


@ OoP OP Financial Group’s Report by the Board of Directors and Financial Statements 2019

Contents

Report by the BOArd Of DITECLOTS ...ttt ss st ss s s s sassansanees
BUSINESS ENVIFONMENL ..ottt sttt ssssseees

Earnings analysis and balance sheet
2009 NGhlIGNLS ...
OP Financial Group's strategic targets and focus areas............coeveeeeveeencee
Promotion of the success of owner-customers and operating region
Report on NON=-fINANCIAl INfOTMNATION..........eivee ettt
Capital adequacy and capital base
RISK EBXPOSUIE ....oocveoveeeeieeese sttt s st st b s s s s see e et s bbb s s
REEAIL BANKING....o.veoveieeee ettt bbb s st s sttt a bbb bbbt
Corporate Banking
IMSUITAINCE. c..vovovvesreesssssesesssssesssss s ssss s ss s 8 8548548545424 845484848
OUNET OPETALIONS...oeeoeee et ss e s s s s s s s e sasessaesssessssesssnsessneees
Service development
PETSONMMEL. ..o veeeeerriis it iie et tse s st s s ss sS85 8585158545455 4 2545454885258 8588t
Executive Board MemMbErs’ EXECULIVE COMMIACES ......vvvuurrveeriiesseissessissssssssssssssssssssessssssssssss s ssss st sss sttt
Changes in OP Financial Group's structure
GOVEINANCE Of OP COOPEIALIVE .....oveeeeeeeeeseeee e ssssssss s ss e ss e sssesssssesssse s ssses s ss s s e sssssssssesssesssessssesssasessaesssnsssssessssessneees
Legal structure of OP FINANCIAL GIOUD .......cvuecveeeceee e eese e ese s ss e sssessse s sssesssessssssssssessses s ssssssnesssessssesssssessasesssnsssansssens
Events after the balance sheet date
OULIOOK fOr 20200.......coueereveerieiesiiisssies s sssesssssessssssssssssssssses s sssssss

Key income statement and balance sheet items and financial indicators ......

FOrmUIas fOr KEY fIGUIES @NT TALIOS ........uvververveceeeeee ettt s s s s

Main statements

[NICOTIIE SEAEETTIENE .- eveeo ettt sttt 43
Statement of COMPIrENENSIVE INCOIME ..........eveeceeereeeeeeee et ss e sesse s ss e ssse s ssesssesss e s s s s e s s sseesssessssesssssessaessnessssnssnen 43
Balance sheet

StateMENt Of CNANGES IN EGUILY .........erveeeeeee et ssee s sse s ss e s ss s s s s e s s s s s sssesssssessnessnessnsnssnnn 45
CASH lOW SEAEETIENE...ovveveeeetiss ittt 46
SOYMENE TEPOITING ¢.vevoevee ettt esaee e sse s e s ssessse s s e s e ss e ss e e s s s s s sttt s st s s s sssess e s saessnessnnssnen 48
Notes

Contents of the notes 51
1. OP Financial Group's accounting policies under IFRS 54
2. OP Financial Group’s risk management principles 79
3. Changes in accounting policies and presentation 112

Notes to the income statement

4. Net interest income 115
5. Net insurance income 116
6. Net commissions and fees 116
7. Net investment income 118
8. Other operating income 120
9. Personnel costs 120
10. Depreciation/amortisation and impairment loss 120
11. Other operating expenses 121
12. Impairment losses on receivables 122
13. OP bonuses to owner-customers 122
14. Temporary exemption (overlay approach) 122
15. Income tax 123



@ OoP OP Financial Group’s Report by the Board of Directors and Financial Statements 2019

Notes to assets

16. Cash and cash equivalents

17. Receivables from credit institutions
18. Derivative contracts

19. Receivables from customers

20. Investment assets

21. Assets covering unit-linked contracts
22. Investments accounted for using the equity method
23. Intangible assets

24. Property, plant and equipment

25. Leases

26. Other assets

27. Tax assets and liabilities

Notes to liabilities and equity capital

28. Liabilities to credit institutions

29. Derivative contracts

30. Liahilities to customers

31. Insurance liabilities

32. Liahilities from unit-linked insurance and investments contracts
33. Debt securities issued to the public

34. Provisions and other liahilities

35. Subordinated liabilities

36. Equity capital

Other notes to the balance sheet

37. Collateral given

38. Financial collateral held

39. Classification of financial assets and liabilities

40. Recurring fair value measurements by valuation technique

Notes to contingent liabilities and derivatives
47. Off-balance-sheet commitments
42. Contingent liahilities and assets
43. Derivative contracts
44 Financial assets and liabilities offset in the balance sheet or
subject to enforceable master netting arrangements or similar agreements

Other notes

45. Ownership interests in subsidiaries, structured entities and joint operations
46. Information by country

47. Related-party transactions

48, Variable remuneration

49. Loss allowance regarding receivables and notes and bonds

50. Events after the balance sheet date

Notes to risk management

OP Financial Group's risk exposure

51. OP Financial Group’s risk tolerances

52. OP Financial Group’s exposure split by geographic region and exposure class

Risk exposure of Retail and Corporate Banking

53. Receivables from credit institutions and customers, and doubtful receivables
54. Loan losses and impairment losses

55. Structure of OP Financial Group funding

56. Maturity of financial assets and liabilities by residual maturity

57. Maturities of financial assets and liabilities by maturity or repricing

58. Sensitivity analysis of interest rate and market risk

59. Liquidity buffer

124
124
125
125
126
127
127
128
131
132
134
135

137
137
138
139
144
145
146
152
154

157
157
157
159

164
164
165

171

173
181
181
183
187
199

200
200
202

204
206
207
207
209
210
211



@ OoP OP Financial Group’s Report by the Board of Directors and Financial Statements 2019

Risk exposure by Insurance

60. Non-life Insurance risk-bearing capacity

61. Sensitivity analysis

62. Non-life insurance premiums written and sums insured by class

63. Trend in non-life insurance large claims

64. Non-life insurance business profitability

65. Information on the nature of non-life insurance insurance liabilities

66. Non-life insurance insurance liabilities by estimated maturity

67. Non-life Insurance asset allocation

68. Sensitivity analysis of Non-life Insurance investment risks

69. Risk exposure of Non-life Insurance investments in fixed-income securities
70. Currency risk associated with Non-life Insurance investments

771. Counterparty risk associated with Non-life Insurance investments

72. Information on the nature of insurance liahilities and their sensitivity analysis
73. Expected maturity of life insurance and investment contracts

74. Profitability of life insurance business

75. Life Insurance asset allocation

76. Asset allocation in separated balance sheet 1

77. Asset allocation in separated balance sheet 2

78. Sensitivity analysis of Life Insurance investment risks

79. Sensitivity analysis of investment risks under separated balance sheet 1

80. Sensitivity analysis of investment risks under separated balance sheet 2

81. Risk exposure of Life Insurance investments in fixed-income securities

82. Risk exposure associated with fixed-income investments under separated balance sheet 1
83. Risk exposure of fixed-income investments under separated balance sheet 2
84. Currency risk associated with Life Insurance investments

85. Currency risk associated with investments under separated balance sheet 1
86. Currency risk associated with investments under separated balance sheet 2
87. Counterparty risk associated with Life Insurance investments

88. Counterparty risk associated with investments under separated balance sheet 1
89. Counterparty risk associated with investments under separated balance sheet 2
90. Credit risk associated with investments under separated balance sheet 1

91. Credit risk associated with investments under separated balance sheet 2

Capital adequacy and capital base
92. Capital base

93. Total risk exposure amount

94. Capital ratios

95. OP Financial Group’s capital adequacy

Statement concerning the financial statements
Supervisory Board's statement

Auditors’ note

Auditor’s report

212
212
212
213
214
215
215
216
216
217
218
218
218
222
224
224
225
226
227
227
228
228
229
230
231
231
232
232
232
233
233
234

236
236
238
239

240
241
242
243



OP Financial Group’s Report by the Board of Directors 2019

@ or

OP Financial Group’s Report by the Board of Directors 1 January—31 December 2019:

Earnings before tax EUR 838 million — income increased
by 10% and comparable expenses decreased

Earnings before tax Net interest Net insurance Net commissions CET1
Q1-4/2019 income income and fees ratio
Q1-4/2019 Q1-4/2019 Q1-4/2019 31 Dec 2019

€838 million

+5%

—26%

+6%

19.5%

e Earnings before tax amounted to EUR 838 million (959).

e Net interest income increased by 5% to EUR 1,241 million and net commissions and fees by 6% to EUR 936 million.
Net insurance income decreased by 26% to EUR 4221 million.

e Investment income rose year on year by EUR 214 million, to EUR 425 million.

e Income increased by a total of 10% (by 6% including the overlay approach).

e Total expenses increased by 13% to EUR 1,903 million. OP Financial Group transferred the management of the
majority of the personnel’s statutory earnings-related pension insurance and the related portfolio to llmarinen
Mutual Pension Insurance Company at the end of 2018, which lowered expenses by EUR 286 million in that year's
income statement. In view of this, comparable expenses decreased by 3% to EUR 1,903 million.

e Impairment loss on receivables was EUR 87 million (46).

e 0P Financial Group’s loan portfolio grew by 5% to EUR 91 billion and the deposit portfolio by 4% to EUR 64 billion.

e The CET1 ratio was strong at 19.5% (20.5). The planned adoption of a new definition of default in March 2020 is
expected to weaken the CET1 ratio by 1.3 percentage points.

¢ Retail Banking earnings before tax decreased by 44% to EUR 235 million. Excluding the effect of the transfer of
earnings-related pension liability, earnings before tax increased by 6%. Net interest income increased by 4% and net
commissions and fees by 5%. Net investment income decreased by EUR 26 million. The loan portfolio increased by
5% and deposits by 7%.

e Corporate Banking earings before tax decreased by 24% to EUR 311 million. Excluding the effect of the transfer of
earnings-related pension liability, earnings before tax decreased by 17%. Net interest income increased by 10%, but
net commissions and fees decreased by 3% and net investment income fell by 28%. The lower net investment income
is explained by changes in Credit Valuation Adjustment (CVA) in derivatives owing to market changes and by changes
in the valuation models of derivatives made at the beginning of the year. The loan portfolio increased by 6%.

e Insurance earnings before tax increased by 43% to EUR 373 million. Net insurance income decreased by 26% to EUR
431 million. The reduction in the discount rate for insurance liability reduced net insurance income by EUR 136
million. Investment income rose by EUR 239 million to EUR 331 million. The operating combined ratio was 92.7%
(92.0).

e Other Operations earnings before tax were EUR =37 million (-64).

e During the financial year, OP Financial Group invested EUR 313 million (384) in business development and improving
customer experience.

e 0P bonuses totalled EUR 254 million.

e During the financial year, OP Financial Group achieved its strategic target of 2 million owner-customers in OP
cooperative banks. The Group had a total of 1.2 million joint banking and insurance customers.

e 0On 31 January 2020, OP Cooperative, OP Financial Group’s central cooperative, sold the Vallila property to a South
Korean-Finnish consortium. The sale of the property will improve OP Financial Group’s CET1 ratio by some 0.2
percentage points.

e Earnings before tax for 2020 are expected to be at about the same level as in 2019. For more detailed information
on the outlook, see "Outlook for 2020".
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OP Financial Group's key indicators

OP Financial Group’s Report by the Board of Directors 2019

Q1-4/2019 Q1-4/2018 Change, %
Earnings before tax, € million 838 959* -12.6
Retail Banking 235 421 -44.2
Corporate Banking 311 408 -23.8
Insurance 373 260 431
Other Operations -37 -64 -
New OP bonuses accrued to owner-customers -254 -230 10.7
Return on economic capital, %*** 17.2 20.8 -3.6%*
Return on equity (ROE), % 5.5 6.5 -1.0%*
Return on equity, excluding OP bonuses, % 71 8.1 -1.0**
Return on assets (ROA), % 0.47 0.54 -0.1**
Return on assets, excluding OP bonuses, % 0.60 0.67 -0.1**
31 Dec 2019 31 Dec 2018 Change, %
CET1 ratio, % 19.5 20.5 -1.0%*
Ratio of capital base to minimum amount of capital base (under the Act on the
Supervision of Financial and Insurance Conglomerates, or Fico), % **** 138 147 -9F*
Loan portfolio, € billion 91.5 87.0 51
Deposits, € billion 64.0 61.3 4.4
Ratio of non-performing receivables to loan and guarantee portfolio, %***** 11 1.0 0.1**
Owner-customers (1,000) 2,003 1,911 4.8

*During the financial year, OP Financial Group adopted an amortisation-based revenue recognition method for the customer margin related to a derivative

clause attached to loans with an interest rate cap or interest rate collar. The effect of this change was adjusted retrospectively in OP Financial Group's

retained earnings (under equity). In addition, the income statement and balance sheet for 2018 were restated to reflect the new revenue recognition practice.

The change had no effect on segment reporting. Capital adequacy measurement was not adjusted retrospectively.

**Change in ratio
***12-month rolling

****The FiCo ratio has been calculated for insurance companies using transition provisions included in solvency regulation.

*****Non-performing receivables refer to receivables that are more than 90 days past due, other receivables classified as risky and forborne receivables related

to such receivables due to the customer’s financial difficulties.

Earnings before Tax, € million

1,101 1138
1,031 050
I I 333
2015 2016 2017 2018 2019 015

2016

2018

Common Equity Tier1 ratio (CET1), %

19.5 i i i 195

2017

2019



@ or

Comments by President and Group Chief
Executive Officer Timo Ritakallio

Our customer business continued to develop favourably in 2019.
Income increased by 10% year on year, and our market share
developed positively in home loans and corporate loans as well
as in the non-life insurance business. Our loan portfolio grew by
5% to EUR 91 bhillion and deposit portfolio by 4% to EUR 64
billion. Investment income was excellent, thanks to favourable
market developments.

We have also managed to cut down our expenses. Comparable
expenses decreased by 3% year on year. Impairment loss on
receivables increased clearly in 2019 but still remained low.

Earnings before tax for 2019 amounted to EUR 838 million,
which was EUR 121 million lower than the year before. In 2018,
earnings were higher due to the transfer of the statutory
earnings-related pension liability to llmarinen. In comparable
terms, excluding the effect of the pension liability transfer, the
earnings for 2019 increased by EUR 165 million.

Our capital ratio (CET1) remained strong at 19.5%.

At the end of 2019, the number of OP Financial Group’s owner-
customers exceeded two million. During the year, we got 92,000
new owner-customers. In the future, we aim to ensure that we
provide our owner-customers with the best benefits in banking
and insurance services.

We have taken determined steps to improve customer
experience and managed to shorten response times in our
telephone services and to improve customer satisfaction. More
than one million of our customers have adopted the Mobile key,
a secure identification method. In January 2020, the use of the
Mobile key was extended to op.fi.

OP Financial Group’s Report by the Board of Directors 2019

At OP Financial Group’s central cooperative, we have
implemented a more self-directed way of working. The purpose
of this change is to achieve better customer and employee
experience and cost savings. This has required us to revise job
descriptions in all of our business segments. At the end of the
year, we completed the Information and Consultation of
Employees process in centres of excellence and in the service
centre. Approximately 1,900 employees worked in the functions
affected by the process. As a result, around 460 roles ceased to
exist and some 190 new roles were created. The negotiations
were held in good cooperation with employee representatives.

In 2020, cost management will be our challenge. Banks' results
will be under pressure due to low interest rates and tightening
banking regulation. This year, we expect our earnings to be at
about the same level as in 2019.

In 2019, political uncertainty had a negative impact on the world
economy and global trade suffered from the expanding trade
war. In financial markets, sentiments varied sharply, but
eventually the year was favourable for investors. Measures taken
by central banks supported financial markets and bolstered
confidence in the world economy.

Economic growth in Finland decelerated only slightly, thanks to
the favourable development of the service sector. The overall
economic picture remained relatively positive, although
consumer confidence declined during the year.

Economic risks have decreased since last year’s gloomiest
sentiment. However, the outlook is subdued, and we can expect
slow growth. There is no favourable economic situation to boost
economic policy. Many long-term challenges remain to be solved,
and new ones arise due to issues such as climate change. This is
a challenging operating environment, both for governments and
businesses.
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Business environment

World economic growth slowed down gradually during 2019 and
remained on average the slowest since the beginning of the
decade. Developments in global trade, in particular, were weak,
partly due to the trade war. With lukewarm economic growth,
inflation remained subdued.

In September, the ECB cut its deposit rate from -0.4 per cent to
—0.5 per cent. At the beginning of November, the ECB also
resumed buying assets worth EUR 20 billion a month.

Short-term market rates decreased slightly during 2019.
Longer-term market rates decreased more markedly but
recovered from the late summer’s pessimistic mood towards the
year end. Stock prices rose in the latter part of the year when
larger risks were seen to be lessened. Stock markets
strengthened markedly during the year.

According to preliminary information, Finnish economic growth
slowed from the previous year. Economic growth was sustained
by consumption and service exports. Goods exports suffered
from faltering export markets. Growth in construction slowed
down and fixed investments, by and large, were sluggish. The
housing market picked up towards the year end. Demand
focused on smaller flats and prices rose only slightly on average.

Economic growth is expected to remain subdued in Finland’s
main export markets. The European Central Bank has stated
that the main refinancing rates will remain unchanged or lower
until the inflation outlook is in line with the inflation target.
Finnish economic growth is expected to be slow as exports are
assumed to slacken and construction activity to fall. However,
consumer demand should be supported by developments in real
wages and the labour market that is assumed to remain
relatively strong. The outlook for the housing market too is
expected to remain steadily favourable.

In the fourth quarter of the year, growth in total consumer loans
accelerated to 3.0%. Greater demand for home loans supported
this positive development. Based on the statistics of the Bank of
Finland, the growth rate of consumer loans slowed to 4.3%. This
growth in consumer loans came solely from unsecured loans.
Corporate and housing company loans increased by 7.3%. The
banking barometer anticipates moderate growth in consumer
loans whereas the growth outlook for corporate loans is
expected to be weaker.

Total deposits increased by 4.3% over the previous year. The
annual growth rate of household deposits decelerated to 6.6%.
Corporate deposits increased by 5.0% over the previous year
whereas the volume of deposits by public-sector entities
decreased.

The value of mutual funds registered in Finland rose to EUR
124.7 billion at the end of 2019. Favourable developments in the
investment environment increased the values of equity funds
and bond funds.

Premiums written in the insurance sector increased by over 3%
in 2019. The uncertain economic outlook, weak returns on fixed
income investments and claims incurred on the rise will cast a
shadow over the favourable development.

0.5

0.0

-0.5

-1.0

10

w

Euribor rates and ECB refi rate

== 12-month Euribor

== 3-month Euribor
\\_“\_—"—_—\ﬁ =

Main refinancing rate

2014 2015 2016 2017 2018 2019

GDP

Annual volume change

~=Euro area

==Finland

Seasonally adjusted series

2013 2014 2015 2016 2017 2018 2019

ources: Evrnstat, Statists Firtand

Fixed investments in Finland

Annual volume change

2013 2014 2015 2016 2017 2018 2019

Source: Statistcs Finland

Change in financial sector volumes

in the past 12 months

== Mutual fund
assets

= Loans

== Deposits

2014 2015 2016 2017 2018 2019

Sources: Bk of Frang, mestment Rissanch Finkang



@ OoP OP Financial Group’s Report by the Board of Directors 2019

Earnings analysis and balance sheet

Earnings analysis, € million
Q1-4/2019 Q1-4/2018 Change, %
Earnings before tax 838 959 -12.6
Retail Banking | 235 | 421 442
Corporate Banking 311 408 -23.8
Insurance 373 260 431
Other Operations | -37 | -64 -
| I
Income | |
Net interest income | 1,241 | 1,186 4.6
Net insurance income | 421 | 566 -25.7
Net commissions and fees | 936 | 887 5.5
Net investment income | 530 | 185 186.9
Other operating income 53 61 -12.7
Total income 3,181 2,885 10.3
Expenses
Personnel costs (excl. transfer of earnings-related
pension liability) 781 803 -2.6
Transfer of statutory earnings-related pension liability - -286 -
Depreciation/amortisation and impairment loss 278 325 -14.6
Other operating expenses | 844 | 839 0.5
Total expenses | 1,903 | 1,681 13.2
| I
Impairment loss on receivables | -87 | -46 -
Overlay approach | -105 | 26 -496.4
| |
New OP bonuses accrued to owner-customers | -254 | -230 -

During the financial year, OP Financial Group adopted an amortisation-based revenue recognition method for the customer margin related to a derivative
clause attached to loans with an interest rate cap or interest rate collar. The effect of this change was adjusted retrospectively in OP Financial Group’s
retained earnings (under equity). In addition, the income statement and balance sheet for 2018 were restated to reflect the new revenue recognition
practice. The segment figures for 2018 have been changed to correspond to the new segments. In addition, the comparatives have been changed as a result
of the change in presentation of trading interest income and expenses. More details are available in the Notes to the financial statements.

Key indicators, € million
31 Dec 2019 31 Dec 2018 Change, %
Loan portfolio 91,456 87,016 51
Home loans 39,572 38,558 2.6
Corporate loans 22,509 21,136 6.5
Housing company and other loans 29,375 27,323 75
Deposits 63,998 61,327 4.4
Assets under management (gross) 81,187 71,850 13.0
Mutual funds 25,610 22,653 131
Institutional clients | 22,543 | 21,505 4.8
Private Banking | 22,181 | 17,887 240
Unit-linked insurance savings | 10,852 | 9,805 10.7
Balance sheet total | 147,023 | 140,294 48
Investment assets | 23,509 | 23,050 2.0
Total insurance liabilities | 20,338 | 19,288 5.4
Debt securities issued to the public | 34,369 | 30,458 12.8
Equity | 12,570 | 11,742 71
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January-December

OP Financial Group's earnings before tax amounted to EUR 838
million (959). The figure decreased by EUR 121 million over the
previous year. Net interest income, net commissions and fees
and net investment income increased. The earnings were
reduced by lower net insurance income and higher impairment
loss on receivables. OP Financial Group transferred the
management of the majority of the personnel’s statutory
earnings-related pension insurance and the related portfolio to
llmarinen Mutual Pension Insurance Company at the end of
2018, which lowered expenses by EUR 286 million in that year's
income statement. Excluding the effect of this transfer, expenses
decreased by 3.3% year on year.

Net interest income increased by 4.6% to EUR 1,241 million. Net
interest income reported by the Retail Banking segment
increased by EUR 36 million and that by the Corporate Banking
segment by EUR 33 million. OP Financial Group’s loan portfolio
grew by 5.1% to EUR 91.5 billion and deposits by 4.4% to EUR
64.0 billion.

Net insurance income totalled EUR 4271 million (566). The
Insurance segment’s non-life insurance premium revenue
increased by 0.9% to EUR 1,479 million. Excluding the Baltic
business sold in 2018, non-life insurance premium revenue
increased by 4.0%. Claims incurred increased by 17.4% to EUR
1,077 million. The reduction in the discount rate for insurance
liability increased claims incurred by EUR 136 million (0). The
operating combined ratio was 92.7% (92.0).

Net commissions and fees were EUR 936 million, or EUR 49
million higher than the year before. Net commissions and fees
for payment transfer services increased by EUR 17 million, those
for lending by EUR 6 million and asset management fees by EUR
23 million.

Net investment income increased by EUR 345 million to EUR
530 million. Net income from financial assets recognised at fair
value through profit or loss totalled EUR 726 million (115).
Derivatives have been used to hedge against interest rate risk
associated with non-life insurance liability. As a result of this, an
item worth EUR 136 million (0), which corresponds to the
reduction in the discount rate, is shown as a positive value
change in net investment income. An overlay approach is applied
to certain equity instruments of insurance companies. Changes
in the fair value of investments within the scope of the overlay
approach are presented under the fair value reserve under
equity. Total investment income grew by 101.5% year on year, to
EUR 425 million. Capital gains recognised totalled EUR 197
million (36). The combined return on investments at fair value of
OP Financial Group's insurance companies was 8.9% (0.7). The
net change in the short-term life insurance supplementary
interest rate provision decreased earnings by EUR 2 million. In
the previous year, the net change in the short-term
supplementary interest rate provision improved earnings by EUR
43 million. Value changes in Credit Valuation Adjustment (CVA)
in derivatives owing to market changes decreased earnings by
EUR 21 million over the previous year.
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Other operating income fell by EUR 8 million year on year to
EUR 53 million. The sale of occupational healthcare service
business to Mehilainen in the second quarter increased other
operating income. A year ago, the entire share capital of the
Baltic subsidiary Seesam Insurance AS was sold to Vienna
Insurance Group (VIG). OP Financial Group recognised a total of
EUR 16 million in non-recurring capital gain on the sale.

Total expenses increased by 13.2% to EUR 1,903 million.
Excluding the effect of the transfer of earnings-related pension
liability, total expenses decreased by 3.3% to EUR 1,903 million,
personnel costs decreased by 2.6% to EUR 781 million and
pension costs decreased by 26.2% to EUR 114 million. At the
beginning of 2019, accounting for pensions transferred to
[lmarinen changed from defined benefit plans to defined
contribution plans.

Development costs were EUR 183 million (203).
Depreciation/amortisation and impairment loss on PPE and
intangible assets decreased by 14.6% to EUR 278 million.
Planned depreciation/amortisation increased by 11.7% to EUR
244 million. This increase resulted from higher development
expenditure recognised for prior years and from the adoption of
IFRS 16 Leases on 1 January 2019. Impairment write-downs
decreased by EUR 73 million year on year.

Other operating expenses increased by 0.5% to EUR 844 million.
ICT production costs increased by EUR 24 million. Lease
expenses decreased by EUR 16 million due to the application of
IFRS 16 in 2019.

Impairment losses on loans and receivables and on investments
recognised under various income statement items that reduced
earnings amounted to EUR 111 million (70), of which EUR 87
million (46) concerned loans and receivables. Changes in credit
risk parameters, final loan losses, growth in the loan portfolio
and the transfer of loans between impairment stages affected
the increase in impairment loss on receivables. The ratio of non-
performing receivables in loans and receivables to the loan and
guarantee portfolio was low, at 1.1% (1.0).

OP Financial Group's income tax for the financial year amounted
to EUR 168 million (212). The effective tax rate was 20.1%
(22.1).

In the third quarter, the Vallila property was classified as a non-
current asset held for sale. The property’s assets recognised in
the balance sheet totalled EUR 314 million and liabilities EUR 6
million at the end of the financial year. The Vallila property
comprises a block located in Vallila, Helsinki.

OP Financial Group's equity amounted to EUR 12.6 hillion (11.7).
Equity included EUR 3.0 billion (3.0) in Profit Shares, terminated
Profit Shares accounting for EUR 0.2 billion (0.3). The return
target for Profit Shares for 2019 was 3.25%. Interest payable on
Profit Shares accrued during the financial year is estimated to
total EUR 97 million. The amount of interest paid for 2018 in
June 2019 totalled EUR 94 million. The fair value reserve grew
by EUR 244 million to EUR 251 million.
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Key income statement items by quarter

2019 | 2019 | 2018 Change

€ million Q1 Q2 Q3 Q4 | Q1-4 | Q1-4 %
Net interest income 294 309 321 318 | 1,241 | 1,186 4.6
Net insurance income 109 165 138 9 | 421 | 566 -25.7
Net commissions and fees 234 216 229 257 | 936 | 887 5.5
Net investment income 145 73 54 257 | 530 | 185 186.9
Other operating income 9 26 6 12 | 53 | 61 -12,7
Total income 790 790 748 854 | 3,181 | 2,885 10.3
Personnel costs 197 208 169 208 | 781 | 516 51.3
Depreciation/amortisation and

impairment loss 59 69 62 88 278 325 -14.6
Other operating expenses 210 212 181 242 | 844 | 839 0.5
Total expenses 465 488 411 538 | 1,903 | 1,681 13.2
Impairment loss on receivables -11 -28 3 -51 | -87 | -46 88.8
Temporary exemption (overlay

approach) -55 -12 2 -40 -105 26 -496.4
OP bonuses to owner-customers -64 -60 -62 -63 | -249 | -226 -10.4

Earnings before tax 194 202 280 161 | 838 959 -12.6
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2019 highlights
New segments

At its meeting on 6 June 2018, the Supervisory Board of OP
Financial Group's central cooperative decided on a new division
of responsibilities of the central cooperative’s Executive Board,
which changed the segment structure as of the beginning of
2019. The new OP Financial Group segments are Retail Banking
(Banking Private and SME Customers), Corporate Banking
(Banking Corporate and Institutional Customers), Insurance
(Insurance Customers), and Other Operations.

Retail Banking segment consists of banking and asset
management services for private and SME customers at OP
cooperative banks and at the central cooperative. Corporate
Banking consists of banking and asset management for
corporate and institutional customers. Insurance comprises life
and non-life insurance plus the health and wellbeing business.
Other Operations consists of functions that support other
segments as well as Treasury.

Decision by the Competition and Consumer
Authority

On 11 February 2019, the Competition and Consumer Authority
(FCCA) completed an extensive investigation related to OP
Financial Group's customer benefits scheme, as well as
operations in retail banking services and the non-life insurance
market. The FCCA concluded that OP Financial Group operates in
compliance with the Competition Act and OP's bonus scheme is
not contrary to the Competition Act. The FCCA considers that
OP's operations have no effect that would lead to market
foreclosure in the non-life insurance market. As a result of the
investigation, the FCCA has closed the case.

Pohjola Hospital's new strategy

Pohjola Hospital sharpened its strategy and will focus on
orthopaedics and sports clinic activities. As part of this change,
Pohjola Hospital sold its occupational healthcare service business
to Mehildinen on 1 June 2019.

Classification of the Vallila property as a non-
current asset held for sale

Based on decisions made, OP Financial Group classified the
Vallila property in the third quarter as a non-current asset held
for sale. The Vallila property owned by OP Financial Group
comprises a block located in Vallila, Helsinki, which was
completed in 2017. After completion of the sale on 31 January
2020, OP Financial Group will continue operating in the property
under a long-term lease agreement.

OP Cooperative’'s new governance structure

At its meeting on 30 October 2019, OP Cooperative’s
Supervisory Board (as of 1 January 2020, the Supervisory
Council) decided on the conditional composition of OP
Cooperative’'s new Board of Directors. As proposed by the
Nomination Committee set up by OP Cooperative’s Supervisory
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Board, ten (10) members were appointed to the new Board of
Directors. The Supervisory Council confirmed the appointments
on 1 January 2020 when OP Cooperative adopted a new three-
tier governance structure.

On 11 December 2019, OP Cooperative’s Supervisory Board
elected from among its members a new Chair and Vice Chairs.
The new Chairs assumed their responsibilities on 1 January
2020.

OP Financial Group's strategic targets and
focus areas

Strategy 2016

Below are the strategic targets based on OP Financial Group’s
strategy confirmed in 2016 and the outcomes during the
strategy period 2016-2019.

OP Financial Group's 31 Dec 31 Dec Target
strategic targets 2019 2018 2019
Customer experience,
Net Promoter Score
(NPS) (-100-+100)
Brand 26 23 25
Service
encounter 62 61 70
CET1 ratio, % 19.5 20.5 22
Return on economic
capital, % (12-month
rolling) 17.2 20.8 22
Expense
s for
Expenses of present- 2020 at
day business (12- 2015
month rolling), level
€ million 1,827 1,833  (1,500)
Owner-customers,
million 2.0 1.9 2.0
Strategy 2019

At its meeting on 12 June 2019, the Supervisory Board of OP
Financial Group's central cooperative confirmed the Group's
updated strategy. OP Financial Group has adopted a new type of
strategy process in which it assesses, reshapes and implements
its strategy on an ongoing basis. The Group will systematically
assess its business environment and operating model to be able
to make and implement new strategic choices when needed.

At the same time, the Supervisory Board confirmed OP Financial
Group’s vision for future direction, to be “the leading and most
appealing financial services group in Finland”, and a more
detailed content of the vision. The Group has created the
strategy and the content of the vision together with OP
cooperative banks, governing bodies and personnel.

OP Financial Group’s core values are People First, Responsibility,
and Succeeding Together. The Group somewhat simplified its
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mission: “We promote the sustainable prosperity, security and
wellbeing of our owner-customers and .”

Furthermore, the Supervisory Board adopted OP Financial
Group’s strategic priorities for 2020:

° Best customer experience

e  More benefit for owner-customers

e  Excellent employee experience

e  Faster growth in profits than in expenses

e  Productive development.

The priorities reviewed annually will help achieve the shared
vision.

On 30 November 2019, the Supervisory Board of OP Financial
Group's central cooperative confirmed OP Financial Group's new,
Group-level strategic long-term targets. The new targets will
enter into force as of 1 January 2020.

OP Financial Group’s new strategic long-term targets are as
follows:

Indicator Target
Return on equity (ROE
excluding OP bonuses) 8% in 2025

CET1 ratio

Brand recommendations,
NPS (Net Promoter Score,
private and corporate
customers)

To be determined later

30in 2025

The CET1 target will be determined later as the effects of the
regulatory and supervisory environment become clearer. In OP
Financial Group’s view, the most significant open changes in the
regulatory and supervisory environment include the
amendments to the Act on Credit Institutions that will enter into
force at the end of 2020, the obligations, if any, imposed by the
supervisor due to the ECB’s targeted review of internal (IRBA)
models (TRIM), and obligations imposed by the supervisor due to
the new definition of default. In addition, OP Financial Group’s
credit rating target is at least AA-/Aa3.

Promotion of the success of owner-
customers and operating region

OP Financial Group's mission is to promote the sustainable
prosperity, security and wellbeing of its owner-customers and
operating region. OP's operations are based on cooperative
values, a strong capital base, capable risk management and
customer respect. The Group's core values are People First,
Responsibility, and Succeeding Together.

Allocation of earnings

As a cooperative business, OP Financial Group aims not to
maximise profits for its owners but to provide, as efficiently as
possible, the services which the cooperative's owner-customers
need. The shared success will be used for the benefit of owner-
customers in the form of loyalty benefits and other financial
benefits as well as the maintenance and further development of
service capabilities.

13

OP Financial Group’s Report by the Board of Directors 2019

OP Financial Group's estimated earnings allocation for the
financial year that is to be confirmed after the end of the
financial year:

*) Customers = OP bonuses, discounts and interest on contributions made by
owner-customers

Implementing OP Financial Group's mission successfully requires
a strong capital base which the requirements set by the
authorities also necessitate. OP Financial Group uses a significant
amount of its earnings to enhance its capital base. That will
require efficiency and earnings power of the Group in the years
to come too.

A considerable amount of earnings is returned to the owner-
customers in the form of OP bonuses and other benefits and
discounts. According to the fundamental cooperative business
principle, benefits are allocated on the basis of the extent to
which each member uses the cooperative's services. OP's loyalty
benefit programme consists of OP bonuses — generated in
proportion to almost all of a person’s transactions with OP — as
well as benefits and discounts related to OP's banking services,
insurance contracts and saving and investment services.
Furthermore, some service packages are available only to
owner-customers. Owner-customers also have the opportunity
to contribute capital to their own OP cooperative bank through
Profit Shares. Interest will be annually paid on Profit Shares as
the banks' profit distribution.

OP Financial Group is one of the largest tax payers in Finland
measured by tax on profits. By paying taxes in Finland, OP is
contributing to prosperity in the whole of Finland.

Customer relationships and customer benefits

During the financial year, OP Financial Group achieved its
strategic target of two million owner-customers in OP
cooperative banks. During the year, the number of owner-
customers increased by 92,000.

The number of banking customers totalled 3.6 million (3.6) at
the end of December. Private customers numbered 3.3 million
(3.3) and corporate customers 0.3 (0.3) million.

Based on a revised calculation method, the number of joint
banking and insurance customers totalled 1.2 million at the end
of December.

Contributions made by OP cooperative banks' owner-customers
to the banks' Profit Shares and cooperative shares totalled EUR
3.2 billion (3.2) on 31 December 2019.

OP cooperative banks' owner-customers earn OP bonuses
through banking, insurance and asset management transactions.
The value of new OP bonuses accrued in January—December
totalled EUR 254 million (230). During the same period, a total
of EUR 113 million (111) of bonuses were used to pay for
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banking and asset management services and EUR 129 million
(118) to pay non-life insurance premiums.

During the financial year, owner-customers benefitted EUR 32
million (31) from the reduced price of the daily retail banking
package. Owner-customers were provided with EUR 69 million
(67) in non-life insurance loyalty discounts. In addition, owner-
customers bought, sold and switched the majority of the mutual
funds without separate charges. The value of this benefit
amounted to EUR 5 million (6).

The abovementioned OP bonuses and customer benefits totalled
EUR 360 million (334), accounting for 30.1% (25.8) of OP
Financial Group's earnings before tax and granted benefits.

Interest payable on Profit Shares accrued during the financial
year is estimated to total EUR 97 million (94). The return target
for Profit Shares for 2019 was an interest rate of 3.25% (3.25).
Similarly, the return target for Profit Shares for 2020 is an
interest rate of 3.25%.

Corporate responsibility

Corporate responsibility is an integral part of OP Financial
Group's business and strategy. Corporate responsibility activities
take economic, social and environmental responsibility into
consideration. OP Financial Group's aim is to be a forerunner in
corporate responsibility within its sector in Finland. OP
undertakes to comply with the ten principles of the UN Global
Compact initiative in the areas of human rights, labour rights, the
environment and anti-corruption. OP has agreed to follow the
UN Principles for Responsible Investment since 2009.

To promote diversity, OP Financial Group's objective is that the
proportion of both genders in defined managerial positions is at
least 40%. Women accounted for 26% (24) at the end of
December.

2019 highlights

In February, OP issued its first green bond according to OP
Financial Group’s Green Bond Framework. The green bond of
EUR 500 million is targeted at international responsible
institutional investors. Proceeds raised with the green bond are
allocated to sustainable corporate lending. Eligible sectors to be
funded include renewable energy, green buildings and
sustainable land use through sustainable forestry.

Based on the MSCI ESG rating, OP improved its rating from BB
to A in March. In the most recent imug sustainability rating, OP
Mortgage Bank’s rating improved from the previous rating CC
(neutral) to rating B (positive) in March.

OP was the first financial sector company in Finland to publish a
data balance sheet in March. The data balance sheet describes
the significance of data, its responsible processing, utilisation and
strategic management at OP. Publishing the data balance sheet
forms part of OP Financial Group’s corporate responsibility and
open and transparent practices.

In May, OP granted its first sustainable loan to a customer. The
loan granted to Nokian Tyres Plc amounted to EUR 100 million.
The loan margin increases or decreases based on how well
Nokian Tyres achieves its three sustainability targets. In June,
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OP and Finnfund announced that they would establish Finland's
first global impact fund investing in emerging markets. OP
Finnfund Global Impact Fund | will promote the achievement of
the UN Sustainable Development Goals in a measurable way.

OP is the main partner of the national Financial Literacy
Competition. Some 25,000 ninth-graders participated in the
Competition in April and the finals took place in Vallila, Helsinki,
on 23 May 2019. During the spring of 2019, OP contributed to
the financial literacy of 6,000 young students in cooperation with
Economy and Youth TAT in the “Mun eldma mun tyd” (My life,
my work) tour. Promoting the financial literacy among young
people forms an important part of OP Financial Group's
corporate responsibility. During the year, OP aims to reach a
total of 60,000 youngsters with its financial literacy work.

In its annual campaign of “Summer jobs paid for by OP”, OP
cooperative banks across Finland donated a total of 700,000
euros to support youth summer employment by non-profit
associations. In 2019, a total of 1,700 two-week summer jobs in
the third sector were available to those aged 15-17.

In September, OP Financial Group became a Founding Signatory
of the Principles for Responsible Banking under the United
Nations Environment Programme Finance Initiative (UNEP Fl).
The Principles set out the banking industry’s responsibility in
shaping a sustainable future and aligning the sector with the
objectives of the UN Sustainable Development Goals and the
Paris Agreement. The 130 signatory banks are committed to
promoting sustainable development. Together with 31 banks, OP
Financial Group also signed the Collective Commitment to
Climate Action in which OP undertakes to align its lending to
reflect the principles of the Paris Agreement on a sustainable,
low-carbon economy.

OP Cooperative's Supervisory Board confirmed the new Group-
level CR programme on 11 December 2019. The updated CR
programme is framed around four key themes and
commitments, which guide our actions toward the programme
goals:

e We improve financial literacy in Finland: We promote the
management of personal finances and prosperity in all age
groups.

e We foster a sustainable economy: We support sustainable
development, and mitigating climate change and adapting to
it.

e  We support local vitality and communities: We provide jobs,
promote physical activity, provide security, and create
wellbeing in Finland. We promote local economic vitality.

e  We use our information capital responsibly: We use
customer data and artificial intelligence transparently, in the
best interest of our customers. Accessibility and having the
best customer experience are at the core of developing our
services across all channels.

To carry out its CR programme update, OP executed a
stakeholder survey in summer 2019 and, based on its results, a
materiality analysis. The purpose of the CR materiality analysis
was to identify those aspects of CR that are the most central to
OP and its stakeholders.
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Multichannel services

OP Financial Group has a multichannel service network
comprising branch, online, mobile and telephone services. OP-
mobile is the main channel for customers’ daily banking. In
December 2019, the number of active OP-mobile users
exceeded one million. The Group provides personal customer
service both at branches and digitally. The Group seeks to
provide the best multichannel customer experience in the sector
by creating ongoing and relevant encounters in all channels.

Mobile and online

services,

no. of logins (million) Q1-4/2019| Q1-4/2018 Change, %
OP-mobile 302.3 235.9 28%
OP Business mobile | 10.2| 6.0 69%
Pivo | 52.7| 33.9 55%
Opfi | 102.0| 107.7 -5%

| 31 Dec 2019/ 31 Dec 2018 Change, %

Siirto payment,

registered customers 666,321 522,972

The new Payment Services Directive (PSD2) entered into force
on 14 September 2019, bringing changes to web and mobile
authentication. On OP-mobile and OP Business mobile,
customers identify themselves with the Mobile key, which fulfils
the requirements of strong customer authentication. The Mobile
key already has over one million users. Customers continue to
log into the op.fi service and confirm payments by using a
username, password, a key code list and, if necessary, an SMS
confirmation. Since January 2020, customers have been able to
identify themselves to the op.fi online service also by using the
Mobile key.

My financial balance, a feature supporting the management of
personal finances, was introduced on OP-mobile in October
2019. The app sorts account transactions automatically and
provides an overview of the customer’s spending.

Despite the expansion of mobile and online services, OP Financial
Group still has Finland's most extensive branch network with 352
branches (365) across the country. The Group's own branch
network is further supported by a comprehensive agency and
partnership network, which is particularly important in terms of
the sale of non-life insurance policies.

OP Financial Group has extensive presence in the most common
social media channels where it has around 480,000 followers
(420,000). In addition to OP Financial Group's national social
media accounts, many OP cooperative banks have their own
Facebook pages where they share publications targeted at local
customers.

Report on non-financial information

OP Financial Group is made up of 147 OP cooperative banks and
the central cooperative (OP Cooperative) with its subsidiaries and
affiliates. OP cooperative banks and therefore the entire OP
Financial Group, which employed 12,226 people at the end of
2019, are owned by approximately two million owner-
customers. OP Financial Group's business consists of the
following three business segments: Retail Banking (Banking
Private and SME Customers), Corporate Banking (Banking

27%
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Corporate and Institutional Customers, and Insurance (Insurance
Customers). OP Financial Group’s main area of operation is
Finland. In addition, OP Corporate Bank operates in Estonia,
Latvia and Lithuania.

OP Financial Group’s corporate responsibility work is based on its
mission and core values that are supported by the customer-
owned business model. The business must promote the
wellbeing, security and sustainable prosperity of the customers
and operating region. OP Financial Group aims to be a
forerunner in corporate responsibility in the financial sector. OP
Financial Group’s Code of Conduct contains its corporate
responsibility and environmental principles, which all those
employed by the Group must observe, regardless of their role,
position or location. The Code is supplemented by more detailed
rules and guidelines. The Supplier Code of Conduct is binding on
all of the Group’s service providers, other suppliers and partners.
The most important international commitments include the UN
Global Compact Initiative, the UN Principles for Responsible
Investment and, since the autumn of 2019, the UN Principles for
Responsible Banking. OP is also one of the founding members of
Finland’s Sustainable Investment Forum (FINSIF).

In December 2019, OP Cooperative's Supervisory Board
confirmed the new Group-level corporate responsibility
programme. The programme is built around four themes: We
help increase financial literacy in Finland, We foster a sustainable
economy, We support local communities and measures to boost
vitality, and We use our information capital responsibly. The
programme themes derive from the materiality assessment of
the responsibility perspectives.

OP Financial Group will publish its Corporate Responsibility
Report for 2019 as part of its Annual Review in February 2020.
As regards the reporting framework, we will report in accordance
with the GRI Standards: Core option.

Environmental aspects

Environmental impacts arise in OP Financial Group's own
operations, supply chain and investments. The Group seeks to
build a sustainable economy while supporting the prevention of
climate change and adjusting to it. The Group develops products
and services which will encourage its customers to act in a
responsible and environment-friendly manner. In addition, the
Group takes into account the effects of its operations on
biodiversity. OP Financial Group wants to reduce risk caused by
climate change to its customers by providing information on
climate change and solutions for reducing its negative effects.
The Code of Business Ethics contains OP Financial Group's key
environmental and climate objectives.

The ESG (Environment, Social, Governance) analysis for
corporate financing, developed in 2019, takes account of a wide
range of environmental aspects based on the table of material
aspects determined by OP Corporate Bank. The analysis is based
on aspects that are the most material for businesses in each
sector. In corporate financing, OP Corporate Bank assesses a
company's impact on climate change, the relevance of the
company’s measures to mitigate climate change and the impacts
of climate change on the company. If the company itself hasn't
performed a systematic analysis of climate risks, or if the
analysis should be complemented, OP Corporate Bank’s experts
will suggest improvements to the analysis. Corporate financing
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monitors the total amount of green and sustainability-linked
loans. The amount of such loans granted in 2019 totalled
approximately EUR 730 million.

In its investment operations, OP Financial Group mostly manages
its short-term and long-term climate risks by not investing
actively or directly in mining companies or electricity producers
that rely heavily on coal. Tracking companies’ climate
performance is an integral part of portfolio management at OP
Asset Management. Portfolio managers and ESG experts have
access to company-specific ESG analyses by an independent
service provider, which cover the most important climate change
risks and opportunities of each company. OP Asset Management
became a public supporter of the international Task Force on
Climate-related Financial Disclosures (TCFD) in 2019.

Investment operations cause indirect greenhouse gas emissions.
A carbon footprint figure published biannually is used as an
indicator for equity and bond funds managed by OP Fund
Management. In addition, OP publishes fund-specific ESG
analyses of OP equity funds that show, for example, the positive
environmental impact of each fund. At the end of 2019, OP
Asset Management commissioned an external service provider to
study the climate risks of its direct equity and fixed income
investments relative to a reference portfolio. The results of this
study are presented in the OP Year 2019 report.

OP Property Management Ltd carries out energy efficiency
audits on buildings before purchasing any new property. OP
Property Management also explores the possibility of installing a
renewable energy production system based on geothermal heat
pumps or solar panels in connection with every renovation
project and new development. At the end of 2019, a total of 16
of our properties were equipped with geothermal heat pumps
and 17 with solar panels.

OP Financial Group aims to become carbon neutral in its own
operations by 2025 while helping its supply chain reduce their
emissions. The most significant direct and indirect emission
effects are caused by the consumption of heating and electrical
energy on premises. Among the measures to achieve its
emission goals, OP Financial Group uses renewable energy on its
premises. In 2019, renewable electrical energy accounted for
34% (31) of the entire Group's electricity consumption. The
Group calculates emissions in accordance with the Greenhouse
Gas Protocol (GHG), and greenhouse gases are indicated as CO
equivalents. In 2019, comparable direct (scopel) and indirect
(scope?) emissions decreased by 2% from the previous year,
totalling 23,762 COze tonnes (24,326).

In addition to its annual GRI sustainability reporting, OP
evaluates its impacts on climate change in the annual CDP
survey. In the CDP survey for 2019, OP Financial Group achieved
for the first time the pioneer level by reaching the score A-.

Social aspects and aspects related to personnel

OP Financial Group wants to be an attractive employer. Excellent
employee experience is one of OP Financial Group’s five strategic
priorities. Our goal is to have satisfied, motivated and competent
employees who are capable of delivering the best customer
experience. In improving employee experience in 2019, OP
Financial Group's key themes included employee wellbeing,
meaningfulness of work, developing operations together and
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streamlining working practices. Employee experience is
measured through, for example, a personnel survey and by
monitoring the health rate indicator. The next personnel survey
will be conducted in 2020. In 2019, OP Financial Group
introduced a new indicator called the ‘health rate’ (percentage of
personnel with no sickness absences), which was 44 per cent.

OP Financial Group considers diversity to be an asset and
guarantees equal opportunities, rights and fair treatment for
everyone. Employees are treated equally in areas such as
remuneration, recruitment and career advancement. To promote
diversity, OP Financial Group's objective is to increase the
proportion of both genders in defined managerial positions to at
least 40%. The proportion of women in these positions was 26%
(24) at the end of 2019. OP monitors on an annual basis the
distribution of personnel in various task groups by factors such
as gender, pay and age.

OP Financial Group requires of its personnel competencies in
various fields, in addition to regulatory requirements. The Group
supervises these competencies and reports them through online
courses, according to various needs. Online courses shared by all
OP Financial Group employees include Anti-money laundering,
Code of Business Ethics, Workplace data security and Security
induction.

Increasing financial literacy in Finland is one of OP Financial
Group’s corporate responsibility priorities. In 2019, OP Financial
Group helped to boost the financial literacy of more than 70,000
(42,000) children and young people. The cornerstones of the
financial literacy campaign are visits by representatives of OP
cooperative banks to schools and other educational institutions,
as well as banks’ open days, during which OP representatives
met 46,000 children and adolescents around Finland. In 2019,
more than 1,000 events promoting the digital literacy of elderly
people were arranged, attracting a total of 28,000 senior
citizens.

OP Financial Group’s charity donations in 2019 totalled around
EUR 2.1 million (2.9). The donations were channelled in line with
themes that support OP's corporate responsibility programme
and core values.

Aspects related to human rights

OP Financial Group respects human rights and aims to prevent
discrimination in all its activities. The Group's own operations do
not involve any significant human rights risks or impacts.
Indirectly, such impacts may arise from the supply chain or from
the operations of investees and financed parties. OP Financial
Group's Supplier Code of Conduct requires suppliers to ensure
that human rights are fulfilled in their operational chain. As
indicators, OP Financial Group measures this by monitoring the
number of discrimination incidents and the number of reports
filed through the whistle blowing channel.

In 2019, OP Corporate Bank developed ESG analyses enabling it
to systematically assess companies’ social impacts and risks, in
addition to environmental matters. Human rights aspects are
also included in OP Asset Management's process of keeping up
with and influencing international standards. OP does not make
active direct investments in companies that have violated
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international norms and where engagement in terms of
corrective measures has been unsuccessful.

In 2020, OP Financial Group will publish its second data balance
sheet, which describes the key principles and procedures that OP
follows in respect of personal data processing. The most
important objective of our internal data protection procedures is
to ensure that all our stakeholders can trust the way in which OP
Financial Group manages data protection matters and processes
customer data responsibly. OP Financial Group was the first
Finnish company to publish its ethical guidelines for artificial
intelligence.

Among its initiatives to promote equal access to banking services,
OP Financial Group has launched a simplified online platform
called OP Accessible. This plain-language online service is
designed for customers with visual and hearing impairments,
limited mobility or other disabilities.

Anti-corruption and anti-bribery

OP Financial Group is committed to acting on the Code of
Business Ethics. Responsibility involves managing conflicts of
interest and abolishing corruption. The Code of Business Ethics is
supplemented by more detailed rules and guidelines. OP
Financial Group has compiled a compulsory online course for all
Group employees to ensure that the Code of Business Ethics is
observed. The course must be taken every two years. In 2018-
2019, a total of 100% (98) of OP cooperative banks’ employees
and 96% (83) of the central cooperative’s employees had passed
the Code of Business Ethics online course.

OP Financial Group companies and business segments regularly
analyse the risks involved in their respective businesses,
including risks related to corruption, in accordance with the
Application guide on operational risk management procedures.
As required by regulation and guidelines issued by authorities,
OP Financial Group has drawn up policies and procedures for
knowing its customers and performing ongoing customer due
diligence as well as for staff training, guidelines and protection.
Any suspicious transactions will be reported to the Financial
Intelligence Unit in line with regulatory requirements. Internal
control is complemented by the opportunity of anyone employed
by OP Financial Group to report through an independent channel
if they suspect discrimination or a violation of rules or
regulations (whistleblowing). Actions that are against OP
Financial Group’s core values can also be reported.

Risks and their management in respect of non-
financial information

OP Financial Group's Risk and Compliance organisations also
oversee risks and conformity related to non-financial matters.
Environmental risks may arise from, for example, weather
conditions that may result in flood claims targeted at the
insurance portfolio. From social and employee perspectives, risks
may arise from projects being financed and the availability of
skilled workforce. From a human rights perspective, risks may
arise from, for example, investments. Corruption and bribery
risks may arise in connection with financing decisions or due to
negligence in customer due diligence procedures. Materialisation
of non-financial risks would deteriorate OP Financial Group’s
reputation and might cause harm to customer and stakeholder
relations. The Group manages these kinds of non-financial risks,
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for example, by paying attention to them in business risk
assessments. In addition, the Group performs risk assessments
on new products, services and operating models, and attempts
to eliminate the identified risks as far as possible. In part, OP
Financial Group also reduces risk by ensuring that its personnel
is aware of, and complies with, the guidelines related to the
matters mentioned above. As regards corporate loans, the Group
aims to systematically identify non-financial risks that affect
corporate financing customers’ credit risk.

Capital adequacy and capital base

Capital adequacy under the Act on the
Supervision of Financial and Insurance
Conglomerates

OP Financial Group's capital base, calculated according to the Act
on the Supervision of Financial and Insurance Conglomerates
(FiCo), exceeded the minimum amount specified in the Act by
EUR 3.2 billion (3.7). Banking capital requirement rose to 14.5%
(14.3), calculated on risk-weighted assets. The ratio of the Group
capital base to the minimum capital requirement was 138%
(147). As a result of the buffer requirements for banking and the
solvency requirements for insurance companies, the minimum
FiCo solvency of 100% reflects the level within which the
conglomerate can operate without regulatory obligations
resulting from buffers below the required level.

Capital adequacy for credit institutions

OP Financial Group's CET1 ratio was 19.5% (20.5). The lower
ratio was affected by an increase in the loan portfolio and a rise
in the risk weights of retail exposures.

Capital resources
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As a credit institution, OP Financial Group's capital adequacy is
on a solid basis compared to the statutory requirements and
those set by the authorities. The statutory minimum for the
capital adequacy ratio is 8% and for the CET1 ratio 4.5%. The
requirement for the capital conservation buffer of 2.5% under the
Act on Credit Institutions, the O-SII buffer of 2% and the ECB's
P2R requirement increase in practice the minimum capital
adequacy ratio to 14.5% and the CET1 ratio to 11%.
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OP Financial Group's CET1 capital was EUR 10.8 billion (10.7).
The CET1 capital was increased by banking earnings and
decreased by a higher expected loss (EL) caused by growth in
risk parameters and by the change in the accounting policy
applied to certain income from derivatives, which was not
restated in the comparatives for capital adequacy measurement.
The amount of Profit Shares in CET1 capital was EUR 2.9 billion
(2.9).

The risk exposure amount (REA) totalled EUR 55.5 billion (52.1),
or 7% higher than on 31 December 2018. The risk-weight floor
for retail exposures set by the ECB decreased to EUR 0.5 billion,
due to an increase in the risk weights of mortgage-backed retail
exposures. The average risk weights of retail exposures
increased as a result of added conservatism in risk parameters
and of risk parameter factors set by the ECB. The loan portfolio
grew in corporate and retail exposures.

Risk Exposure Amount 31 Oecember 2019

Total 55.5 € hillion
{change from year end 6.4%)

Corporate expasure
28.2(+9.3)

Retail exposure
11.4 (+83%)
[Equity irvestments
5.9 (+2.5%)

29(35%)

OP Financial Group treats insurance holdings within the financial
and insurance conglomerate as risk-weighted assets, based on
permission from the European Central Bank (ECB). Equity
investments include EUR 6.4 billion in risk-weighted assets of
the Group's internal insurance holdings with a risk weight of
around 280%.

The Finnish Financial Supervisory Authority (FIN-FSA) makes a
macroprudential policy decision on a quarterly basis. In
December 2019, the Financial Supervisory Authority reiterated
its decision not to impose a countercyclical capital buffer
requirement on banks. The risk weight floor of 15% set for home
loans will be effective until the end of 2020. After the risk
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weights for home loans increased, the FSA's risk weight floor has
no material effect on capital adequacy.

The upcoming EU regulation includes a requirement for
measuring the degree of indebtedness, the leverage ratio. The
leverage ratio of OP Financial Group's banking operations is
estimated at about 8.3% (8.6) based on the existing
interpretations, calculated using the December-end figures.
According to the draft rules, the minimum ratio is 3%.

In OP Financial Group’s view, the most significant open changes
in the regulatory and supervisory environment affecting capital
adequacy for credit institutions include obligations, if any,
imposed by the supervisor due to ECB’s targeted review of
internal (IRBA) models (TRIM), and obligations imposed by the
supervisor due to the new definition of default.

The process based on the new definition of default recognises
defaulted customers earlier, for example, based on information
in external credit registers or in retail customers by extending
the default to cover all exposures of an individual obligor. This
new definition is expected to mean a larger number of default
observations and to weaken credit risk parameters. OP Financial
Group will apply a so-called two-step approach. The first step
involves the change of the definition of default, which is planned
to take place in March 2020. The second step to be taken later
involves the calibration of credit risk parameters. The supervisory
obligation related to the adoption of the new definition of default
is expected to weaken OP Financial Group’s CET1 ratio by 1.3
percentage points in the first step. Growth in the expected credit
losses (ECL) caused by the change in the definition of default has
been taken into account in the effect on capital adequacy. The
growth is estimated to be less than 10% of the total amount of
the ECL on 31 December 2019.

The effects of the ECB’s targeted review of internal (IRBA)
models (TRIM) on corporate exposures are still open. More
detailed information on the effects is expected in the first half of
2020.

Insurance

The solvency of non-life and life insurance companies was
strong. The increased value of investments strengthened the
capital base. Meanwhile, a fall in interest rates increased
insurance liabilities and reduced the capital base, especially in life
insurance. Similarly, the increased value of investments raised
the solvency requirement.

Non-life insurance Life insurance

31 Dec 31Dec 31Dec 31 Dec
2019 2018 2019 2018
Capital base, € mill.* 1,008 818 1,423 1,297
Solvency capital 699 621 687 578
requirement, € mill.*
Solvency ratio, %* 144 132 207 225
Solvency ratio, %
(excl. transitional
provision) 144 132 170 176

*including transitional provisions
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ECB's supervision

OP Financial Group is supervised by the European Central Bank
(ECB). On 2 February 2017, OP Financial Group received the
ECB's decision to set risk weight floors for OP Financial Group's
retail exposures. The relevant risk weight floors for retail
exposures set by the ECB are 15.4% for mortgage-backed
exposures and 32.7% for other private customer exposures.

On 25 April 2019, OP Financial Group received the ECB's
decision on increases in the risk weights of mortgage-backed
retail exposures as part of the targeted review of internal models
(TRIM). These risk weight increases will be valid until further
notice, until the qualitative requirements set out in the decision
have been met. The decision has no substantial effect on OP
Financial Group’s capital adequacy in the current situation where
both the IRBA risk weight floor set previously by the ECB and the
15% risk weight floor on home loans set by the Finnish Financial
Supervisory Authority are in force.

The ECB has set a capital requirement for OP Financial Group
based on the supervisory review and evaluation process (SREP).
The capital buffer requirement (P2R) set by the ECB and
effective as of 1 March 2019 was 2% (1.75). In addition, the ECB
has set on OP Financial Group a capital adequacy guidance (P2G)
of 1.0%. Failure to meet this guidance would not affect profit
distribution, for example. The capital buffer requirement set for
OP Financial Group is slightly below average among the banks
supervised by the ECB. As of 1 January 2020, the ECB has set
the capital buffer requirement (P2R) at 2.25%. Accordingly, the
new minimum CET1 ratio will be 11.3% and the new minimum
capital adequacy ratio 14.8%.

Liabilities under the Resolution Act

Under regulation applied to crisis resolution of credit institutions
and investment firms, the resolution authority is authorised to
intervene in the terms and conditions of investment products
issued by a bank in a way that affects an investor's position. The
EU's Single Resolution Board (SRB) based in Brussels is OP
Financial Group's resolution authority. The SRB has set OP
Financial Group's Minimum Requirement for own funds and
Eligible Liabilities (MREL) at EUR 13.4 billion, accounting for
27.3% of the total risk exposure amount at the end of 2017. OP
Financial Group aims to meet the requirements under the MREL
with its capital base and other subordinated debt. OP Financial
Group’s MREL ratio was an estimated 43% at the end of the
financial year. The SRB has confirmed a resolution strategy for
OP Financial Group whereby the resolution measures would
apply to OP Corporate Bank acting as a Single Point of Entry.

Key principles of risk management

The objective of risk management is to secure OP Financial
Group's and its companies' sufficient risk-bearing capacity and to
ensure that any business risks taken do not threaten profitability,
capital adequacy, liguidity or the achievement of strategic targets
and thereby to secure business continuity.

Each OP Financial Group company focuses on carrying out its
role according to its service capabilities and risk-bearing
capacities in accordance with the intra-Group division of
responsibilities.
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The key tasks of the risk management process are to identify,
assess, measure and limit risks and to determine the need for
risk capacity and to allocate it to the business lines based on the
strategy.

Tolerances, limits and control limits are used to direct and
restrict risk-taking within OP Financial Group and its companies
and to ensure compliance with the Risk Appetite Statement. For
2019, OP Cooperative's Supervisory Board confirmed tolerances
for OP Financial Group’s capital adequacy and liquidity and for
the Group’s risks which have been defined as significant.

The central cooperative’s Risk Management is responsible for OP
Financial Group’s risk management process and for ensuring that
the Group’s risk management procedures are sufficient and
appropriate. Business divisions are responsible for daily
operational risk management within the framework of the risk
management process.

The central cooperative issues Group companies with guidelines
for ensuring risk management, and controls that the companies
operate in accordance with official regulations, their own rules,
guidelines issued by the central cooperative, OP Financial Group's
internal procedures and procedures that are appropriate and
ethically sound for customer relationships.

A more detailed description of the risk management principles
can be found in Note 2 "OP Financial Group's risk management
principles”.

Risk exposure

OP Financial Group’s risk exposure has remained unchanged.
Risk-bearing capacity is strong and secures conditions for the
Group's business.

The strong risk-bearing capacity and moderate target risk
exposure level maintained the Group's credit risk exposure
stable.

OP Financial Group's funding position and liquidity is good. The
availability of funding has remained good. During the financial
year, OP Financial Group issued long-term bonds worth EUR 6.7
billion (3.3). The loan-to-deposit ratio remained stable during
the financial year.

The Group's market risk decreased during the financial year. The
Group's VaR, a measure of market risk, was EUR 143 million
(160) on 31 December 2019. It includes the balance sheet total
of the insurance institutions, trading, liquidity buffer and the
Group Treasury's interest rate risk exposure.

Market risk VaR at a confidence level of 95%
and a holding period of 10 days
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In the financial year, the operational risk level increased due to
the occurrence of an individual major risk event. Materialised
operational risks resulted in EUR 15 million (6) in gross costs
during the financial year.

Retail Banking and Corporate Banking

Major risks in banking are associated with credit risk arising from
customer business, and market risk.

Credit risk exposure by Banking remained stable and credit risk
remained moderate.

OP Financial Group Retail Banking Corporate Banking

31 Dec 31 Dec 31 Dec 31 Dec 31 Dec 31 Dec
2019 2018 2019 2018 2019 2018
Exposures*, € billion 1181 1101 79.3 741 38.8 36.0
private customer exposure, € billion | 59.9 ‘ 56.4 | 57.7 ‘ 54.5 ‘ 2.2 ‘ 1.9
in the highest borrower grades**, % | 82.7 ‘ 84.7 | 85.2 ‘ 87.0 ‘ 17.6 ‘ 17.8
in other borrower grades (excluding default), % | 16.6 ‘ 14.7 | 142 ‘ 12.3 ‘ 81.6 ‘ 81.6
classified as default, % | 0.6 ‘ | 0.6 ‘ ‘ 0.8 ‘ 0.6
classified as default***, € billion | 04 | 04 | 04 | 03 | 0| 0.0
corporate customer exposure, € hillion | 51.7 ‘ 48.5 | 19.7 ‘ 18.1 ‘ 32.0 ‘ 30.4
in the highest borrower grades**, % | 51.8 ‘ 543 | 37.6 ‘ 383 ‘ 60.6 ‘ 63.8
in other borrower grades (excluding default), %
46.9 4.7 60.5 9.9 38.6 35.7
classified as default, % | 13 | 1.0 | 19 | 19 | 08 | 05
classified as default***, € hillion | 0.6 ‘ 0.5 | 0.4 ‘ 0.3 ‘ 0.3 ‘ 01
other exposures, € billion | 6.7 ‘ 5.2 | 1.9 ‘ 1.5 ‘ 4.6 ‘ 3.7
Doubtful receivables****, € hillion | 31 ‘ 31 | 2.8 ‘ 2.9 ‘ 0.2 ‘ 0.1
Ratio of doubtful receivables to loan and
guarantee portfolio, % 3.2 3.4 41 4.5 0.9 0.6
Ratio of non-performing receivables to loan and
guarantee portfolio, % 1.1 1.0 13 1.3 0.5 0.4
Ratio of performing forborne exposures to loan
and guarantee portfolio, % 2.2 2.4 2.8 3.2 0.4 0.2
Ratio of performing forborne exposures to
doubtful receivables, % 66.5 69.5 68.6 711 42.8 36.6

*Exposures do not include OP Financial Group’s credit institutions with subsidiaries or equity investments. The figures a year ago have been adjusted to be in
accordance with the current monitoring.

**Private customer contracts in borrower grades A+-B-, customer exposures of corporate customers in borrower grades 1-5.5 (IG)

***Private customer contracts in borrower grade F, customer exposures of corporate customers in borrower grades 11-12

****Doubtful receivables refer to receivables that are more than 90 days past due, other receivables classified as risky and forborne receivables due to the
customer’s financial difficulties. Forbearance measures consist of concessions agreed at the customers' initiative to contractual payment terms towards the
customer to make it easier for them to manage through temporary payment difficulties. Performing forborne exposures include forborne exposures
reclassified as performing ones during their probation period or forbearance measures made into a performing agreement. Loan modifications due to
reasons other than the customer's financial difficulties are not classified as doubtful receivables.

*A total of 93.9% of exposures within Renting and Operating of
Residential Real Estate were those by housing companies and 10.0%
were those guaranteed by general government.

**The figures a year ago have been adjusted to be in accordance with
the current monitoring.

No single customer's exposure exceeded 10% of the capital base
after allowances and other recognition of credit risk mitigation.
The capital base covering customer exposure amounted to EUR
11.8 billion (11.4).

The most significant sectors in Retail Banking's interest rate risk measured as the effect of a
corporate and housing company 31 Dec 31 Dec one-percentage point decrease on 12-month net interest
EXposures 2019 2018** income was EUR 40 million (-48) at the end of December.
Renting and operating of Interest income risk is calculated for a one-year period by
residential real estate*, % 181 183 dividing the sum of the interest income risk for the next three
Renting and operating other real years by three. The comparative data has been calculated as the
property, % 10.8 10.0 effect of a one-percentage point interest rate decrease for the
Services, % | 10.6 | 101 next 12-month net interest income.

Other sectors, % | 60.6 | 61.6 o . _

Total, % | 100 100 Deposits within the scope of deposit guarantee (deposit

insurance) managed by OP Financial Group totalled EUR 38.0
billion (36.0) at the end of December. The Deposit Guarantee
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Fund compensates a maximum of EUR 100,000 for each OP
Financial Group customer.

Insurance

Non-life insurance

Major risks within non-life insurance include underwriting risks
associated with claims developments, market risks associated
with investments covering insurance liabilities, a faster-than-
expected increase in life expectancy of the beneficiaries related to
insurance liability for annuities, interest rates used in insurance
liability valuation and the difference between the discount rate
applied to insurance liabilities and market interest rates.

A one-year increase in life expectancy would increase insurance
liability for annuities by EUR 48 million (45). A 0.1 percentage
point decrease in interest rates used in insurance liability
valuation would increase insurance liabilities by EUR 26 million
(23).

No significant changes took place in non-life insurance's
underwriting risks. Non-life insurance's most significant market
risk is associated with increasing insurance liability value and
capital requirement resulting from lower market interest rates.
The non-life insurance discount rate was decreased from 1.5% to
1.0% at the end of November. Derivatives were used to hedge
against interest rate risk associated with non-life insurance
liability. As a result, an item which corresponds to the change in
the discount rate is shown as a positive value change in net
investment income.

The Group still uses bond investments and derivative contracts
to dampen earnings volatility caused by changes in interest rates
used in insurance liability valuation.

The risk exposure of investments was stable during the financial
year. The VaR, a measure of market risk, was EUR 54 million
(50) on 31 December 2019. No major changes took place in the
investment portfolio's asset class allocation. Interest rate
derivatives have been used to hedge against interest rate risk
associated with insurance liability. The portfolio's interest rate
and credit risk remained stable.

Life insurance

The key risks associated with life insurance are the market risks
of life insurance's investment assets, the interest rate used for
the valuation of insurance liabilities and a faster-than-expected
life expectancy increase among those insured.

A one-year increase in life expectancy would increase insurance
liability by EUR 26 million (26). A 0.1 percentage point decrease
in interest rates used in insurance liability valuation would
increase insurance liabilities by EUR 31 million (29).

Investment risks associated with separated insurance portfolios
transferred from Suomi Mutual and risks associated with
changes in customer behaviour have been buffered. The buffer is
sufficient to cover a significant negative return on the investment
assets included in the separate portfolios, after which OP
Financial Group will bear the risks associated with the portfolios.
The buffers totalled EUR 327 million (289) on 31 December
2019.
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The risk exposure of investments was stable during the financial
year. The VaR, a measure of market risk, was EUR 58 million
(56) on 31 December 2019. No major changes took place in the
investment portfolio’s asset class allocation. Interest rate
derivatives have been used to hedge against interest rate risk
associated with insurance liability. The portfolio's interest rate
and credit risk remained stable.

Other Operations

Major risks related to Other Operations include credit and market
risks associated with the liquidity buffer, and liquidity risks. The
most significant market risk factor is the effect of credit spread
changes on the value of notes and bonds included in the liquidity
buffer.

The market risk in proportion to the market value of notes and
bonds in the liquidity buffer (VaR with 95% confidence) remained
stable during the financial year. No major changes occurred in
the asset class allocation.

OP Financial Group secures its liguidity through a liquidity buffer
which consists mainly of deposits with central banks and
receivables eligible as collateral for central bank refinancing. The
liquidity buffer is sufficient to cover the need for short-term
funding for known and predictable payment flows and in a
liquidity stress scenario.

OP Financial Group monitors its liquidity and the adequacy of its
liquidity buffer using, for example, the LCR (Liquidity Coverage
Ratio). According to regulation, the LCR must be at least 100%.
OP Financial Group’s LCR was 141% (143).

OP Financial Group monitors its long-term funding sufficiency,
for example, by means of the Net Stable Funding Ratio (NSFR)
which measures structural funding risk. In regulation, no
minimum requirement for the NSFR has been set as yet. Based
on the present interpretations, OP Financial Group's NSFR was
112% (112).

Liquidity buffer

31 Dec 31 Dec
€ billion 2019 2018 Change, %
Deposits with
central banks 11.9 12.2 -2.5
Notes and bonds
eligible as collateral 111 9.2 20.9
Corporate loans
eligible as collateral 0.0
Total 23.0 21.4 7.6
Receivables
ineligible as
collateral 2.0 1.3 48.9
Liguidity buffer
at market value 25.0 22.7 10.0
Collateral haircut -0.8 -0.7 22.6
Liquidity buffer at
collateral value 24.2 22.0 9.6
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The liquidity buffer comprises notes, bonds and securitised
assets issued by governments, municipalities, financial
institutions and companies all showing good credit ratings.

Credit ratings

Financial assets included in the liquidity buffer by 31 Dec 2019
credit rating on
31 December 2019, € million Rating agency ~ Short-term Outlook Long-term Outlook
134 debt debt
whaar Standard &
—_— . Aad-Aad Poor's A-1+ Stable AA- Stable
mAL-AT Moody's P-1 Stable Aa3 Stable
Baal-Baal
Bl o lower OP Corporate Bank plc has credit ratings affirmed by Standard &
Internally rated Poor's Global Ratings Europe Limited and Moody's Investors
* incl depsaits with the comtral bank Service (Nordics) AB. When assessing OP Corporate Bank's credit

rating, credit rating agencies take account of the entire OP

Financial Group's financial position.
Financial assets included in the liguidity buffer by

maturiyon The credit ratings did not change during the financial year.
31 December 2019, € million

1889 1
2518 R
u1-3yrs
[T
3.200 14,300 ©5 7y
7-10yrs

2689 10- yrs
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Financial performance by segment

OP Financial Group’s business segments are Retail Banking (Banking Private and SME Customers), Corporate Banking (Banking Corporate
and Institutional Customers) and Insurance (Insurance Customers). The health and wellbeing business is included in the Insurance segment.
Non-business segment operations are presented under the Other Operations segment. OP Financial Group prepares its segment reporting
in compliance with its accounting policies.

Retail Banking

®  Earnings before tax amounted to EUR 235 million (421). Excluding the effect of the transfer of earnings-related pension liability,
earnings before tax increased by EUR 13 million.

® Total income increased by 1.4%. Net interest income increased by 4.0% year on year and net commissions and fees by 4.6%.

® Total expenses increased by 18.7% to EUR 1,172 million. Excluding the effect of the transfer of earnings-related pension liability in
2018, expenses decreased by 1.2% and personnel costs were EUR 426 million (424). Depreciation/amortisation and impairment loss
decreased by 34.7%; the figure a year earlier included EUR 45.6 million in impairment write-downs. Other operating expenses
increased by 2.0% due to ICT costs and higher volumes.

®  The loan portfolio increased by 4.7% and the deposit portfolio by 7.2%.

® Impairment loss on receivables were EUR 36 million (33). Non-performing receivables accounted for 1.3% (1.3) of the loan and
guarantee portfolio.

®  The most significant Retail Banking development investments involved the upgrades of payment and finance systems.

Key figures and ratios

€ million Q1-4/2019 Q1-4/2018 Change, %
Net interest income 922 886 4.0
Net commissions and fees | 708 | 677 4.6
Net investment income | -17 | 9 -286.0
Other income | 43 | 62 -303
Total income | 1,657 | 1,635 1.4
Personnel costs (excl. transfer of earnings-related pension liability) | 426 | 424 0.4
Transfer of statutory earnings-related pension liability | | -199
Depreciation/amortisation and impairment loss | 55 | 84 -34.7
Other operating expenses | 692 | 678 2.0
Total expenses | 1172 | 987 18.7
Impairment loss on receivables | -36 | -33 -
OP bonuses to owner-customers | -214 | -194 -
Earnings before tax | 235 | 421 -44.2
I I
Cost/income ratio, % | 707 | 60.4 10.3*
Ratio of non-performing receivables to loan and guarantee portfolio, % | 1.3 | 13 0.0*
Return on assets (ROA), % | 0.24 | 0.43 -0.20*
Return on assets, excluding OP bonuses, % | 0.45 | 0.63 -0.19*
I I
€ million | |
Home loans | 7,799 | 7,633 2.2
Corporate loans | 2,729 | 2,335 16.9
No. of brokered residential property and property transactions | 12,139 | 12,158 -0.2
I I
€ billion | 31Dec2019 | 31 Dec 2018 Change, %
Loan portfolio I I
Home loans | 396 | 386 2.6
Corporate loans | 8.1 | 7.4 9.2
Housing company and other loans | 20.4 | 191 7.2
Total loan portfolio | 68.1 | 65.0 4.7
Guarantee portfolio | 08 | 0.6 21.4
I |
Deposits | |
Current and payment transfer | 35.4 | 32.6 85
Investment deposits | 19.0 | 181 4.8
Total deposits | 54.4 | 50.8 7.2

*Change in ratio

23



@ or

OP Financial Group's Retail Banking segment consists of banking
and asset management services for private and SME customers
at OP cooperative banks and at the central cooperative
consolidated.

The loan portfolio grew by 4.7% to EUR 68.1 billion. In January—
December, new home loan drawdowns increased by 2.2% year
on year. The home loan portfolio grew by 2.6% to EUR 39.6
billion. Customers showed continued interest in protecting home
loans and housing company loans against risks. At the end of the
financial year, 24.5% (20.1) of private customer home loans were
covered by interest rate protection.

The corporate loan portfolio grew strongly despite the weaker-
than-average economic growth. The portfolio increased by 9.2%
to EUR 8.1 billion.

The deposit portfolio grew by 7.2% to EUR 54.4 billion. Most of
this increase came from current and payment transfer accounts,
but also from investment deposits, with household deposits
showing the strongest growth. Following a strong growth rate in
the first half of 2019, the growth in corporate customer deposits
continued to level off.

The aggregate number of investor and saver customers grew by
almost 34,000 in the financial year, totalling around 829,000 on
31 December 2019.

In the fourth quarter, the volume of homes and real property
sold and bought through the OP Koti real estate agents
increased by 3.5% year on year. The volume of transactions
brokered in January-December remained at the previous year’s
level.

OP has been involved in developing a digital platform for selling
and purchasing a home (DIAS), together with other banks, real
estate businesses, a technology firm and authorities. The
digitalisation of the system for selling and purchasing housing
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company shares started in the beginning of 2019 and will
progress in stages. At the end of the year, housing company
shares were bought and sold digitally on a daily basis.

An extensive PSD2 regulatory changes project was completed
during the financial year. This included the implementation of
external account and payment interfaces and changes in strong
electronic authentication. Furthermore, OP Financial Group’s card
renewals progressed as planned.

Earnings

Retail Banking earnings before tax were EUR 235 million (421).
As a result of an increase in the loan portfolio and a decrease in
funding costs, net interest income grew hy 4.0% to EUR 922
million (886). Net commissions and fees rose by 4.6% to EUR
708 million (677). Net investment income and other income
decreased year on year. Income increased by a total of 1.4%.

Total expenses increased by 18.7% to EUR 1,172 million (987).
Excluding the effect of the transfer of earnings-related pension
liability, which was carried out in 2018, total expenses decreased
by 1.2%. Comparable personnel costs totalled EUR 426 million,
remaining at the previous year's level (424).
Depreciation/amortisation and impairment loss decreased by
34.7%; the figure a year earlier included EUR 45.6 million in
impairment write-downs. Other operating expenses increased by
2.0% to EUR 692 million (678). Other operating expenses were
increased by a 17-million euro rise in ICT costs. The EU stability
contribution decreased by EUR 2 million year on year. The
cost/income ratio was 70.7% (60.4).

Impairment loss on receivables increased to EUR 36 million (33).
Non-performing receivables accounted for 1.3% (1.3) of the loan
and guarantee portfolio.
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Corporate Banking

®  FEarnings before tax amounted to EUR 3171 million (408). Excluding the effect of the transfer of earnings-related pension liability,
earnings before tax decreased by EUR 65 million.

®  Total income decreased by 1.4%. Net interest income increased by 9.6% and net commissions and fees decreased by 3.3%. Net
investment income fell by 27.6% as result of changes in the valuation models of derivatives, CVA valuation and lower capital gains than
a year ago.

Total expenses increased to EUR 277 million (232). Other operating expenses rose by 9.5% due to higher ICT costs.
The loan portfolio increased by 6.2% and the deposit portfolio decreased by 0.3%. Assets under management increased by 12.2%.

® |mpairment losses amounted to EUR 51 million (12). Non-performing receivables accounted for 0.5% (0.4) of the loan and guarantee
portfolio.

®  The most significant Corporate Banking segment’s development investments involved the upgrades of payment, finance and asset
management systems.

Key figures and ratios

€ million Q1-4/2019 Q1-4/2018 Change, %
Net interest income 383 350 9.6
Net commissions and fees | 125 | 130 -3.3
Net investment income | 119 | 165 -27.6
Other income | 27 | 20 34.7
Total income | 655 | 664 1.4
Personnel costs (excl. transfer of earnings-related pension liability) | 76 | 77 -2.0
Transfer of statutory earnings-related pension liability | | -32
Depreciation/amortisation and impairment loss | 20 | 21 -3.7
Other operating expenses | 182 | 166 9.5
Total expenses | 277 | 232 19.7
Impairment loss on receivables | -51 | -12 -
OP bonuses to owner-customers | -16 | -14 -
Earnings before tax | 311 | 408 -23.8
| |
Cost/income ratio, % | 42 3| 34.9 -7.5%
Ratio of non-performing receivables to loan and guarantee portfolio, % | | 0.4 0.1*
Return on assets (ROA), % | 0. 85 | 1.43 -0.58*
Return on assets, excluding OP bonuses, % | 0.90 | 1.47 -0.57*
| |
€ billion | 31Dec2019 | 31 Dec 2018 Change, %
Loan portfolio | |
Corporate loans | 145 | 13.8 51
Housing company and other loans | 9.2 | 8.5 8.2
Total loan portfolio | 23.7 | 22.3 6.2
| |
Deposits | 11.2 | 11.2 -0.3
| |
Assets under management (gross) | |
Mutual funds | 256 | 227 131
Institutional clients | 22 5| 215 48
Private Banking | | 7.6 30.6
Total (gross) | 58 0| 51.7 12.2
| |
€ million | Q1-4/2019 | Q1-4/2018 Change, %
Net inflows | |
Private Banking clients | 49 | 67 -26.0
Institutional clients | -49 | 363 -
Total | 1 | 430 -99.8

*Change in ratio
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OP Financial Group's Corporate Banking segment consists of
banking and asset management services for corporate and
institutional customers. The segment comprises OP Corporate
Bank plc’s banking, OP Asset Management Ltd, OP Fund
Management Company Ltd and OP Property Management Ltd.

The loan portfolio grew by 6.2% to EUR 23.7 billion. The deposit
portfolio decreased by 0.3% to EUR 11.2 billion. Demand for
capital market products increased from the previous year.

The most significant Corporate Banking development
investments involved the upgrades of payment, finance and asset
management systems. During the financial year, OP expanded
the OP Car Finance service to also cover car sales between
consumers. OP Car Finance is granted by OP Corporate Bank plc.

In April, OP introduced incoming SEPA instant credit transfers to
its customers that enable them to receive real-time SEPA instant
credit transfers from other financial institutions within the SEPA.
In October, OP began to offer its customers both incoming and
outgoing real-time SEPA instant credit transfers. The change will
be carried out in stages in different channels.

In November, OP Corporate Bank plc was ranked the best bank
in the Corporate Banking 2019 Finland survey conducted by
Prospera among the mid-size companies category or those with
net sales of EUR 0.5-1.5 bhillion.

In November, The Banker again rated OP as the number one
bank in Finland in its Bank of the Year 2019 competition.

Within asset management, net assets inflow decreased year on
year, to EUR 1 million. Assets under management increased by
12.2% to EUR 58.0 hillion. Assets under management included
about EUR 11 billion (11) in assets of the companies belonging
to OP Financial Group.

During the financial year, the number of OP Mutual Fund
unitholders increased in gross terms by about 71,000, to
849,000 unitholders. The Morningstar rating for OP Mutual
Funds was 3.21 (3.04).

Investors have shown increasing interest in sustainability themed
funds. During the financial year, OP and Finnfund announced
that they would establish Finland’s first global impact fund
investing in emerging markets. OP Finnfund Global Impact Fund |
will promote the achievement of the UN Sustainable
Development Goals in a measurable way.
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Earnings

Corporate Banking earnings before tax were EUR 3171 million
(408). Total income amounted to EUR 655 million (664) and
total expenses to EUR 277 million (232). Excluding the effect of
the transfer of earnings-related pension liability, total expenses
increased by EUR 13 million to EUR 277 million. The
cost/income ratio weakened to 42.3% (34.9). Mainly as a result of
an increase in the loan portfolio, net interest income grew hy
9.6% to EUR 383 million.

Net commissions and fees totalled EUR 125 million (130). Asset
management net commissions and fees accounted for 0.18% of
the gross amount of the assets under management. A decrease
in other net commissions and fees is mainly due to OP Financial
Group’s internal charges.

Corporate Banking segment’s net commissions and fees

€ million Q1-4/2019 | Q1-4/2018  Change, %
Mutual funds 105 103 1.4
Asset management | 24 | 21 4.2
Other -4 | 5 -
Total | 125 | 130 -33

Net investment income fell by 27.6% to EUR 119 million. Net
investment income a year ago was increased by EUR 15 million
in a non-recurring capital gain. CVA valuation weakened
earnings by EUR 12 million whereas a year ago it improved
earnings by EUR 9 million. Changes made in the valuation
models of derivatives reduced net investment income by EUR 25
million.

Total expenses increased to EUR 277 million (232). Excluding
the effect of the transfer of earnings-related pension liability,
personnel expenses decreased by EUR 2 million to EUR 76
million. A year ago, the transfer of the earnings-related pension
liability improved earnings before tax by EUR 32 million. Other
operating expenses increased by 9.5% to EUR 182 million. ICT
costs increased by EUR 19 million.

Impairment loss on receivables was EUR 51 million (12). Non-
performing receivables accounted for 0.5% (0.4) of the loan and
guarantee portfolio.
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Insurance

®  Earnings before tax amounted to EUR 373 million (260), improved by higher net investment income.

® |nsurance premium revenue by non-life insurance increased by 0.9% (excluding the Baltic business sold in 2018, it increased by 4.0%).
The non-life insurance discount rate was decreased from 1.5% to 1.0%, which reduced net insurance income by EUR 136 million.

® |nvestment income totalled EUR 331 million (92), including the overlay approach. Net return on investments at fair value reported by
non-life insurance was EUR 96 million (14) and that by life insurance EUR 72 million (53).

®  The operating combined ratio was 92.7% (92.0) and operating risk ratio 65.1% (64.5). The operating cost ratio was 27.7% (27.4).
® |In life insurance, unit-linked insurance savings increased by 10.7% to EUR 10.9 billion.
®  Development investments focused on development of electronic services and the core system upgrade.

Key figures and ratios

€ million Q1-4/2019 Q1-4/2018 Change, %
Insurance premium revenue 1,479 1,466 0.9
Claims incurred | 1,077 | 917 17.4
Life insurance, net risk results | 29 | 29 0.0
Net insurance income | 431 | 578 -25.4
Life insurance, net commissions and fees | 135 | 115 181
Non-life insurance, net commissions and fees | -49 | -50 -1.7
Health and wellbeing, net commissions and fees | 13 | 11 18.0
Net commissions and fees | 99 | 75 31.2
Net investment income | 435 | 63 589.9
Other net income | 4 | 14 -71.3
Total income | 969 | 730 32.8

Personnel costs (excl. transfer of earnings-related pension
liability) 133 130 1.9

Transfer of statutory earnings-related pension liability | | -3
Depreciation/amortisation and impairment loss | 71 | 89 -201
Other operating expenses | 269 | 263 2.2
Total expenses | 473 | 480 -1.3
OP bonuses to owner-customers | -19 | -18 -
Temporary exemption (overlay approach) | -104 | 29 -457.9
Earnings before tax | 373 | 260 431
I |
Return on assets (ROA), % | 1.29 | 0.91 0.38*
Return on assets, excluding OP bonuses, % | 1.36 | 0.98 0.38*
Operating combined ratio (non-life), % | 92.7 | 92.0
Operating risk ratio (non-life), % | 651 | 64.5
Operating cost ratio (non-life), % | 27.7 | 27.4
Operating ratio (life), % | 355 | 36.4
*Change in ratio
OP Financial Group’s Insurance segment comprises life and non- Key development investments focused on the development of
life insurance plus the health and wellbeing business. The electronic transaction and purchase services, the conversion of
segment includes Pohjola Insurance Ltd, A-Insurance Ltd, OP the separated individual life insurance portfolio into a new
Life Assurance Company Ltd and Pohjola Hospital Ltd. management system and the non-life insurance core system
Eurooppalainen Insurance Company Ltd merged into Pohjola upgrade initiated. A new 24/7 emergency service for managing
Insurance Ltd on 31 October 2019. comprehensive motor vehicle insurance losses was launched for
motor vehicle insurance policyholders. The Insurance segment
OP Financial Group adopted the Pohjola brand in its non-life actively further developed and rejuvenated electronic services,
insurance business from 1 June 2019 when the business name investment products and savings products for saving through
of OP Insurance Ltd was changed to Pohjola Insurance Ltd. At insurance.
the same time, the business name of Pohjola Health Ltd was
changed to Pohjola Hospital Ltd. Unit-linked insurance savings increased by 10.7% to EUR 10.9

billion, as a result of the favourable value performance of assets.
Net assets inflow of unit-linked insurance contracts amounted to
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EUR —-278 (434) million. The amount of life insurance surrenders
was exceptionally high as customers prepared for the
amendments to the Income Tax Act effective on 1 January 2020.

Pohjola Hospital has sharpened its strategy and will focus on
orthopaedics and sports clinic activities. As part of this change,
Pohjola Hospital sold its occupational healthcare service business
to Mehilainen on 1 June 2019.

Customers have been satisfied with services provided by Pohjola
Hospital. Among surgery customers, the NPS figure was 97 (96)
in January—December.

Earnings

Earnings before tax amounted to EUR 373 million (260). Net
insurance income totalled EUR 431 million (578). The non-life
insurance discount rate was decreased from 1.5% to 1.0%, which
reduced net insurance income by EUR 136 million. Derivatives
were used to hedge against interest rate risk associated with
non-life insurance liability. As a result of this, an item, which
corresponds to the change in the discount rate is shown as a
positive value change in net investment income. The figure a
year ago included EUR 16 million in net insurance income of the
sold Baltic business.

Non-life insurance premium revenue

€ million Q1-4/2019 | Q1-4/2018  Change, %
Private Customers 826 798 3.6
Corporate Customers | 653 | 624 4.6
Baltics | - | YA _
Total | 1,479 | 1,466 0.9

Insurance premium revenue from both private and corporate
customers increased in non-life insurance. It increased by 4.0%,
excluding the sold Baltic business included in the figure a year
ago.

Claims incurred, excluding the reduction in the discount rate and
the Baltic figures, increased by 5.6%. The reported number of
new large claims under property and business liability insurance
(in excess of EUR 0.3 million) amounted to 87 (96) in January—
December, with their claims incurred retained for own account
totalling EUR 80 million (107). Changes in the provision for
outstanding claims under statutory pensions reduced earnings by
EUR 4 million (1).

Changes in claims for previous years, excluding the effect of the
discount rate change, improved the balance on technical account
by EUR 24 million (42). The non-life insurance operating risk
ratio excluding indirect loss adjustment expenses was 65.1%
(64.5).

Net commissions and fees rose by 31.2% to EUR 99 million. Life
insurance commissions and fees increased as a result of
performance-based fees paid on net investment income shown
on separated balance sheets.
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Investment income

€ million Q1-4/2019 | Q1-4/2018
Comprebensive moome. a7 107
At fair value through profit or loss | 389 | -8
Amortised cost | 1 | 7
Life insurance items* | -161 | -39
Unwinding of discount (non-life) | -27 | -28
Associated companies | 17 | 24
Net investment income | 435 | 63
Temporary exemption | -104 | 29
Total | 33 92

In capital markets, 2019 was a very good year. Investment
income totalled EUR 331 million (92), including the overlay
approach. Capital gains on investment amounted to EUR 90
million (=5) in non-life insurance and to EUR 96 million (=3) in
life insurance.

Interest rate risk associated with insurance liability has been
hedged through supplementary interest rate provisions and
interest rate derivatives. The net change in the short-term life
insurance supplementary interest rate provision decreased
earnings by EUR 2 million. In the previous year, the net change
in the short-term supplementary interest rate provision
improved earnings by EUR 43 million. Accrued supplementary
interest rate provisions related to insurance liahilit