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CORPORATE GOVERNANCE STATEMENT 2018

The governance of SATO Corporation
(hereinafter “SATO" or “the Company") is
based on Finnish legislation and SATO's
articles of association. The Company also
complies with the Corporate Governance
Code issued in 2015, issued by the Finnish
Securities Market Association and SATO's
internal instructions. The Corporate
Governance Code is available on the website
of the Finnish Securities Market Association
www.cgfinland.fi.

SATO's shares are not publicly listed. SATO
has issued corporate bonds, which are listed
on the Helsinki stock exchange or Irish stock
exchange, and the Company complies with
their rules and regulations for listed bonds as
well as EU's Market Abuse Regulation, securi-
ties markets legislation and the regulations of
supervisory authorities.

SATO draws up its consolidated financial state-
ments as well as interim reports and half year
financial reports in accordance with internation-
al, IFRS reporting standards approved in EU.
The report of the Company's Board of Directors
and the parent company's financial statements
have been drawn up in accordance with Finnish
accounting legislation. An independent external
appraiser gives a statement about the values

of SATO's housing portfolio and building land
inventory and the appropriateness of the meth-
ods used to assess them.

This report is being published separately from
the annual report of the Board of Directors.

GOVERNING BODIES

The authority and governance of the Company
are divided among the annual general meeting,
the Board of Directors, and the President and
CEO. The President and CEO implements the
operative business with the assistance of the
Corporate Management Group. Internal audit sub-
ordinate to the Board of Directors is responsible
for internal auditing and auditors are responsible
for the external auditing.

The general meeting

The general meeting of the shareholders is SATO's
supreme decision-making body. The annual
general meeting is to be held once a year within
six months of the end of the financial year. An
extraordinary general meeting is held when it is
necessary according to the consideration of the
Board of Directors or the Finnish Limited Liability
Companies Act.

The annual general meeting decides on the mat-
ters due to it under the Finnish Limited Liability
Companies Act and the articles of association.
These include the adoption of the Company's
financial statements and consolidated financial
statements, the use of profit indicated on the
balance sheet, discharging the members of the
Board of Directors and the President and CEO
from liability, electing the members and Chair of
the Board of Directors and an auditor, and deter-
mining the remuneration to be payable to them.
The meeting may also handle other matters to
be dealt with at a general meeting in accordance
with the Finnish Limited Liability Companies Act,
such as share issues, acquisition of the Company's

/ GOVERNANCE / FINANCIAL STATEMENTS

Corporate governance statement

MANAGEMENT

SHAREHOLDERS' NOMINATION COMMITTEE

ANNUAL GENERAL MEETING

BOARD OF DIRECTORS

Nomination and

Audit Committee Remuneration Committee

PRESIDENT AND CEO

The Group's management team

RELATED-PARTY

INSIDER MANAGEMENT TRANSACTIONS

Auditing

Internal
audits

Internal
control,

risk manage-
ment

Annual Report and Sustainability Report 2018 86


https://cgfinland.fi/

THE YEAR 2018 / OPERATING ENVIRONMENT AND STRATEGY / OUR BUSINESS OPERATIONS / THE SUSTAINABLE SATO / GRI

own shares and amendments to the articles of
association. The meeting also deals with matters
which a shareholder has requested to be dealt
with at a general meeting in accordance with the
Finnish Limited Liability Companies Act.

SATO has a single series of shares. Each share

confers entitlement to one vote at a general meet-

ing. Entitlement to attend the general meeting
is held by a shareholder who has been entered
in the register of shareholders maintained by
Euroclear Finland eight working days before the
general meeting. The Finnish Limited Liability

Companies Act also contains regulations concern-

ing nominee-registered shareholders.

In order to ensure the dialogue between
shareholders and Company bodies and to

fulfil shareholders' entitlement to ask questions,
the President and CEO, Chair of the Board of
Directors and the Board members must attend
the general meeting. Persons proposed as Board
members must be present at a general meeting
deciding on their election.

The Company's annual general meeting was

held on 23 March 2018. A total of 16 shareholders
attended the meeting, representing 96.17 per cent
of the Company's shares and votes. The minutes of
the annual general meeting can be found on the
Company's website, https://www.sato.fi/en/sato-
company/general-meeting-of-shareholders.

Shareholders' Nomination Committee

On 3 March 2015, the annual general meeting
decided to establish a shareholders' Nomination
Committee and approved its rules of procedure.

The Committee's task is to prepare proposals
concerning the Board's composition and the re-
muneration of its members to the annual general
meeting. The committee’s rules of procedure can
be found on the Company's website https://www.
sato.fi/en/sato-company/rules-of-procedure.

The Committee's term of office begins in October
each year, when the largest shareholders have
nominated their representatives, and ends at the
closing of the next annual general meeting. A
shareholder shall name as a member of the Com-
mittee a person independent of the Company.

The shareholders' Nomination Committee consists
of the representatives of SATO's four largest
shareholders, which have been registered in the
book-entry system on 1 October and which accept
the position. If a shareholder does not use its right
of nomination, the right transfers to the next larg-
est shareholder. The fourth largest shareholder of
the Company, State Pension Fund, has not used
its nomination right so the nomination right has
transferred to the fifth largest shareholder, Finnish
Construction Trade Union.

The Chair of the Company's Board of Directors
serves as a specialist member of the Committee.
The Committee elects one of its members to
serve as Chair.

The representatives of the following sharehold-
ers have been nominated as members of the
Committee: Balder Finska Otas AB (Erik Selin,
chairman), Stichting Depositary APG Strategic
Real Estate Pool (Hans Spikker), Elo Mutual
Pension Insurance Company (Hanna Hiidenpalo)

and Finnish Construction Trade Union (Matti
Harjuniemi).

Board of Directors

The general meeting elects between five and nine
members of the Board of Directors and one mem-
ber of the Board of Directors to serve as Chair of
the Board. The Board of Directors elects one of its
members to serve as Deputy Chair. The term of
office of the members of the Board of Directors
lasts until the closing of the annual general meet-
ing following the one at which they were elected.
The majority of the Board of Directors must be
independent of the Company. At least two Board
members who are independent of the Company
must also be independent of significant share-
holders in the Company. The Board of Directors
assesses the independence of its members and
declares which of the members of the Board of
Directors are considered independent of the Com-
pany, and which independent of the significant
shareholders.

The annual general meeting on 23 March 2018
elected seven members to the Board of Directors.
All the elected members also acted as members of
the Board prior to the annual general meeting. The
shareholdings of the members of the Board are
presented as on 31 December 2018.

Elected as chairman of the Board of Directors

was Erik Selin, degree in business economics

b. 1967, Managing Director, Fastighets Ab Balder

Swedish citizen

* no shareholdings

* no SATO-shareholdings in by Erik Selin
controlled corporations
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e Erik Selin owns 57,210,900 B-shares and
8,309,328 A-shares in Fastighets AB Balder
which represents 36.4% of the share capital
and 49.9% of votes. Erik Selin is the mem-
ber of the Board of Directors and CEO in
Fastighets AB Balder. Fastighets AB Balder
is the ultimate parent company of SATO
Corporation.

Elected as members of the Board of Directors were

Marcus Hansson, M.Sc. (Econ)

b. 1974, CFO, Fastighets Ab Balder

Swedish citizen

* no shareholdings

* no SATO-shareholdings in by Marcus Hansson
controlled corporations
* Marcus Hansson owns 156,500 B-shares in

Fastitghets AB Balder.

Jukka Hienonen, M.Sc. (Econ.)

b. 1961, professional board member

Finnish citizen

* no shareholdings

* no shareholdings in controlled corporations

Esa Lager, LL.M., M.Sc. (Econ.)

b. 1959, professional board member

Finnish citizen

* no shareholdings

* no shareholdings in controlled corporations

Tarja Pagkkonen, D.Sc. (Corporate strategies),
M.Sc. (Construction)

b. 1962, professional board member

Finnish citizen

* no shareholdings

* no shareholdings in controlled corporations
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Johannus (Hans) Spikker, Economic Geography,
University of Amsterdam

s. 1959, Senior Portfolio Manager Real Estate
Europe, APG Asset Management, The Netherlands
Dutch citizen

* no shareholdings

* no shareholdings in controlled corporations

Timo Stenius, M.Sc. (Constr. Eng.),

b. 1956, Director, Unlisted investments (real estate,
infrastructure, private equity and private debt

Elo Mutual Pension Insurance Company

Finnish citizen

* no shareholdings

* no shareholdings in controlled corporations

The Board of Directors elected Jukka Hienonen as
its Deputy Chair.

All Board members are independent of the Com-
pany, and Jukka Hienonen, Esa Lager and Tarja
Pagkkdnen are also independent of the significant
shareholders.

The Company's Board of Directors is responsible
for the proper organisation of the Company's
governance and its operations. It is the duty of the
Board of Directors to promote the interests of the
Company and all its shareholders.

In 2018, the Board of Directors convened on nine
meetings. An average of 90.5 per cent of the
members of the Board of Directors attended the
Board meetings. Members of the Board of Direc-
tors participated in the meetings as follows: Erik
Selin 9/9, Marcus Hansson 8/9, Jukka Hienonen 8/9,
Esa Lager 7/9, Tarja Paskkdnen 9/9, Hans Spikker
7/9 and Timo Stenius 9/9.

SATO's Board of Directors has confirmed the

rules of procedure applied to the duties, meeting
procedures and decision-making practices of

the Board of Directors. These rules of procedure
are explained on the Company’s website, https://
www.sato.fi/en/sato-company/rules-of-proce-
dure. In addition to matters for decision, the
Board of Directors receives up-to-date information
on the Company's operations, financial position
and risks at its meetings.

In addition to the duties specified by the Com-

panies Act, the Board of Directors decides on

matters which, taking into account the extent and

size of the Group's operations, have considerable

importance for the Group's business. The duties

of the Board of Directors include the following:

* confirmation of the Group's business strategy
and monitoring its implementation

* confirming and monitoring the annual budget
and the business plan

« dealing with the financial statements and
report of the Company's Board of Directors
as well as the interim reports and half year
financial reports

¢ confirming the Company’s dividend policy

e organization and supervision of risk manage-
ment, internal control and internal audit

¢ decisions regarding SATO Group's financing

« decisions on significant investments and
divestments.

The Board of Directors also appoints and dismiss-
es the Company’s President and CEO and, when
necessary, his/her deputy, as well as the mem-
bers of the Corporate Management Group, and
determines the terms of their employment and of

their term of office as well as their remuneration
schemes.

The Board of Directors performs an annual, inter-
nal self-assessment of its activities and its working
methods. The purpose of the self-assessment

is to verify how the Board's activities have been
performed during the year and to serve as a basis
for assessing the Board's method of operating.

Diversity of the Board of Directors

The diversity of the Board of Directors supports
the Company’s business and its development.
Diversity strengthens the work of the Board of
Directors by emphasising the views of people
of different ages, different educational back-
grounds and different experience concerning the
Company's development and the steering of its
operations. Diversity increases open discussion
and strengthens the decision-making of the
Board members.

While preparing a proposal for the annual gen-
eral meeting concerning the number of Board
members and the persons to be elected as mem-
bers and Chair the Nomination Committee must
take into account the requirement for diversity.
The Committee must evaluate the requirements
set for the competence of Board members in any
given situation in the Company and must also
evaluate the experience of the Board members,
their knowledge of SATO's business, education
and distribution of age and gender. A member
of the Board of Directors must have the possibil-
ity to spend sufficient time on Board work. The
number of Board members must be a sufficient.
Board members must have different skills to sup-

/ GOVERNANCE / FINANCIAL STATEMENTS
Corporate governance statement

port the implementation of the Company's cur-
rent strategic targets. To support and challenge
SATO's management from various perspectives is
also one of the Board’s key tasks.

The requirement for diversity has been imple-
mented in the composition of SATO's Board

of Directors. The education and experience of
the members of SATO's Board supplement and
support that of other members. Each member of
Sato's Board has a degree in technology, in busi-
ness or economics or a Master of Laws degree.
Board members have experience in management
functions and board memberships in signifi-
cant companies and of companies operating
internationally. A wide experience in housing
investment, financing and consumer business is
represented in SATO’s Board. Both genders are
represented on the Board of Directors and the
span of ages ranges from 44 to 62. The term

of office of the Board members has lasted four
years on average.

The committees of the Board of Directors
At the organisational meeting held after the
annual general meeting, the Board of Directors
appoints annually an Audit Committee and a
Nomination and Remuneration Committee.

The Audit Committee and the Nomination and
Remuneration Committee comprise three to five
members elected by the Board of Directors,
one of whom serves as Chair.

The Board of Directors has confirmed the rules of
procedure for the committees. The committees
have no independent decision-making authority.
Their mission is to prepare matters for decision
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by the Board of Directors and the annual
general meeting and they report constantly

on their actions to the Board of Directors. The
rules of procedure can be seen on the SATO's
website https://www.sato.fi/en/sato-company/
rules-of-procedure.

Serving on the Audit Committee in 2018 were
Marcus Hansson as Chair and members Esa Lager,
Hans Spikker and Timo Stenius. All members have
been independent of the Company. Esa Lager is
also independent of the significant shareholders.
An average of 90 per cent of the members of the

Audit Committee attended the committee meetings.

Members of the Audit Committee participated in
the meetings as follows: Marcus Hansson 5/5, Esa
Lager 4/5, Hans Spikker 4/5 and Timo Stenius 5/5.

Serving on the Nomination and Remuneration
Committee in 2018 were Chair Erik Selin and
members Jukka Hienonen and Tarja Paskkénen.
All the members are independent of the Compa-
ny and Tarja Pagkkénen and Jukka Hienonen are
also independent of the significant shareholders.
The members of the committee attended all the
committee meetings, three meetings in the total.

President and CEO

The President and CEOQ is responsible for
managing the Group's business operations, their
planning, and the attainment of its goals. He/
she is responsible for preparing matters for the
Board of Director’s attention and for executing the
decisions of the Board. The President and CEO

is responsible for the ongoing management of
the Company in accordance with the rules and
regulations supplied by the Board of Directors.

The President and CEO serves as Chair of the
Corporate Management Group.

The Board of Directors appoints and discharges
the Company's President and CEO.

SATO's President and CEOQ is Saku Sipola (b.
1968), M.Sc. (Tech.) as of year 2015.

The Corporate Management Group

The Corporate Management Group assists the
President and CEO in the planning and manage-
ment of operations and decision-making. The
Corporate Management Group deals with all key
issues for the management of SATO Group, such
as matters related to the strategy, budgeting,
investments, business planning, and financial
reporting. The Corporate Management Group's
duties include the implementation of the deci-
sions of the Board of Directors under the lead-
ership of the President and CEO. The Corporate
Management Group has no authority under law
or the articles of association; it serves as a body to
assist the President and CEO. The shareholdings
of the members of the Corporate Management
Group are presented as on 31 December 2018.

In 2018, the Corporate Management Group
has consisted of

Saku Sipola, President and CEO, Chair of

the Management Group

b. 1968, M.Sc. (Tech.)

* no shareholdings

* no shareholdings in controlled corporations

Antti Aarnio, Vice President, Investments
b. 1972, M.Sc. (Tech.)

* no shareholdings
* no shareholdings in controlled corporations

Monica Aro, Vice President, Development
(until 31 August 2018)

b. 1954, B.Sc. (Econ.), LL.M., MBA

* shareholdings 44,000 shares

* no shareholdings in controlled corporations

Antti Asteljoki, Vice President,

Rental Housing Business

b. 1974, M.Sc. (Econ.)

* no shareholdings

* no shareholdings in controlled corporations

Miia Eloranta, Director, Marketing and
Communications

b. 1973, M.Pol.Sc.

* no shareholdings

* no shareholdings in controlled corporations

Markku Honkasalo CFO

b. 1964, LLM., eMBA

* no shareholdings

* no shareholdings in controlled corporations

The Corporate Management Group convenes
once in two weeks and in addition when nec-
essary. Also the General Counsel; VP, Human
Recourses and Director, Digital Services attend
the meetings. The focus areas of the Corporate
Management Group were in year 2018 occupa-
tional health and safety as well as development
of digital operational environment. The Corporate
Management Group convened 33 times in 2018.
In addition, management groups operate in
different areas of business and financing having
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focus on the monitoring, development and super-
vision of its own field of business.

DESCRIPTION OF THE PROCEDURES
FOR INTERNAL CONTROL AND

THE MAIN FEATURES OF RISK
MANAGEMENT SYSTEMS

Internal control

The aim of internal control is to help to verify the
efficiency, productiveness and reliability of the
Group's operations, and to confirm the compli-
ance of operations with the law and other regu-
lations. In addition, SATO's activities are steered
by SATO's internal instructions such as Code

of Conduct. SATO's priority is that each person
working for SATO Group is acquainted with rules
and regulations regarding his/her own tasks and
follows them. SATO organizes regularly training
about internal instructions and it is an essential
part of introduction for work.

The Group's internal control systems serve i.a.

to verify that the financial reports issued by the
Company give essentially correct information on
the financial standing of the Group. The Group
has determined for the key spheres of its opera-
tions Group-wide principles which form the basis
for internal control. Each of SATO's units has its
own controller function to assure that the financial
reporting meets with Group’s instructions.

Responsibility for the arrangement of internal con-
trol is held by the Board of Directors and by the
President and CEO who implement the resolutions
of the Board. Each member of the Board of Direc-
tors is sent a monthly report on the Group's finan-
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cial position and operating environment. The Audit
Committee of the Board of Directors oversees the
effectiveness of internal control and the accuracy
of the financial reporting. Responsibility for the
performance of internal control is held by the op-
erational organisation of the entire Group, in such
a way that each Group employee is responsible to
his or her supervisor at all times for the supervision
of his or her sphere of responsibility.

The content of the reporting process and com-
pliance with regulations are the responsibility of
the Group's financial administration. The Group’s
financial reporting process complies with the
Group's operational guidelines and process
descriptions as well as control measures for
ensuring the quality of reporting. The controls on
the reporting process have been specified on the
basis of a control risk assessment matrix for the
process. The types of controls are, for example,
system controls, specifications, or audits or actions
carried out by management or another party.
Responsible parties have been allocated for con-
trols which are in charge of the implementation
and effectiveness of the controls.

The interpretation and application of accounting
standards has been consolidated in the hands
of the Group's financial administration, which
maintains operating guidelines on financial re-
porting, process descriptions, calculation manuals
and control mechanism descriptions, and which
attends to the associated in-house communica-
tions. The Group's financial administration also
oversees compliance with these instructions and
procedures. The monitoring of the budgeting
and reporting processes is based on the Group's

reporting principles, for which the definition and
centralised maintenance is the responsibility of
the Group’s financial administration. The principles
are applied uniformly throughout the Group and a
standardised Group reporting system is in use.

Risk management

SATO's risk management is based on the risk
assessment embodied in the strategic and annual
planning process. Risk assessment also covers the
risks of the financial reporting process. Business
risks are categorised as strategic and operative
risks as well as financing and market risks. The
controls on the financial reporting process are
specified on the basis of a separate survey of
reporting process risks.

Responsibility for the arrangement of risk
management is held by the Company's Board of
Directors and the CEO. The internal audit and
internal control support the Board of Directors in
performing its duty of supervision. The mission
of the Audit Committee is to assess the adequacy
and appropriateness of risk management pro-
cesses and risk management. The Audit
Committee reports to the Board of Directors,
which supervises the risk management.

Internal audit

Internal audit supports the Board of Directors

in performing its duty of supervision. Internal
audit acts in accordance with the annual plan
approved by the Audit Committee of the Board.
Audit objects are elected in accordance with the
Group’s strategic targets, estimated risks and focus
areas. In year 2018 the internal audit conducted
five audits.

The internal audit assesses, independently and
systematically, the functionality, efficiency and
appropriateness of the Group's management
and governance systems, as well as the business
processes and risk management. In its reports,
the internal audit makes recommendations for
the improvement of systems and processes.

The aim of the internal audit is to give reasona-
ble reliability of the correctness of financial and
business reporting, the appropriate manage-
ment of the Company's assets and the legality

of Company's activities. In addition, the internal
audit aims to promote the development of the risk
management. The person liable for the internal
audit reports to the Chief Financial Officer (as the
member of the organisation) and the findings of
internal audit to the President and CEO as well as
to the Audit Committee of the Board.

Audit

The annual general meeting elects a single
auditor for the Company, which must be an
auditing firm approved by the Central Chamber
of Commerce. The auditor's term in office is the
financial year and their duties end at the closing
of the annual general meeting following the one
at which they were elected.

The auditor for the financial year 1January to 31
December 2018 was Deloitte Oy with Eero Lumme,
M.Sc. (Econ.), APA as the auditor in charge. The
audit checks the accounts, financial statements and
administration of the Company and the Group.
KPMG Oy Ab was responsible for the audit of the
financial year 2017 and its task expired at the clos-
ing of the annual general meeting 23 March 2018.
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In 2018, the auditor Deloitte Oy was paid auditing
fees of EUR 128,081 and fees for other assign-
ments related to auditing EUR 9,600. No other
services were purchased from Deloitte Oy in 2018
(including all companies belonging to the same
group or chain).

Related party transactions

A key employee included in the management of
SATO Corporation is obligated to report in writing
to the person in charge of related party issues any
related party transaction that involves the key em-
ployee in question, their close family member or
corporation in which said employee or their close
family member hold control or have prominent
influence.

The report must be submitted for approval
before completing the related party transaction.
In the case of major transactions, the Board of
Directors will make a decision on whether to
accept the reported related party transaction. In
the case of transactions that are part of SATO's
regular business, or minor transactions valued
less than EUR 10,000, the decision can be made
by the Chair of the Board, the President and
CEO or the CFO. Regulations concerning recusal
due to the likelihood of bias are observed in
decision making.

The closeness of the related party relations and
the size of the transaction are taken into account,
as well as any exceptions from market condi-
tions, whether the transaction is part of SATO
Group's daily business, whether there are financial
grounds for the transaction and whether it is
acceptable from the viewpoint of SATO Group.
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Insider trading management

SATO's rules concerning insider trading are based
on the EU's Market Abuse Regulation (596/2014,
“MAR"), the Finnish Securities Markets Act and
they comply with the standards of the Financial
Supervisory Authority and the guidelines of the
Helsinki and Irish stock exchanges where these
apply to an issuer of listed bonds.

The insider guidelines include, among other
things, guidelines concerning trading in SATO's
financial instruments. SATO has no permanent in-
siders and it does not maintain a list of permanent
insiders. A project-specific list of insiders is based
on a decision by the President and CEO or, if he/
she is recused, the CFO. Insider information is in
particular information that concerns the ability of
SATO and the SATO Group to fulfil their commit-
ments in respect of issued bonds.

In SATO managers (as specified in MAR) are

the members of the Board of Directors and the
President and CEO. SATO maintains a list of them
and persons closely associated to them according
to MAR. SATO's managers are prohibited from
trading in SATO's financial instruments during the
closed period starting 30 days prior to the pub-
lication of SATO's financial statement or interim
report and ending at the closing of the publi-
cation day. Also persons who participate in the
preparation of the financial statements or interim
reports or their publication are prohibited from
trading in SATO's financial instruments during the
closed period. A separate record is maintained

of these persons. Managers and their closely
associated persons must notify SATO and Finnish
Financial Supervision Authority of all fransactions
conducted by SATO's financial instruments within
three working days of the transaction.
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