newspaper

advertisementrs about recycling activities.

The entire personnel (100%) completed the K Code of
Conduct eLearning programme. The trainings will be
repeated and continued in 2017.

The system development project was continued. The
objective is to achieve the Payment Card Industry Data
Security Standard certificate in 2017. The online store will

be developed to make it more user friendly in 2017.
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Economic impacts

Economic performance

201-1Direct economic value generated and distributed

Kesko's operations generate economic benefits for the different stakeholder groups in Kesko’s
operating countries and market areas. Key stakeholder groups include shareholders, customers,
personnel, retailers, suppliers of goods and providers of services, and society. Kesko promotes
the growth of welfare throughout its supply chain, including developing countries.

The following tables show cash flows between Kesko and its stakeholders, as well as the distri-
bution of economic value added between stakeholder groups. The most important cash flows
comprise revenue from customers and retailers, purchases from suppliers of goods and pro-
viders of services, dividends to shareholders, salaries and wages paid to personnel, taxes and
capital expenditure.

In April 2016 Kesko acquired Suomen Lahikauppa Oy, in June 2016 Onninen Oy and in De-
cember 2016 Oy Autocarrera Ab. Suomen Lahikauppa Oy (currently K-Market Oy) has been
consolidated into Kesko Group as of 12 April 2016, Onninen Group as of 1 June 2016 and Oy
Autocarrera Ab as of 1 December 2016.

In March 2015, Kesko sold the department store chain Anttila Oy. Anttila Oy is consolidated into

Kesko Group until 16 March 2075. In 2016 Kesko disposed of the Russian grocery trade and the
Russian Intersport business. The Russian grocery trade business is included in the figures until
30 November 2016. Further information on the structural changes is available in note 3 to the
financial statements.

The consolidated income statement, the consolidated statement of financial position and the

consolidated statement of cash flows can be read in full in the financial statements section.
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Economic benefits from Kesko’s operations to stakeholder groups

VALUE ADDED
GENERATED

CUSTOMERS
Revenues
€10,879 million

DISTRIBUTION OF VALUE ADDED

SUPPLIERS

Goods, materials and
services purchased
€-9,839 million

PUBLIC SECTOR

Taxes
€-49 million

DEVELOPMENT OF
BUSINESS ACTIVITIES

€67 million

EMPLOYEES

Salaries, fees and social
security expenses
€-723 million

COMMUNITY
INVESTMENTS

Donations

€-2 million

PAYMENTS TO
PROVIDERS OF CAPITAL

Net finance income /
costs €-2 million

OWNERS
Dividend
€-199 million
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Economic benefits from Kesko's operations to stakeholder groups

€ million 2016 2015 2014
Customers’ Revenues 10,879 9,479 9,800
Value added generated 10,879 9,479 9,800

Goods, materials and services

Suppliers
purchased
Employees Salaries, fees and social -723 -545 -614
security expenses
Payments to providers of capital Net finance income/costs -2 -7 -6
Owners Dividend -1992 -248 -149
Public sector Taxes® -49 -92 -54
Community |nvestments . Donaiirorns | ;2 T ;1 R 7—1
Development of business & 7w

operations

The data is based on audited figures.

"Incl. net sales and other operating income

2 Proposal to the General Meeting

3 Incl. income taxes, real estate taxes and net worth taxes

The division of the economic benefit generated by Kesko and K-retailers to Finnish regions is
presented at 203-2.

Dividend policy

According to its dividend policy, Kesko Corporation distributes at least 50% of its comparable
earnings per share as dividends, taking into account, however, the company’s financial position
and operating strategy. Kesko’s Board of Directors proposes to the General Meeting to be held
in April 2017 that a total dividend of €199 million be paid for the year 2016, which would repre-
sent 201.3% of earnings per share and 99.5% of comparable earnings per share. In 2016, Kesko
distributed a total of €248 million as dividends for the 2015 profit, which represented 243.8% of
earnings per share and 146.7% of comparable earnings per share.
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Economic benefits from Kesko’s operations by market area in 2016

Salaries and Social

Capital share-based security
€ million Purchases expenditure payments expenses Taxes' Total
Finland 5,661 630 428 99 777 7,595
Other Nordic 905 3 53 19 51 1,032
countries
Baltic countries 453 25 70 7 97 653
and Poland
Russia and Belarus 265 85 35 10 14 409
Other countries 1,305 1,305
Total 8,588 743 587 136 940 10,994

"Taxes include income taxes, real estate taxes, value-added taxes, excise duties, car taxes, customs duties, net-worth
taxes and withholding taxes

Further information on the financial statements' indicators and Kesko shares and shareholders
can be found in the financial statements section.

Store network

Kesko operates in the grocery trade, the building and technical trade, and the car trade. Kesko
has over 2,000 stores engaged in chain operations in Finland, Sweden, Norway, Estonia, Latvia,
Lithuania, Poland, Russia and Belarus.

The K-food store network is comprehensive and there are K-food stores in nearly all Finnish munici-
palities (see the table below). The K-food stores are visited by around 1.2 million customers every day.

A multi-channel approach is becoming increasingly important in retailing. The growth of
e-commerce and electronic services coupled with a comprehensive store site network are a key
competitive factor for Kesko. Read more about the importance of a multi-channel approach.
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' P
At the end of 2016, Kesko had over 1,080 independent K-retailer entrepreneurs as partners. Kesko's community investments
Kesko’s sales to retailer entrepreneurs accounted for 45.4% of total sales in 2016. Kesko and €1,000 2016 2015 2014
. . O o\
K-retailers form the K Group, whose retail sales totalled around €12.5 billion (VAT 0%) in 2016. Non-governmental, environmental and other organisations 412 555 W7
The K Group employs around 45,000 people. Sports (adults) e . 556
K-food stores in Finnish municipalities (as at 31 Dec. 2016) Youth sports and other youthwork 1 L o A A
Science, research and education 67 61 65
Municipali- % of all i
unicipali- of all MU= e
Number of K-food stores ties in 2016 cipalities C,l,Jl,t,u,r,e, ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, B 14 b e 3,2 e ,36
10 or more 29 9.3 Health 270 12 m
9 o 20 S 64 Veteran organisations and national defence 3 5 4
se o 25 S 80 Political parties and organisations - 8 5
e o Total 1,713 1457 1,395
2 o 67 R 214 | In addition, Veikkaus Oy contributed an estimated revenue of €60-65 million to the Ministry of Education and Culture,
1 95 30.4 generated from the sales of games by Veikkaus points of sale located at K-stores. The calculation is based on the
o ' 33 ' 10 '5‘ | average breakdown of each euro spent on games in 2016. The estimate has been calculated by Veikkaus Oy. The
.......................................................................................................................................................................................................... Ministry of Education and Culture distributes the total proceeds to Finnish arts, sports, science and youth work.
Municipalities total 313 100.0

More detailed information on donation recipients is available in the responsibility programme.

Employee benefit expenses

€ million 2016 2015 2014
Salaries and fees 575 440 497

pension costs 78 55 64

social securitryr expenses 777777777777777777 57 43 47

Share-based paryrn;ernrtrs 7777777777777777777777 12 6 6
Tota|723 ....................... 545614

In 2016, foreign operations accounted for €159 million of total salaries and for €36 million of total pension costs and
other social security expenses. In 2016, the Kesko Group employed an average of 22,476 (18,955) people, of whom
10,714 (8,300) were located in Finland and 11,762 (10,655) outside of Finland. The personnel increase was due to the
acquisitions completed during the year. At the end of the year, the number of personnel at Suomen L&hikauppa was
3,129, at Onninen it was 3,068 and at AutoCarrera it was 37.
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201-2 Financial implications and other risks and opportunities for the
organisation’s activities related to climate change

One of the key objectives of Kesko’s responsibility work is mitigating the progress of climate
change. Kesko has committed to set emission targets in line with two degree climate warming
and approved by the Science Based Targets initiative. The work to calculate the targets began
in December 2016.

Kesko’s operations are surveyed regularly by risk assessments, which also cover changes that
may be necessitated by climate change. The Group’s risk map, the most significant risks and
uncertainties, as well as changes in and management responses to them are discussed by the
Kesko Board’s Audit Committee when the interim reports and financial statements are handled.

Read more about risk management and control practices >

Climate change presents physical and regulatory risks and opportunities as well as risks
and opportunities affecting reputational factors

Physical impact

* Extreme weather phenomena, such as storms and heavy rains, have consequences for the
built environment. Physical risks are related to both the physical store network and logistics.
Unusual weather patterns can cause interruptions in operations or problems in the availability
of products and changes in sales, particularly in the building and technical trade.

» Climate change can affect the procurement sources and availability of products both within
and outside Europe. Due to drought and desertification, water has become less available in
many countries, reducing the productive potential of local economies. Agricultural produc-
tion will suffer if desertification and rising sea levels reduce the arable land area. Drought or
floods may destroy agricultural harvests. Intensifying competition for raw materials may lead
to higher prices.

* The availability of energy sources and emission limitations may affect energy prices.

* Accidents and epidemics resulting from natural phenomena can cause damage or business
interruptions that cannot be prevented.
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Regulation
* Climate change may have an impact in terms of risks involved in regulation, such as various
permit procedures, or costs arising from emission pricing and taxation.

* The implementation of the EU and Finnish Government climate and energy policy will affect
energy solutions and may increase energy prices, adding to pressures for energy savings and
energy self-sufficiency.

Customers

» Customers are paying increasing attention to issues related to climate change. Environmen-
tally friendly products, corporate responsibility communications, retail stores’ K-responsibility
concept and package labelling can help customers make purchasing decisions that mitigate
climate change. Any failures to implement responsible practices in this area may weaken
Kesko’s reputation.

* Kesko contributes to the development of circular economy by providing recycling services
in conjunction with stores, and by taking part in circular economy trials, such as the Kinkku-
temppu campaign and the Liiteri trial.

* The K-maatalous Experimental Farm tests the suitability of crop varieties for the Finnish
climate. The aim is to help customers choose optimal varieties and cultivation methods for
Finnish conditions, also as the climate changes.

Opportunities and risks related to climate change are also described in the report’s our operat-
ing environment / opportunities and risks section.

201-3 Coverage of the organisation's defined benefit plan obligations
The Group operates several pension plans in its different operating countries. In Finland, stat-
utory pension provision for personnel is organised through pension insurance companies and
voluntary supplementary pension provision is mainly organised through Kesko Pension Fund’s
department A. At the end of the year, the number of employees eligible to receive supplementa-
ry retirement benefits from department A was 2,717.

The statutory pension provision organised through a pension insurance company is a defined con-

tribution plan. The supplementary pension provision organised by Kesko Pension Fund is a defined
benefit plan. As at 31 December 2016, the plan obligation was €300.4 million (€266.1 million in

117


http://sciencebasedtargets.org/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/description-of-internal-control-procedures-and-the-main-features-of-risk-management-systems/
http://annualreport2016.kesko.fi/strategy-report/divisions/grocery-trade/#hamtrick
http://annualreport2016.kesko.fi/strategy-report/divisions/grocery-trade/#hamtrick
http://annualreport2016.kesko.fi/strategy-report/divisions/building-and-technical-trade/#liiteri-en
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/our-operating-environment/
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/our-operating-environment/

STRATEGY REPORT GRI REPORT

K

FINANCIAL STATEMENTS

CORPORATE GOVERNANCE

2015), which is fully covered. Calculated under IFRS, the surplus amount was €164.1 million as at
31 December 2016 (€176.4 million in 2015). Calculated under IFRS (the Pension Fund’s insurance
premium is based on a defined benefit plan), the Group’s total premium represents 13.6% of the
amount of salaries (12.5% in 2015). Read more in the financial statements section, note 17.

In the other countries, pensions are arranged in compliance with local legislation, and there are
no defined benefit plans, except in Norway. The number of employees eligible to receive supple-
mentary retirement benefits in Norway is immaterial in proportion to the whole Group.

201-4 Financial assistance received from government
In 2016, the Group received financial assistance of €0.9 million from the public sector. This amount
mainly consists of assistance received from Finland (€0.6 million) and from Sweden (€0.3 million).

Indirect economic impacts

203-1Development and impact of infrastructure investments and

services supported
Especially outside growth centres, retail stores can offer community services which may other-

wise be scarcely available. In 2016, the following were located in connection with K-food stores:

* cashback service at more than 1,000 stores

* over 325 Posti service points

+ over 140 Posti automatic parcel pick-up points
+ over 560 Matkahuolto parcel pick-up points

* over 25 DHL’s automatic parcel lockers

For several upcoming years, Kesko’s most significant store site project will be the new shopping
centre, Easton Helsinki, being built in Itdkeskus, Helsinki. The capital expenditure of the first phase is
valued at €100 million. Its employment impact is about 250 person-years for a period of two years.
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The first part of Easton Helsinki will open to customers in autumn 2017. The next part is estimated to
be completed in 2019. The capital expenditure of the whole complex is valued at over €200 million.

In addition to statutory waste recycling obligations, K-stores provide the following recycling services:

* collection of impregnated wood

* collection of clothing

Waste statistics are presented under 306-2 Waste.

Kesko’s community investments are presented under 201-1 Direct economic value generated
and distributed.

203-2 Significant indirect economic impacts, including the extent of
impacts

Kesko is a service sector company which has significant indirect impacts related to the produc-
tion, use and recyclability of products.

Purchases by Kesko and the retailers have economic impacts on the suppliers and service pro-
viders, such as an increase in the number of jobs. Furthermore, purchases from local producers
affect regional business activities. The salaries, taxes, employee benefit expenses and capital
expenditure paid by Kesko and retailers have impacts on regional economic wellbeing.

Kesko operates in nine countries in which it is engaged in both retail and wholesale. It is one of
Kesko’s principles that taxes on operating income and assets are always paid to the respective
operating country in compliance with local laws and regulations.

Kesko is a significant tax payer. In 2016, the income taxes paid by Kesko to Finland were €31.2
million and to other countries €10.1 million. The Group’s effective tax rate was 21.6%. Kesko
paid €3.5 million in real estate taxes and net worth taxes to Finland and €4.2 million to its other
operating countries in 2016.
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Kesko collects, reports and remits also indirect taxes, such as value-added taxes and excise du-
ties. Kesko remits value-added taxes to tax recipients in its capacity as a company selling goods
and services. In 2016, Kesko remitted value-added taxes in Finland to the amount of €380.3
million, and €110.5 million in other countries. Kesko remits car taxes and excise duties on, for
instance, confectionery, alcohol and soft drinks. In 2016, Kesko remitted excise duties in Finland
to a total amount of €66.9 million.

Kesko’s measurable indirect impact on society, such as its employment impact, increased munic-
ipal tax income, or income in the producer and supply chain, should be evaluated case-by-case,
in connection with the establishment of a new store, for example.

Taxes payable 2016

@ Income taxes, Finland € 31.2 million 63.7%

@ Income taxes, other countries € 10.1 million
20.6%

@ Real estate taxes, Finland € 3.5 million 7.1%

Real estate and net-worth taxes, other countries
€ 4.2 million 8.6%
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Taxes by country 2016

€ million Finland Sweden Norway Estonia Latvia Lithuania Poland Russia  Belarus
Income 31.2 -0.2 0.5 3.6 4.5 1.7
taxes
Real estate 3.5 0.3 0.1 0 0.2 0 0.7 0.1
taxes
Net-worth 2.6 0.2
taxes
Car taxes 177.6
Customs 6.7 0.1 2.6 0.1 0 1.7 0 1.1 1.2
duti

Taxes remitted in 2016 Excise
duties
Total 285.9 0.4 2.5 0.1 0.7 5.3 0.0 8.9 3.2

@ Value-added taxes, Finland € 380.3 million 42.7%

@ Value-added taxes, other countries € 110.5 million
12.4%

@ Withholding taxes, Finland € 111.2 million 12.5%

Withholding taxes, other countries € 30.7 million
3.4%

@ Car taxes, Finland € 177.6 million 19.9%
@ Customs duties, Finland € 6.7 million 0.8%

@ Customs duties, other countries € 6.8 million
0.8%

@ Excise duties, Finland € 66.9 million 7.5%
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Economic benefit generatd by Keko and K-retailers to Finnish regions in 2016

Region Kesko's purchases of K-retailers' direct Kesko's and K-retailers' Salaries paid by

€ million goods purchases of goods capital expenditure’ Salaries paid by Kesko K-retailers  Taxes paid by K-retailers Total
Aland 32.2 - 0.0 0.1 - - 32.4
'Sguthe,',;kareh; OO ... 68 .................. 137 .................... 62 .............. 62 .............. 110 .............. 06 444

,S,O,Uther,n, ,Ostro,l,)éthnia,,, L ———— 2377 ..................... 308 .................... 49 s 63 ................. 128 .............. 07 ............... 2931 |

,S,O,Uther,n, ,Savo,,, eenneceere 419 ..................... 137 .................... 93 s 53 ................. 114 .............. 11 ................ 828 |

k,a,inuu,,, OO ... 58 ..................... 73 .................... 17 s 18 ................. 62 .................. 04 ................... 232 |

,K,énta-Hé,me OO ... 523 ..................... 257 33 .................. 74 .................. 112 ..................... 13 .................. 1012 |

,C,éntral,,o,str()b,o,t,hnia OO ... 534 ..................... 136 53 .................. 22 .................. 50 ..................... 05 800

,C,éntral,h,nland,,, OO ... 612 ..................... 255 78 .................. 117 .................. 181 ..................... 12 .................. 1256 |

,K,y,menlé,a,kso OO ... 435 ..................... 157 ..................... 38 .................. 78 .................. 108 ..................... 13 ................... 829 |

L,a,pland,,, OO ... 206 ..................... 245 .................... 144 .................. 87 .................. 187 ..................... 20 889

b'i;kam.r;a;s . OO ... 2622 ..................... 330 .................... 327 .................. . 347 .................. 332 ..................... 27 ................. 3985 |

6;trob6£5nia OO ... 1615 ..................... 112 ..................... 28 .................. 67 .................. 95 ..................... 07 .................. 1924 |

Nc,’rthe;r,]karel,ié, OO ... 291 ..................... 260 22 .................. 53 .................. 116 ..................... 16 ................... 758 |

N(',rthe,;r','ostrébéthnié” L ———— 139“ ..................... 438 .................... 101 s 194 ..................... 264 ................. 24 ............... 2415 |

Nérther,r; ,Savo, - OO ... 1805 ..................... 345 .................... . 57 s 120 ..................... 198 ................. L 15 .............. 2540 |

Pauat-Hame OO ... 1473 ..................... 259 78 .................. 117 .................. 121 ..................... 08 2057

,S,a,takun,t,a, OO ... 1605 ..................... 270 ..................... 43 .................. 81 .................. 153 ..................... 10 .................. 2162 |

U,L,'Sima,a, : . OO ... 3,2957 .................... 1624 .................... 60,4...7.1 .................. - 2878 ................. 1209 ..................... 125 ................ 4’“851 |

vgrsma%s,-,suorr;i, . reenenceere S 6885 ..................... 674 ..................... 111 .................. . 302 .................. 353 ..................... 41 e 8367 |

Tota| ........................................................................... 5’6212 ........................................... 50157380 ........................................... 4 738 .......................................... 3894 ............................................. 3 647,8604

"Incl. increase in lease liabilities of K-retailers' equipment
2 Incl. acquisitions in 2016 (Suomen L&hikauppa, Onninen and AutoCarrera) €445.5 million

The figures are for those K-retailers whose accounts and payroll are managed by Vahittais-
kaupan Tilipalvelu VTP Oy, representing around 85% of K-retailers’ total business volume.
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Procurement practices

204-1Proportion of spending on local suppliers
Kesko assesses the economic benefit it generates by reporting its purchases by operating coun-
try and the company’s country of domicile. Kesko also reports K-retailers’ direct purchases of

goods in Finland.

Most of the economic benefit generated by Kesko’s operations - approximately 84% of Kesko’s
net sales - flows to suppliers of goods, from which purchases were valued at €8.6 billion in 2016.

In 2016, Kesko had around 24,600 suppliers and service providers from whom purchases were
valued at a minimum of €1,000 during the year. Of these, around 11,900 operated in Finland,
around 10,200 in Kesko’s other operating countries, and around 2,500 elsewhere.

The ten largest suppliers accounted for 24.3% (24.2% in 2015) of the Group’s purchases of
goods, and the 100 largest suppliers for 54.4% (53.1% in 2015). Seven out of the ten largest sup-
pliers were Finnish food industry companies, one import company operating in Finland and two
German car manufacturers.

The purchases of all Kesko companies from suppliers operating in Finland totalled €5,661 million,
accounting for 65.9% (67.2% in 2015) of the Group’s total purchases.

The purchases of goods by Kesko Group’s Finnish companies totalled €6,928 million. Of these
purchases, 81.1% were from suppliers operating in Finland and 18.9% from other countries. It
should be noted that because some of the suppliers operating in Finland are import companies,
reliable statistics cannot be compiled on the origin of goods supplied by them.

Kesko actively increases the amount of local purchases and encourages K-retailers to include

products from nearby producers in their selections. In 2016, K-retailers’ direct purchases from
Finnish regions totalled €602 million.
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In 2014-2016, Kesko and Ruokatieto ry, an association that promotes Finnish food culture,
organised Local Food Date (L&hiruokatreffit) events that brought together local food producers
and K-retailers. The purpose was networking as well as improving the supply of local products in
the K-food stores in the area and thereby supporting Finnish work.

The 'Thank the Producer' operating model provides customers with an easy way to support
Finnish food producers. K-food stores sell 12 Pirkka 'Thank the Producer’ products for which
K Group pays an extra support directly to producers.

Kesko's purchases by operating country in 2016

Suppliers of Suppliers of

goods and goods and

services in services in ot-
operating Purchases from her operating Purchases from
country suppliers of goods countries suppliers of goods
number € million % number € million %
Finland 11,609 5,621 81.1% 2,304 1,307 18.9%
SWedéﬁ . 1573 07 851% 238 36 . 7 14;9%
Norwéy . 1436 59 98.2% - 00 10 - 1;8%
Erstonrié . 1068 65 s21% w2 59 - 47;9%
Létvia; 7 . 764 3 34.5% - w7 4y o B 657.75%
Lithua;ﬁa . 8y o 3% 189 206 o 7 63.7%
brolanrdr . 1265 9% 94.6% - 6 6 o B 5;4%
VRrussi; .. 1657 08 95.9% - 00 8 o B 4']%
ErelarLrJrs .. 3 w8 61.0% 305 31 - 397(7)%

TOtaI ................................ 20’466 .................. 6,880 .................. 801% ................... 4’136 ................... 1,708 ................... 199%
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Kesko's purchases by company's and supplier's country of domicile in 2016

Company's

country of

domicile Supplier's country of domicile

€ million Suomi Ruotsi Norja Viro Latvia Liettua Puola Venija Valko-Venija Muut maat Yhteensi
Finland 5,621 142 10 51 4 9 12 1 1 1,077 6,928
Sweden ,,,,,,,,,,,,,,,,,,,,,,,, 13 .............. 207 ............... 5 JE 1 ............... 0 ............... 0 ............... 0 ................ o o 1 6 ............... 243

Norway ,,,,,,,,,,,,,,,,,,,,,,,,, 0 ............... g .............. 529 ................ o o o o o o O ............... 5 .38

Es,t,o,r;i,a ,,,,,,,,,,,,,,,,,,,,,,,,, 15 ................ S S 6 5 ............... 6 ............... 3 ............... 6 ................ o o 2 8 124

La,t,v,i; ,,,,,,,,,,,,,,,,,,,,,,,,,,, 4 ............... 0 ............... 0 ............... 7 .............. 23 1 ............... 2 ............... 0 ................ o 2 9 68

thhuama ,,,,,,,,,,,,,,,,,,,,,,,, 6 ................ L 0 ............... 9 .............. 2 4 .............. 94 .............. 33 ................ L 3 .............. 1 29 ............... 300

Po,l,a,n,a ,,,,,,,,,,,,,,,,,,,,,,,,,, 0 ............... 0 ................ o o o ................ . 9 9 ................ . o 5 ............... 1 64

Russ'a 1 ................ o o 1 ................ o o 0 .............. 1 9“ ................ o 7 ............... 2 63

Be,l,a,r,u,s, ,,,,,,,,,,,,,,,,,,,,,,,,, O ............... 0 ................ S o 0 1 ................ o 1 6 .............. 48 .............. 13 79

Tota| ................................................ 5’661 ............................. 361 ............................. 5 45 ............................. 134 ............................... 58 ............................. 109152 ............................. 212 ............................... 52 .......................... 1 ’305 ........................ 8 ’588

Capital expenditure

In 2016, Kesko’s capital expenditure totalled €743 million (€219 million in 2015), or 7.3% of net
sales (2.5% in 2015). Capital expenditure in store sites was €216 million (€167 million in 2015).
Capital expenditure in foreign operations accounted for 15.2% (40.2% in 2015) of the total capital
expenditure. Duting the financial year, Kesko Group acquired Onninen Oy, Suomen L&hikauppa
Oy and Oy Autocarrera Ab. The total capital expenditure on the acquisitions was €445.5 million.

In addition to Kesko, K-retailers make capital expenditures in the fixtures of stores used by
the K-Group. These figures included, the total capital expenditure in Finland was around €738
million in 2016.

Kesko’s capital expenditure has a positive financial impact on the operations of building firms,
building sector service companies, and suppliers of fixtures, equipment and information systems,
for example.
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Anti-corruption

205-1Operations assessed for risks related to corruption,

205-2 Communication and training about anti-corruption policies and
procedures,

205-3 Confirmed incidents of corruption and actions taken

Risks related to corruption are discussed as part of Kesko Group's risk management. Key risks,
including risks related to corruption, are identified, assessed, managed, monitored and reported
regularly as part of business operations at the Group, division, company and unit levels in all
operating countries.

Kesko’s anti-corruption principles are included in the K Code of Conduct guidelines updated
in 2016. The guidelines and website have been published in the languages of all our operating
countries. Kesko employees and business partners have their own versions of the K Code of
Conduct.

Kesko has prepared a mandatory eLearning package for its employees to smoothly internalise
the K Code of Conduct.

Kesko arranges annual Value Discussions on the K Code of Conduct in its companies. In 2016, a
Value Discussion event was organised in Suomen L&hikauppa and two Russian subsidiaries. They
mainly focused on issues related to corruption and malpractice.

In 2016, one of the focus areas in Kesko’s risk management and corporate security function was
the prevention of malpractice. During the year, individual cases of suspected malpractice came
to our knowledge. The Risk Management and Corporate Security Unit assisted in investigating
them.
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Towards the end of 2016, Kesko introduced the Group-wide SpeakUp channel through which
employees and business partners can report any violations of the K Code of Conduct. In 2016,
six incidents were reported via the SpeakUp channel.

In 2016, no corruption related lawsuits against any Kesko Group company came to our knowl-
edge.

Anti-competitive behaviour

206-1Legal actions for anti-competitive behaviour, anti-trust, and
monopoly practices

In 2016, there were no legal actions, fines or other sanctions relating to anti-competitive laws
and regulations.
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Environmental impacts

Energy
Kesko participates in mitigating climate change by purchasing and producing more of its own
renewable energy.

Renewable electricity

Kesko has decided to purchase electricity produced with 100% renewable energy from the
beginning of 2017. Kesko will purchase approximately 540 GWh of electricity in Finland in 2017. # o
The electricity is used in K-stores and other Kesko properties. - ‘%_‘ ";‘

i

P L
Kesko purchases renewable electricity with the Renewable Energy Guarantee of Origin (REGO)
from the Nordic countries. In 2017, electricity purchases will especially focus on Finnish bioenergy.

Bioenergy is based on, for example, by-products from the forest industry and wood based fuels.

Solar power plants at K-stores
In 2016, Kesko made significant investments in the construction of solar power plants. In June

2016, Finland’s biggest property specific solar power plant was completed on the rooftop of
K-Citymarket Tammisto, Vantaa. Additionally, a total of 11 K-Supermarkets and K-Citymarkets
had a solar power plant installed on their rooftops by the end of 2016. A total of 210 MWh of
electricity was produced with solar power in 2016.

By summer 2017, Kesko will have two more solar power plants installed. After this, Kesko will
have 15 solar power plants producing approximately 3,559 MWh annually. The new investments

will make the Kesko Finland’s biggest producer and consumer of solar power.

Watch the video on solar power use at K Group >
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302-1Energy consumption within the organisation Energy consumption in properties in Finland

At the end of 2016, properties managed by Kesko in Finland (owned and leased) included of-

Energy consumption of properties fices, warehouses and approximately 1,450 store sites. The total area of the property portfolio

Finland 2016 2015 2014 increased by 16.5% due to the acquisition of Suomen Lahikauppa and Onninen.
Electricity' (MWh) 458,690 694,544? 754,301
,,,,,,,,,,,,,,,,,,,,,,,,,,, ool 077 T2 . . o )
District heat (MWh) 308,924 25 2142 292,453 The total consumption of heat increased by 22% due to the increased stock of real estate. The
"""""""""""""" R+~ majority of properties used district heat, but in addition 1.6% of the heat energy was self-pro-
Fuel for self-produced heat (MWh) 5,169 3,406 4,233 . . -
rrrrrrrrrr : L L duced. In 2016, the heat energy produced with natural gas and oil at properties in Finland
Total energy consumption (MWh) L 772785 95278k 1050987 i talled 18.6 TJ (5.2 GWh).
Total energy consumption (TJ) 2,782 3,428 3,784
Beginning in 2016, the electricity consumption of Kesko in Finland includes only electricity
Other operating countries 2016 2015 2014 purchased by Kesko. In previous years, the electricity purchased by retailer entrepreneurs at
Electricity (MWHh) 100.808 103.038 96.231 properties managed by Kesko has been estimated and reported. Heat consumption is reported
District heat (MWh) 18,893 17,8402 o7 or properties managed by Kesko.
Fuel for self-produced heat (MWh) 29,874 26,8907 29,116 . . . . Lo
rrrrrrrrrrrrrrrrrrrrrrrrrrr e Calculation methods and electricity and heating consumption statistics by property type and
Total energy consumption (MWh) 149,575 147,768 142,954 . - . . . . .
,,,,,,,,,,,,,,,,,,,,,,,,,,, IOROMCN ... reoreos e ncrnees e changes in properties in Finland are available in the Energy consumption tracking and Environ-
Total energy consumption (TJ) D38 B2 BB mental profile reports.
All operating countries 2016 2018 2014 Energy consumption in properties in other operating countries
Total energy consumption (MWh) 922.358 1,099 932 1193941 During 2016, Kesko’s stock of real estate outside of Finland changed significantly due to the
Total energy consumption (TJ) 3,320 3.960 4299 acquisition of Onninen and the divestment of the K-food stores in Russia. Onninen operates in

Kesko’s previous operating countries and additionally in Poland.

"The reporting boundary has changed in 2016, includes only electricity purchased by Kesko

* Figure has been adjusted for improved accuracy since the previous report The heating energy was partly self-produced with natural gas and oil. In Belarus, a small amount
of timber (950 MWHh) and peat (130 MWh) were also used for heating. In 2016, the fuels used
for self-produced heat totalled 107.5 TJ (29.9 GWh).

Subsidiaries outside of Finland report their fuel and purchased energy consumptions to Kesko
and statistics per country are compiled from this data. The heating energy data is not reported
for some properties (5% excluding Onninen’s properties) because it is included in the lease or is
not available.
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Primary energy consumption

The primary energy consumption for purchased energy in all operating countries in 2016:
* Renewable: 407 TJ (6%)

* Nuclear power: 5348 TJ (77%)
* Non-renewable: 1143 TJ (17%)

Fuel consumption of logistics in Finland

The energy consumed by Kesko Logistics' own transportation or that under its direct control was
503.9 TJin 2016. The fuel used was diesel. In 2016, the total distance driven by Kesko Logistics
was 32.3 million km (31.1 million km in 2015).

Energy consumption was calculated using data on kilometres driven, volumetric efficiencies and
the transportation fleet. The calculation was made according to the Lipasto calculation system
of the VTT Technical Research Centre of Finland.

Fuel consumption of logistics in other operating countries

Most of Kesko’s subsidiaries have outsourced logistics operations. In 2016, the logistics in
Estonia consumed 4.1 TJ of fuel (diesel and gasoline).

Total energy consumption

In 2016, Kesko’s energy consumption in all operating countries totalled 3,828 TJ.

A total of 634.1 TJ of fuels from non-renewable sources were used for transportation as well as
self-produced heat of properties. In addition, 3.4 TJ of renewable fuels were used.
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302-3 Energy intensity

Specific consumptions of energy, properties managed by Kesko

kWh/br-m? 2016 2015 2014
Finland

* Specific consumption of electricity a4 o207 205
 Specific consumption of district heat S S N

Specific consumption of electricity 88 99 o4

Specific consumption of heat 42 43 46

"Figure has been adjusted for improved accuracy since the previous report

The cold chain and the need for heated premises in food stores and warehouses require greater
amounts of energy in comparison with other retail sectors.

The calculation methods for the properties in Finland are available in the Energy consumption
tracking report. The specific consumptions of properties in the other operating countries are
calculated based on the total area of properties (1,152,000 m? in 2016).

302-4 Reduction of energy consumption

The K Group participated in the trading sector energy efficiency agreement for 2008-2016. The
K Group was committed to improving its annual energy consumption by 65 GWh by the end of
2016. The final results of the agreement will be published by Motiva in summer 2017.

The K Group is participating in the next action plan of the commerce sector Energy Efficiency
Agreement for the years 2017-2025. In accordance with the agreement, the K Group commits

itself to reducing its energy consumption by 7.5% through various energy saving measures. All
K Group store chains are included in the agreement.

126


http://lipasto.vtt.fi/yksikkopaastot/tavaraliikennee/tieliikennee/tavara_tiee.htm
http://kesko-ar-2016.studio.crasman.fi/file/dl/i/ZncjTQ/5Mk_Buf8AsIp38YuaOVRcQ/Kulutusraportti2016_EN_20170214.pdf
http://kesko-ar-2016.studio.crasman.fi/file/dl/i/ZncjTQ/5Mk_Buf8AsIp38YuaOVRcQ/Kulutusraportti2016_EN_20170214.pdf
http://www.kesko.fi/en/media/news-and-releases/news/2016/kesko-commits-itself-to-improving-its-energy-efficiency-in-20172025/
http://www.kesko.fi/en/media/news-and-releases/news/2016/kesko-commits-itself-to-improving-its-energy-efficiency-in-20172025/

STRATEGY REPORT

GRI REPORT

FINANCIAL STATEMENTS

CORPORATE GOVERNANCE

Energy solutions in K-stores

1. Lighting
By February 2016, LED lights are used in all lighting solutions of property development projects.

Adjustable, correctly directed LED-lighting can help save up to 50% of electricity consumed
compared to traditional fluorescent tube and metal halide lighting solutions.

2. Lids and doors on refrigeration units

In food stores, the consumption of refrigeration systems can account for more than half of the
total electricity consumption at small store sites. Lids on freezer chests save 40% of the electricity
consumed by uncovered equipment. Doors on dairy and juice cabinets also help save electricity.

3. Real estate managers

Kesko has around 40 Real Estate Managers to help K-stores find ways in which to make their en-
ergy consumption more efficient. Regular monitoring, technical supervision and comparison of
reports from separate properties are used to maintain an optimal level of energy consumption.
Real Estate Managers also help stores with long-term planning. Renovation programmes contain
estimates of the refurbishment that should be made within five to six years.
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4. Remote monitoring

In February 2017, the building automation of 204 Kesko facilities was monitored by a remote
energy management centre. The set points of properties and equipment running hours can be
changed from the management centre as necessary, which also enables rapid response to distur-
bances. Setting the correct running times and set points is the easiest and most effective way to
improve energy efficiency.

The remote monitoring of refrigeration systems in stores helped save approximately 3.63 GWh of
energy in 2016. Remote monitoring enables refrigeration equipment to be adjusted for optimum
temperatures and defrosting cycles. In addition, deviations can be responded to immediately.

5. Condensation heat recovery

Condensation heat from refrigeration equipment is recovered at nearly all K-food stores, which
means additional heat energy is needed only during very low sub-zero temperatures.
Increasingly many K-food stores also save energy by using carbon dioxide recovered from indus-
trial processes as the refrigerant in their refrigeration equipment. Carbon dioxide is an environ-
mentally friendly refrigerant.

CO, refrigeration plants enable the efficient use of condensation energy together with low tempera-
ture heating systems. This combination achieves a considerably higher heat energy recovery efficien-
cy compared to the traditional solutions using condensation heat from HFC-refrigeration units.

6. Solar power

Solar power plants are becoming more widely used on the rooftops of K-stores. The electricity
consumption of food stores is greatest during the summer, when the stores and their refrigera-
tion equipment require a lot of electricity for cooling. On a sunny summer day, solar power can
cover as much as 60% of the food store's current consumption. The solar panels to be installed
on the K-food store roofs will cover around 10-15% of the store’s annual electricity consumption.

Information about energy saving efforts by Kesko Logistics can be found in the section 305-5.
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Water

Finland has abundant water resources. However, due to the large consumption of imported
processed goods and the virtual water footprint associated with them, almost half (47%) of
the water footprint of Finnish consumption falls outside of Finland. Kesko’s most significant

impacts from water consumption are thus caused by imported products for sale, which originate
from areas suffering from water scarcity or contamination.

Kesko has initiated a water risk assessment for its own-brand products in order to identify the
water basins most affected by water scarcity and contamination issues in its supply chain. The
water risk assessment is in progress and results will be used to plan actions.

303-1 Water withdrawal by source

Properties managed by Kesko use water from municipal water supplies in all operating countries.

In addition, a few wells are in use on properties in Estonia, Lithuania and Belarus. The water
consumption from these wells accounts for a minor part (3%) of total water consumption and is
thus reported with the municipal water consumption. Waste water from Kesko's operations goes
to municipal sewer systems.

Water is mainly used for cleaning purposes in the K Group's own operations. Maintaining a high
level of hygiene is particularly important in food stores and legal requirements for hygiene must

be fulfilled.
Car wash facilities at Neste K service stations in Finland are big individual consumers of water.

The consumption of water at properties in Finland increased significantly in 2016, which was due
to the growth in the number of properties resulting from the acquisition of Suomen Lahikauppa
and Onninen. Water consumption statistics by property type and changes in the property port-
folio in Finland are available in the Energy consumption tracking report.
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Water consumption by country

m? 2016 2015 2014
Finland 933,812 884,081 935,472
Sweden 747 83w 5504
Norway s s 1407
Estoia C se» 4 4876
laia  9ss0 o8 11207
Lithoania o268 38472 38,903
Poland 310 - -
Russia o ewmm 79755 75056
Belorus = Y 7
e s

"Figure has been adjusted for improved accuracy since the previous report

The growth in the property portfolio due to the acquisition of Onninen caused changes in water
consumption also in the operating countries outside of Finland as well as in the new operating
country, Poland. The water consumption data from other countries is compiled from figures
reported by the companies, which are based on water billing or consumption data. At some
stores located in leased properties, water consumption is included in the lease and not available
for reporting (6% of locations in other operating countries, excluding Onninen’s properties).
Additionally, data was not available for 1% of properties.
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Biodiversity

Kesko participates in the Business & Biodiversity Finland programme, organised jointly by the
Corporate Responsibility Network FIBS and the Ministry of the Environment. Kesko has iden-
tified biodiversity impacts and opportunities in its operations. The objective is to take part in
projects that promote biodiversity in cooperation with other operators.

304-2 Significant impacts of activities, products, and services on
biodiversity

Supply chain
Kesko’s greatest impacts on biodiversity occur throughout the lifecycle of the products on sale.

Raw materials critical to biodiversity in Kesko’s supply chain include fish and shellfish, timber,
palm oil and soy. Their sustainable sourcing is guided by sourcing policies.

In October 2016, the K Group committed itself to measures aimed at reducing the consumption
of plastic bags, and published a plastics policy. The objective is to reduce plastics ending up in

water bodies and elsewhere in the environment.

Read more about the plastics policy >

Global food production for a growing population is one of the biggest threats to biodiversity in
the world. Food security can be improved through sustainable and efficient agricultural practices
and minimising food waste.

Food waste and climate change

Minimising food waste along the entire food supply chain from agriculture all the way to the
end-consumer reduces the need for primary production and thereby impacts on biodiversi-
ty. When food ends up in waste, all emissions from its production, transportation, selling and
preparation have been useless. Minimising food waste also reduces related emissions.
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Climate change also impacts biodiversity, especially as areas of drought expand. Read more
about Kesko’s diverse efforts to reduce food waste and greenhouse gas emissions in the respon-
sibility programme.

K-maatalous Experimental Farm

The K-maatalous Experimental Farm in Hauho focuses on the development of crop varieties and
research for the benefit of sustainable cultivation methods and better domestic food production.
The research conducted on the Experimental Farm aims to provide K-maatalous retailers and
farmers with solutions tested in Finnish conditions for making productive product choices and
optimising their harvests. In Finland, around 80% of K-food stores’ purchases are from domestic
suppliers, which is why sustainable and vital Finnish agriculture is important to the K Group.

In June 2016, the K-maatalous Experimental farm made a Baltic Sea Commitment to the Baltic
Sea Action Group (BSAG). The Experimental Farm tested measuring devices and methods
aimed at providing practical ways to measure and monitor the use of nutrients and to assess the

soil condition in rapid succession.

Measuring methods promote sustainable agriculture as investments can be optimised according
to crop targets and use, soil potential and the requirements of plant varieties. Good soil condi-
tion and appropriate fertilisation, as well as transforming nutrients to good crops are important
profitability factors for farmers, but also reduce the nutrient leakages to the Baltic Sea. Properly
treated soil also sequesters carbon to soil and thus combats climate change.
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304-3 Habitats protected or restored

Kesko builds store sites only in areas planned by municipalities for business properties. Surveys
of contaminated land are made annually in connection with construction work and real estate
transactions.

In 2016, one Kesko property was restored in Porvoo, from which a total of around 93 tons of
contaminated soil material was removed from a site of 3,385 m2 No concentrations of hydro-
carbons exceeding the guideline level were left in the restored area. The Uusimaa Centre for
Economic Development, Transport and the Environment has checked the restoration report and
stated that no further soil restoration is needed in the area.

Kesko does not have protected habitats of its own.

Emissions

Kesko reports direct and indirect (Scope 1and 2) greenhouse gas (GHG) emissions from its
operations according to the GHG Protocol standard.

* Scope 1: GHG emissions caused by fuel consumption for producing heat at properties man-
aged by Kesko and for transportation of goods directly controlled by Kesko

* Scope 2: GHG emissions caused by generation of electricity purchased by Kesko and district
heating consumed in properties managed by Kesko

KESKO'S ANNUAL REPORT 2016

305-1and 305-2 Direct and energy indirect GHG emissions
(Scope 1and 2)

Scope 1and 2 emissions, all operating

Scope 1and 2 emissions, Finland countries
COe tonnes COe Net sales, € million
200,000 400,000 10,500

38,017

150,000 Tonnes 2 300,000 10,000
34,977
Tonnes
200,000 9,500
100,000
100,000 9,000
50,000
0 8,500

2014 2015™ 2016
2014 2015 2016

@ Scope 1
@ Scope 1 @ Scope 2*
@ Scope 2* -o- Net sales

* The reporting boundary changed in 2016.
** Scope 2 figure adjusted for improved accuracy

* The reporting boundary changed in 2016.

since previous report.
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Scope 1and 2 GHG emissions

Tonnes CO,e

Direct (Scope 1)

43,002

35,079

344
81,963
0
20,218
93,01

36,478

1,399
6,524

6,180
56,533
95,866
56,533

25,430

5,212
124,965

31,954

2015

43,302
34,977
34,117

860

8,325

1,15

7210
164,266
s
73784
153,087
47381
23051
18475
46760
187,568
156,092
3476

2014

44,005

38,017
376,9715
7 1,162
5,988

5,988

157,691
135,891

81,495

165,946
54,396

21,800
17,362
4,438

201,696
173,908

27,788

! The biogenous CO, emission figure of the timber used for heating one facility in Belarus is reported in Scope 1,
because its proportion of the total fuel quantity is insignificant (about 2%).
2 Following the GHG Protocol standard, the location-based emission figure for electricity consumption in Finland has

been reported. The market-based figure is used for the emissions totals. Location-based emissions are calculated with

national emission factors and market-based emissions with energy supplier emission factors.

® Figure has been adjusted for improved accuracy since the previous report
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Scope 1

In 2016 the Scope 1 emissions of Kesko in Finland increased due to the acquisition of Suomen
Lahikauppa. The new stores caused an increase in logistics and own production of heat.

Emissions from logistics in the other operating countries were reported for Estonia in 2016. The
data for Belarus’ logistics was not available. Most of the logistics in the other operating countries
are outsourced and are partially reported in the Scope 3 emissions.

The transportation of goods for Kesko's grocery trade in Finland is managed by Kesko Logistics
and includes its own transportation and that under its direct control. Kesko Logistics’ emissions
were calculated based on data including kilometres driven, volumetric efficiencies, and the
transportation fleet using the Lipasto calculation system developed by the VTT Technical Re-
search Centre of Finland. The emissions for logistics operations in Estonia were calculated based
on fuel consumption.

Scope 2

In 2016, the emissions from purchased energy in Finland decreased by 53% because of a change
in the reporting boundary. Starting from 2016, the emissions caused by electricity purchased by
Kesko are reported in Scope 2. The emissions caused by electricity purchased by retailer entre-

preneurs are reported in Scope 3 category 14, franchising (retailer entrepreneurs).

Kesko’s electricity was supplied by Helsingin Energia from the beginning of 2016 and by Fortum
starting from 1 September 2016. The supplied electricity was carbon-free.

The emissions from purchased energy for the other operating countries increased by 10%, which
was affected by the acquisition of Onninen.

The calculation principles and more detailed calculations for Scope 1and 2 emissions attributed
to properties managed by Kesko can be found in the Environmental profile reports for Finland
and the other operating countries.
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305-3 Other indirect (Scope 3) GHG emissions

Scope 3 GHG emissions

Tonnes CO,e 2016 2015 2014
Upstream

Purchased éoods andservices B 6,910,000 K 75,;537367,7060 - 57,9272,OC7)0
Capital goods (buildings) 3520 18200 9900
Irrlézlril;erarerrﬁrirssions of purchased”err{errrgr)rlr(rortrher than Scope 1 arnrci 49,400 [ ”697,73070 - 76,1(50
Scope 2)

Transport and distribution of goods 18400 18300 18,600
Waste 1400 9000 10,100
Business travel 3000 2700 2800
Employee commuting 2000 670 7,800
Downstream O
Customer commuting (shopping trips) | 157400 154,400 166,00
Useof sold products 1685800 852,000 1,093,900
End-of-life treatment of sold products 3650 16300 28,000
Franchlses V(;'etailer entrepreneLJ;;) VVVVVVVVV : 114,700 [ ”227,78070. V 27,860

The greatest other indirect emissions of Kesko are caused in the supply chain of the products for
sale (76%), in the use phase of the products (19%) and by the shopping commutes of customers
(2%).

The Scope 3 calculation principles can be found in the Kesko Scope 3 Report.
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305-4 GHG emissions intensity

The Scope 1and 2 greenhouse gas emissions intensity is calculated based on net sales (€10,180
million in 2016), the average number of employees (22,476 in 2016) and the area of properties
managed by Kesko (4,381,000 m? in 2016).

Scope 1and 2 GHG emissions intensity

2016 2015 2014
Based on net sales (tonnes CO,e / € million) 12.3 21.6 22.2
Brarsrertrzlrcr)ﬁré\rlrerage number of employees tiénnes CO,e/ perscr)rrlr)r N 56 [ ”9.79 R 16.1
Based on area of properties managed by Kesko w5

(tonnes CO,e /1,000 m?)

The Scope 2 reporting boundary for 2016 has changed

305-5 Reduction of GHG emissions

Science Based Targets

Kesko has committed to set emission targets in line with two degree climate warming and
approved by the Science Based Targets initiative. The work to calculate the targets began in
December 2016.

Energy efficiency of properties

Kesko has signed the trading sector energy efficiency agreement and committed to actions to
improve its annual energy consumption by 65 GWh during the period 2008-2016. Motiva will
publish the results of the agreement period in June 2017.

By increasing solar power Kesko decreases the emissions caused by property. Read more in the
Energy section.
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Logistics Efficient logistics fleet

The target of Kesko Logistics is to reduce CO, emissions relative to the net sales index by 10%
during 2012-2020 from the base year of 2011. By the end of 2016, the relative emissions had de-
creased by 1.9% from the base level. In 2016, the emissions increased by 3.8% in comparison to
2015. The increase in the number of stores resulting from the acquisition of Suomen Lahikauppa
affected the increase in emissions. Kesko’s own-brand Pirkka products were delivered to the new
stores and conversion of the stores to K-Markets required the delivery of refill loads as separate
deliveries.

Traditional full-trailer combination

=

Kesko Logistics works ambitiously to reduce emissions: 90 roll containers

 Efficiency of logistics: centralised distribution, optimisation of delivery routes and high volu-
metric efficiency Two-tier trailer combination

 Efficient reverse logistics: collection of purchase loads, carrier trays, pallets, roll containers
and recycled bottles and cans on the return route

* Economical driving courses: all of Keslog’s more than 500 contract drivers have been trained

* New replacements in the vehicle fleet: nine two-tier trailers and one extra-long Ecotruck in

. A i . 120 roll containers
use in long-distance transportation between main warehouses

Extra-long Ecotruck

B ISEISE

189 roll containers
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Scope 3 emissions reductions

Products for sale

By far, the greatest indirect emissions of Kesko are caused in the supply chain and during the
use phase of the products for sale. These emissions can be influenced by offering selections of
products and services causing less emissions and by customer communications.

Grocery trade

Customers are becoming increasingly aware of the environmental impacts of their consumption
choices. By reducing the amount of animal-based products and household food waste consum-
ers can reduce the environmental impact of their food consumption. The rising popularity of
vegetables and plant-based products in Finland was one of the biggest food trends in 2016.

Vegetarian display cabinets were introduced in K-food stores in 2016. The 'Vege' cabinets gather
plant-based products in one place in order to make choosing environmentally friendly products
easier for the customer. By the end of 2016, already 100 K-food stores included a 'Vege' cabinet.
Additionally, the K-Ruoka media offers diverse recipes and tips for cooking vegetarian meals.

Read more about the ‘Vege’ cabinets >

Kesko encourages customers to reduce food waste accumulated at home. Kesko and the K-food
stores participated in the Food Waste Week organised by the Consumers' Union of Finland

in September 2016 by offering information, tips and recipes in customer communications for
reducing food waste.

Kesko continued the cooperation started in 2015 with Gasum, Myllyn Paras and Wursti to utilise
biogas produced from inedible organic waste collected from K-food stores and the Kesko Logistics
central warehouse as energy in the manufacture of new Pirkka products. In 2016, approximately
3,700 tonnes of organic waste was transformed into 2,800 MWh of biogas. CO, emissions were
reduced by 550 tonnes compared to natural gas (calculated with emission factor 198 g CO,/kWh)
and by 740 tonnes compared to fuel oil (calculated with emission factor 267 g CO,/kWh).
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In 2016, K Group participated in the Kinkkutemppu Campaign, in which customers could donate
fat from roasting their Christmas hams to collection points at K-food stores. The fat was used to
make renewable diesel. Customers donated 12,000 kg of ham fat, which was used to produce
10,000 liters of renewable diesel.

Read more about ‘Kinkkutemppu‘ >

Read more about our work to reduce food waste and advance the circular economy in Effluents
and waste.

Building and technical trade

The building and technical trade offers consumers and business customers diverse product
selections and expertise for improving the energy efficiency of building and renovation projects.
The K-Rauta stores and Onninen offer environmentally friendly solutions for homes and proper-
ties from practical energy saving tips to intelligent energy management systems solutions. These
include heating, cooling, solar and wind energy solutions.

The sharing economy enables reduction of emissions because less products need to be manufac-
tured when many consumers can use the same product. In 2016, K-Rauta participated in a tool

rental service pilot project called Liiteri in the Teurastamo area of Helsinki.

Read more about Liiteri pilot project >

Car trade

In February 2017, the selection of VV-Auto included four plug-in hybrid car models (PHEV) and
two electric cars. In addition, the selection included five car models using natural gas or biogas
as fuel. In 2016, the registrations of Volkswagen and Audi plug-in hybrids in Finland increased
204% compared to the previous year.

Customer shopping commutes

The emissions caused by customer shopping commutes are a significant source of indirect emis-
sions for Kesko. The majority of shopping commutes are made by car.
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Kesko is building an extensive network of electric vehicle charging points adjacent to K Group
stores in order to progress the electrification of cars. In March 2017, already 13 K Group stores
and 3 Neste K service stations offered electric and hybrid charging points for customer use.
Dozens of new charging stations will be built at Neste K service stations along main highways
during 2017. The aim is to build charging stations at all Neste K stations and 10-15 charging
stations at K-Citymarket parking lots annually during the next few years.

K Group offers Finland’s most comprehensive network of neighbourhood stores with the best
services. The stores are tailored to each store’s own customer demand. When the nearby neigh-
bourhood store offers a selection suited for its customers, shopping commutes are shortened
and they can be travelled more often by foot, bicycle or public transportation, especially in
cities. The extra services available at K-stores reduce emissions caused by customer commuting,
because many errands can be run during the same shopping trip. Increasingly, online shopping
also reduces customer commuting.

Employ ting and b travel

In December 2016, a survey on commuting to work was conducted for the Helsinki area office
workers by using the Helsinki Region Transport (HSL) commuting calculator. According to the
survey, the average emissions per employee were 8.8 kg CO,/working day. The results of the
survey will be used as a basis for developing the employee commuting for Kesko's new K-kampus

main office building. An employee commuting plan will be made in order to encourage commut-
ing to the K-kampus which is sustainable and improves the wellbeing of employees.

At the end of 2016, Kesko had 690 company cars in use in Finland (607 in 2015). The number
of company cars increased due to the acquisition of Suomen L&hikauppa and Onninen, which
resulted in an increase in the number of employees.

* 6 ethanol-fueled cars (12 in 2015)
* 312 petrol-fueled cars (263 in 2015)
* 370 diesel-fueled cars (330 in 2015)

* 2 natural gas cars (2 in 2015)
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Kesko's company car policy recommends low-emission car models with an emission level below
150 g CO,/km. In 2016, the average emission level was 122 g CO,/km (127 g CO,/km in 2015)
and the emissions from company cars totalled 2,648 CO, tonnes (2,367 CO, tonnes in 2015).
This calculation also includes private use of company cars.

In 2016, the air miles of Kesko employees travelling for business totalled 8.2 million (8.0 million
in 2015). Encouraging the use of virtual meetings is one of the ways Kesko endeavours to de-
crease the amount of air travel. The amount of virtual meetings held via the Skype for Business
application has increased by 43% since the previous year. In 2016, a total of 67,842 hours of
Skype meetings were held (47,453 hours in 2015). At the end of 2016, the Kesko Group had 30
Videra video conferencing facilities in use and the total duration of all video meetings between
two or more facilities was 1,793 hours (3,812 hours in 2015).

305-7 Nitrogen oxides (NO, ), sulfur oxides (SO, ), and other
significant air emissions

The electricity and heating energy consumed in properties managed by Kesko in Finland in 2016
caused:

133 tonnes of NOx emissions (212 t in 2015)
* 117 tonnes of SO2 emissions (179 t in 2015)

* 1.2 tonnes of radioactive waste (1.4 t in 2015)

The changes in comparison to the 2015 figures are due to a change in the reporting boundary.
For 2016 the electricity purchased by retailers is not included in Kesko’s electricity consumption.
The figures for 2015 have been adjusted for improved accuracy since the last report. The calcula-
tion principles and more detailed calculations are available in the Environmental profile report.

Only CO, emissions data is collected for transportation of goods.
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Effluents and waste

Kesko’s objective is to minimise and recover all waste from its operations.

Food waste

The goal of Kesko’s grocery trade is to minimise the food waste resulting from its operations and
utilize inevitably accumulated organic waste. Read more about the objective in Kesko’s respon-
sibility programme.

Food waste prevention measures: electronic forecast and order
systems, efficient logistics, employee training, and
optimisation of packaging properties

Price reductions of products
approaching their best before dates

Donations of food removed
from sale to charity

Utilisation of
non-edible organic
waste for energy
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Circular economy
Kesko promotes the circular economy by taking part in innovative circular economy projects and
by providing customers with diversified recycling services.

Energy from biowaste

The cooperation with Gasum, Myllyn Paras and Wursti, started in 2015, continued. Biogas made
from food waste unfit for human consumption from K-food stores and Kesko Logistics’ central
warehouse is used as energy in the manufacture of new Pirkka products. In 2016, around 3,700
tonnes of biowaste was turned into 2,800 MWh of biogas.

In 2016, the K Group took part in the 'Kinkkutemppu’ campaign in which customers returned
fat arising from roasting their Christmas hams to K-stores’ recycling points for conversion into
renewable diesel. As much as 10,000 litres of renewable diesel was manufactured from the total
of 12,000 kg of fat returned by customers.

Read more about ‘Kinkkutemppu’ >

Recycling services for customers
The recycling services on K-store premises make customers’ daily lives easier and provide an
efficient way for households to recycle discarded goods and consumer packages.

In December 2016, there were 396 Rinki eco take-back points intended for recycling consumer
packages (fibre, glass, metal) in connection with K-food stores. Plastic was collected at 160 eco
take-back points (2015: 38).

In connection with K Group stores, deposit beverage containers returned by customers, batter-
ies and accumulators, WEEE, lead accumulators, impregnated timber and discarded clothing

were also accepted.
N — &

Za

3
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Packages and items returned by customers to recycling points at K Group stores Kesko Logistics’ centralised collection services
2016 2015 2014 Cardboard and plastic bales from 236 K-food stores were centrally directed by Kesko's grocery
Deposit aluminium cans (million pcs) 378 M 320 trade for industry reuse in 2016. Around 2,806 tonnes of cardboard and 70 tonnes of plastic
were collected.

Deposit recyclable plastic bottles (million pcs) 116 94 9% Kesko Logistics’ reverse logistics transport beverage containers and boxes from stores for reuse
and recovery.

"""""""""""""" S Packaging collected by Kesko Logistics reverse logistics for reuse and recovery

Used clothing, UFF recycling points (tonnes) 3,123 2,915 2,507

Deposit recyclable glass bottles (million pcs) 29 26 27
1,000 pcs 2016 2015 2014
Aluminium cans 82,169 96,479 93,107
+ Batteries and accumulators (tonnes) 289 210 193
- PET bottles 54,648 61,403 54,296
E WEEE (tonnes) 92 95! 170
O ssoy OO OH OO POPRSORENIUOSOPUOROORSORONINUIOROOOUOPOPRPORORNUOOOOOUPOPOORIONOOIOIOOOOONY ... 11 S [ Recyclable glass bottles’ 11,292 9,462 9,667
Lead-acid accumulators, K-Rauta and Rautia 3.5 1.6 4.3
+ - (tonnes)
é 2 Impregnated timber, K-Rauta ja Rautia (tonnes) 814 914 1,003 H - Reusablecrates ......................... 17,893 ....... 17’294 - 1.675.0.1

"Figure has been adjusted for improved accuracy since the previous report.

In October 2016, the K Group committed itself to take actions in order to reduce the consump-
tion of plastic bags and published a plastics policy. Since January 2017, Pirkka ESSI circular
economy bags have been made from plastic recycled by customers

Read more about ESSI circular economy bag and Kesko’s plastics policy >
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306-2 Waste by type and disposal method Waste: Finland, Sweden and Norway
Finland Sweden Norway

Waste in all operating countries

Tonnes 2016' 2015 2014 2016 2015* 2014 2016 2015 2014
Tonnes 2016 2015 2014 Non-hazardous waste 18,366 10,737 11,890 3,479 2,692 2,788 410 633 1,022
N?,n,',ha,z,e,'r,dous WS i ] . ,,3,8’051 _— ,,2,7'832 R 39’699 Recycling/recovery | 718,27C7)4 | 710,(75721 N 11,525 ) 3,220 . 2,470 . 2,206 77777 410 | ””593 : 1,019
Recycling/recovery | mes o 8ATH 19,675 Landil 62 16 365 259 222 582 o 4w 3
e ———— 0807 938 TN Hasardouswaste o R R
nggrdgqgwaste 77777777777777777 - 774 e 71’261 o 164 Recycling/recovery | 183 B 1760 . - 3 . 200 VVVVV -
Recycling/recovery I L Hazardous waste treatment 90 965 - 78 s - s 15 -

Total S 29,093 30,863 Recovery rate % 99 99 97 79 100 94 99

The figures for 2015 have been adjusted for improved accuracy " A small part of the data is based on estimation (0.3% of total waste in Finland)

2The 2015 figures for Sweden have been adjusted for improved accuracy since the previous report
Waste recovery rates

Kesko’s waste statistics in Finland mainly cover warehousing operations, while in the other coun- Waste: Estonia, Latvia and Lithuania

tries, the majority of waste statistics cover store operations. According to statistics, the recovery Estonia Latvia Tithaania

rate in Kesko’s waste management in Finland was 99% in 2016 and in the other operating coun- Tonnes 2016 2015 2015 2016 2015 2016 2016 2015 201&
tries it was 48%. The recovery rate includes all waste except waste to landfill. Non-hazardous waste = B 2 ses RN 2605 s ses
Kesko offers K-retailers in the southern Finland area the opportunity to participate in a central- Ry ClNB/ ROV i S I W | o
ised waste management agreement. In 2016, 114 K-food stores, 11 building and home improve- Londfill e D o722 . 477 W6 M8 175 906 M5
ment stores and 14 other stores participated in the framework agreement. The recovery rate of Hazardouswaste =~ =~~~ .1 2 A O RN -
the waste generated in these stores was 100% (98% in 2015) and the recycling rate was around Recycling/recovery i . - - . - N - - e neo 8 -
66% (67% in 2015). Hazardous waste treatment 26 20 - 5 3 - 33 28 -

Towl T 700 65 s G5 S48 4058 2641 3563

Based on good experiences and convincing results, it was decided to expand the centralised Recovery rate % 9 90 63 26 26 20 59 66 69

waste management agreement nationwide. In November 2016, an agreement enabling all
K Group stores to make recycling more efficient and to adopt the modern circular economy was
signed.
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Waste: Poland, Russia and Belarus

Poland Russia Belarus
Tonnes 2016 2015 2014 2016 2015 2014 2016 2015 2014
Non-hazardous waste 218 - - 8,594 8,303 8,537 1,665 1,570 1,741
Recyclingfrecovery s - - 2382 2279 1918 55 48 58
Clandfil 6 - - 6212 6024 6619 1610 152 1683
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Changes in the number of Kesko employees

Social impacts w6 s zom

Finland at 31 Dec. 14,845 10,081 12,180
Other operating countries at 31 Dec. 12,811 11,854 11,614
Employment ,,,,,,,,,,,,,,,,,,,,,,,,,, N ............c:0 e AN A
Total at 31 Dec. 27,656 21,935 23,794
401-1 New employee hires and employee turnover Finland, aVer3gE o R ... 3300 9280
In April 2016 Kesko acquired Suomen Léhikauppa Oy, in June 2016 Onninen Oy and in De- Other operating countries, aVerage e niez ... 10655 10396
cember 2016 Oy Autocarrera Ab. Suomen Lahikauppa Oy (currently K-Market Oy) has been Total, average 22,476 18,955 19,976
consolidated into Kesko Group as of 12 April 2016, Onninen Group as of 1 June 2016 and Oy
Autocarrera Ab as of 1 December 2016 (excluding Saele og Holleviks Trading AS adn TM Chris- Fixed-term and part-time employments at Kesko
tensen VVS Detajer). 2016 2015 2014

Fixed-term employees of total personnel at 31 Dec., %

In 2016, Kesko had an average of approximately 22,476 (2015: 18,955) full-time equivalent employ-

Finland 12.0 1.5 13.9
ees in nine countries: Finland, Sweden, Norway, Estonia, Latvia, Lithuania, Poland, Russia and Bela- Comonn e oth e coun e - 61 " e -
ompanies In other operating countries
rus. 48% of the personnel were based in Finland and 52% were in the other operating countries. Bt Aore A ot iel-Tastet T ...~ SR
Whole Group, total 9.2 8.6 10.7

Distribution of Kesko personnel by division at Part-time employees of total personnel at 31 Dec., %
31Dec.2016,%

Finland 43.9 39.4 43.6
Companies in other operating countries 6.7 8.1 7.1
Whole Group, total 26.7 22.5 25.8

@ Grocery trade 37.4%
@ Building and technical trade 56.5%
@ Cartrade 3%

Common operations 3.1%
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Kesko’s personnel statistics for 2016 analysed by operating country

Finland Sweden Norway Estonia Latvia Lithuania Poland Russia  Belarus

Total number of personnel 14,845 1,165 424 714 627 4170 846 1,981 2,884

at 31 Dec.

Average number of 10,714 1,028 299 632 521 3,442 486 2,992 2,362
personnel in 2016

Number of new
employments’

- women | 3,055 113 14 96 76 1,038 16 1,006 74078
“men 2052 18 35 133 205 1448 55 800 622
Number of terminated 4,696 269 102 187 191 3330 26 1585 701
employments’

Terminated by employer,% 53 104 00 27 26 93 692 85 04
Total tunover rate, % 202 231 233 171 228 780 31 800 243

"Including summer employees
2 Excluding summer employees

When calculating the number of terminated employments, each employee is included only once, whereas one person
may have several new employments included in the total number.

401-2 Benefits provided to full-time employees that are not provided
to temporary or part-time employees

The Kesko Group offers benefits to its personnel in all of the countries in which it operates. In
Finland, employees on permanent, fixed-term and part-time contracts are offered the following:

* Occupational health care
* Insurance against occupational injuries and occupational diseases
= Parental leave

* Retirement benefits
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Recruits, age distribution 2016, %

@ Under 26 years 57.1%

@ 26-35years 23.9%

@ 36-45years 11%
46-55 years 6.2%

@ Over 55 years 1.9%

In all of the operating countries, Kesko supports its employees’ leisure activities in different ways.
The Finnish companies, for example, provide vouchers for physical exercise and cultural benefits.
Some of the companies operating in Russia, Estonia, Latvia and Lithuania also give financial sup-
port to their employees through different situations in life, such as when a child is born, during a
child's first year at school, in the event of the death of a close relative and in other special situa-
tions. Employees are also provided with a diverse range of shopping benefits that apply in K Group
stores and staff shops. A company phone and car are also provided if required for the job.

Performance bonuses and share remuneration plan

The performance bonus schemes cover the entire personnel, with the exception of sales assis-
tant jobs and jobs covered by other types of bonus or commission systems. The indicators of
the performance bonus scheme include, for example, the Group’s and the division’s total profits,
the sales and profit of the employee’s own unit, and customer satisfaction. The job satisfac-

tion of personnel also affects supervisors' performance bonuses. In spring 2016, around €11.5
million (€12.4 million in 2015) was paid in Finland in bonuses under the 2015 performance bonus
schemes, accounting for approximately 3.7% (4.0% in 2015) of the total payroll.
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In 2016, the total remuneration paid in the form of performance bonuses, sales commissions and
other corresponding monetary remuneration was as follows:

* In Finland, €14.5 million (€13.1 million in 2015)

* In the other operating countries, €8.3 million (€5.0 million in 2015)

Kesko Group’s management and key personnel (approximately 150 individuals) are participants
in a performance-based bonus scheme. The maximum bonus amounts vary depending on the
profit impact of the person’s role and are equivalent to 3-8 months’ salary. Kesko operates the
2014-2016 share remuneration scheme covering approximately 150 members of management
personnel and other named key individuals. The share remuneration plan has three vesting
periods: the 2014, 2015 and 2016 calendar years. The shares awarded as bonuses have a com-
mitment period of three calendar years following each vesting period. During the commitment
period, the shares cannot be transferred. In February 2016, the Board decided to grant a total
of 140,365 Company B shares to 142 members of management personnel and other named key
individuals based on the fulfilment of the vesting criteria for the 2015 vesting period of the share
remuneration plan.

Pensions

New pensions were granted to 271 (168 in 2015) people in the Kesko Group in Finland. The figure
includes employees retiring on part-time pensions, partial disability pensions and rehabilitation
benefits in addition to those who retired on old-age pensions and disability pensions. Rehabilita-
tion benefit is a form of fixed-term disability pension granted with the aim that the employee is
rehabilitated and returns to working life. Rehabilitation benefits were granted for the purpose of
retraining or work trials to 87 (50 in 2015) people who were at a clear risk of losing their working
capacity within a few years. The average retirement age of employees in 2016 was 60 (59 in
2015). In the other operating countries, 28 (15 in 2015) employees retired.
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Labour/management relations

402-1 Minimum notice periods regarding operational changes

Kesko complies with local legislation in all of its operating countries. In Finland, the key statutes
governing restructuring situations are included in the Act on Co-operation within Undertakings,
which stipulates that the employer must provide reasonable notice of decisions for consideration
on the basis of negotiations. The collective agreement for the trading sector does not specify
any minimum notice periods applying to restructuring situations.

In Sweden, the statutory minimum notice period in the event of organisational changes is 8-24
weeks depending on the nature of the change. The collective agreement applying to operations
in Sweden also does not specify minimum notice periods for restructuring situations. No specific
minimum notice period for organisational changes is defined in Norway, but both legislation and
the collective agreement stipulate that personnel shall be informed of organisational changes at
the earliest opportunity.

Russian legislation states that personnel must be informed of restructuring 8.5 weeks before the new
structure takes effect. For major organisational changes concerning more than 20% of the person-
nel, the authorities must also be informed 8-12 weeks prior to the change. In Estonia and Latvia, the
minimum notice period in restructuring situations is four weeks. The corresponding notice period in
Belarus is eight weeks. There are no collective agreements in these operating countries.

In all its operating countries, Kesko applies the notice periods specified in local labour legisla-
tion. In Finland, the notice period is from two weeks to six months depending on the duration of
employment.

Employees can ask questions, give feedback and suggest ways to develop matters related to
the operations of Kesko or its subsidiaries anonymously using the Direct Line feedback channel
on Keskonet, Kesko's intranet. Responses are published on Keskonet for all to see. The Mail for
the President and CEO feedback channel on Keskonet also enables the personnel to send their
greetings, comments and suggestions directly to the President and CEO. Confidential feedback
can also be given via the SpeakUp reporting channel.
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Occupational health and safety

403-1 Workers representation in formal joint management-worker
health and safety committees

Labour protection activities are arranged separately for each company, region or place of busi-
ness in compliance with local legislation. Outside the Nordic countries, labour protection mat-
ters are handled by OHS (Occupational Health and Safety) committees. Kesko's HR functions
arrange occupational safety training for Kesko employees and K-retailers. Group companies also
arranged training sessions tailored to their specific needs.

403-2 Types of injury and rates of injury, occupational diseases, lost
days, and absenteeism and number of work-related fatalities

Within Kesko Group, the occupational health service's normal operations include providing
advice and counselling related to employees’ health and wellbeing at work, analysing health
risks related to work and preventing illnesses, and providing treatment - even in the event of
serious illnesses - in collaboration with primary health care practitioners and specialist health
care providers. In Finland, 15,000 (10,200 in 2015) employees were covered by Kesko’s own
occupational health services. Kesko's occupational health service purchases occupational health
care from various service providers for employees in Finland outside Greater Helsinki. Central-
ised purchasing and target-oriented management enable consistent contents and operating
methods in occupational health service. In other countries, occupational health care is arranged
in compliance with local legislation and practice. A total of € 7.5 million (€3.7 million in 2015) was
spent on occupational health care in Finland in 2016. Kela (the Social Insurance Institution) reim-
bursed Kesko for approximately €3.7 million (€2.0 million in 2015) of this sum. In 2016, Kesko’s
occupational health service spent €499 (€359 in 2015) per employee on maintaining employees’
working capacity and providing medical care.
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Kesko’s contribution to occupational health care, Finland

2016 2015 2014
€/person 499 359 412
Injuries and occupational diseases in Finland
2016 2015 2014
Fatal injuries 0 0 0
Occrurprartrirornal injuries, excl. commrl;trirnrg”injuries . V 227 | V §3 R 124
Commuting injuries -
InjUI;)VlrrVartVer‘ /million working hour_;, VVVVVV . V 170 | V 76 R 76
Avelr'arnrgrer aégree of injury severity,r days . 715.78 | 716.79 R 1?.6
Susbé&é& occupational diseases . 7 71 [ 7 74 - 711
Occrurprarntrirornal diseases . 7 72 [ 7 70 - 70
Sickrcriraryrsraue to occupational injurrrirersr, Vcrommuting injuries and . 5,744 | 2,166 - 72,7751
occupational diseases
Peremployee o5 03 03

The calculation method: small injuries, i.e. those leading to absence of less than three days, are not included in the
figures. Statistics do not include contractors or the following companies: Vahittaiskaupan Takaus Oy, Véhittaiskaupan
Tilipalvelu VTP Oy, the Agricultural Foundation of Trade.

"Excl. small injuries and commuting injuries, calculated with actual working hours

Sickness absences by country in 2016

Finland Sweden Norway Estonia Latvia Lithuania  Poland Russia  Belarus
Total number of sick days 133,211 6,931 4,412 4,105 5164 33,494 5,258 28,664 27,890
Pe? é}ﬁployee i2.4 . 76.7 . i4.8 . 76.5 . 79.9 . 79.7 . i0.8 . 79.6 . 118
Perrr |7'r71i7||ion working hoﬁrr;sr 6;592 . 3;831 . 8,7384 . 3;199 . 4,7907 . 4;817 . 5;201 . 4,7838 . 5,811

The calculation method: sick days per employee have been calculated on the average number of employees during the
year.

143



STRATEGY REPORT GRI REPORT

K

FINANCIAL STATEMENTS

CORPORATE GOVERNANCE

Statistics on injuries in Finland and breakdowns of sickness absences by country are presented
in the tables above. In the other countries, a total of 71 injuries occurred resulting in sickness
absences of more than three days in 2016. The corresponding figure in Finland was 227. In 2016,
the sickness absence rate in the Group companies in Finland was 4.4% of hours worked (4.4%
in 2015). Approximately 74.6% (77.4% in 2015) of sickness absences were short-term absences
(paid sick days). In the other countries, the sickness absence rate was 4.2% (3.7% in 2015).

Trend in number of sick days
Sick days/million working hours

7k

6,592
6,424

5,974
6k

5k

4k

3k

2k

2014 2015 2016

@ Finland @ Other operating countries
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Training and education

404-1 Average hours of training per year per employee,

404-2 Programmes for upgrading employee skills and transition
assistance programmes

Systematic, business-driven development of personnel is a critical factor for future success. The
transformation of the trading sector and the increase in electronic transactions have created needs
for new competencies. The revised supervisor training programmes have already reached a large
proportion of supervisors, and a separate training programme for middle managers was launched
in the autumn. Further investments were made in digital thinking as the K Digital Academy training
programme was executed for the third time and the K Digital Trainee programme offered train-

ee placements for recent graduates with a digital orientation. In addition, a mindfulness training
course was piloted with good results. Numerous regional social media training courses were held
for retailers. Updated and uniform electronic tools for induction were adopted.

Other core areas of competence development included:

* Immediate supervisory work

* Leadership

* Digitality

° Project management

* Interaction and negotiation skills
+ Safety and responsibility

» Customer experience; sales and service competences
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Training days and costs in 2016

2016 2015 2014
Training days'
Filend  7um 6891 9,083
Other countriest o mos e 14285
'I'Vrrarirnriﬁrgr;:Irar)rysrperemployee1 7777777777777 B o
Fiand o7 08 09
Other countries® X .
Training costs, € million B 000
Filand 29 25 29
Other countries 09 09 o8
'I'Vrrarirnriﬁlg”crc;srtrsperemployee,é 777777777777 B 00
Filand a8 29 208

Other countries 79 87 80

12015: Excluding Konsoma JLLC, Belarus and OOO Kesko Real Estate, Russia
22014: Excluding Konsoma JLLC, Belarus. 2015: Excluding Konsoma, Belarus and OOO Kesko Real Estate, Russia

The updated gamified Master Sales Assistant training course offers store personnel a colourful
and interesting way of developing their sales skills. Store personnel were also offered vocational
training and the opportunity to obtain vocational qualifications. In addition, we trained 91 new
workplace instructors for K-stores.

In-house job rotation provides an extensive selection of alternative careers. In Finland, approx-
imately 4,837 (1,800 in 2015) internal transfers took place, while the total figure for the other
operating countries was 2,923 (2015 in 2,900).

In Finland, the K Group's recruitment is supported by the K Trainee and retailer coaching pro-

grammes. The sixth K Trainee programme ended in October 2016, and five K-trainees graduated
from the digitally-oriented programme to take on permanent employments in the K Group. In
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2017, a dozen or so talented young people will be sought for inclusion in the K Trainee pro-
gramme.

Future K-retailers are trained in the retailer coaching programmes. The coaching involves online
studies and on-the-job training under a mentor retailer, as well as regional and national on-site
training periods. Those completing the programme are qualified to start a career as independent
K-retailers. Investments were made in the continuous development of existing retailers' com-
petences by updating the supplementary training for retailers, which includes several targeted
training sessions and the more extensive Success Factors training entity, which forms part of the
MBA degree.

Distribution by education at
31Dec. 2016, %

@ Comprehensive school 17%
@ Upper secondary vocational education 55.8%
@ Lower university degree 11.5%

Higher university degree 15.7%

Byggmakker, Norway and K-rauta, Sweden not included.
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404-3 Percentage of employees receiving regular performance and
career development reviews

Performance and career development reviews and performance assessment of key personnel
are carried out at all Kesko Group companies and operating countries. In the performance and
career development reviews, the performance of the past period is evaluated and targets are set
for the upcoming period, including a discussion on the development of the employee, superviso-
ry work and the working community. Every member of personnel has a performance and career
development review, and in 2015, they were carried out twice: in the spring and the autumn. The
implementation of performance and career development reviews was surveyed in conjunction
with the personnel survey conducted at the beginning of 2016. The response rate to the person-
nel survey was 85%. 79% of the women who responded to the survey and 82% of the men who
responded had had a performance and career development review in 2015. In 2016, they were
conducted at least once: in the spring and/or the autumn.

The objective of performance evaluation is to give feedback on performance in the previous
year, support the person's development and encourage enhanced performance. Uniform eval-
uation criteria enable equitable evaluation of performance and competence for all employees.
Systematic and effective performance reviews provide important information and form a strong
basis for other HR processes.

Job satisfaction

The personnel survey is one of the key tools for developing internal operating practices and
developing the quality of supervisory work. The personnel survey is conducted in Kesko Group
and some K-stores in Finland at the same time as in other countries. The survey seeks to identify
the commitment of personnel to the organisation, the operating methods that enable good work
performance, the implementation of our shared operating principles, the occupational wellbeing
of personnel, and satisfaction with the work of immediate supervisors and management. The sur-
vey results are used as the basis for agreeing upon development measures, which are integrated
into the annual operational and personnel plan and the implementation of which is monitored.
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Diversity and equal opportunity

405-1Diversity of governance bodies and employees

Equal opportunities, justice, non-discrimination and equality are important principles that are
observed at Kesko. Kesko Corporation and its division parent companies and subsidiaries in Fin-
land draw up statutory company-specific HR, training, equality and non-discrimination plans and
define objectives for improvement. At the beginning of 2017, Kesko established the TASY gender
equality working group in accordance with the non-discrimination plan, tasked with handling
matters related to non-discrimination and equality within the Group. The working group includes
representatives of the employer, personnel and labour protection functions. The working group
analyses recruitment, career development and training, remuneration and the reconciliation of
work and family life.

*  Of Kesko employees in Finland, 60% were women and 40% were men. In the other operating
countries, the figures were 48% and 52% respectively.

* In Finland, the average age of employees was 41.8 years in 2016. In the other countries, the
average age of employees varied from 36 to 46 years.

* Lengths of employee careers: under 10 years: 67% and over 10 years: 33% in Finland and 87%
and 13% respectively in the other countries. Long careers are not rare: 1,438 employees have
worked at Kesko for over 25 years.

* Two of the seven members of Kesko’s Board of Directors were women.

* Two of the nine members of the Group Management Board were women.

* In the subsidiaries engaging in retailing in Finland, the proportion of women in supervisory
duties was significant: 87% of the department managers at K-Citymarket hypermarkets were

women.

* Atthe end of 2016, 46% of all supervisors in Finland (51% in 2015) were women and 54%
(49% in 2015) were men.
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In recent years, the K Group has initiated projects to employ members of special groups:

In 2012, the K-Retailers' Association started a project named ‘Many kinds of performers’ in
collaboration with the Finnish Association on Intellectual and Developmental Disabilities
(FAIDD). A permanent operating model was created for employing people with developmen-
tal disabilities. Many of the people with developmental disabilities who were employed as part
of the project are still working at the K Group.

In 2013, Kesko and the K-Retailers’ Association launched the ‘Youth Guarantee in K Group’
programme, which aimed to provide a job, a work trial or an apprenticeship in the K Group by
the end of 2014 for 1,000 young people under 30, who were at high risk of social exclusion.
The target group also included young immigrants and young people with disabilities. By the
end of 2015, when the Youth Guarantee in K Group programme ended, more than 2,500
young people had found a position with the help of a work trial, pay subsidy or apprenticeship
training.

The employment of young people and special groups continues as a permanent operating
model. In 2016, the K-Retailers' Association had a youth guarantee coordinator who provided
K-retailers and Kesko's supervisors with advice on employing and training young people and
special groups and acted as a liaison to the authorities and associations. By the end of 2016,
more than 3,200 young people from the target group had received a position in the K Group
with the help of a work trial, pay subsidy or apprenticeship training.
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Age distribution of Kesko personnel in

Finland in 2016, %

CORPORATE GOVERNANCE

Age distribution of Kesko personnel in the
other operating countries in 2016, %

@ under 26 years 23.2%
@ 26-35years 26.4%
@ 36-45years 22%
46-55 years 19.1%
@ over 55 years 9.2%

Years of service in Finland in 2016, %

@ under 2 years 25.6%

© 2-5years 21.6%

® 6-10 years 19.3%
11-15 years 11.7%

@ 16-20 years 8%

© 21-25 years 4.4%

® over 25 years 9.4%

@ under 26 years 18.6%
@ 26-35 years 35.2%
@ 36-45years 24.9%
46-55 years 14.9%
@ over 55 years 6.4%

Years of service in the other operating
countries in 2016, %

@ under 2 years 42.3%

© 2-5years 29.7%

@ 6-10 years 15.4%
11-15 years 8.1%

@ 16-20 years 3.4%

©® 21-25years 0.7%

® over 25 years 0.5%
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Equal opportu nity for men and women Percentage of women by employee category, other countries
2016 2015 2014

Top management 0.0 0 0.0
405-2 Ratio of basic salary and remuneration of women to men idde mameemene B
The average annual salary of Kesko employees was €38,794 in Finland, €40,313 in the other cumen e % et wod " o
Nordic countries, and €10,113 in the Baltic countries, Russia, Poland and Belarus. As the Kesko P ISOrS AN pes
Group operates in many lines of business, the average salary is not a good indicator of salary Workers and white-collar employees e B B8 82
level or structure. The wage groups and tables specified in the collective agreement are applied Total “7'8 505 51.5

to jobs covered by the agreement, such as sales assistants and warehouse workers. Salaries are

also influenced by role-based responsibility bonuses, years of experience and the cost-of-living

category of the locality. Besides the role and its requirements, the salary of a senior clerical

employee is determined by competence, experience, performance and results. Equality in remu-

neration is considered as part of annual company-specific equality plans. Gender is not a factor Non'discrimination

which influences remuneration, and no significant differences between comparable jobs have

been detected. Equality plans strive to promote pay equality in jobs where comparisons can be 406-1 Incidents of discrimination and corrective actions taken

made. In 2016, there was one case in the Finnish courts of law in which a Kesko Group company was
ordered to pay compensation under the Non-Discrimination Act.

2014 and 2015: Excluding Senukai, Lithuania

Percentage of women by employee category, Finland

2016 2015 2014

Top management 24 20 15.6

Middle management 200 21 188

SuperV|sors Vancl specialists 41.9 46.4 48.2

Workers and white-collar emplzs)rlrerers VVVVVVV 64.4 57.8 61.5
Tota| ............................................................................................................................. 601 ...................... 5 54 ..................... 588

The figures also include those called to work on demand
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Freedom of association and collective bargaining

407-1 Operations and suppliers in which the right to freedom of
association and collective bargaining may be at risk

In Kesko’s operations in the EU countries (Finland, Sweden, Norway, Estonia, Latvia, Lithuania and
Poland), the freedom of association or the right to collective bargaining is not seen to be at risk.

Out of the total personnel, 50% are covered by collective agreements.
So far, no binding industry-wide collective agreements have been drawn up in Russia.

The control of the association of suppliers’ employees in high-risk countries and corrective
actions are included in social responsibility audits.

Human rights assessments

412-1 Operations that have been subject to human rights reviews or
impact assessments

In September 2016, Kesko published its statement of commitment on human rights and impact
assessment in compliance with the UN's Guiding Principles on Business and Human Rights.

The extensive survey involved listening to the views of customers, personnel and high-risk country
factory workers on human rights and on the implementation of human rights in K Group's operations.
The survey covered the customers of all of Kesko’s lines of business, and personnel in Finland. Sur-
veys in high-risk countries were carried out in China, India, Bangladesh and the Philippines.

Read more about Kesko's commitment and impact on assessment >

Find out more about Kesko's collaboration with SASK >
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412-2 Employee training on human rights policies or procedures

The K Code of Conduct operating guidelines include a section on human rights. The K Code

of Conduct eLearning programme targeted at the entire personnel had been completed by
3,159 people by the end of 2016. A plan for the year 2017 was drawn up with actions promoting
awareness of the K Code of Conduct, such as communications and training events scheduled for
each quarter of the year.

The training events in 2016 focused on human rights and their implementation in international
purchasing chains. Nine events were arranged for people working in purchasing and sales in
different divisions, as well as for the Product Research Unit. The training sessions discussed the
assurance process in purchasing from high-risk countries, the BSCI Code of Conduct principles
and the social responsibility assessment systems approved by Kesko. Trainings in responsible
purchasing will continue in 2017.
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Supplier social assessment

414-1 New suppliers that were screened using social criteria,

414-2 Negative social impacts in the supply chain and actions taken

Purchasing from high-risk countries

In 2016, direct purchases by Kesko's Finnish companies from suppliers in high-risk areas totalled
€85 million (€90 million in 2015) and accounted for 1% (1.2%) of Kesko's total purchases. Direct
imports from high-risk countries accounted for 11.9% (14.8%) of Kesko's total imports into
Finland. The most significant high-risk countries of import of Kesko’s Finnish companies are pre-
sented in the table below. No statistics are available on direct imports from high-risk countries
by Kesko's subsidiaries in other countries.

High-risk countries typically produce clothing and home textiles, shoes and other leather goods,
furniture, carpets, interior decoration items, tools, sports equipment, toys, agricultural products

(such as coffee, tea, cocoa, fruit, vegetables, wines) and canned fish, fruit and vegetables.

Since 2015, Kesko has published on its website a list of factories that operate in high-risk coun-

tries manufacturing Kesko’s own-brand clothing and shoes to be directly imported by Kesko. The
list is updated once a year, most recently on 21 June 2016.
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Social responsibility audits of our suppliers in high-risk countries Suppliers’ social responsibility audits in Kesko’s 10 largest high-risk countries of import

Kesko recommends the use of BSCI audits and SA8000 certification in the assessment of social
responsibility of suppliers in high-risk countries. Kesko also accepts other social responsibility
assessment systems, if their criteria correspond to those of BSCl auditing and the audit is con-
ducted by an independent party. As part of the sourcing cooperation between Kesko’s grocery

Direct purchases from suppliers in high-risk countries account for 1% of Kesko’s total purchases

W value of imports

Il number of valid

hina audits

trade and ICA Global Sourcing, Kesko also accepts the ICA Social Audit. In that case, however, :az.a;:

Turke, 255 audits
suppliers are required to adopt BSCI auditing after a maximum of two ICA audits. The social €6.9m  aitard

8 audits
responsibility auditing systems accepted by Kesko are listed under ‘Management models and : e
systems’. Some of Kesko’s suppliers are themselves members of BSCI and thus promote audits Vietnam
in their own supply chains. LD

0 audits

Kesko’s own direct imports from high-risk countries, 10 largest countries in 2016’

India

€7.3m
16 audits
Philippines
Y, 5.\ €0.9m
1 audit
€8.5m
Country

Value of imports, € million 20 sudits ‘F 3’
SHI e ... U - .1 s
India 8.5 9 audits
Vietnam 7.3

Indonesia
......................... . e
Turkey 6.9 South Africa 1audit
......................... €1.0m

Thailand 6.1 24 audits

Bangladesh 2.9

Ukraine 1.7

Indonesia 1.6

South Africa 1.0

The Philippines 0.9

1ICIF, direct imports forwarded by Kesko Logistics and Onninen Finland only, excluding imports by VV-Auto
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At the beginning of 2017, Kesko's suppliers in high-risk countries had:

e 274 (start of 2016: 200) valid BSCI audits

* 13 (start of 2016: 16) valid SA8000 certifications
* 24 valid SMETA audits

= 11 valid ICTI CARE certifications

e 22 valid SIZA audits

* 11 valid Fairtrade certifications

* 5valid ICS audits

2 valid WRAP certifications

* 24 valid ICA Social Audits

As regards Onninen, the figures only include the BSCI audits of suppliers to the Kesko Onninen
Purchasing Office (KOPO) in Shanghai.

Kesko’s principle in high-risk countries is to collaborate only with suppliers that are already
included in the scope of social responsibility audits or that start the process when cooperation
begins. Since the beginning of 2016, Kesko’s grocery trade requires all of its suppliers in high-
risk countries to have been audited. It will not enter into collaboration with new suppliers unless
they have passed an acceptable audit.

The map presented here shows the number of suppliers’ valid social responsibility audits and
certifications in Kesko’s 10 largest high-risk countries of import.

BSCI audit results

In 2016, suppliers' factories or plantations underwent

* 210 (2015: 107) full BSCI audits
* 60 (2015: 80) BSCI follow-up audits

KESKO'S ANNUAL REPORT 2016

The results of the BSCI audits of Kesko’s suppliers’ factories in 2016 are shown below. The
majority of the deficiencies occurred in management practices, observance of working time
regulations, and matters related to occupational health and safety. Corrective actions and mon-
itoring are included in the audit process. In accordance with BSCl's operating model, a full audit
is conducted at factories every two years to assess every sub-area of the auditing protocol. If a
factory receives an audit result of C, D or E, a follow-up audit within 12 months must be arranged
to assess the deficiencies identified in the full audit and the corrective measures implemented to
address them.

Kesko does not terminate cooperation with a supplier that undertakes to resolve the grievances
specified in the audit report. In 2016, it was decided to terminate cooperation with one supplier
due to ambiguities related to social responsibility. It was not possible to reach a consensus with
the supplier regarding the necessary corrective actions.

Kesko's BSCI audit results in 2016, full
audits

Kesko's BSCI audit results in 2016, follo
up audits

@ Outstanding (A) 5%

@ Good (B) 6%

@ Acceptable (C) 76%
Insufficient (D) 13%

@ Unacceptable (E) 0%

@ Outstanding (A) 8%

@ Good (B) 14%

@ Acceptable (C) 68%
Insufficient (D) 10%

@ Unacceptable (E) 0%
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Kesko's BSCI audit results, distribution in different areas in 2016, full audits
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Kesko's BSCI audit results, distribution in different areas in 2016, follow-up audits
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Fairtrade products

Kesko's grocery trade has an extensive collaboration agreement with Fairtrade Finland. The K-food
trade chain concepts and K-retailers determine the selections of Fairtrade products at the store
level.

= In 2016, Kesko's grocery trade selections included 367 (2015: 212, excluding Kespro) Fairtrade
products, of which 36 (2015: 40) were Pirkka products and 7 were Kespro's Menu products.

* In 2016, the products sold by Kesko's grocery trade and Kespro generated Fairtrade premiums
for social development projects amounting to €649,459 (2015: €481,405).

In 2016, the products generating the largest Fairtrade premiums were flowers (€268,358), fruit
(€135,764) and coffee (€169,635). According to Fairtrade Finland’s statistics, the sales of own
brand - Pirkka and Menu - Fairtrade coffee alone employed 184 small-scale coffee farmers in
2016 on Fairtrade's terms.

Risk assessment of ingredients in Pirkka and K-Menu food products

Kesko aims to identify the entire supply chain of the products and also verify the sustainability of
products' ingredients. Work began in 2015 to analyse the origins of the ingredients in own-brand
grocery products, and the sustainability of 1,923 ingredients in Pirkka and K-Menu food prod-
ucts was assessed. The project continued in 2016, when risk analyses were conducted for the
ingredients in 160 new own brand food products. In 2016, 29 of the studied products contained
ingredients for which additional sustainability investigation will be required. The suppliers will be
requested to investigate the social responsibility of the suppliers of these ingredients.

Studies of the ingredients in own-brand food products will continue in 2017. Based on the results,
Kesko intends to decide upon ingredient-specific follow-up measures to promote the sustainabil-
ity of the supply chains of Pirkka and K-Menu products.

Follow-up study on the impact of a training project for Vietnamese supplier

Kesko was involved in a training project conducted by Union Aid Abroad APHEDA and the
Trade Union Solidarity Centre of Finland SASK from 2006 to 2008, with the aim of improving
the working conditions in the factories of selected Vietnamese suppliers shipping to Finland and
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supporting the factories in implementing the BSCI operating principles. The project involved 13
Vietnamese suppliers and 18 factories.

A follow-up study was conducted in autumn 2016 to gauge the long-term impacts at ten of the
factories involved in the project. The aim of the impact assessment was to evaluate the effects
of the project on factory working conditions eight years later in terms of occupational health and
safety, relations between managers and workers, and environmental management systems.

The results of the impact assessment show that the project had long-term benefits. Almost all
of the factories being assessed had continued to improve working conditions after the project
finished. In eight years, the factories had made tangible improvements to their working environ-
ments, the situation of workers and their environmental systems.

Find out more about Kesko's collaboration with SASK >

Collaboration with Plan

Kesko and Plan International Finland, an organisation promoting children’s rights, continue their
cooperation to improve the responsibility of the Thai fishing industry and the situation of migrant
workers. A collaboration agreement has been made for the period from 2015 to 2018. The joint
project aims to improve the working conditions of Cambodian migrant workers, as well as edu-
cation and protection for their children in Thailand. A further goal is to increase transparency in
the supply chain.

As part of the project, two learning centres were established for children of migrant workers in
the Rayong and Trat provinces in spring 2015. The learning centres provide children from mi-
grant workers' families with the skills they need to attend public schools in Thailand and support
them in continuing their studies. In 2016, 159 children aged between 4 and 17 were registered at
the learning centres, and 99 children were admitted to school with the help of the project. BSCI
training for suppliers began in November 2016. 16 suppliers from the Thai fishing industry took
part in the first training event, which was held in Bangkok. The training will continue in spring
2017. Find out more about our collaboration with Plan.

154


http://annualreport2016.kesko.fi/strategy-report/keskos-direction/how-we-create-value/#ihmisoikeus_case
http://www.kesko.fi/en/media/news-and-releases/news/2016/cooperation-between-kesko-and-plan-helps-children-of-migrant-families-to-school-in-thailand/

STRATEGY REPORT GRI REPORT

K

FINANCIAL STATEMENTS

CORPORATE GOVERNANCE

Public policy

415-1 Political contributions

In election years, political parties and candidates are given equal opportunities to arrange cam-
paign events in the yards and entrance halls of K Group stores. In addition, Kesko may participate
in economic and tax policy seminars arranged by political parties, on content basis at its discretion
and without indicating partiality.

Kesko does not make monetary donations to political parties. In 2016, Kesko did not participate
in political parties’ seminars subject to a charge and did not publish commercial advertisements in
party newspapers.

Customer health and safety

416-1 Assessment of the health and safety impacts of product and
service categories,

416-2 Incidents of non-compliance concerning the health and safety
impacts of products and services

The activities of the Product Research Unit of Kesko’s grocery trade include assessing the
impacts of products on health and safety. It requires manufacturers of its own-brands to have
certification that assures international product safety. The standards approved by Kesko’s gro-
cery trade include BRC, IFS, FSSC 22000 and GlobalGAP. In 2016, the total number of certified
suppliers was 538 (532 in 2015). This number also includes old audits conducted according to
Kesko’s grocery trade’s own audit guidelines.

A total of 7,770 (8,037 in 2015) product samples were analysed. Most of them related to the

product development of own brands. A total of 2,387 (2,158 in 2015) own control samples were
analysed.
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When developing own-brand products, Kesko’s grocery trade pays special attention, in line with
its strategy, to the health aspects of the products.

As proposed in The EC White Paper on Nutrition, Overweight and Obesity-related Health Is-
sues, sugar, saturated fat and salt were reduced in more than 150 Pirkka products during the pe-
riod 2007-2013. The health aspects of new Pirkka products are taken into account at the product
development stage. Kesko follows the discussion about reformulation restarted by the launch of
the Roadmap for Action on Food Product Improvement in spring 2016. As the national Finnish

targets are likely to be established in 2017, Kesko’s grocery trade will revise its reformulation
policy statement.

In 2016 and early 2017, a study on the likelihood of food fraud was conducted and a fraud control
plan was prepared (Vulnerability Assessment and Critical Control Points, VACCP). 77 threats of
fraud were identified. Six of them were assessed to be critical control points, which are analyt-
ically monitored by fraud control on a regular basis, in addition to normal product and supplier
assurances.

Product Research is also responsible for product recalls, which numbered 101in 2016 (124 in
2015). Of these, 26 (27 in 2015) were Kesko’s grocery trade’s own-brands; in the other cases,
Product Research assisted the manufacturers in recalls. There were two public recalls involving
a potential health hazard resulting from product flaws or defects in Kesko’s grocery trade’s own-
brand products in 2016 (3 in 2015).

In 2016, K-Rauta made one product recall in Finland.

Onninen made four recalls in 2016: two in Finland, one in Sweden and one in Poland.

In 2016, there were no legal proceedings or fines related to product health or safety.
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Marketing communications and product information
417-1 Requirements for product and service information and labelling

As for its own-brand products and own imports, Kesko’s grocery trade complies with Regulation
(EC) No 1169/2011 on the provision of food information to consumers and the supplementary
Regulation (EC) No 1337/2013 laying down rules for the indication of origin of certain meats.
These regulations lay down the rules for providing information on product ingredients, among
other things.

The name and location of the manufacturer are indicated on all Finnish Pirkka products and on
all K-Menu products. Foreign Pirkka products carry the name of the country of manufacture. The
country of origin of meat is also indicated in the list of ingredients of Pirkka products that con-
tain meat as one of the main ingredients, although related national legislation is only planned.
The country of origin is indicated on all own-brand products of K-Citymarket and Kesko’s build-
ing and technical trade.

In addition to statutory package labelling, voluntary labelling can be added to inform the con-
sumer of matters related to corporate responsibility. Such labelling may include organic labels
and ecolabelling, as well as labelling indicating social responsibility.

The packages of Kesko’s own-brand chemical products — such as detergents and paints — bear
warning labelling in accordance with CLP regulation EC 1272/2008 on the classification, label-
ling and packaging of chemicals.

The own brand products of Kesko’s grocery trade bear material symbols on their packaging.

These symbols help and guide consumers to recycle packaging materials. Chemicals that are
hazardous to the environment have warning labelling in accordance with the CLP regulation.
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417-2 Incidents of non-compliance concerning product and service
information and labelling

Engine software adjusting nitrogen oxides

In September 2015, the California Air Resources Board (CARB) and the Environmental Pro-
tection Agency (EPA) uncovered engine software that adjusted nitrogen oxides in Volkswagen
Group’s type EA 189 cars with diesel engines. This software is fitted in EA 189 series 1.2 litre, 1.6
litre and 2.0 litre diesel engines.

As far as the brands represented by VV-Auto are concerned, the number of such cars in Finland
is around 53,000. The case applies to all of the brands imported by VV-Auto (Volkswagen, Audi,
SEAT and Volkswagen commercial vehicles).

In 2016, the German authority (KBA) approved all technical corrective measures for type EA 189
diesel engines. The 1.2 litre and 2.0 litre diesel engines will get a software update. The 1.6 litre
diesel engines will also get a software update and have a “flow rectifier” fitted directly in front of
the air mass sensor.

Earlier in the spring of 2016, the German authority confirmed that the technical measures will
not impair fuel consumption, engine power, CO2 emissions, handling or acoustics. The correc-
tive measures will not have an impact on the cars’ taxation in Finland, because nitrogen oxide
emissions (NOx) are not car tax or vehicle tax bases in Finland. After the technical measures
have been implemented, the cars will fulfil the applicable type approval emission standards.

In Finland, the importer has sent informative letters to the customers concerned. After receiv-
ing the letter, the customer can book an authorised repairer. The corrective measure will take
from 30 minutes to one hour, most conveniently in connection with a maintenance visit or tyre
change. The corrective measure can only be made at an authorised repairer and it is free of
charge to the customer. The customer will be given a certificate to confirm that the corrective
measure has been implemented.
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If the customer has not received a recall letter before the next vehicle inspection, they can have
the car inspected as usual and the corrective measure will be implemented after the inspection.

Due to the great number of different air mass sensors, the recalls will take place on a schedule
agreed with KBA. For that reason, all models and engine/gearbox versions are not recalled at the
same time.

By the end of 2016, the corrective solution has been available for a total of around 50,000 cars
and 25% of them have been corrected.

Product recalls resulting from defective product labelling

On the product labelling of its own-brand products and imports, Kesko complies with Finnish law
and EU legislation.

In 2016, there were 24 product recalls resulting from defective product labelling (46 in 2015), of
which 7(9 in 2015) were Kesko’s grocery trade’s own-brands.

417-3 Incidents of non-compliance concerning marketing communica-
tions

Kesko constantly monitors the amendments to legislation and authorities’ recommendations re-
lated to marketing communications and provides information about them to the staff responsible
for marketing in each unit.

In 2016, there were no advertisements by Kesko or its subsidiaries submitted for consideration
by the Council of Ethics in Advertising nor were there any incidents of non-compliance with

legislation or voluntary principles.

In December 2016, the Consumer Ombudsman imposed a prohibition reinforced with a penalty
payment in the case concerning Indoor Group Ltd’s discount sale marketing in 2014-2015.
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Customer privacy

418-1 Substantiated complaints concerning breaches of customer
privacy and losses of customer data

In 2016, K-Plus Oy did not detect any leaks of information or other personal data breaches.

The company received one complaint from a customer regarding the deletion of personal data
from K-Plus Oy’s customer register. The case resulted in the Data Protection Ombudsman con-
tacting the company. The Ombudsman stated that there was no need for an order as referred to
in the Personal Data Act because K-Plus Oy had deleted the customer’s personal data from its
systems.

Socioeconomic compliance

419-1 Non-compliance with laws and regulations in the social and eco-
nomic area

In 2016, there were no cases of non-compliance with laws and regulations in the social and
economic area.

157



STRATEGY REPORT GRI REPORT

K

FINANCIAL STATEMENTS

CORPORATE GOVERNANCE

Reporting principles

in accordance with the GRI standards

Since 2000, Kesko has annually reported on its corporate responsibility actions in accordance
with the Global Reporting Initiative (GRI) guidelines for reporting on sustainable development.
The GRI report integrated in Kesko’s Annual Report is prepared in accordance with the GRI
standards and covers the key areas of economic, social and environmental responsibility. For
each reported standard, the GRI content index refers to the year of the version used. This report
has been prepared in accordance with the 2016 standards.

In our operations, we apply the AA1000 AccountAbility Principles: stakeholder inclusivity, iden-
tification of material aspects and responsiveness to stakeholders.

Kesko has taken account of the ISO 26000 standard as a source document providing guidelines
for corporate responsibility.

We have divided the report into four sections: responsibility management, responsibility pro-
gramme, disclosures, and GRI and UNGC. The report is available in Finnish and in English, and it
is published online only.

This report has been prepared in accordance with the GRI Standards: Core option. Topic-spe-
cific Standards are reported with respect to the material topics for Kesko. A comparison of the
contents of the report and the GRI standards is given in the GRI and UNGC index.

Assurance of reporting

An independent third party, PricewaterhouseCoopers Oy, has provided assurance for the perfor-
mance indicators on economic, social and environmental responsibility in the Finnish language
GRI report. The congruence between responsibility information presented in the Finnish and
English versions has been checked.
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The conclusions, observations and recommendations by PricewaterhouseCoopers Oy are de-
tailed in the assurance report. The assurance is commissioned by the operative management of
Kesko Corporation.

Global Compact reporting
The report describes Kesko’s progress on the 10 principles of the Global Compact initiative. The
GRI and UNGC index shows which disclosures and Topic-specific Standards have been used

for evaluating performance in fulfilling human rights, labour rights, environment principles and
anti-corruption principles.

Report stakeholders

Various stakeholders use the report as their source of information when assessing Kesko’s
results in the different areas of responsibility. The most important target groups of the report
include investors, owners, analysts and rating agencies, as well as society (the media, authori-
ties, NGOs and other organisations, and trade unions). In the report, we also want to take into
account Kesko’s other important stakeholders: retailers, personnel, potential employees, suppli-
ers and service providers, and customers.

Reporting period and contact information

This report describes the progress and results of responsibility work in 2016. It includes some
information from January to March 2017.
The report for 2015 was published in March 2016.

The report for 2017 will be published in the spring of 2018.

Further information on the topics covered in the report can be obtained from Kesko’s contact
persons.
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Materiality assessment

The materiality assessment of Kesko’s corporate responsibility identifies the key responsibility
topics for Kesko and its stakeholders. The materiality assessment guides Kesko’s corporate

responsibility work and stakeholder work and defines actions to meet stakeholder expectations.

Kesko’s material corporate responsibility topics are presented in the matrix below, where the
vertical axis shows the level of concern for stakeholders and the horizontal axis the current or
potential impact on Kesko. The level of concern for stakeholders has been assessed as a whole,
which is why the stakeholder specific weightings are not reflected in the matrix.

The materiality assessment was last updated in 2012. In 2017, the material topics for reporting
were defined in compliance with the requirements of the new GRI standards. The identified
topics are included in Kesko’s current materiality assessment, and no need was seen to update
the materiality matrix.
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Materiality matrix

LEVEL OF STAKEHOLDER CONCERN

AN

CURRENT OR POTENTIAL IMPACT ON KESKO

Good corporate governance Customers Society
and finance @ Promoting wellbeing O Local approach
@ Financial profitability @ Guiding customers @ Sense of community
© Good corporate governance @ Servitisation of products
and risk management @ Accessibility and multi-

channel approach
@ Shopping safety and

security
Working community Responsible purchasing and Environment
@ Personnel's competence sustainable selections @ Efficient logistics
development @ Product safety and quality @ Energy and resource efficiency

® A fair working community @ Sustainable product selections @ Promoting sustainable agriculture
(@ Changing expectations @ Human rights and the

for work-life

environmental impacts of
production in the purchasing chain
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GRI and UNGC index

Code* GRI content Location Omissions Further information Global Compact

General Standard Disclosures

102-1 Name of the organisation Kesko in brief

102-2 Activities, brands, products, and services Kesko in brief, Finnish Alcohol Act 1143/1994,
Divisions Section 14: "Retail trade of

alcoholic beverages containing
a maximum of 4.7 percentage
by volume ethyl alcohol,
which are prepared through
fermentation, may be carried
on, besides by the State
Alcohol Monopoly, by whoever
the licensing authority has
granted a retail licence."
The origin and production
conditions of products, food
products in particular, and
their health outcomes are
relatively often topics of public
discussion in the media and/or
on social media.

102-3 Location of headquarters Kesko in brief

102-4 Location of operations Kesko in brief

102-5 Ownership and legal form Kesko in brief

102-6 Markets served Kesko in brief

102-7 Scale of the organisation Kesko in brief
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http://annualreport2016.kesko.fi/strategy-report/keskos-direction/kesko-in-brief/
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/kesko-in-brief/
http://annualreport2016.kesko.fi/strategy-report/divisions/
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/kesko-in-brief/
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/kesko-in-brief/
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/kesko-in-brief/
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/kesko-in-brief/
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/kesko-in-brief/
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Code* GRI content Location Omissions Further information Global Compact

102-8 Information on employees and other workers Social impacts - Employment No distribution by gender. Information not available. There are no independent X
The aim is to report the entrepreneurs among Kesko
information in 2017-2018. employees, nor does suppliers’

or hired labour perform a
significant part of the work.
There are no significant
seasonal fluctuations in the
number of employees.

102-9 Supply chain Our operating environment, 204-1 Proportion

of spending on local suppliers, Responsibility

programme/Responsible purchases and sustainable

selections

102-10 Significant changes to the organisation and its supply =~ Review by the President and CEO, Kesko in brief,
chain Divisions, Stock exchange releases on 12 April 2016, 1

102-1 Principle or approach

102-12 External initiatives

102-13 Membership of associations

102-14 Statement from senior decision-maker

102-15 Key impacts, risks, and opportunities

102-16 Values, principles, standards, and norms of behaviour

102-17 Mechanisms for advice and concerns about ethics

102-18 Governance structure

102-19 Delegating authority

102-20 Executive-level responsibility for economic, EVP, CFO; EVP for marketing, communications, Both are members of the
environmental and social topics corporate responsibility and corporate relations Group Management Board.

Reporting model

102-21 Consulting stakeholders on economic, environmental, ~ Stakeholders, Corporate Governance Statement
and social topics 2016
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http://annualreport2016.kesko.fi/gri-report/disclosures/social-impacts/#401-1
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/our-operating-environment/
http://annualreport2016.kesko.fi/gri-report/disclosures/economic-impacts/#204-1-en
http://annualreport2016.kesko.fi/gri-report/disclosures/economic-impacts/#204-1-en
http://annualreport2016.kesko.fi/gri-report/responsibility-programme/responsible-purchasing-and-sustainable-selections/
http://annualreport2016.kesko.fi/gri-report/responsibility-programme/responsible-purchasing-and-sustainable-selections/
http://annualreport2016.kesko.fi/gri-report/responsibility-programme/responsible-purchasing-and-sustainable-selections/
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/review-by-the-president-and-ceo/
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/kesko-in-brief/
http://annualreport2016.kesko.fi/strategy-report/divisions/
http://www.kesko.fi/en/media/news-and-releases/stock-exchange-releases/2016/centralisation-of-keskos-baltic-building-and-home-improvement-trade-in-senukai-was-completed/
http://www.kesko.fi/en/media/news-and-releases/stock-exchange-releases/2016/kesko-has-acquired-onninen---new-building-and-technical-trade-division-to-continue-international-growth/
http://www.kesko.fi/en/media/news-and-releases/stock-exchange-releases/2016/kesko-has-acquired-onninen---new-building-and-technical-trade-division-to-continue-international-growth/
http://www.kesko.fi/en/media/news-and-releases/stock-exchange-releases/2016/kesko-has-sold-its-grocery-trade-in-russia-to-lenta/
http://www.kesko.fi/en/media/news-and-releases/stock-exchange-releases/2016/kesko-has-completed-the-acquisition-of-autocarrera---porsche-representation-to-vv-auto/
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/our-operating-environment/
http://annualreport2016.kesko.fi/gri-report/responsibility-management/corporate-responsibility-in-keskos-strategy/
http://www.kesko.fi/en/company/responsibility/stakeholders/activities-in-organisations/
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/review-by-the-president-and-ceo/
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/our-operating-environment/
http://annualreport2016.kesko.fi/strategy-report/keskos-direction/how-we-create-value/
http://annualreport2016.kesko.fi/gri-report/responsibility-management/we-listen-to-our-stakeholders/
http://annualreport2016.kesko.fi/gri-report/responsibility-programme/responsibility-programme/
http://kesko.fi/en/company/policies-and-principles/
http://annualreport2016.kesko.fi/gri-report/responsibility-programme/good-corporate-governance-and-finance/
http://annualreport2016.kesko.fi/gri-report/responsibility-programme/good-corporate-governance-and-finance/
http://www.kesko.fi/en/k-code-of-conduct/business-partners/reporting-concerns-and-instances-of-non-compliance/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/descriptions-concerning-corporate-governance/
http://annualreport2016.kesko.fi/gri-report/responsibility-management/management-model-and-systems/
http://annualreport2016.kesko.fi/corporate-governance/board-of-directors-and-group-management-board/group-management-board/
http://annualreport2016.kesko.fi/corporate-governance/board-of-directors-and-group-management-board/group-management-board/
http://annualreport2016.kesko.fi/corporate-governance/board-of-directors-and-group-management-board/group-management-board/
http://www.kesko.fi/en/company/administration-and-management/
http://annualreport2016.kesko.fi/gri-report/responsibility-management/we-listen-to-our-stakeholders/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/descriptions-concerning-corporate-governance/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/descriptions-concerning-corporate-governance/
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Code*
102-22

102-23

102-24
body

102-25

102-26
values, and strategy

102-28

102-29

102-32

102-33

102-35

102-40

102-41

102-42
102-43
102-44

GRI content

Composition of the highest governance body and its

commlttees

Chair of the hlghest governance body

Nomlnatlng and selecting the highest governance

Confllcts of interest

Role of highest governance body in setting purpose,

Evaluatmg the hlghest governance body s performance

Identifying and managing economic, environmental,

and SOCIa| |mpacts
102-30
102-31

Effectlveness of rlsk management processes

Revnew of economlc envlronmental and socral toplcs

nghest governance body srolein sustalnablllty

reportlng

Communlcatlng crltlcal concerns

Remuneration policies

List of stakeholder groups

Collective bargaining agreements

Identifying and selecting stakeholders

Approach to stakeholder engagement
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Location

Board of Directors, Corporate Governance

Statement 2016

Board of Directors, Corporate Governance

S 2016

Corporate Governance Statement 2016,

K Code of Conduct

Corporate Governance Statement 2016,

Management model and systems

Stakeholders Corporate Governance Statement

2016

Corporate Governance Statement 2016,

Remuneration Statement 2016,

Management model and systems

Stakeholders

Social impacts/Freedom of association and collective

bargaining
Stakeholders
Stakeholders

Key topics and concerns raised Stakeholders

Omissions

Only the Board's self-assessment has been reported.

Further information Global Compact
Kesko complies with the
Finnish Corporate Governance
Code for Listed Companies
X
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http://annualreport2016.kesko.fi/corporate-governance/board-of-directors-and-group-management-board/board-of-directors/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/descriptions-concerning-corporate-governance/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/descriptions-concerning-corporate-governance/
http://annualreport2016.kesko.fi/corporate-governance/board-of-directors-and-group-management-board/board-of-directors/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/descriptions-concerning-corporate-governance/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/descriptions-concerning-corporate-governance/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/descriptions-concerning-corporate-governance/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/descriptions-concerning-corporate-governance/
http://kesko.fi/en/k-code-of-conduct/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/descriptions-concerning-corporate-governance/
http://annualreport2016.kesko.fi/gri-report/responsibility-management/management-model-and-systems/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/descriptions-concerning-corporate-governance/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/descriptions-concerning-corporate-governance/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/descriptions-concerning-corporate-governance/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/descriptions-concerning-corporate-governance/
http://kesko.fi/en/investor/corporate-governance/board-and-its-committees/
http://annualreport2016.kesko.fi/gri-report/responsibility-management/we-listen-to-our-stakeholders/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/other-information-to-be-provided-in-the-cg-statement/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/other-information-to-be-provided-in-the-cg-statement/
http://annualreport2016.kesko.fi/corporate-governance/corporate-governance-statement-2016/other-information-to-be-provided-in-the-cg-statement/
http://annualreport2016.kesko.fi/corporate-governance/remuneration-statement-2016/main-principles-of-remuneration/
http://annualreport2016.kesko.fi/gri-report/responsibility-management/management-model-and-systems/
http://annualreport2016.kesko.fi/gri-report/responsibility-management/we-listen-to-our-stakeholders/
http://annualreport2016.kesko.fi/gri-report/disclosures/social-impacts/#407-1
http://annualreport2016.kesko.fi/gri-report/disclosures/social-impacts/#407-1
http://annualreport2016.kesko.fi/gri-report/responsibility-management/we-listen-to-our-stakeholders/
http://annualreport2016.kesko.fi/gri-report/responsibility-management/we-listen-to-our-stakeholders/
http://annualreport2016.kesko.fi/gri-report/responsibility-management/we-listen-to-our-stakeholders/
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Code* GRI content Location Omissions Further information Global Compact

102-45 Entities included in the consolidated financial Note 37 to the consolidated financial statements
statements

eport content and topic Boundaries

102-47 List of material topics Materiality assessment

102-48 Restatements of information Changes reported in connection with topic specific
informati

102-49 Changes in reporting No significant changes.

102-50 Reporting period Reporting principles

102-51 Date of most recent report Reporting principles

102-53 Contact point for questions regarding the report Contact information

102-54 Claims of reporting in accordance with the GRI Reporting principles

102-55 GRI content index GRI and UNGC table

102-56 External assurance Reporting principles

Management approach

103-2 The management approach and its components Responsibility programme

103-3 Evaluation of the management approach Responsibility programme

Topic specific content

Topic specific content is reported regarding aspects identified as material.

Economic impacts
201 Economic performance

2011 Direct economic value generated and distributed Economic impacts/Economic performance

201-2 Financial implications and other risks and Economic impacts/Economic performance Monetary evaluations or realisations have not been X
opportunities due to climate change reported.

201-3 Defined benefit plan obligations and other retirement ~ Economic impacts/Economic performance

plans

201-4 Financial assistance received from government Economic impacts/Economic performance
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http://annualreport2016.kesko.fi/financial-statements/consolidated-financial-statements-ifrs-/notes-to-the-consolidated-financial-statements/note-37-subsidiaries-equity-accounted-investments-and-proportionately-consolidated-mutual-real-estate-companies-as-at-31-dec-2016/
http://annualreport2016.kesko.fi/gri-report/gri-report-profile/materiality-assessment/
http://annualreport2016.kesko.fi/gri-report/gri-report-profile/reporting-principles/
http://annualreport2016.kesko.fi/gri-report/gri-report-profile/materiality-assessment/
http://annualreport2016.kesko.fi/gri-report/gri-report-profile/reporting-principles/
http://annualreport2016.kesko.fi/gri-report/gri-report-profile/reporting-principles/
http://annualreport2016.kesko.fi/gri-report/gri-report-profile/reporting-principles/
http://annualreport2016.kesko.fi/gri-report/contact-information/
http://annualreport2016.kesko.fi/gri-report/gri-report-profile/reporting-principles/
http://annualreport2016.kesko.fi/gri-report/gri-report-profile/gri-and-ungc-index/
http://annualreport2016.kesko.fi/gri-report/gri-report-profile/reporting-principles/
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Code*
203
203-1
2032
204
204-1
205
205-1

205-2
205-3
206

206-1

Environmental impacts

301
301-3

302
302-1
302-2
302-3
302-4

policies and procedures

Energy consumption within the organisation

GRI content

Indirect economic impacts

Infrastructure investments and services supported

Significant indirect economic impacts
Procurement practices

Proportion of spending on local suppliers
Anti-corruption

Operations assessed for risks related to corruption

Communication and training about anti-corruption

Confirmed incidents of corruption and actions taken
Anti-competitive behaviour

Legal actions for anti-competitive behaviour, anti-
trust, and monopoly practices

Materials

Materials used by weight or volume

Energy

Reduction of energy consumption
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Location

Economic impacts/Indirect economic impacts

Economic impacts/Indirect economic impacts

Economic impacts/Procurement practices

Economic impacts/Anti-corruption

Economic impacts/Anti-corruption

Economic impacts/Anti-competitive behaviour

Environmental impacts/Effluents and waste

Environmental impacts/Energy

Environmental impacts/Energy

Omissions

The number and percentage of assessments have not
been reported. Risks related to corruption have not
been specified in detail.

Percentages have not been reported. Information not
available.

Percentage calculation model in accordance with the
GRI standard is no applicable to Kesko's operations.

Only limited information on energy consumption
outside the organisation is compiled for Scope 3
review (305-3).

Further information Global Compact

Risks related to corruption are X
discussed as part of Kesko's

risk management. Key risks

are identified and assessed
regularly throughout the year.
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Code* GRI content

303 Water

303-1 Water withdrawal by source

304 Biodiversity

304-2 Significant impacts of activities, products, and services
on biodiversity

30.4.-.3 . Habitats prote.c.t.e.dg .o.r. restored .............

305 Emissions

305-1 Direct (Scope 1) GHG emissions

30.5.-.2 - Energy indirec'.c.(.S.c.c;ﬁ.eHZ.).(;:.l-.iG emissions

30.5.-.3 - Other indirect.(.S.cz.éﬁ.e.i’n.)..G.l;l.G emissions

30.5.-.4 [ e emiSSion.s. Intens'ty .................

305-5 Reduction of GHG emissions

3057 Nitrogen oxides (NO), sulphur oxides (SO), and other
significant air emissions

306 Effluents and waste

306-2 Waste by type and disposal method

Social impacts

401 Employment
4011 New employee hires and employee turnover
401-2 Benefits provided to full-time employees that are not

provided to temporary or part-time employees
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GRI REPORT

Location

Environmental impacts/Water

Environmental impacts/Biodiversity

Environmental impacts/Biodiversity

Environmental impacts/Emissions

Environmental impacts/Emissions

Environmental impacts/Effluents and waste

Social impacts/Employment

Social impacts/Employment

FINANCIAL STATEMENTS

CORPORATE GOVERNANCE

Omissions Further information

Emissions from district heat in Finland and emissions in
the other operating countries have not been reported
according to the market- based method, because the
Information was not collected.

New employee hires have not been reported by age
group. Turnover rate has not been reported by age

group and gender. Information is not available. The
aim is to report the information in 2017-2018.

Benefits exceeding the statutory level have not been
reported in detail.

Practices vary in different operating countries.

Global Compact
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Code* GRI content

402 Labour/Manag t relati

402-1 Minimum notice periods regarding operational
changes

403 Occupational health and safety

403-1 Workers' representation in in formal joint management
- worker health and safety committees

403-2 Types of injury and rates of injury, occupational
diseases, lost days, and absenteeism, and number of
work-related fatalities

Los Training and education

404-1 Average hours of training per year per employee

404-2 Programmes for upgrading employee skills and
transition assistance programmes

404-3 Percentage of employees receiving regular
performance and career developmetn reviews

405 Social impacts/Training and education

405-1 Diversity of governance bodies and employees

405-2 Ratio of basic salary and remuneration of women to
men

406 Non-discrimination

406-1 Incidents of discrimination and corrective actions
taken
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GRI REPORT

Location

Social impacts/Labour/Management relations

Social impacts/Occupational health and safety

Social impacts/Occupational health and safety

Social impacts/Training and education

Social impacts/Training and education

Social impacts/Diversity and equal opportunities

Social impacts/Diversity and equal opportunities

Social impacts/Non-discrimination

FINANCIAL STATEMENTS

CORPORATE GOVERNANCE

Omissions Further information

Percentage of employees has not been reported.
Information not available.

Not reported by gender. Information not available.
The aim is to report the information in 2017-2018.
Reporting does not cover suppliers and service
providers.

Not reported by gender and employee category.
Information not available.

Not reported by gender and employee category.
Information not available.

Not reported by gender and employee category.
Information not available. The aim is to report age
group information in 2017-2018.

The ratio of basic salary of men and women has not
been reported. Information not available. The aim is to
report the information in 2017-2018.

Global Compact
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Code*
407
407-1

412
41241

412-2
IRTA

414-1
414-2

415
415-1
416

£416-1

416-2

n7
41741

417-2

417-3

reviews or impact assessments

product and service categories

labelling

service information and labelling

STRATEGY REPORT

GRI content
Freedom of association and collective bargaining

Operations and suppliers in which the right to freedom
of association and collective bargaining may be at risk

H rights t

Operations that have been subject to human rights

Negative social impacts in the supply chain and
actions taken

Supplier social assessment

New suppliers that were screened using social criteria

Negative social impacts in the supply chain and
actions taken

Public policy
Political contributions
Customer health and safety

Assessment of the health and safety impacts of

Incidents of non-compliance concerning the health
and safety impacts of products and services

Marketing and labelling

Requirements for product and service information and

Incidents of non-compliance concerning product and

Incidents of non-compliance concerning marketing
communications
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GRI REPORT

Location

Social impacts/Freedom of association and collective

bargaining

Social impacts/Human rights assessment

Social impacts/Supplier social assessment

Social impacts/Supplier social assessment

Social impacts/Supplier social assessment

Social impacts/Public policy

Social impacts/Customer health and safety

Social impacts/Customer health and safety

Social impacts/Marketing and labelling

Social impacts/Marketing and labelling

FINANCIAL STATEMENTS

Omissions

The percentage of suppliers screened has not been
separately reported out of new suppliers but out of all
suppliers in high-risk countries.

Percentage calculation model in accordance with the
GRI standard is no applicable to Kesko's operations.

CORPORATE GOVERNANCE

Further information

Global Compact
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Code* GRI content Location Omissions Further information Global Compact
418 Customer privacy
418-1 Substantiated complaints concerning breaches of Social impacts/Customer privacy

customer privacy and losses of customer data
419 Socioeconomic compliance

419-1 Non-compliance with laws and regulations in the social Social impacts/Socioeconomic compliance
and economic area

* All standards: version 2016.
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Independent Practitioner’s Assurance
Report

(Translation from the Finnish original)

TO THE MANAGEMENT OF KESKO CORPORATION

We have been engaged by the Management of Kesko Corporation (hereinafter also the Com-
pany) to perform a limited assurance engagement on the economic, social and environmental
performance indicators for the reporting period 1 January 2016 to 31 December 2016 disclosed
on Kesko Corporation’s website in the “GRI report” section of “Kesko’s Annual report 2016”
(hereinafter CR Information).

In terms of the Company’s GRI Standards reporting and GRI content index, the scope of the as-
surance has covered economic, social and environmental disclosures listed within the Topic-spe-
cific Standards as well as Disclosures 102-8, 102-41 and 102-54 of the Universal Standards.

Furthermore, the assurance engagement has covered Kesko Corporation’s adherence to the
AA1000 AccountAbility Principles with moderate (limited) level of assurance.

Management’s responsibility

The Management of Kesko Corporation is responsible for preparing the CR Information in ac-
cordance with the Reporting criteria as set out in the Company’s reporting instructions and the
GRI Standards of the Global Reporting Initiative. The Management of Kesko Corporation is also
responsible for such internal control as the management determines is necessary to enable the
preparation of the CR Information that is free from material misstatement, whether due to fraud
or error.

The Management of Kesko Corporation is also responsible for the Company’s adherence to the

AA1000 AccountAbility Principles of inclusivity, materiality and responsiveness as set out in
AccountAbility’s AA1000 AccountAbility Principles Standard 2008.
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Practitioner’s responsibility

Our responsibility is to express a limited assurance conclusion on the CR Information and on
the Company’s adherence to the AA1000 AccountAbility Principles based on the procedures
we have performed and the evidence we have obtained. We conducted our work in accordance
with the International Standard on Assurance Engagements (ISAE) 3000 (Revised) “Assurance
Engagements Other than Audits or Reviews of Historical Financial Information”. That Standard
requires that we plan and perform the engagement to obtain limited assurance about whether
the CR Information is free from material misstatement.

In addition, we have conducted our work in accordance with the AAT000 Assurance Standard
2008. For conducting a Type 2 assurance engagement as agreed with the Company, this Stand-
ard requires planning and performing of the assurance engagement to obtain moderate (limited)
assurance on whether any matters come to our attention that cause us to believe that Kesko
Corporation does not adhere, in all material respects, to the AA1000 AccountAbility Principles
and that the CR Information is not reliable, in all material respects, based on the Reporting
criteria.

In a limited assurance engagement the evidence-gathering procedures are more limited than for
a reasonable assurance engagement, and therefore less assurance is obtained than in a reasona-
ble assurance engagement. An assurance engagement involves performing procedures to obtain
evidence about the amounts and other disclosures in the CR Information, and about the Com-
pany’s adherence to the AAT000 AccountAbility Principles. The procedures selected depend on
the practitioner’s judgement, including an assessment of the risks of material misstatement of
the CR Information and an assessment of the risks of the Company’s material nonadherence to
the AA1000 AccountAbility Principles.
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Our work consisted of, amongst others, the following procedures:

* Interviewing senior management of the Company.

* Interviewing employees from various organisational levels of the Company with regards to
materiality, stakeholder expectations, meeting of those expectations, as well as stakeholder
engagement.

* Assessing stakeholder inclusivity and responsiveness based on the Company’s documentation

and internal communication.

* Assessing the Company’s defined material corporate responsibility aspects as well as assess-

ing the CR Information based on these aspects.
* Analysing references to the Company from the reporting period in online media.
* Visiting the Company’s Head Office as well as one site in Russia.

 Interviewing employees responsible for collecting and reporting the CR Information at the
Group level and at the site where our visit took place.

* Assessing how Group employees apply the reporting instructions and procedures of the
Company.

+ Testing the accuracy and completeness of the information from original documents and sys-
tems on a sample basis.

« Testing the consolidation of information and performing recalculations on a sample basis.

Limited assurance conclusion

Based on the procedures we have performed and the evidence we have obtained, nothing has
come to our attention that causes us to believe that Kesko Corporation does not adhere, in all
material respects, to the AA1000 AccountAbility Principles.

Furthermore nothing has come to our attention that causes us to believe that Kesko Corpora-

tion’s CR Information for the reporting period ended 31 December 2016 is not properly prepared,

in all material respects, in accordance with the Reporting criteria, or that the CR Information is
not reliable, in all material respects, based on the Reporting criteria.
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When reading our assurance report, the inherent limitations to the accuracy and completeness
of corporate responsibility information should be taken into consideration.

Our assurance report has been prepared in accordance with the terms of our engagement. We
do not accept, or assume responsibility to anyone else, except to Kesko Corporation for our
work, for this report, or for the conclusions that we have reached.

Observations and recommendations

Based on the procedures we have performed and the evidence we have obtained, we provide the
following observations and recommendations in relation to Kesko Corporation’s adherence to
the AA1000 AccountAbility Principles. These observations and recommendations do not affect
the conclusions presented earlier.

Inclusivity: The Company has processes in place for stakeholder inclusivity, collection of
feedback and stakeholder engagement. During the past reporting period, the Company has
developed the collection of feedback in various channels and systemized the analysis of feed-
back received. We recommend that the Company continues to develop its activities related to
stakeholder inclusivity.

Materiality: The Company has a process in place to evaluate and determine the materiality of
corporate responsibility aspects. During 2016 the Company carried out corporate acquisitions
that widened the operations both geographically and division wise. We recommend that the
Company assesses the need to update its materiality assessment taking into consideration the
possible new aspects and needs for changes deriving from the acquisitions.

Responsiveness: The Company takes its stakeholders’ expectations into account in its op-
erations and responds to them through the continuous development of its activities. During
2016, the Company has increasingly identified the further growing expectations regarding
corporate responsibility matters from the investor community. We recommend that the Com-
pany further develops and widens the utilisation as well as offering of corporate responsibility
information to investors.
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Practitioner’s independence, qualifications and quality control

We have complied with the independence and other ethical requirements of the Code of Ethics
for Professional Accountants issued by the International Ethics Standards Board for Accountants,
which is founded on fundamental principles of integrity, objectivity, professional competence
and due care, confidentiality and professional behaviour.

Our multi-disciplinary team of corporate responsibility and assurance specialists possesses the
requisite skills and experience within financial and non-financial assurance, corporate responsi-
bility strategy and management, social and environmental issues, as well as the relevant industry
knowledge, to undertake this assurance engagement.

PricewaterhouseCoopers Oy applies International Standard on Quality Control 1and accordingly
maintains a comprehensive system of quality control including documented policies and proce-
dures regarding compliance with ethical requirements, professional standards and applicable
legal and regulatory requirements.

Helsinki, 6 March 2017

PricewaterhouseCoopers Oy

Enel Sintonen Sirpa Juutinen
Partner, Authorised Public Accountant Partner
Assurance Services Sustainability & Climate Change

AA1000

Licensed Assurance Provider
000-29
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Contact persons

This list gives contact information of the people who primarily provide additional information on

different areas of the report.

This list does not include all Kesko employees who have participated in editing the report.

Email addresses: firstname.lastname@kesko.fi

Development, coordination and responsibility for report editing:

Eva Kaukinen
Riii(i(a Téivonéﬁ
Leﬁé Lee;\;e
Me;’;ti Karlrervo”
Pirjé Nierrrninernr

Financial responsibility:

Jukka Erlund
Eva Kaukinen
Tiina Nyrhi

Erika Valkkynen
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Vice President, Group Controller

Head of Financial Communications

Financial Communications Specialist

Vice President, Corporate
Responsibility

Corporate Responsibility

Communications Specialist

Senior Vice President, CFO

Vice President, Group Controller

Corporate Financial Controller

Financial Controller

Business unit

Kesko Corporation, Group
Controlling

Kesko Corporation, Group Identity

and Communications

Kesko Corporation, Group Identity

and Communications

Kesko Corporation, Group Identity

and Communications

Kesko Corporation, Group Identity

and Communications

Kesko Corporation, Accounting,
Finance and IT

Kesko Corporation, Group
Controlling

Kesko Corporation, Group
Controlling

Kesko Corporation, Group
Controlling

Riikka Toivonen
Lena Leeve

Esko Mansikka

Human resources responsibility:

Matti Mettsla

Kartir Mat;la
Kartlr'iinarAhteér
Mii(i(o Mr)rlyrylsrinen”

Responsible purchasing:

Sohvi Vdhamaa

Tuuli Luoma
Mia Haavisto
Johanna Teinild-Kurvinen

Leena Takaverdja

Head of Financial Communications

Financial Communications Specialist

Managing Director

Executive Vice President, Human
resources

Specialist, HRIS

Director, OHS & Wellbeing

Director, HR Services

Corporate Responsibility Specialist

Product Group Manager

Quality Manager

Project Manager

Purchasing Manager

Business unit

Kesko Corporation, Group Identity

and Communications

Kesko Corporation, Group Identity
and Communications

Vahittaiskaupan Tilipalvelu VTP Oy
Kesko Corporation, Kesko HR

Kesko Corporation, Kesko HR /
Common Services

Kesko Corporation, Kesko HR /

Common Services

Kesko Corporation, Kesko HR /

Common Services

Kesko Corporation, Group Identity
and Communications

Kesko's grocery trade, commerce
Kespro Ltd

Kesko's grocery trade, commerce

Kesko's building and technical trade,

commerce
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Product safety:

Heta Rautpalo

Environmental responsibi

Hannu Pekuri
(hannu.pekuri@onninen.com)
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Business unit

Vice President, Corporate

Kesko Corporation, Group Identity
and Communications

Kesko's grocery trade, Product
Research

Kesko Corporation, Group Identity
and Communications

Kesko's grocery trade, store sites and
retailer operations

Kesko's building and technical trade,

commerce

Group Development and Quality
Manager

Executive Vice President, Group
Counsel

Kesko Corporation, Accounting,
Finance and IT

CORPORATE GOVERNANCE

173



K STRATEGY REPORT
]

Financial
statements

Kesko's Annual Report 2016

GRI REPORT

FINANCIAL STATEMENTS

CORPORATE GOVERNANCE

Report by the board of directors 175
Group's key performance indicators 189
Calculation of performance indicators 196

Analysis of shareholding 197

Consolidated financial statements (IFRS) 200
Consolidated income statement 200
Consolidated statement of financial position 202
Consolidated statement of cash flows 203
Consolidated statement of changes in equity 204

Notes to the consolidated financial statements 206

Parent company's financial statement (FAS) 278
Parent company's income statement 278

Parent company's balance sheet 279

Parent company's cash flow statement 281

Notes to the parent company's financial statements 282

Signatures 294
Auditor's report 294



STRATEGY REPORT GRI REPORT

K

FINANCIAL STATEMENTS

CORPORATE GOVERNANCE

Report by the Board of Directors

Financial performance

Net sales and profit for 2016

The Group’s net sales were €10,180 million, which is 17.3% up on the corresponding period of the
previous year (€8,679 million). Acquisitions and disposals excluded, net sales in local currencies
grew by 1.6%. Suomen Lahikauppa Oy has been consolidated into Kesko Group as of 12 April 2016,
Onninen Group as of 1June 2016 and Oy AutoCarrera Ab as of 1 December 2016. The Russian
business of the grocery trade is included in the figures until 30 November 2016 and Anttila was
included in the figures for the comparative period until 16 March 2015.

In the grocery trade, the 12.0% net sales growth was significantly attributable to the acquisition of
Suomen Lahikauppa. Net sales in local currencies, excluding Suomen Lahikauppa and the Russian
business, were down 0.2%. In the building and technical trade, net sales increased by 26.2% and

in local currencies, excluding Onninen and Anttila, by 2.1%. In the car trade, net sales were up
markedly, by 13.5%, and excluding the acquisition of AutoCarrera, by 13.0%. The Group’s net sales
in Finland increased by 15.3%, and acquisitions and disposals excluded, by 1.1%. In the other coun-

Operating

Net sales Change Change in local currency excl. profit* Change
1-12/2016 € million % quisitions and disposals,% € million € million
Grocery trade 5,236 +12.0 -0.2 175.9 -1.5
Building and 4,100 +26.2 +2.1 97.9 +34.4
technical trade
Car trade 849 +13.5 +13.0 29.5 +3.4
Common functions -5 (..) (..) -30.5 -1.7
and eliminations
Total 10,180 +17.3 +1.6 272.9 +28.5

* Comparable (..) Change over 100%

KESKO'S ANNUAL REPORT 2016

tries, net sales increased by 26.0% and in local currencies, acquisitions and disposals excluded, by
3.9%. International operations accounted for 20.3% (18.9%) of net sales.

The Group’s comparable operating profit was €272.9 million (€244.5 million). In the grocery
trade, profitability was good. Comparable operating profit remained at the previous year’s level
while an intensive reform of business operations was carried out, the acquisition of Suomen
Lahikauppa was implemented and its integration into Kesko’s business operations was started.
The real estate arrangement completed in June 2015 had a €6.5 million negative impact on the
comparable operating profit of the grocery trade. In the building and technical trade, profitability
was improved by the acquisition of Onninen during the financial period, the disposal of Inter-
sport’s business in Russia, the good profit performance in the building and home improvement
trade in Lithuania and Sweden, in the agricultural and machinery trade and in the furniture trade,
as well as the divestment of Anttila completed in the previous year. In the car trade, profitabil-
ity continued to improve thanks to good sales performance. The total impact of the real estate
arrangement completed in June 2015 on the Group’s comparable operating profit in the grocery
trade and the building and technical trade was €-8.4 million.

The operating profit was €146.8 million (€194.6 million). The items affecting comparability to-
talled €-126.2 million (€-49.9 million). The most significant items affecting comparability includ-
ed a €69.2 million loss on the disposal of the Russian grocery trade, €30.0 million in impairment
charges, €11.4 million in costs related to the conversion of Suomen L&hikauppa’s chains, and
€6.9 million in asset transfer taxes on acquisitions included in structural arrangements. Due to
the change in the Russian real estate market, the functional currency of the building and home
improvement trade’s Russian properties was changed from euro to rouble on 31 December 2016,
and as a result, a €15 million impairment charge was allocated to the properties. In the previous
year, the items affecting the comparability of the operating profit included a €130 million loss on
the divestment of Anttila and €101 million in gains on the disposal of real estate.
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Items affecting comparability, € million 1-12/2016 1-12/2015
Comparable operating profit 272.9 244.5
Items é%fécting co&nbérability y

+gainsrcr>;17disposa|7 B 7+4.2” +1(ﬁ;2
-Iosse; on disposarlr R N 7-71.C7)7 -1:;1.8
-impairment charges. - 300

+/—strﬁé£ﬁra| arrar;rgrerments . —231 —193
+fothers .3 400
Total items affecting comparability . me2 499
Operating profit . wes 1946

The Group's profit before tax was €145.2 million (€188.0 million). The Group’s earnings per share were
€0.99 (€1.03). The Group’s equity per share was €20.44 (€21.82).

K Group's (i.e. Kesko's and the chain stores') retail and B2B sales (VAT 0%) were €12,463 million, up
14.6% compared to the previous year. The K-Plussa customer loyalty programme gained 73,218 new
households in 2016. At the end of December, there were 2.3 million K-Plussa households and 3.6 million
K-Plussa cardholders.

Finance

The cash flow from operating activities was €170.2 million (€276.4 million). The cash flow from
investing activities was €-501.1 million (€217.1 million). The cash flow impact of the disposal of
the Russian grocery trade business on the cash flows from investing activities was €167.0 million.

At the end of December, liquid assets totalled €391 million (€887 million). Interest-bearing
liabilities were €515 million (€439 million) and interest-bearing net debt was €123 million (€-448
million) at the end of December. The equity ratio was 48.6% (54.7%).

The Group's net finance costs were €1.0 million (€7.1 million).
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Taxes
The Group's taxes were €31.4 million (€70.7 million). The effective tax rate was 21.6% (37.6%).

Capital expenditure

The Group's capital expenditure totalled €743.1 million (€218.5 million), or 7.3% (2.5%) of net
sales. Capital expenditure in store sites was €216.7 million (€166.7 million), in acquisitions €461.6
million, in IT €29.3 million (€20.4 million) and other capital expenditure was €35.5 million (€31.4
million).

Personnel
The average number of personnel in Kesko Group was 22,476 (18,956) converted into full-time
employees. The increase was due to the acquisitions of Suomen Lahikauppa and Onninen.

At the end of December 2016, the number of personnel was 27,656 (21,935), of whom 14,845
(10,081) worked in Finland and 12,811 (11,854) outside Finland. The number of Suomen Lahikaup-
pa’s personnel was 3,129, that of Onninen 3,068 and that of AutoCarrera 37.

Segments

Seasonal nature of operations

The Group’s operating activities are affected by seasonal fluctuations. The net sales and the
operating profits of the reportable segments are not earned evenly throughout the year. Instead,
they vary by quarter depending on the characteristics of each segment. In terms of the level

of operating profit, the second and third quarter are strongest, whereas the impact of the first
quarter on the full year profit is smallest. The acquisitions of Suomen Lahikauppa and Onninen
increase the seasonal fluctuations between quarters. The operating profit levels of Onninen and
Suomen Lahikauppa are lowest for the first quarter.
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Grocery trade

1-12/2016 1-12/2015
Net sales, € million 5,236 4,673
Operaiirnrgr profit, éé;ﬁparable, € Vnr'nillion - - - . 1759 - 1775
Operaiirnrgr margin; Vcrormparabler,r%r " 34 38
Capital expenditure, € million e 189
Net sales, € million 1-12/2016 Change, %
Sales to K-food stores 3,161 -0.0
K-Citymarket, home and speciality goods  s8 400
Suomen Lahikauppa o ss -
Kespro s w5
K-ruoka, Russia 105 A9
Others 4 859
Total 5236 4120

The net sales of the grocery trade were €5,236 million (€4,673 million), representing a growth of
12.0%. Suomen L&hikauppa and the Russian business excluded, net sales performance was -0.2%.
The grocery sales of K-food stores in Finland increased by 0.5% (VAT 0%) (excluding Suomen
Lahikauppa) and Suomen Lahikauppa included, by 12.1%. In the grocery market in Finland, retail
prices are estimated to have changed by approximately -0.6% compared to the previous year
(VAT 0%; Kesko’s own estimate based on the Consumer Price Index of Statistics Finland) and the

total market (VAT 0%) is estimated to have increased by approximately 1% (Kesko’s own estimate).

The acquisition of Suomen Lahikauppa was completed on 12 April 2016 and the conversion of
the Siwa and Valintatalo stores into K-Market stores was begun in May. By the end of the year,
223 Siwas and Valintatalos had been converted into K-Markets. At the same time, the renewal
of the entire K-Market chain started. As a result of the acquisition, Kesko’s neighbourhood retail
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services improve significantly and the acquisition provides significant economies of scale and
synergies for Kesko. In November, the Russian grocery trade was disposed of, the growth of
which would have required significant capital expenditures.

The comparable operating profit of the grocery trade was €175.9 million (€177.5 million). Compa-
rable operating profit remained at the previous year’s level while an intensive reform of business
operations was carried out, the acquisition of Suomen Léhikauppa was implemented and its inte-
gration into Kesko’s business operations was started. Profitability was improved by cost savings
and the synergies achieved from the acquisition of Suomen Lahikauppa. The real estate arrange-
ment completed in June 2015 had a €6.5 million negative impact on comparable operating profit.
The operating profit of the grocery trade was €93.0 million (€249.4 million). The items affecting
comparability were €-82.9 million (€71.9 million) the most important of which are the €69.2
million loss on the disposal of the Russian grocery trade and the €11.4 million expenses related to
the conversion of Siwas and Valintatalos into K-Markets. Suomen Lahikauppa contributed €-7.4
million, and taking synergies into account, €-3.2 million to the comparable operating profit.

The capital expenditure of the grocery trade was €238.1 million (€128.9 million), of which €159.6
million (€117.7 million) was in store sites and €54.3 million in acquisitions.

Building and technical trade

1-12/2016 1-12/2015
Net sales, € million 4,100 3,250
Comparable operating profit, € million o - a9 636
Compérre;l;ale operéfiﬁé margin,;’/cr:” . 24 20
Capital expenditure, € millon a7 553
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Net sales, € million 1-12/2016 Change,%
Building and home improvement trade, Finland 826 +4.1
K-rauta, Sweden 1 A
Byggmakker, Norway w2 38
K-rauta, Russia w95
Kesko Senukai, Baltics 486 457
OMA, Belarus o 27
Onninen - s8  -
Agricurltrlilr'al and mééhinery trarclre” " 608 . 7—717.1
Intersport, Finland R - S
Indoor R A
Others 0 709
Total a0 4262

The net sales of the building and technical were €4,100 million (€3,250 million), up 26.2%. Net
sales in local currencies, excluding acquisitions, increased by 2.1%.

The net sales of the building and technical trade in Finland were €2,142 million (€1,719 million),
up 24.6%. Acquisitions and disposals excluded, net sales in Finland grew by 0.5%. The net sales
from foreign operations were €1,959 million (€1,530 million), up 28.0%. In local currencies,
excluding acquisitions and disposals, the net sales from foreign operations increased by 3.9%.

Foreign operations contributed 47.8% (47.1%) to the net sales of the building and technical trade.

The acquisition of Onninen was completed on 1 June 2016. Onninen’s net sales were €908
million. The acquisition accelerates the implementation of the international growth strategy of
Kesko’s building and technical trade and provides significant synergy potential.

The net sales of the building and home improvement trade were €2,196 million (€2,181 million),
an increase of 0.7%. In local currencies, net sales were up by 3.7%. In respective local currencies,
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net sales grew in Sweden by 4.7%, in Norway by 0.6% and in Russia by 0.3%. In the building

and home improvement trade, growth strengthened especially in B2B trade. In the building and
technical trade, the market share of K Group’s building and home improvement trade is estimat-
ed to have strengthened especially in Finland, Sweden, the Baltics and Belarus. K Group's sales
of building and home improvement products in Finland increased by a total of 4.3% and the total
market (VAT 0%) is estimated to have grown by approximately 1.9% (Kesko's own estimate).

The net sales of the agricultural and machinery trade were €608 million (€615 million), down
1.1% compared to the previous year. Net sales in Finland were €479 million, down 4.2%. The net
sales from foreign operations were €129 million, up 12.3%. The retail sales of the K-maatalous
chain in Finland were €424 million, down 3.1%.

The net sales of the leisure trade in Finland were €197 million (€193 million), an increase of 2.0%.
The net sales of the furniture trade were €187 million (€179 million), which was up 4.3%.

The comparable operating profit of the building and technical trade was €97.9 million (€63.6
million), up €34.4 million compared to the previous year. Profitability was improved by the
acquisition of Onninen during the financial period, the disposal of Intersport’s Russian business,
as well as the good profit performance of the building and home improvement trade in Lithuania
and Sweden, in the agricultural and machinery trade and in the furniture trade. The profit for the
comparative period includes a €12.7 million operating loss from Anttila divested in March 2015.
Onninen’s contribution to the comparable operating profit was €18.2 million, adversely impacted
by the fair value allocations of inventories written off in the amount of €5.1 million.

The operating profit of the building and technical trade was €60.8 million (€-57.2 million). The
most significant items affecting comparability are the €15 million in impairment charges related
to the change of the functional currency of the Russian properties and the €5.8 million in asset
transfer taxes related to acquisitions. In the previous year, the most significant items affecting
comparability included a €130 million loss on the divestment of Anttila and €28 million recog-
nized in gains on the disposal of real estate.
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The capital expenditure of the building and technical trade totalled €451.7 million (€55.3 million),
of which €380.1 million was in acquisitions and €55.8 million (€40.8 million) in store sites. The
acquisitions include €364.1 million for the acquisition of Onninen and €10.0 million for increasing
the ownership interest in the Belarusian OMA.

Car trade

1-12/2016 1-12/2015
Net sales, € million 849 748
Comparable operating profit, € million 295 261
Comparrrartrwle operartriﬁrg margin,%” . 35 35
Capital expenditure, € million o ms 160
Net sales, € million 1-12/2016 Change,%
VV-Auto 845 +13.0
AutoCarrera s
Total s +1ss

The net sales of the car trade were €849 million (€748 million), up 13.5%. The combined market
performance of first registrations of passenger cars and vans was 10.2% (2.8%). The combined
market share of passenger cars and vans imported by VV-Auto was 18.8% (19.1%) and Volkswa-
gen was the most registered passenger car brand in 2016.

On 1 December 2016, VV-Auto acquired the share capital of Oy Autocarrera Ab and as a result, the
import and retailing of Porsche transferred to VV-Auto. In December, AutoCarrera’s net sales were
€4.4 million. The net sales growth of the car trade, excluding AutoCarrera’s impact, was 13.0%.

The profitability of the car trade continued to improve thanks to good sales performance. The
comparable operating profit was €29.5 million (€26.1 million). The operating profit was €28.9
million (€26.1 million). Comparability was affected by the €0.6 million expenses related to the ac-
quisition of Oy AutoCarrera Ab. AutoCarrera’s impact on comparable operating profit was €0.0
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million, and the profit was adversely impacted by the fair value allocations of inventories written
off in the amount of €0.1 million.

The capital expenditure of the car trade was €41.4 million (€16.0 million).

Changes in the Group composition

Kesko implemented the arrangement it had agreed in the autumn of 2015 to centralise its Baltic
building and home improvement trade in UAB Senuku Prekybos centras (Senukai). The compa-
ny's name has been changed to Kesko Senukai. In the arrangement, Kesko sold the shares in its
wholly owned companies responsible for the operations of K-rauta stores in Estonia and Latvia
to its subsidiary Senukai, in which Kesko has a majority interest. (Stock exchange release on 1
April 2016).

Kesko Food Ltd, a Kesko Corporation subsidiary, acquired the whole share capital of Suomen
Lahikauppa Oy from the private equity investment firm Triton. (Stock exchange release on 12
April 2016). Suomen Lahikauppa Oy was renamed to K-Market Oy in August.

Kesko Corporation acquired Onninen Oy's whole share capital from Onvest Oy. The acquisition
does not include Onninen’s steel business or Russian subsidiary. (Stock exchange release on 1

June 2016).

In June, the Group’s ownership interest in the Group’s Belarusian subsidiary OMA increased to
25% (previously 9%).

In July, Kesko Corporation disposed of the Intersport business in Russia.
In September, Kesko acquired the Russian project business from Onvest Oy.

Kesko Corporation’s wholly owned subsidiaries Rautakesko Ltd, Keslog Ltd and Musta Pérssi Ltd
merged into Kesko Corporation on 31 October 2016.
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In November, Kesko Food Russia Holding Oy, part of Kesko Group, sold its grocery trade
business in Russia and the real estate companies related to the operations to Lenta Ltd. (Stock
exchange release on 30 November 2016).

In December, Kesko Corporation's subsidiary VV-Auto Group Oy acquired the whole share
capital of Oy AutoCarrera Ab. As a result of the transaction, the import and retailing of Porsche
have transferred to VV-Auto (Stock exchange release on 14 November 2016, 24 November 2016
and on 1 December 2016).

Shares, securities market and Board authorisations

At the end of December 2016, the total number of Kesko Corporation shares was 100,019,752,
of which 31,737,007, or 31.7%, were A shares and 68,282,745, or 68.3%, were B shares. At 31 De-
cember 2016, Kesko Corporation held 746,109 own B shares as treasury shares. These treasury
shares accounted for 1.09% of the number of B shares, 0.75% of the total number of shares, and
0.19% of votes attached to all shares of the Company. The total number of votes attached to all
shares was 385,652,815. Each A share carries ten (10) votes and each B share one (1) vote. The
Company cannot vote with own shares held by it as treasury shares and no dividend is paid on
them. At the end of December 2016, Kesko Corporation's share capital was €197,282,584.

The price of a Kesko A share quoted on Nasdaq Helsinki was €31.12 at the end of 2015, and
€43.85 at the end of December 2016, representing an increase of 40.9%. Correspondingly,

the price of a B share was €32.37 at the end of 2015, and €47.48 at the end of December 2016,
representing an increase of 46.7%. The highest A share price was €44.54 and the lowest was
€28.98. The highest B share price was €48.48 and the lowest was €29.56. The Nasdaq Helsinki
All-Share index (OMX Helsinki) was up by 3.6% and the weighted OMX Helsinki Cap index by
8.2%. The Retail Sector Index was up by 40.6%.

At the end of December 2016, the market capitalisation of A shares was €1,392 million, while
that of B shares was €3,207 million, excluding the shares held by the parent company as treasury
shares. The combined market capitalisation of A and B shares was €4,598 million, an increase of
€1,429 million from the end of 2015.
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In 2016, a total of 1.7 million (2.4 million) A shares were traded on Nasdaq Helsinki, a decrease
of 26.7%. The exchange value of A shares was €65 million. The number of B shares traded was
51.6 million (59.4 million), a decrease of 13.2%. The exchange value of B shares was €2,015
million. Nasdaq Helsinki accounted for 55% of the Kesko A and B share trading in 2016. Kesko
shares were also traded on multilateral trading facilities, the most significant of which were BATS
Chi-X with 27% and Turquoise with 16% of the trading (source: Fidessa).

During the financial year, the Board had the authority to decide on the transfer of a maximum of
1,000,000 own B shares held by the Company as treasury shares. On 3 February 2016, the Board
decided to grant own B shares held by the Company as treasury shares to persons included in
the target group of the 2015 vesting period, based on this share issue authorisation and the
fulfilment of the vesting criteria of the 2015 vesting period of Kesko’s three-year share-based
compensation plan. This transfer of a total of 137,054 own B shares was announced in a stock
exchange release on 17 March 2016, and the transfer of 2,670 own B shares was announced in

a stock exchange release on 27 April 2016. Based on the 2014-2016 share-based compensation
plan decided by the Board, a total maximum of 600,000 own B shares held by the Company as
treasury shares can be granted within a period of three years based on the fulfilment of the vest-
ing criteria. The Board decides on the vesting criteria and the target group separately for each
vesting period. The share-based compensation plan was announced in a stock exchange release
on 4 February 2014. During the year, a total of 8,256 shares granted based on the fulfilment of
the vesting criteria of the share-based compensation plans (the 2011-2013 and the 2014-2016
share-based compensation plans) was returned to the Company in accordance with the terms
and conditions of the share-based compensation plans. The returns during the reporting period
were notified in a stock exchange release on 17 March 2016, 31 March 2016, 27 April 2016, 30
May 2016 and 15 November 2016.

Kesko’s Annual General Meeting held on 4 April 2016 authorised the Company’s Board to make
decisions concerning the transfer of a total maximum of 1,000,000 own B shares held by the
Company as treasury shares (the 2016 share issue authorisation). The authorisation cancelled
the earlier share issue authorisation corresponding in content. Based on the authorisation, own
B shares held by the Company as treasury shares can be issued for subscription by shareholders
in a directed issue in proportion to their existing holdings of the Company shares, regardless of
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whether they own A or B shares. Shares can also be issued in a directed issue, departing from
the shareholder's pre-emptive right, for a weighty financial reason of the Company, such as
using the shares to develop the Company's capital structure, to finance possible acquisitions,
capital expenditure or other arrangements within the scope of the Company's business opera-
tions, and to implement the Company's commitment and incentive scheme. Own B shares held
by the Company as treasury shares can be transferred either against or without payment. A
share issue can only be without payment, if the Company, taking into account the best interests
of all of its shareholders, has a particularly weighty financial reason for it. The authorisation also
includes the Board’s authority to make decisions concerning any other matters related to share
issues. The amount possibly paid for the Company’s own shares is recorded in the reserve of
unrestricted equity. The authorisation is valid until 30 June 2020.

The Annual General Meeting held on 4 April 2016 also approved the Board's proposal for its
authorisation to decide on the acquisition of a maximum of 1,000,000 own B shares of the
Company (the 2016 authorisation to acquire own shares). B shares are acquired with the Com-
pany's distributable unrestricted equity, not in proportion to the shareholdings of shareholders,
at the market price quoted in public trading organised by Nasdaq Helsinki Ltd ("the exchange")
at the date of acquisition. The shares are acquired and paid in accordance with the rules of the
exchange. The acquisition of own shares reduces the amount of the Company's distributable
unrestricted equity. B shares are acquired for use in the development of the Company's capital
structure, to finance possible acquisitions, capital expenditure and/or other arrangements within
the scope of the Company's business operations, and to implement the Company's commitment
and incentive scheme. The Board makes decisions concerning any other issues related to the
acquisition of own B shares. The authorisation is valid until 30 September 2017.

In addition, the Board has a share issue authorisation according to which the Board is author-
ised to issue a maximum of 20,000,000 new B shares (the 2015 share issue authorisation).
The authorisation is valid until 30 June 2018. The shares can be issued against payment to be
subscribed by shareholders in a directed issue in proportion to their existing holdings of the
Company shares regardless of whether they hold A or B shares, or, departing from the share-
holder's pre-emptive right, in a directed issue, if there is a weighty financial reason for the
Company, such as using the shares to develop the Company's capital structure and financing
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possible acquisitions, capital expenditure or other arrangements within the scope of the Compa-
ny's business operations. The amount paid for the shares is recognised in the reserve of invested
non-restricted equity. The authorisation also includes the Board's authority to decide on the
share subscription price, the right to issue shares for non-cash consideration and the right to
make decisions on other matters concerning share issues.

At the end of December 2016, the number of shareholders was 39,404, which is 125 less than
at the end of 2015. At the end of December, foreign ownership of all shares was 32%. Foreign
ownership of B shares was 46% at the end of December.

Flagging notifications
Kesko Corporation did not receive any flagging notifications during the reporting period.

Key events during the reporting period

Tomi Korpisaari, a member of Kesko Corporation's Board of Directors, announced that he would
resign from the Company's Board of Directors for reasons of health as of 1 March 2016. Kaari-
na Stdhlberg was appointed General Counsel and member of the Management Board of Posti
Group Corporation as of 1 March 2016, as a result of which Stéhlberg announced that she would
resign from Kesko Corporation's Board of Directors as of 1 March 2016. (Stock exchange release
on 5 February 2016 and 15 February 2016)

The arrangement agreed by Kesko in the autumn of 2015 to centralise the Baltic building and
home improvement trade in UAB Senuku Prekybos centras (Senukai) was completed. The
company's name has been changed to Kesko Senukai. In the arrangement, Kesko sold the shares
in its wholly owned companies responsible for the operations of K-Rauta stores in Estonia and
Latvia to its subsidiary Senukai, in which Kesko has a majority interest. (Stock exchange release
on 1 April 2016)

The transaction agreed between Kesko Corporation's subsidiary Kesko Food and the private eq-
uity investment firm Triton to acquire Suomen L&hikauppa was completed. The debt-free price of
the acquisition, structured as a share purchase, was €54 million. In 2015, Suomen Lahikauppa's
net sales were €935.7 million, it had around 600 Siwa and Valintatalo stores and around 3,800
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employees. The Finnish Competition and Consumer Authority (FCCA) announced their approval
of the acquisition on 11 April 2016. The permission contains conditions imposed by the FCCA.
The FCCA made the acquisition conditional on the sale of 60 stores of Suomen L&hikauppa Oy
to competitors. In case the sale of some store or some stores is not possible, the selling obliga-
tion imposed on Kesko Food Ltd will cease. (Stock exchange release on 11 April 2016 and 12 April
2016)

The transaction agreed between Kesko Corporation and Onvest Oy to acquire the whole share
capital of Onninen Oy was completed. The acquisition does not include Onninen’s steel business
or Russian subsidiary. In 2015, the pro forma net sales of the acquired business were €1,465
million and the EBITDA was €39 million. The price of the debt-free acquisition, structured as a
share purchase, was €364 million. (Stock exchange release on 12 January 2016, 20 April 2016
and 1 June 2016)

Johan Friman, 51, Master of Science (Economics), was appointed Executive Vice President re-
sponsible for Kesko's car trade and President of VV-Auto Group Oy. He also became a member
of Kesko's Group Management Board. Johan Friman took over his new position on 1 January
2017 and Pekka Lahti, the current Executive Vice President for the car trade, will retire on a
pension in accordance with his service contract on 1 April 2017. (Stock exchange release on 21
September 2016)

Kesko Food Russia Holding Oy, part of Kesko Group, sold its grocery trade business in Russia
to Lenta Ltd. The aggregate consideration for the disposal including sales price adjustment was
approximately RUB 11.4 billion (approximately EUR 163 million). (Stock exchange release on 30
November 2016)

Kesko Corporation's subsidiary VV-Auto Group Oy acquired the whole share capital of Oy
AutoCarrera Ab. As a result of the transaction, the import and retailing of Porsche transferred
to VV-Auto. The price of the acquisition, structured as a share purchase, was approximately
€27 million (Stock exchange release on 14 November 2016, 24 November 2016 and 1 December
2016)
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Events after the reporting period

The court of arbitration dismissed Voimaosakeyhtié SF's action against Kestra Kiinteistopalve-
lut Oy concerning the further financing of the Fennovoima nuclear power plant project. (Stock
exchange release on 10 January 2017)

Resolutions of the 2016 Annual General Meeting and decisions of the
Board's organisational meeting

Kesko Corporation's Annual General Meeting, held on 4 April 2016, adopted the financial state-
ments and the consolidated financial statements for 2015 and discharged the Board members
and the Managing Director from liability. The General Meeting also resolved to distribute a
dividend of €2.50 per share as proposed by the Board, or a total amount of €248,195,187.50. The
dividend pay date was 13 April 2016.

The General Meeting resolved to leave the number of Board members unchanged at seven. The
term of office of each of the seven (7) Board members elected by the Annual General Meet-
ing on 13 April 2015, i.e. retailer, Business College Graduate Esa Kiiskinen, retailer, Master of
Science in Economics Tomi Korpisaari, retailer, eMBA Toni Pokela, eMBA Mikael Aro, Master
of Science in Economics Matti Kyytsdnen, Master of Science in Economics Anu Nissinen and
Master of Laws Kaarina Stahlberg, will expire at the close of the 2018 Annual General Meeting
in accordance with Kesko's Articles of Association. Korpisaari and Stahlberg had resigned from
the membership of the Company's Board of Directors as of 1 March 2016. The General Meeting
resolved to replace them by retailer, trade technician Matti Naumanen and Managing Director,
Master of Science in Economics Jannica Fagerholm until the close of the Annual General Meet-
ing to be held in 2018. In addition, the General Meeting resolved to leave the Board members'
fees and the basis for reimbursement of expenses unchanged.

The General Meeting elected the firm of auditors PricewaterhouseCoopers Oy, Authorised
Public Accountants, as the Company's auditor with APA Mikko Nieminen as the auditor with
principal responsibility.

The General Meeting approved the Board's proposal for share issue authorisation according to

which the Board may decide on the transfer of a total maximum of 1,000,000 own B shares held
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by the Company as treasury shares (the 2016 share issue authorisation). The General Meeting
also approved the Board's proposal for the authorisation to acquire own shares, according to
which the Board may decide on the acquisition of a maximum of 1,000,000 own B shares of the
Company (the 2016 authorisation to acquire own shares).

In addition, the General Meeting approved the Board's proposal for its authorisation to decide
on the donations in a total maximum of €300,000 for charitable or similar purposes until the
Annual General Meeting to be held in 2017 and to decide on the donation recipients, purposes
of use and other terms of the donations.

After the Annual General Meeting, Kesko Corporation's Board of Directors held an organisa-
tional meeting in which it elected M.Sc. (Econ.) Jannica Fagerholm as the Chair of the Audit
Committee, re-elected eMBA Mikael Aro as its Deputy Chair and M.Sc. (Econ.) Matti Kyytsénen
as its member. Business College Graduate Esa Kiiskinen (Ch.), Mikael Aro (Dep. Ch.) and M.Sc.
(Econ.) Anu Nissinen were re-elected to the Board's Remuneration Committee.

The resolutions of Annual General Meeting and the decisions of the Board’s organisational
meeting were announced in more detail in stock exchange releases on 4 April 2016.

Corporate responsibility
Kesko was the best trading sector company (Food & Staples Retailing) on 'The Global 100 Most
Sustainable Corporations' list of 2016. Kesko placed 15th on the list.

In February, Kesko, Arla Finland, HKScan Finland and Unilever Finland initiated a Finnish soy
commitment in cooperation with WWF Finland. The members of the commitment pledge to en-
sure that by 2020, all the soy used in the production chain of their private label products will be
responsibly produced, either Round Table on Responsible Soy (RTRS) or ProTerra certified soy.

At the beginning of April, the Pirkka Thank the Producer product range expanded from meat
products to milks. A certain proportion of the price of the products in the range is paid directly
to Finnish producers. The objective of K Group is to support Finnish producers with hundreds of
thousands of euros through the Thank the Producer operating model in 2016.
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Kespro was granted the MSC and ASC Chain of Custody - the traceability certificate - in April.
All phases of Kespro's fish and shellfish supply chain have been audited, and Kespro and its cer-
tified customer restaurants can use MSC and ASC ecolabelling in their marketing.

Kesko and the child rights organization Plan International Finland continue cooperating to im-
prove the responsibility of the fishing industry and the situation of migrant workers in Thailand.
As a part of the project, already 60 children from migrant families have been able to start school.

Kesko's grocery trade and the Finnish cancer foundation Sy6p&saatio signed an agreement on
main sponsorship in the Pink ribbon campaign in May. The objective is to generate tenfold dona-
tions to the fundraising from K-food stores compared to what they were before.

Pirkka Street Basket events were arranged in 16 localities in Finland in May. Pirkka Street Basket
2016 is part of the Little Wolves project by the Finnish Basketball Association and Kesko's gro-
cery trade that aims to promote physical activity for children.

Kesko had Finland's largest property-specific solar utility built on the roof of K-citymarket
Tammisto in Vantaa in May-June. The peak power of the solar utility is 503 kWp and it generates
electricity for the property.

The K-maatalous Experimental farm made a Baltic Sea Commitment to Baltic Sea Action Group,
BSAG, in June. The Experimental farm's commitment concentrates on developing soil condition
and nutrient usage measurement practices and technology.

Kesko has completed a human rights impact assessment in compliance with UN's Guiding Princi-
ples on Business and Human Rights and published a human rights commitment on its web pages
in September.

In January-September, Pirkka 'Thank the Producer' products sold at K-food stores generated a

support amount of approximately €170,000 to be remitted to Finnish producers. The aim is to
add more products to the product group, provided that their good sales performance continues.
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In September, K-food stores and Kesko joined the Consumer Association's Food Waste Week
Campaign to promote the reduction of food wastage and increase the appreciation of food.

In September-October, K-food stores took part in the Pink Ribbon campaign raising funds
for Finnish breast cancer research and cancer counselling. The aim is to increase tenfold the
amounts donated by K-food stores to the Pink Ribbon campaign.

K-rauta is a partner in the Liiteri tool rental service trial targeted at urban home renovators,
which was launched in September at Teurastamo, Helsinki.

Kesko received the A- score in CDP’s Climate Change Disclosure inquiry.

Kesko participates in the 2017-2025 action plan of the commerce sector Energy Efficiency
Agreement. In accordance with the agreement, Kesko commits itself to reducing its energy
consumption by 7.5% through various saving measures. All K Group store chains are included in
the agreement.

K Group is committed to the EU’s aim to keep the annual consumption of plastic bags below 40
bags per inhabitant. Actions to achieve this target include charging a price for plastic bags and
providing alternative shopping bags.

Kesko’s updated operating principles, the K Code of Conduct, outline the shared guidelines for
the work of all Kesko personnel and business partners.

Kesko is committed to support the UN Sustainable Development Goals, the SDGs, in its oper-
ations. The website "UN Sustainable Development Goals and Kesko’, published in November,

explains about the actions taken to contribute to the 17 Sustainable Development Goals.

In December, K Group started the building of seven new solar power plants on the rooftops of
K-food stores. By summer 2017, there will be as many as 15 solar power plants operating in con-

KESKO'S ANNUAL REPORT 2016

nection with K-food stores. The new investments will make K Group the biggest producer and
user of solar power in Finland.

Information contained in the notes to the financial statements
Information on the Group’s personnel is disclosed in note 6. Related party transactions are
disclosed in note 33.

Risk management

Risk management in Kesko Group is guided by the risk management policy approved by Kesko's
Board of Directors. The policy defines the goals and principles, organisation, responsibilities

and practices of risk management in Kesko Group. The management of financial risks is based
on the Group's finance policy confirmed by Kesko's Board of Directors. The managements of
the business and the common functions are responsible for the execution of risk management.
Kesko Group applies a business-oriented and comprehensive approach to risk assessment and
management. This means that key risks are systematically identified, assessed, managed, moni-
tored and reported as part of business operations at the Group, division and function levels in all
operating countries.

Kesko Group's risks are considered by the Kesko Board's Audit Committee in connection with
the quarterly interim reports, the half year financial report and the financial statements. The
Audit Committee Chair reports on risk management to the Board as part of the Audit Committee
report. The most significant risks and uncertainties are reported to the market by the Board in
the Report by the Board of Directors and any material changes in them in the interim reports and
the half year financial report.

The following describes the risks and uncertainties assessed as significant.
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Significant risks and uncertainties

Trends in purchasing power and trading sector demand especially in Finland

The uncertain outlook for the Finnish economy, increases in taxes and public payments resulting
from the indebtedness of the public sector as well as high unemployment weaken purchasing
power and consumer confidence and can cause a long-term decline in the level of demand. This
would have negative repercussions especially on Kesko's building and technical trade and car
trade in Finland.

Decline in price levels and intensification of price competition in Finnish grocery trade

The level of food prices in Finland declined further in 2016. As consumers' purchasing power
has fallen in recent years, competition has become more intense and stores have lowered their
prices in order to increase market shares. The decline in price levels and the intensified price
competition can weaken the profitability of Kesko's grocery trade and retailers.

Neighbourhood market strategy of grocery trade

In 2016, Kesko acquired Suomen Léhikauppa as part of the neighbourhood market strategy im-
plementation. The integration of Suomen L&hikauppa’s business operations into those of Kesko,
the conversion of Siwa and Valintatalo stores into K-Markets as well as the replacement of the
stores’ business model by the retailer business model are significant change projects and the
achievement of their objectives involves operational and financial risks.

Business arrangement of building and technical trade

The integration of the Onninen acquisition into Kesko’s business operations and the combination
of Kesko Senukai’s business in the Baltics are demanding and extended projects. The integration
of business operations and the creation of uniform operating models involve risks that can make
the achievement of the operational and financial objectives and targets set for the arrangement
more difficult.
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Strong change in the trading sector caused by digitalisation

In the midst of the retail transition, the achievement of business objectives requires an active
approach and strong expertise in the development of digital services and online stores that
are attractive to customers, and the use of a multichannel approach with supporting customer
communications. There is a risk that some of the traditional brick and mortar stores become
unprofitable and that the progress of e-commerce and digital service development projects is
outpaced by competitors. Competition can also be intensified by companies entering the value
chain of trade by introducing new business models.

Employee competencies and working capacity

The implementation of strategies and the achievement of objectives require competent and
motivated personnel. There is a risk that the trading sector does not attract the most competent
people. The acquisitions in progress as well as other significant business and development pro-
jects, coupled with an increased need for special competencies increase the key-person risk and
the dependency on individual expertise.

Suppliers and distribution channels

In divisions strongly dependent on individual principals and suppliers, such as the car trade, own-
ership arrangements and changes in the strategy of a principal or a supplier as well as changes

in product selections, product pricing and distribution channel solutions can mean weakened
competitiveness, a decrease in sales or loss of business.

Product safety and supply chain quality

A failure in product safety control or in the quality assurance of the supply chain can result in
financial losses, the loss of customer confidence and reputation or, in the worst case, a health
hazard to customers.

Store sites and properties

With a view to business growth and profitability, good store sites are a key competitive factor.
The acquisition of store sites can be delayed by town planning and permit procedures and the
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availability and pricing of sites. Considerable amounts of capital or lease liabilities are tied up in
properties for years. When the market situation changes, the business is rearranged, the signifi-
cance of e-commerce grows, or a chain concept proves inefficient there is a risk that a store site
or a property becomes unprofitable and operations are discontinued while long-term liabilities
remain.

Business interruptions and information system failures

The trading sector is characterised by increasingly complicated and long supply chains and a
higher dependency on information systems, data communications and external service pro-
viders. Failures can be caused by hardware failures, software errors or external cyber threats.
Extended malfunctions in information systems, payment transfers, or in other parts of the supply
chain, can cause significant losses in sales and weaken customer satisfaction.

Responsible operating practices and reputation management

Various aspects of corporate responsibility, such as ensuring responsibility in the purchasing
chain of products, fair and equal treatment of employees and environmental protection, are
increasingly important to customers. Any failures of corporate responsibility would result in
negative publicity for Kesko and can cause operational and financial damages.

Compliance with laws and agreements

Compliance with laws and agreements is an important part of Kesko's corporate responsibility.
Non-compliance can result in fines, claims for damages and other financial losses, and a loss of
confidence and reputation.

Reporting to market

Kesko's objective is to produce and publish reliable and timely information. If any information
published by Kesko proved to be incorrect, or communications failed to meet regulations in
other respects, it can result in losing investor and other stakeholder confidence and in possible
sanctions. Significant business arrangements, tight disclosure schedules and the dependency on
information systems create challenges to the accuracy of financial information.
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Risks of damage

Accidents, natural phenomena and epidemics can cause significant damages to people, property
or business. In addition, risks of damage may cause business interruptions that cannot be pre-
vented. There is also the risk that insurance policies do not cover all unexpected accidents and
damages, or covering them with insurance is not profitable.

Crime and malpractice

Crimes are increasingly committed through data networks and crime has become more interna-
tional and professional. A failure, especially if it affects the security of payment transactions and
personal information, can cause losses, claims for damages and reputational harm.

Outlook

Estimates for the outlook of Kesko Group's net sales and comparable operating profit are given
for the 12-month period following the reporting period (1/2017-12/2017) in comparison with the
12 months preceding the end of the reporting period (1/2016-12/2016).

The general economic situation and the expected trend in consumer demand vary in Kesko’s
different operating countries. In Finland, the trading sector is expected to grow slightly. In the
Finnish grocery trade, intense competition is expected to continue. The market for the Finnish
building and technical trade is expected to improve slightly. In Sweden and Norway, the market
is expected to grow but at a somewhat slower rate. The trend in the Russian market is expected
to remain modest. In the Baltic countries, the market is expected to grow.

Kesko Group's net sales for 2017 are expected to exceed the level of the previous year. The com-
parable operating profit for 2017 is expected to exceed the level of 2016.
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Proposal for profit distribution Net sales Comparable operating profit
The parent's distributable profits are €1,006,169,969.92, of which the profit for the financial year
is €147,927,559.98.

€ million € million
The Board of Directors proposes to the Annual General Meeting to be held on 3 April 2017 that a 10,000 300 75
dividend of €2.00 per share be paid on shares held outside the Company at the date of dividend T 7861 7401 Jou2 s go | B9 gz 2
distribution. No dividend is paid on own shares held by the Company as treasury shares at the
record date of dividend distribution. 5,000 200
At the date of the proposal for distributions of profits, 1 February 2017, a total of 99,273,643 1762 iesu 169 1637l 0%
shares were held outside the Company, amounting to a total dividend of €198,547,286.00. o 100

2012 2013 2014 2015 2016

Annual General Meeting R .
The Board of Directors decided to convene the Annual General Meeting at Messukeskus © Finland 2012 2013 201 2015 2016

Helsinki, on 3 April 2017 at 13.00. Kesko Corporation will publish a notice of the General
Meeting at a later date.

Profit before tax

€ million

300

200

100

2012 2013 2014 2015 2016
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Comparable return on equity

%

9.8%

7.7% 7.6% 82%
6.9%

(&

2012 2013 2014 2015 2016

Capital expenditure

€ million

1000

743
750

500

250

378
219
I 1 I
0 . l

2012 2013 2014 2015 20716
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Comparable return on capital
employed

%

1.7% 11.9%

9.8% 9.9%

9-0% I
0 I

2012 2013 2014 2015 2016

(&

Comparable earnings/share and
dividend/share
€

2.50
168 1.65 1.70
1.47 140 .50
| . I
1 .
0

2012 2013 2014 2015 2016

2.01 2.00

@ Comparable earnings/share, basic
@ Dividend/share

* Proposal to the General Meeting

CORPORATE GOVERNANCE

Equity ratio
%

60

52.5% 54.5% 54.5% 54.7%

2012 2013 2014 2015 2016

Payout ratio

%

200

146.7%
150

o 99.5%
100 91.1%

81.8% 83.3%

) II
0

2012 2013 2014 2015 2016*

* Proposal to the General Meeting
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Group's key performance indicators

2012 2013 2014 2015 2016
Income statement
Net sa|e5 . R e €m|”mn 9,686 9515 9’071 8,67910130
“changeinnetsgig; %24.33.26-43 173.‘.

. Comparab|e operatmg proﬁt e S e gm,”,on IR 2300 IR 2388 IR 2326 IR 2445 L 2729

Comparable operatlng profit as percentage of net sales % 2.4 2.6 2.6 2.8 2.7

Profit for the year (incl. non-controlling interests) € million 136 185 108 117 114

Profit for the year as percentage of net sales % 1.4 2.0 1.2 1.4 1.1

i Profltablllty

oo s enioes R R R ——

Return on eqU|ty

Comparable retu on eqU|ty

Return on capltal employed

“ Fundlng and flnanC|a| posmon o

Interest-bearing net liabilities ~ €milon 1383 264 992 4ug] 1233
..Gearmg S _54 -44.20053
“Equ,tyrat,o e P ey
B |nterest bea,—,ng net debt/EBﬁDA e M

Other performance |nd|cators

Capltal expendlture € million 378 7 194 219 743

Capltal expendlture as percentage of net sales % 3.9 1.8 2.1 2.5 73

Cash flow from operating activities € million 382 276
217

Cash flow from in € million’

. pe”rusé‘nnehaver'aé;f‘orthe per'i;,;j““ 19 747... 19 489... 19 976... 13 955...‘,‘,‘,‘,.....‘,‘,22 475'“
Personnel, as at 31 Dec. 24 080 23 863 23 794 21 935 27 656
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Share performance indicators
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Effective dividend yield, Ashare R
Effective dividend yield, B share % . . . .

Ashere € m»® 2680 285 2

B share & . owy 2680 3018 323 4748

L€ B mwss 2906 3185

oy
Market capitalisation as at 31 Dec., B share e Emillion e M0 R e

Cndbae M||I|onpc52122
B share Million pcs 68 51 47 59

A share %75366375

Bshare ,,,,,,,,,,,,,,,,, %1020 770695870

Diluted average number of shares ~ Thousandpes 98472 9913 99061 99014 !

Sk ks 8s 8323

For the last five financial years %

% 14.6 13.4 10.2 g .

* Proposal to the General Meeting
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Net sales by segment Operating profit by segment

€ million 1-12/2016 1-12/2015 Change,% € million 1-12/2016 1-12/2015 Change,%
 Grocery trade, Finland B B SR 4566 Grocery trade - B SR | 2494
.Grocery trade, other countries” B | 107 .Building and technicaltrade B s 512
 Grocery trade, total - B S, 4573 Cartrade B SR 261
- of which intersegment trade 237
1946

Common functions and eliminations

~ Group total

Buldingand technical trade, Finland 2w 179
. Building and technical trade, other countries” S 00 1530
. Building and technical trade, total B SO s 3,250 262 Comparable operating profit by segment
- of which intersegment trade B J— 1. ()

€ million 1-12/2016 1-12/2015 Change,%

v e g s Grocerytrade S ms 15

Car trade, total - ' ‘ - - | 849 [T 748 : 13.5 - ,B“”dif‘g and te'c'hnic‘a‘l trade . . . .  J—— 979 - S 636 34.4
" ot which inters Cartrade 29 R s
30, 27 77

Grouptotal o o o me  owms 285

_-of whichintersegment trade B S 0 w77

Common functions and eliminations

~ Common functions and eliminations
_Finland, total

) Other countries, total*

~ Group total

* Net sales in countries other than Finland (..) Change over 100%
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Group's performance indicators by quarter

1-3/2015 4-6/2015 7-9/2015 10-12/2015 1-3/2016 4-6/2016 7-9/2016 10-12/2016
Net sales, € million 2,082 2,227 2,203 2,166 2,013 2,610 2,792 2,765
Change i net sales.% _22-60 . _41‘ .44 33172267
raratin oo i _10361758 . 831 393 680855
Gt _5079 . 38 18 2631
i . 265 T 764 N 825 N 591 . S —— 323 [ 791 [ 982 S
e N 13 et 34 R 37 T 27 [ 16 [ 30 [ 35 S S

Finance income/costs, € million ..-0.3
Profit before tax, € million -103.7 78.8 40.7 35.7 68.1 84.8
Profit before tax,% -5.0 1.9 1.8 2.6 3.0 d

Return on capital employed,%

Comparable return on capital employed,%

Return on equity,%

Comparable return on equity,%

Equity ratio,%

Capital expenditure, € million

Earnings/share, diluted, €

Equity/share, €
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Items affecting comparability

€ million

Items affecting comparability

1-3/2015

Gains on disposal

Losses on disposal

Impairment charges

Structural arrangements

Others

Items in operating profit affecting comparability

Items in income taxes affecting comparability

2.1

Total items affecting comparability

Comparable operating profit

Operating profit

Net of

Items in operating profit affecting comparability

Comparable operating profit

Comparable operating margin,%

Capital employed, average

Comparable return on capital employed,%

Comparable profit before tax

Profit before tax

Net of

Items in operating profit affecting comparability

Comparable profit before tax
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Items affecting comparability

€ million

Comparable profit

Comparable profit before tax

Net of

Income tax

Items in income tax affecting comparability

Comparable profit

Equity, average
Comparable return on equity,%

Comparable profit attributable to owners of the parent
Comparable profit
Profit attributable to non-controlling interests

Comparable profit attributable to owners of the parent

Average number of shaers, basic, 1,000 pcs

Comparable earnings/share, €

Net sales by segment

€ million

Grocery trade

Building and technical trade

Car trade

Common functions and eliminations

Group total
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1-3/2015

264

70

-2.1

74
2227

34

7

1.1
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1-3/2015
1,103

773
210

-3

2,082

4-6/2015

4-6/2015

7-9/2015

782
304
104
382
2189

106

82

58

525
9904
053

7-9/2015

1,17
857
170

4

2,203

10-12/2015

606

4.6

s
2220

9.2

EET—
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1
014
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1,249
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2166
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o
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Operating profit by segment

€ million

Grocery trade

Building and technical trade

Car trade

Common functions and eliminations

Group total

Items affecting comparability

€ million

Grocery trade

Building and technical trade

Car trade

Common functions and eliminations

Group total

Comparable operating profit by segment

€ million

Grocery trade

Building and technical trade

Car trade

Common functions and eliminations

Group total
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Calculation of performance indicators

Profitability

Return on equity, %

Comparable return
on equity, %

Return on capital
employed, %

Comparable
return on capital
employed, %

EBITDA

(Profit/loss before tax — Income tax) x 100

Shareholders' equity, average of the beginning and end of the reporting period

Profit/loss adjusted for items affecting comparability before tax — Income tax adjusted for
the tax effect of the items affecting comparability) x 100

Shareholders' equity, average of the beginning and end of the reporting period

Operating profit x 100

(Non-current assets + Inventories + Receivables + Other current assets

- Non-interest-bearing liabilities) on average for the reporting period

Comparable operating profit x 100

Non-current assets + Inventories + Receivables + Other current assets
- Non-interest-bearing liabilities) on average for 12 months

Operating profit + Depreciation and amortisation + Impairments

Funding and financial position

Equity ratio, %

Gearing, %

Interest-bearing
net debt

Interest-bearing
net debt/EBITDA

Shareholders' equity x 100

(Balance sheet total - Prepayments received)

Interest-bearing net liabilities x 100

Shareholders' equity

Interest-bearing liabilities ~Money market investments — Cash and cash equivalents

Interest-bearing liabilities

EBITDA
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Earnings/share,

diluted

Earnings/share, basic

Earnings/share, basic,
comparable

Equity/share

Payout ratio, %

Price/earnings ratio

(P/E)

Effective dividend
yield, %

Market capitalisation

Cash flow from oper-
ating activities/share

Yield of A share and
B share

Share performance indicators

Profit/loss - Non-controlling interests

Average number of shares adjusted for the dilutive effect

Profit/loss = Non-controlling interests

Average number of shares

Profit/loss adjusted for items affecting comparability
- Non-controlling interests
Average number of shares

Equity attributable to equity holders of the parent

Basic number of shares at the balance sheet date

(Dividend/share) x 100
(Earnings/share)

Share price at balance sheet date

(Earnings/share)

(Dividend/share) x 100
Share price at balance sheet date

Share price at balance sheet date x Number of shares

Cash flow from operating activities

Average number of shares

Change in share price + Annual dividend yield

196



K

STRATEGY REPORT

GRI REPORT

FINANCIAL STATEMENTS

CORPORATE GOVERNANCE

Analysis of shareholding
Analysis of shareholding by shareholder type as at 31 Dec. 2016

All shares

Number of shares, pcs

Non-financial corporations and housing corporations 24,496,401
Financial and insurance corporations 7,100,230
General government* 6,017,157
Households 2:5:,:140,?:66
Non-profit institutions** 5,290,423
Rest of the world ::349,?%&4
Nominee registered 31,625,631
Total 100,019,752
A shares

Non-financial corporations and housing
corporations

Financial and insurance corporations

General government*

Households

Non-profit institutions**

Rest of the world

Nominee registered
Total

Number of shares,

Percentage of A

Percentage of all shares,%

Percentage of all

B shares

pes shares,%

18,441,913 58.11
4,097,314 1291

L o002 16
6,130,446 19.32
1,889,840 595
2179 007
L 7553 238
31,737,007 100.00

shares,%
18.44 Non-financial corporations and housing
corporations
4.10 Financial and insurance corporations
0.40 General government*
6.13 Households
1.89 Non-profit institutions**
0.02 Rest of the world
0.76 Nominee registered
31.73 Total

* General government, for example, municipalities, the provincial administration of Aland, authorised pension providers and social security funds

** Non-profit institutions, for example, foundations awarding scholarships, organisations safeguarding certain interests and various charitable associations
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Number of shares,
pcs

6,054,488

Percentage of B
shares,%

8.87

440
822
27.84
498
0.48
4521
100.00

Percentage of all
shares,%

6.05

3.00

5.62

19.01

3.40

0.33

30.86

68.27
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Analysis of shareholding by number of shares held as at 31 Dec. 2016

All shares

Number of shares

A shares

Number of shares

Number of share-

holders, pcs shareholders,%
13,834 351
w102 3579
4,900 244
Caosnes
788 200
555 1.41
o e

39 0.10
L6 004
39,404 .100.00

Number of share-

holders, pcs shareholders,%
2,864 36.03
1916 280,
1,038 13.06
e 823
351 4.42
279 551
32 0.40

15 0.19
5 006
7,949 100,00
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Percentage of

Percentage of A

Share total, pcs

735,255
L 3771,603
. 3,856,491
(11192661
L 2591464
1,244,776
4,648,968
. 1805124
. O1173,410
100,019,752

A share total, pcs

124,616
495,574
894,864
3,526,671
2,478,311
5,961,278
2,253,856
L 3525,577
(12,476,460
31,737,007

Percentage of
shares,%

o7
377
386
1119
559
o2
465
- 7.80
5116
100.00.

Percentage of
shares,%

039

156
282

AT
781
- 18.78
710
A
- 39.31
100.00

B shares

Number of shares

Number of share-
holders, pcs

1,957
13,036
4,093
3,985
426
283
33
B

n

33847

Percentage of B
shareholders,%

3335
3881
12,09
n77
126
084
010
0.07.
005
_100.00

B share total, pcs

.. 561,383

3,492,651
L 3151020
8,396,440
3,032,853
L DA79,867
L 203,071
37,009,059
68,282,745

Percentage of
shares,%
- 097
A
- b6
- 12.30
by
- 8.03
- 352
- 682
- 54.20
100.00
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10 largest shareholders by number of shares held Management's shareholdings
as at 31 Dec. 2016
Numberof Percentage Numberof Percentage At the end of December 2016, Kesko Corporation's Board members, the President and CEO
shares, pcs  of shares,% votes  of votes,% and the corporations controlled by them held 306,814 Kesko Corporation A shares and 22,000
1 K-Retailers' Association 4,017,154 4.02 40,171,540 10.42 Kesko Corporation B shares, i.e. a total of 328,814 shares, which represents 0.33% of the total
2. Vahittsiskaupan Takaus Oy 3491771 349 2748568 704 number of shares and 0.80% of votes carried by all shares of the Company.
3. Kruunuvuoren SatamaOy 3,438,885  3.44 34,388,850 - 8.92
4. .. Nlmarinen Mutual Pension Insurance Company 990,632 .99 5596320 .1A45 At 31 December 2016, the President and CEO held 20,005 Kesko Corporation B shares, which
5. Vallugassijoitus Oy 1,340,439 134 13,404,390 3.48 represented 0.02% of the total number of shares and 0.01% of votes carried by all shares of the
6 ;::;:am“ for Vocational Training in the Retail 1,147,164 115 10,610,205 275 Company. At 31 December 2016, the Group Management Board including the President and
7. Varma Mutual Pension Insurance Company isoess T s rseies T 69 CEO held 104,678 Kesko Corporation B shares, which represented 0.1% of the total number of
Oy The English Tearoom Ab 1000000 100 1000000 026 shares and 0.03% of votes attached to all shares of the Company.
9. TheStatePensionFund 950,000 095 950,000 025
10. Elo Mutual Pensisﬁ Insurance Company 896,968 090 896,968 023

10 largest shareholders by number of votes as at
31Dec. 2016

Number of Percentage Numberof Percentage

shares, pcs  of shares,% votes  of votes,%

1 ) K-Retailers' Assq;irartriprnr 777777777 ) 4,0172154 o 402 ) AOJ71,540 ) B 10.{{2
2 ) Kruunuvuoren S‘it,f,",",“i,o)’, 7777777 73,4738,78857 o 344 ) 34,3788,78507 ) B 8.7972
3 ) Vahittaiskaupan Tark{aQVSVQy 7777777 ) 3,74917,7717 o 349 ) 727,1748,75687 ) 3 704
4. Valluga-sijoitusoy 1,340,439 1.34 13,404,390  3.48
5 Foundation for Vocational Training in the Retail 1,147,164 115 10,610,205 2.75
. Trade ,,,,,,,,,,,,,,,,, . . . . . . . . . . . . . L

6. lImarinen Mutual Pension Insurance Company 11,990,632 199 5,596,320 145
7 ) K-Food Retailersf Club 77777777777 484,336 o 0.48 ) 4,843,360 ) 126
8.  HeimoVilinenoy 470,000  0.47 4,700,000 122
9. FoodParadiseCy 469,541  0.47 4,695,410 22
10. ) T.A.T. Invest Oy 198,020 o 0.20 o 1,931,600 ) 050
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Consolidated financial statements (IFRS)

Consolidated income statement

€ million Note 1Jan-31Dec 2016 %  1Jan-31Dec 2015 % € million Note 1Jan-31Dec 2016 %  1Jan-31Dec 2015 %
.......... Profit for the year attributable to
Net sales 2 101804 1000 86789 1000  Ownersoftheparent %86 10t
Cost of goods sold -8,718.7 -85.6 -7,540.4  -86.9 Non-controlling interests 15.3 15.7
Gross profit o MAGLT Wk 11385 13 o
Earnings per share for profit attributable to

Other operating income 55 690 69 8004 92 owners of the parent o B
Employee benefit expense 63 728 1 5k48 63 Basic€ oo 0 o108
Lease expenditure -458.1 4.5 -407.7 47 Diluted, € L 5 103
e 2 ms s
Property and store site maintenance -129.0 -1.3 -105.4 -1.2
Cws s s o
Other operating expenses A O ot S
Depreciation, amortisation and impairment m 12 -161.6 -1.6 -136.8 -1.6
Operating profi o wes 14 1946 22

: wo 0w o

7 -11.6 -0.1 -14.2 -0.2
Foreign exchange differences 7 ..—.4.4 ...... O 0 —33 00
Total finance income and costs 7 0 00 a1 o
iﬁ;/.e.s.tﬁ%éﬁtsaccountedforusingtheequity -06 ...... 0 0 06 00
method
Profit before tax oo Ws2 e 1880 22
Income tox 8 W4 03 707 08
Profit for the year L2 L L S
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Consolidated statement of comprehensive income

€ million Note 1Jan-31Dec 2016 1Jan-31Dec 2015
Profit for the year ns.e N7.4

Items that will not be reclassified
subsequently to profit or loss

Acwsrialgainsandlosses e WA 30

Items that may be reclassified subsequently
to profit or loss

Currency translation differences related to a 9 10.4 -17.4
foreign operation

Cashflowhedgerevalustion 9 24 00

Revaluation of available-for-sale financial 9 0.5 1.1
assets

Others e et S

Total comprehensive income for the year, 2.0 6.4
net of tax

Total comprehensive income for the year 115.8 123.8

Comprehensive income for the year
attributable to

Owners of the parent 1008 e
Non-controlling interests L1 o S
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Consolidated statement of financial position

€ million Note 31Dec 2016 % 31Dec 2015 % € million Note 31Dec 2016 % 31Dec 2015 %
ASSETS e e EQUITY AND LIABILITIES
Non-current assets e e Equity attributable to owners of th
Property, plant and equipment . Mh 11504 12820 parent . e
Intangible assets 124305 684 Share capital e 221973 197.3
Equity accounted investments 133y 1079 9%2 Share premium 2 19re 197.8
Available-for-sale financial assets 2532 11 153 Otherreserves .2 2856 2655
Non-current receivables 14 15 23 62.6 62.9 Currency translation differences 22 237 . chae
Deferred tax assets - 16 - 7”5.8 - 39 - Revarlgrartrion reserve ool R 22 N 32 e 0.2 o
Pension assets S 17 . 717674.7 o N 1754 o Retained earnings 1,389.0 1,547
Total non-current assets 19370 439 01,8083 437 B C.......20291 460 21634 523
Non-controlling interests 97.3 2.2 78.6 1.9
Current assets - S Total equity C......21263 482 22419 542
Inventories 1.8 9189 70 e
Interest-bearing receivables 1’23 37T 1o Non-current liabilities e R
Trade receivables 19 23 32 831.2 581.7 Interest-bearing non-current liabilities 25243 387 2583
Income tax assets o 19 23 . ”2'1.2 ! 20 o Non-interest-bearing non-current 23 32 40.2 42.2
Other non-interest-bearing receivables 19 23 1986 R 1146 liabilities [ e N
Financial assets at fair value through 23 32 93.3 374.2 Deferred tax liabilities LT . SR AL A
profit or loss Pensrignrpbligatripnrs ,,,,, [ 17 - 08 L 09 -
Available-for-sale financial assets 20 23 32 1568 g - Provisions 25 14.9 15.6
Cash and cash equivalents 141.3 141.2 Total non-current liabilities ...  he25 105 384 94
Total current assets . 249 550 12,3305 563 e
Non-current assets held for sale 21 45.7 1.0 0.5 0.0 Current liabilities S
Total assets 4,407.7 100.0 4,139.3 100.0 Current interest-bearing liabilities 23 32 156.0 180.8
e Trade payables 232632 10692 795.1
Other non-interest-bearing liabilities 2326 32 2269 212.6
Income tax liabilitles 252632 87 34
Accrued liabilities 23 26 32 316.2 251.3
Provisions 5 w0 378
Total current liabilities 18180 m2 15090 36.5
Liabilities related to available-for-sale 0.8 0.0 - -
non-current assets
Total liabilities 2,281.3 51.8 1,897.3 45.8
Tota!gqqity anq VIirabiIitigrswr ~ 4,407.7 100.0 o 4,39.3 ) 100.0
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Consolidated statement of cash flows

€ million Note 1Jan-31Dec2016 1Jan-31Dec 2015 € million Note 1Jan-31Dec2016 1Jan-31Dec 2015
Cash flows from operating activities e 3 Cash flows from financing activities e 3
Profit before tax S 1Ws2 - 188.0 Interest-bearing liabilities, increase (+)/decrease (-) B30 ~ -58.6
Adjustments e Repayments of finance lease iabilities e 28
Depreciation according to plan e 1376 ”7127.67 Intgrgrst-rbgarrring receivables, in;l@arsrer(-r)r/rdecrease(+) e 20 18
Finance income and costs L. L Dividends paid ..o S .-~ . 2L
Other adjustments 3\ 906 401 Proceedsfromissueofshares o me
,,,,,,,,, 2292 T8 Acquisition of treasury shares e S
Qh,a,“,g,e,,‘“ working capital e B Srhqrtr-rtrerrrmrrrnoney market investments, increase (-)/decreaser(f)” S 3645 - -269.2
Current non-interest-bearing receivables, increase (-)/decrease (+) ) 438 - - -8 Other items 6.9 19.3
Inventories increase (-)/decrease (+) e 51 - -439 N,e,t,‘?a,§|,",f,l,°,","5 from financing activities e 1956 -465.7
Current non-interest-bearing liabilities, increase (+)/decrease (-) -78.5 o e 3
777777777 72 - ~ -38.8 Change in cash and cash equivalents and current -135.3 27.8
available-for-sale financial assets

Interest paid and other finance costs O e -
Interest received 141 8.9 Cash and cash equivalents and current available-for-sale finan- 31 334.1 313.3
birx/riarérrmcrisreceived S 00 01 cial assets as at 1January . S .
Income taxes paid a1 389 Currencytranslation difference adjustment and change invalue 21 71
Net cash flows from operating activities 170.2 276.4 Cash and cash equivalents and current available-for-sale 31 200.8 3341
""""" S - ﬁrnarr\rc:rirarlrarssgtsasat31 Dece",‘,b,?,',,,,,,,,

Cash flows from investing activities e )

Payments for acquisition of subsidiary shares, net of cash 3 -427.5 -

acquired e

Payments to acquire equity accounted investments o 731. e —11.(7)7

Payments for tangible and intangible assets L - -203.8

P,r,o,c,e,e,d,s from sale of subsidiaries, net of cash disposed of o 731. - 160.9 - - -473

Equity repaid by associates and joint ventures e 95

Proceeds from sale of tangible and intangible assets . 4704

Proceeds from sale of available-for-sale financial assets s -

Non-current loan and receivables, increase (-)/decrease (+) -1.5 -0.6

Net cash flows from investing activities 5011 2170
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Consolidated statement of changes in equity

€ million

Balance as at 1 January 2016

Share-based payment

Treasury shares
Dividends

Increase in share capital

Disposal of subsidiary

Acquisition of non-controlling interest

Other changes

Transactions with owners, total

Comprehensive income

Profit for the year

Actuarial gains/losses

Currency translation differences related to a foreign
operation

Cash flow hedge revaluation

Revaluation of available-for-sale financial assets
Others

Tax related to other comprehensive income

Total comprehensive income for the period
Balance as at 31 December 2016
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Share capital

Reserves

4834

00
00
00

00
Rt

Attributable to owners of the parent

Currency
translation
differences

Revaluation
reserve

02

Treasury shares

Retained earnings

215 1LSTAe
B
03
.......... -248.2
o 02
.......... 05
e .86
kO -249.3
R
.......... -14.0

Non-controlling
Total interest Total equity
LAIED | T Lo
BB I e
B ;0.3
e oL I dee
S R D o 125
CECN T o o0
. e W
B I 86
e B e el
o865 B3 1538
O S - 1
10.6 -0.2 10.4
L
e L
B 03
= [ =
100 S} LS 115:8
20291 | ST 2,126.3
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€ million

Balance‘as at 1January 2015

Share-based payment

Treasury shares

Dividends

Acquisition of non-controlling interest

Other changes

Transactions with owners, total

Comprehensive income

Profit for the year

Actuarial gains/losses

Currency translation differences related to a foreign
operatiqn

Cash flow hedge revaluation

Revaluation of available-for-sale financial assets

Others

Tax related to other comprehensive income

Total comprehensive income for the period

Balance‘as at 31 December 2015

Further information on share capital and reserves is disclosed in note 22, on components of other comprehensive income in note 9 and on share-based compensation plans in note 30.
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Share capital Reserves

B

00

Attributable to owners of the parent

Currency
translation
differences

Revaluation

reserve Treasury shares
...... 0 35
................ o
................ Lo
................ .00
o B
...... 00
...... LA
B
...... LI
...... 02 o215

Retained earnings

Non-controlling
interest

Total equity
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Notes to the consolidated financial statements

Note 1. Accounting policies for the consolidated
financial statements

Basic information about the company
Kesko is a Finnish listed trading sector company. Kesko has over 2,000 stores engaged in chain
operations in the Nordic and Baltic countries, Poland, Russia and Belarus.

Kesko Group's reportable segments consist of its business divisions, namely the grocery trade,
the building and technical trade, and the car trade.

The Group's parent company, Kesko Corporation, is a Finnish public limited company consti-
tuted in accordance with the laws of Finland. The Company's business ID is 0109862-8, it is
domiciled in Helsinki, and its registered address is PO Box 1, FI-00016 KESKO. Copies of Kesko
Corporation's financial statements and the consolidated financial statements are available from
Kesko Corporation, PO Box 1, Helsinki, FI-00016 KESKO, visiting address Sérnéistenkatu 2,
Helsinki, and from the internet at www.kesko.fi.

Kesko's Board of Directors has approved these financial statements for disclosure on 1 February
2017.

General information

Kesko's consolidated financial statements have been prepared in accordance with International
Financial Reporting Standards (IFRS) approved for adoption by the European Union, and they
comply with the IAS and IFRS standards and respective SIC and IFRIC Interpretations effective
on 31 December 2015. The International Reporting Standards refer to standards and their inter-
pretations approved for adoption within the EU in accordance with the procedure enacted in EU
regulation (EC) 1606/2002, included in the Finnish Accounting Act and regulations based on it.
Accounting standards not yet effective have not been adopted voluntarily for the consolidated
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financial statements. The notes to the consolidated financial statements also include compliance
with Finnish accounting and corporate legislation.

New standards were not adopted during the financial year 2016.

All amounts in the consolidated financial statements are in millions of euros and based on origi-
nal cost, with the exception of items specified below, which have been measured at fair value in
compliance with the standards.

Critical accounting estimates and assumptions

The preparation of consolidated financial statements in conformity with international accounting
standards requires the use of certain estimates and assumptions about the future that affect the
reported amounts of assets and liabilities, contingent liabilities, and income and expense. The
actual results may differ from these estimates and assumptions. The most significant circum-
stances for which estimates have been required are described below.

The estimates and judgements made are continuously evaluated, and they are based on histori-
cal experience and other factors, including expectations of future events that are believed to be
reasonable under the circumstances.

Measurement of assets acquired and liabilities assumed

Assets acquired and liabilities assumed in business combinations are measured at their fair
values at the date of acquisition. The fair values on which the allocation of costs and liabilities is
based are determined by reference to market values to the extent they are available. If market
values are not available, the measurement is based on the estimated earnings-generating capaci-
ty of the asset and its future use in Kesko's operating activities. The measurement of intangible
assets, in particular, is based on the present values of future cash flows and requires manage-
ment estimates regarding future cash flows and the use of assets.
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Impairment test

The recoverable amounts of cash generating units have been determined using calculations
based on value in use. In the calculations, forecast cash flows are based on financial plans ap-
proved by management, covering a period of three years. (Note 12)

Employee benefits

The Group operates both defined contribution pension plans and defined benefit pension plans.
Items relating to employee benefits are calculated using several factors that require the appli-

cation of judgement. Pension calculations under defined benefit plans in compliance with IAS 19
are based on, among others, the following factors that rely on management estimates (Note 17):

* discount rate used in calculating pension expenses and obligations and net finance cost for
the period

 future salary level trend

* employee service life

Changes in these assumptions can significantly impact the amounts of pension obligation and fu-
ture pension expenses. In addition, a significant part of the pension plan assets is invested in real
estate and shares, whose value adjustments impact the recognised amount of pension assets.

Measurement of inventories

The Group regularly reviews inventories for obsolescence and turnover, and for possible reduc-
tion of net realisable value below cost, and records an impairment as necessary. Such reviews
require assessments of future demand for products. Possible changes in these estimates may
cause changes in inventory measurement in future periods.

Trade receivables

The Group companies apply a uniform practice to measuring receivables past due. Possible
changes in customers' solvency may cause changes in the measurement of trade receivables in
future periods.
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Provisions

The existence of criteria for recognising provisions and the amounts of provisions are deter-
mined based on estimates of the existence and amount of the obligation. Estimates may differ
from the actual future amount of the obligation and with respect to the existence of the obliga-
tion.

Critical judgements in applying accounting policies

The Group's management uses its judgement in the adoption and application of accounting
policies in the financial statements. Management has exercised its judgement in the application
of accounting policies when, for example, measuring receivables, determining provisions for
restructuring and classifying leases.

Consolidation principles

Subsidiaries

The consolidated financial statements combine the financial statements of Kesko Corporation
and subsidiaries controlled by the Group. Control exists when the Group has more than half of
the voting rights of a subsidiary or otherwise exerts control. An investor controls an investee
when it is exposed, or has rights, to variable returns from its involvement with the investee and
has the ability to affect those returns through its power over the investee. Acquired subsidi-
aries are consolidated from the date on which the Group gains control until the date on which
control ceases. The existence of potential voting rights has been considered when assessing the
existence of control in the case that the instruments entitling to potential control are currently
exercisable. Subsidiaries are listed in note 37.

Mutual shareholding is eliminated by using the acquisition cost method. The cost of assets
acquired is determined on the basis of the fair value of the acquired assets as at the acquisition
date, the issued equity instruments and liabilities resulting from or assumed on the date of the
exchange transaction. The identifiable assets, liabilities and contingent liabilities acquired are
measured at the fair value at the acquisition date, gross of non-controlling interest.
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Intragroup transactions, receivables and payables, unrealised profits and internal distributions of
profits are eliminated when preparing the consolidated financial statements. Unrealised losses
are not eliminated if the loss is due to the impairment of an asset. Non-controlling interest in the
profit for the period is disclosed in the income statement and the amount of equity attributable
to the non-controlling interests is disclosed separately in equity.

The Group accounts for its real estate company acquisitions as acquisitions of assets.

Associates

Associates are companies over which the Group has significant influence but not control. In
Kesko Group, significant influence accompanies a shareholding of between 20% and 50% of
the voting rights. Investments in associates are accounted for using the equity method and are
initially recognised at cost.

The Group’s share of post-acquisition profits or losses is recognised in the income statement.
The cumulative post-acquisition movements are adjusted against the carrying amount of the

investment. If the Group’s share of losses in an associate equals or exceeds its interest in the
associate, the Group does not recognise further losses.

Unrealised gains on transactions between the Group and the associates are eliminated to the
extent of the Group’s interest in the associates. Unrealised losses are also eliminated, unless
the transaction provides evidence of an impairment of the asset transferred. Dividends received
from associates are deducted from the Group's result and the cost of the shares. An investment
in an associate includes the goodwill generated by the acquisition. Goodwill is not amortised.

Joint arrangements

Joint arrangements are arrangements in which the sharing of joint control has been contractually
agreed between two or more parties. Joint control exists only when decisions about the relevant
activities require the unanimous consent of the parties sharing control. A joint venture is a joint
arrangement whereby the parties that have joint control of the arrangement have rights to the
net assets of the arrangement. Investments in joint ventures are accounted for using the equity
method, and on initial recognition, they are recognised at cost.
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The Group’s share of post-acquisition profits or losses is recognised in the income statement.
The cumulative post-acquisition movements are adjusted against the carrying amount of the
investment. If the Group’s share of losses in a joint venture equals or exceeds its interest in the
joint venture, the Group does not recognise further losses.

Unrealised gains on transactions between the Group and the joint ventures are eliminated to
the extent of the Group’s interests in the joint ventures. Unrealised losses are also eliminated,
unless the transaction provides evidence of an impairment of the asset transferred. Dividends
received from joint ventures are deducted from the Group's result and the cost of the shares. An
investment in a joint venture includes the goodwill generated by the acquisition. Goodwill is not
amortised.

Mutual real estate companies

Mutual real estate companies are consolidated as common operations on a line-by-line basis in
proportion to ownership. The Group's share of mutual real estate companies' loans and reserves
is accounted for separately in the consolidation.

Subsidiaries, equity accounted investments and proportionately consolidated mutual real estate
companies are listed in note 37.

Foreign currency items

The consolidated financial statements are presented in euros, which is both the functional cur-
rency of the environment in which the Group’s parent operates and the presentation currency.
On initial recognition, the amounts with respect to the result and financial position of the Group
companies located outside the euro zone are recorded in the functional currency of each of
their operating environments. Until 31 December 2016, the functional currency of the real estate
companies operating in Russia in St. Petersburg and Moscow was the euro, which is why no
significant exchange differences have not been realised from their balance sheets to the Group.
A change has taken place in the Russian real estate market as a result of which, an increasing
number of leases is rouble denominated. Earlier leases were mainly denominated in the euro.
As of 1 January 2017, the functional currency of Russian real estate companies is the rouble as a
result of the change in the Russian rental market.
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Foreign currency transactions are recorded in euros by applying the exchange rate at the date of
the transaction. Receivables and liabilities denominated in foreign currency are translated into
euros using the closing rate. Exchange rate gains and losses on foreign currency transactions
and receivables and liabilities denominated in foreign currency are recognised in the income
statement, with the exception of those loan exchange rate movements designated as hedges of
foreign net investments and regarded as effective. These exchange differences are recognised in
equity, in compliance with the rules of hedge accounting, and their changes are presented in oth-
er comprehensive income. Foreign exchange gains and losses resulting from operating activities
are included in the respective items above operating profit. Foreign exchange gains and losses
from foreign exchange forward contracts and options used for hedging financial transactions,
and from foreign currency borrowings are included in financial income and costs.

The income statements of the Group companies operating outside the euro zone, and whose
functional currency is not that of a hyperinflationary economy, have been translated into euros
at the average rate of the financial year, and the balance sheets at the closing rate. The foreign
exchange difference resulting from the use of different rates, and the translation differences
arising from the elimination of the acquisition cost of subsidiaries outside the euro zone, and the
hedging result of net investments in them are recognised in equity, and the changes are present-
ed in other comprehensive income. In connection with the disposal of a subsidiary, translation
differences are recognised in the income statement as part of the gains or losses on the disposal.

Goodwill arising on the acquisition of foreign operations and the fair value adjustments of assets
and liabilities made upon their acquisition are treated as assets and liabilities of these foreign
operations and translated into euros at the closing rate.

The assets and liabilities of entities operating in countries that have been identified as hyperin-
flationary economies have been restated to correspond to the change in purchasing power prior
to foreign currency translation. The income statements and balance sheets of these entities have
been translated into euros at the rate of the balance sheet date. In 2016, the Group did not have
entities operating in hyperinflationary economies.
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Financial assets
The Group classifies its financial assets into the following categories:

* financial assets at fair value through profit or loss
* available-for-sale financial assets
* loans and receivables

The classification at initial recognition depends on the purpose for which the financial asset was
acquired.

Regular way purchases or sales of financial assets are recognised on trade date. Financial assets
are classified as non-current, if they have a maturity of more than 12 months after the balance
sheet date. If financial assets are expected to be settled within 12 months, they are classified as
current. Financial assets at fair value through profit or loss are classified as current.

Financial assets are derecognised when the rights to receive cash flows from the financial asset
have expired or have been transferred from the Group, and when the risks and rewards of own-
ership have been transferred from the Group.

At each date of the financial statements, the Group assesses whether there is evidence that a
financial asset is impaired. If any such indication exists, the recoverable amount of the asset is
estimated. The recoverable amount is the fair value based on the market price or the present val-
ue of cash flows. The fair value of financial assets is determined on the basis of a maturity based
interest rate quotation. An impairment loss is recognised if the carrying amount of financial
assets exceeds the recoverable amount. Impairment losses are recognised within the financial
items of the income statement.

Financial assets at fair value through profit or loss

Financial assets at fair value through profit or loss include instruments initially classified as
financial assets at fair value through profit or loss (the fair value option). These instruments are
managed based on fair value and they include investments in money market funds, as well as in-
vestments in other interest-bearing instruments with maturities of over three months, as defined
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by the Group's treasury policy. The interest income from these financial assets and changes in
their fair values, as well as any commissions returned by the funds are presented on a net basis
in the interest income of the relevant class in the income statement.

In addition, financial assets at fair value through profit or loss include all derivatives that do not
qualify for hedge accounting in compliance with IAS 39. Derivatives are carried at fair value
using prices quoted in active markets. The results of derivatives used for hedging purchases and
sales are recognised in other operating income or expenses. The result of derivatives used for
hedging financial items is recognised in financial items, unless the derivative has been designat-
ed as a hedging instrument.

Available-for-sale financial assets

Available-for-sale financial assets are non-derivative assets designated as available for sale at
the date of initial recognition. Available-for-sale financial assets are measured at fair value at the
balance sheet date and the changes in their fair values are recognised in equity and presented

in other comprehensive income. The fair value of publicly quoted financial assets is determined
based on their market value. Financial assets not quoted publicly are measured at cost if their
fair values cannot be measured reliably.

Dividends from equity investments included in available-for-sale financial assets are recognised
in financial items in the income statement. The interest income from available-for-sale finan-
cial assets is recognised in the financial items of the relevant class. When an available-for-sale
financial asset is sold, the accumulated changes in fair value recognised in equity are included in
other financial income/expenses in the income statement.

Loans and receivables

Loans and receivables are non-derivative assets with fixed or measurable payments, and they
are not quoted in active markets. Loans and receivables also include trade receivables and other
receivables. They are recognised at amortised cost using the effective interest rate method.
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Cash and cash equivalents

Cash and cash equivalents include cash on hand and deposits with banks. The cash and cash
equivalents in the consolidated balance sheet also include amounts relating to the retail oper-
ations of the division parent companies, used as cash floats in stores, or amounts being trans-
ferred to the respective companies.

Financial liabilities

Financial liabilities have initially been recognised at fair value, net of transaction costs. In the
financial statements, financial liabilities are measured at amortised cost using the effective interest
rate method. Arrangement fees paid on the establishment of loan facilities and financial liabilities
are amortised over the period of the facility to which it relates. Financial liabilities having maturities
of more than 12 months after the balance sheet date are classified as non-current liabilities. Those
maturing within 12 months after the balance sheet date are classified as current liabilities.

Derivative financial instruments and hedge accounting

When derivative contracts are entered into, they are recognised at fair value and in the financial
statements, they are re-measured at their fair value. The recognition of changes in the fair value
of derivatives depends on whether the derivative instrument qualifies for hedge accounting and,
if so, on the hedged item. When entered into, derivative contracts are treated either as fair value
hedges of receivables or liabilities, or in the case of interest rate risk and electricity price risk,
as cash flow hedges, as hedges of net investments in a foreign entity, or as derivative contracts
that do not meet the hedge accounting criteria. If the hedge accounting criteria are not met, the
results of instruments hedging a commercial foreign exchange risk are recognised in profit or
loss within other operating income or expenses. Concerning derivatives hedging financial trans-
actions, the amount to be recognised in the income statement is included in financial items.

When a hedging arrangement is entered into, the relationship between the hedged item and the
hedging instrument, as well as the objectives of the Group's risk management are documented. The
effectiveness of the hedge relationship is tested regularly and the effective portion is recognised,
according to the nature of the hedged item, against the change in the fair value of the hedged item,
in translation differences in equity, or in the revaluation reserve. The ineffective portion is recognised,
according to its nature, either in financial items or other operating income and expenses. The effec-
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tive portion of changes in the fair value of instruments used for hedging cash flows, such as long-term
credit facilities, is recognised in the revaluation reserve. A change in the fair value of foreign currency
derivatives relating to the credit facility is recognised in borrowings, and a change in the fair value of
interest rate derivatives in other non-interest-bearing receivables or liabilities.

Hedge accounting is discontinued when the hedging instrument expires or is sold, or when the
contract is terminated or exercised. Any cumulative gain or loss existing in equity at that time
remains in equity until the forecast transaction has occurred.

Measurement principles

The fair value of forward rate agreements is determined by reference to the market prices at the
balance sheet date. The fair value of interest rate swaps is calculated on the basis of the present
value of future cash flows, using the market prices at the balance sheet date. The fair value of
foreign exchange forward contracts is determined by measuring the forward contracts at the for-
ward rate at the balance sheet date. Currency options are measured using the counterparty's price
quotation, but the Group also verifies the price by applying the Black-Scholes method. Electricity
derivatives are measured at fair value using the market quotations at the balance sheet date.

Hedging a net investment in foreign operations

During the financial year, the Group has not hedged net investments in foreign operations. If a
hedge is initiated, the Group applies hedge accounting in accordance with IAS 39 to hedge foreign
currency net investments in foreign operations. Foreign exchange forward contracts or foreign
currency borrowings are used as hedging instruments. Spot price changes in foreign exchange
forward contracts are recognised in translation differences under equity, and disclosed in other
comprehensive income. The premiums of forward contracts are recognised as income under fi-
nancial items. The exchange difference of foreign currency borrowings is recognised in translation
differences under equity. When a foreign operation is partially or wholly disposed of or wound up,
cumulative gains or losses from the hedging instruments are recognised in profit or loss.

Embedded derivatives

The Group has prepared method descriptions for identifying embedded derivatives and applies
fair value measurement to them. In Kesko Group, embedded derivatives can be included in
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binding commercial contracts denominated in a currency which is not the functional currency
of either party and not commonly used in the economic environment in which the transaction
takes place. The fair value of embedded derivatives is determined using the market prices at the
measurement date and the change in fair value is recognised in the income statement.

Property, plant and equipment

Property, plant and equipment mainly comprise land, buildings, machinery and equipment. Prop-
erty, plant and equipment are carried at historic cost net of planned depreciation and possible
impairment. The property, plant and equipment of acquired subsidiaries are measured at fair
value at the date of acquisition.

Subsequent costs relating to items of property, plant and equipment are included in the asset’s
carrying amount or recognised as a separate asset only when it is probable that future eco-
nomic benefits associated with the item will flow to the Group and the cost of the item can be
measured reliably. The carrying amount of any component accounted for as a separate asset is
derecognised when replaced. The machinery and equipment of buildings are treated as sepa-
rate assets and any significant expenditure related to their replacement is capitalised. All other
repair, service and maintenance expenditures of items of property, plant and equipment are
charged to the income statement during the financial period in which they are incurred.

Depreciation on property, plant and equipment is calculated using the straight-line method over
their estimated useful lives. Land is not depreciated.

The most common estimated useful lives are:

Buildings 10-33 years
Components of buildings 8-10 years
Machinery and equipment 3-8 years
Cars and transport equipment 5 years

The residual values and useful lives of property, plant and equipment are reviewed at least at the
end of each financial year. If the estimates of useful life and the expected pattern of economic
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benefits are different from previous estimates, the change in the estimate is accounted for.

Depreciation of property, plant and equipment ceases when an item is classified as a non-cur-
rent asset held for sale.

Gains and losses on disposals of property, plant and equipment are recognised in the income
statement and stated as other operating income and expenses.

Intangible assets

Goodwill and trademarks

Goodwill is not amortised but is instead tested for impairment annually and whenever there is an

indication of impairment. For testing purposes, goodwill is allocated to the cash generating units.

Goodwill is measured at initial cost and that acquired prior to 1 January 2004, at deemed cost
net of impairment. Any negative goodwill is immediately recognised as income. For goodwill, a
recognised impairment loss is not reversed.

Intangible assets with indefinite useful lives are not amortised. They are tested for impairment
annually and whenever there is an indication of impairment. These intangible assets include
trademarks capitalised upon acquisition, recorded at their fair values at the acquisition date.

Other intangible assets

The cost of intangible assets with definite useful lives are recorded in the balance sheet and rec-
ognised as expenses during their useful lives. Such intangible assets include software licences,
customer relationships and licences measured at the fair value at the date of acquisition, and
leasehold interests that are amortised during their probable lease terms.

The estimated useful lives are:

Software and licences 3-5years
Customer and supplier relationships 10 years
Licences 20 years
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Research and development expenses

The costs of research and development activities have been expensed as incurred, because the
Group does not have development costs eligible for capitalisation. Development costs previous-
ly recognised as an expense are not recognised as an asset in subsequent periods.

Software

The salary costs of the Group employees working on projects for developing new software and
other directly attributable costs are capitalised as part of the software cost. On the balance
sheet, software is included in intangible assets and its cost is amortised over the useful life of
the software. Costs associated with maintaining the software are recognised as an expense as
incurred.

Impairment of non-financial assets

At each balance sheet date, the Group assesses whether there is any indication that an asset
may be impaired. If any such indication exists, the recoverable amount of the asset is estimated.
The recoverable amount of goodwill and intangible assets with indefinite useful lives is assessed
every year whether or not there is an indication of impairment. In addition, an impairment test is
performed whenever there is an indication of impairment.

The recoverable amount is the higher of an asset's fair value less costs to sell and value in use.
Often, it is not possible to estimate the recoverable amount for an individual asset. Then, as in
the case of goodwill, the recoverable amount is determined for the cash generating unit to which
the goodwill or asset belongs.

An impairment loss is recognised if the carrying amount of an asset exceeds its recovera-

ble amount. The impairment loss is recognised in the income statement. An impairment loss
recognised for an asset in prior years is reversed, if the revaluation shows an increase in the
recoverable amount. However, the reversal of an impairment loss of an asset should not exceed
the carrying amount of the asset without impairment loss recognition. For goodwill, a recognised
impairment loss is not reversed under any circumstances.
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Leases

The Group acts as both lessor and lessee of real estate and machines. Leases in which risks and
rewards incidental to ownership are not transferred to the lessee are classified as operating leas-
es. Lease payments related to them are recognised in the income statement on a straight-line
basis over the lease term.

Leases that substantially transfer all risks and rewards incidental to ownership to the Group are
classified as finance leases. An asset leased under a finance lease is recognised in the balance
sheet at the lower of the fair value at the inception date and the present value of minimum lease
payments. The lease obligations of finance leases are recorded in interest-bearing liabilities in

the balance sheet. Lease payments are recognized as finance costs and a decrease in the liability.

Assets acquired under finance leases are depreciated over the shorter of the useful life of the
asset and the lease term.

Similarly, leases in which assets are leased out by the Group and substantially all the risks and re-
wards incidental to ownership are transferred to the lessee, are classified as finance leases. Assets
leased under such contracts are recognised as a receivable in the balance sheet and the receivable
is stated at present value. The financial income from finance leases is determined so as to achieve
a constant periodic rate of return on the remaining net investment for the lease term.

In sale and leaseback transactions, the selling price and the future lease payments are usually
interdependent. If a sale and leaseback transaction results in a finance lease, any proceeds ex-
ceeding the carrying amount are not immediately recognised as income. Instead, the amount is
recognised as a liability in the balance sheet and amortised over the period of the lease. If a sale
and leaseback transaction results in an operating lease and the transaction was executed at fair
value, any profit or loss is recognised immediately.

If the selling price is less than fair value, any profit or loss is recognised immediately, unless the
loss is compensated by future lease payments at below market price, in which case the loss is
deferred and amortised over the period for which the asset is expected to be used. If the selling
price exceeds fair value, the excess over fair value is deferred and amortised over the period for
which the asset is expected to be used. If fair value at the time of a sale and leaseback transac-

KESKO'S ANNUAL REPORT 2016

tion is less than the carrying amount of the asset, a loss equal to the amount of the difference
between the carrying amount and fair value is recognised immediately.

Inventories

Inventories are measured at the lower of cost and net realisable value. Net realisable value is the
estimated selling price in the ordinary course of business less direct costs necessary to make
the sale. The cost is determined using weighted average costs. The cost of certain categories of
inventory is determined using the FIFO method. The cost of finished goods comprises all costs
of purchase including freight. The cost of self-constructed goods comprises all costs of conver-
sion including direct costs and allocations of variable and fixed production overheads. The cost
excludes borrowing costs.

Trade receivables

Trade receivables are recognised in the amounts of initial sale. Impairment is recognised when
there is objective evidence of impairment loss. The Group has established uniform principles for
the determination of impairment of trade receivables based on the time receivables have been
overdue. In addition, impairment is recognized, if there is other evidence of a debtor's insolven-
cy, bankruptcy or liquidation. Impairment is recognised as an expense in other operating expens-
es. If an amount previously written off is subsequently settled, it is recognised as a reduction of
other operating expenses.

Non-current assets held for sale and discontinued operations
Non-current assets (or a disposal group) are classified as held for sale, if their carrying amount
will be recovered principally through the disposal of the assets and the sale is highly probable.
If their carrying amount will be recovered principally through their disposal rather than through
their continuing use, they are measured at the lower rate of the carrying amount and fair value
net of costs to sell.

The comparative information in the income statement is adjusted for operations classified as dis-
continued during the latest financial period being reported. Consequently, the result of discon-
tinued operations is presented as a separate line item also for the comparatives. In the financial
years 2016 and 2015, the Group had no discontinued operations.
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Equity

The Group classifies the instruments it has issued either in equity or in financial liabilities

based on their nature. An equity instrument is any contract that evidences a residual interest

in the assets of an entity after deducting all of its liabilities. Expenses related to the issuance or
acquisition of equity instruments are presented as an allowance for equity. If Kesko Corporation
acquires equity instruments of its own, their cost is deducted from equity.

Provisions

A provision is recognised when the Group has a present legal or constructive obligation as

the result of a past event, and it is probable that an outflow of resources embodying economic
benefits will be required to settle the obligation, and that a reliable estimate can be made of

the amount of the obligation. Provision amounts are reviewed on each balance sheet date and
adjusted to reflect the current best estimate. Changes in provisions are recorded in the income
statement in the same item in which the provision was originally recognised. The most significant
part of the Group's provisions relates to warranties given to products sold by the Group and to
onerous lease contracts.

A warranty provision is recognised when a product covered by warranty provisions is sold. The
provision amount is based on historical experience about the level of warranty expenses. Leases
become onerous and a provision is recognised for them, if the leased premises remain vacant, or
if they are subleased at a rate lower than the original. A provision is recognised for the estimated
loss from vacant leased premises over the remaining lease term and for losses from subleased
premises.

Employee benefits

Pension plans

The Group operates both defined contribution pension plans and defined benefit pension plans.
The contributions payable under defined contribution plans are recognised as expenses in the
income statement for the period to which the payments relate. In defined contribution plans, the
Group does not have a legal or constructive obligation to pay further contributions, in case the
payment recipient is unable to pay the retirement benefits.
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In defined benefit plans, the Group may incur obligations or assets after the payment of the
contribution. The pension obligation represents the present value of future cash flows from

the benefits payable. The present value of pension obligations has been calculated using the pro-
jected unit credit method. Pension costs are expensed during employees' service lives based on
actuarial calculations. The discount rate assumed in calculating the present value of the pension
obligation is the market yield of high-quality corporate bonds. Their maturity substantially corre-
sponds to the maturity of the pension liability. The assets corresponding to the pension obliga-
tion of the retirement benefit plan are carried at fair values at the balance sheet date. Actuarial
gains and losses are recognised in comprehensive income in the income statement.

Share-based payment
Share awards

The costs relating to share-based payments are recorded in the income statement and the
corresponding liability for share-based payments settled in cash is recognized in the balance
sheet. The liability in the balance sheet is measured at fair value at each balance sheet date. For
equity-settled share-based payment transactions, an increase corresponding to the expensed
amount is recorded in equity.

The Company's Board of Directors has granted a share-based compensation plan to management
under which an award consisting of B series shares and an amount in cash is paid upon fulfilling the
plan’s terms. The fair value of the award paid in shares is the value of the share at the grant date
and it is recognised as an expense on a straight-line basis over the vesting and commitment period
of the plan. The expensed amount is based on the Group's estimate of the amount of award paya-
ble in shares at the end of the vesting period. The effects of non-market conditions are not includ-
ed in the fair value of the awards. Instead, they are accounted for in the assumptions of the number
of shares expected to vest at the end of the vesting period. A cash component is paid to cover

the taxes and tax-like charges incurred under the award. The cash component is recognised as an
expense during the vesting period. Changes in estimates are recorded in the income statement.

Revenue recognition policies

Net sales comprise the sale of goods, services and energy. The contribution of the sales of ser-
vices and energy to total net sales is not significant.
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For net sales, sales revenue is adjusted for indirect taxes, sales adjustment items and the ex-
change differences of foreign-currency-denominated sales. Sales adjustment items include loyal-
ty award credits relating to the K-Plussa customer loyalty scheme, which are recognised at fair
values as part of sales transactions. Loyalty award credits affect the net sales of those segments
which grant K-Plussa customer loyalty credits and are engaged in retailing.

The Group sells products to retailers and other retail dealers in addition to engaging in own
retailing. Income from sales of goods is recognised when significant risks, benefits and control
relating to the ownership of the goods have been transferred to the buyer, and it is probable that
the economic benefits associated with the transaction will flow to the Group. As a rule, income
from sales of goods can be recognised at the time of transfer. Sales to retailers and other retail
dealers are based on invoicing. Retail sales are mainly in cash and by credit card.

Income from services is recognised after the service has been performed and when a flow of
economic benefits associated with the service is probable.

Interest income is recognised on a time apportionment basis using the effective interest method.
Dividend income is recognised when the right to receive payment is established.

Other operating income and expenses

Other operating income includes income other than that associated with the sale of goods or
services, such as lease income, store site and chain fees and various other service fees and com-
missions. Other operating income and expenses also include gains and losses on the disposal of
property, plant and equipment as well as realised and unrealised gains and losses on derivatives
used for hedging foreign currency risks associated with commercial transactions.

Borrowing costs

The Group has not capitalised interest costs incurred as part of the acquisition of assets, be-
cause the Group does not have qualifying assets.
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Directly attributable transaction costs clearly associated with a certain borrowing are included
in the original amortised cost of the borrowing and amortised as an interest expense using the
effective interest method.

Income tax

The taxes recognized in the consolidated income statement include the Group companies' taxes
on current net profits on an accrual basis, prior period tax adjustments and changes in deferred
taxes. The Group companies' taxes have been calculated from the taxable income of each com-
pany determined by local jurisdiction.

Deferred tax assets and liabilities are recognised on all temporary differences arising between
the tax bases and carrying amounts of assets and liabilities. Deferred tax liability has not been
calculated on goodwill insofar as goodwill is not tax deductible. Deferred tax on subsidiaries’
undistributed earnings is not recognised unless a distribution of earnings is probable, causing tax
implications.

Deferred tax has been determined using the tax rates enacted at the balance sheet date, and as
the rates changed, at the known new rate. A deferred income tax asset is recognised to the ex-
tent that it is probable that it can be utilised against future taxable income. The Group's deferred
income tax assets and liabilities are offset when they relate to income taxes levied by the same
taxation authority.

The most significant temporary differences arise from defined benefit pension plans, property,
plant and equipment (depreciation difference), provisions and measurements at fair value of
asset items in connection with acquisitions.

Dividend distribution

The dividend proposed by the Board of Directors to the General Meeting has not been deduct-
ed from equity. Instead, dividends are recognised on the basis of the resolution by the General
Meeting.
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New IFRS standards and IFRIC interpretations and amendments to
the existing standards and interpretations

In addition to the standards and interpretations presented in the 2016 financial statements, the
Group will adopt the following standards, interpretations and amendments to standards and
interpretations issued for application in its 2017 or subsequent financial statements.

IFRS 9 Financial instruments

The standard addresses the classification, measurement and recognition of financial assets and
financial liabilities. IFRS 9 allows financial assets to be classified into three measurement cate-
gories: amortised cost, fair value through other comprehensive income and fair value through
profit and loss. The measurement category is determined on initial recognition. Classification
depends on the business model for managing financial assets and the contractual cash flow
characteristics of the instrument. For financial liabilities, the standard retains most of the IAS 39
requirements. The main change is that, in cases where the fair value option is taken for financial
liabilities, the part of a fair value change due to an entity’s own credit risk is recorded in other
comprehensive income, unless this creates an accounting mismatch. The Group's management
estimates that the new standard will have a minor impact on the accounting treatment of finan-
cial assets.

The effective date of the standard is 1 January 2018. The standard has been endorsed for adop-
tion by the EU.

IFRS 15 Revenue from Contracts with Customer

The standard replaces IAS 11, ‘Construction contracts’ and IAS 18, 'Revenue’ and related inter-
pretations’. Revenue is recognised when control of goods or services transfers to a customer.

A customer obtains control when it has the ability to direct the use of and obtain the benefits
from the goods or services. The core principle is that an entity recognises revenue to depict the
transfer of promised goods or services to customers in an amount that reflects the consideration
to which the entity expects to be entitled in exchange for those goods or services.
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Kesko Group’s income mainly consists of sales of goods and services to business and consumer
customers under ordinary trading sector terms and conditions. Management estimates that the
adoption of the new standard will not have a material impact on the consolidated financial state-
ments. The standard is not estimated to have any impact on customer agreements or business
operations. The adoption of the standard is estimated to have only minor impacts on business
support processes or information systems.

The effective date of the standard is 1 January 2018. The standard has been endorsed for adop-
tion by the EU.

IFRS 16 Leases

On 13 January 2016, IASB issued a new IFRS standard, IFRS 16 Leases. The standard addresses
the definition, recording, measurement of lease contracts and notes related to lease arrange-
ments. According to the standard, all leases of over 12 months are recognized as assets and
liabilities (right-of-use assets).

The store site network is a strategic competitive factor for K Group. Kesko Group leases store
sites for use in its business operations in all of its operating countries. At the end of 2016, Kesko
Group had over 1,500 leased properties the rental liability for which was €2,957 million.

Management estimates that the new leasing standard will have a significant impact on the Com-
pany’s income statement, balance sheet and performance indicators.

The effective date of the standard is 1 January 2019. The standard has not yet been endorsed for
adoption by the EU.

Management estimates that the other issued new IFRS standards, IFRIC interpretations and

amendments to the existing standards and interpretations will not have a material impact on the
consolidated financial statements or their presentation.
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Note 2. Segment information

The Group's reportable segments are composed of the Group's divisions, namely the grocery
trade, the building and technical trade, and the car trade.

Segment information is reported in a manner consistent with the internal reporting provided to
the chief operating decision-maker. The chief operating decision-maker, responsible for allocat-
ing resources to the operating segments, has been identified as the Group Management Board.
The reportable operating segments derive their net sales from the food trade, the building and
technical trade, and the car trade. Sales between segments are charged at prevailing market
rates.

The Group Management Board assesses the segments' performances based on operating profit,
comparable operating profit, and return on capital employed. Exceptional transactions outside
the ordinary course of business are treated as items affecting comparability and allocated to
the segments. The Group identifies gains and losses on the disposal of real estate, shares and
operating activities, impairments and significant costs of discontinuing operations and re-
structurings as non-recurring items. Gains on disposals are presented in the income statement
within other operating income, and losses on disposals within other operating expenses. In
other respects, the Management Board’s performance monitoring is in full compliance with IFRS
reporting. Finance income and costs are not allocated to the segments, as the Group’s cash and
cash equivalents are managed by the Group Treasury. Changes in the fair values of intra-Group
foreign exchange forward contracts entered into are reported as part of other operating income
and expenses to the extent that they hedge the segments’ foreign exchange risk.

The assets and liabilities of a segment’s capital employed consist of operating items that can be
justifiably allocated to the segments. The assets of capital employed comprise property, plant
and equipment and intangible assets, investments accounted for using the equity method and
other investments, pension assets, inventories, trade receivables and other non-interest-bearing
receivables, interest-bearing receivables and assets held for sale. The liabilities of capital em-
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ployed consist of trade payables, the share of other non-interest-bearing liabilities and provi-
sions. The Group’s real estate assets and the revenue and costs generated from them have been
allocated to the segments.

Capital employed does not include deferred tax assets and liabilities, financial assets at fair value
through profit or loss, except for fair value measurements of foreign exchange forward contracts
recognised in the balance sheet, available-for-sale financial assets, cash and cash equivalents, or
interest-bearing liabilities.

Grocery trade

The grocery trade comprises the wholesale and B2B trade of groceries in Finland. In Finland, Ke-
sko Food operates under the K-retailer business model. The Russian grocery trade business was
disposed of on 30 November 2016. Following the acquisition of Suomen Lahikauppa Oy, Kesko
Food itself acts as a retailer in Finland. The conversion of Siwas and Valintatalos into K-Markets
was begun in May 2016 and by the end of the year, 223 stores had been converted. Suomen
Lahikauppa Oy was renamed K-Market Oy in autumn 2016. There are around 900 K-food stores
operating under the K-retailer business model. These stores form the K-Citymarket, K-Super-
market and K-Market grocery retail chains. Kesko Food manages the operations of the chains
made up of the stores. Chain operations ensure higher competitiveness and a strong operation-
al basis for K-retailers in terms of purchasing goods, building selections, marketing and price
competition. Kesko Food’s subsidiary Kespro Ltd engages in grocery wholesaling in the Finnish
hotel, restaurant and catering (HoReCa) business. K-citymarket, home and speciality goods, is a
retailer of home and speciality goods in Finland.

Building and technical trade

The building and technical trade operates in the wholesale, retail and B2B trade in Finland, Swe-
den, Norway, the Baltic countries, Poland, Russia and Belarus. In the building and home improve-
ment trade, Kesko is responsible for the chains’ concepts, marketing, purchasing and logistics
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services and the store site network in all operating countries and for retailer resources in Finland.
The Group itself acts as a retail operator in Sweden, the Baltic countries, Russia and Belarus. The
retail store chains are K-Rauta, Rautia, Byggmakker (Norway), K-Senukai (the Baltic countries)
and OMA (Belarus). The building and home improvement stores serve both consumer and pro-
fessional customers. On 1 June 2016, Kesko Corporation acquired Onninen Oy which specialises
in the B2B trade. Onninen is one of the leading suppliers of HEPAC and electrical products and
related service providers. The group specialises in the B2B trade and has around 150 places of
business in Finland, Sweden, Norway, Poland, the Baltic countries and Russia. Kesko's business
operations in the HEPAC and electrical product groups will expand and it will be able to provide
better service to contractor customers in particular.

This reportable segment also includes the agricultural and machinery trade in Finland, the
machinery trade in the Baltic countries, the leisure trade in Finland and the furniture trade. The
furniture trade chains in Finland and the Baltic countries are Asko and Sotka. Intersport, Budget
Sport and Kookenka are the leisure chains. Intersport engages in the sports equipment trade

in Finland. The agricultural and machinery trade comprises the operations of K-maatalous and
Konekesko. The machinery trade is a service company specialising in the import and trade of
construction, environmental, agricultural and recreational machinery.

Car trade

The car trade comprises the business operations of VV-Auto. VV-Auto imports and markets
Volkswagen, Audi and Seat passenger cars and Volkswagen and MAN commercial vehicles in
Finland. VV-Auto also engages in car retailing and provides after-sales services at its own retail
outlets. In December 2016, VV-Auto Group acquired Oy AutoCarrera Ab and as a result, the
import and retailing of Porsche transferred to VV-Auto.

Common functions
Common functions comprise Group support functions.
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Segment information for 2016

Profit

Building and
€ million Grocery trade technical trade Car trade Common functions Total
B . 10,2082

 Segment net sales 4 2B 003 e B0 DB 103085
-0.2 -106.7

Other segment income. ‘ e A ay
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Assets and liabilities

Building and
€ million Grocery trade technical trade Car trade Common operations Eliminations Total
Tangible and intangible assets 791.5 661.6 95.9 28.9 2.9 1,580.9
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Building and
€ million Grocery trade technical trade Car trade Common operations Eliminations Total
i L -] 1 i S S|

_Total capital employed as at 31 December J
821.6 ~1,000.4 139 3318 2222875

_Average capital employed

s 8 B8 90

281 sz ms we 0

N L . .
8200 wpw 78 7R B

Average number of personnel
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Segment information for 2015

Profit

Building and
€ million Grocery trade technical trade Car trade Common operations Total
3,249.8 747.9 129.4 8,799.9
of which intersegment sales CoASAL 06 0k 06 210
Net sales from external customers L MBSTS o REkeA s 8 . 86789

_Segment net sales B o Wer2s

_Other segmentincome L 807 BT S T 814.5
of which intersegment income e eo 20 41
_ Other operating income from external customers . s o e 0eT ......800.4

276
194.6

Depreciation and amortisation e

o des

ltems affecting comparabiity B
26.1 -22.7 244.5

_Comparable operating profit Vs

Finance income and costs -7

Investments accounted for using the equity method 06
188.0
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Assets and liabilities

€ million

Tangible and intangible assets

Grocery trade

788.3

Building and
technical trade

523.7

Car trade
75.7

Common operations

60.0

Eliminations

4.7

0.2

0.0

1102

40.6

16.3

19.5

211.9

382.3

140.9

284.5

256.6

43.4

ns3

-14.1

50.5

60.7

4.

24.2

3.8

3.8

0.3

63.1

0.5

13843

12635

264.4

388.8

13843

12635

264.4

388.8

424.4

355.3

17.4

7.7

233.5

131.3

69.2

88.8

4.0

16.6

31.9

0.9

661.9

503.3

118.6

975

661.9

503.3

118.6

97.5
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29
06

20

w28

.

Total

14505

TS
AT
L1350,
08T
118.5
AT
05
3,2481

3.9

2
371.7
o w2

1393

781
5072
s
13857

L 89

312

1,897.3
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Building and
€ million Grocery trade technical trade Car trade Common operations Eliminations Total
7224 w03 o M58 P13 e 18924
874 . 8230 1057 - o 20832

_Total capital employed as at 31 December

_Average capital employed

4 T2

wes 3 %60 ®s 02 785

N sses om0 78 S8 s
6420 om2e  70 4 18s

Average number of personnel
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Group-wide information

The Group operates in Finland, Sweden, Norway, Estonia, Latvia, Lithuania, Poland, Russia and Belarus. The grocery trade operates in Finland and, until the end of November 2016, in Russia. The
building and technical trade operates in Finland, Sweden, Norway, the Baltic countries, Poland, Russia and Belarus, and the car trade operates in Finland.

Net sales, assets, capital expenditure and personnel are presented by location. Other countries include Russia, Belarus and Poland.

2016

€ million Finland  Other Nordic countries Baltic countries Others Eliminations Total
Netsales B GEE B EEEE BELE BUBT e L SO - )
Assets B 209aT B FILD s ZIBY T B0 |
Capital expenditure 630.1 31 24.7 85.2 7431
Average number of personnel . Y - A B 246
2015

€ million Finland  Other Nordic countries Baltic countries Others Eliminations Total
Ot SElES s 7,056.8 627.2 5841 426.8 80 ... 86783
Assets 2,357 1823 2163 492.5 o B2he
Capital expenditure 1306 42 al. 79.6 et 1825
Average number of personnel 8,300 988 4,508 ) 5,160 S ..18,9.55

Net sales are nearly completely derived from sales of goods. The amount derived from sales of services is minor.
Kesko Group does not have income derived from a single customer amounting to more than 10% of Kesko Group’s total income.
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Note 3. Business acquisitions and disposals of assets

Acquisitions

On 12 April 2016, Kesko Food Ltd, a Kesko Corporation subsidiary, acquired the whole share
capital of Suomen Lahikauppa Oy from the private equity investment firm Triton. Kesko Cor-
poration acquired Onninen Oy's whole share capital from Onvest Oy on 1 June 2016. VV-Auto
Group acquired the whole share capital of Oy AutoCarrera Ab and as a result, the import and
retailing of Porsche transferred to VV-Auto.

Suomen Onninen Oy Auto-
€ million Lihikauppa Group carrera Ab
Consideration paid 54 364 27
Provisionally determined fair values of assets acquired
and liabilities assumed as at the date of acquisition
Intangible assets 5 94 2
Tangible assets and investments 33 21 1
Inventories 33 227 9
Receivables 12 238 4
Deferred tax asset 22 3 -
Cash and cash equivalents 8 17 0
Total assets 113 599 16
Trade payables, other payables, provisions 134 275 7
Deferred tax liability 0 16 1
Total liabilities 134 291 8
Net assets acquired, total -22 309 8
Goodwill 76 55 19

KESKO'S ANNUAL REPORT 2016

Suomen Onninen Oy Auto-
€ million Lahikauppa Group carrera Ab
Cash flow impact of acquisition
Consideration paia VVVVVVVVVVVVVVVV | -54 - 7-364 . -25
Cash and cash equwalents acquied B 8 R 1? . ”70
Cash flowimpactrﬁrfrartrztrqrﬁisition 777777777 B -46 . 7-31;77 . .25

Suomen Lihikauppa Oy

On 12 April 2016, Kesko Food Ltd, a Kesko Corporation subsidiary, acquired the whole share cap-
ital of Suomen Lahikauppa Oy from the private equity investment firm Triton. The debt-free price
of the acquisition, structured as a share purchase, was €54 million.

Suomen Lahikauppa has concentrated on grocery stores located near customers. The acquisition
underpins Kesko's new strategy, one focus area of which is to increase and renew the neighbour-
hood store network.

The tables above are a condensed presentation of the consideration paid to Triton, the values of
the assets acquired and liabilities assumed by Kesko Group as at the date of the acquisition, as well
as the cash flow impact of the acquisition.

The €76 million goodwill from the acquisition reflects the synergies expected to arise especially
from purchasing and logistics, marketing, store site network development, information system
expenses and administration. Kesko estimates that it will gain annual synergy benefits of over 30
million at EBITDA level from the acquisition as of 2018. The achievement of synergies will require
conversion costs for the renewal of the stores acquired from Suomen Lahikauppa. The costs of
store and network conversion, to be treated as restructuring costs affecting the comparability of
the operating profit, will total approximately €30 million in 2016-2018. The goodwill derived from
the acquisition is not tax deductible.
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The Group's profit for January-December 2016 includes costs incurred from an acquisition in the
amount of €1.2 million, the most significant of which is the €0.6 million asset transfer tax. The
costs are presented within items affecting comparability.

Suomen Lahikauppa contributed €575 million to the net sales of the April-December period. The
impact on the comparable operating profit for the April-December period was €-7.4 million and
taking synergies into account, €-3.2 million. Management estimates that if the acquisition had
been completed on 1January 2016, the impact on the Group's net sales would have been approxi-
mately €795 million. The impact on the comparable operating profit would have been €-17 million.
When determining the amounts of net sales and comparable operating profit, management
estimates that the fair values recognized at the date of acquisition would have been the same if the
acquisition had been completed on 1 January 2016.

Onninen Oy

Kesko Corporation acquired Onninen Oy's whole share capital from Onvest Oy on 1 June 2016.
The debt-free price of the acquisition, structured as a share purchase, was €364 million.

Onninen is one of the leading providers of HEPAC and electrical products and services in the Baltic
Sea Region and Scandinavia. The group specialises in the B2B trade and has around 140 places of
business in Finland, Sweden, Norway, Poland, the Baltic countries and Russia. Kesko's business
operations will expand in the HEPAC and electrical product groups and it will be able to better
serve contractor customers in particular. In addition, Kesko will gain new customer relationships in
the infrastructure and industry customer groups.

The tables above are a condensed presentation of the consideration paid to Onvest Oy, the values
of the assets acquired and liabilities assumed by Kesko Group as at the date of the acquisition, as
well as the cash flow impact of the acquisition.

The total value of the intangible assets acquired as at the date of the acquisition (including

customer relationships and trademarks) is €94 million. The balance sheet value of current trade
receivables equals their fair value.
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The €55 million goodwill from the acquisition reflects the synergies expected to mainly arise from
the utilisation of the common customer relationships, from purchasing and logistics, the develop-
ment of the store site network, as well as from ICT and administration. Kesko estimates that it will
gain annual synergy benefits of approximately €30 million at EBITDA level from the acquisition as
of 2020. The achievement of synergies will require both capital expenditures and non-recurring
costs. The combined net cash flow impact of synergy benefits is estimated at around €25 million
positive in 2016-2019. The goodwill derived from the acquisition is not tax deductible.

The Group's profit for January-December 2016 include costs incurred from an acquisition in the
amount of €6.8 million, the most significant of which is the €5.8 million asset transfer tax. The
costs are presented within items affecting comparability.

Onninen contributed €908 million to the net sales of the June-December period. The impact

on the comparable operating profit for the June-December period was €18.2 million, adversely
impacted by the fair value allocations of inventories written off in the amount of €5.1 million. Man-
agement estimates that if the acquisition had been completed on 1January 2016, the impact on the
Group's net sales would have been approximately €1,500 million. The impact on the comparable
operating profit would have been €17.7 million. When determining the amounts of net sales and
comparable operating profit, management estimates that the fair values recognized at the date of
acquisition would have been the same if the acquisition had been completed on 1 January 2016.

Oy AutoCarrera Ab

In December VV-Auto Group, a Kesko Corporation subsidiary, acquired the whole share capital of
Oy AutoCarrera Ab. As a result, the import and retailing of Porsche transferred to VV-Auto. The
price of the acquisition, structured as a share purchase, was €27 million.

The tables above are a condensed presentation of the consideration paid, the values of the assets
acquired and liabilities assumed by Kesko Group as at the date of the acquisition, as well as the
cash flow impact of the acquisition.

The €19 million goodwill derived from the acquisition reflects the synergies and growth potential

expected to be realised as Porsche increases VV-Auto's car selection. The acquisition will also
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create synergies in the car trade processes, suc as purchases, store site network, logistics, ICT and
administration. The goodwill derived from the acquisition is not tax deductible.

The Group's profit for December 2016 include costs incurred from an acquisition in the amount of
€0.6 million, the most significant of which is the €0.4 million asset transfer tax.

AutoCarrera contributed €4.4 million to the net sales of December. The impact on the compa-
rable operating profit for the December was €-0.0 million, adversely impacted by the fair value
allocations of inventories written off in the amount of €0.1 million. Management estimates that if
the acquisition had been completed on 1January 2016, the impact on the Group's net sales would
have been approximately €45 million. The impact on the comparable operating profit would have
been €2.2 million. When determining the amounts of net sales and comparable operating profit,
management estimates that the fair values recognized at the date of acquisition would have been
the same if the acquisition had been completed on 1 January 2016.

In 2015 Kesko Group did not have acquisitions to be accounted for as business combinations.

Disposals of assets
In July 2016, Kesko sold its shares in OOO Johaston and at the same time, disposed of the Inter-
sport business in Russia.

In November 2016, Kesko sold the grocery business in Russia to Lenta Ltd. The aggregate consid-
eration for the disposal was approximately €178 million, on which a €69 million comparable loss
affecting comparability was recognised.

In 2015, Kesko sold the department store chain Anttila Oy to the German investment fund 4K
INVEST at a price of €1 million. The date of the transaction was 16 March 2015. A €-130 million loss
on the disposal affecting comparability was recorded on the transaction.

In 2015, Kesko, AMF Pensionsférsakring and llmarinen established a joint real estate investment

company. Kesko sold some of its store sites in both Finland and Sweden to the established joint
venture. A €75.6 million selling profit affecting comparability was recorded.
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In 2015, Kesko also sold four properties to Kesko Pension Fund. A €22.9 million selling profit
affecting comparability was recorded.

Note 4. Other operating income and
other operating expenses

Other operating income

€ million 2016 2015
Income from services 535.3 544.3
lease income  wms ws
Gains on aisposal of 'Langible arnrcri Vintangible”arssets . 3.3 1027
Realisercrirgrains on d;r}vative cornrtrrracts and élﬁnges in frarilr' Vvalue - . 5.2 - 66
Othersmr . 7113..’; 1023

Total 699.0 800.4
Income from services mainly comprises chain and store site fees paid by chain companies.

Other operating income includes €1.8 million (€101.0 million) of items affecting comparability.
More information on items affecting comparability is presented in note 5.

Other operating expenses

€ million 2016 2015
Other operating expenses -161.9 -112.2
Lossesrcrzrnrdisposal Vorfrtangible é;;éts and sHéFes o - " ;65.3 | - -1.’;6;6
Realisercrirlrosses on zrﬂérrivative ccr>;17trracts andrcrlrwanges in falr value® - " -3.? | - -68

Total -249.6

* Includes changes in fair values of embedded derivatives.
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Auditors’ fees In 2016, the items affecting comparability include €69.2 million loss on the disposal of the

€ million 2016 2015 Russian grocery trade, €30.0 million in impairment charges, €11.4 million in costs related to the
PricewaterhouseCoopers, firm of auditors conversion of Suomen Lahikauppa’s chains, and €6.9 million in asset transfer taxes on acquisi-
tions included in structural arrangements. Due to the change in the Russian real estate market,

Audit ... o the functional currency of the building and home improvement trade’s Russian properties was
Tax consultation 0.1 0.1 . . .
.- AR changed from euro to rouble on 31 December 2016, and as a result, a €15 million impairment
Other services N 06 charge was allocated to the properties. In 2015, the items affecting comparability include a €130
Total I 15 million loss on the divestment of Anttila, gains on disposal of properties in the amount of €101.0
X ] million, and relating to the restructuring of Intersport Russia's operations, a total of €17.2 million
Other audit firms . 2.0 1.2 of impairment charges and provisions.
Note 5. Items affecting comparability Note 6. Employee benefit expense, management
compensation and number of personnel
€ million 2016 2015
Gains on disposal of properties and shares 4.2 101.2
Losses on disposal of properties and shares -71.0 -131.8 € million 2016 2015
Impairment losses -30.0 - Salariersrarnd fees ... [ -574'7,,, -AQQfZ
Structural arrangements -23.1 -19.3 Social security costs | .. N ,-57'5,,, _L,L?z
Other items 6.3 0.0 Pension costs -78.3 -55.0
) ) ) Deflned contribution p|ans -80.5 -55.5
Exceptional transactions outside the ordinary course of business are treated as items affecting Share-based payment L R -6.4
comparability and they have been allocated to segments. The Group identifies gains and losses Total -722.8 -544.8
on disposal of real estate, shares and business operations, impairment charges and significant -
costs of discontinuing business operations and restructurings as items affecting comparability. Information on the employee benefits of the Group’s management personnel and other related
Gains on disposal have been presented within other operating income, and losses on disposal party transactions are presented in note 33, and on share-based payment in note 30.

within other operating expenses in the income statement. Impairment charges have been pre-
sented within depreciation, amortisation and impairment in the income statement.
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Remuneration of the Group companies’ managing directors and €million 2016 2015
board members Interest expense and other finance costs
Interesrtrzre;(pense on f%ﬁancial Iiésiiities at arrrnrc;rrtised co.;,'; VVVVVV -108 | - -116
€ million 2016 2015 Lossesrcrzﬁrdisposalr Vorfraravailabler-%crnr'-sale finrarr;cr:iral assetg - 7 00 | - 7-717.1
Salaries of managing directors (incl. fringe benefits) 8.0 6.0 Other finance costs -0.8 -1.6
Remuneration of Board members " o4 04  Totalinterestexpenseand other finance costs . me w2
Total S 83 ea
o - Exchaﬁé;differeﬁeé; VVVVVVVVVVVVVVVVVVV
Exchar;éérdifferenrcrersr énd chanéég in fair Q%Idés of deri;éfives, borrrrorvrvrings —44 -33
Average number of the Group personne| g::::zaat:lj in foreign currencies not qualifying for hedge accounting, and
Total e?ci\ange diﬁéénces VVVVVVVVVVVVVVVVVV -4.4 -3.3
2016 2015 e
Grocery Vtrrade ,,,,,,,,,,,,,,,,,,,,,,, 8’200 . L 6’4,2,0 Total f%r;aﬁaa inco;ﬁ;;nd cost; VVVVVVVVVVVVVVVVV -1.0 A
Building and technical trade 12,744 11,269 o S
Cartrade N — N — . I 780 The interest expense includes €0.1 million (€0.2 million) of interests on finance leases recognised
Common functions N u87 as expenses for the period.
Total 22,476 18,956
The realised result of interest rate derivatives used for hedging a USD-denominated Private
Placement credit facility is recognised in net terms in interest expense with the loan interest.
Note 7. Finance income and costs
Exchange differences recognised in the income statement
€ million 2016 2015
Interest income and other finance income € million 2016 2015
Interesrtr iHcome oﬁ V|<V)Varns and rrercrerivables 7777777777 " 711.37:” - 78 Sales S 1 7'0~17 | - f9-1
Interesrtr ir;come oﬁ Vfriﬁrancial aség at fair value througfrmrél;ofit or Ioss 7 B 07 - 08 Otherincome 27 - 6.6
Interesrtr ir;come oﬁ Varvrerailable-fc;rr-rsrale finangi;i Vassets - N 16 - 16 Purchases 02 - 0.2
Gains on aisposal of é;/ailable-rférrr-sale finéﬁééél assets " 1.6 | . 01 Other expenses ) 7-3.7”. - -,STA
Other ﬁﬁénce incc;rr'nre” R R " 04 - 01 Finance income and costs -4.4 -3.3
ot nterestncome snd other e meame L T e 1 T
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Note 8. Income tax Note 9. Components of other comprehensive
L]
income
€ million 2016 2015 . .
Current tax s s  Components of other comprehensive income and related tax
Tax for prior years -0.8 0.0
Deferred tax 10.7 12.8 2016 Tax 2015 Tax
s i o o Before  charge/ Before  charge/
Total S | 07 € million tax credit  After tax tax credit  After tax
Items that will not be reclassified
subsequently to profit or loss
Reconciliation between tax expense shown in the income statement Actuarial gains and losses 40 28 1 288 58 230
and tax calculated at parent's rate Items that may be reclassified
subsequently to profit or loss
€ million 2016 2015 Currency translation differences relating 10.4 10.4 -17.4 -17.4
to a foreign operation
Profit before tax 145.2 188.0
RN o o o Cash flow hedge revaluation 31 -0.6 2.4 0.0 0.0 0.0
Tax at parent's rate 20.0% -29.0 7.6
T S S R o o Revaluation of available-for-sale financial 0.7 -0.1 0.5 1.4 -0.3 1.1
Effect of foreign subsidiaries’ different tax rates 33 3.0 assets
Effect of tax-free income 0.6 2.8 others _0"3” D _0‘.3” _0'3” 0.3
Effect of expenses not deductible for tax purposes =74 -32.8 Total _01 21 20 12_5” _G_LIM 6.4
Effect of tax losses -4.9 57
Effect of consolidation 6.4 -0.3
Tax for prior years -0.8 0.0
Effect of change in tax rate 0.3 0.3
Others -0.2 -0.4
Tax charge -31.4 -70.7

The impact of the corporation tax rate change, effective from 1 January 2017 in Norway, on the

deferred tax for the financial year 2016 was €0.3 million. The impact of the corporation tax rate
change, effective from 1 January 2016 in Norway, on the deferred tax for the financial year 2015
was €0.3 million.
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Note 10. Earnings per share

Basic earnings per share are calculated by dividing the net profit for the period attributable to
the parent’s equity holders by the weighted average number of shares outstanding during the
period. Diluted earnings per share are calculated by adjusting the weighted average number of
all shares to assume conversion of all potentially dilutive shares.

2016 2015
98.6 101.6

99,248,794 99,113,741
99,248,794 99,113,741
Basic, € 0.99 1.03
Diluted, € 0.99 1.03
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Note 11. Property, plant and equipment

2016 Machinery and Prepayments and

€ million Land and waters Buildings equipment Other tangible assets  construction in progress Total 2016
COSt ...............................................................................................................................................................................................................
Cost as at 1 January 357.2 1,184.2 508.5 83.3 714 2,204.4
Currency translation diferences R 2 . B = S
L OO | ............... . LT ... SOOI TR s = SR BB 2 |
Acquisitions 1.4 1.2 44.9 0.2 1.7 59.4
Deductions R . S = AN
Disposals -52.1 -180.8 -34.4 -26.1 -2.7 -296.0

Accumulated depreciation, amortisation and impairment as at . -486.1 -391.3 -33.1 -922.3
Vdanuary
Currency translation diffrences S 29 05 48
Accumulated depreciation, amortisation and impairment on 9.6 40.8 15.8 4.3 70.4
disposals ...............................................................................................................................................................................................................
Accumulated depreciation and amortisation on deductions L ..~ A oL
Accumulated depreciation and amortisation on transfers 2B v 6 22 S
Depreciation charge for the year and impairments e S TEE e, B8] e B |
Accumulated depreciation, amortisation and impairment as at -6.1 -485.6 -378.7 -31.2 -901.6

31 December
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2015 Machinery and Prepayments and

€ million Land and waters Buildings equipment Other tangible assets  construction in progress Total 2015
Cost

Costasat iy o 4260 5130 570 o1 wo 63
Currency translation differences -0.5 -7.8 -6.4 -1.1 0.0 -15.6
g -
Deductions 748 419.5 765 205 02 5916
Transfers betweenitems 0-2 366 34 15 2.2 Lo
Cost as at 31 December 357.2 1,184.2 508.5 83.3 71 2,204.4
Acumiated depreciaon, amrisaton and mpaiment | o
Accumulated depreciation, amortisation and impairment charges as -1.7 -550.1 -408.7 -36.5 -1,007.0
atldanvary . .
Currency translation differences 1.2 3.0 0.3 4.5
Accumulated depreoatlonof deductions and.t.r.a\.riglééfg o 125.9 55.6 . 101 - 1§i.7
Depreciation chargefor theyear and lmpalrments -63.2 -41.2 -7.1 -1115
Accumulated depreciation, amortisation and impairment charges -11.7 -486.1 -391.3 -33.1 -922.3
as at 31 December

Carrying amoﬁr.'ni:;s. at 1 .J.a.l.'l.l.lary ............... 414.3 962.9 138.3 . 60.7 48.0 . .‘.|,62.l.|.1
Carrying amm;r;t.a.s. at 3;I.I.:).e.cember ............... 345.5 698.1 117.2 50.2 VAR 1,2821

Property, plant and equipment include the following amounts of machinery and equipment leased under finance leases:

€ million

Cost

Accumulated depreciation

Carrying amount
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23.4
-15.3
8.1
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Note 12. Intangible assets

2016
€ million

7 Cost

Goodwill Trademarks

LR R

Other intangible assets Prepayments

Total 2016

See mes
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2015

€ million Goodwill Trademarks Other intangible assets Prepayments Total 2015

Cost
(Costasatllanvary . o B - 1 L N - 2

Currency translation differences 0.1 -2.0 -2.8 0.0 -4.6
. o M85 256

Cost as at 31 December 101.6 70.9 229.5 8.4 410.3

Accumulated amortisation and impairment

_ Accumulated amortisation and impairment charges as at 1 January o Mehz T8 s . 268

_ Currency translation differences e 2 T < 28

_ Accumulated amortisation of deductions and transfers 2 L S 45.6

_ Amortisation charge for the year and impairments e TES3 253

Accumulated amortisation and impairment charges as at 31 December -60.6 -1.4 -174.0 0.0 -241.8

Carrying amount as at 1 January 41.0 65.1 60.4 1.5 177.9

1684

e . .

Other intangible assets include other non-current expenditure, of which €55.4 million (€33.4 million) are software and licence costs.
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Goodwill and intangible rights by segment

€ million Trademarks* 2016 Goodwill 2016
Grocerytrade 76.1
Building and technical trade

s o
Onninen 583 55.1 )
Kesko Senukai, Baltics 20.5
-
Indoor, Finland 39.1 41
o 07
Total 123.3 189.9

* Intangible assets with indefinite useful lives
** After tax, rate used in impairment testing

The car trade excluded, the cash generating units have been identified at a lower level than the
reportable segments. The units have been identified at the chain level. The €3.8 million good-
will related to Konekesko's Yamarin business is presented within available-for-sale non-current
assets.

The useful lives of trademarks (brands) included in intangible assets have been classified as
indefinite, because it has been estimated that the period over which they generate cash inflows
is indefinite. This is because no foreseeable limit to the period over which they are expected to
generate net cash inflows for the Group can be seen. Trademarks are part of assets acquired in
connection with acquisitions.

Intangible assets with indefinite useful lives are tested annually for possible impairment and
whenever there is an indication of impairment.
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Discount rate (WACC)** Discount rate (WACC)**

2016 Trademarks* 2015 Goodwill 2015 2015
,,,,,, CHO —
"""" 70 ws - 60
o B

7.0 18.3 7.0

o T .

7.0 39.1 4.1 6.0

o O 02
63.5 372

Impairment test for goodwill and intangible assets

In impairment testing, the recoverable amount of a cash-generating unit is determined based on
value-in-use calculations. These calculations use cash flow projections based on financial plans
approved by management, covering a period of three years. The key assumptions used for the
plans are total market growth and profitability trends, changes in store site network, product
and service selection, pricing and movements in operating costs. Cash flows beyond this period
have been extrapolated mainly based on 1.0-4.0% (1.0-4.0%) forecast growth rates, allowing for
country-specific differences.

The discount rate used is the weighted average cost of capital (WACC) after tax, specified for
each segment and country and adjusted for tax effect in connection with the test. The WACC
formula inputs are risk-free rate of return, market risk premium, industry-specific beta factor,
target capital structure, borrowing cost and country risks. As a result of the update of calcula-
tion parameters, discount rates fell in Russia and rose in Norway and Finland compared to the
previous year.
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Impairment losses

There were no impairment charges recognised on goodwill or intangible rights in the financial

years 2016 and 2015.

Sensitivity analysis

Disclosures on equity accounted investments and the Group’s own-

profits/losses:

The key variables used in impairment testing are the EBITDA margin and the discount rate. The

most sensitive to movements in assumptions in the building and technical trade are the brand

€ million

related to the Byggmakker business and the goodwill related to the Russian business. If their 2016

residual EBITDA decreased by more than 0.3-0.5 percentage points, an impairment would be
recognised. Regarding the other cash generating units, according to management’s estimates, a

Mercada Oy, Helsinki

foreseeable change in any key variable would not create a situation in which the unit’s recovera-

ble amount would be lower than its carrying amount.

Note 13. Equity accounted investments

€ million

Carrying amount as at 1 Januar

The shares in associates and joint ventures are not quoted publicly.
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2016

99.2
-1.3
9.9

0.0

107.9

Véhittaiskaupan Tilipalvelu VTP Oy,

Helsinki
Others
2015 Total
92.2
02 2015
163 Mercada Oy, Helsinki
_94 Kruunuvuoren Satama Oy, Helsirfnqur
992 Valluga-sijoitus Oy, Helsinki

Véhittdiskaupan Tilipalvelu VTP Oy,
Helsinki

Others

Total

Assets Liabilities
668.9 624.0
257.3 131.9
30.2 0.3
86.8 0.3
7.2 1.7
43.8 35.7
1,094.1 793.9
670.7 627.3
261.7 148.5
21.3 0.0
79.3 0.2
7.4 1.9

4.4 3.1
1,050.8 781.0

Net sales

7487.3 .
129
00
14

9.1

0.1
71.8

26.9
13.1

1.4

9.3

0.2
51.0

Profit/loss

3.8

8.5

2.7
7.4

0.0

-0.1
223

10.2
7.2

1.6

4.5

0.2

0.0
23.6

ership interest in their aggregated assets, liabilities, net sales and

Ownership
interest, %

”3:3.37
749.07
”46.27
”34.37
730.07

771’;3.37
749.07
”46.27
”34.37
75’)0.07
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Note 14. Non-current receivables Note 15. Finance lease receivables
Maturity analysis of non-current receivables as at 31 Dec 2016 2016 2015
Present Present
€ million 2018 2019 2020 2021 2022- Total value of value of
Non-interest-bearing non-current 14 0.0 0.2 0.4 18 Minimum Unearned minimum Minimum Une'arned minimum
receivables lease finance lease lease finance lease
- - G o € million receivables income receivables receivables income receivables
Loans and receivables from associates and 1.5 56.0 57.5
joint ventures Finance lease receiva-
Other non-current receivables 0.3 2.9 0.0 0.0 0.0 3.3 S S [ S EEEERE
T No later than 1year 0.3 0.0 0.3 2.7 0.0 2.7
Total 3.2 2.9 0.0 0.2 56.4 62.6 S
e Later than 1year and - - - 0.3 0.0 0.3

no later than
. . . . . 5 years
The carrying amount of non-interest-bearing non-current receivables and finance lease 7
receivables equal their fair value. T T e —————ss: S
Total finance lease 0.3 0.0 0.3 3.0 0.0 3.0
receivables

Maturity analysis of non-current receivables as at 31 Dec 2015

€ million 2017 2018 2019 2020 2021- Total
Non-interest-bearing non-current 14 0.0 0.0 0.4 1.9
receivables

Finance lease receivables 0;3 7 03
Loans and receivables from associates and - 1;5 - ”56;0 - 575

joint ventures
Other non-current receivables 0.4 0.4 2.3 0.1 0.1 3.3
Total 21 1.9 2.3 0.1 56.5 62.9
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Note 16. Deferred tax

Movements in deferred tax in 2016

Income statement Tax charged/credited

€ million 1Jan 2016 charge to equity Exchange differences Other changes 31Dec 2016
Deferred taxassets
Provisions
Total R R
Total

Balance sheet division of net deferred tax liability

€ million 2016 2015 . L . .
Other temporary differences within deferred tax assets include €3.6 million of deferred tax as-
Deferred tax assets 5.8 3.9 .. . . s . .. ™
————————————————————————————————— i B sets arising from compliance with the Group’s accounting principles and €4.2 million of deferred
Deferred tax liabilities 48.1 7.4 - A . . A .
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, e OO ............coo e tax assets resulting from timing differences between local accounting principles and taxation.

Total 42.3 67.5
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Movements in deferred tax in 2015

Income statement Tax charged/credited
€ million 1Jan 2015 charge to equity Exchange differences Other changes 31Dec 2015
Deferred taxassets : S
Provisions 13.2 -0.7 -2.9 9.6
Defined benefit pension plans . 03 02 | o
Tax loss carry-forwards 101 0.8 -2.6 8.3
Other temporary differences . 18.0 9.9 0.0 12 69 . 18
Total 415 98 0.0 -3.8 <& . 38
Deferred tax liablities R | .
Difference between accounting depreciation and tax depreciation 541 -4.5 49.6
Fair value allocation . n3 16 | 04 [ -
Defined benefit pension plans 29.5 0.0 5.8 35.3
Other temporary differences . 0.8 14 03 05 0
Lo S 104.7 47 61 -0.9 0 102
Netdeferredté;(.ltiéi;).il.i.t)./ .................... 63.2 675

Tax loss carry-forwards

Tax losses carried forward for which tax assets have not been recognised expire as follows:
As at 31 December 2016, the Group’s unused tax losses carried forward were €169.0 million,
for which deferred tax assets have not been recognised, because at the balance sheet date, the € million 2017 2018 2019 2020 2021 2022- Total

realisation of the related tax benefit through future taxable profits is not probable. 08 9.0 8.6 76 16 1413 169.0

Deferred tax liabilities have not been recognised for taxes that would be payable on subsidiaries’
undistributed earnings, because the subsidiaries’ distributions are at the discretion of the Group,
and a distribution of profits with tax effect is not probable in the near future.
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Note 17. Pension assets

The Group operates several pension plans in different operating countries. In Finland, the stat-
utory pension provision of personnel is provided through pension insurance companies and the
voluntary supplementary pension provision is mainly provided through Kesko Pension Fund. The
statutory pension provision provided through pension insurance companies is a defined con-
tribution plan. The supplementary pension provision provided through Kesko Pension Fund is a
defined benefit plan.

As regards foreign subsidiaries, the pension plan operated in Norway is classified as a defined
benefit plan. As at 31 December 2016, the net liability in respect of the defined benefit plan in
Norway was €0.2 million (€0.3 million). The defined benefit plan in Norway is not included in the
tables below, because its impact on the consolidated amounts is insignificant. The pension plans
in the other foreign subsidiaries are managed in accordance with local regulations and practices
in each country and they are defined contribution plans.

Kesko Pension Fund

Kesko Pension Fund is a pension provider of its members providing supplementary retirement
benefits to employees who are beneficiaries of the Pension Fund's department A. Department
A was closed on 9 May 1998. As the conditions set out in the Fund's rules are met, beneficiaries
between 60 and 65 years of age are granted an old-age pension. The amount of retirement ben-
efit granted by the Fund is the difference between the employee's retirement benefit based on
his/her pensionable salary calculated in accordance with the Fund's rules and the statutory pen-
sion. In addition to the individually calculated pensionable salary, the retirement benefit amount
of each beneficiary is impacted by the duration of his/her membership of the Pension Fund. At
the end of 2016, the Pension Fund had 2,717 beneficiaries, of whom 641 were active employees
and 2,076 were retired employees. Kesko Group's contribution to the Pension Fund's obligation
is 96.7% (96.7%). The notes present Kesko Group's interest in the Pension Fund except for the
analysis of assets by category and the maturity analysis of the obligation.
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In addition to its rules, the Pension Fund's operations are regulated by the Employee Benefit
Funds Act, the decrees under the Act and official instructions, and the Fund's operations are
controlled by the Financial Supervisory Authority. The regulations include stipulations on the
calculation of pension obligation and its coverage, for example. The pension obligation shall be
fully covered by the plan assets, any temporary deficit is only allowed exceptionally. In addition,
the regulations include detailed stipulations on the acceptability of the covering assets and the
diversification of investment risks.

Kesko Group does not expect to pay contributions to the Pension Fund in 2017.

The defined benefit asset recognised in the balance sheet in respect of Kesko Pension Fund
is determined as follows:

€ million 2016 2015
Present value of defined benefit obligation -300.4 -266.1
Fair value of plan assets  sews 4w
Net assets recognised in the balance sheet e T X
Moverrnrtrerrlrtrirnr the net ;;sets recognised in the balance sheet

Asat1lanuary e w12
Income/costrecognlsed in the income statement N V V 22 05
Remeasurement w1 288
Contributions to plan and plan costs o4 ou
As at 31 December e X
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€ million

As at 1 January 2016

GRI REPORT

Present value of

defin

ed benefit
obligation

-266.4

Fair value of
plan assets

-1.8

-6.0

-7.8

4.4

0.7

-40.7

14.7

-300.4
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10.0
10.0

-0.4

464.

442.8

26.6

26.6

-14.7

FINANCIAL STATEMENTS

€ million

As at 1 January 2015

CORPORATE GOVERNANCE

Present value of
defined benefit
obligation

Fair value of
plan assets
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Plan assets were comprised as follows in 2016 Plan assets were comprised as follows in 2015

€ million Quoted Unquoted Total € million Quoted Unquoted Total

Equity instruments 100.3 56.5 156.8 Equity instruments 89.7 43.0 132.7

Debt instruments 26.5 37.0 63.5 Debt instruments 26.5 31.6 58.1

Investment funds 35.0 17.2 52.2 Investment funds 30.3 18.4 48.7

Properties 147.4 147.4 Properties - 159.3 159.3

Equity instruments 4.7 4.7 Equity instruments 6.0 - 6.0

Investment funds 32.8 32.8 Investment funds 27.8 - 27.8

Investment funds 22.7 22.7 Investment funds 26.5 - 26.5

Total 222.0 258.1 480.1 Total 206.8 252.3 459.1

€ million 2016 2015

Kesko Corporation shares included in fair value 23.0 15.7

Principal actuarial assumptions:

2016 2015
Discount rate 1.50% 2.30%

Salary growth rate 2.30% 2.20%

Inflation 1.80% 1.70%

Pension growth rate 2.10% 1.90%

Average service expectancy, years 10 10
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Weighted average duration of pension obligations and expected maturity analysis of
undiscounted pension obligations

2016 2015
Weighted average duration of pension obligations, years 16 15
Expected maturity analysis of undiscérlir;trétrirpr)reﬁrsri;n obligations,
€ million
Lessthantyear N - 15.6 R 152
Between1-10years N - i18.é R 1186
Between10-20years . 7112.17} | B 1115
Between 20-30years . 778.(5 | B 775
Over30years . V 770.7 | B 715
Toal  sus 3943

Finnish pension reform

It has been decided to reform the statutory pension provision in Finland and the amendments
will come into force at the beginning of 2017. The objective of the amendments is to extend
working life in order that the financing of the statutory earnings-related pension scheme and
sufficient pension provision can be ensured.

In the financial year 2016, the rules of the Pension Fund were changed to the effect that the
Pension Fund's supplementary retirement benefit does not compensate for the lowering of the
statutory pension provision resulting from the rise of the statutory pension age. The effect of
the change in the rules was a €2 million decrease in the defined benefit obligation, which was
recorded in the financial statements at 31 December 2016.
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Risks related to pension plan

Asset related risks

The Pension Fund's investment assets comprise properties, shares and equity funds, private
equity funds and both long-term and short-term money market investments. The Pension Fund's
investment policy defines the investment restrictions pertaining to classes of assets and the
allowed investees. The investment plan, annually confirmed by the Pension Fund board, sets the
investment allocation and return targets for the year ahead. The objective of investing activity

is to secure a return on the investments and their convertibility into cash, as well as ensuring
appropriate diversity and diversification of investments. On an annual basis, the objective is

to exceed the Pension Fund's obligation expenses and costs, so that contributions need not be
charged to the members. The long-term target return on investment activity is 5.0%. The risks
involved in investing activity are managed by continuously monitoring market developments and
analysing the adequacy of the return and risk potential of the investments. The returns com-
pared to chosen reference indices and the breakdown of investments are reported on a monthly
basis. In 2016, the realised return on investing activity was 8.3%.

If the return on investment assets underperforms the discount rate applied to the calculation of
the present value of defined pension obligation, a deficit in the plan may arise. The diversification
of assets is aimed to reduce this risk in varying financial conditions. If a deficit is created in the
pension plan, such that the pension obligation is not fully covered, Pension Fund members are ob-
ligated to pay contributions to the Fund in order to cover the obligation. Calculated in compliance
with the IAS 19 standard, the amount of plan assets exceeded the plan obligation by €164.1 million
as at 31 December 2016. Local rules concerning the Pension Fund may also create a contribution
obligation in situations in which the IAS 19 obligation is fully covered. In such a case, the amount of
contributions charged increases the amount of pension assets according to IAS 19.

Obligation related risks

In addition to the general level of interest rates, the defined benefit obligation is impacted

by changes in the statutory pension provision, future salary increases, index-based pension
increases and changes in life expectancy. The pension promise made to the Fund's beneficiaries
is tied to the amount of pensionable salary and it is a lifelong benefit. The total pension amount
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consists of the statutory pension and the supplementary pension provided by the Fund. Salary
increases will increase the future pension amount. Changes in statutory pension provision, such
as an increase in the retirement age or a reduction of pension provision, which are compensated
to pensioners by the supplementary pension and, consequently, the changes would increase

the defined benefit obligation. The amount of future pensions is adjusted annually with an
index-based increase in accordance with the terms and conditions of the plan. The extension of
life expectancy will result in an increase in plan obligation.

Changes in the general level of interest rates and the market yield of high-quality bonds have an
impact on the present value of the defined benefit obligation. When the level of interest rates
falls, the present value of the defined benefit obligation rises. Because the Pension Fund's invest-
ment assets are invested and their return targets are set for long terms, changes in the annual
return on investments do not necessarily correlate in the short term with changes in the discount
rate applied to the defined benefit obligation.

Sensitivity analysis
The sensitivity of the defined benefit obligation to changes in the principal assumptions is pre-
sented in the following table.

Impact on defined

Impact on defined ben- benefit obligation,

Actuarial assumption Change in assumption efit obligation, increase decrease
2016

Discount rate 0.50% 730% 8.30%
Salary growth rate 0.50% 150% 1.40%
Pension growth rate 050% 6.40% 5.80%
2015 B

Discorurnrt rate 7(7).750% 7. ;6;80% 7. 760%
Salar)é érowth rrartre 7(7).750% 7. V‘VI.VMO% 7. -1.407‘7’/;
Pensi;nrgrowthr ;'éte 7(7).750% 7. 767.700% 7. -5.407‘7’/0”
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The impacts of sensitivity analysis have been calculated so that the impact of a change in the
assumption is calculated while assuming that all other assumptions are constant. In practice, this
is unlikely to occur, and changes in some of the assumptions may correlate with each other. The
sensitivity of the defined benefit obligation has been calculated using the same method as when
calculating the pension obligation recognised within the statement of financial position.

Note 18. Inventories

€ million 2016 2015
Goods 969.3 729.7
Prepayments 9.5 5.3
Total 978.9 735.0
Write-down of inventories to net realisable value 48.0 39.2

Note 19. Trade and other current receivables

€ million 2016 2015

Interest-bearing receivables

Finance lease receivables V 0.3 27
Interesrtr—rbrearing |oa?1g and recéirvrarbles " 3.4 | 73
Total i;\rtrerrest-bearriﬁrg receivaglgs " 3.? | 176.70
Trade receivables 831.2 581.7

Income tax assets 21.2 2.0

Other non-interest-bearing receivables

Non-interest-bearing loans and receivables 24.5 19.6
Prepaiaré;(penses " 7174.17 | 950
Total §£Hér non-intrélr'est-bearirrrlrgrreceivabi;s o . . ‘i98.é | . 11’4;6
Tota|”” - 1,0546 7083
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A total amount of €6.7 million (€3.7 million) of trade receivables has been recognised within
credit losses in the income statement. The credit risk is described in more detail in note 32.

Prepaid expenses mainly comprise allocations of purchases and employee benefit expenses.

The fair values of current trade and loan receivables, and those of current interest-bearing re-
ceivables are estimated to equal the carrying amounts due to their short maturities.

Note 20. Current available-for-sale
financial assets

€ million 2016 2015
Carrying amount as at 1 Januar 371.7 271.7
Changes o o 2157 998
Changes in fairvalve o1 o2
Carrying amount as at 31 December 1568 317

The available-for-sale financial assets include current investments in commercial papers, certifi-
cates of deposits and other interest rate instruments. An analysis of the assets is given in note 32.
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Note 21. Non-current assets classified as held for
sale and related liabilities

€ million 2016 2015
Intangible assets 3.9 -
nd 104 03
Buildinrgrs; énd realrersrtrarte sharersr VVVVVVVVVVVVVVVV I 67 02
Machinery and equipment .
Iventories @5

Total 45.7 0.5

In December 2016, Kesko signed an agreement concerning the sale of properties in use by the
building and technical trade in Estonia and Latvia. According to the agreement, the Kesko Group
companies will sell three properties in Estonia and four in Latvia, including the real estate com-
panies that own them, to a Lithuanian real estate investment company. After completion of the
transaction, the Group companies will lease the properties back for use in their business opera-
tions, and the Kesko subsidiary SIA Kesko Real Estate Latvia will become a minority shareholder
in the real estate investment company with a 10% ownership interest. The carrying amount of
the properties and the real estate companies is around €17 million. The transaction is expected
to be completed in the first half of 2017.

In addition, Konekesko Ltd, part of Kesko Group, has signed an agreement to sell its Yamaha
representation, Yamarin boat business and certain other representations of it to Inhan Tehtaat
Oy Ab, owned by Yamaha Motor Europe N.V. The carrying amount of assets related to the busi-
ness to be sold is around €28 million. The transaction is expected to be completed in the first
half of 2017.

The total liabilities related to the non-current assets classified as held for sale are €0.8 million.
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Note 22. Shareholders’' equity
At the end of December 2016, the total number of Kesko Corporation shares was 100,019,752,
of which 31,737,007, or 31.7%, were A shares and 68,282,745, or 68.3%, were B shares. All issued

shares have been fully paid. The maximum number of A shares is 250 million and the maximum
number of B shares is also 250 million, so that the total number of shares is 400 million at

Changes in share capital

Number of shares

Share capital A B

1January20t5 31,737,007 677,2877,437()*.
Transfer of treasury shares o - M7,738
31 December 2015 31,737,007 67,405,168
Transfer of treasury shares o 131468
31December20t6 31,737,007 67,536,636"
Number of votes ' 317,370,070 67,536,636

* Excluding treasury shares which totalled 746,109 (877,577) at the end of the financial year.

Treasury shares

Authorised by the General Meeting, the Board of Directors acquired a total of 700,000 own

B shares (purchase price €23.7 million) in the financial year 2011 and a total of 500,000 own

B shares (purchase price €16.1 million) in the financial year 2014. The total prices paid for the
shares have been deducted from retained earnings in equity. The shares are held by the Compa-
ny as treasury shares and the Company Board is entitled to transfer them. Based on the author-
isations to issue own shares and the fulfilment of the vesting criteria of the 2014 vesting period
of Kesko's share-based compensation plans, the Board granted a total of 120,022 own shares
held by the Company as treasury shares, and based on the fulfilment of the 2015 vesting period,
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maximum. Each A share carries ten (10) votes and each B share one (1) vote. The total number
of votes attached to all shares was 385,652,815. At the end of December 2016, Kesko Corpora-
tion's share capital was €197,282,584.

Reserve of invested

Share capital non-restricted equity Share premium Total

Total € million € million € million € million
99,024,437* 197.3 22.8 197.8 417.8
o ms o o o o
99,142,175* 197.3 22.8 197.8 417.8
168 o o o o
99273,603" 1973 28 1978 w78

33406706

a total of 139,724 own shares held by the Company as treasury shares to the persons included

in the target groups of the vesting periods. The transfers of treasury shares were announced in

a stock exchange release on 1 April 2015, 7 April 2015, 17 March 2016 and 27 April 2016. During
the financial year, a total of 8,256 shares already granted were returned to the Company in ac-
cordance with the terms and conditions of the share-based compensation plan. At the end of the
financial year, the Company held 746,109 (877,577) own B shares as treasury shares. The €23.5
million (€27.5 million) acquisition cost of these shares has been deducted from retained earnings
in equity. Details of the share-based payments are disclosed in note 30.
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Dividends

After the balance sheet date, the Board of Directors has proposed that €2.00 per share be dis-
tributed as dividends. A dividend of €2.50 per share was distributed on the profit for 2015.

Equity and reserves

Equity consists of share capital, share premium, reserve of invested non-restricted equity, other
reserves, revaluation reserve, currency translation differences and retained earnings net of
treasury shares. In addition, the portion of accumulated depreciation difference and optional
provisions net of deferred tax liabilities are included in equity.

Share premium

The amount exceeding the par value of share received by the Company in connection with share
subscriptions was recorded in the share premium in cases where options had been granted
under the old Limited Liability Companies Act (29 Sept. 1978/734). As at the end of the financial
year, the share premium was €197.8 million.

Reserve of invested non-restricted equity

The reserve of invested non-restricted equity, €22.8 million, includes the other equity-related
investments and share subscription prices to the extent not designated to be included in share
capital.

Other reserves

Other reserves, a total of €242.8 million, have mainly been created and increased as a result of
resolutions by the General Meeting. Other reserves mainly comprise contingency reserves to a
total amount of €242.3 million at the end of the financial year.

Currency translation differences

Currency translation differences arise from the translation of foreign operations’ financial
statements. Gains and losses arising from net investment hedges in foreign operations are also
included in currency translation differences, provided they qualify for hedge accounting. The
change in currency translation differences is stated within comprehensive income.
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Revaluation reserve

The revaluation reserve includes the change in the fair value of available-for-sale financial
instruments and the effective portion of the change in the fair value of derivatives for which cash
flow hedge accounting is applied. Cash flow hedges include electricity derivatives and interest
rate derivatives hedging the Private Placement note interest. The change in the reserve is stated
within comprehensive income.

Result of cash flow hedging

Hedge accounting is applied to hedging electricity price risk. As a result, an amount of €1.8 mil-
lion (€2.6 million) was removed from equity and included in the income statement as purchase
cost adjustment, and €1.4 million (€-3.2 million) was recognised in equity, respectively. Their
combined effect on the revaluation reserve for the year was €3.2 million (€-0.5 million) before
accounting for deferred tax assets.

A fair value change of €-0.1 million (€0.5 million) was recognised in equity for the USD-denomi-
nated Private Placement facility before accounting for deferred taxes. In addition, a €0.3 million
(€0.5 million) interest expense adjustment for interest rate derivatives was recognised in the
income statement.
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Note 23. Carrying amounts of financial assets and liabilities by category
As at 31 December 2016

Financial assets/ Carrying amounts of
liabilities at fair value Available-for-sale Financial liabilities at Derivatives used for assets as per balance
Balance, € million through profit or loss Loans and receivables financial assets amortised cost hedging sheet Fair value
Non-current financialassets -
Available-for-sale financial assets B e A - 151
Non-current non-interest-bearing receivables wo e .8 - 1.8
Derivatives o co 00 o - 0.0
Non-current interest-bearing receivables 5$4 e 581 - - 581
Derivatives o 27 27 - 27
Total non-current interest-bearing 58.1 2.7 60.8 60.8
receivables e - -
Total non-current financial assets 599 51 - 27 77.8 - 718
Current financialassets e - -
Trade and other non-interest-bearing 1,028.0 1,028.0 1,028.0
receivables* e o o
Derivatives %5 o 6z 7 o 17
Total trade and other non-interest-bearing 1.5 1,028.0 1,029.7 1,029.7
L e . o
Interest-bearing receivables 3 7 e 3.7 o - 37
Financial assets at fair value through profit 93.3 93.3 93.3
or Ioss ,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, e . P
Available-for-sale financial assets 568 e 156.8 - 156.8
Total current financial assets 948 10317 6.8 o oo 1,283.5 - - 1,7278}.5
Carrying amount by category 948 1,096 mso o 27 1,361.3 - 1,361.3

* Excluding €21.2 million (€2.0 million) in income tax receivables and €9.0 million (€31.4 million) in income tax liabilities.
** Excluding €35.3 million (€38.2 million) in prepayments received.
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Financial assets/ Carrying amounts of
liabilities at fair value Available-for-sale Financial liabilities at Derivatives used for assets as per balance
Balance, € million through profit or loss Loans and receivables financial assets amortised cost hedging sheet Fair value
Non-current finanCiaI Iiabilities .. PR e
Non-current interest-bearing liabilites o B87 se7 364.8
Total non-current interest-bearing liabilties o 7 e 364.8
Non-current non-interest-bearing labilties o 06 o6 39.6
Derivatives ., o o6 o6 05
Total non-current non-interest-bearing 39.6 0.6 40.2 40.2
Iiabilities .. PR e
Total non-current financial liabilities | o B e D T s o |
current finanCiaI Iiabilities .. PR e
Current interest-bearing liabilities | o BIBIY s — S s 1]
Total current interest-bearing liabilities o il I Bl
Trade PAYBDIES . e BEEETL s e VIUEEZ o Lz
Other non-interest-bearing liabilities™ | o ZUBT s B2 s 2oz
Derivatives | o L2 s L T -
Total other non-interest-bearing liabilities™ o IR s L oo VIKE s (2P0
Accrued expenses” | o T s —————— C L. -
Derivatives | U D o
Total accrued expenses® | B I s ————— TIBLL s =il
Total current financial llabilitles | B WIZEAL o L IR Lkl
Carrying amount by category | B 2023.3 e o EUTLE 2l

* Excluding €21.2 million (€2.0 million) in income tax receivables and €9.0 million (€31.4 million) in income tax liabilities.
** Excluding €35.3 million (€38.2 million) in prepayments received.
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As at 31 December 2015

Financial assets/ Carrying amounts of
liabilities at fair value Available-for-sale Financial liabilities at Derivatives used for assets as per balance
Balance, € million through profit or loss Loans and receivables financial assets amortised cost hedging sheet Fair value
Non-current finanCiaI assets ................................................................................
Ava”able-for-sale ﬁnanCial assets ............................... 15.3 ................................................ 15'3 15.3
Non-current non-interest-bearing receivables T e 19 19
Non-current interest-bearing receivables S L 59.1 59.1
Derlvatives ................................................................ 2.0 ................ 2.0 2.0
Total non-current interest-bearing 59.1 2.0 61.1 61.1
receivables ................................................................................
TOtaI non-current finanCiaI assets ................ 61.0 ................ 15.3 ................ . 2.0 ................ 78.2 78.2
current finaHCiaI assets ................................................ S TP
Trade and other non-interest-bearing 687.9 687.9 687.9
rECEIvabIes* ................................................................................
Derivatives 8.4 ................................................................................ 8.1‘ 8.4
Total trade and other non-interest-bearing 8.4 687.9 696.3 696.3
receivables* ................................................................................
Interest-bearing receivables e T 70 70
Derlvatives ............................................................... 2.9 ................ 2.9 2.9
Total interest-bearing receivables e 1O 29 10.0 10.0
Financial assets at fair value through profit 374.2 374.2 374.2
or Ioss ................................................
Available_for_sale flnanCIal aSSetS ................................................ 371.7 371.7
Total current financial assets 3826 6949 29 1,452.2 1,452.2
Carrying amount by category 3826 o I35 BT e s A 1,530.4 1,530.4

* Excluding €21.2 million (€2.0 million) in income tax receivables and €9.0 million (€31.4 million) in income tax liabilities.
** Excluding €35.3 million (€38.2 million) in prepayments received.
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Financial assets/ Carrying amounts of
liabilities at fair value Available-for-sale Financial liabilities at Derivatives used for assets as per balance

Balance, € million through profit or loss Loans and receivables financial assets amortised cost hedging sheet Fair value
Non-current financial liabilities ) S e o

Non-current interest-bearing liabilities ) S e 2583 2583 269.5
Total non-current interest-bearing liabilities o e 253 2583 269.5
Non-current non-interest-bearing liabilities S e 87 87 387
Derivatives ) o e 5. T 35
Total non-current non-interest-bearing 38.7 3.5 42.2 42.2
liabilities ) S e o

Total non-current financial liabilities ) S e 2970 35 305 3117
Current financial liabilities ) S e o

Current interest-bearing liabilities ) S e 0.8 1808 1817
Derivatives ) o e 6o co ~ 0.0
Total current interest-bearing liabilities ) o e 1808 oo 1808 181.7
Trade payables ) S e 79%1 7951 7951
Other non-interest-bearing liabilities** ) S e 706 706 170.6
Derivatives ) o e 7 7 - 37
Total other non-interest-bearing liabilities™ S e 1706 7 743 174.3
Accrued expenses” ) o e 2427 2427 242.7
Derivatives ) 86 e 86 - 86
Total accrued expenses™ ) 86 e 2427 2513 251.3
Total current financial liabilities ) 86 e 1,389.2 7 14015 1,402.4
Carrying amount by category ) 8.6 o e 16861 7 17020 1,714

* Excluding €21.2 million (€2.0 million) in income tax receivables and €9.0 million (€31.4 million) in income tax liabilities.
** Excluding €35.3 million (€38.2 million) in prepayments received.

The fair values of borrowings have been calculated based on the present value of future cash flows using the 0.1%-1.5% market rates of interest of the balance sheet date. The fair value of current

interest-bearing liabilities has been estimated to approximately equal their balance sheet value. The maturity analysis of non-current receivables is presented in note 14, and that of non-current bor-
rowings in note 32.
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L] L] ofloeg 0 L] L]
Note 24. Finance lease liabilities Note 25. Provisions
2016 2015 Warranty
Present Present € million Onerous leases provisions Other provisions Total
value of value of Provisions as at 1 Jan 2016 12.4 21.3 19.7 53.4
Minimum Future ini Mini Future minimum Foreign exchange effects 0.0 0.0
lease finance lease lease finance lease - o G B G
€ million payments charges payments payments charges payments Additional provisions ) - 15 [ 14,'.8 ........... 76 F 392 |
Minimum lease Unused amounts reversed B S T - S e
payments Amounts charged against -1.2 -0.6 £9 -21.7
Within 1year 31 0.2 2.9 4.7 0.2 45 provision — e ———
Later than 1 year and 6.0 0.6 5.4 14 0.6 37 Changes in the Group structure B L o S R
no later than Provisions as at 31 Dec 2016 12.3 24.9 18.6 55.8
5 years B T
Later thrarr71757 YOS 01 I 00 I 00 ... ,,,0'2 S ,,,0'0 JE 01 Analysis of total provisions
Total lease payments 1 07 84 %2 09 83 Non-current 0.2 131 15 14.9
,,,,,, e Current 121 11.8 171 41.0
Expected sublease 03 50 B S i S
payments ... N S S L s The provisions for onerous leases relate to lease liabilities for premises vacated from the Group’s
operating activities, and to net rental losses on subleased premises. A provision has been recog-
Financial lease liabilities mainly comprise warehouse technology leased by the Group from nised for warranties and care plans of vehicles and machines sold by the Group companies. The
finance companies and store equipment leased by the Group and subleased to chain companies. provision amount is based on experience of realised warranty obligations in previous years.
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Note 26. Trade payables and other current
non-interest-bearing liabilities

€ million 2016
Trade payables 1,069.2
7. 'Oth‘e‘r non-i'nter‘est-bear'ing‘Iiabilitie's o 2269
d incéﬁe tax iiabil‘ities o ' - 87
d Acc‘r‘ued exﬁensés o o o o T 3162
7. ;rot;i curre|;|t no‘n-intert'est-‘l;earing'Iiabilities - 1,6211

Accrued expenses are mainly due to the timing of purchases and employee benefit expenses.
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Note 27. Joint operations

The figures in the following table represent the Group’s interests in the joint operations' assets

and liabilities and profit included in the consolidated statement of financial position and the

consolidated income statement. The joint operations are mutual real estate companies.

€ million

Non-current assets

Current assets

Total

Non-current liabilities

Current liabilities

Total

Net assets

Income

Costs

Profit

2016

PAS
5.2
7.7

2.7
589
-1.2
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Note 28. Commitments Note 29. Operating leases

€ million 2016 2015 Group as lessee

Collateral given for own commitments .. .
Minimum lease payments under non-cancellable operating lease agreements:

Pledgrers VVVVVVVVVVVVVVVVVVVVVVVVVVVVVVV B 124.2 o 762

Mortéééég """"""""""""""" T 233 o 233 € million 2016 2015
Guarantees s g Within Tyear ...l . ......3578
Other commitments and contingent liabilities om0 sua Later than 1year and no later than Syears .. [ ... 1547
""""""""""""""""" Later than 5 years 1,269.9 1,108.4
Collaté?eﬁ éiven fc;';trhers VVVVVVVVVVVVVVVVVVVVVV Total ... 3’0287 . 2’6,2,9',9

Guarantees 03 03
Othef Vcrqmrmitmenrtrsrgﬂd contﬁpggﬁt |iabi|itjgs 7777777777777 _ 196 - 142 E;fee:;e:n::ture minimum lease payments under non-cancellable sublease = 69.9

The guarantees given do not include guarantees related to the item presented within liabilities in Lease and sublease payments recognised for the financial year: N e
the consolidated statement of financial position or as a lease liability in note 29. Minimum lease payments 423.0 372.0
Sublesseincome - n8 343

The 2016 income statement includes capital lease payments and maintenance rentals on real
estate under operating leases, and other rentals to a total amount of €458.1 million (€407.7
million). Maintenance rentals are not included in minimum lease payments.

Kesko leases retail and logistics premises for its operating activities. Most of the leases are

index-linked and in conformity with local market practice. Some of the property leases contain
extension options.
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Group as lessor

Minimum lease payments received under non-cancellable operating lease agreements:

€ million 2016 2015
Within 1 year 10.3 7.8
Later than 1year ar;crirno later than 5 years B - B " 18.7 | - 130
Latertrhrarrr15yearsm N 285 246
Total s usa
Aggreé;té contingeH% rents ché?géd to the Viﬁrcome statre_;rrnrent R 2.2 18

Kesko leases premises to entrepreneurs other than K-retailers in order that the total service
offer of a store site supports its profit generation potential. Such premises typically include so-
called store entrance stores at large retail outlets.

Note 30. Share-based payment
Share-based compensation plan

Kesko operates two share-based compensation plans, the 2011-2013 plan and the 2014-2016
plan, decided by the Company's Board of Directors and intended for members of the Group's
management and selected other key persons. Under both plans, a total maximum of 600,000
own B shares held by the Company as treasury shares can be granted within a period of three
years.

Both of the share-based compensation plans have three vesting periods, namely the calendar
years 2011, 2012 and 2013, and 2014, 2015 and 2016 respectively. Kesko's Board of Directors
decides the vesting criteria, the target group and the maximum amounts of the share award
separately for each vesting period based on the Remuneration Committee's proposal. At the
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beginning of the year following the vesting period, Kesko's Board of Directors determines the
final amounts of Kesko B shares to be granted based on the fulfilment of the vesting criteria. The
criteria for the vesting periods 2011, 2012, 2013, 2014, 2015 and 2016 were, with equal weight-
ings, the growth percentage of Kesko Group's sales exclusive of tax, Kesko's comparable basic
earnings per share (EPS), and the percentage by which the total shareholder return of a Kesko B
share exceeds the OMX Helsinki Benchmark Cap Gl index.

The award possibly paid for a vesting period is paid in Kesko B shares. In addition, a cash
component equalling at maximum the value of the shares, is paid to cover the taxes and tax-like
charges incurred under the award.

A commitment period of three calendar years following each vesting period is attached to the
shares granted, during which the shares must not be pledged or transferred, but the other rights
attached to the shares remain in force. If a person’'s employment or service relationship termi-
nates prior to the expiry of a commitment period, he/she must, as a rule, return the shares under
transfer restriction to Kesko or its designate for no consideration. In individual cases, the Board
may decide that the grantee can keep the shares under the return obligation, or some of them.

If the grantee retires in the commitment period, he/she is entitled to keep the shares and other
securities already received.

Based on the 2015 vesting period, 139,724 shares were assigned during the financial year ended
31 December 2016. Based on the 2014 vesting period, 120,022 shares were assigned during the
financial year ended 31 December 2015. Based on the 2013 vesting period, 50,520 shares were
assigned during the financial year ended 31 December 2014. Based on the 2012 vesting period,
66,331 shares were assigned during the financial year ended 31 December 2013. Based on the
2011 vesting period, 92,751 shares were assigned during the financial year ended 31 December
2012.

The assumptions used in accounting for the share-based compensation plan are presented in the
following tables.
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Share award grant dates and fair values,
vesting period 2012

Grant dates
Grant date fair value of share award, €

Share price at grant date, €

Share-based compensation plan duration

Vesting period start date
Vesting period end date

Commitment period end date

Share award grant dates and fair values,
vesting period 2013

Grant dates
Grant date fair value of share award, €

Share price at grant date, €

Share-based compensation plan duration

Vesting period start date
Vesting period end date

Commitment period end date

Share award grant dates and fair values,
vesting period 2014

Grant dates
Grant date fair value of share award, €

Share price at grant date, €

Share-based compensation plan duration

Vesting period start date
Vesting period end date

Commitment period end date
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2 Feb. 2012

1Jan 2012
31 Dec 2012
31 Dec 2015

5 Feb. 2013

23.30

2450

‘IrJran 727013”
31 Dec 2013
31 Dec 2016

3 Feb. 2014

25.66
27.06

'IrJran 2014
31 Dec 2014
31 Dec 2017

Share award grant dates and fair values,
vesting period 2015

Grant dates

Grarr;t datérfair véiue of ;<,|7'13rerarvrvard, €

Sha}é pricrerat gréﬁt datré,r € - -
Sharrre-basrerd corﬁrpensarfiron prlrarn duréfion -
Vesf#ng péfiod sfért datrér . - -
Vesfing péfiod eﬁa datér 7

Commitment period end date

Share award grant dates and fair values,
vesting period 2016

etdmes
Grarnrt datérfair véiue of Vsharerarvrvard, €

Sha}é pricrerat gréﬁt clatrer,r € . -
Sharrre-basrerd corﬁrpensaréiron prlrarn dur%ﬂ:ion 7
Vesféng péfiod sfért datrér - - -
Vesf#ng péfiod eHd datér 7

Commitment period end date

Assumptions applied in determining the
fair value of share award

Number of share awards granted,
maximum, pcs

Changes in the number of shares granted, pcs

Actual amount of share award, pcs

Number of plan participants at end of
financial year 3
Share price at balance sheet date, €
Assumed fulfilment of vesting criteria, %
Estimated number of share awards returned
prior to the end of commitment period, %

9 Feb. 2015

30.74

32.24

""""""""" 1Jan 2015

31 Dec 2015

31 Dec 2018

3.2.2016

32.45

34.95

""""""""" 11.2016
3112.2016

3112.2019

Vesting  Vesting  Vesting  Vesting  Vesting
period period period period period
2016 2015 2014 2013 2012
263,000 262,800 278,400 263,600 257,400
9,800  -3600  -2,000 -9,500 -6,575
139,724 120,022 50,520 66,331

131 142 143 134 125
47.48 3237 3018 26.80 24.77
56.7 53.4 434 20.0 30.0
5.0 5.0 5.0 5.0 5.0
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The impact of the above share-based compensation plans on the Group's profit for 2016 was Share-based compensation 2 -0.8
€-12.3 million (€-6.3 million). Defined benefit pensions -0.8 -1.3
Others -5.7 0.6
As at 31 December 2016, the amount to be recognised as expense for the financial years Total  e06  #01
2016-2018 is estimated at a total of €-5.9 million. The actual amount may differ from the esti- .
mate. The group ‘Others’ within the adjustments to cash flows from operating activities includes the

adjustment of unrealised foreign exchange gains and losses on purchases and sales, and the
adjustment of other transactions of a non-cash nature.

Note 31. Notes related to the statement of cash

Net assets of subsidiaries sold
flows
Capital expenditure and non-cash financing activities < million 2016 2015
Tangible and intangible assets 266.9 16.5

€ million 2016 2015 |nvent5};és . 73 717
Total purchases of fixed assets 280.8 218.5 Receivrarbrlres o o o o o N 96 o 294
Total acquisitions of subsidiaries 434.5 - Cash a,n,a ,CaSh eql.r|irvrarlents N 5j | 215
of which cash payments 567.6 214.8 Deferré& ;[axes o o o o o N _3'2”. . o
Loans relating to acquired companies 139.7 - Liabilitrinrersr " _1730.4” .344
Payments arising from prior period investing activities -4.9 -4.9 Provisi;ﬁé N T —158
Capital expenditure financed with finance lease or other liability 12.9 8.6 Net asggés total o o o o o I 1053 . 890

Adjustments to cash flows from operating activities Cash and cash equivalents within the statement of cash flows
€ million 2016 2015 € million 2016 2015
Adjustment of non-cash transactions in the income statement and items Available-for-sale financial assets (maturing in less than 3 months) 59.6 192.8
presenﬁgq elsewhgrg in the statement of cash flows: - - X ] o o Cash and cash equivalents 141.3 141.2
Change in provisions. S ... 06 Total 200.8 334.1
Investments accounted for using the equity method 0.6 -0.6 o o o o o o S o -
Impairments 24.0 9.2 X . X .

R A In the statement of cash flows, cash and cash equivalents include those recognised in the bal-
Credit losses 6.7 3.7 . . X . . .
o TNIN........... ance sheet and portions of available-for-sale financial assets with maturities of less than three

Non-recurring gains on disposal of fixed assets LT 029 e from acquisition.
Non-recurring losses on disposal of fixed assets 65.8 132.7
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Note 32. Financial risk management

Financial risk management

With respect to financial risk management, the Group observes a uniform treasury policy that
has been approved by the Company's Board of Directors. Compliance with this policy and
developments in the Group’s financial situation are monitored by the Board’s Audit Committee.
The Group Treasury is centrally responsible for obtaining financial resources for the Group, for
liquidity management, relations with providers of finance, and the management of financial risks.
In the main, the Group’s financial resources have been obtained through the parent company,
and the Group Treasury arranges financial resources for subsidiaries in their functional curren-
cies. For subsidiaries with significant external ownership, the Group has not guaranteed financial
liabilities in excess of its ownership interest.

Foreign exchange risks

Kesko Group conducts business operations in nine countries, in addition to which it makes
purchases from numerous countries. In consequence, the Group is exposed to various foreign
exchange risks arising from net investments in foreign operations (translation risks) and from
assets, liabilities and forecast transactions (transaction risks) denominated in foreign currencies.

The Group companies’ financial resources are arranged in their functional currencies. The parent
company bears the ensuing foreign exchange risk and hedges the risk exposure using derivatives
or borrowings denominated in the relevant foreign currencies. The Belarusian currency BYN is
not a freely convertible currency and hedging the associated exposure to foreign exchange risk
is not possible.

Translation risks

The Group is exposed to foreign currency translation risks relating to net investments in subsidi-
aries outside the euro zone held on the balance sheet. This balance sheet exposure has not been
hedged. The hedge can be designated if equity is repatriated, or if a currency is expected to

be exposed to a significant devaluation risk. The most significant translation exposures are the
Swedish krona, the Russian rouble and the Norwegian krone. The exposure does not include the
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non-controlling interest in equity. Relative to the Group's volume of operations and the balance
sheet total, the foreign currency translation risk is low.

Until 31 December 2016, the functional currency of the real estate companies operating in Russia
in St. Petersburg and Moscow was the euro, which is why no significant exchange differences
have not been realised from their balance sheets to the Group. A change has taken place in the
Russian real estate market as a result of which, an increasing number of leases is rouble denom-
inated. Earlier leases were mainly denominated in strong currencies, such as the euro. As of 1
January 2017, the functional currency of Russian real estate companies is the rouble.

Group's translation exposure
as at 31 Dec 2016

€ million NOK SEK RUB PLN BYN
Net investment 80.1 96.1 67.9 24.4 7.0

Group's translation exposure
as at 31 Dec 2015
€ million NOK SEK RUB PLN BYN

Net investment 29.6 94.4 70.3 - 3.5

The following table shows how a 10% change in the Group companies’ functional currencies
would affect the Group’s equity.

Sensitivity analysis, impact on equity as at

31Dec 2016
€ million NOK SEK RUB PLN BYN
Change +/-10% 8.0 9.6 6.8 2.4 0.7

Sensitivity analysis, impact on equity as at

31Dec 2015
€ million NOK SEK RUB PLN BYN
Change +/-10% 3.0 9.4 7.0 - 0.4
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Transaction risks

International purchasing activities and foreign currency denominated financial resources ar-
ranged by the parent to subsidiaries expose the Group to transaction risks relating to several
currencies. The currency-specific transaction risk exposure comprises foreign currency denom-
inated receivables and liabilities in the balance sheet, forecast foreign currency cash flows, and
foreign subsidiaries’ liabilities and receivables with respect to the parent. The risk is commercial-
ly managed by, for example, transferring exchange rate changes to selling prices, or by replacing
suppliers. The remaining exposures are hedged using foreign currency derivatives. The subsidi-
aries report their foreign exchange exposures to the Group Treasury on a monthly basis.

In the main, the subsidiaries hedge their risk exposures with the Group Treasury, which in turn
hedges risk exposures using market transactions within the limits confirmed for each currency.
Intra-Group derivative contracts are allocated to the segments in segment reporting.

The Group does not apply hedge accounting in accordance with IAS 39 to the hedging of trans-
action risks relating to purchases and sales. In initial measurement, derivative instruments are
recognised at fair value and subsequently in the financial statements, they are remeasured at fair
value. The change in fair value of foreign currency derivatives used for hedging purchases and
sales is recognised in other operating income or expenses.

The Group monitors the transaction risk exposure in respect of existing balances and forecast
cash flows. The following table analyses the transaction exposure excluding future cash flows.
The presentation does not illustrate the Group’s actual foreign exchange risk after hedgings.
When forecast amounts are included in the transaction exposure, the most significant differ-
ences from the table below are in the USD and RUB exposures. As at 31 December 2016, the
exposure with respect to USD was €-54.8 million, and with respect to RUB, it was €37.3 million.
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Group's transaction
exposure as at 31 Dec 2016

€ million usb SEK NOK PLN RUB BYN
Group's transaction risk -3.9 16.6 22.6 16.6 32.1 1.8
Hedging derivatives 313 20 82 81 196

Openexposre 2.4 46 k& 75 125 18

Group's transaction
exposure as at 31 Dec 2015

€ million usb SEK NOK PLN RUB BYN
Group's transaction risk -1 -13.2 23.9 - 7.0 -0.2
Hedging derivatives 294 71 87 - 3§

Openexposwre 283 .61 s1 - 66 02

A sensitivity analysis of the transaction exposure shows the impact on profit or loss of a +/-10%
exchange rate change in intra-Group receivables and liabilities denominated in foreign curren-
cies and foreign currency derivatives and borrowings used for hedging.

Sensitivity analysis, impact
on pre-tax profit as at

31Dec 2016
€ million uUsb SEK NOK PLN RUB BYN
Change +/-10% 2.7 0.5 0.4 0.7 13 0.2

Sensitivity analysis, impact
on pre-tax profit as at

31Dec 2015
€ million usb SEK NOK PLN RUB BYN
Change +/-10% 2.8 -0.6 0.5 - -0.7 0.0
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Liquidity risk The Group's solvency was excellent throughout the financial year 2016. As at 31 December 2016,
Liquidity risk management aims to maintain sufficient liquid assets and credit facilities in order liquid assets totalled €391 million (€887 million). Interest-bearing liabilities were €515 million

to ensure the ongoing availability of sufficient financial resources for the Group’s operating (€439 million) and interest-bearing net debt €123 million (€-448 million) as at 31 December
activities. 2016.

Maturities of financial liabilities and
related finance costs as at 31 Dec 2016

€ million 2017 2018 2019 2020 2021- Total Balance
Borrowings from financial institutions 5.0 0.3 0.1 0.1 1.7 7.3 7.3
finance costs | 0.0 . 0.0 . 0.0 . 0.0 . 0.0 . 0.1 o
Private Placement notes (USD)* | . . 22.0 . . . 22.0 - 7”22.0
finance costs | 1.4 . 1.4 . 0.7 . . . 3.6 -
Bonds | . 225.0 . . . . 225.0 - 72”25.0
finance costs | 6.2 . 6.2 . . . . 12.4 -
Pension loans | 2.4 . 10.5 . 17.4 . 16.3 . 59.4 . 105.9 o 717(7)5.9
finance costs | 1.1 . 1.0 . 0.8 . 0.7 . 1.6 . 5.3 o
Finance lease liabilities . 2.9 . 2.8 . 1.2 . 11 . 0.5 . 8.6 - 7”8.6
finance costs | 0.3 . 0.2 . 0.1 . 0.1 . 0.1 . 0.7 o
Payables to K-retailers | 116.0 . . . . . 116.0 o V‘VI‘VIG.O
finance costs | . . . . . 0.0 -
Other interest-bearing liabilities | 29.6 . . . . . 29.6 o 7”29.6
finance costs | . . . . . 0.0 -
Non-current non-interest-bearing liabilities | 0.7 . 10.1 . 0.8 . 0.7 . 27.9 . 40.2 o 771’!0.2

Current non-interest-bearing liabilities

Trade payables 1,069.2 1,069.2 1,069.2
Accrued expenses 316.2 316.2 316.2
Other non-interest-bearing liabilities 226.9 226.9 226.9

* The cash flows of Private Placement notes and related currency and interest rate derivatives are settled on a net basis. The interest rate derivative liability related to the arrangement is presented within other interest-bearing liabilities in the
balance sheet. The amount of interest-bearing liability in the balance sheet arising from this credit facility totals €20.1 million (€50.2 million).
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Guarantee maturities are €3.5 million in 2017 and €2.0 million in 2018-2021.

Maturities of financial liabilities and
related finance costs as at 31 Dec 2015

€ million 2016 2017 2018 2019 2020- Total Balance

Borrowings from financial institutions 0.3 0.3 0.1 0.1 1.8 2.7 2.7

R R R R R R R w e
Private Placement notes (USD)* o 3341 o o o 22.0 o o s 551
finance costs o 2.5 o 1.4 o 14 o 0.7 o o 60 B
Bonds o o o 2241 o o o 261 2241 V
finance costs o 6.2 o 6.2 o 6.2 o o o 86 B
Pension loans - 2.4 - 2.4 - 2.4 - 1.2 - - 8.3 S 83
finance costs ‘ ' 0.5 ‘ ' 0.5 ‘ ' 0.5 ‘ ' 0.3 ‘ ' ‘ ' 8 B
Finance lease liabilities ‘ ' 4.5 ‘ ' 1.6 ‘ ' 1.0 ‘ ' 0.6 ‘ ' 0.7 ‘ ' 8.3 - 83
finance costs ‘ ' 0.1 ‘ ' 0.1 ‘ ' 0.0 ‘ ' 0.0 ‘ ' 0.0 ‘ ' [ B
Payables to K-retailers o 114.5 o o - - - mws 1145
R I I I I I B w -
Other interest-bearing liabilities o 26.1 o o o o o 26.1 - 261
B R R R R R R w e
Non-current non-interest-bearing liabilities - 0.7 - 10.6 - 1.7 - 0.8 - 28.5 - w2 422
Current non-interest-bearing liabilities - - - - - S B
Trade payables - 795.1 - - - - - 7950 7951
Accrued expenses ‘ ' 251.3 ‘ ' ‘ ' ‘ ' ‘ ' ‘ ' ®3 2513
Other non-interest-bearing liabilities o 212.6 o - - - - me 2126

* The cash flows of Private Placement notes and related currency and interest rate derivatives are settled on a net basis. The interest rate derivative liability related to the arrangement is presented within other interest-bearing liabilities in the
balance sheet. The amount of interest-bearing liability in the balance sheet arising from this credit facility totals €20.1 million (€50.2 million).
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The terms and conditions of the Private Placement credit facility and the committed facilities
include ordinary financial covenants. The requirements of these covenants have been met. The
borrowing terms include a financial covenant defining the ratio between net debt and EBITDA,
which remained far from the maximum throughout the financial year. At change of control, Ke-
sko is obligated to offer a repayment of the whole loan capital to the note holders. According to
the terms and conditions of the loan facility, the change of ownership to retailers or an associa-
tion of retailers does not constitute a change of control.

Payables to K-retailers consist of two types of interest-bearing liabilities by Kesko to K-retailers:
retailers’ prepayments to Kesko and Kesko’s chain rebate liabilities to retailers. Chain rebates are
retrospective discounts given to retailers and the terms vary from one chain to another.

At the balance sheet date, the total equivalent of undrawn committed long-term credit facilities
was €150.0 million (€100.0 million). According to the terms and conditions of loan agreements,
at change of control, the lenders have the right to terminate the credit facility and loan amounts
possibly drawn. According to the terms and conditions of the loan facility, the change of owner-
ship to retailers or an association of retailers does not constitute a change of control. In addition,
the Group’s uncommitted financial resources available contained commercial paper programmes
denominated in euros totalling an equivalent of €449 million (€359 million). In addition, in
January 2017, the Group companies held a total of €364.6 million available for re-borrowing in a
pension insurance company. Part of the pension insurance premiums paid annually by the Group
companies are funded and the accumulated funds can be re-borrowed with a term of 1-10 years
in accordance with regulations confirmed by the Ministry of Social Affairs and Health. Any
amount of borrowing requires the posting of adequate collateral.

Interest rate risk on borrowings and sensitivity analysis

Changes in the interest rate level have an impact on the Group’s interest expense. The policy for
hedging interest rate risk is aimed at balancing the effects of changes in the interest rate level on
profit or loss for different financial periods.
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The interest rate risk is centrally managed by the Group Treasury, which adjusts the duration by
using interest rate contracts. The target duration is three years, which is allowed to vary between
one and a half and four years. The actual duration during the financial year was 1.9 (1.9) years on
average.

On 11 September 2012, Kesko Corporation issued a €250 million bond. The bond carries a fixed
coupon interest at 2.75% and a maturity of six years from issuance.

On 10 June 2004, Kesko Corporation issued a USD Private Placement in a total amount of USD

120 million in the United States. The facility has three tranches with bullet repayments, of which
USD 60 million was paid on 10 June 2014, USD 36 million was paid on 10 June 2016 and USD 24
million will be due on 10 June 2019.

Kesko Corporation's USD Private Placement credit facility qualifies for hedge accounting against
both foreign exchange and interest rate risk and it has been hedged by currency swaps and
interest rate swaps with the same amounts and maturities as the borrowing. As a result, the bor-
rowing is fully hedged against foreign exchange and interest rate risk. During the financial year,
there was no ineffectiveness to be recorded in the income statement from this credit facility.

The sensitivity analysis for changes in interest rate level in respect of commercial paper liabilities
realised during the financial year has used average balance values. At the balance sheet date

of 31 December 2016, the effect of variable rate borrowings on the pre-tax profit would have
been €-/+2.0 million (€-/+1.2 million), if the interest rate level had risen or fallen by 1 percentage
point.

The bond, Private Placement notes and pension loans, €353.1 million in aggregate, have fixed
rates, and their effective interest cost was 2.7%. At the end of the financial year, the average rate
of variable-interest-rate borrowings from financial institutions, payables to retailers and other
interest-bearing liabilities was 0.2%. Most of the borrowings are euro-denominated and the
Private Placement notes are USD-denominated.
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Financial assets and liabilities recognised at fair value
The Group’s liquid assets have mainly been invested in the debt instruments of major Finnish
companies, in certificates of deposit and deposits with banks operating in Kesko’s market area,
in bonds of selected companies and in corporate bond funds. The return on these investments
for 2016 was 1.7% (0.3%) and the duration was 0.9 years at the end of the financial year. The
maximum credit risk is the fair value of these investments in the balance sheet at the balance
sheet date. The table below analyses financial instruments carried at fair value by valuation

method.

Fair value hierarchy of financial assets and liabilities
€ million

Financial assets at fair value through profit or loss

Money market funds

Commercial papers

Bank certificates of deposit and deposits

Bonds

Total

Derivative financial instruments at fair value through profit
or loss

Derivative financial assets

Derivative financial liabilities

Available-for-sale financial assets

Private equity funds and other shares and interests

Commercial papers (maturing in less than 3 months)

Bank certificates of deposit and deposits (maturing in less than

3 months)

Bonds and corporate bond funds

Total
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Fair value as at 31 Dec 2016

28.5
5.0

L.
6.6

855

Level 1 Level 2
59.8
59.8 33.5
6.0
97.3

97.3 59.5

Level 3 Total

59.8
28.5
5.0

93.3

4.4
6.6

15.1 15.1

555
6.0

7.3

15.1 171.9

Fair value hierarchy of financial assets and liabilities
€ million

Financial assets at fair value through profit or loss

Money market funds

Commercial papers

Bank certificates of deposit and deposits

Bonds

Total

Derivative financial instruments at fair value through profit
or loss

Derivative financial assets

Derivative financial liabilities

Available-for-sale financial assets

Private equity funds and other shares and interests

Commercial papers (maturing in less than 3 months)

Bank certificates of deposit and deposits (maturing in less than

3 months)

Bonds and corporate bond funds

Total

Level 1

209.6

5.5
215.1

178.9
178.9

Level 2

65.5
93.7
159.2
13.3

8.6

84.0

108.8

192.8

Fair value as at 31 Dec 2015

Level 3

15.3

15.3

Total

209.6

65.5
93.7
55

374.2

13.3
8.6

15.3

84.0
108.8
178.9
387.0
Level 1instruments are traded in active markets and their fair values are directly based on quot-

ed market prices. The fair values of level 2 instruments are derived from market data. The fair
value of level 3 instruments is not based on observable market data (inputs not observable).
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Changes in level 3 instruments

€ million 2016 2015
Private equity funds and other shares and interests as at 1 January 15.3 131
Purchases o6 33
Refund; Vreceived . -1.3 R -22
Gains ;nrd losses thrrrorugh profirtrcrzr loss R O.é B -
Changes in fair values a2
Privat;erquity funcrl;and othe;;hares andrirnrterests arsrart 31 Decel;nrl.;:er R 15.i B 153

Tasolle 3 sisaltyy pddomarahastoja sekd muita osakkeita ja osuuksia. Nam4 sijoitukset on
luokiteltu pitk&aikaisiin myytavissa oleviin rahoitusvaroihin. Tason 3 rahoitusvarat arvostetaan
yhtidilta saatujen laskelmien perusteella. N&ista sijoituksista on kirjattu tulosvaikutteisia voittoja
0,6 milj. euroa tilikaudella 2016.

Interest-bearing receivables and sensitivity analysis

The objective is to invest liquidity consisting of financial assets in the money market using effi-
cient combinations of return and risk. At regular intervals, the Group’s management approves
the investment instruments and limits for each counterparty among those analysed by the Group
Treasury. The risks and actual returns on investments are monitored regularly.

In the sensitivity analysis of floating rate receivables, average annual balances of invested assets
have been used. The receivables include customer financing receivables, finance lease receiva-
bles, other interest-bearing receivables, and within investments, commercial papers and money
market funds. The sensitivity of money market funds has been determined based on duration.

If the interest rate level had changed by +/-1 percentage point, the effect of these items on the
pre-tax profit would have been €+/-2.0 million (€+/-3.5 million) and €+/-1.7 million (€+/-2.7
million) on equity at the balance sheet date.

Credit and counterparty risk

The divisions' business entities are responsible for the management of the credit risk associat-
ed with amounts due from customers. The Group has a credit policy and its implementation is
controlled. The aim is to ensure the collection of receivables by carefully assessing customers’
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creditworthiness, by specifying customer credit terms and collateral requirements, by effec-
tive credit control and credit insurances, as applicable. In Finland, the main part of the Group’s
business activities is carried out in cooperation with retailers. According to retailer agreements,
retailers shall arrange overdraft facilities to be held as collateral for their trade payables by the
relevant Kesko subsidiary.

The Group companies apply a uniform practice to measuring past due receivables. A receivable

is written down when there is objective evidence of impairment. The ageing analysis of trade
receivables as at 31 December was as follows:

Ageing analysis of trade receivables

€ million 2016 2015
Trade receivables fully performing 7311 540.7
1-7 da)rlrsrpast due trréae receivéEies - B - " 749.6 | B 99
8-30 days past dué Vt;'ade receiQébles - B - " 18.6 | B 114
31—60&&71)/5 past durer irade recéf\)ables - B - " 5.§ | B 52
over 667<Vﬂays past due trade re;:VerivabIes - B - . 726.6 B 144

Total 831.2 581.7

Within trade receivables, €355.7 million (£€331.9 million) were from chain retailers. The collateral for
chain retailer receivables is an overdraft facility granted by a Kesko associate, Vahittaiskaupan Takaus
Oy, with the maximum always limited to the realisable value of the countersecurity from the K-retailer's
company and its entrepreneur to Véhittaiskaupan Takaus Oy. At the end of the financial year, the
aggregate value of countersecurities was €224.1 million (€171.1 million). In addition, the collateral for
receivables includes other collaterals, such as business mortgages and other pledged assets.

Trade receivables include an impairment charge to a total of €24.6 million (€17.2 million) mon-
itored on a separate allowance account. The original balance sheet value of these trade receiv-
ables was €35.2 million (€21.9 million). The aggregate amount of credit losses and impairments

recognised in the profit for the financial year was €6.7 million (€3.7 million).

The amount of receivables with renegotiated terms totalled €3.1 million (€3.2 million).
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Financial credit risk

Financial instruments involve the risk of non-performance by counterparties. Kesko enters into
foreign currency and other derivative contracts only with creditworthy banks. Liquid funds are
invested, in accordance with limits set annually for each counterparty, in instruments with good
creditworthiness. Company and bank-specific euro and time limits are set for money market
investments. These limits are reviewed during the year depending on the market situation.

Commodity risks and their sensitivity analysis

The Group uses electricity derivatives for the purpose of balancing out energy costs. The elec-
tricity price risk is assessed for five-year periods. The changes in the fair values of derivatives
hedging the price of electricity supplied during the financial year are recognised within adjust-
ments to purchases. Hedge accounting is applied to contracts hedging future purchases. The
effective portion of derivatives that qualify for hedge accounting is recognised in the revaluation
reserve of equity and the ineffective portion in the income statement within other operating
income or expenses. The change in the revaluation reserve recognised in equity is presented in
the statement of comprehensive income under revaluation of cash flow hedge.

At the end of the year, the ineffective portion of derivatives hedging the price risk of electricity
was €0.6 million (€-2.9 million).

As at the balance sheet date, a total quantity of 463,460 MWH (464,832 MWH) of electricity
had been purchased with electricity derivatives and 236,520 MWH under fixed price purchase
agreements. The 1-12 month hedging level was 71% (66%), the 13-24 month level was 43%
(60%), the 25-36 month level was 16% (38%), and the 37-48 month level was 3% (4%).

The sensitivity analysis of electricity derivatives assumed that derivatives maturing in less than
12 months have an impact on profit. If the market price of electricity derivatives changed by
-/+20% from the balance sheet date 31 December 2016, it would contribute €-/+1.5 million
(€-/+0.7 million) to the 2017 income statement and €-/+0.7 million (€-/+1.1 million) to equity.
The impact has been calculated before tax.
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Derivatives

31Dec 2016 31Dec 2016 31Dec 2015 31Dec 2015
Positive Negative Positive Negative
fair value fair value fair value fair value
Fair values of derivative contracts (balance sheet (balance sheet (balance sheet (balance sheet
€ million value) value) value) value)

Interest rate derivatives 2.7 -2.8
Foreign currency derivatives 4.2 -4.6* 13.3 -1.4
Electricity derivatives 0.2 -2.0 -7.2
31Dec 2016 31.12.2015
Notional Notional
Notional principal amounts of derivative contracts principal principal
€ million amount amount
Interest rate derivatives 40.2¢ 100.4
Foreign currency derivatives 197.8* 287.6
Electricity derivatives 1.2 9.4

* The derivative contracts include interest rate swaps relating to a foreign currency borrowing facility with a gross
notional principal amount of €40.2 million and a fair value of €-0.1million (€0.0 million), and currency swaps with a
notional principal amount of €20.1 million and a fair value of €2.7 million (€4.9 million).

The fair values of derivatives are presented as gross amounts. Kesko has entered into netting
arrangements under ISDA contracts with all counterparties engaged in transactions with de-
rivatives. All of these contracts provide for mutual posting of collateral. The threshold level for
collateral posting had not been exceeded at the balance sheet date. Analysed by counterparty,
derivative financial liabilities could be set off in a total of €3.9 million.

The maximum credit risk from derivatives is the fair value of the balance sheet at the reporting
date.

267



L]
K STRATEGY REPORT GRI REPORT FINANCIAL STATEMENTS CORPORATE GOVERNANCE
L]

Cash flows from derivative contracts as at

31Dec 2016

€ million 2017 2018 2019 2020 2021 2022- Total
Payables

Foreign exchange forward contracts outside 175.4 175.4

hedge accounting

Net settlement of payables

Interest rate derivatives

Electricity derivatives 1.2 0.7 0.1 - 20
Derivatives relating to Private Placement .
notes™

Foreign currency derivatives 15 """"" 00 21 """""""""""""""""

Receivables

Foreign exchange forward contracts outside 1724 """"""""""""""""""""""""""""""""""""" - 1724

hedge accounting

Net settlement of receivables

Electricity derivatives 0.2 0.1 0.0 0.3
Derivatives relating to Private Placement

notes™

Foreign currency derivatives 0.0
Interest rate derivatives 0.8 0.7 1.5

* The cash flows from Private Placement notes and related foreign currency derivatives and interest rate derivatives are settled on a net basis. The debt on interest rate derivatives relating to the facility is presented in the balance sheet within
‘other interest-bearing liabilities' The balance sheet shows a total interest-bearing liability of €20.1 million (€50.2 million) relating to this credit facility.
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Cash flows from derivative contracts as at

31Dec 2015

€ million 2016 2017 2018 2019 2020 2021- Total
Payables

Foreign exchange forward contracts outside 236.1 236.1

hedge accounting

Net settlement of payables

Interest rate derivatives

Electricity derivatives 3.4 2.7 1.1 0.1 7.2

Derivatives relating to Private Placement
notes™

Foreign currency derivatives

Receivables

Foreign exchange forward contracts outside 243.0
hedge accounting

243.0

Net settlement of receivables

Derivatives relating to Private Placement

notes™
Foreign currency derivatives 3.2 0.1 0.1 2.0 5.4
Interest rate derivatives 0.3 0.2 0.2 0.1 0.8

* The cash flows from Private Placement notes and related foreign currency derivatives and interest rate derivatives are settled on a net basis. The debt on interest rate derivatives relating to the facility is presented in the balance sheet within
‘other interest-bearing liabilities' The balance sheet shows a total interest-bearing liability of €20.1 million (€50.2 million) relating to this credit facility.
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Capital structure management

Kesko Group’s objectives in capital management include target rates set for the Group’s solvency
and liquidity. The Group’s capital structure (equity-to-debt ratio) is optimised at the Group level. The
objectives for the Group’s solvency and liquidity are set with the purpose of securing the Group’s
liquidity in all market situations, enabling the implementation of capital expenditure programmes in
line with the Group’s strategy, and maintaining shareholder value. A target rate has been set for the
performance indicator ‘interest-bearing net debt/EBITDA’. Some of the Group’s interest-bearing
liabilities include covenants, whose terms and conditions have been taken into account in the above
target rate. The Group does not have a credit rating from any external credit rating institution.

The target levels for Kesko Group’s performance indicators are approved by the Board of Directors.
On 26 May 2015, the Board approved, as a part of the Group's medium term financial objectives, the
following values for the performance indicators: 'return on capital employed excluding non-recurring
items), ‘return on equity excluding non-recurring items' and 'interest-bearing net debt/EBITDA.

Level achieved Level achieved

Target level in 2016 in 2015
Comparable return on capital employed 4% 1.9 mn7
Comparable return on equity 12% 9.8 8.2
Interest-bearing net debt/EBITDA <25 0.4 -1.4
€ million 2016 2015
Interest-bearing liabilities 514.6 439.1
Liquid assets 391.4 887.2
Interest-bearing net debt 123.3 -448.1
EBITDA 308.4 331.4
Interest-bearing net debt/EBITDA 0.4 -1.4
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Note 33. Related party transactions

The Group’s related parties include its management personnel (the Board of Directors, the
President and CEO and the Group Management Board), companies controlled by them, subsid-
iaries, associates, joint ventures and Kesko Pension Fund. The subsidiaries, associates and joint
ventures are listed in a separate note (note 37).

The related party transactions disclosed consist of such transactions carried out with related
parties that are not eliminated in the consolidated financial statements.

Some members of the Kesko Board are K-retailers. The Group companies sell goods and servic-
es to companies controlled by them. Goods and services have been sold to related parties on
normal market terms and conditions and at market prices.

The joint ventures consolidated using the equity method, Kruunuvuoren Satama Oy and Merca-
da Oy, own properties which have been leased for use by the Group. Véhittaiskaupan Takaus Oy
and Véhittaiskaupan Tilipalvelu Oy sell their services to Kesko’s and K-retailers’ retail companies
and the Lithuanian UAB Mokilizingas provides consumer financing to local consumers. Until

10 October 2016, Suomen Lahikauppa was a member of Tuko Logistics Cooperative. Suomen
Lahikauppa's purchases from Tuko have been reported within related party transaction until 10
October 2016. The other associates mainly comprise business property companies which have
leased their properties for use by Kesko Group. Associates that operate as mutual real estate
companies have been consolidated in the financial statements in proportion to their ownership
interests.

Kesko Pension Fund is a stand-alone legal entity which manages the majority of the pension
assets related to the voluntary pensions of the Group’s employees in Finland. The pension assets
include Kesko Corporation shares with a value of €23.0 million (€15.7 million). Properties owned

by Pension Fund have been leased to Kesko Group.

During the financial years 2016 and 2015, Kesko Group did not pay contributions to Pension Fund.
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The following transactions were carried out with related parties:

Associates and joint Board and
Income statement ventures management Pension Fund
€ million 2016 2015 2016 2015 2016 2015
Sales of goods 0.0 73.6 59.8
Sales of services 36 3 03 02 03 03
Purchasesof goods 1288 69 38
Purchases of services 77 =02 01 00
Operating income 15 06  m3z 06 0.0
Operating costs . s2 30 a6 01 13 22
Finance income o s7 oz

Associates and joint Board and
Balance sheet ventures management Pension Fund
€ million 2016 2015 2016 2015 2016 2015
Current receivables 0.2 1.1 7.6 4.3 0.0
Non-currentreceivables 576 526
Current liabilities . ms w2 16 20 55 21

At the balance sheet date, receivables arisen from Kesko's sales to companies controlled by the
Board members were €7.6 million (€4.3 million). The receivables are collateralised by a commer-
cial credit granted by Vé&hittaiskaupan Takaus Oy, a Kesko associate, with the maximum amount
always limited to the maximum realisable value of the countersecurity from the K-retailer com-
pany and entrepreneur to Vahittaiskaupan Takaus. At the end of the financial year, the counter-
security was valued at €5.5 million (€5.0 million).
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Other current liabilities include, for example, chain rebate payables to companies controlled by
the Kesko Board members. Chain rebates are paid retrospectively based on criteria related to
the amount of actual annual purchases and the quality of operations.

In 2015, Kesko, AMF Pensionsférsékring and llmarinen established a joint venture, Mercada Oy.
The joint venture owns, governs and develops store sites mainly used by Kesko Group. Kesko
sold some of its store sites in Finland and Sweden to the joint venture. The fair value of the
stores sites sold totalled €485 million and a €75.6 million selling profit affecting comparability
was recorded on the transaction. The cash inflow from the arrangement was €403 million. Kesko
Group companies lease the sold stores sites for their use with 15-year long-term leases and in
Sweden, with 10-year long-term leases. At shopping centres, the Group companies lease prem-
ises for their use with 5-15-year leases. Kesko's equity investment in the joint venture is around
€67 million, comprising an investment in the company's equity and an equity shareholder loan.

In addition, Kesko sold four properties to Kesko Pension Fund in 2015. A €22.9 million gain on
the sale affecting comprability was recorded on the transaction.

In addition, Kesko had non-current receivables from a real estate associate to the amount of €1.5
million in 2015.
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Management's employee benefits
The top management comprises the Board of Directors and the Group Management Board. The
compensation paid to them for their employee services consists of the following items:

Monetary salaries, fees and fringe benefits

€1,000 2016 2015
Mikko Helander President and CEO (since 1 Jan 2015) 1,316.8 1,018.5
Group Management . other members VVVVVVVV | 2,532&.2 [ 2,2759
Board

Esa Kiiskinen . Board Chalr VVVVVVVVVVV | ”8!7.5 [ ”887.70
Mikael Aro . Board Ii)rerprLrli)rlr(VIVhrari;(rsrince 13 Apr. 2015) | 605 T 435
Toni Pokela . Board member VVVVVVVV | 425 | 435
Matti Kyytsénen . Board member(5|nce13 Apr. 2015) | 455 T 337
Anu Nissinen . Board member(5|nce13 Apr. 2015) | 445 | 322
Matti Naumanen . Board member(smcell Apr. 2016) | ”31.1 | -
Jannica Fagerholm . Board member(smceh Apr. 2016) | ”Z’>74.1 | B
Tomi Korpisaari . Board member(untll 29 Feb. 2016) | 7”7.2 B V - 435
Kaarina Stahlberg . Board member(slnce i3 Apr. 2015)(until 29 Feb. 2016) | 107 | 352
Seppo Paatelainen . Board DeputyChalr(unt|I 13 Apr. 2015) | o T 170
llpo Kokkila  Board member (until 13 Apr. 2015) R TR
Maarit Nakyva . Board member(untll 7173 Apr. 2015) | o | 132
Virpi Tuunainen . Board member(untll 7173 Apr. 2015) | . 123
Total - © aom6 3,669

Retirement benefits

The statutory pension provision of the President and CEO and the other members of the Group
Management Board is provided through a pension insurance company. Four Group Management
Board members are members of Kesko Pension Fund's department A which was closed in 1998, and

their supplementary pensions are determined based on its rules and their personal service contracts.
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Their retirement benefits are based on a defined benefit plan. Mikko Helander's old-age pension age
is 63 and the amount of his old-age pension is 60% of his pensionable earnings in accordance with
the Employees' Pensions Act (TyEL). The pensionable salary is determined based on his non-variable
monetary salary, performance bonuses and fringe benefits for the last ten (10) years. The supple-
mentary pension is based on a defined benefit plan. The cost of the supplementary pension for the
period, calculated on an accrual basis, was €1.0 million and the pension asset was €0.6 million. The
pension cost of the President and CEQ's statutory pension provision was €0.2 million.

Share awards

The following share awards were granted to the Group Management Board members: under the
2012 plan 15,113 shares (maximum was 56,600 shares), under the 2013 plan 13,500 shares (max-
imum was 67,500), under the 2014 plan 18,354 shares (maximum was 69,000) and under the
2015 plan 39,516 shares (maximum was 74,000). The maximum under the 2016 plan is 74,000
shares. In addition, the taxes and tax-like charges incurred from the award were paid in cash.

Termination benefits

If the service contract of the President and CEO or some other Group Management Board mem-
ber is terminated by the Company, he/she is entitled to a monetary salary and fringe benefits for
the period of notice and a separate non-recurring termination compensation determined on the
basis of the executive's monetary salary and fringe benefits for the month of notice. The termina-
tion compensation is not part of the executive's salary and it is not included in the determination
of the salary for the period of notice, termination compensation or, in case of retirement, pen-
sionable salary. If an executive resigns, he/she is only entitled to a salary for the period of notice
and fringe benefits. When a service relationship terminates due to retirement, the executive is
paid a pension based on his/her service contract without other compensations.

Shareholdings

As at 31 December 2016, the President and CEO held 20,005 Kesko Corporation B shares, which
represent 0.02% of all shares of the Company and 0.01% of votes attached to all shares. As at 31
December 2016, the Group Management Board, including the President and CEO, held 104,678
Kesko Corporation B shares, which represent 0.1% of all shares of the Company and 0.03% of
votes carried by all shares.
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Note 34. Legal disputes and possible legal
proceedings

Group companies are parties to certain trials or legal disputes related to the Group's business
operations. According to management's estimate, their outcome will probably not have any ma-
terial impact on the Group's financial position. The Group is also party to possible legal proceed-
ings, either as plaintiff or defendant, the outcome of which is difficult to forecast.

Note 35. Other notes

Events after the balance sheet date
In January, the court of arbitration dismissed Voimaosakeyhtic SF's action against Kesko subsidi-
ary Kestra Kiinteistopalvelut Oy.

On 10 January 2017, the court of arbitration made an arbitration award in the case in which
Voimaosakeyhtié SF demanded the court of arbitration to confirm that Kestra Kiinteistpalve-
lut Oy's notification to Voimaosakeyhtio SF about participation in the further financing of the
Fennovoima project is binding on Kestra Kiinteistdpalvelut Oy. In its arbitration award, the court
of arbitration dismissed Voimaosakeyhtié SF's action requirements. (Stock exchange release on
10 January 2017)

Note 36. Group composition
Group composition
Kesko Group has 102 (101) subsidiaries. The Group has the majority of voting rights in all com-

panies. Kesko Group's sub-group, Senukai, has a material non-controlling interest (see section
Material non-controlling interest).
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Information about the Group composition as at the balance sheet date:

Number of Number of Number of Number of
wholly- wholly- partly- partly-
owned owned owned owned
Country of Most significant  subsidiaries subsidiaries subsidiaries subsidiaries
Division incorporation subsidiaries 2016 2015 2016 2015
Grocery Finland Kesko Food Ltd, 23 26 4 -
trade K-citymarket Oy,
K-Market Oy,
Kespro Ltd
Building and  Finland, Sweden,  Onninen Group, 52 49 12 7
technical Norway, Estonia, Kesko Senukai
trade Latvia,
Lithuania,
Poland, Russia,
Belarus
Car trade Finland  VV-Auto Group 6 5 - -
Oy
Others Finland, Estonia 5 10 - -

In the financial year 2016, K-talouspalvelukeskus Oy, K-Plus Oy, K-instituutti Oy, Rautakesko
Ltd, Musta Pérssi Ltd and Keslog Ltd merged into Kesko Corporation.

In addition, the Group has partly owned mutual real estate companies. The Group's subsidiaries,

equity-accounted investments and mutual real estate companies consolidated using the propor-
tionate method are listed in note 37.
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Material non-controlling interest

Senukai Group, which is part of Kesko Group, has a material non-controlling interest. The
sub-group's parent, UAB Kesko Senukai Lithuania, is a subsidiary of Kesko Corporation and it

is domiciled in Vilnius, Lithuania. Kesko Group's ownership interest in Senukai Group is 50.0%
increased by one share (50.0% increased by one share). Kesko Group has the right to nominate
the majority of Board members and the Board Chair. The Board controls the company's oper-
ational activities and makes decisions on the use of resources. The share of non-controlling
interests of the profit of Senukai Group was €15.3 million (€15.7 million) and in equity, the share
was €97.3 million (€78.6 million).

The arrangement agreed by Kesko in the autumn of 2015 to centralise the Baltic building and
home improvement trade in UAB Senuku Prekybos centras (Senukai) was completed. The
company's name was changed to Kesko Senukai. In the arrangement, Kesko sold the shares in its
wholly owned companies responsible for the operations of K-rauta stores in Estonia and Latvia
to its subsidiary Senukai, which is majority-owned by Kesko. The Kesko Senukai subgroup oper-
ates in Lithuania, Estonia, Latvia and Belarus.
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Summarised financial information on subsidiary with material
non-controlling interest

Senukai Group Senukai Group

€ million 2016 2015
Current assets 289.8 167.3
Non-current assets 98.1 29.6
Current liabilities 110.8 75.1
Non-current liabilities 18.2 0.3
Netsales 5 573 VVVVVVVV 437.0
Profit/loss 313 VVVVVVVV 231
Parent company owners' share of profit/loss 1.6'.0 VVVVVVVV 7.3
Non-controlling interests' share of profit/loss 153 VVVVVVVV 15.7
Comprehensive income for the period 3.4 9.0
Parent company owners' share of comprehensive income for the period 16.3 4.0
Non-controlling interests' share of comprehensive income for the period 15.0 4.9
Dividends paid to non-controlling interests 1.1 5.9
Net cash generated from operating activities 284 VVVVVVVV 27.1
Net cash used in investing activities B —260 VVVVVVVV -5.1
Net cash used in financing activities . 385 VVVVVVVV -12.7

The amounts above are before intra-Group eliminations.
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Note 37. Subsidiaries, equity accounted
investments and proportionately consolidated
mutual real estate companies as at 31 Dec. 2016

Subsidiaries

Owned by the parent
Ankkuri-Energia Oy

Johaston Oy

Kenkakesko Ltd

KESKO'S ANNUAL REPORT 2016

Domicile

Helsinki
Kirl;l;;)ﬁummi V
VO”ppegérL;J; Vl\rlorway V
Ta||inrnr,rlé_stonia V

Helsinki

Helsinki

Helsinki
Helsinki

Helsinki

Helsinki 7.

Rirgra;,r Latvia 7.
”VVilnius,NLirtrhuania 7.
Nlr-lrelsinki 7.
Nlr-lrelsinki 7.
”HVelsinki 7.
”HVelsinki 7.

Maarianhamina

Helsinki

Group's ownership
interest,%

100.00

100.00

100.00
100.00

100.00

100.00
100.00

100.00

100.00

100.00

100.00
50.00

100.00

100.00

100.00

100.00

100.00

100.00

Parent's owner-

ship interest,%

100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00
100.00

50.00
100.00
100.00
100.00
100.00
100.00
100.00

Owned by the parent
K-rauta AB

Onninen Oy

Plussa OU

Owned by other Group companies
Antigravity Payment System UAB
App-Hallinta Oy

Domicile

Stockholm, Sweden
Sollentuna, Sweden
Rirgrara,r Latvia d
”Helsinki 7.
V TaIIinVnr,rl;:stonia 7.
V(V)Vppegércrl; VI\Vlorway 7.
”Helsinki 7.

Domicile

Vilnius, Lithuania
”Helsinki V
”Helsinki V

Espoo
Rirgrar,r Latvia V

Warsaw, Poland

Oppegard, Norway
Ta||inrnr,rl;:stonia V
”V\/ilnius,rlr_irtrhuania V
””Lahtir
V”I-V|eino|a V
”Helsinki V
”Helsinki V

St. Petersburg, Russia

Vilnius, Lithuania

Group's ownership
interest,%

100.00

100.00

100.00

100.00

100.00

100.00

100.00

Group's ownership
interest,%

25.50

100.00
100.00

100.00

100.00
100.00

100.00

100.00

25.51

100.00
50.45

100.00

100.00

100.00

25.50

Parent's owner-

ship interest,%

Parent's owner-
ship interest,%
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Owned by other Group companies

Kesko Senukai Estonia AS
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Domicile

Helsinki
Vantaa
Helsinki

Tallinn, Estonia

Riga, Latvia
Helsinki

”Helsinkir 7.
VIV-|Vyrvinkéér 7.
VIV-|Vyrvinké’a'r 7.
WKVokkolar d

Kuopio

V Helsinki V
Lappeenranta
Rovaniemi
Espoo
Kerava
Oulu
Vantaa
Vantaa
Ruovesi

Helsinki

GRI REPORT

Group's ownership
interest,%

50.00

50.00

100.00

100.00

100.00
100.00

100.00

100.00
64.78

100.00

100.00

100.00

100.00
67.88

100.00

100.00
100.00

100.00

100.00

100.00

100.00
100.00

100.00

100.00

100.00

100.00

FINANCIAL STATEMENTS

Parent's owner-

ship interest,%

K rauta SIA

OMA OO0

Onninen AB

Onninen AS

Onninen AS

Onninen LLP

Polo LS SIA

Profelco Oy

Owned by other Group companies

CORPORATE GOVERNANCE

Domicile

Espoo

Minsk, Belarus

Helsinki

Riga, Latvia

Riga, Latvia

Vantaa

Group's ownership
interest,%

100.00

100.00

100.00

100.00

100.00
100.00

100.00

100.00
100.00

100.00

25.00

100.00

100.00
100.00

100.00

100.00
100.00

100.00

100.00

100.00

100.00
59.67

25.50

100.00

100.00

100.00

Parent's owner-

ship interest,%
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Owned by other Group companies

Romos Holdingas UAB

Equity accounted investments

Owned by the parent
Graanin Liikekeskus Oy
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Domicile

Kaunas, Lithuania
Bergen, Norway
- Vkaunas,rlr_irtrhuaniar V
© Riga,Latvia
- Vkaunas,rlr_irtrhuaniar V
”'l;armpere”
Turkuﬂ
Oslo, Norway
Oppegérd, Norway
Helsinki

Domicile

Mikkeli

Lahti
Janakkala

Joensuu

Helsinki

Helsinki

Helsinki

Helsinki

Helsinki

Helsinki

Group's ownership
interest,%

25.00

100.00
49.61

50.00

50.00
100.00

100.00

100.00

100.00

100.00

Group's ownership
interest,%

50.00

26.20

29.86

22.77
23.42

49.00

33.33
46.15

34.35

30.00

Parent's owner-
ship interest,%

Parent's owner-
ship interest,%

50.00

Owned by other Group companies

Fintorus Oy

Proportionately consolidated mutual real estate companies

Owned by the parent and others

Asunto-Oy Punkalaitumen Pankkitalo

Domicile

Lappeenranta
Vilnius, Lithuania
Helsinki

Vantaa

Domicile

Punkalaidun
””Espoor 7.
”Helsinkir 7.
Lot

Tampere
Pélkane
Ulvila
V”Vantaar 7.
ol
”Helsinkir 7.
”’I;armperer d
”Helsinkir 7.
Kuopio

Lappeenranta

Group's ownership
interest,%

21.40

12.75

25.00

20.00

Group's ownership
interest,%

33.82

46.60

36.16
50.00

34.54

84.14
42.41

27.81

29.32

50.35

21.24
30.65

47.60

50.00

Parent's owner-
ship interest,%

Parent's owner-
ship interest,%

42.41

27.81
30.65
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FINANCIAL STATEMENTS

€ 1Jan-31Dec 2016 1Jan-31Dec 2015
Net sales 307,057,226.84 43,091,016.90
Other operating income 145,872,845.35 157,968,731.51
Materials and services -182,055,341.10 -1,753.06
Employee benefit expense -78,391,983.08 -21,213,756.01
Depreciation, amortisation and impairment -25,123,873.93 -21,156,816.18
Other operating expenses -153,377,504.75 -206,748,452.39
Operating profit 13,981,369.33 -48,061,029.23
Finance income and cost 10,150,624.85 -20,534,327.74
Profit before appropriations and taxes 24,131,994.18 -68,595,356.97
Appropriations

Change in depreciation reserve 7,253,944.92 15,486,295.81
Group contribution 137,567,419.37 289,585,913.15
Profit before taxes 168,953,358.47 236,476,851.99
Income taxes -21,025,798.49 -74,658,981.88
Profit for the financial year 147,927,559.98 161,817,870.11
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Parent company's balance sheet

€ 31Dec 2016 31Dec 2015 € 31Dec 2016 31Dec 2015
ASSETS Short-term
NON-CURRENT ASSETS Tradereceivables 144,796,52371 | 7”771727,7242.35
INTANGIBLE ASSETS Receivables from subsidiaries 625,191,94342 | 83795,71’;78717,7775.07
Intangible rights 7,693,64306 | 67,7275777,340.41 Receivables from associates 991,44983 | 910,93605
Other intangible rights 15,684,20780 | 6,7778”6;292.90 loanreceivables 2,019,25812 777777777 -
Prepayments 8,303,93325 | ”1;27717305.11 Other receivables 1,638,53121 7777777 3 ,§25.16
31,681,784.11 14,314,938.42 Prepayments and accrued income 6 9,232,30091 | 171;174573;17!44.76
TANGIBLE ASSETS 843,870,007.20 852,158,323.39
landandwaters 85,978,000112 | 777,787675787,7955.35 INVESTMENTS
Buildings 161,741,46#59 . 1271;(7)744,7023.13 Other investments 246,965,09516 | 746;652;692.53
Machinery and equipment 11,989,53691 | 717,478717,7275.98 7777777777777777777777777777777777777
Other tangible assets 5,206,43683 | V 712,08896 CASH AND CASHEQUIVALENTS 48,104,14995 | 45,391,99615
Prepayments and construction in progress 9,260,38869 | 37,7966,399.35 TOTAL ASSETS 2,659,869,939.17 2,423,614,208.66
274,175,827.44 205,006,762.77
e A
Investments in subsidiaries 805,82 69665 | 197(7),73573‘71,7107.79
Investments in associates B 78,255,20386 | 787,7275”5;2703.86
Otherinvestments 7,623,89627 | 16,377737,7702.57

891,701,796.78 279,020,014.22

CURRENT ASSETS
"
Finished products/goods 4 6,416,08841 VVVVVVVVV -
46,416,088.41 -
e
" I
Receivables from subsidiaries 2 14,140,93290 | 227;659;525.48
Receivables from associates 57,629,47131 | 57,641,47131
Other receivables 5,184,78591 | 27,372787,78704.39
276,955,190.12 287,070,101.18
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Parent company's balance sheet

€ 31Dec 2016 31Dec 2015 € 31Dec 2016 31Dec 2015
EQUITY AND LIABILITIES Current
CAPITALAND RESERVES Private placement notes - ‘ 30,125,52301
Sharecapital | 197,282584.00  197,082,584.00  Advancesreceived 3066798 52,373.52
Sharepremium | 197,498,010.90  197,498,010.90 Tradepayables 13500578467 6,937,288.22
Other reserves BN Payables to subsidiaries - 527,926,33803 K 510,084,72957
Reserve of invested non-restrict‘e‘d‘ ;quity o 22,753,30740 B 22,753,30740 Payables to associates o 21,949,61128 B ‘ 19,126,18941
Otherreserves | 4341579555 24341579555  Otherpayables 8509664264 515,547,100
Retained earnings | 592,073,30699 B 673,737,29241 Accruals and deferred income o 66,649,07651 B 45,461,86517 7
Profit for the financial year o 147,927,55998 K 161,817,87011 7 836,667,121.11 616,945,516.00
1,400,950,564.82 1,496,504,860.37 TOTAL LIABILITIES 2,659,869,939.17  2,423,614,208.66

aerropriaTions iR T SO, .
Depreciation reserve - 59,756,47917 K 56,903,04119
PROVISIONS
Other provisions . oM 9assoo
LABILITIES
Non-current
Bonds 22500500000  225,005,000.00
Private Placement notes 2008368201 20,083,682.01
Pensionloans 100,000,00000 [
Other creditors - 8,238,36694 K ‘ 7,258,65409 V

“““ IR | Be10
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Parent company's cash flow statement

€

Cash flows from operating activities

Profit before extraordinary items

Adjustments

Depreciation according to plan

Finance income and costs

Other adjustments

1Jan-31Dec 2016
24,131,994.18

17,936,645.13
-10,150,624.85

-31,774,213.98

1Jan-31Dec 2015

55,440,430.67

Change in working capital

143,800.48

49,585,713.94
5,152,816.06

12,543,253.34

23,740,596.20

-4,046,119.66

€

1

Cash flows from investing activities

Purchases of tangible and intangible assets

Receivables, increase (-)/decrease (+)

Acquisitions of subsidiaries

Acquisitions of associates

Proceeds from sale of subsidiaries, net of cash disposed of

Equity repaid by associates and joint ventures

Jan-31Dec 2016

-25,073,151.29
-2,000,758.55
-280,846,572.73

-5,000,000.00

1Jan-31Dec 2015

Interests paid and other finance costs

67,281,783.34

-17,959,831.97

-4,886,316.92

Interests received B 26,198,246.35 19,415,447.46
Dividends received . 1‘,.9.75,2.7.5..20‘ | 3;?6?;022.20
Income taxpaid B -71‘,.5.83,7.1;.69‘ | -273;,747773,972.12

-61,370,025.11 -18,319,382.45
Net cash generated from operating activities h 6‘,(.).55,5.5.8..71‘ . 757374,7896.83
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Proceeds from disposal of other investments 166,095.44 -
Proceeds from disposal of tangible and intangible assets 29,537,990.00 79,137,019.78
Net cash used in investing activities -283,216,397.13 3,478,595.40
Cash flows from financing actitivites

Interest-bearing liabilities, increase (+)/decrease (-) 127,193,797.33 114,337,761.43

Short-term money market investments

Dividends paid

Group contributions received and paid

Acquisition of treasury shares

Other items

23711423683
| 364,532,233.40
248194,233.30
137,567,419.37
I

5,737,941.24

21,212,728.94

Net cash used in financing activities

Change in liquid assets

Liquid assets as at 1 January

Liquid assets as at 31 December

149,409,127.27
-127,751,711.15

234,321,700.54
106,569,989.39

-1,920,603.56
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Notes to the parent company's financial
statements

Note 1. Principles used for preparing the financial
statements

Kesko Corporation's financial statements have been prepared in compliance with the Finnish
Accounting Standards (FAS).

In the financial year 2016, K-talouspalvelukeskus Oy, K-Plus Oy, K-instituutti Oy, Rautakesko
Ltd, Musta Pérssi Ltd and Keslog Ltd merged into Kesko Corporation.

Non-current assets

Intangible assets

Intangible assets are stated in the balance sheet at cost less depreciation according to plan and
possible amortisations.

Depreciation plan
Other capitalised expenditure 5-20 years

IT software and licences 3-5years

Tangible assets

Tangible assets are stated in the balance sheet at cost less depreciation according to plan and
possible amortisations.

Depreciation plan

Depreciation according to plan is calculated on a straight line basis so as to write off the cost of
tangible assets over their estimated useful lives.
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The most common estimated useful lives are:

Buildings 10-33 years

Fixtures and fittings 8 years

Machinery and equipment 25% reducing balance method
Transportation fleet 5years

Other tangible assets 5-14 years

Land has not been depreciated. The total of depreciation according to plan and the change
in depreciation reserve comply with the Finnish Business Tax Act. The change in depreciation
reserve has been treated as appropriations.

Valuation of inventories
Inventories are stated, using the moving-average cost method, at lower of direct purchase cost,
replacement cost and probable selling price.

Valuation of financial assets
Marketable securities have been valued at the lower of cost and net realisable value.

Foreign currency items

Foreign currency transactions have been recorded in euros using the rate of exchange at the
date of transaction. Foreign currency receivables and payables have been translated into euros
using the rate of exchange at the balance sheet date. If a receivable or a payable is tied to a fixed
rate of exchange, it has been used for translation. Exchange rate differences have been recog-
nised in profit or loss.

Derivative contracts

Interest rate derivatives

Interest rate derivatives are used to modify the durations of borrowings. The target duration is
three years and it is allowed to vary between one and a half and four years. Cash flows arising
from interest rate derivatives are recognised during the financial year as interest income or
expenses, according to the maturity date. In the financial statements, outstanding interest rate
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forward contracts, interest rate future contracts, interest rate option contracts and interest rate
swap contracts are stated at market values, but unrealised revaluation is not stated as income.
Any valuation losses are included in interest expenses.

Foreign currency derivatives

Foreign currency derivatives are used for hedging against translation and transaction risks.
Foreign exchange forward contracts are valued using the forward exchange rate of the balance
sheet date. The exchange differences arising from outstanding derivative contracts are reported
in financial items. If a derivative has been used for hedging a foreign-currency-denominated
asset, the change in value has been recognised against that of the asset item. The premiums of
option contracts are included in the balance sheet accruals until they expire, or if a value change
at the balance sheet date so requires, recognition in profit or loss.

Commodity derivatives

Ankkuri-Energia Oy, a Kesko Corporation subsidiary, uses electricity derivatives to balance

the energy costs of the Group and its retailers. Kesko Corporation is an external counterparty
in electricity derivatives with a bank, and enters into corresponding internal hedge with Ank-
kuri-Energia Oy. At no stage does Kesko Corporation have derivative positions, and thus there
are no effects on profit or loss. The electricity price risk is reviewed on a 5-year time span. With
respect to derivatives hedging the price of electricity supplied during the financial year, change
in fair value is recognised at Kesko under finance income and cost. Unrealised gains and losses
on contracts hedging future purchases are not recognised in profit or loss.

Pension plans

Personnel's statutory pension provision is organised through pension insurance companies and
the voluntary supplementary pension provision is mainly organised through Kesko Pension Fund.
Pension costs are recognised as expense in the income statement.

Provisions

Provisions stated in the balance sheet include items committed to under agreements or oth-
erwise but not yet realised. Changes in provisions are included in the income statement. Rent
liabilities for vacant rented premises no longer used for the Group's business operations, as well
as losses resulting from renting the premises to third parties, are included in provisions.
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Income tax

Income tax includes the income tax payments for the period calculated based on the profit for
the period, and taxes payable for prior periods, or tax refunds. Deferred taxes are not included in
the parent company's income statement and balance sheet.

Notes to the income statement
Note 2. Net sales by division

€ million 2016 2015
Building and technical trade 165.9 -
Others 1411 431

Total 307.1 431

In the financial year 2016, K-talouspalvelukeskus Oy, K-Plus Oy, K-instituutti Oy, Rautakesko
Ltd, Musta Pérssi Ltd and Keslog Ltd merged into Kesko Corporation.

Note 3. Other operating income

€ million 2016 2015
Gains on sales of real estate and shares 2.2 57.7
Rentincome 85 995
Feesfc;r”services . 90 R .
Profitsrfrrrom mergel;sr.r " 746.27 | B .
Others 38 o7
Total  wss 1580
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Note 4. Average number of personnel Note 6. Depreciation, amortisation and impairment

2016 2015 € million 2016 2015

Kesko Corporation 716 180 Depreciation according to plan -17.9 -16.4
Total N .71‘(:.'»“ - 180 Impai;'n;r;néﬁt, non-crLVn;rrernt asseg 777777777777777777 N -72 - -48
,,,,,,,,,,,,,,,,,,,,,,,,,,,,,, TOtaI,,,,, -251 -212

Note 5. Employee benefit expense .
Note 7. Other operating expenses

€ million 2016 2015
Salaries and fees -64.6 -17.8 € million 2016 2015
Sociai ;égurity cosrtrs 77777777777777777777777 N | - B Rent expenses _ .'.57-‘9.“ - '5“‘
PenSicr)rn—(—:—osts 7777777777777777777777777 N -105 . -26 Marketing expenses -44.5 -3.7
Othe|; Vsrorcria| secu.—ri{}r,rcrosts 77777777777777777777 N .32 . .03 Maint;ﬁéﬁce of rerarlrersrtate ana Vsrté:re sites N -82 - -56
Total N -734 . .212 TeIeczV)Vrﬁﬁ';unicatiornr Verxrpenses VVVVVVVVVVVVVVVVVVVV N -259 | - -244
777777777777777777777777777777 Lossersrlérrormmergélr';r -02 -
Othel; Vorp;errating e%géﬁses VVVVVVVVVVVVVVVVVVVV N —168 | - —12i;6
Salaries and fees to the management Total . ass4 2067
€ million 2016 2015 The other operating expenses include a €107.6 million loss on the divestment of Anttila.
Managing Director 1.3 1.0
Members of the Board of Directors o3 o4
Total 16 14

An analysis of the management's salaries and fees is included in the notes to the consolidated
financial statements.
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Auditors' fees Note 8. Finance income and costs

€ million 2016 2015 € million 2016 2015

PricewaterhouseCoopers, firm of auditors Income from long-term investments

Audit 0.2 0.3 Dividend income from subsidiaries 1.4 3.8

Tax consultation 0.0 0.1 Gains on disposal of shares 0.2 -

Other services 0.2 0.4 Gains on sales of investments 0.6 -

Total 0.4 0.8 Income from long-term investments, total 2.1 3.8

Other interest and finance income

From subsidiaries 17.1 15.0
From others 11.8 18.6

Interest and finance income, total 29.0 33.6

Impairment of investments held as non-current assets

Impairment of shares -2.8 -26.5

Impairment of other investments 0.0 -1

Impairment of investments held as non-current assets, total -2.8 -27.6

Interest and other finance costs
To subsidiaries -2.2 -2.7
To others -15.9 -27.6

Interest and finance costs, total -18.1 -30.3

Total 10.2 -20.5
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Notes to the balance sheet
Note 9. Appropriations Note 12. Intangible assets

€ million 2016 2015 € million 2016 2015
Difference between depreciation according to plan and depreciation in 7.3 15.5 Intangible rights .
taxatiqq T BSOSO N Acquisition cost as at 1 January 9.5 9.0
GrouP,;?r‘tribUtioﬂs, ,’?Ce“’ed e 2162 . 30,6',0 Increases 5.7 0.6
Grouprcrqrntributiornrsr pfaid ,,,,,,,,,, -787 -1,6',4 Decreases -0.0 -0.1
TOtaI e 144.8 - 305.1 Transfél;_;, Vbetweenr |tems - - | - - 0.1 | - V 01
Acqui;iiién cost as Vart731 Dece}ﬁger VVVVV S N 153 - 95
Note 10. Changes in provisions . o ...
Accumulated depreciation as at 1 January -3.2 -4
€ million 2016 2015 Accumluléied deprrercrire;tion on crirercrreases ar‘&r’ru;ansfers S . -20 | - 00
Transferred on mergers - 5 3 - Deprecrirartrion and erurTVuV)VrtisationVserc;r the ﬁnrarnrcriral year - I ;2 4 - -19
Other changes T 3.Q | 0.7 Accuﬁﬁiéted dep;ercriration as at31 Decerﬁsé; VVVVV . .-7.6”. - -32
Total T 83 0.7 Book vrarlrl.;e as at 31 Vbtrecemberr - S I 77 - 63
Note 11. Income taxes Other intangible assets
Acquisriiirorn cost asat1 Januar)rlr S 202 - 156
Deferred taxes ncresses S 681 21
Deferred tax assets and liabilities have not been recorded on the balance sheet. The deferred Decreases 54
tax liability on accumulated appropriations is €12.0 million. The amount of other deferred tax Transfers between items S S s 95
liabilities or assets is not material. Acquigiffén cost as ot 31 Decomber e " 835 20.2
Accuﬁﬁlgted deprre_;crirartion as a't'1' January 7777777777 -134 - -64
Accun;ﬁlgted deprrercrirartion on (élé&eases ar;;:lrirransfers VVVVV -517 .
Depre<r:irartrion and érrﬁérrtisation;f;r the fin;nrcri;aul year . .-2.7... - -71
Accun;t;iSted deprrrercri;tion as at31 Decerﬁbérr VVVVV -678 - -134
alue as at 31 De . 157 68
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€ million

Prepayments

Acquisition cost as at 1 January

Increases

Decreases

Transfers between items

Acquisition cost as at 31 December

Book value as at 31 December

Note 13. Tangible assets

€ million

Land and waters

Acquisition cost as at 1 January

Increases

Decreases

Acquisition cost as at 31 December

Book value as at 31 December

Buildings

Acquisition cost as at 1 January

Increases

Decreases

Transfers between items

Acquisition cost as at 31 December
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€ million

Accumulated depreciation as at 1 January

Accumulated depreciation on decreases and transfers

Depreciation for the financial year

Accumulated depreciation as at 31 December

Book value as at 31 December

Machinery and equipment

Acquisition cost as at 1 January

Increases

Decreases

Transfers between items

Acquisition cost as at 31 December

Accumulated depreciation as at 1 January

Accumulated depreciation on decreases and transfers

Depreciation for the financial year

Accumulated depreciation as at 31 December

Book value as at 31 December

Other tangible assets

Acquisition cost as at 1 January

Increases

Decreases

Transfers between items

Acquisition cost as at 31 December

2016 2015
-141.1 -178.2
A
06 m2
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T
"
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e
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e
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€ million

Accumulated depreciation as at 1 January

Accumulated depreciation on decreases and transfers

Depreciation for the financial year

Accumulated depreciation as at 31 December

Book value as at 31 December

Prepayments and construction in progress

Acquisition cost as at 1 January

Increases

Decreases

Transfers between items

Acquisition cost as at 31 December

Book value as at 31 December

Note 14. Investments

€ million

Investments in subsidiaries

Acquisition cost as at 1 January

Increases

Decreases

Acquisition cost as at 31 December

KESKO'S ANNUAL REPORT 2016

GRI REPORT

2016

-2.3

-1.6

-0.4
-4.3
5.2

3.9
9.2

-0.3

-3.5
9.3
9.3
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s
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€ million

Impairment as at 1 January

Accumulated impairments on decreases

Impairment for the period

Impairment as at 31 December

Book value as at 31 December

Investments in associates

Acquisition cost as at 1 January

Increases

Returned equity

Book value as at 31 December

Other investments

Acquisition cost as at 1 January

Increases

Decreases

Acquisition cost as at 31 December

Impairment for the period

Impairment as at 31 December

Book value as at 31 December

2016

-54.3
27.8

-2.8

-29.3
805.8

78.3

10.4
1.2

o3

10.2
-2.6
-2.6

7.6

An analysis of Kesko Corporation's ownership interests in other companies as at 31 December

2016 is presented in the notes to the consolidated financial statements.
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Note 15. Receivables

€ million

Receivables from subsidiaries

€ million

Receivables from associates and joint ventures

Kesko Corporation has advanced a long-term loan to its joint venture, Mercada Oy, in the

amount of €56.0 million.
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2016

2141

2141

44.0
570.1
mna
625.2
839.3

2016

1.0
58.6

€ million

Prepayments and accrued income

2015 Taxes
Employee benefit expense
Others
. Total
2171 otal
10.0

2016

20.7

6.2

42.4
69.2

21 Note 16. Shareholders’ equity

2016

o Reserve of
5.6 invested
832.7 non-
o Share Share Contingency restricted Retained
7 71}1 € million capital premium fund equity earnings
- 8394 Balance as at 1 January 197.3 197.5 243.4 22.8 818.0
1,066.5 205 -
Dividends -148.7
Treasury shares 4.7
2015 S s s
Transfer to donations -0.3
Profit for the year 161.8
o Balance as at 31 December 197.3 197.5 243.4 22.8 835.5
57.5
. 2015
o1 U
e Dividends -248.2
5,7',6 Treasury shares 5.0
L Transfer to donations -0.3
,Q',g Profit for the year 147.9
58.5 Balance as at 31 December 197.3 197.5 3.4 22.8 740.0

2015

0.0
0.5
10.6

Total
equity

1,478.9
-148.7
4.7
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Calculation of distributable profits 2016 2015
Other reserves 266.2 266.2
Retrainedrerarninrgs V 5923 . B 67737.7
Profit forrtrhe ye;r V 147.9 . B 1671;8
Total 1,006.2 - 1,017
Breakdown of parent company shares Pcs
A shares 31,737,007
B sHares - 68;282,745
Total 100,019,752

Number
Votes attached to shares of votes
A share 10

B share 1

Board's authorisations to acquire and issue own shares

The Annual General Meeting held on 4 April 2016 approved the Board's proposal for its authorisation
to decide on the acquisition of a maximum of 1,000,000 own B shares of the Company. The author-
isation is valid until 30 September 2017. The Board has the authority, granted by the Annual General
Meeting of 13 April 2015 and valid until 30 June 2018, to issue a total maximum of 20,000,000 new
B shares. Kesko's Annual General Meeting held on 4 April 2016 also authorised the Company's Board
to make decisions concerning the transfer of a total maximum of 1,000,000 own B shares held by the
Company as treasury shares. The authorisation is valid until 30 June 2020.

Treasury shares

Authorised by the General Meeting, the Board of Directors acquired a total of 700,000 own B
shares (purchase price €23.7 million) in the financial year 2011 and a total of 500,000 own B shares
(purchase price €16.1 million) in the financial year 2014. The total prices paid for the shares have
been deducted from retained earnings in equity. The shares are held by the Company as treasury
shares and the Company Board is entitled to transfer them. Based on the authorisations to issue
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own shares and the fulfilment of the vesting criteria of the 2014 vesting period of Kesko's share-
based compensation plans, the Board granted a total of 120,022 own shares held by the Company
as treasury shares, and based on the fulfilment of the 2015 vesting period, a total of 139,724 own
shares held by the Company as treasury shares to the persons included in the target groups of
the vesting periods. The transfers of treasury shares were announced in a stock exchange release
on 1 April 2015, 7 April 2015, 17 March 2016 and 27 April 2016. During the financial year, a total
of 8,256 shares already granted were returned to the Company in accordance with the terms and
conditions of the share-based compensation plan. At the end of the financial year, the Company
held 746,109 (877,577) own B shares as treasury shares. The €23.5 million (€27.5 million) acquisi-
tion cost of these shares has been deducted from retained earnings in equity.

Note 17. Provisions

€ million 2016 2015
Provisions for leases 8.0
Other provisions 1.2 0.9

Total 9.2 0.9

Note 18. Non-current liabilities

On 10 June 2004, Kesko Corporation issued a Private Placement of USD 120 million in the US. The
facility has three tranches with bullet repayments, of which the first tranch (USD 60 million) was
due in 2014 and the second (USD 36 million) in 2016. The third tranch will be due in 2019 (USD 24
million). Kesko has hedged the loan with currency and interest rate swaps and will apply hedge ac-
counting to the facility. At the balance sheet date, the fair value of the foreign currency derivatives
hedging the private placement was €+2.7 million and the fair value of the interest rate derivatives
was €-0.1 million. The loan capital is €20.1 million and the fixed interest rate is 6.2%.

On 11 September 2012, Kesko Corporation issued a €250 million bond. The bond carries a fixed
coupon rate of 2.75%. The bond matures after six years from issuance.
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Note 19. Current liabilities Note 21. Guarantees, liability engagements and
other liabilities

€ million 2016 2015

Liabilities to subsidiaries

Trade payables 1.8 0.2

Other payables 520.9 507.3

€ million 2016 2015

Real estate mortgages

Accruals and deferred income 5.2 2.6 [ NN
For subsidiaries N A

Total 527.9 510.1 R SSTSOSOPRUTOUORORPOPRPNORORNPUUOROTRONRNOTRTOONOOOON ... ....... ... s - v S

"""""""""""""" Pledgedshares 58 28

Accrued expenses 0.0 0.1 N SSOPOTOVOOPPIOUPOOPPOUOPUOOPUOUPUOPPOOIOPOOOPUOOPUOOPOOPPOOTOOOON . ....... ... ...« RO
Guarantees

Other payables 21.9 19.0 R SSTSOOPRUTNOUORORPOPRNORORNRUUOROTRONRNOTRTOONOOOON ... ....... ... s« S

For subsidiaries 72 81

Total 21.9 19.1 [ SOOI . ......................

""" T o e Other liabilities and liability engagements
For own debt 15 4
Staff costs 34.0 3.8 R eeeretarasens sesestetabesssssestabessssssssesasasansosesasasenseses NONOIOOOINNN,

Others 32.6 41.7 R eeresresreres seserssrssnsstsssssssssssmmessssnsssonsssssorasseereer N
""" T o o Rent liabilities on machinery and fixtures

Total 66.6 45.5 - SESOOTOSOOPOROPNPUOROPPIONOPROUUOONOPPROOTONOOOTOOOON ... ...........:s s I
""" Falling due within a year n 1

Falling due later 7 1

Note 20. Interest-free liabilities . e

Rent liabilities on real estate

€ million 2016 2015 Falling due within a year 104 40

Current liabilities 258.1 57.1 Falling due later S 400 156

Non-current liabilities 8.2 73

Total 266.3 64.4
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Foreign currency risks The sensitivity analysis of transaction exposure shows the profit impact of a +/-10% exchange
The result of the Company's operating activities is affected by the amount of working capital rate change on the Goup's foreign currency denominated acquisitions and hedging foreign
financing granted by the Company to its foreign subsidiaries and in part also, in its capacity of currency derivatives.

the Group's parent company, the subsidiaries' hedgings against their parent.

Sensitivity analysis, impact

The foreign currency exposure is hedged using foreign currency derivatives in accordance with on pre-tax profit as at 31

the confirmed foreign currency risk policy. The fair value of foreign currency derivatives is calcu- Dec 2016

lated by measuring them based on quoted market prices at the balance sheet date. Sl usb SEK NOK PLN RUB BYN
Change +/-10% 1.1 0.8 0.4 0.7 -0.3 0.0

The measurement of derivatives is based on direct market data, in other words, they are classi-
fied into level 2. The maximum credit risk of these derivatives corresponds to their fair value at
the balance sheet date. Sensitivity analysis, impact
on pre-tax profit as at 31

The results of derivatives are recognised in financial items. Dec 2015
€ million usbD SEK NOK PLN RUB BYN
Change +/-10% 1.0 -0.7 0.5 0.0 -0.3 0.0

Company's transaction
exposure as at 31 Dec 2016

€ million usD SEK NOK PLN RUB BYN
Transaction risk -20.2 19.6 2.4 16.5 1.4 0.0 Derivatives
Hedging derivatives 31.3 -12.0 -18.2 -9.1 -17.6 0.0
Exposure 1.1 7.6 4.2 7.4 -3.1 0.0 31.12.2016 31.12.2016 31.12.2015 31.12.2015
S o Positive fair Negative fair Positive fair Negative fair
Fair values of derivative contracts value (balance value (balance value (balance value (balance
€ million sheet value) sheet value) sheet value) sheet value)
Company's transaction
exposure as at 31 Dec 2015 Currency derivatives 4.y -5.4 12.2 -2.3
€ million usD SEK NOK PLN RUB BYN
Transactionisk 97 12 239 00 134 0.0 Notional amounts of derivative 31.12.2016 31.12.2015
Hedging derivatives 29.4 3.8 -18.7 0.0 -16.7 0.0 contracts Notional Notional
Exposure 9.7 n 5.1 0.0 33 0.0 il Smount amount
S Currency derivatives 213.7 302.8

All currency derivatives mature in 2017.
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€ million 2016 Fair Value 2015 Fair Value

Note 22. Cash and cash equivalents within the

Liabilities arising from derivative instruments

Values Of’qr']a'e'r'l}'/i'ng instrumeﬁrtrsraras”artrm Decembrerr”””r . 000 Statement Of caSh flows

Interestrariiércrlé;'irvratives VVVVVVVVV B 3400000 - - -

Interest rateswaps VVVVVVVVV . 40 -01 [ 71070 . 00 € million 2016 2015
777777777777777777 Available-for-sale financial assets 58.5 188.9

Foreign currency derivatives L Cashérnrcircrasheqt;irvrarlrents """"""""""" T T

Forward and future contracts 193 -3.6 252 5.1 Total T 1055 o 2343

Outsidethrerélr'(;lrjrp ————————— B

Inside the Group oo Ol ... 2 ... .. -06 In the statement of cash flows, cash and cash equivalents includes those recognised in the

Option agreements evrerreseres OO e balance sheet and portions of available-for-sale financial assets with maturities of less than three

Bought, inside the Group ..o 0 0o 00 months from acquisition.

Written, inside the Group 0 -0.0 1 -0.0

Currencyrsr\AV/Varprsr VVVVVVVVVVV 2027 V 50 - 49

****************** ~ Note23.Related parties

Electricity derivatives - e 19 0.0 The Group’s related parties include its management personnel (the Board of Directors, the
"""""""""" B s President and CEO and the Group Management Board), companies controlled by them, subsid-
Outside the Group n -1.7 9 -7.2 L. . . . e . . ..
,,,,,,,,,,,,,,,,,, wevcrsieesoss OOOOIOOOOOPIOOIOOOOOOOOOIEIOR.............. - 15 iaries, associates, joint ventures and Kesko Pension Fund. The subsidiaries, associates and joint
Inside the Group n 1.7 9 7.2 . .
,,,,,,,,,,,,,,,,,, cersreeescess STTTTTTTTTTTTOTTTTOTIOTOIIOOI......c1c: e 5 et ventures are listed in a separate note (note 37).

Some members of the Kesko Board are K-retailers. The Group companies sell goods and servic-
es to companies controlled by them. Goods and services have been sold to related parties on
normal market terms and conditions and at market prices.
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Signatures Auditor’s report

(Translation from the Finnish Original)
Helsinki, 1 February 2017
To the Annual General Meeting of Kesko Oyj

Esa Kiiskinen Mikael Aro Report on the audit of the financial statements
Opinion
In our opinion,

Jannica Fagerholm Matti Kyytsénen Matti Naumanen * the consolidated financial statements give a true and fair view of the financial position,

financial performance, and cash flows of the group in accordance with International Financial
Reporting Standards (IFRS) as adopted by the EU
* the financial statements give a true and fair view of the parent company’s financial perfor-
Anu Nissinen Toni Pokela Mikko Helander mance and financial position in accordance with the laws and regulations governing the
President and CEO preparation of the financial statements in Finland and comply with statutory requirements.

What we have audited

We have audited the financial statements of Kesko Oyj (Business ID: 0109862-8) for the year
The AUditor's note ended 31 December, 2016. The financial statements comprise:
Our auditor's report has been issued today. * the consolidated statement of financial position, statement of comprehensive income,

statement of changes in equity and statement of cash flows, and notes to the consolidated

Helsinki, 1 February 2017 financial statements, which include a summary of significant accounting policies; and

* the parent company’s balance sheet, income statement, cash flow statement and notes to the
PricewaterhouseCoopers Oy financial statements
Authorised Public Accountants

Basis for opinion
Mikko Nieminen We conducted our audit in accordance with good auditing practice in Finland. Our responsibil-
APA ities under good auditing practice are further described in the Auditor’s responsibilities for the

audit of the financial statements section of our report.
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We believe that the audit evidence we have obtained is sufficient and appropriate to provide a
basis for our opinion.

Independence

We are independent of the parent company and of the group in accordance with the ethical
requirements that are relevant to our audit of the financial statements in Finland, and we have
fulfilled our other ethical responsibilities in accordance with these requirements.

Our audit approach

Overview

Overall materiality

* We have defined that in Kesko Group audit material are misstatements whose impact individ-
ually or in aggregate is 5% of comparable profit before tax. Calculated from comparable profit
before tax in 2016 financial year it is € 13 million.

Group audit scope

* We performed an audit in Kesko Group companies that are most significant based on the
financial position and result. We have performed audit procedures in Kesko’s nine operating
countries.

Key audit matters

* Business combination of Suomen L&hikauppa, Onninen and AutoCarrera
* Goodwill and trademarks - management impairment testing

* Inventories

As part of designing our audit, we determined materiality and assessed the risks of material
misstatement in the financial statements. In particular, we considered where management made
subjective judgements; for example, in respect of significant accounting estimates that involved
making assumptions and considering future events that are inherently uncertain.
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Materiality

The scope of our audit was influenced by our application of materiality. An audit is designed to
obtain reasonable assurance whether the financial statements are free from material misstate-
ment. Misstatements may arise due to fraud or error. They are considered material if individually
or in aggregate, they could reasonably be expected to influence the economic decisions of users
taken on the basis of the financial statements.

Based on our professional judgement, we determined certain quantitative thresholds for mate-
riality, including the overall group materiality for the consolidated financial statements. These,
together with qualitative considerations, helped us to determine the scope of our audit and the
nature, timing and extent of our audit procedures and to evaluate the effect of misstatements on
the financial statements as a whole.

We determined that overall group materiality € 13 million. We chose comparable profit before
tax as the benchmark because, in our view, it is the benchmark against which the performance
of the Group is most commonly measured by users, and is a generally accepted benchmark. We
chose 5% which is within the range of acceptable quantitative materiality thresholds in auditing
standards.

Group audit scope

Kesko operates in grocery trade, building and technical trade and car trade. Operations are
based in nine countries. We tailored the scope of our audit, taking into account the structure of
the Kesko Group, the industry and the accounting processes and controls.

We performed an audit in Kesko Group companies that are most significant based on the finan-
cial position and result. We have performed audit procedures in all nine of Kesko’s operating
countries: in Finland, Sweden, Norway, Estonia, Latvia, Lithuania, Poland, Russia and Belarus.

By performing those procedures, we have obtained sufficient and appropriate evidence regard-

ing the financial information of Kesko Group’s legal companies and operations which provides a
basis for our opinion on the consolidated financial statements.
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Key audit matters

Key audit matters are those matters that, in our professional judgment, were of most signifi-
cance in our audit of the financial statements of the current period. These matters were ad-
dressed in the context of our audit of the financial statements as a whole, and in forming our
opinion thereon, and we do not provide a separate opinion on these matters.

As in all of our audits, we also addressed the risk of management override of internal controls,

including among other matters consideration of whether there was evidence of bias that repre-
sented a risk of material misstatement due to fraud.
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Key audit matter in the audit of
the Group

How our audit addressed
the Key audit matter

Business combination of Suomen Lihikauppa, Onninen and AutoCarrera

Refer to note 1 (Accounting policies for the
consolidated financial statements), note

12 (Intangible assets) and note 3 (Business
acquisitions and disposals)

During the financial year, Kesko has acquired
the whole share capital of Suomen Lahikaup-
pa Oy, Onninen Oy and Oy AutoCarrera Ab.
These acquisitions have been treated as busi-
ness combinations based on IFRS 3 in Kesko
consolidated financial statements.

Regarding these acquisitions we focused on
meeting the criteria of business combination
based on IFRS 3, intangible assets identifica-
tion and determination of the fair value of net
assets. These matters involve management
judgment and the result is dependent on val-
uation methods, assumptions and inputs used
in the model.

In our audit we reviewed management’s
assessment about, whether acquisitions of
Suomen Lahikauppa, Onninen and AutoCar-
rera meet the definition of business combina-
tion as set out in IFRS 3.

We assessed the appropriateness of the
identifiable assets acquired and the liabilities
assumed at the acquisition date by compar-
ing these to the clauses laid out in the Asset
Purchase Agreements. We reviewed man-
agement’s procedure for determining the fair
value of the net identifiable assets acquired.

We tested appropriateness of valuation mod-
els and mathematical accuracy by sample as

well as by comparing input data used to claus-
es laid out in the Asset Purchase Agreements.

We tested the amount of goodwill arising
from the acquisition by reviewing purchase
price allocation accounting principles and
formulas of calculations. We assessed wheth-
er goodwill arising from the acquisitions is
allocated to cash generating units based on
applied accounting standards.
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Key audit matter in the audit of
the Group

How our audit addressed
the Key audit matter

Goodwill and trademarks - management impairment testing

Refer to note 1 (Accounting policies for the
consolidated financial statements) and note
12 (Intangible assets)

Kesko Group balance sheet includes goodwill
in amount of € 189.9 million and trademarks
€ 123.3 million. No impairment loss of good-
will and trademarks has been identified nor
recognised during the financial year.

Kesko Group management carries out
impairment test of goodwill and trademarks
annually. Impairment test result is based on
management estimates, eg. market growth
and profitability trends estimates, changes

in store site network, product and service
selection, pricing and movements in operating
costs.

In our audit we focused on the methodologies
and assumptions used in management impair-
ment testing. We specially focused on those
cash generating units, whose value-in-use and
carrying value difference have been smallest
in previous years and therefore sensitive to
changes in estimations.
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We reviewed financial plans prepared by the
management and compared to the financial
plans approved by the Board of Directors.

We evaluated appropriateness of value-in-
use valuation method used and traced input
information to the source.

We challenged the management on as-
sumptions used in value-in-use calculations.
In evaluating one of the key assumption,
Weighted Average Cost of Capital, we utilized
PwC valuation experts. We performed back
testing comparing forecasts used in previous
years testing to actual results as it would give
an indication of the quality of the forecasting
process.

In addition, we assessed the adequacy of the
disclosures, particularly on sensitivities.

Key audit matter in the audit of
the Group

How our audit addressed
the Key audit matter

Inventories

Refer to note 1 (Accounting policies for the
consolidated financial statements) and note
18 (Inventories)

Kesko Group balance sheet includes invento-
ry amount of € 978.9 million.

Inventories are measured at the lower of cost
and net realisable value.

The Group regularly reviews inventories for
obsolescence and turnover, and for possible
reduction of net realisable value below cost,
and records an impair-ment as necessary.
Such reviews require assessments of future
demand for products.

The cost of finished goods comprises all costs
of purchase including freight. Inventory cost
is adjusted by vendor allowances. The Group
uses judgment to what extent allowances
clauses laid out in purchase agreements are
fulfilled at the financial statements period end
date.

In our audit we focused on the assessment of
net realisable value and underlying assump-

In our evaluation of the Group reviews on
inventory net realisable value, we walked
through monitoring processes over inventory
obsolescence and turnover and processes of
net realisation calculation. We identified key
controls and tested efficiency of those.

We reviewed on a sample basis inventory
write-off calculations and reconciled source
data to inventory accounting.

We tested by sample basis formulas of valu-
ation reports to ensure that formulas lead to
the correct result.

In our evaluation over the vendor allowances
we walked through the Group monitoring
processes, identified key controls and tested
efficiency of those. We tested on a sample
basis vendor allowances calculations and
reconciled input information to clauses laid
out in purchase agreements and financial
year purchases information. In addition, we
reconciled comparable reporting date vendor
allowance accruals to materialized allowances
to evaluate the quality of the process and
accuracy of the accruals.
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tions. In addition, we focused on assessment
of fulfilment of vendor agreement clauses at
the financial statements period end date.

We have no key audit matters to report with respect to our audit of the parent company financial
statements.

Responsibilities of the Board of Directors and the Managing Director
for the financial statements

The Board of Directors and the Managing Director are responsible for the preparation of consol-
idated financial statements that give a true and fair view in accordance with International Finan-
cial Reporting Standards (IFRS) as adopted by the EU, as well as for the preparation of financial
statements that give a true and fair view in accordance with the laws and regulations governing
the preparation of the financial statements in Finland and comply with statutory requirements.
The Board of Directors and the Managing Director are also responsible for such internal control
as they determine is necessary to enable the preparation of financial statements that are free
from material misstatement, whether due to fraud or error.

In preparing the financial statements, the Board of Directors and the Managing Director are
responsible for assessing the Group’s ability to continue as a going concern, disclosing, as appli-
cable, matters related to going concern and using the going concern basis of accounting unless
they either intend to liquidate the Group or to cease operations, or have no realistic alternative
but to do so.

Auditor’s responsibilities for the audit of the financial statements

Our objectives are to obtain reasonable assurance about whether the financial statements as

a whole are free from material misstatement, whether due to fraud or error, and to issue an
auditor’s report that includes our opinion. Reasonable assurance is a high level of assurance, but
is not a guarantee that an audit conducted in accordance with good auditing practice will always
detect a material misstatement when it exists. Misstatements can arise from fraud or error and
are considered material if, individually or in the aggregate, they could reasonably be expected to
influence the economic decisions of users taken on the basis of these financial statements.
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As part of an audit in accordance good auditing practice, we exercise professional judgment and

maintain professional scepticism throughout the audit. We also:

* ldentify and assess the risks of material misstatement of the financial statements, whether
due to fraud or error, design and perform audit procedures responsive to those risks, and
obtain audit evidence that is sufficient and appropriate to provide a basis for our opinion.
The risk of not detecting a material misstatement resulting from fraud is higher than for one
resulting from error, as fraud may involve collusion, forgery, intentional omissions, misrep-
resentations, or the override of internal control.

* Obtain an understanding of internal control relevant to the audit in order to design audit
procedures that are appropriate in the circumstances, but not for the purpose of expressing
an opinion on the effectiveness of the parent company’s or the group’s internal control.

* Evaluate the appropriateness of accounting policies used and the reasonableness of account-
ing estimates and related disclosures made by management.

» Conclude on the appropriateness of the Board of Directors’ and the Managing Director’s use
of the going concern basis of accounting and based on the audit evidence obtained, whether
a material uncertainty exists related to events or conditions that may cast significant doubt
on the parent company’s or the group’s ability to continue as a going concern. If we conclude
that a material uncertainty exists, we are required to draw attention in our auditor’s report to
the related disclosures in the financial statements or, if such disclosures are inadequate, to
modify our opinion. Our conclusions are based on the audit evidence obtained up to the date
of our auditor’s report. However, future events or conditions may cause the parent company
or the group to cease to continue as a going concern.

* Evaluate the overall presentation, structure and content of the financial statements, including
the disclosures, and whether the financial statements represent the underlying transactions
and events in a manner that achieves fair presentation.

+ Obtain sufficient appropriate audit evidence regarding the financial information of the enti-
ties or business activities within the group to express an opinion on the consolidated financial
statements. We are responsible for the direction, supervision and performance of the group
audit. We remain solely responsible for our audit opinion.

We communicate with those charged with governance regarding, among other matters, the

planned scope and timing of the audit and significant audit findings, including any significant

deficiencies in internal control that we identify during our audit.
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We also provide those charged with governance with a statement that we have complied with
relevant ethical requirements regarding independence, and to communicate with them all rela-
tionships and other matters that may reasonably be thought to bear on our independence, and
where applicable, related safeguards.

From the matters communicated with those charged with governance, we determine those mat-
ters that were of most significance in the audit of the financial statements of the current period
and are therefore the key audit matters. We describe these matters in our auditor’s report unless
law or regulation precludes public disclosure about the matter or when, in extremely rare cir-
cumstances, we determine that a matter should not be communicated in our report because the
adverse consequences of doing so would reasonably be expected to outweigh the public interest
benefits of such communication.

Other reporting requirements

Other information

The Board of Directors and the Managing Director are responsible for the other information. The
other information comprises information included in the report of the Board of Directors and in
the annual report, but does not include the financial statements and our auditor’s report thereon.
We obtained the report of the Board of Directors prior to the date of this auditor’s report and
the Annual report is expected to be made available to us after the date of this auditor's report.

Our opinion on the financial statements does not cover the other information.

In connection with our audit of the financial statements, our responsibility is to read the other in-
formation identified above and, in doing so, consider whether the other information is materially
inconsistent with the financial statements or our knowledge obtained in the audit, or otherwise
appears to be materially misstated. With respect to the report of the Board of Directors our
responsibility also includes considering whether the report of Board of Directors has been pre-
pared in accordance with the applicable legal requirements.
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In our opinion,

* the information in the report of the Board of Directors is consistent with the information in
the financial statements

* the report of the Board of Directors has been prepared in accordance with the applicable
legal requirements.

If, based on the work we have performed on the other information that we obtained prior to
the date of this auditor’s report, we conclude that there is a material misstatement of this other
information, we are required to report that fact. We have nothing to report in this regard.

Other Opinions

We support that the financial statements and the consolidated financial statements should be
adopted. The proposal by the Board of Directors regarding the use of the profit shown in the
balance sheet is in compliance with the Limited Liability Companies Act. We support that the
Members of the Board of Directors and the Managing Director of the parent company should be
discharged from liability for the financial period audited by us.

Helsinki 1 February 2017

PricewaterhouseCoopers Oy
Authorised Public Accountants

Mikko Nieminen
APA
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Introduction

This Corporate Governance Statement has been reviewed at the meeting of the Audit Commit-
tee of Kesko Corporation’s Board of Directors on 31 January 2017.

This is the Corporate Governance Statement in accordance with the Finnish Corporate Govern-
ance Code issued by the Securities Market Association effective on 1 January 2016 which refers
to the Report by the Board of Directors. This statement and the other information to be dis-
closed in accordance with the Corporate Governance Code, and the Company’s financial state-
ments, the Report by the Board of Directors and the Auditor’s Report are available on Kesko’s
website at http://kesko.fi/en/investor/corporate-governance/.

Regulations and Corporate Governance Code observed by Kesko

Kesko Corporation (“Kesko” or “the Company”) is a Finnish limited liability company in which
the duties and responsibilities of management bodies are defined according to the regulations
observed in Finland. The parent company Kesko and its subsidiaries form Kesko Group. The
Company is domiciled in Helsinki.

Decision-making and corporate governance are in compliance with the Finnish Limited Liability

Companies Act, regulations concerning publicly quoted companies, Kesko’s Articles of Associa-
tion, the charters of Kesko’s Board of Directors and its Committees and the rules and guidelines
of Nasdaq Helsinki Ltd.

Kesko applies the Finnish Corporate Governance Code for Listed Companies in force at
any given time. This statement has been prepared in compliance with the Finnish Corpo-

KESKO'S ANNUAL REPORT 2016

rate Governance Code effective on 1 January 2016 (“Corporate Governance Code”). The
Corporate Governance Code can be read in full at http://cgfinland.fi/files/2015/10/
hallinnointikoodi2015finweb1.pdf. As provided by the ‘Comply or Explain’ principle of the
Corporate Governance Code, the Company departs from the Corporate Governance Code's

recommendation concerning a Board member’s term of office. The reasons for the departure are
described below.

Departure from Recommendation 6 of the Corporate Governance Code (Term of Office of
the Board of Directors) and explanation for departure

The term of office of Kesko's Board of Directors departs from the one-year term pursuant to
Recommendation 6 (Term of Office of the Board of Directors) of the Corporate Governance
Code. The term of office of the Company’s Board of Directors is determined in accordance with
the Company’s Articles of Association. The General Meeting decides on amendments to the
Articles of Association. According to the Company’s Articles of Association, the term of office
of a Board member is three (3) years, starting at the close of the General Meeting electing the
member and expiring at the close of the third (3rd) Annual General Meeting after the election.

A shareholder who, together with related entities, represents over 10% of votes attached to all
Kesko shares, has informed the Company's Board of Directors that it considers the term of office
of three (3) years good for the Company's long-term development and has not seen any need to
shorten the term stated in the Articles of Association.
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Descriptions Concerning Corporate
Governance

Kesko Group’s Corporate Governance System

The highest decision-making power in Kesko is exercised by the Company's shareholders at the
Company's General Meeting.

At the Annual General Meeting, the Company’s shareholders elect the Company’s Board of
Directors and the Auditor. Kesko Group is managed by the Board of Directors and the Managing
Director, who is the President and CEO. The President and CEO is appointed by the Board of
Directors. The Company uses a so-called one-tier governance model.

The Annual General Meeting is held annually by the end of June, on a date designated by the
Company's Board of Directors. The most significant matters falling within the decision-making
power of the General Meeting include the election of the Board members and the Auditor, the
adoption of the financial statements, the resolution on discharging the Board members and the
Managing Director from liability, and the resolution on the distribution of the Company's assets,
such as distributions of profit.

The Company has share series A and B, which differ with respect to the number of votes at-
tached to the shares. An A share carries ten (10) votes and a B share carries one (1) vote at the
General Meeting. When votes are taken, the proposal for which more than half of the votes were
given will usually be the resolution of the General Meeting, as prescribed by the Limited Liability
Companies Act.

KESKO'S ANNUAL REPORT 2016

Kesko Group's governance model
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Shareholders are invited to attend the General Meeting by a Notice of the General Meeting
published on the Company’s website. The notice of the meeting and other General Meeting
documents, including the Board of Directors’ proposals to the General Meeting, are made
available to shareholders no later than three weeks prior to the General Meeting at the Compa-
ny's headquarters and on its website at http://www.kesko.fi/. The notice of the meeting is also
published in a stock exchange release.

The Company aims for all members of Kesko's Board of Directors, the President and CEQ, and
the Auditor to be present at the Annual General Meeting. The minutes of the General Meeting
are made available to shareholders at http://www.kesko.fi within two weeks of the General

Meeting. The resolutions of the General Meeting are also published in a stock exchange release
without delay after the meeting.

Board of Directors

Term of Office

According to the Articles of Association, the term of office of a Kesko Board member is three (3)
years, starting at the close of the General Meeting electing the member and expiring at the close
of the third (3rd) Annual General Meeting after the election.

According to the Articles of Association, Kesko's Board of Directors is composed of a minimum
of five (5) and a maximum of eight (8) members. All Board members are elected by the General
Meeting. There are no special procedures concerning the nomination of Board member can-
didates or their election at the General Meeting, as the number of Board members is resolved
and the members are elected by majority votes at the General Meeting based on shareholders’
proposals. The Board elects the Chair and the Deputy Chair from among its members for the
whole term of office of the Board.
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The Board members are elected by majority votes at the General Meeting based on sharehold-
ers’ proposals. The Board elects the Chair and the Deputy Chair from among its members for the
whole term of office of the Board. In the preparation of a proposal for the Board composition,
Kesko applies the practice in which significant shareholders prepare the proposals concerning
the Board of Directors, including the proposal for the number of Board members, their remuner-
ation and, as necessary, for the Board members to the General Meeting.

Board’s composition and shareholdings

The Annual General Meetings of 13 April 2015 and 4 April 2016 resolved that the Board of Direc-
tors is composed of seven (7) members.

The General Meeting of 13 April 2015 elected Esa Kiiskinen, Mikael Aro, Matti Kyytsénen,
Tomi Korpisaari, Anu Nissinen, Toni Pokela and Kaarina Stdhlberg as Board members. Accord-
ing to the Articles of Association, the term of office of a Kesko Board member is three (3) years,
starting at the close of the General Meeting electing the member and expiring at the close of the
third (3rd) Annual General Meeting after the election.

Tomi Korpisaari (b. 1968, retailer) and Kaarina Stahlberg (b. 1966, Master of Laws) resigned
from the Board as of 1 March 2016. The General Meeting of 4 April 2016 resolved to replace
them by retailer, trade technician Matti Naumanen and Managing Director, Master of Science in
Economics Jannica Fagerholm until the close of the Annual General Meeting to be held in 2018.

In accordance with the Articles of Association, the term of office of each member of the Board
of Directors will expire at the close of the 2018 Annual General Meeting.
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The Board’s composition and shareholdings as at 31 December 2016 are presented in the table below.

Board of Directors' composition and shareholdings as at 31 Dec 2016

Year of birth

Education

Principal occupation

Board member since

Committee membership

Kesko shares held
as at 31 Dec 2016

Esa Kiiskinen (Ch.)

Mikael Aro (Dep. Ch.)

Jannica Fagerholm*

Matti Kyytsénen

Matti Naumanen®

Anu Nissinen

Toni Pokela

* As of 4 April 2016

Independence

Senior Industry Advisor, Triton
Partners

Managing Director, Signe and
Ane Gyllenberg Foundation

Chair of the Board, Silverback
Consulting Oy

Retailer

CEO, Digma Design Oy

All members of Kesko's Board of Directors are non-executive directors. The Board evaluates the

independence of its members on a regular basis in accordance with Recommendation 10 of the

Corporate Governance Code.

In 2016, the Board of Directors carried out an independence evaluation in its organisational
meeting held after the General Meeting of 4 April 2016, as well as on 26 April 2016. Based on that
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Audit Committee (Dep. Ch.)
Remuneration Committee (Dep.

1,350 A shares held by him and
106,000 A shares held by com-

None
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Description of the operations of the Board of Directors and the main contents of the char-

independence evaluation, the Board of Directors considered Toni Pokela not to be independent
ter of the Board of Directors

of the Company's significant shareholder, the K-Retailers’ Association, of which Pokela is the

Chair of the Board. In its independence evaluation, the Board considered the majority of the Kesko's Board of Directors is responsible for the proper organisation of the Company's corporate
Board members to be independent of the Company. A Board member is obliged to provide the governance, operations, accounting and financial management controls. It is also responsible for
Board with necessary information for the evaluation of independence. the supervision and control of the whole Kesko Group. The Board of Directors has confirmed a
written charter for the Board of Directors’ duties, the matters it deals with, its meeting practice
The Board members’ independence is presented in the table below. and decision-making procedure. In accordance with the charter, the Board deals with and makes

decisions on matters that are financially, operationally or fundamentally significant to the Group.
Board members’ independence in 2016

Independent of a According to the charter, the Board of Directors’ main duties include:
Independent of the Company significant shareholder
Py B —— v - deciding on the Group strategy and confirming the divisions’ strategies
Mikael Aro (Dep. Ch.) Yes Yes + confirming the Group's budget and rolling forecast, which includes a capital expenditure plan
Jannica F holm* Y Y . s . . .
A O e R BI.c.c.corrnns e - adopting the Group's financial and investment policy
Matti Kyytsénen Yes Yes
Matti Nomaname ey ———m——— * confirming the Group's risk management policy and considering the Group's most significant
A FRRR———— A risks and uncertainties
Anu Nissinen Yes Yes
TomiPokela Nott T o * reviewing and adopting the consolidated financial statements, half year financial reports and
B > B i s e interim reports and related stock exchange releases and the Report by the Board of Directors
Tomi Korpisaari** No No****
Kaarina stéhlbérg**” T Cves T e * deciding on strategically or financially significant individual capital expenditures, acquisitions,
S S S divestments or arrangements, and commitments
* As of 4 April 2016 + deciding on management authorisation rules
** Until 29 February 2016
*** Each of the companies controlled by Kiiskinen, Naumanen and Pokela has a chain agreement with a Kesko Group . deciding on the essential structure and organisation of the Group
company.
**** Pokela is the Chair of the Board of Kesko's significant shareholder, the K-Retailers’ Association. In its meeting on ° appointing and dismissing the Company's President and CEO, approving his/her managing
11 January 2016, the Board of Directors considered Tomi Korpisaari not to be independent of a significant shareholder, director's service contract and deciding on his/her remuneration and other financial benefits
because he was the Chair of the Board of Kesko's significant shareholder, the K-Retailers’ Association. The total voting
interest of the K-Retailers' Association in the Company exceeded 10% on 23 December 2015. ¢ deciding on the appointments of the Group Management Board members responsible for

lines of business, on their remuneration and financial benefits

* deciding on the principles of Kesko's remuneration schemes and monitoring the implementa-
tion of the remuneration schemes
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* making possible proposals to the General Meeting for share issue and acquisition authorisa-
tions, and making decisions on granting shares or share options under share-based commit-
ment and incentive schemes, and on the terms and conditions for granting them

 establishing a dividend policy and being responsible for shareholder value performance
* confirming the Company's values
* reviewing the integrated Kesko’s Annual Report

* being responsible for the other statutory duties prescribed to the Board of Directors by the
Limited Liability Companies' Act or some other, and for duties prescribed by the Finnish Cor-
porate Governance Code for Listed Companies.

The duty of Kesko's Board of Directors is to promote the interests of Kesko and all of its share-
holders. The Board members do not represent the parties in the Company that have proposed
their election as Board members. A Board member is disqualified from participating in the han-
dling of any matter between him/her (including entities over which he/she exercises control) and
the Company. When a vote is taken, the Board's decision will be the opinion of the majority and
if a vote results in a tie, the decision will be the opinion supported by the Chair. If the votes taken
at an election of a person end in a tie, the result will be decided by drawing lots.

Board of Director’s operations in 2016

In 2016, the Board held 13 meetings. The Board members' attendance rate at the Board meetings
was 98.9%. In 2016, the Board has, among other things, monitored the implementation of the
new strategy approved for Kesko Group in spring 2015, further clarified and concretised the
chosen strategic policy definitions and made decisions on the mergers that realise the simplifica-
tion of the Group’s legal structure. In order to improve profitability and ensure competitiveness,
the Board has made sure that the approved cost saving targets are achieved. The Board has also
made decisions on significant business arrangement in accordance with the Group’s confirmed
strategy, such as the acquisitions of Onninen Oy and Ab AutoCarrera Oy and the disposal of the
grocery trade in Russia and the boat business. The Board has also approved the Board’s diversity
policy and made a decision on the approval of the K Code of Conduct guidelines observed by
the Group. As in previous years, the Board has reviewed the financial reports and monitored the
Group's financial situation, approved the most significant capital expenditures, monitored the
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progress of Group-level projects and approved the interim reports, the half year financial report
and the financial statements before they are published.

The Board meetings regularly discuss the review by the President and CEO on key topical issues,
as well as the reports by the Chairs of the Board's Audit Committee and Remuneration Commit-

tee on Committee meetings preceding the Board meetings. The Auditor presents his findings to

the Board once a year in connection with the review of the financial statements.

Attendance at meetings by members of the Board and its Committees in 2016

Attendance
Board Committee Audit Remuneration
member since membership Board Committee Committee
Esa Kiiskinen 2009 Remuneration 13/13 L/4
(Ch.) Committee (Ch.)
Mikael Aro 2015  Audit Committee 13/13 6/6
(Dep. Ch.) (Dep. Ch.)
Remuneration 4/4
Committee
(Dep. Ch.)
Jannica 2016 Audit Committee 1m/m L/4
Fagerholm*
Matti Kyytsénen 2015  Audit Committee 13/13 6/6
Matti 2016 /1
Naumanen®
Anu Nissinen 2015 Remuneration 13/13 4/4
Committee
Toni Pokela 2012 13/13
Tomi Korpisaari** 2012 1/2
Kaarina 2015  Audit Committee 2/2 2/2
Stahlberg** (Ch.)

* As of 4 April 2016
** Until 29 February 2016
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Principles concerning diversity

The diversity policy approved by Kesko’s Board of Directors is available at http://kesko.fi/en/
investor/corporate-governance/board-and-its-committees/diversity-policy/. The diversity
policy has been approved and published on the website in the following form:

“Diversity is an essential component of Kesko’s success, the achievement of Kesko’s strategic
objectives and good governance at Kesko. This diversity policy describes the objectives in
the achievement of diversity in the operations and composition of Kesko Corporation’s Board
of Directors.

Board size and election of its members

According to the Company’s Articles of Association, the term of office of a Board member

is three (3) years, starting at the close of the General Meeting electing the member and ex-
piring at the close of the third (3rd) Annual General Meeting after the election. According to
the Articles of Association, Kesko's Board of Directors is composed of a minimum of five (5)
and a maximum of eight (8) members. A sufficient number of Board members promotes the
diversity of Board composition, as the areas of expertise and competence of the Board mem-
bers are mutually complementary and the Board’s independence requirements are satisfied.

The Board members are elected by majority votes at the General Meeting based on share-
holders’ proposals. The Board elects the Chair and the Deputy Chair from among its mem-
bers for the whole term of office of the Board. In the preparation of a proposal for the

Board composition, Kesko applies the practice in which significant shareholders prepare the
proposals concerning the Board of Directors, including the proposal for the number of Board
members, their fees and, as necessary, for the Board members to the General Meeting.

Planning the Board composition

The composition of Kesko’s Board of Directors shall support Kesko’s current and future
business operations. The Board members are appointed on their merits. One of the essen-
tial features in the Board composition is that the Board members’ educational backgrounds,
experience, professional competences and age and gender distribution support Kesko’s
business objectives and enable efficient Board work from Kesko’s point of view. The Board
members shall also be able to devote a sufficient amount of time to Board work.
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Kesko aims to achieve a balanced gender distribution in the composition of its Board of Di-
rectors. The composition of the Board shall reflect experience in both national and interna-
tional business operations. The educational background of the Board members shall repre-
sent multiple disciplines and diversity. In addition, Kesko’s Board shall include members with
strong experience in the trading sector and in-depth knowledge of the retailer business. The
achievement of objectives is monitored annually and reported in the corporate governance
statement.”

Monitoring the implementation of diversity policy objectives in 2016

In 2016, two of the seven Board members were women, in other words, the proportion of the
gender with smaller representation in the Board was approximately 29%. The Board members
have diverse and multi-sectoral experience backgrounds and several Board members also have
experience in international business. The Board members’ educational background is multi-sec-
toral and diverse (see Hallituksen jasenten henkilStietojen kuvaus in section “Board’s composi-
tion and shareholdings”). Several Board members have experience in the trading sector and the
principal occupation of three of the seven Board members is acting as a K-retailer.

Board’s Committees

Kesko has the Board’s Audit Committee and Remuneration Committee, both of which are com-
posed of three (3) Board members. At the close of the Annual General meeting, the Board elects
the Chairs, the Deputy Chairs and the members of the Committees from among its members for
one year at a time.

All members of the Audit Committee are independent of the Company and the Company’s
significant shareholders. In the election of the Audit Committee members, the competence
requirements for Audit Committee members have been taken into account.

All members of the Remuneration Committee are independent of the Company's significant
shareholder and its majority is also independent of the Company. In the election of the Remu-
neration Committee members, the competence requirements for Remuneration Committee
members have been taken into account.
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The Committees regularly assess their operations and working methods and carry out a related
self-assessment once a year. The Board has confirmed written charters for the Committees,
which contain the main duties and operating principles of the Committees.

The Committees have no independent decision-making power. Instead, the Board makes deci-

sions on matters based on the Committees’ preparatory work. The Committee Chair reports on
the Committee's work at the Board meeting following the Committee's meeting. Minutes of the
Committee meetings are submitted for the information of the Board members.

Kesko's Board of Directors has not established any other committees in addition to the Audit and
Remuneration Committees. Nor has the General Meeting appointed any committees or boards.

Audit Committee

The Board's organisational meeting, held after the Annual General Meeting of 4 April 2016,
elected the following Board members as Audit Committee members:

* Jannica Fagerholm (Ch.)
* Mikael Aro (Deputy Ch.)

* Matti Kyytsonen

During the period 1 January 2016 to 29 February 2016, the Chair of the Audit Committee Chair
was Kaarina Stahlberg.

According to its charter, the duties of the Audit Committee include:

* monitoring of Kesko Group's financial situation and funding situation and the process of
financial statements reporting

+ supervision of the Company's financial reporting process

+ evaluation of the efficiency of the Company's internal control, internal audit and risk manage-
ment systems
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* revision of the Company’s Corporate Governance Statement

+ approval of the operating instructions, annual audit plan, budget and resources for the Com-
pany's Internal Audit and reviewing the reports submitted to the Committee

* monitoring of the statutory audit of the financial statements and the consolidated financial
statements

* evaluation of the independence of the Company's audit firm
* evaluation of related (non-audit) services to Kesko by the audit firm and its network firms

* preparation of a proposal to the General Meeting for a resolution on the election of the Com-
pany's Auditor and communicating with the Company's Auditor.

In 2016, the Audit Committee held six (6) meetings. Its members' attendance rate at the Com-
mittee meetings was 100%. At the Committee meetings, the Group's Chief Financial Officer, the
Group Controller and the Chief Audit Executive regularly report on their areas of responsibility
to the Committee. The Committee also receives reports on Kesko Group's funding situation,
taxation, information management, risk management and insurances. The Auditor is present at
the Committee meetings and presents his audit plan and report to the Audit Committee.

During the year, the Committee reviewed the reports on the Group's financial situation, includ-
ing the financial statements release, the half year financial report and the interim reports, and
made a recommendation to the Board on the review of the reports and the financial statements
release. In addition, the Committee reviewed the reports of the Group's external and internal
audits, risk management and legal affairs and the reporting on non-financial information, the
adoption of new IFRS standards and their impacts on the Group’s reporting, the allocation of the
prices of strategic business arrangements, their impacts and risks as well as treatment in the half
year financial report and the interim reports. The Committee also discussed the external quality
assurance of internal audit and its results, the situation of the Group’s real estate associates, the
cyber security development plan and the policy of purchasing ancillary services from audit firms.
The Committee also assessed the Auditor's independence and consultation services provided to
the Group. The Audit Committee prepared and submitted a proposal to Kesko’s Annual General
Meeting 2016 for the election of the Auditor based on the competitive bidding process for Audi-
tors conducted towards the end of 2014.
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Remuneration Committee

The Board's organisational meeting, held after the Annual General Meeting of 4 April 2016,
elected the following Board members as Remuneration Committee members:

* Esa Kiiskinen (Ch.)
* Mikael Aro (Deputy Ch.)

* Anu Nissinen

According to its charter, the duties of the Remuneration Committee include:

* preparation of matters pertaining to the remuneration and other financial benefits of the
President and CEO and his/her managing director's service contract to the Board

* preparation of matters pertaining to the remuneration and other financial benefits of the
Group Management Board members responsible for lines of business; decisions on the remu-
neration and financial benefits of the Group Management Board members other than those
responsible for lines of business are made by the President and CEO within the limits set by
the Chair of the Remuneration Committee

* preparation of matters pertaining to the appointment of the President and CEO and the
Group Management Board members responsible for lines of business, and the identification
of their potential successors

* development of remuneration schemes and preparing them to the Company's Board of Direc-
tors, including:

* evaluation of the remuneration of the President and CEO and the other executives, and
ensuring the appropriateness of the remunerations schemes

* preparation of possible share or share-based commitment and incentive schemes

> preparation of the distribution of shares or share options under the share or share-based
commitment and incentive schemes, and the preparation of their terms and conditions

* revision of the Remuneration Statement in connection with the financial statements
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* answering questions related to the Remuneration Statement at the General Meeting. Ques-
tions are primarily answered by the Committee Chair

* preparation of the principles for the performance and result criteria of the remuneration
schemes, and monitoring their implementation and evaluating their impacts on Kesko's long-
term financial success.

In 2016, the Remuneration Committee held four (4) meetings. Its members' attendance rate at
the meetings was 100%. The Committee prepared, among other things, the proposals to the
Board for the vesting criteria and the target group of share awards, for the principles of man-
agement's performance bonuses for 2016, as well as for the Group’s new performance bonus
principles for 2017. The Committee made preparations for the appointments of the Executive
Vice President for the car trade and the Company’s Executive Vice Presidents, examined man-
agement’s remuneration practices more generally as well as made preparations for a reform of
management’s total remuneration. In addition, the Committee discussed, among other things,
Kesko’s Remuneration Statement.

Managing Director (President and CEO) and his duties

Kesko has a managing director who is the President and CEO. Kesko’s President and CEQO is
Master of Science in Technology Mikko Helander (b. 1960). He became Kesko’s President and
CEO on 1 January 2015. Helander has also been a member of the Group Management Board and
Kesko’s Executive Vice President during the period 1 October 2014 to 31 December 2014, and he
has been the Chair of the Group Management Board since 1 January 2015.

The President and CEO's duty is to manage Kesko Group’s operations in accordance with the
instructions and orders issued by the Company’s Board of Directors and to report to the Board
about the developments in the Company's business operations and financial situation. He is also
responsible for the Company's day-to-day governance and he oversees that the financial matters
are organised in a reliable manner. The President and CEO also chairs the Group Management
Board and the subsidiary Boards essential with regard to business operations.

The President and CEQ is elected by the Board of Directors. The Board has decided the terms
and conditions of the President and CEQ's service contract. A written managing director's ser-
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vice contract, approved by the Board, has been made between the Company and the President
and CEO.

As at 31 December 2016, Helander owned a total of 20,005 Kesko B shares. Helander’s sharehold-
ings as at 31 December 2016 is also presented in the table under “Group Management Board”.

Group Management Board

Kesko Group has a Group Management Board, the Chair of which is Kesko's President and CEOQ.
The Group Management Board does not have any powers under law or the Articles of Asso-
ciation. The Group Management Board’s duty is to discuss Group-wide development projects
and Group-level policies and procedures. In addition, the Group Management Board discuss-
es, among other things, the Group's and the division parent companies' business plans, profit
performances and matters dealt with by Kesko's Board of Directors, in whose preparation it also
participates. The Group Management Board meets 10-15 times a year.

Group Management Board members, areas of responsibility and shareholdings
as at 31 Dec 2016

Group Management Board member since

* Johan Friman (b. 1965, Master of Science in Economics) has been appointed Executive Vice President for the car trade
division as of 1 Jan. 2017. Pekka Lahti will retire on a pension in accordance with his service contract on 1 April 2017.
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Area of responsibility

Shares held as at 31 Dec 2016
20,005 B shares held by him

13,670 B shares held by him

24,009 B shares held by him

15,401 B shares held by him

11,478 B shares held by him

6,952 B shares held by him

8,183 B shares held by he

2,670 B shares held by him
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Description of internal control procedures
and the main features of risk management

systems

Group’s financial reporting

Kesko’s management model

Kesko’s financial reporting and planning are based on Kesko Group’s management model. The
Group units’ financial results are reported and analysed internally within the Group on a monthly
basis and disclosed in quarterly interim reports, the half year financial report and the financial
statements release. Financial forecasts are updated quarterly, in addition to which significant
changes are taken into account in the monthly performance forecasts. The Group’s and its units’
strategies and related long-term financial plans are updated annually.

Roles and responsibilities

Kesko Group’s financial reporting and its supervision is organised in three levels. Businesses
analyse and report their figures to the divisions, which then report the division-specific figures
to Group Accounting. Analyses and controls for ensuring the accuracy of reporting are used at
each reporting level.

The accuracy of reporting is ensured with automated and manual controls at every reporting
level. The implementation of the analyses and controls is supervised on a monthly basis at the
company, business, division and Group level.

Planning and performance reporting

The Group’s financial performance and the achievement of financial targets are monitored
through Group-wide financial reporting. Monthly performance reporting includes actual Group,
division and business specific results, changes compared to the previous year, comparison with
forecasts, and forecasts for the next 12 months. The Group’s short-term financial planning is
based on annual budgeting and quarterly updated forecasts extending over the following 12 to
15 months. The key financial indicator for growth is sales performance, while those for profita-
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bility are comparable operating profit and comparable return on capital employed, monitored by
monthly internal reporting. Information on the Group’s financial situation is provided in interim
reports, a half year financial report and the financial statements release. The Group’s sales
figures are published each month.

Performance reporting to the Group’s top management

Performance reporting to the Group’s top management comprises monthly reports on the
Group’s, divisions’, businesses’ and subsidiaries’ profits and capital employed, as well as the
Group's balance sheet information. Each business is primarily responsible for the financial
reporting and the accuracy of figures. The controlling function of each division analyses the
whole division’s figures for which the division's financial management is responsible. The Group
is responsible for the whole Group’s figures. The key items in the income statement, capital
employed and balance sheet are analysed monthly at the business, division and Group level,
based on a documented division of duties and predefined reports. This makes real-time informa-
tion on the financial situation constantly available and enables real-time responses to possible
flaws. Performance reporting to management also includes Group-level monitoring of sales on a
weekly, monthly and quarterly basis.

Public performance reporting

Public performance reporting comprises interim reports, a half year financial report, the financial
statements release, the annual financial statements and monthly sales reports. The same prin-
ciples and control methods are applied to public performance reporting as to monthly perfor-
mance reporting. The Audit Committee reviews the interim report, the half year financial report
and the financial statements and gives a recommendation on their reviewing to the Board of
Directors. The Board approves the interim report, the half year financial report and the financial
statements before they are published.

Key actions in 2016

In 2016, the simplification of the Group’s legal structure continued and the focus was on the
integration of the businesses of the acquired Onninen Oy, Suomen L&hikauppa and Ab AutoCar-
rera Oy. By the end of the year, 223 Siwa and Valintalo stores of Suomen Lahikauppa had been
converted into K-Markets. In connection with the conversion, the stores adopted Kesko Group’s
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information systems and were connected to the Group’s centralised financial management.

During the year, Rautakesko Ltd and five other Finnish limited liability companies engaging in
business operations were merged into Kesko Corporation and six real estate companies into
their parent companies. The centralisation of the Group companies’ financial management rou-
tines to the Shared Service Centre continued in Finland, as VV-Auto Group Oy’s basic financial
management processes were transferred to the Shared Service Centre.

Key actions in 2017

In 2017, the simplification of the Group’s legal structure in Finland will continue, as the pending
mergers are completed. In addition, improving the efficiency of the Group companies’ financial
management and conversion to electronic format will be continued in Finland.

Accounting policies and financial management IT systems

Kesko Group complies with the International Financial Reporting Standards (IFRSs) endorsed
by the European Union. The accounting policies applied by the Group have been compiled in
the accounting manual, updated as the standards are amended. The manual contains guidelines
for separate companies and the parent company, as well as guidelines for the preparation of the
consolidated financial statements.

Kesko Group’s financial management information is generated from division-specific enterprise
resource planning systems via a centralised and controlled shared interface into the Group’s
centralised consolidation system to produce the Group’s key financial reports. The key systems
used in the production of financial information have been certified and secured by back-up sys-
tems, and they are controlled and checked regularly to ensure reliability and continuity.

Internal control

Internal control is an integral part of management and of ensuring the achievement of business
objectives. Through efficient internal control, deviations from objectives can be prevented or de-
tected as early as possible, so that corrective measures can be taken. The tools of internal con-
trol include policies and principles, work instructions, manual controls and automatic controls
built into information systems, follow-up reports, inspections and audits, among other things.
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The objective of internal control in Kesko Group is to ensure the profitability, efficiency, continu-
ity and freedom from disruptions of operations, the reliability of financial and operational report-
ing both externally and internally, compliance with laws and agreements and Kesko’s values and
operating principles, as well as safeguarding assets, expertise and information.

The planning of control measures begins with the definition of business objectives and the iden-
tification and assessment of the risks that threaten the objectives. The definition of objectives
and the assessment of risks should take account of not only operational objectives, but also the
requirements for compliance of operations with the law, and for the accuracy of the information
used in decision-making and reporting. Control measures are targeted based on risks, and con-
trol measures are selected as appropriate so as to keep the risks under control.

The Board of Directors and the President and CEO are responsible for organising internal
control. The management of each division, company and unit is responsible for taking care that
efficient and effective control procedures are in place. The next year’s focus areas in risk man-
agement and control are discussed in annual risk management and control discussions with the
Group and division managements. Every Kesko employee is obliged to comply with the K Code
of Conduct and inform their supervisors of any grievances.

Kesko's common functions guide and support the divisions and subsidiaries with policies,
principles and guidelines pertaining to their respective areas of responsibility. Kesko Group's
internal audit function assesses and verifies the effectiveness and efficiency of Kesko's internal
control, reports on it to the President and CEO and the Audit Committee of Kesko Corporations’
Board of Directors and assists management and the Kesko companies in the development of the
internal control system. The Audit Committee of Kesko’s Board of Directors has confirmed the
principles of Kesko’s internal control, which are based on good control principles widely accept-
ed internationally (COSO 2013).

Risk management

Kesko’s risk management is proactive and an integral part of management and day-to-day activi-
ties. The goal of risk management is to ensure the implementation of Kesko’s strategy.
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Roles and responsibilities in Kesko Group's internal control

MARKET
CUSTOMERS

COMPETITORS

Responsibility for the organisation of control

BOARD OF DIRECTORS AND PRESIDENT AND CEO

DIVISIONS,
CHAINS/COMPANIES

Grocery trade

Building and
technical trade

Car trade

Principal responsibility ~ Steering and support

responsibility

COMMON FUNCTIONS
Finance and Accounting

Group Identity and
Communications

Legal Affairs Services
Risk Management and
Strategy Process
K Digital
ICT
HR

Assurance responsibility

Internal Audit
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Risk management in Kesko Group is guided by the risk management policy approved by Kesko's Risk management steering model

Board of Directors. The policy defines the goals and principles, organisation, responsibilities and
practices of risk management in Kesko Group. In the management of financial risks, the Group's
finance policy, confirmed by Kesko's Board of Directors, is observed.

BOARD OF DIRECTORS
AUDIT COMMITTEE

The managements of the business operations and the common functions are responsible for the
execution of risk management. The finance director is responsible for the execution of risk man- Ay U
agement in each division. The risk management unit coordinates the risk management process

and is responsible for risk reporting and executes risk identification, the determination of risk ERESIDENIFENDISED

management responses and their implementation jointly with the businesses and the common
functions. Kesko’s Internal Audit annually evaluates the efficiency of Kesko’s risk management (i) U

system.
y GOVERNANCE, RISK & COMPLIANCE

STEERING GROUP

Kesko Group applies a business-oriented and comprehensive approach to risk assessment and
risk management. This means that key risks are systematically identified, assessed, managed, () U

monitored and reported as part of business operations at the Group, division, company and

. . ) . RISK MANAGEMENT STEERING GROUP
common function level in all operating countries.

Kesko has a uniform risk assessment and reporting model. Risk identification is based on busi- ) U

ness objectives and opportunities and the defined risk appetite. Risks are prioritised on the basis
of their significance by assessing their impacts in euros and the probability of their realisation.
When assessing the impact of realisation, the impacts on reputation, the wellbeing of people = GROCERY TRADE NG AN o £ CARTRADE
and the environment are assessed in addition to the impacts in euros.

Business risks (strategic, operational and financial risks)

ICT - KDIGITAL - FINANCE AND ACCOUNTING - HR - GROUP IDENTITY AND COMMUNICATIONS
. . e . ey LEGAL AFFAIRS SERVICES « RISK MANAGEMENT AND STRATEGY PROCESS - INTERNAL AUDIT
In connection with the strategy process, the divisions assess the risks and opportunities con-
cerning each strategy period. Near-future risks are identified and assessed on a quarterly basis.
Risk assessment also covers the risks concerning the divisions’ subsidiaries and those related to

significant projects.
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The risk assessments of the divisions and the common functions, which include a risk map,
risk management responses, responsible persons and schedules, are reviewed regularly by the
respective division’s or common function’s management.

Risks and risk management responses are reported in accordance with Kesko’s reporting respon-
sibilities. The divisions and the common functions report on risks and changes in risks to the
Group’s risk management function on a quarterly basis. Risks are discussed by the risk manage-
ment steering group, which includes representatives of the divisions and the common functions.
On that basis, the Group’s risk management function prepares the Group’s risk report, which is
reviewed by the Governance, Risk and Compliance (GRC) steering group, after which the CFO
presents the risk report in the Group Management Board.

The Group's risk map, the most significant risks and uncertainties, as well as material changes in
and responses to them are reported to the Kesko Board's Audit Committee in connection with
reviewing the interim reports, the half year financial report and the financial statements. The Au-
dit Committee also evaluates the efficiency of Kesko’s risk management system. The Audit Com-
mittee Chair reports on risk management to the Board as part of the Audit Committee report.

Kesko's Board discusses Kesko Group’s most significant risks and uncertainties. The Board
reports on the most significant risks and uncertainties to the market in the financial statements
and on material changes in them in the half year financial report and the interim reports.

Risk management responses in 2016

In spring 2016, Kesko’s risk management was centralised and reorganised with the aim to better
integrate it into the strategy process and to enhance the execution of risk management through-
out the organisation. The most significant development targets in risk management in 2016 were
the harmonisation of the divisions’ and the common functions’ risk management processes,
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especially the definition of actions related to risk reduction and determination, as well as the
enhancement of monitoring. In addition, the preparatory work for a cyber risk management
model was begun and preparations for a bidding process for insurance cover based on Kesko’s
risk tolerance were started. Using centralised purchasing power in the acquisition of security
services and technology was continued. The risk management function actively participated in
the risk management process of the completed acquisitions, as well as in the takeover and inte-
gration of the acquired companies’ risk management, corporate security and insurance solutions
at the Group level. A positive trend continued in terms of damages and there were no major
single damages.

Focus areas of risk management in 2017

The most important focus area in risk management is to support Kesko’s strategy by implement-
ing strategy based risk management. The development and assurance of the effectiveness of
actions related to risk reduction and determination will be continued. Other focus areas in risk
management include the implementation of the cyber risk management model, the renewal

and deployment of insurance cover on the basis of risk tolerance and risk appetite, as well as

the development of the management model for Kesko’s crisis and exceptional situations and its
updating to correspond to Kesko’s new organisation. In addition, the development of the Group’s
common functions’ risk management process will continue and the implementation of the risk
management process in the new country organisations of the building and technical trade is
ensured. The improvement of cost efficiency will continue in terms of centralised purchasing.
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Other information to be provided in the CG statement

Internal audit

Kesko's internal audit function is responsible for the Group's independent evaluation and as-
surance function required of a listed company, which systematically examines and verifies the
efficiency of risk management, control, management and governance. The Audit Committee of
Kesko's Board of Directors has confirmed Kesko's internal audit function's operating instructions.

The internal audit function is organised under Kesko's President and CEO and the Audit Commit-
tee, and it reports on its findings and recommendations to the Audit Committee, the President
and CEO, the management of the audited operation, and the Auditor. The function covers all

of Kesko's divisions, companies and functions. Auditing is based on risk analyses, as well as risk
management and control discussions conducted with the Group's and divisions' managements.
Meetings with the Auditor are arranged on a regular basis in order to ensure sufficient audit
coverage and to eliminate overlapping operations.

An internal audit plan, subject to approval by the President and CEO and the Audit Committee,
is prepared annually. The audit plan is modified on a risk basis, if necessary. As necessary, the
internal audit function purchases external services for added resources or for the purpose of
conducting audit operations which require special expertise. Audits can also make use of the
expertise and work contribution of Kesko Group's other specialists.

Internal audit operations in 2016

The key focus areas of internal audit operations in 2016 were the progress of the implementation
of Kesko’s strategies, the completed acquisitions, quality programmes, the business operations
in Russia with related risks, the efficiency of data security and data protection issues.

Focus areas of internal audit in 2017

The key focus areas of internal audit operations in 2017 will be the implementation of Kesko’s strat-
egies, the significant projects in progress as well as data security and data protection matters.
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Related party transactions

According to the Corporate Governance Code, the company shall evaluate and monitor trans-
actions concluded between the company and its related parties and ensure that any conflicts of
interest are taken into account appropriately in the decision-making process of the Company.
The Company shall keep a list of parties that are related to the Company.

The Company shall report the decision-making procedure applied in connection with related
party transactions that are material to the company and that either deviate from the Company’s
normal business operations or are not made on market or market equivalent terms.

Kesko Group’s related party transactions are reported in note 33 to the consolidated financial
statements. The related party transactions do not deviate from the Company’s normal business
operations and they have been made on normal market terms.

Main procedures relating to insider administration

The Market Abuse Regulation ((EU) N:0 596/2014, "MAR”) entered into force on 3 July 2016.

In consequence of the MAR regulation, the main procedures relating to insider administration
changed in 2016. The main procedures relating to insider administration followed since 3 July 2016
are described below. Prior procedures relating to insider administration are described in the 2015
CG Statement available at http://kesko.fi/en/investor/corporate-governance/statements/.

Kesko’s insider guidelines

Kesko complies with Nasdaq Helsinki Ltd’s guidelines for insiders in force at any given time. In
addition, Kesko Corporation’s Board of Directors has confirmed specific insider guidelines for
the Company complementing Nasdaq Helsinki Ltd’s guidelines for insiders.
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Insiders at Kesko

As a result of the MAR regulation, the Company no longer has public insiders. The information
on the Shareholdings of public insider register pages has not been updated since 3 July 2016. In
the future, Kesko will not maintain a permanent company specific insider register either and will
only maintain project specific and event specific insider lists.

Closed period

As the MAR regulation entered into force, the closed period of 30 calendar days before the pub-
lication of the interim reports, half year financial report and the financial statements, provided by
the MAR regulation, will be applied to managers defined by Kesko. During the closed period, the
managers are prohibited from dealing in Kesko’s financial instruments. The Company has imposed
a 30-day closed period preceding the quarterly financial performance disclosures also on persons
involved in the preparation of Kesko’s interim reports, half year financial report and financial state-
ments. Information on the closed periods is provided annually in a stock exchange release.

Managers’ transactions

As the public insider register was discontinued, the Company’s obligation to disclose the trans-
actions of the Company’s managers and persons closely associated with them changed as of 3
July 2016. At Kesko, Kesko Corporation’s Board of Directors, the President and CEO, as well as
the other Group Management Board members have been defined to be subject to the require-
ment to notify their transactions.

Control and training

Kesko’s Legal Affairs Services Department controls the compliance with insider guidelines and
maintains the Company’s insider lists and a list of managers and persons closely associated with
them. The duties of Kesko’s Legal Affairs Services Department in the area of insider manage-
ment include the following among others

* internal information on inside matters;

* training in inside matters;
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+ drawing up and maintaining insider lists and submitting them on request to the Financial
Supervisory Authority;

* ensuring that any person on the insider list acknowledges the duties entailed according to
Article 18(2) of the Market Abuse Regulation;

* maintaining a list of the managers and persons closely associated with them obligated to
notify their transactions;

* notifying managers of their obligations under Article 19(5) of the Market Abuse Regulation;
+ controlling inside matters; and

* keeping abreast of any changes in the regulation of inside matters.

Auditing

According to the Articles of Association, Kesko has one (1) Auditor, which shall be an audit firm
authorised by Finland's Chamber of Commerce. The Audit Committee submits a proposal to the
Annual General Meeting for the Company’s Auditor. The Audit Committee also evaluates the
auditor’s operations and services annually. The term of office of the Auditor is the Company’s
financial year and the Auditor’s duties end at the close of the Annual General Meeting following
the Auditor’s election. As a rule, an audit company belonging to the same chain as the audit
firm represented by the Auditor elected by Kesko’s General Meeting acts as the Auditor of the
Group’s foreign subsidiaries.

The Auditor provides Kesko’s shareholders with the statutory Auditor’s Report in connection

with the Company’s financial statements and regularly reports on its findings to the Audit Com-
mittee of Kesko’s Board of Directors.
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The Annual General Meeting 2016 elected PricewaterhouseCoopers Oy, the firm of auditors, as
the Company’s Auditor, with APA Mikko Nieminen as the Auditor with principal responsibility.
He is currently the Managing Director of PricewaterhouseCoopers Oy and the auditor responsi-
ble for three Finnish listed companies:

* Kesko
*  Finnair
» CapMan

APA Mikko Nieminen has been the Auditor with principal responsibility for the Company since
13 April 2015.

The General Meeting resolved that the Auditor's fee is paid and expenses are reimbursed ac-
cording to invoices approved by the Company.

Auditors’ fees in 2015-2016 (€1,000)

2016 2015
Kesko Other Group Kesko Other Group

Corporation companies Total Corporation companies Total
Auditing 215 705 920 220 564 784
Tax 7 86 93 84 4 98
consultation
IFRS 24 - 24 9 - 9
consultation
Other services 183 137 320 450 135 585
Total 429 928 1,357 763 713 1,476
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Board of Directors

Esa Kiiskinen
Chair, Chair of the Remuneration Committee
b. 1963, Business College Graduate.

Independence: He is considered by the Board not to be independent of
the Company (chain agreement) but to be independent of its signifi-
cant shareholders.

Domicile: Helsinki, Finland.

Principal occupation: Food retailer.

Main employment history: K-food retailer since 1990.

Main positions of trust: Taaleri Plc: member of the Board 2014-, Confederation of Finnish Industries
EK: Chair of the Delegation for Entrepreneurs 2012-2014, Confederation of Finnish Industries EK:
Vice-Chair of the Board 2012-2014, Finnish Family Firms Association: member of the Board 2011-
2012, The Foundation for Vocational Training in the Retail Trade: Chair of the Board 2008-2012, Saija
ja Esa Kiiskinen Oy: Chair of the Board 1995-, Finnish Commerce Federation: member of the Board
2008-2012, K-Retailers' Association: Chair of the Board 2008-2012, Vahittaiskaupan Tilipalvelu VTP
Oy: member of the Board 2008-2012.

Board member since: 30 March 20009.
Kesko shares held:

As at 31 December 2015: a total of 107,350 A shares held by him and entities controlled by him.
As at 31 December 2016: a total of 107,350 A shares held by him and entities controlled by him.
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Mikael Aro

Deputy Chair, Deputy Chair of the Audit Committee and the
Remuneration Committee

b. 1965, eMBA.

Independence: He is considered by the Board to be independent of the
Company and of its significant shareholders.

Domicile: Tuusula, Finland.
Principal occupation: Senior industry adviser, Triton-Partners.

Main employment history: VR-Group Ltd: President and CEO,
Carlsberg Breweries AS: Senior Vice President, Northern Europe, Oy

/|

Sinebrychoff Ab: CEO.

Main positions of trust: Suomen Kansallisteatterin Osakeyhtié: member of the Board 2012-, Varma
Mutual Pension Insurance Company: member of the Board 2010-, Mehildinen Oy: member of the
Board 2016-, Confederation of Finnish Industries (EK): member of the Board 2013-2016, Service
Sector Employers PALTA: member of the Board 2011-2016 and Deputy Chair 2011-2016, East Office
of Finnish Industries: member of the Board 2009-2016 and Deputy Chair 2015-2016, Nordic Cine-
ma Group: Chair of the Board 2013-2015, Altia Plc: member of the Board 2010-2015, Federation of
the Brewing and Soft Drinks Industry: Chair of the Board 2007-2008, The Finnish Food and Drink
Industries’ Federation (ETL): First Deputy Chair of the Board 2007-2008, Registered Association
Finnish-Russian Chamber of Commerce (FRCC): member of the Board 2010-2014, Carlsberg Danmark
AS: Chair of the Board 2007-2009, Finnkino Ltd: Chair of the Board 2012-2013, Oy Sinebrychoff Ab:
member of the Board 2008-2009.

Board member since: 13 April 2015.
Kesko shares held:

As at 31 December 2015: a total of 1,000 Kesko B shares held by him.
As at 31 December 2016: a total of 1,000 Kesko B shares held by him.
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Jannica Fagerholm
Chair of the Audit Committee
b. 1961, Master of Science (Economics).

Independence: She is considered by the Board to be independent of
the Company and of its significant shareholders.

Domicile: Helsinki, Finland.

Principal occupation: Managing Director, Signe and Ane Gyllenberg
Foundation

Main employment history: Signe and Ane Gyllenberg Foundation: Managing Director 2010-, SEB
Gyllenberg Private Bank: Managing Director 1999-2010, Handelsbanken Liv Finland: Country Director
1998-1999.

Main positions of trust: Sampo plc: member of the Board 2013-, Teleste Corporation: member of
the Board 2013, Kelonia Ab, member of the Board 2010-, Veritas Pension Insurance, member of the
Supervisory Board 2010-, The Society of Swedish Literature in Finland, member of the Board 2015-,
member of the Financial Board 2001-2015, Eira Hospital Ltd: member of the Board 2010-, Hanken
School of Economics: member of the Board 2008-, Partiosaatio foundation: member of the Board
1997-2013, Aktia Abp: member of the Board 2012-2013.

Kesko shares held:
As at 31 December 2016: None.
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Matti Kyytsonen
Member of the Audit Committee
b. 1949, Master of Science (Economics).

Independence: He is considered by the Board to be independent of the
Company and of its significant shareholders.

Domicile: Helsinki, Finland.

Principal occupation: Silverback Consulting Oy: Chair of the Board.

Main employment history: ISS Palvelut Oy: Managing Director 1992-2006, Esselte Oy: Managing
Director 1984-1992, Oy Perkko: Managing Director 1983-1984, Tietoura-Yhtiét Oy: Marketing Direc-
tor 1981-1983, Oy Foto-Nyblin Ab: Finance and Marketing Manager 1977-1981, Insinédritoimisto Oy
Vesto: Accounting Manager 1974-1976, Oy Mobil Oil Ab: Financial Analyst 1973-1974.

Main positions of trust: Eltel AB: member of the Board 2007-, Lindstrdm Invest Oy: member of the
Board 2009-, KP Tekno Oy: member of the Board 2006-, Port of Helsinki Ltd: member of the Board
2015-, Esperi Care Oy: member of the Board 2008-2016, Oy Center-Inn Ab: member of the Board
2007-2012, Kiinteistopalvelut ry: Chair of the Board 1996-2001 and 2005-2006, Palvelutydnantajat
ry: member of the Board 1996-2001, Confederation of Finnish Industries (EK): member of the Board
2005-2006, The Unemployment Insurance Fund: member and Chair of the Supervisory Board 1999-
2006, Varma Mutual Pension Insurance Company: member of the Supervisory Board 1998-2006.

Board member since: 13 April 2015.
Kesko shares held:

As at 31 December 2015: a total of 185 Kesko B shares held by him.
As at 31 December 2016: a total of 995 Kesko B shares held by him.
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Matti Naumanen
Member of the Board
b. 1957, Trade Technician.

Independence: He is considered by the Board not to be independent
of the Company (entity controlled by him has a chain agreement with
a Kesko Group company) but to be independent of its significant
shareholders.

Domicile: Joensuu, Finland.

Principal occupation: Retailer.

Main employment history: K-retailer since 1982.

Main positions of trust: The K-Retailers’ Association’s Agricultural and Building and Home Improve-
ment Retailers’ Club: Chair of the Board 2009-2016. Former positions of trust: The K-Retailers’
Association: member of the Board 2009-2016, registered association Nurmeksen Yritt&jat: Chair of
the Board, registered association Joensuun Yrittgjat: Chair of the Board.

Kesko shares held:
As at 31 December 2016: a total of 20,064 A shares held by him and entities controlled by him.
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Anu Nissinen
Member of the Remuneration Committee

b. 1963, Master of Science (Economics).

Independence: She is considered by the Board to be independent of
the Company and of its significant shareholders.

Domicile: Helsinki, Finland.

Principal occupation: Managing Director, Digma Design Oy

Main employment history: Sanoma Media Finland Oy: CEO 2011-
2013, Sanoma Entertainment Finland: President 2008-2011, Welho/
Helsinki Televisio Oy: Managing Director 2004-2008, Helsinki Televisio Oy: Marketing Director
2001-2004, Oy Sinebrychoff Ab: several marketing duties 1990-2000.

Main positions of trust: DNA Ltd:member of the Board 2010-2012 and 2014-, F-Secure Corporation:
member of the Board 2010-, Siili Solutions Plc: member of the Board 2014-, Viestilehdet Oy: member
of the Board 2015-, Era Content Oy: Managing Director 2014-2015 and Chair of the Board 2016.
Board member since: 13 April 2015.

Kesko shares held:

As at 31 December 2015: No shares.
As at 31 December 2016: No shares.
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Toni Pokela
Member of the Board
b. 1973, eMBA.

Independence: He is considered by the Board not to be independent of
the Company (chain agreement) and of significant shareholders (Chair
of the Board of a significant Company shareholder, the K-Retailers’
Association).

Domicile: Helsinki, Finland.

Principal occupation: Food retailer.

Main employment history: K-food retailer since 1997.

Main positions of trust: Pokela Oy Iso Omena: member of the Board and Managing Director 1998-,
Iso Omenan Yrittajayhdistys ry: Chair of the Board 2003-, Foundation for Vocational Training in the
Retail Trade: Chair of the Board 2016-, Finnish Commerce Federation: member of the Board 2017-,
Confederation of Finnish Industries EK: member of the Skilled Workforce Committee 2014-2016,
member of the Delegation for Entrepreneurs 2017-, K-Retailers' Association: Chair of the Board
2016-, member of the Board 2008-2012, K-instituutti Oy: Deputy Chair of the Board 2010-2012,
Vahittaiskaupan Takaus Oy: member of the Board 2010-2012, K-Food Retailers' Club: Chair of the
Board 2010-2012, Deputy Chair 2008-2010, Finnish Grocery Trade Association: member of the Board
2010-2011.

Member of the Board since: 16 April 2012.
Kesko shares held:

As at 31 December 2015: a total of 179,400 A shares held by the entities controlled by him.
As at 31 December 2016: a total of 179,400 A shares held by the entities controlled by him.
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Group management board

Mikko Helander
President and CEO
b. 1960, Master of Science (Technology).

Domicile: Helsinki, Finland.

Other major duties: Confederation of Finnish Industries EK: mem-

ber of the Board 2016- and Deputy Chair of the Board 2016, Finland
Chamber of Commerce: member of the Board 2016-, Finnish Com-
merce Federation: member of the Board 2015- and Deputy Chair of the
Board 2015, llmarinen Mutual Pension Insurance Company: member of
the Board 2015- and Chair of the Board 2016-, Finnish Business and
Policy Forum EVA: member 2015-, Finnish Fair Corporation: Board
member 2015-, East Office of Finnish Industries Oy: member of the
Board 2015-, Metsa Fibre Oy: member of the Board 2008-2014, German Pulp and Paper Association
(VDP): member of the Board 2013-2014, Myllykoski Paper Oy: Vice Chair of the Board 2007-2012,
Finnish Forest Industries Federation: member of the Board 2007-2011.

Employment history: employed by Kesko Corporation since 2014. Kesko Corporation's Managing
Director and Kesko Group's President and CEO since 1 January 2015. Kesko Corporation's Executive
Vice President 2014. Metsé Board Corporation: Chief Executive Officer 2006-2014, Metsa Tissue
Corporation: Chief Executive Officer 2003-2006, Valmet Corporation: Head of Converting Machin-
ery Division (UK) and member of the Management Board 1999-2003 of Valmet Corporation, Vice
President for Calender Business Unit 1997-1999, Head of Operations of Valmet Rotomec S.p.a., Italy
1994-1997, Head of Project Department, Valmet Jarvenpdd 1993-1994, Managing Director of Kasten
Hévik 1990-1993, Valmet Paper Machinery Inc.: Production Manager of Valmet Jarvenpaa 1987-1990,
Valmet Corporation: Project Engineer 1984-1987.

Member of the Group Management Board since: 1 October 2014.
Kesko shares held:

As at 31 December 2015: 8,791 B shares.
As at 31 December 2016: 20,005 B shares.
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Jorma Rauhala
Executive Vice President, President of the grocery trade division
b. 1965, Master of Science (Economics).

Domicile: Espoo, Finland

Other major duties: The Finnish Grocery Trade Association: Chair of
the Board 2017- and 2013-2014, member of the Board 2013-2016, the
Association of Finnish Advertisers: member of the Board 2014-.

Employment history: employed by Kesko Ltd since 1992. Senior Vice President, grocery trade division
since 1 January 2015. President of Kesko Food Ltd since 2013. Vice President for the K-citymarket
chain's food trade 2012-2013, Managing Director of Kespro Ltd 2007-2012, Purchasing Director of
Kespro Ltd 2003-2007.

Member of the Group Management Board since: 5 February 2013.
Kesko shares held:

As at 31 December 2015: 8,864 B shares.
As at 31 December 2016: 13,670 B shares.
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Terho Kalliokoski Johan Friman
Executive Vice President, President of the building and technical trade Executive Vice President, President of the car trade division
division b. 1965, Master of Science (Economics).

b. 1961, Master of Science (Economics).
Domicile: Espoo, Finland.
Domicile: Kirkkonummi, Finland
Other major duties: -
Other major duties: European DIY Retail Association (EDRA): member
of the Board 2016-, Helsinki Region Chamber of Commerce: member
of the Board 2009-, Deputy Chair of the Board 2012-, East Office of
Finnish Indutries Oy: Deputy member of the Board 2011-, Eurobuy
GmBh: member of the Board 2013-2014, Eurogroup Far East Ltd:
member of the Board 2013-2014, Deputy Chair of the Board 2012-, the
Association of Finnish Advertisers: member of the Board 2005-2013,

The Finnish Grocery Trade Association: member of the Board 2006-2013, Deputy Chair of the Board Employment history: employed by Kesko Corporation since 2017. Senior Vice President, car trade
2006-2007, Chair of the Board 2008-2009 and 2013, the Finnish 4H Federation: member of the Su- division since 1 January 2017. LeasePlan Deutschland GmbH: Managing Director 2006-2016, Lease-
pervisory Board 2009-2012, Association for the Finnish Work: Council member 2006-2009, member Plan Finland Oy: Managing Director 1997-2006, Inchcape Motors Finland Oy: Managing Director of
of the Board 2010, Finnish Commerce Federation: member of the Board 2006, ECR Finland ry: mem- the Retail business 1995-1997 and Marketing Director of the importer 1995, Bilia Oy: Sales Manager,
ber of the Board 2006, the Finnish Association of Building Owners and Contruction Clients: member Dealer Manager and Fleet sales 1991-1994.

of the Board 2002-2003, Oulu Chamber of Commerce: member of the Board 2000-2002, Delegation

member 1997-2002. Member of the Group Management Board since: 1 January 2017.

Employment history: employed by Kesko Ltd since 1985. Senior Vice President, home improvement Kesko shares held:

and speciality goods trade division since 1 January 2015. President of Rautakesko Ltd since 2013. Pres- As at 1 January 2017: No shares.
ident of Kesko Food Ltd 2005-2013, Senior Vice President, Kesko Real Estate (Helsinki) 2002-2005.

District Director, Northern Finland (Oulu) 1998-2002, Sales Director, Supermarket Chain Unit (Oulu)

1996-1997, Retail Services Manager, Groce ry Retail Services (Oulu) 1995-1996, Financial Manager,

Northern Finland (Oulu) 1990-1995, Investment Manager, Real Estate Department (Helsinki) 1988-

1990, Project Planner, Store Site Office (Helsinki) 1985-1987.

Member of the Group Management Board since: 17 March 2005.
Kesko shares held:

As at 31 December 2015: 19,203 B shares.
As at 31 December 2016: 24,009 B shares.
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Jukka Erlund

Executive Vice President, Chief Financial Officer
b. 1974, Master of Science (Economics), eMBA.
Domicile: Helsinki, Finland.

Other major duties: Finnish Commerce Federation: Chair of the Tax
and Economic Policy Committee 2011-, Confederation of Finnish Indus-
tries EK: member of the Economy and Tax Committee 2012-, Suomen
Luotto-osuuskunta: member of the Board 2012-, Luottokunta: member
of the Board 2012.

Employment history: employed by Kesko Ltd since 2004. Senior Vice President, CFO since 1 Novem-
ber 2011. Kesko Food Ltd's Vice President for Finance 2010-2011, Kesko Corporation's Vice President,
Corporate Controller 2007-2010, Kesko Corporation's Corporate Business Controller 2004-2007.

Member of the Group Management Board since: 1 November 2011.
Kesko shares held:

As at 31 December 2015: 7,740 B shares.
As at 31 December 2016: 11,478 B shares.
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Matti Mettila

Executive Vice President, Human Resources
b. 1963, Master of Laws.

Domicile: Helsinki, Finland.

Other major duties: Huoltoupseeriyhdistys ry: member of delegation
2013-, Finnish Commerce Federation: member of the Research Com-
mittee 2013-, Foundation for Vocational Training in the Retail Trade:
member of the Board 2005-.

Employment history: employed by Kesko Ltd 1990-2005 and since 2012. Senior Vice President,
Human Resources since 1 January 2015 .Senior Vice President, Human Resources and Stakeholder
Relations 2012-2014. K-retailers' Association: Managing Director 2005-2012, Kesko Hardware and
Builders’ Supplies: Vice President for Finance 2002-2005, Rautakesko Ltd: Development Director
2001-2002, Builders’ and Agricultural Supplies Division: Project Manager 1999-2000, Kesko Hard-
ware and Builders’ Supplies: Vice President for the Rautia chain 1998-1999, Builders’ and Agricultural
Supplies Division: Retail Services Manager 1996-1998, Vahittaiskaupan Takaus Oy: Retail Services
Manager 1994-1996, Kesko Ltd's Credit Department: Credit Manager 1991-1992, Kesko Ltd's Credit
Department: Legal Counsel 1990-1991.

Member of the Group Management Board since: 1 October 2012.
Kesko shares held:

As at 31 December 2015: 4,282 B shares.
As at 31 December 2016: 6,952 B shares.
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Anne Leppila-Nilsson

Executive Vice President, Group General Counsel

b. 1953, Master of Laws, Master of Science (Economics and Business
Administration).

Domicile: Espoo, Finland.

Other major duties: Nasdag OMX Nordic Ltd: member of the Board
2008-, Independent Retail Europe: member of the Board 2007-,
Deputy Chair of the Board 2017-, EuroCommerce: member of the
Board 2012-2015, European Commission’s High Level Group on Retail
Competitiveness: member 2013-2015, Finnish Commerce Federation:
member of the Legal Committee 1992-, Chair 1992-2001 and 2006-,
Confederation of Finnish Industries EK: member of the Legal Affairs
Committee 2005-, Chair 2006-2007, Finland Chamber of Commerce, Delegation member 2011-,
ICC Advisory Board: member 2017-, Registered Association Finnish-Russian Chamber of Commerce
(FRCC): member of the Board 2005-, Deputy Chair 2009-, Helsinki Region Chamber of Commerce:
Delegation member 2011-, Securities Market Association: member of the Corporate Governance
Code working group 2014-2015, Chair 2007-2008, member of the remuneration working group
2009-2010, member of the Nordic Corporate Governance working group 2007-2010, Finland Cham-
ber of Commerce: member of The Arbitration Institute of the Finland Chamber of Commerce (FAI)
1999-2008, member of the Redemption Committee 2003-2008.

Employment history: Employed by Kesko Ltd since 2001. Senior Vice President, Group General
Counsel as from 1 January 2015. Group General Counsel, Senior Vice President, Legal Affairs, Risk
Management and Internal Audit 2005-2014, General Counsel 2001-2005, Aspo Plc: Vice President,
Legal Affairs 1985-2001, Credit Manager 1980-1985

Member of the Group Management Board since: 1 January 2015.
Kesko shares held:

As at 31 December 2015: 5,513 B shares.
As at 31 December 2016: 8,183 B shares.
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Lauri Peltola

Executive Vice President, Marketing, Communications, Corporate
Responsibility and Corporate Relations

b. 1963, CCJ.

Domicile: Kirkkonummi, Finland.

Other major duties: Varma Mutual Pension Insurance Company: mem-
ber of the Supervisory Board 2013-.

Employment history: employed by Kesko Corporation since 2015. Senior Vice President for corporate
responsibility, communications and stakeholder relations as from 2 March 2015 and marketing and
brand steering and development as from 1 January 2016. Stora Enso: Country Senior Executive for
Finland, 2013-2014 and Senior Vice President, Global Identity, 2009-2014, Nordea Plc: Executive
Vice President, Group Identity and Communications, 2008-2009 and 2000-2005, Metséliitto Group:
Communications Director 2005-2008.

Member of the Group Management Board since: 2 March 2015.
Kesko shares held:

As at 31 December 2015: No shares.
As at 31 December 2016: 2,670 B shares.
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Pekka Lahti

Executive Vice President, President of the car trade division
Member of the Group Management Board until 31 December 2016
b. 1955, Master of Science (Agriculture).

Anni Ronkainen
Executive Vice President, Chief Digital Officer
b. 1966, Master of Science (Economics).

Domicile: Helsinki, Finland.
Domicile: Vantaa, Finland.
Other major duties: Asiakastieto Group Plc: member of the board
2015-, Nordic Morning Plc: member of the board 2015-, Robit Plc:
member of the board 2015-. Sunduka Ltd: member of the board 2015,
Institute of Marketing: member of the Board 2010-2015, the American
Chamber of Commerce in Finland (AmCham Finland): member of the
Board 2011-2015, Marketing Executives Group: member of the Board
2009-2011.

Other major duties: The Association of Automobile Importers in
Finland: member of the Board 2007-2012 and 2014-2016, Chair of the
Board 2010-2012, Finnish Car Recycling Ltd: member of the Board
2007-2012, The Finnish Information Centre of Automobile Sector
(AUT): member of the Board 2009-2012, Chair of the Board 2010-
2012, Finnish Commerce Federation: member of the Board 2010-2012.

Employment history: employed by Kesko since 2015. Chief Digital Officer as from 20 April 2015. Employment history: employed by Kesko Ltd since 1981. Senior Vice President, car trade division
Google Finland Ltd: Country Manager Finland 2009-2015, Industry Head, Multi-sector 2008-2009, since 1 July 2015. President of VV-Auto Group Oy since 2006. Managing Director of Konekesko Ltd
McCann Worldgroup Helsinki Oy: CEO 2006-2008, Satama Finland Oy: Business Group Director 2001-2005 and President of Kesko Agro Ltd 2005. Vice President, Kesko Machinery 2000.
2001-2006.

Member of the Group Management Board since: 1 March 2005.
Member of the Group Management Board since: 20 April 2015.
Kesko shares held:
Kesko shares held: As at 31 December 2015: 10,769 B shares.
As at 31 December 2015: No shares. As at 31 December 2016: 15,041 B shares.
As at 31 December 2016: 2,670 B shares.
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Remuneration statement 2016

Introduction
This Remuneration Statement has been reviewed at the meeting of the Remuneration Commit-
tee of Kesko Corporation’s Board of Directors on 1 February 2017.

This is the Remuneration Statement in accordance with the Finnish Corporate Governance Code
issued by the Securities Market Association effective on 1 January 2016. This statement and the
other information to be disclosed in accordance with the Corporate Governance Code are avail-
able on Kesko’s website at http://kesko.fi/en/investor/corporate-governance/.

Decision-making procedure concerning remuneration

The Annual General Meeting decides on the remuneration and other financial benefits of the
members of Kesko Corporation's (“Kesko”) Board of Directors and its Committees’ members
annually. The remuneration of the members of the Board and its Committees is paid in cash. The
Board members do not have share compensation or share-based compensation plans. Nor do
they participate in the other compensation plans or pension plans of the Company.

Based on the Remuneration Committee's preparatory work, Kesko's Board of Directors makes

decisions on the personal remuneration, other financial benefits, the performance bonus system
criteria and the performance bonuses paid to the President and CEO and the Group Manage-
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ment Board members responsible for lines of business. As for the other Group Management
Board members, Kesko's Board of Directors makes decisions on the performance bonus princi-
ples.

The President and CEO makes decisions on the remuneration and other financial benefits of the
Group Management Board members other than those responsible for lines of business within the
limits set by the Chair of the Board's Remuneration Committee.

The remuneration scheme of the President and CEO and the other members of the Group
Management Board consists of a fixed monetary salary (monthly salary), fringe benefits (free
car and mobile phone benefit), a performance bonus based on criteria decided annually (short-
term compensation scheme), a share compensation plan (long-term compensation scheme) and
management's retirement benefits.

The Board of Directors monitors the implementation of the remuneration schemes of the Presi-
dent and CEO and the other Group Management Board members.
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Main principles of remuneration

Commitment and incentive schemes

Performance bonus scheme (short-term compensation scheme) in 2016

The performance bonuses determined annually are paid after the completion of the annual
financial statements by the end of April following the year of determination. Kesko's Board of
Directors makes decisions on management's performance bonus criteria annually.

The criteria have been the Group’s operating profit excluding non-recurring items and the
Group’s sales performance. The indicators applied to executives responsible for lines of business
are the operating profit of the executive’s area of responsibility excluding non-recurring items, as
well as indicators of sales and market shares. In addition, a performance bonus criterion applied
to all Group Management Board members is the achievement of personal targets. The perfor-
mance bonus criteria and their weights vary depending on the duties.

The fulfilment of the performance and profit criteria and their impact on long-term financial
success are monitored and evaluated by Kesko's Board and Remuneration Committee.

The maximum performance bonus of Kesko's President and CEO corresponds to his eight
months' monetary salary excluding fringe benefits, and that of the other Group Management
Board members, the monetary salary of four to five months, depending on the profit impact

of their duties. The performance bonus of a Group Management Board member is determined
based on the monetary salary of the last month of the calendar year, the performance of which is
the basis of the bonus.

If exceptional events and events with significant impacts on operations take place during the
financial year, or if the market situation or the Company’s productivity trend requires, the appli-
cation, target setting and payment rules of the performance bonus scheme can be changed by a
decision of Kesko Corporation’s Board also in individual cases.
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At its discretion, the Board may decide not to pay a performance bonus, or decide to recover a
bonus that has already been paid, if the bonus recipient has been found guilty of malpractice or
an action in breach of Kesko’s ethical or responsibility principles or guidance that, as a whole,
cannot be considered insignificant, or if there are weighty grounds for assuming that he/she is
guilty of such acts.

Share-based compensation plan 2014-2016 (long-term compensation scheme)

In addition to the performance bonus scheme, Kesko operates the 2014-2016 share-based com-
pensation plan decided by the Company’s Board and intended for the Group's management and
certain other key persons.

The purpose of the share-based compensation plan is to promote Kesko's business and increase
the Company's value by aligning the objectives of the shareholders and executives. The plan also
aims to commit the grantees to Kesko Group and give them the opportunity to receive Company
shares upon fulfilling the objectives set in the share-based compensation plan.

The share-based compensation plan has three vesting periods: the calendar years 2014, 2015
and 2016. Kesko's Board decides the vesting criteria, the target group and the maximum
amounts of the share award separately for each vesting period based on the Remuneration
Committee's proposal. The final amounts of Kesko B shares to be granted based on the fulfil-
ment of the vesting criteria are decided by the Board at the beginning of the year following the
vesting period. The criteria for the 2016 vesting period were, with equal weightings, the growth
percentage of Kesko Group's sales exclusive of tax, Kesko's basic earnings per share (EPS) ex-
cluding non-recurring items and the percentage by which the total shareholder return of a Kesko
B share exceeds the OMX Helsinki Benchmark Cap index. Under the share-based compensation
plan, a total maximum of 600,000 own B shares held by the Company as treasury shares can be
granted.
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The award possibly paid for a vesting period is paid in Kesko B shares. In addition, a cash
component at maximum equal to the value of the shares is paid to cover the taxes and tax-like
charges incurred under the award. A commitment period of three calendar years following each
vesting period is attached to the shares granted, during which the shares must not be pledged or
transferred, but the other rights attached to the shares remain in force. The commitment period
of the 2016 vesting period will end on 31 December 2019. If a person's employment or service
relationship terminates prior to the expiry of a commitment period, he/she must, as a rule, return
the shares under transfer restriction to Kesko or its designate for no consideration. In individual
cases, the Board may decide that the grantee can keep the shares under return obligation, or
some of them. If the grantee retires during the commitment period, he/she is entitled to keep
the shares and other securities already received.

The fulfilment of the performance and profit criteria and their impact on long-term financial
success are monitored and evaluated by Kesko's Board and Remuneration Committee.

Even if the criteria are met, the Board always has discretion over whether to pay a share award
to any given recipient in full, in part or not at all.

At its discretion, the Board may decide not to pay a performance bonus, or decide to recover a
bonus that has already been paid, if the bonus recipient has been found guilty of malpractice or
an action in breach of Kesko’s ethical or responsibility principles or guidance that, as a whole,
cannot be considered insignificant, or if there are weighty grounds for assuming that he/she is
guilty of such acts.

The plan does not contain terms or conditions that would limit the grantees’ income from the
shares.
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Share-based compensation plan 2014-2016

Free transferability
of shares

Vesting period Commitment period
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Commitment period

Free transferability
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Remuneration report

Board of Directors and its Committees

The Annual General Meeting decides on the remuneration and other financial benefits of the
members of Kesko’s Board of Directors and its Committees’ members annually. The remuner-
ation of the members of the Board and its Committees is paid in cash. The Board members do
not have share compensation or share-based compensation plans. Nor do they participate in the
other compensation plans or pension plans of the Company. Significant shareholders prepare
the proposals concerning the Board of Directors, including the proposal for the number of Board
members, their remuneration and, as necessary, for the Board members to the General Meeting.

The Annual General Meeting of 4 April 2016 resolved to leave the Kesko Board members' remu-
neration unchanged and in 2016, it was as follows:

Annual remuneration:

* Chair of the Board €80,000
* Deputy Chair of the Board €50,000
* member of the Board €37,000.

In addition, a meeting fee of €500 per meeting is paid for a Board meeting and its Committee's
meeting, with the exception that the Chair of a Committee who is not the Chair or the Deputy
Chair of the Board is paid €1,000 per Committee meeting.

Daily allowances are paid and the reimbursements of travel expenses are paid to the Board and
Committee members in accordance with the general travel rules of Kesko.
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Annual remuneration and meeting fees paid to Board members for
Board and Committee work in 2016 (€)*

Meeting fees

Annual Audit  Remuneration

remuneration Board Committee Committee Total
Al remumeration - 80’000 B 5,500 S ZYOOO . 87’500
Mikael Ao 50000 550 3000 2000 60,500
(Dep. Ch.)
Jannica Fagerholm** 27603 350 3000 34,103
Matti Kyytsnen 37000 550 3,000 45,500
Matti Naumanen®* 27603 350 3103
AnuNissinen 7000 550 2000 44500
Toﬁi Porkelar 37,006 - 7 57,50(7)” 7 7 7 - 7 7 | 42,560
Toﬁi Ktrarpisraari’;’;* - 7 76,167”. 7 7 ’IV,OOOM 7 7 7 - 7 7 7;17677
Kaarina Stéhlberg™ 6167 150 3000 10867
Tota| ........................................... 308’540 ..................... 37,000 ..................... 12’0005,000 ................ 363,540

* Reported on a cash basis.
** Board member since 4 April 2016.
*** Board member until 29 February 2016.

Valid authorisations of the Board of Directors concerning remuneration and their use

Kesko’s Annual General Meeting of 4 April 2016 authorised the Board to decide on the transfer
of own B shares held by the Company in treasury (share issue authorisation 2016). The authori-
sation cancelled an earlier share issue authorisation with similar content.
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Based on the authorisation, the own B shares held by the Company in treasury can be issued
for subscription by shareholders in a directed issue in proportion to their existing holdings of
the Company shares, regardless of whether they own A or B shares. The shares can also be
issued in a directed issue, departing from the shareholder's pre-emptive right, if the Company
has a weighty financial reason for it, such as using the shares to develop the Company's capital
structure, to finance possible acquisitions, capital expenditure or other arrangements within the
scope of the Company's business operations, and to implement the Company's commitment
and incentive scheme. Own B shares held by the Company in treasury can be transferred either
against or without payment. A share issue can only be without payment, if the Company, taking
into account the best interests of all of its shareholders, has a particularly weighty financial rea-
son for it. The authorisation also includes the Board’s authorisation to make decisions concern-
ing any other matters related to share issues. The amount possibly paid for the Company’s own
shares is recorded in the reserve of unrestricted equity. The authorisation is valid until 30 June
2020.

The Annual General Meeting of 4 April 2016 also approved the Board's proposal for its author-
isation to decide on the acquisition of a maximum of 1,000,000 own B shares of the Company
(authorisation to acquire own shares). B shares are acquired otherwise than in proportion to

the shareholdings of shareholders with the Company's distributable unrestricted equity at the B
share market price quoted in public trading organised by Nasdaq Helsinki Ltd ("the exchange")
at the date of acquisition. The shares are acquired and paid in accordance with the rules of the
exchange. The acquisition of own shares reduces the amount of the Company's distributable
unrestricted equity. B shares are acquired for use in the development of the Company's capital
structure, to finance possible acquisitions, capital expenditure and/or other arrangements within
the scope of the Company's business operations, and to implement the Company's commitment
and incentive scheme. The Board of Directors makes decisions concerning any other issues
related to the acquisition of own B shares. The authorisation is valid until 30 September 2017.

In addition to the above authorisations, the Board of Directors has the share issue authorisation

decided by the General Meeting of 13 April 2015, which cannot, however, be used for remunera-
tion purposes.
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On 3 February 2016, the Board of Directors decided to grant own B shares held by the company
as treasury shares, to the persons included in the target group of the 2015 vesting period based
on the fulfilment of the vesting criteria of the 2015 vesting period of the Kesko’s three-year
share-based compensation plan. This granting of a total of 137,054 own B shares was announced
in a stock exchange release on 17 March 2016 and the transfer of 2,670 own B shares was
announced in a stock exchange release on 27 April 2016. Under the 2014-2016 share-based
compensation plan decided by the Board, a total maximum of 600,000 own B shares held by the
company as treasury shares can be granted within a period of three years based on the fulfilment
of the vesting criteria. The vesting criteria and the target group are decided by the Board sep-
arately for each vesting period. The share-based compensation plan was announced in a stock
exchange release on 4 February 2014. A total of 8,256 shares granted based on the fulfilment

of the vesting criteria of share-based compensation plans (share-based compensation plans for
years 2011-2013 and 2014-2016) had been returned to the Company during the period Janu-
ary-December an accordance with the terms and conditions of the share-based compensation
plans. The share returns in 2016 were announced in a stock exchange release on 17 March 2016,
31 March 2016, 27 April 2016, 30 May 2016 and 15 November 2016.

President and CEO

President and CEO Mikko Helander’s personal remuneration, other financial benefits, perfor-
mance bonus scheme criteria and performance bonuses paid are decided by Kesko's Board

of Directors based on the Remuneration Committee's preparatory work. A written managing
director's service contract, approved by the Board, is in force between the Company and the
President and CEO. Helander has been the Company’s President and CEO and the Chair of the
Group Management Board since 1 January 2015.
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Salaries, fringe benefits, performance bonus

The salaries, fringe benefits and performance bonuses paid to Helander and his other financial
benefits in 2015-2016 are presented in the following tables.

Salaries, performance bonuses and fringe benefits in 2015-2016 (€)

2016 2015

Fixed monetary salary 873,600 856,800
Performance bonuses* 420,000 140,000**
Fringe benefits 23,160 21,725
Total 1,316,760 1,018,525

* Performance bonus paid based on the profit for the previous year.

** Service contract since 1 October 2014.

Share-based compensation plan 2015-2016
Share award (pcs) 2016 2015
Maximum 21,000 21,000
Granted 16,086* 11,214
Commitment period (expiry date) 31 Dec 2019 31 Dec 2018

* The Board’s decision in February 2017. Shares for the vesting period 2016 will be granted in March - April 2017 in
accordance with the terms and conditions of the plan.

Retirement benefits

President and CEO Mikko Helander's old-age pension age is 63 and the amount of his old-age
pension is 60% of his pensionable earnings in accordance with the Employees' Pensions Act
(TyEL). The pensionable salary is determined based on his fixed monetary salary, performance
bonuses and fringe benefits for the last ten (10) years. The supplementary pension is based on

a defined benefit plan. The cost of the supplementary pension for the period, calculated on an
accrual basis, was €1.0 million and the related pension asset was €0.6 million as at 31 December
2016. The pension cost of the President and CEQ's statutory pension provision was €0.2 million.
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Health and life insurance

A health insurance and a life insurance have been taken out for Helander.

Period of notice and termination benefit

Helander’s period of notice is twelve (12) months if the managing director’s service contract is
terminated by the Company and six (6) months if Helander resigns. If the Company terminates
the contract for a reason other than a material breach of contract by the managing director, and
the managing director does not retire on an old-age pension or some other pension, the man-
aging director is paid, in addition to the salary for the period of notice, a compensation corre-
sponding to the combined amount of 12 months' monetary salary and fringe benefits.

Group Management Board

Group Management Board members’ salaries, performance bonuses and fringe benefits in
2015-2016 (€)*

Fixed monetary Performance
salary bonuses Fringe benefits Total

2016 2015 2016 2015 2016 2015 2016 2015
Mikko Helander, 873,600 856,800 420,000 140,000 23,160 21,725 1,316,760 1,018,525
Ch.
Group 2,012,999 1,777,640 369,250 371,750 151,977 126,478 2,534,226 2,275,868
Management
Board**
Total 2,886,599 2,634,440 789,250 511,750 175,137 148,203 3,850,986 3,294,393

* Salaries, performance bonuses and fringe benefits are reported on a cash basis. The 2015 earnings on accrual basis are
calculated by adding the amount of performance bonus paid in 2015 to the salaries and fringe benefits for 2016.
** Excluding President and CEO Helander.
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Share-based payments to Group Management Board members in 2014-2016 (pcs)

2016 2015 2014

To be
um granted**

Granted i Granted

Mikko Helander, Ch. 21,000 16,086 11,214 e
Group Management 53,000 40,598 28,302 48,000 16,812
Board*

Total 74,000 56,684 74,000 39,516 48,000 16,812

* Excluding President and CEO Helander.

** The Board’s decision in February 2017. The shares for the 2016 vesting period will be granted in March-April 2017 in
accordance with the terms and conditions of the plan.

*** Service contract since 1 October 2014.

Vesting period 2016 2015 2014

End of commitment period 31 Dec 2019 31 Dec 2018 31 Dec 2017

On 16 December 2014, Kesko Corporation's Board of Directors decided to transfer 8,791 own
B shares held by the Company as treasury shares to Mikko Helander, the Company's President
and CEO as of 1 January 2015. The share transfer was based on the managing director's service
contract signed with Mikko Helander and the transferred shares are part of the agreed total
compensation. The shares transferred to Helander carried a restriction period until 1 October
2016, during which the shares were not allowed to be assigned.

Retirement benefits in 2016

The statutory pension provision of the members of the Group Management Board is provided
through a pension insurance company. In 2016, four Group Management Board members were
members of Kesko Pension Fund and their supplementary pensions are determined based on its
rules and their personal service contracts. Their supplementary pensions are based on a defined
benefit plan. The retirement benefits of the other Group Management Board members are
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determined based on the general provisions applicable to employees’ pensions in Finland (TyEL,
the Employees’ Pensions Act). The retirement benefits of President and CEO Helander are re-
ported in more detail in the section on him. Kesko has not paid pension insurance contributions
incurred on executives’ memberships of Kesko Pension Fund for several years, nor in 2016, as
the Fund’s investment earnings covered the payable supplementary pensions and changes in the

pension liability.

Group Management Board members' retirement benefits, periods of notice and

termination benefits in 2016*

Mikko Helander
Jrorrrnr'\a Rauhala
Trerrrhro Ka||iokoski -
Pekkalahti
Jrurkrkra Erlund

Matti Mettéla

Anne Leppéla-Nilsson

Lauri Peltola

Anni Ronkainen

* As at 31 December 2016.
** |f given notice by the employer. Termination benefit includes monetary salary and fringe benefits.

Old-age pension

gefyears)

63

62

62

62

in accordance with
TyEL***

62

in accordance with
TyEL***

in accordance with
TyEL***

in accordance with
TyEL****

Pension as percent-
age of pensionable

66

66

66

in accordance with
TyEL***

66

in accordance with

TyEL****

in accordance with

TyEL****

in accordance with

TyEL***

salary (%)
60

Period of notice
: 6/12m0*** B
 emo
6 mc; |

6 mo

6 mo

6 mo

6 mo
6 mo

6 mo

Termination
benefit**

12-mo salary

6-mo salary

12-mo salary

18-mo salary

6-mo salary

12-mo salary

18-mo salary
6-mo salary

6-mo salary

*** The period of notice is twelve (12) months if the managing director’s service contract is terminated by the Company
and six (6) months if the President and CEO resigns.
**** TyEL = the Employees' Pensions Act.
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