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Kesko’s Annual Report 2018

Kesko’s 2018 annual report describes the progress made in Kesko’s
strategy, financial results and sustainability work, with comprehensive
performance indicators. It depicts K Group’s impact on the society and

our value creation, with perspectives from our stakeholders.

Kesko’s direction

This section describes Kesko and
its divisions and the progress made
in their strategy execution, as well
as our financial targets, operating
environment and value creation.

Sustainability

This section describes highlights

in sustainability and the objectives
and results of our responsibility
programme, and provides key
corporate responsibility indicators in
accordance with GRI standards.

Financials

This section contains the Report

by the Board of Directors and the
Group's key performance indicators,
the Financial Statements and the
Auditor's Report for 2018.

Corporate governance

This section contains Kesko’s
Corporate Governance Statement
and Remuneration Statement.
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progress made in their strategy execution, as well as
our financial targets, operating environment and value
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Kesko in brief

SUSTAINABILITY

FINANCIALS

Kesko is a Finnish trading sector forerunner. We operate in
the grocery trade, building and technical trade, and car trade.
Our divisions and chains act in close cooperation with retailer

entrepreneurs and other partners.

Our chain operations comprise some 1,800 stores in
Finland, Sweden, Norway, Estonia, Latvia, Lithuania,
Belarus and Poland. Combining online sales and digital
services with our extensive store site network, we enable a
seamless customer experience in all channels.

Together, Kesko and K-retailers form K Group, whose sales
(pro forma) totalled approximately €13 billion in 2018.

K Group is the biggest trading sector operator in Finland
and one of the biggest Northern Europe. We employ some
41,000 people.

Kesko’s strategic business areas are grocery trade, building
and technical trade, and car trade. They are areas where

Kesko has strong expertise and market positions and they
offer good potential for profitable growth in the long term.

Corporate responsibility is a strategic choice for K Group
and integrated into our daily activities. Responsible
purchasing, product safety, the environment and good
corporate governance are key focus areas for our
corporate responsibility work.

Kesko's shares are listed on Nasdaq Helsinki. Its domicile
and main premises are in Helsinki.
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sector operator
inFinland, one
the biggestin

Northern Europe

1,800 stores in
8 countries and
extensive digital
services

Strong financial
position with
good dividend
capacity

Market
capitalisation World’s most
of €5.1billion Profitable sustainable
(28.2.2019), growth strategy, trading sector
41,000 3 divisions company
shareholders (Global 100)

KESKO'S YEAR 2018

Kesko’s business model

Kesko’s principal business model in Finland is the chain
business model, in which independent K-retailers

run retail stores in Kesko's chains. Sales to retail
entrepreneurs accounted for approximately 46% of
Kesko’s net sales in 2018.

Kesko’s own retailing accounted for some 18%
of net sales.

B2B trade is a significant, growing part of Kesko’s
business operations. In 2018, net sales from B2B trade
totalled some €3.8 billion, accounting for 36% of
Kesko’s net sales.

Outside Finland, we mainly engage in own retailing
and B2B trade. Net sales from international operations
totalled some €2.1billion in 2018, representing 20.5%
of our net sales.
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Key indicators

Successful strategy execution enabled us to achieve our all-time best
result in 2018. Our net sales grew by 3.5% in comparable terms and
we made a record operating profit. We were also able to meet the 14%
target level for return on capital employed set in 2015.

G =

Net sales 2018

|
X

B Grocery trade

5,386 € million
€10,383 o .
Net sales, Comparable operating profit, Comparable return on e Building a.n(.i technical trade
> L= . million 4,103 € million
€ million € million capital employed

Car trade 893 € million

10,383 332 14%

Comparable operating profit 2018

B Grocery trade

228.0 € million
Personnel, Remitted and paid taxes, Waste recovery rate, Building and technical trade
(31.12.2018) € million Finland 98.4 € million

Car trade 34.5 € million

23,000 1,074 100%

Read more in the Report by the Board of Directors >
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Divisions in brief

g S—
¢ Grocerytrade

Comparable operatlng
profit, € million

228.0

K Group is the second biggest operator in grocery trade
in Finland, with a market share of 36.0% (2017: 35.8%).
Our K-food store business is heavily based on retailer
entrepreneurship. Independent K-food retailers are
responsible for customer satisfaction, and we operate
together with them under the chain business model. The
K-food store chains are K-Citymarket, K-Supermarket, K-
Market and Neste K service stations. There are some
1,200 K-food stores in Finland, with 1.2 million daily
customer visits.

Net sales, € million

5,386

Our strengths include our versatile, high-quality
selections, a high proportion of Finnish products, and
professional service. The division includes the operations
of Kespro, Finland’s leading foodservice provider.

SUSTAINABILITY

FINANCIALS

% Building and technical trade

Comparable operatlng
profit, € million

08.4

The building and technical trade division has operations
in eight countries: Finland, Sweden, Norway, Estonia,
Latvia, Lithuania, Poland and Belarus. We serve customers

Net sales, € million

4,103

in 420 stores and extensively in digital channels. Our
customers include technical professionals, professional
builders and consumers. Some 70% of our retail sales
come from B2B trade, as construction is increasingly
delegated to professionals.

Our strong chains are Onninen, which serves technical
professionals, and K-Rauta, Byggmakker, K-Senukai
and OMA, which serve both professional builders and
consumers. The leisure goods trade chains Intersport,
Budget Sport, The Athlete’s Foot and Kookenka are also
part of the division.

CORPORATE GOVERNANCE
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&> Cartrade

Comparable operating
profit, € million

34.5

K-Auto imports and markets Volkswagen, Audi, SEAT
and Porsche passenger cars and Volkswagen Commercial
Vehicles and MAN trucks in Finland, and SEAT cars in
Estonia and Latvia. K-Auto also develops car-related
multichannel services. K-Auto’s market share in Finland

Net sales, € million

893

was 18.5% (including passenger cars and vans).

K-Auto’s retail company K-Caara is a major retailer of
new and used vehicles and it offers servicing and after-
sales services at its own outlets in the greater Helsinki
area, Turku and Tampere (Porsche). K-Caara’s services
also include the online sales of used cars, a store for lower
price range used cars, and leasing services for private and
corporate customers.
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REVIEW BY THE PRESIDENT AND CEO

A year of strong growth and transformation

In 2018, Kesko and K Group continued to transform intensely. All our businesses
- the grocery trade, building and technical trade, and car trade - increased their
sales and improved their profitability. Our strategy of profitable growth, sharper
focus, and “One unified K” has paid off.

> Net sales grew in comparable terms by 3.5% and
comparable operating profit rose to an all-time high of
€332 million.

» Comparable net sales grew in the grocery trade and
in the building and technical trade. In all divisions,

profitability improved in comparison to the previous year.

* Return on capital employed achieved our target level of
14%, thanks to successful strategy execution.

A strong year of transformation

in the grocery trade

In 2018, net sales for the grocery trade grew by 5.1% in
comparable terms. Comparable operating profit rose to
€228 million, i.e. to 4.2%, which is a good level also by
international standards. Our strong transformation efforts
boosted growth in sales and market share.

The Suomen L&hikauppa acquisition has been a success,
and has lifted K Group to clear leadership in the
neighbourhood market. The integration was completed
and synergies were obtained sooner than anticipated.

We have determinedly transformed our store network
and continued the implementation of store-specific
business ideas. Increasingly customer-oriented services
and the recovery in consumer purchasing power have
resulted in significant growth in sales and customer
numbers in all K-food store chains. Customer satisfaction
is also markedly higher. We now have the widest and
most comprehensive store network in Finland. For the
most part, these stores’ selections and brand have been
renewed. Robust growth also continued online, and more
than 150 K-food stores offered online sales of groceries
by the end of the year.

Kespro is the market leader in foodservice wholesale

in Finland. In 2018, we strengthened Kespro’s
competitiveness by acquiring the leading Finnish fresh fish
and meat providers, Kalatukku E. Eriksson and Reinin Liha.
Kespro’s strong performance is underpinned by the trend
of eating out, which is vigorously growing in Finland too.

For many Finnish farmers, 2018 was a difficult year.
K Group quickly took concrete action to support the
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position of Finnish food, first doubling the sum paid

in support of producers of the 'Thank the Producer’

products, and then expanding the product range.

The operating model has so far resulted in additional
support of €1.5 million for food producers. We have
expanded the model also in 2019.

Implementation of country-specific
strategies improved profitability in

the building and technical trade

Our building and technical trade division operates

in eight countries, and our objective is to become

an increasingly significant operator in Northern

Europe. We made significant changes to the division’s
management model at the start of the year, and our

SUSTAINABILITY

FINANCIALS

to €98 million despite the impact of divestments carried
outin 2017.

The acquisition of Onninen in 2016 has strengthened

our market position and B2B sales in building and
technical trade. Onninen’s net sales grew by 1.7% and its
comparable operating profit rose to €40 million. Sales and
profit grew especially in Finland, the Baltics and Poland.

In the first half of the year, we further focused our
operations by completing the divestment of our building
and home improvement trade operations in Russia. In

the summer, we carried out two acquisitions in Norway,
and consequently 29 retailer-owned Byggmakker stores
became part of Kesko. We completed a third acquisition
of Byggmakker stores in January 2019. These strategically

CORPORATE GOVERNANCE
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Car trade brings new mobility services

to the market

Overall, the year was good for the car trade division,
although new WLTP emissions testing caused significant
disturbances in European car trade in the latter half of the
year. We had an 18.5% market share in passenger cars
and vans, and with our extensive brand portfolio, we are
the market leader in Finland. Porsche’s performance was
especially strong, while market shares also grew for SEAT
and Volkswagen. Sales in the car trade division decreased
by 1.8%, but the comparable operating profit grew to a
total of €34 million.

The entire car sector and the concept of mobility are
rapidly changing, and we need to constantly develop our
operating models, services and technologies. In 2018, we

increased country-specific focus resulted in improved

competitiveness and profitability. We also enhanced important acquisitions create a good basis for further introduced new consumer and corporate leasing products

profitability through acquisitions and the streamlining growth in upcoming years. In October, Kesko Senukai and car sharing services.

of operations. Net sales for the division grew by 2.7% acquired the online player 1A Group, making Kesko

in comparable terms, and over half of it came from Senukai one of the leading e-commerce operators in The Volkswagen Group intends to focus strongly on

outside Finland. Comparable operating profit grew Estonia, Latvia and Lithuania. electric cars going forward. We want to take partin

2018
JANUARY FEBRUARY JUNE JULY SEPTEMBER

@ | | @ | | | | |
Kesko ranked 31*tand Russian building A nationwide network Reinin Liha Oy Kalatukku E. Skattum Handel Kesko added to Dow Jones
the most sustainable and home of electric car charging acquiredin Erikssonacquiredin ~ ASand Gipling Sustainability Indices
trading sector improvement points to be builtin Finland Finland AS acquiredin

company in the world trade divested Finlandin 2018-2019 Norway

on the Global 100 list
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the shift towards electric cars, and are building a
nationwide electric car charging network at K-store
locations in Finland during 2018 and 2019.

Sustainability is the foundation of our operations
Our sustainability work is based on long-term, concrete
actions in various areas. Key issues for us are transparency
in sourcing and environmental care as well as extensive
value creation throughout society. We want to enable

a sustainable lifestyle for our current and future
generations of customers, in the areas of food, mobility
and living. Investors are also increasingly taking account
of environmental, social and governance (ESG) factors
alongside financials when making investment decisions.

Kesko is included in prestigious global sustainability indices,
such as the DJSI World and DJSI Europe. In January 2019,
Kesko ranked 88th on the Global 100 Most Sustainable
Corporations in the World list, and was once again the most
sustainable trading sector company in the world. In CDP’s
Climate questionnaire, Kesko received an A- score.

SUSTAINABILITY

FINANCIALS

We are committed to international climate summit goals
regarding the mitigation of global warming, and have

set ambitious emission targets for our operations and
supply chains. K Group is reducing its emissions through
the use of renewable energy, energy efficiency at the
stores, and efficient logistics. Since the beginning of 2017,
all electricity purchased by Kesko in Finland has been
produced with renewable energy based on hydropower
or bioenergy. We have also installed solar power plants
on the rooftops of over 30 stores, and are the biggest
producer and user of solar power in Finland.

Promoting the sustainable use of natural resources and
circular economy is a central aspect of our responsibility
programme. In our updated plastics policy, we set tighter
objectives for plastics recycling and for reducing and
avoiding the use of plastics.

In autumn 2018, we took part in Plan’s Girls Takeover
event, and made the promotion of gender equality part of
our responsibility programme.

2019

JANUARY

CORPORATE GOVERNANCE
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Thanks to our personnel,

K-retailers and stakeholders

K-Kampus, our new headquarters in Helsinki’s Kalasatama,
will be completed in spring 2019. It will bring together
some 1,800 K Group employees in the greater Helsinki
region and offer us entirely new types of operating premises,
along with new possibilities in terms of ways to work. Our
personnel have actively taken part in the planning and
implementation of the changes, and we are eager to test our
great new environment and new ways of working in practice.

I’m very happy with our cooperation at K Group. | wish to
extend my warmest thanks to all our Kesko employees,
K-retailers and their staff, our shareholders and our
business partners for the valuable work you have done
towards our success.

et —
Mikko Helander
President and CEO

OCTOBER
Q-
+ The number of 'Thank the Producer' products supporting

Finnish farmers tripled

« Plastics policy update: tighter objectives for plastics

recycling and for reducing and avoiding the use of plastics

[l [l
Onlineretailer 1A The DIY retail business of Serbg

Trelast AS and Tau & Jarpeland Bygg
AS acquired in Norway

Group acquired in
the Baltics

10

|

Kesko ranked the most sustainable
trading sector company in the word
on the Global 100 list for the fifth
yearin arow
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Six reasons
to invest in Kesko

Kesko is a growing and profitable
Northern European retail company
that uses a long-term approach

in strengthening its cash flow and
dividend capacity.

“Our growth strategy has
yielded increasingly good
results. Strong transformation
continued in all our divisions,
with improved competitiveness.
We also carried out various
acquisitions and divestments.
Our strong financial position
enables both investmentsin

growth and good dividend

capacity.”

JukkaErlund,
Chief Financial Officer

Kesko in sustainability indices >

SUSTAINABILITY

Growth
strategy

FINANCIALS

CORPORATE GOVERNANCE KESKO'S YEAR 2018

Kesko's growth strategy is based on customer-oriented operations and using quality for
differentiation in both our stores and digital channels. We seek growth organically and
through acquisitions. In business, we focus on growth in three divisions where we have strong
competencies and competitiveness: the grocery trade in Finland, building and technical trade
in Northern Europe, and car trade in Finland. These divisions and markets offer good growth
and value creation potential long into the future.

N

Strong market

Kesko is one of the leading retail companies in Northern Europe and the largest retail
operator in Finland. We strive to be among the top two operators in all our businesses in
order to ensure economies of scale. Finland accounts for nearly 80% of Kesko’s net sales.

increase share-
holder value

shareholder value is the outcome of successful strategic decision making and execution and
the efficient allocation of capital - these have seen Kesko's return on capital employed rise
from 11.7% in 2015 to 14.0% in 2018.

Responsibility

Thanks to Kesko’s long-term and comprehensive sustainability work, it is included

in prestigious global sustainability indices, such as the DJSI World and DJSI Europe.
Furthermore, we have been counted among the Global 100 Most Sustainable Corporations
in the World list.

positions Kesko is the second biggest operator in the Finnish grocery trade, and the biggest operator in
the Finnish building and technical trade as well as in the car trade. Outside Finland, we have
strong market shares in the Baltics, Belarus and Norway.
Kesko’s strategic objective is to achieve profitable growth in all its businesses. Our
Long-term comparable operating profit in 2018 was €332 million. In 2014, before we adopted our
3 profitability new strategy, it was €233 million. This improvement in profitability is a result of customer-
improvement oriented growth strategies in our business divisions, measures taken to improve gross profit,
and the effective management of capital employed. We operate under “One unified K” and
maximise the use of synergies between our businesses.
Attractive Kesko’s good dividend capacity is based on the solid and consistent ability of its operations to
4 dividend yield generate cash flow. Kesko has paid uninterrupted dividends every year since 1968, and our
aim is to sustain an attractive and steadily growing dividend yield.
5 Ability to The total shareholder return of a Kesko B share since 2015 is 17.5% p.a. This growth in

"


https://www.kesko.fi/en/investor/share-information/equity-indices/sustainability-indices/
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Financial targets

We are moving strongly towards our financial targets and better returns
on capital employed and equity through growth, increased profitability,
synergies and working capital efficiency. Alongside growth, we continue

SUSTAINABILITY

to focus on higher cost-efficiency in all our operations to ensure

competitiveness.

Our strong balance sheet enables both investments in
strategic growth endeavours as well as good dividend
payments. Between 2015 and 2018, we invested more
than €1.7 billion in our business operations, financing the
investments with €1.0 billion divestments of non-strategic
business operations and real estate.

Organic investments were at their highest in 2017, and
are planned to come down to an annual level of €200-
250 million. Investments in store sites will decrease,
while investments in digitalisation will increase. In future
acquisitions, we will aim for economies of scale and
improved competitiveness, especially in the building and
technical trade division.

Key financial targets

2017 2018 Target level

Return on capital employed, %* 13.3 14.0 14%
Return on equity, % 10.9 11.7 12%
Interest-bearing net debt/EBITDA 0.3 0.4 <2.5

Updated dividend policy

In the long-term, Kesko aims to distribute a steadily
growing dividend of some 60-100% of its comparable
earnings per share, taking into account the company’s
financial position and strategy. Kesko plans to pay its
dividends in two instalments, starting with the dividend

paid for the year 2018.

Dividend history 2013-2018

€/share

FINANCIALS
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2.34%

2.5

2.

0
15 14 1.5
1.0
0.5
0.0

2.5
2.2
| I

2013 2014 2015 2016

* Proposal to the Annual General Meeting

12

2017 2018
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Responsible value creation for the whole society

ADDED VALUE AND IMPACTS

OUR RESOURCES

- Well-researched, safe and
@ PERSONNEL - 23,000 employees in Kesko

responsibly produced products
QR QI[I\ITI;DAILERS - 1,100 K-retailers employ @ CUSTOMERS - Tailored selections and individual store
18,000 people . .
More affordable shopping baskets with
own brand products
- 1,800 stores in 8 countries
K STORE . Online stores and digital ® - Salaries €694 million and
SITES services . "4 P PERSONNEL training €3.1 million

+ Purchases around €9 billion
- Business partnerships and distribution
SUPPLIERS channels ) )
| |-3 AND SERVICE - Social responsibility audits of suppliers
o- PROVIDERS in high-risk countries
- Sourcing policies for raw materials critical
from a social and environmental
responsibility perspective

Brands and own brand
products

- Customer dialogue
INTANGIBLE ~ * 2:3 million K-Plussa
ASSETS

- Store concepts

- Relations to product
suppliers and service

providers In 2018 Kesko paid €219 million

as dividends

THE CUSTOMER AND QUALITY -
IN EVERYTHING WE DO

an SHARE-
4 HOLDERS

- Total shareholder return of B share
since 2015 is 17.5%

FINANCIAL - Balance sheet €4.3 billion
A responsible investment

RESOURCES - Equity €2.2 billion

SHARED VALUE AND IMPACTS

ol -+ 100% renewable electricity c N
S\ NATURAL in Finland AR TRADE 9%
) - /S RESOURCES . O\?/n energy plroduction; ’ Lr;vvif‘:geg;széﬁi?lir::IiI::’inland
solar power plants -
L& SOCIAL - Remitted and paid taxes €1,074 million,
IMPACTS of which €872 million to Finland

* Share of division’s net sales of

- Co-operation with NGOs
Kesko’s total net sales

- Management by information

« Purchasing and product research
| PROCESSES -
+ Logistics

« Selection management

« Emissions 125,961 tons of COze

@ ENVIRONMENT - Science Based Targets for emissions
- Waste recovery in Finland 100%

13
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Operating environment

The trading sector is affected by various global megatrends
ranging from digitalisation to climate change. By identifying

the trends that affect K Group’s operations, we can

effectively anticipate future challenges and opportunities and

better respond to them.

MEGATRENDS

Globalisation Digital trade and services

Growth ininternational and Finnish
online trade

Intensifying price competition

Global supply
Seamless online and mobile
customer experience

Impactful marketing that addresses
individual needs

Increasingly individual
customer behaviour

Customers value convenience

and quality

Urbanisation

Changes in purchase habits,

individualisation

Customers looking to optimise

their lives

Sustainability and strong
Conscientious consumers seek brands as Precondltlons

information as the basis for their for success
choices

Customers hold the power

’ . Good corporate governance
Peer experiences have a big impact

on choices > Responsible operating principles

Customers want to affect selections Transparency of purchasing chains

Transparency in pricing, availability Open dialogue with stakeholders
and the supply chain > Responsible investment
Responsibility and smart

consumption significant criteria

Climate change

Sustainable lifestyle: food, living

and mobility

Renewable energy

Circular economy solutions

Minimising food waste

KESKO'S YEAR 2018

Read more about opportunities and risks >
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Strategy and objectives
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In line with its strategy, Kesko is an increasingly focused company that concentrates on
growth and improving its profitability in three strategic areas: the grocery trade, the building
and technical trade, and the car trade. Quality and customer orientation are increasingly
important as the focal points of our strategy.

Our strategy established in 2015 aims for profitable
growth through stronger focus and transformation.
Concentration enables the efficient allocation of capital to
increase shareholder value. The rapid transformation of
the trading sector presents us with great opportunities.

Our businesses are the grocery trade, building and
technical trade and car trade. These are areas where we
have strong market positions and the best capabilities, and
they offer the best potential for long-term development.
We use quality and customer orientation to differentiate
ourselves from the competition, from service in stores to
digital services.

Consistent progress in the execution

of our growth strategy

In the grocery trade, we aim for continued profitable
growth in Finland. We want to offer the most inspiring and
customer-oriented food stores and the best digital solutions
on the market. K-retail entrepreneurs ensure customer
focus and quality in our store network, which is the most
extensive in Finland. In recent years, we have successfully
remodelled K-food stores and Neste K service stations,
and all store redesigns are to be completed in 2019.

We continue the execution of our growth strategy

STRATEGIC
FOCUS AREAS

STRATEGIC
FOCUS AREAS
FOR DIVISIONS

VALUE

KESKO'S YEAR 2018

To be preferred choice of customers and the quality leader in the European trading sector

ad

]

AR

Quality and

I (4

Profitable Business Best digital One
growth focus customer services unified K
orientation

Grocery trade Building and technical trade Car trade

- The most customer-oriented

and inspiring food stores

- The most extensive and
comprehensive store network

in Finland

+ The best digital solutions in the

trading sector

- Developing retailer

entrepreneurship as
a competitive advantage

- Growing Kespro's business

- Country-specific strategies
« Serving three customer segments

according to their specific needs

« Synergies within and between

operating countries

- Organic growth and profitability

improvement

- Selected acquisitions to win a

chosen country and segment

- Growing our business in

collaboration with the
Volkswagen Group

- Expanding our own service

business

« The best customer experience

in all channels

15

The customer and quality - in everything we do
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We completed the acquisition of Suomen Lahikauppa,
and our share of the neighbourhood market is now nearly
60%. Megatrends such as urbanisation, population ageing
and increasingly individual customer behaviour support
strengthening neighbourhood services. The acquisition
doubled our store network with almost 400 new stores.
After the conversion and transfer of the stores to retailers,
our sales are up and continue to grow. We obtained the
targeted synergies of €30 million sooner than anticipated.

In 2018, we began to forcefully grow K Group’s network
of stores offering online grocery sales, and the service is
now available to three million Finns. The growth in online
grocery sales is accelerating fast, and we aim for 100%
growth with net sales of over €40 million in 2019. Online
grocery sales do not erode the sales of our traditional
stores, but rather the two support each other.

Growing Kespro’s foodservice business is another
strategic focus area, supported by the trend of eating out.
To support the business, we acquired two top companies
in the field, Kalatukku E. Eriksson and Reinin Liha, in
summer 2018.

In the building and technical trade, we aim for an even
stronger position in Northern Europe. We updated the
division’s organisation and strategy in spring 2018, and
redefined its customer segments. We now aim to offer
added value to technical professionals, professional
builders and consumers. We serve each customer segment
according to its specific needs. The strategy also has a
stronger country-specific focus that enables us to better
take into account local customer needs. We seek synergies
both within and between the operating countries. Growth
is sought organically and through selected acquisitions.

SUSTAINABILITY

FINANCIALS

B2B trade already accounts for some 70% of the division’s
sales, but we see further growth potential. Building

and renovation are becoming more technical and
increasingly outsourced to professionals. The need for
renovation building is also growing in Northern Europe.
The acquisition of Onninen strengthened our position in
the growing B2B segment and extended our offering.

We use quality and customer
orientation to differentiate ourselves
from the competition, from service in
stores to digital services.

New digital services and online sales are a significant part
of the customer journey and more efficient operations.
Consumers increasingly seek information and compare
products online, although still often come to the store to
get them. In B2B trade, online sales and digital services
have gained a strong foothold.

In spring 2018, Kesko discontinued its building and
technical trade operations in Russia by selling most of its
building and home improvement store properties to the
French Leroy Merlin. All building and home improvement
trade operations in Russia were discontinued during the
first half of 2018. The divestment clearly improves the
division’s return on capital employed.

In the car trade, our objective is to grow our market-
leading position in Finland through tight cooperation with
the Volkswagen Group. We expect the sales of electric
cars to grow in upcoming years, and support the trend

16
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Sustainable choices
in K-stores

We want to enable a sustainable

lifestyle for our customers in terms
of food, mobility and living.




‘ KESKO'S DIRECTION

K

by expanding our K Charge network. Our objective is to
improve profitability in imports, retail and after-sales.
K-Caara develops service concepts and alternatives to
owning a car, for example, car sharing paid by use.

One unified K is an important part of our strategy. We
want to establish a strong reliable K Brand and provide
even better service to our customers. In addition to

a common strategy, One unified K means seamless
cooperation with retailers and across divisions. In recent
years, we have successfully executed our strategy

and focused operations via various acquisitions and
divestments, while also making investments to accelerate
growth and improve profitability.

Increased focus on customers in our

corporate responsibility work

Kesko has been ranked the most sustainable trading
sector company in the world multiple times. This obliges
us to ensure even more thoroughly the sustainability and
responsibility of the products we sell and their purchasing,
and care for the environment. We want to become an
even more active member of society and engage in public
discussion.

Our sustainability strategy, established in spring 2018,
focuses our responsibility efforts increasingly on our
customers. We want to enable a sustainable lifestyle

for our customers in terms of food, mobility and living.
Customers must be able to trust that K-stores enable them
to make responsible choices. For example, in our updated
plastics policy, we set even tighter objectives for plastics

recycling and for reducing and avoiding the use of plastics.

SUSTAINABILITY FINANCIALS

We were the first Finnish company to set emission targets
approved by the Science Based Targets initiative in line
with the Paris Climate Agreement. We are reducing
emissions through the use of renewable energy, energy-
efficiency at our stores, and efficient logistics. All
electricity purchased by Kesko in Finland is generated with
renewable energy, and we are the biggest producer of
solar power in the country.

Strategy execution

To execute our growth strategy we have done several
significant acquisitions and divestments.

CORPORATE GOVERNANCE

KESKO'S YEAR 2018

As a sign of our long-term commitment to corporate
responsibility, Kesko has been included in the prestigious
Dow Jones Sustainability Indices of the world’s most
responsible companies, the DJSI World and the DJSI
Europe. Kesko ranked 88th on the Global 100 Most
Sustainable Corporations in the World list published in
January 2019.

1A Group

acquiredin

the Baltics

Kalatukku E. Eriksson
acquired

07/2018

10/2018

Russian building and
home improvement
trade divested

02/2018 07/2018
K-maatalous
divested Skattum Handel
Russian 06/2017 and Glpllng
grocery trade / 06/2018 acquired in Norway
divested Reinin Liha
Suomen acquired
L&hikauppa 11/2016 06/2017
acquired Asko and Sotka
furnit trad

AutoCarrera
acquired
06/2016

Onninen acquired
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Profitable growth continued in
the grocery trade in 2018

The strategy for the grocery trade division is profitable growth in all

channels. Strategy execution saw good progress, with positive development

in our customer numbers, sales and market share. Online grocery sales

also grew forcefully, and Kespro continued on a strong growth track.

K Group is the second biggest grocery trade operator in
Finland, with a market share of 36.0% (2017: 35.8%).

In 2018, we opened 10 K-Supermarkets, 13 K-Markets
and one Neste K service station. We will continue to
expand our store network in 2019. We also extended
opening hours, and now all K-food stores are open every
day of the year.

The remodelling of K-food stores proceeded well in 2018,
and over 90% of our food stores and Neste K service
stations have now been rebranded. The reshaping of our
store network will continue in 2019. We will open new
stores primarily in growth centres.

The online sales of groceries grew forcefully in 2018, with
annual rate of over 70%. Around 160 K-food stores now
offer online sales of groceries. Customer numbers have
doubled and customer satisfaction is high. We target
online sales of over €40 million in 2019 and a market
leading position in Finland within the next few years.

Our digital services are also growing strongly. K-Ruoka is
the biggest food media in Finland: the K-Ruoka.fi website
and the K-Ruoka app have 1.5 million weekly visitors.
The app has over 600,000 registered users, and the
number grew by 100,000 in 2018.

In the autumn, we celebrated the one-year anniversary
of our collaboration with China’s biggest online store
operator Alibaba. We export Finnish food brands and our
own Pirkka products to the growing Chinese market, and
also learn from a global e-commerce pioneer and use the
knowledge to develop our own online store.

Our K-food store business is heavily based on retailer
entrepreneurship. K-food retailers handle selections,
customer service, staff competencies, product quality and
business profitability in their stores, based on their own
store-specific business ideas. Over 550 K-food stores are
now operated under the multi-store model, in which one
K-retailer has multiple stores.
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”K Group’s position on the Finnish grocery
trade market strengthenedin 2018. We
have the most extensive store network in
the country, and we successfully reshaped
it during the year. We offer the most
inspiring food stores in Finland and the
best digital services in the sector, tailored
to the needs and wishes of our customers.”

Ari Akseli, President of the grocery
trade division

Kespro is the leading foodservice provider in Finland. In
2018, Kespro grew through two complementary acquisitions,
namely Reinin Liha and Kalatukku E. Eriksson. Kespro’s
strong development is underpinned by the robustly
growing trend of eating out in Finland.

Net sales Operating profit*
€ million € million
6,000 5,282 5,386 250 2280
5000 oo 203
4,000
150
3,000
100
2,000
1,000 50
0 0
2017 2018 2017 2018

* Comparable
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Megatrends and strategic focus areas 3
STRATEGIC OBJECTIVE WHAT WE ARE DOING e - -
D 0 dard
The most customer-oriented * Wide implementation of store-specific business ideas
and inspiring food stores * Using data to enable more personal customer experiences o .- .
* Continuous store concept development . -
* We take actions to ensure our price competiveness "
) o . -
Developing and modernising * Profitably maintaining and expanding our network |
our store network * Maintaining our focus on growth centres -
. . o b4 : :
Seamless omnichannel » Expanding online grocery to cover 75% and K Transport deliveries 50% 2 . [
customer experience of Finnish households .
\ e
Developing retailer * Focusing on store-specific business ideas { . g
entrepreneurship as  Utilising the multi-store model ;F“ = /t / ..--
a competitive advantage e 7 Lol = <2
Expanding the foodservice > Developing our own brands .
business *  Growing the sales of fresh foods 4 f.

Read more about grocery trade chains, key figures and market information on Kesko.fi >
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Profitability improved in the building

and technical trade

The building and technical trade division’s strategic objective is to become an
even stronger operator in Northern Europe. To ensure a solid foundation for

the execution of our international growth strategy, in 2018 we concentrated on

improving our profitability through acquisitions and streamlining of operations.

K Group’s building and technical trade division is a leading
operator in building and technical trade in Northern
Europe. During 2018, we strengthened the country focus
of both our management model and business operations,
and made good progress in the execution of country-specific
strategies. In Finland, Onninen’s good sales growth continued
and K-Rauta’s profit development was strong. In the leisure
trade, Intersport and Kookenka maintained their positions as
Finland’s leading sports and shoe store chain, respectively.
Sales grew for the Budget Sport and The Athlete’s Foot chains.

In the division’s other operating countries, our market
position varies significantly. In Norway, we actively sought
to increase our profitability during the year 2018, and
carried out two targeted acquisitions for the Byggmakker
chain, agreeing on a third. The acquisitions enabled us

to significantly increase our operating profit. In Sweden,
we actively continued measures to improve profitability.

In Poland, we managed to turn the operations into profit.
Kesko Senukai’s strong sales performance continued and
profitability improved in the Baltics.

Our goal is to offer an efficient combination of online
sales, electronic services, professional sales staff and

a comprehensive store network to best suit the needs

of each of our customer segments. We are constantly
developing our digital services. Particularly good
development has been seen in the OnnShop online store
for Onninen’s technical professional customers.

To further strengthen our digital foothold, we acquired
1A Group, a leading online retail company in the Baltic
region, thus becoming the largest omnichannel retail
player in the Baltics and obtaining a comprehensive
e-commerce platform to serve our customers in Estonia,
Latvia and Lithuania.

During the year 2018, we focused our operations

by divesting our building and home improvement

trade operations in Russia, and by agreeing to sell our
remaining stake in the Baltic machinery trade subsidiaries
and Konekesko Finland’s agricultural machinery trade
operations.
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“Our objective is to strengthen our

market position in Northern Europe and
improve our profitability in all operating
countries. In 2018, we sought growth
both organically as well as through well-
targeted acquisitions.”

Jorma Rauhala, President of the building
and technical trade division, Deputy to
the President and CEO

Acquisitions enable the division to better seek new
opportunities for growth and improved profitability on the
stable Northern European markets.

Net sales*

€ million

5,000

4,000 — — —

3,000
2,000
1,000

0

2017 2018

B Building and technical trade
excl. speciality goods trade

Speciality goods trade

* Continuing operations

Operating profit*

€ million

100

80 —

60

40

20

2017 2018

W Building and technical trade
excl. speciality goods trade

Speciality goods trade

* Comparable, continuing
operations
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Our strategic objective is to gain an even stronger position
in building and technical trade in Northern Europe Megatrends affecting building
and technical trade

STRATEGIC OBJECTIVE WHAT WE ARE DOING
Market consolidation

Country focus, with country- * Finland: We focus on fully utilising the potential provided by our market-leading Outsourcing of construction to
specific strategic actions position and on constantly improving the customer experience: expanding professionals
Onninen’s store network and developing store-specific business ideas for Growth in renovation building
K-Rauta. Non-traditional players entering the market
* Norway: We seek growth in sales and profitability by strengthening Digital becoming increasingly important for

Byggmakker’s business and management model the customer journey
* Sweden: We continue measures to improve profitability
* The Baltics and Belarus: We focus on growing and redesigning our store network

* Poland: We systematically develop our business operations

Serving three different customer  * Continuing the development of digital channels for each customer segment

segments according to their *  Striving for the best customer experience in all channels
specific customer needs

Seeking synergies > We are actively seeking synergies within the operating countries, for example,
in support functions, as well as between the operating countries, for example, in
sourcing, digital services and concept development

Organic growth and profitability ~ * We continue systematic measures to support growth and profitability

improvement * Increasing the role of our own brand products

Targeted acquisitions > We continue acquisitions in selected markets and segments

Read more about building and technical trade chains, key figures and market information on Kesko.fi >
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Car trade division's profitability

strengthened in 2018

The car trade division’s strategic objective is to grow

its business in collaboration with the Volkswagen Group

and strengthen its market position in retail by expanding its

operating area in Finland.

In 2018, K-Auto’s market share in Finland was 18.5% (passenger

cars and vans) and in trucks 4.1% (over 6 t). Volkswagen and

SEAT bothincreased their market share and Porsche made a new
sales record. Volkswagen Commercial Vehicles were the most

registered brand of vans in Finland. In addition to traditional
car sales and servicing operations, we strengthened our own
service business and multichannel customer service. Growth
in the user numbers of online service booking and chat
supports the strong development of our digital services.

Of the brands represented by K-Auto, new models
introduced to the market in 2018 included the

* Volkswagen Tiguan Allspace and Touareg

* Audi A7 Sportback, A6 Sedan and Avant, Q8 and A1
e SEAT Tarraco and CUPRA Ateca

* Porsche Cayenne E-Hybrid, Macan and 911 GT3 RS,
and Panamera 4 E-Hybrid and Sport Turismo Advantage
Package Finnish editions

* MAN TGE van.

K-Auto launched a new online service leasing service
for corporate customers, K-Caaraleasing, which
offers extensive service leasing services to companies
of all sizes. K-Caara’s service selection grew with the
K-CaaraVaihtoautot service, which combines the used
car selections of Volkswagen, Audi and SEAT Centers.
Customers can buy the cars online or at the stores.

K Group launched K Charge, a nationwide network of
electric car charging stations, to be builtin 2018 and 2019.
It enables people to charge their car during a shopping

trip. The K Charge network will increase the number of
public fast charging points in Finland by over 50%, making
K Group one of the most significant electric car charging
network operators in Finland. By the end of 2019, the
network will comprise over 70 charging stations with nearly
400 charging points.

We also piloted new cross-divisional mobility services. In

spring 2018, K-food stores and K-Rauta stores in Finland
began piloting rental car sharing for passenger cars and
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"Thanks to our extensive selection of
brands, we are the market leaderin
Finnish car trade. Our objective is to
grow faster than the market. In addition
to traditional car sales, we continue to

expand our own service business and
develop the multichannel customer

experience.”

Johan Friman, President of the car
trade division

vans, thus utilising K Group's store network and customer
flows and helping to establish how attractive local stores
would be as pick-up points for car sharing.

Net sales Operating profit*
€ million € million
1,000 — gog 893 40
33 4.5
800 30
600
20
400
200 10
0 0
2017 2018 2017 2018

* Comparable
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Megatrends and strategic focus areas

Megatrends affecting car trade

STRATEGIC OBJECTIVE WHAT WE ARE DOING Cusemerekis

Growing our business in + Strengthening the position of Volkswagen passenger and commercial vehicles, b e

collaboration with the Audi, SEAT, MAN and Porsche in Finland All-electric cars

Volkswagen Group * Successfully integrating the Porsche business into K-Auto Sommae ol il ene

Aut
* Further developing the MAN network SEONOMISES IS
. . . Mobility services
*  Growing the range of all-electric cars and rechargeable hybrids

Expanding our own service * Launching the K Charge network
business » Developing new mobility services under the K-Caara brand

» Offering leasing services to private and corporate customers

The best customer experience * Utilising K Group’s customer data

in all channels  Continuous improvement of digital services

Read more about car trade key figures and market information on Kesko.fi >
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This section describes highlights in sustainability and the
objectives and progress of our responsibility programme,
and provides key sustainability indicators in accordance
with GRI standards.
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Customers 38 Assurance report 90
Society 41
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Sustainability in K Group

Sustainability is a strategic choice for us and integrated into our day-to-day activities.
Our sustainability work is guided by Kesko’s sustainability strategy, responsibility
programme, general corporate responsibility principles, the K Code of Conduct,

and our ethical purchasing principles.

Our sustainability strategy
focuses on customers

¢

Hesko.is the most
sustainable trading sector
company in the world.

& GLOBALI0O

Our sustainability strategy, established in spring
2018, focuses our sustainability efforts increasingly
on our customers. We want to enable a sustainable
lifestyle for our customers in terms of food,

mobility and living. We will increasingly engage our
customers in our sustainability work.

Our responsibility programme
reflects our objectives

The themes of our responsibility programme:
* Good corporate governance and finance

* Customers

* Society

* Working community

* Responsible purchasing and sustainable

"Kesko participates in the UN Global
Compact initiative and is committed

to observing ten generally accepted
principles concerning human rights,
labour standards, the environment and
anti-corruptionin all of its

operating countries."

selections WE SUPPORT

. i o%AL Co,
BT Mikko Helander, ZC’V ‘\\:’%\
President and CEO = ."f'1

ey

D
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Highlights 2018

Where we have
been successful

T@ I Electric car charging network paves

the way for the new age of mobility
By bringing electric car charging points to our stores across
Finland, we make new mobility solutions easily accessible
to our customers. We opened 13 new fast charging
stations in 2018, and the K Charge network now comprises
49 charging stations. By the end of 2019, the K Charge
network will comprise over 70 charging stations with nearly
400 charging points.

X Support for Finnish farmers with
"Thank the Producer’ products

We continue to work to improve appreciation for Finnish
food and the livelihood of Finnish farmers. To help farmers
struggling with the exceptionally dry weather in summer
2018, we focused on our 'Thank the Producer' operating
model in the autumn. Branded products by five Finnish food
companies joined the model at the end of the year. We will
pay an additional sum of €650,000 directly to the food
producers for 2018.

What we continue
'? .- "‘.‘*toworkon
w0

sl

Z( Y. More solar power plants .
@ on K-store rooftops or

Solar power is an excellent source of electricity for food stores, @

which tend to consume the most electricity for refrigeration
equipment in the summer when the plants’ production is at
its highest. During 2018, 10 new solar power plants were
added to the rooftops of K-stores. Investments will continue
in 2019. With more than 30 solar power plants, K Group is
the biggest producer and user of solar power in Finland.

Making sustainability
part of the everyday
lives of our customers

One of the challenges in our
sustainability work has been
drawing customer attention to

A\

| ‘A‘ | Tighter targets for recycling
Z& | andreducing plastics

The reduction of plastic and recycling of plastic waste

sustainability issues and making
related efforts part of their
everyday lives. In our strategy
update in spring 2018, we made
customers the focal point of
our sustainability work. We will
were hot topics among our customers throughout increasingly focus our actions on
2018. We want to encourage our customers to choose promoting good, sustainable lives
alternative shopping bags, and therefore plastic, paper
and biodegradable bags are now priced the same in all

K-food stores. In our updated plastics policy, we set even

for our customers, engaging our
customers more in the process.

tighter targets for recycling and for reducing and avoiding
the use of plastics.
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Sustainability strategy 2018-2022

Our sustainability strategy, established in spring 2018,
focuses our sustainability efforts increasingly on our customers.

WE ENABLE SUSTAINABLE LIFESTYLES FOR OUR CUSTOMERS

VISION

STRATEGIC
OBJECTIVES

STRATEGIC
ACTIONS

CORPORATE GOVERNANCE
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&)

Sustainability and benefits
derived from it drive customer
preference in both B2C and B2B

%

Investors prefer
Kesko as a sustainable
investment

&

LX)
S

Employees and K-retailers are
proud advocates of K Group's
sustainability work

K Group has a significant
role in societal discussion
through recognised leadership in
sustainability

Pursuing leadership in circular economy solutions

Strengthening responsible and transparent sourcing in the supply chain

Commercialisation of sustainability through our own brand products
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Creating data-based services for customers and the society using customer data and Al responsibly

Expanding communal responsibility initiatives together with K-retailers and our employees

Reducing energy consumption and increasing our own renewable energy production
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Stakeholder engagement

K Group is a major international and local operator, and our
activities have an impact on the whole society. We work in close
co-operation with our various stakeholders, and encounter

1.5 million customers every day at our stores. We examine the
views and expectations of our stakeholders regularly and develop

our operations accordingly.

KEY STAKEHOLDERS

ENGAGEMENT AND CHANNELS FOR
INTERACTION

FINANCIALS

KEY AREAS OF INTEREST AND CONCERN
FOR STAKEHOLDERS IN 2018
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“Our most important stakeholders are future

generations. The decisions we make today will have

animpact for decades to come. This includes our
strategic objectives, climate work, human rights
commitment, and long-term efforts to improve
sustainability in our supply chain. We are committed
to promoting the UN Sustainable Development Goals
in our operations.”

Matti Kalervo,
Vice President of Corporate Responsibility

RESPONDING TO STAKE
EXPECTATIONS

Customers

Daily customer encounters
Customer service channels and applications
Customer surveys

Social media

Our customers are concerned about plastic ending up in seas and
elsewhere in nature. Customers have asked us to reduce the use
of plastic in stores. Building and technical trade customers are
interested inimproved energy efficiency and renewable energy
solutions such as solar and wind power and heat pump solutions.

In our updated plastics policy, we set even tighter
objectives for recycling and for reducing and avoiding the
use of plastics.

Read more about our plastics-related actions and energy
advice.

Investors, shareholders, analysts
and other representatives of capital
markets

General Meeting

Results announcements

Press conferences

Investor web pages and other digital channels
Investor meetings

Surveys and assessments

Ininvestor meetings, we were asked what we are doing to mitigate
climate change. Investors were also interested in our range of
electric cars and our electric car charging network.

Interms of ESG, there was increased interest towards issues
related to good corporate governance among our bigger
shareholders.

In 2017, we set science based targets for reducing
emissions from our facilities, transportation, and supply
chains.

Read more about our climate work.

Personnel

Performance and competence: personnel
surveys, performance reviews and daily
interaction

Co-operation with personnel

Organisational communication and feedback
and discussion channels for personnel

SpeakUp reporting channel
K Code of Conduct

In personnel meetings and communication channels there was a
lot of interest towards the new K Group headquarters K-Kampus,
which will be completed in spring 2019. Personnel members were
curious about the work spaces and tools, changes in our ways of
working, parking arrangements and exercise possibilities.

Personnel members have been actively involved in
designing K-Kampus and new ways of working. Information
on K-Kampus is regularly provided in personnel briefings,
the K-Kampus Yammer group, and the intranets. Managers
received training on new ways of working in autumn 2018,
and training for the entire personnel is arranged in early
2019.
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RESPONDING TO STAKEHOLDER
EXPECTATIONS

Retailers and store staff

* Retailer events and meetings

+ Digital communication channels and common
trade magazine

* Responsible operating principles for K-retailers
and K-stores (K Code of Conduct)

> KGroup’sjointtrade event K-Team P&ivat

Challenges related to the availability of skilled staff in the trading
sector and the importance of developing staff competencies were

topics discussed by K-Retailers’ Association and the retailers.

The use of plastics in products raises questions in stores. In
discussions with Kesko, retailers stressed the need for more
easily understandable and informative packaging labelling and
packaging recyclability.

We improved on-the-job guidance and organised new
training for those conducting it. All training offered to our
trading sector professionals can now be found under one
portal at www.k-academy.fi.

Inour plastics policy, we set targets for improving
packaging labelling and the recyclability of packaging.

Suppliers and service providers

*  Meetings with suppliers and partner events

* K Code of Conduct and Principles and Practice
of Socially Responsible Trading

*  Co-operation in accordance with fair trading
practices

* Audits and training

The future of Finnish food production and the plight of Finnish
food producers following an exceptionally hot and dry summer
were discussed in 2018.

We continued our work to increase appreciation for Finnish
food and improve the livelihood of Finnish farmers.

Read more about our 'Thank the Producer’ operating
model.

Society (media, authorities,
non-governmental and other
organisations, trade unions)

*  Meetings
*  Mediaevents and enquiries
* Activities in organisations

*  Enquiries from NGOs

The rights of girls and women were discussed especially in
connection with Plan International’s Girls Takeover event.

The campaign calling for a Finnish law on mandatory human
rights due diligence, initiated by Finnwatch, increased interest
towards human rights and supply chains.

The media paid close attention to the impact changes in Finnish
alcohol legislation had on the sales of alcoholic beverages, and
public discussion on a possible ban on selling energy drinks to
minors.

We took part in Girls Takeover, and made the promotion of
gender equality part of our responsibility programme.

We took partin the campaign calling for a Finnish law on
mandatory human rights due diligence and shared news
on our work to promote human rights.

The changes in alcohol legislation resulted in an expansion
of products by microbreweries in our stores, and an
increase in the sales of non-alcoholic beverages. K Group
isin favour of setting a legal age limit on sales of energy
drinks to prevent adverse effects.
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Key opportunities and risks related to Kesko's operating % "?#,,
environment are described in this section. - e a

Economic operating
environment

Our three strategic growth areas are the grocery trade, the building
and technical trade, and the car trade. In terms of growth, we want

to increase our market share in the Finnish grocery trade, grow our
building and technical trade in Northern Europe, strengthen our market
leadership in the Finnish car trade, and develop our digital services.

OPPORTUNITIES

Customer orientation, quality and competitive prices lend us a
competitive advantage.

Our strong financial position provides excellent opportunities for
growth and for developing our operations.

In the building and technical trade, the market is changing, and
consequently B2B trade is growing in relation to B2C trade.

CORPORATE GOVERNANCE
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Read more about operating environment >

i

RISK

Intense price competition and cyclical fluctuations could weaken
business profitability. Failure to deliver on quality and service would
reduce customer satisfaction.

Misjudgements in acquisitions and divestments and unexpected
changes in the market could result in financial losses.

Operating models for the building and technical trade might not
adapt to changes in customer segments.

Purchasing and
human rights

Customers must be provided with increasingly detailed information
on the origins and manufacturing methods of products. We ensure
responsibility and product safety in the supply chain.

By co-operating with product and service providers who share our
values, goals and operating practices, we improve transparency
and promote sustainability in the whole supply chain. Our efforts to
improve sustainability in the supply chain increase stakeholder trust
inus.

Irregularities in the management of social or environmental
responsibility in the supply chain could cause human rights
violations, environmental damage, financial losses, and loss of
stakeholder trust and negatively affect our sustainability work and
its credibility.

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

Digital services and
management by information

==

As our strategy states, we aim to offer our customers the
best digital services in the trading sector.

By combining online sales and digital services with our
comprehensive store network, we enable excellent customer service
in KGroup.

We offer a seamless customer experience in all channels by utilising
data analytics and service design.

We use customer data and research to develop a more personal
customer experience and store-specific business ideas.
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Challenges related to the profitability of online trade include the
efficiency of logistics operating models and the adaptability of
existing store sites to the logistics of online trade.

Cyber threats directed at digital services and information systems
increase risks related to business continuity and customer data.

Constant evolvement of online trade and digital services presents
special challenges to the rapid development of new services and
their integration into existing operating models and systems.

Growthin online trade or changes in the market situation mean there
is a risk that the profitability of a chain relying on physical stores or
a store site will weaken.
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Impacts of

climate change
Stakeholders, especially customers and investors, expect companies
to take actions to mitigate the impacts of climate change. All Kesko
divisions can offer customers solutions that help them reduce their

climate impact, as living, food and mobility are the biggest sources of
greenhouse gases in private consumption.

SUSTAINABILITY FINANCIALS CORPORATE GOVERNANCE KESKO'S YEAR 2018

OPPORTUNITIES RISKS

Sustainable lifestyles We do not sufficiently stand out as the most sustainable trading
sector company and cannot offer our customers products and

* By offering environmentally friendly products and services and using ¢ C !
services that support a sustainable lifestyle.

packaging and shelf labelling and customer communications, we can
help customers make purchase decisions that help mitigate climate *  Failures toimplement environmental responsibility could weaken
change. Key actions include increasing the use of plant-based foods, our profitability and reputation.

reducing food waste at home, energy-efficient appliances, use of

home renovation to improve energy usage, low-emission cars, and

charging points for electric cars.

*  Our extensive neighbourhood store network and the additional
services available at the stores reduce transport emissions as
customers can get to the store by foot, bike or using public transport.

Energy sources * Ifour choice of energy sources and investments prove inefficient,

« Inline with our energy strategy, the electrical power sold by Kesko it can have a negative impact on our profitability and reputation.

to K-retailers and the electrical power used by Kesko are 100%
renewable. The energy efficiency of Kesko’s store sites and offices is
industry best.

*  The most significant means of improving energy efficiency in stores
are remote control and maintenance, LED lighting, solar power
and refrigeration equipment solutions such as condensation heat
recovery and the use of carbon dioxide as the refrigerant.

Extreme weather phenomena * Climate change will increase the risk of extreme weather
phenomena and affect food production in Finland and elsewhere.
The impacts of climate change may result in unexpected damage
or business interruptions.

*  Thebuilding and technical trade division can act as an expert in
construction that takes account of extreme weather phenomena,
and supply related materials.

Regulation » Climate change may resultin regulation-related risks, such as

© By committing to voluntary actions before regulation requires them, permit procedures or costs arising from emission pricing and
we can act as a forerunner in sustainability and offer our customers taxation.
sustainable solutions (e.g. the Green Deal for plastic bags, circular *  Theimplementation of the EU and Finnish Government climate
economy solutions, K Charge network). and energy policy will affect energy solutions and may raise energy

prices.
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Good corporate
governance
and finance

Responsible business and good
corporate governance are crucial
for achieving good and sustainable
financial results.

Kesko and K-retailers are significant employers, tax
payers and product and service providers. Through our
supply chain, we indirectly create jobs globally in product
development, factories, farms and logistics, for example.

Our common K Code of Conduct is used to ensure that
everyone in K Group has the same understanding of the
values and principles that guide our daily work. We select
our business partners with care and require that they also
operate responsibly.

We follow proper personal data processing practices and

comply with legislation in all our operations everywhere.

We promote the following UN
Sustainable Development Goals:

DECENT WORK AND

ECONDMIC EROWTH 16 R
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. Information disclosed in this
section - GRI codes:

L}

201 Economic performance

203 Indirect economic impacts
205 Anti-corruption

206 Anti-competitive behaviour
415 Public policy

418 Customer privacy

419 Socioeconomic compliance
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Our operations create added value This section depicts cash flows between Kesko and its PROGRESS MADE INOURRESPONSIBILITY PROGRAMME:
for various stakeholders stakeholders, as well as the distribution of economic value Return on capital
2011 added between stakeholder groups. The most important
, . . . . group P OBJECTIVE PROGRESS IN 2018
Kesko's operations generate economic benefits for cash flows comprise revenue from customer purchases
various stakeholder groups in Kesko’s operating countries and retailer operations, purchases from suppliers of goods Kesko's objective is to We were able to meet the 14.0%
and market areas. Key stakeholder groups include and providers of services, dividends to shareholders, achieve a14% comparable  target level for comparable return
. . . . . return on capital employed  on capital employed setin 2015.
shareholders, customers, personnel, retailers, suppliers salaries and wages paid to personnel, taxes and capital and a 12% comparable Our comparable return on equity
of goods and providers of services and the society. Kesko expenditure. return on equity. was 11.7%.

promotes the growth of welfare throughout its supply
chain, including developing countries.

Economic benefits from Kesko's operations to stakeholders

Vgél:\i?:;jtigd Distribution of value added
Suppliers Employees Payments to providers
. ) . of capital
Goods, materials and Salaries, fees and social
services purchased security expenses Net finance income /
€-10,017 million €-694 million costs €-1 million
1 .
Customers Public sector Community Shareholders
investments
Revenues Taxes® Dividends?
€11,173 million €-77 million €-2 million €-232 million

Development of
business activities

€150 million

*Incl. net sales and other operating income
? Proposal to the General Meeting
3 Incl. income taxes, real estate taxes and net worth taxes
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We pay steady dividends Most of the economic benefits from Kesko's operations to suppliers of goods
Kesko has ap[:?roxmat.ely.l}l,OOO shar.eholderjs,. In t'h.e long Continuing operations Group
term, Kesko aims to distribute a steadily growing dividend
o . . 2018 2017 2016
of some 60-100% of its comparable earnings per share,
.. s . . Customers' Revenues 11,173 11,278 10,879
taking into account the company’s financial position and
strategy. Kesko’s Board of Directors proposes to the Value added generated 11,173 11,278 10,879
Annual General Meeting to be held in April 2019 that a
total dividend of €232 million be paid for the year 2018, Distribution of value added:
which would represent 145.2% of earnings per share and Suppliers Goods, materials and services purchased -10,017 -10,065 -9,839
95.8% of comparable earnings per share. In 2018, Kesko Employees Salaries, fees and social security expenses -694 -738 -723
distributed a total of €219 .m||||0n as dividends, which Payments to providers of capital Net finance income/costs -1 2 -1
represented 84.9% of earnings per share and 96.6% of
. Owners Dividend -2322 -219 -199
comparable earnings per share.
Public sector Taxes® -77 -60 -50
Financial assistance received from government Community investments Donations -2 -2 -2
201-4 Development of business operations 150 197 67

In 2018, Kesko Group received financial assistance of €1.0

e . . . X The data is based on audited figures. The presentation method for 2017 has been changed from the previous year.
million from the public sector. This am