KONE 2014 Financial Statements | Corporate governance statement | Corporate governance principles

Corporate governance statement

(p. 60-65 are not a part of the official financial statements)

KONE’s general

governance principles

The duties and responsibilities of KONE
Corporation’s various governing bodies
are determined by Finnish law and KONE’s
corporate governance principles. KONE
complies with the Finnish Corporate
Governance Code 2010 published by the
Securities Market Association, with the
exception of recommendations 26 (Inde-
pendence of the members of the audit
committee), 29 (Members of the nomi-
nation committee) and 32 (Members of
the remuneration committee). The entire
Code is available on the Internet at www.
cgfinland.fi. These exceptions are due to
the company’s ownership structure. The
company'’s largest shareholder, Antti Her-
lin, controls 62 percent of the company’s
voting rights and 22 percent of its shares.
The significant entrepreneurial risk associ-
ated with ownership justifies the main
shareholder serving as either Chairman or
Member of the Board of Directors and of
its Committees and, in this capacity, over-
seeing the shareholders’ interests.

KONE’s administrative bodies and
officers with the greatest decision-making
power are the General Meeting of Share-
holders, the Board of Directors of KONE
Corporation, the Chairman of the Board
and the President and CEO. At the Annual
General Meeting of Shareholders, the
shareholders approve the consolidated
financial statements, decide on the distri-
bution of profits, select the members of the
Board of Directors and the auditors and
determine their compensation.

KONE Corporation’s Annual General
Meeting is convened by the Board of
Directors. According to the Articles of
Association, the Annual General Meeting
of Shareholders shall be held within three
months of the closing of the financial year
on a date decided by the Board of Direc-
tors.

Board of Directors

Duties and responsibilities

The Board of Directors’ duties and respon-

sibilities are defined primarily by the

Articles of Association and the Finnish Lim-

ited Liability Companies’ Act. The Board'’s

duties include:

e compiling of the Board of Directors’
report, interim reports and financial
statements

e ensuring the proper organization and
surveillance of the accounting and asset
management

e the preparation of proposals for the
General Meeting and the convocation
of the General Meetings

e the approval and confirmation of strate-
gic guidelines and the principles of risk
management

e the ratification of annual budgets and
plans

e the appointment of a full-time Chair-
man of the Board and a President and
CEO, and decisions on the terms and
conditions of their employment

e decisions on the company’s corporate
structure

* decisions on major acquisitions and
investments

e decisions on other matters falling under
the Board’s responsibility by law

The Board has created rules of procedure
stipulating the duties of the Board, its
Chairman and its Committees. The Board
of Directors holds six regular meetings a
year and additional meetings as required.
The Board of Directors reviews its own
performance and procedures once a year.

Members of the Board

The Annual General Meeting elects five
to ten members and no more than three
deputy members to the Board of Directors
for one year at a time in accordance with
KONE Corporation’s Articles of Association.
The Board of Directors elects a Chairman
and Vice Chairman among its members.
In electing the members of the Board,
attention is paid to the candidates’ broad
and mutually complementary experience,
expertise and views of both KONE's busi-
ness and other businesses.

Committees
The Board of Directors has appointed two
committees consisting of its members: the
Audit Committee and the Nomination and
Compensation Committee. The Board
has confirmed rules of procedure for both
Committees. The Secretary to the Board
acts as the Secretary of both Committees.
The Audit Committee monitors the
Group's financial situation and supervises
reporting related to the financial state-
ments and interim reports. The Audit Com-
mittee monitors and assesses the adequacy
and appropriateness of KONE’s internal
control and risk management, as well as
the adherence to rules and regulations. It
also monitors and oversees the financial
statement and financial reporting process,
and processes the description of the main
features of the internal control and risk
management systems pertaining to the
financial reporting process included in the
company’s corporate governance state-
ment. In addition, it deals with the Cor-
poration’s internal audit plans and reports.
The Director of Internal Audit reports the

internal audit results to the Committee.
The Audit Committee evaluates the audit-
ing of the Group’s companies and the
appropriateness of the related arrange-
ments and auditing services, and considers
the auditors’ reports. Furthermore, the
Committee formulates a proposal to the
Annual General Meeting regarding the
auditors to be selected for the Corporation.

The Nomination and Compensation
Committee prepares proposals to be made
to the Annual General Meeting regarding
the nomination of Board members and
their compensation and makes decisions
regarding senior management appoint-
ments and compensation. The Committee
also decides on the compensation systems
to be used.

Operational management

Full-time Chairman of the Board
and the President and CEO

KONE Corporation’s Board of Directors
appoints the full-time Chairman of the
Board and the President and CEO. The
Board determines the terms and conditions
of employment of the full-time Chairman
of the Board and the President and CEO,
and these are defined in their respective
written contracts. The Chairman of the
Board prepares matters to be considered
by the Board together with the President
and CEO and the corporate staff. The
Chairman of the Board and the President
and CEO are responsible for the execution
of the targets, plans, strategies and goals
set by the Board of Directors within the
KONE Group. The President and CEO is
also responsible for operational leadership
within the scope of the strategic plans,
budgets, operational plans, guidelines and
orders approved by KONE Corporation’s
Board of Directors. The President and CEO
presents operational issues to the Board,
and is responsible for implementing the
decisions of the Board.

Executive Board

The Executive Board supports the President
and CEO in executing the corporate strat-
egy. The Executive Board follows business
developments, initiates actions and defines
operating principles and methods in accor-
dance with guidelines handed down by
the Board of Directors and the President
and CEO. The Executive Board holds
regular monthly meetings and additional
meetings as required.

Control systems

KONE Corporation’s Board of Directors has
ratified the principles of internal control,
risk management and internal auditing to
be followed within the Group.
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Internal control

The goal of KONE's internal control system
is to ensure that the Group’s operations are
efficient and profitable, that its business
risk management is adequate and appro-
priate, and that the information created
is reliable. The control system also makes
it possible to oversee that the determined
operating principles and given instructions
are followed.

The Board’s Audit Committee moni-
tors the functioning of the internal control
process. The Corporation has an Internal
Audit Department, which is separate from
the operational management. The Head of
Internal Audit reports to the Chairman of
the Board. The Internal Audit Department
is responsible for auditing both the internal
control system and the management of
business risks. It reports its findings to the
Audit Committee.

Risk management

KONE's Risk Management and Strategy
Development functions jointly coordinate
and develop a systematic assessment of
risks and opportunities within core business
planning and decision-making processes.

KONE continuously assesses the risks
and opportunities related to its business
environment, operations and financial
performance in order to limit unnecessary
or excessive risks. In addition, KONE’s units
and functions systematically identify and
assess, as part of the strategic planning
and budgeting processes, the risks that
can threaten the achievement of their
business objectives. Key risks are reported
to the Risk Management function, which
facilitates the risk management process
and consolidates the risk information to
the Executive Board. The Executive Board
assigns the ownership of identified risk
exposures to specific functions or units.
The Board of Directors reviews the KONE
risk portfolio regularly on the basis of the
Executive Board’s assessment.

The Risk Management function is also
responsible for administering the global
insurance programs. The Treasury function
manages financial risks centrally according
to the KONE Treasury Policy.

Main features of internal control
and risk management related to
financial reporting

Correct financial reporting in KONE's inter-
nal control framework means that its finan-

L+

More information

Most significant risks and uncer-
tainties related to KONE’s business
are described in the Board of
Directors’ Report. Financial risk
management is described in note
2, page 20.

cial statements give a true and fair view of
the operations and the financial position
of the group and that such statements do
not include intentional or unintentional
misstatements or omissions both in respect
of the figures and level of disclosure. The
internal control framework is built and
based on reporting processes and frame-
works as described below, as well as com-
pany values, a culture of honesty and high
ethical standards. Such framework is pro-
moted by proper training, a positive and a
disciplined work attitude and by the hiring
and promoting of suitable employees.

Corporate-wide financial management
and control of operations is coordinated
by the Global Finance and Control func-
tion and implemented by a network of
subsidiary and business entity Controllers
within KONE. Internal control processes
and procedures are regularly controlled
and steered by the Board of Directors, the
Audit Committee, Business and Finance
management and internal and external
auditors.

KONE’s monthly management plan-
ning and financial reporting process repre-
sents a key control procedure within KONE
in ensuring the effectiveness and efficiency
of operations. KONE’s financial statements
are based on the monthly management
reporting process. This process includes
in-depth analyses of deviations between
actual performance, budgets, prior year
performance and latest forecasts for the
business. The process covers financial
information as well as key performance
indicators that measure the operational
performance on a business unit and
corporate level. The process is designed
to ensure that any deviations from plans,
in terms of financial or operating perfor-
mance and financial management policies
are identified, communicated and reacted
upon efficiently, in a harmonized and
timely manner.

Financial control tasks are built into
the business processes of KONE as well as
into the ongoing business supervision and
monitoring of the management. KONE
has established Financial Control Models
for order-based activities, service activities
as well as for treasury and tax matters.
The models have been defined in order
to ensure that the financial control cov-
ers the relevant tasks in an efficient and
timely manner. Financial Control Models
are designed to support the efficiency
and effectiveness of operations through
well-defined and productive monitoring
process. The correctness of the financial
reporting is supported and monitored
through the Financial Control Models.
The models include Key Control Tasks
for Finance Directors and controllers of
KONE's subsidiaries and entities. Key Con-
trol Indicators are defined and linked to the
tasks in the Financial Control Models. The
aim of these indicators is to measure and
support the effectiveness and harmoniza-

tion of operations. The effectiveness of the
Financial Control Models and indicators is
assessed in all units regularly and audited
by the Global Finance and Control Func-
tion.

The internal control procedures applied
to KONE’s financial reporting process are
laid down in carefully defined principles
and instructions. A unified and globally
harmonized framework provides processes,
tools and instructions to cover manage-
rial and external financial reporting. The
interpretation and application of account-
ing standards is centralized in the Global
Finance and Control function, which main-
tains, under supervision of the Audit Com-
mittee, the KONE Accounting Standards.
The Global Finance and Control function
monitors the compliance of the KONE
Accounting Standards in the various enti-
ties of the group. Budgeting and reporting
processes and contents are defined in the
KONE Accounting and Reporting Instruc-
tions. These standards and instructions are
maintained and updated centrally by the
Global Finance and Control function and
applied uniformly throughout KONE.

KONE has a global enterprise resource
planning (ERP) system which is built to
reflect the KONE Accounting Standards
and KONE Accounting and Reporting
Instructions. KONE applies a controlled
change management process ensuring
that no changes to the financial post-
ing logic of the ERP system can be made
without approval from the Global Finance
and Control function. Automatic interfaces
between different systems are princi-
pally applied in the period-end financial
reporting process of KONE. Transactional
processing is increasingly centralized in
dedicated internal shared service centers.

Effective internal control over record to
report processes, from business processes
and systems to the financial statements,
is important in ensuring the correctness
of financial reporting. This is driven by
the identification of key data elements of
the business and the quality of the data
to ensure correct financial reporting and
forecasting ability.

Auditing

The task of statutory auditing is to verify
that the financial statements and Board
of Directors’ report provide accurate and
adequate information on KONE's result
and financial position. In addition, audit-
ing includes an audit of the Corporation’s
accounting and administration.

According to the Articles of Associa-
tion, the company must have a minimum
of one and a maximum of three Auditors.
The Auditors must be public accountants
or public accounting firms authorized by
Finland’s Central Chamber of Commerce.
The Auditor is elected at the Annual Gen-
eral Meeting for a term which expires at
the end of the following Annual General
Meeting.
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Insiders
KONE Corporation adheres to the insider
guidelines of the NASDAQ OMX Helsinki
Ltd, which have been supplemented
with internal insider guidelines approved
by the Board of Directors. The company
maintains its public and company-specific
insider registers in the Euroclear Finland
Ltd’s SIRE system. In compliance with the
Finnish Securities Markets Act, KONE’s
public insiders include the members and
deputy members of the Board of Directors,
the President and CEO and the Auditors.
In addition to these individuals, KONE’s
public insiders include the members of
the Executive Board of the company. In
addition to the public insiders, KONE's per-
manent insiders include company-specific
insiders defined by the company who
regularly receive or have access to inside
information due to their position or tasks.
Permanent insiders are permitted to trade
in KONE shares and securities entitling to
KONE shares during a six-week period after
the release of interim reports and financial
statements releases. The company also
maintains a project-specific insider register
when necessary. Project-specific insiders
are prohibited from trading KONE securi-
ties until the termination of the project.
The person in charge of KONE’s insider
issues is the Secretary to the Board of
Directors.

Corporate governance in 2014
The Annual General Meeting was held in
Helsinki, Finland on February 24, 2014.

Board of Directors and committees
The Annual General Meeting elected nine
members and one deputy member to
KONE’s Board of Directors. The full-time
Chairman of the Board of Directors of
KONE Corporation is Antti Herlin. Jussi Her-
lin is the Vice Chairman of the Board. The
other members of the Board are Shinichiro
Akiba, Matti Alahuhta, Anne Brunila, Sirkka
Hamaldinen-Lindfors, Ravi Kant, Juhani
Kaskeala and Sirpa Pietikdinen. The deputy
member of the Board is liris Herlin.

Of the Board members and deputy
member, Anne Brunila, liris Herlin, Jussi
Herlin, Sirkka Hamalainen-Lindfors, Ravi
Kant, Juhani Kaskeala and Sirpa Pietikdinen
are independent of the Corporation. With
the exception of Antti Herlin, Jussi Herlin
and liris Herlin, the other Board members
are independent of the Corporation signifi-
cant shareholders.

In 2014, the Board of Directors con-
vened seven times, with an average
attendance rate of 88%. Jukka Ala-Mello
serves as Secretary to the Board and to its
Committees.

Audit committee

The Board of Directors’ Audit Commit-
tee comprises Jussi Herlin (Chairman and
independent of KONE Corporation), Anne
Brunila (independent member), Antti

Herlin and Sirkka Hamalainen-Lindfors
(independent member). The Audit Com-
mittee held three meetings in 2014, with
an average attendance rate of 83%.

Caj Lovegren serves as the Head of
Internal Audit.

Nomination and compensation
committee
The Nomination and Compensation Com-
mittee comprises Antti Herlin (Chairman),
Jussi Herlin (independent of KONE Corpo-
ration) and Juhani Kaskeala (independent
member).

The Nomination and Compensation
Committee held four meetings in 2014,
with an average attendance rate of 100%.

Compensation and other benefits
of the Board of Directors

The Annual General Meeting of KONE
Corporation in February 2014 confirmed
the fees of the members of the Board as
follows (annual fees in EUR):

Chairman of the Board 54,000
Vice chairman 44,000
Member 33,000
Deputy member 16,500

Of the annual remuneration, 40 percent
was paid in class B shares of KONE Cor-
poration and the rest in cash. It was also
confirmed that a meeting fee of EUR 500
is paid for each meeting of the Board
and its committees. Board members’
travel expenses and daily allowances are
compensated in accordance with the com-
pany’s travel expense policy.

Compensation and other benefits
of the Chairman
The compensation for Antti Herlin, full-
time Chairman of the Board, consists of
a basic salary and a yearly bonus decided
by the Board on the basis of the Group'’s
financial result. The yearly bonus may
not exceed 100 percent of the recipient’s
annual salary. In 2014, Antti Herlin’s basic
salary was EUR 468,488. In addition,
his accrued bonus for 2014 totaled EUR
411,567 He was also paid EUR 61,000 as
compensation for serving as Chairman of
the Board. Antti Herlin’s holdings of shares
are presented in the table on page 63.
The full-time Chairman’s retirement age
and pension are determined in accordance
with Finland’s Pensions Act. No separate
agreement regarding early retirement has
been made.

L+

More information

This statement is available on
the company’s web pages at
www.kone.com and it has been
given separately of the Board of
Directors’ report

President and CEO

Henrik Ehrnrooth serves as KONE Corpora-
tion’s President and CEO as from April 1,
2014. Matti Alahuhta served as President
and CEO until March 31, 2014.

Compensation and other benefits
of the President and CEO

The President and CEO’s compensation
consists of a basic salary and a yearly bonus
determined annually by the Board on the
basis of the Corporation’s key targets. The
yearly bonus may not exceed 100 percent
of the recipient’s annual salary.

Henrik Ehrnrooth’s annual base salary
is EUR 750,000 as from April 1, 2014.
In addition, his accrued bonus for 2014
totaled EUR 612,750. Henrik Ehrnrooth’s
holdings of shares are presented in the
table on page 63.

Henrik Ehrnrooth is included in the
share-based incentive plan for the Group’s
senior management. The potential bonus
is based on the growth in KONE’s net sales
and operating profit. In April 2014, on the
basis of the incentive plan for year 2013,
Henrik Ehrnrooth received a bonus of EUR
961,458 which consisted of 14,400 KONE
class B shares together with a cash bonus
to cover taxes and similar charges arising
from the receipt of shares. The correspond-
ing bonus accrued from 2014 and due for
payment in April 2015 is 37,870 KONE
class B shares together with a cash bonus
to cover taxes and similar charges arising
from the receipt of shares.

Henrik Ehrnrooth’s retirement age and
pension are determined in accordance
with Finland’s Pensions Act. No separate
agreement regarding early retirement
has been made. Should his employment
contract be terminated before retirement,
he has the right to the equivalent of 18
months’ salary, which includes the salary
for a six-month term of notice.

Matti Alahuhta served as President
and CEO until March 31, 2014 and his
salary of January 1 - March 31, 2014 was
EUR 172,500. In addition, he was paid
his accrued bonus for year 2013 of EUR
722,200 and a bonus of EUR 2,256,640
due to the share-based incentive plan for
year 2013, which consisted of 36,000
KONE class B shares together with a cash
bonus to cover taxes and similar charges
arising from the receipt of shares. He was
also paid EUR 36,500 as compensation
for serving on the Board. Matti Alahuhta’s
holdings of shares are presented in the
table on page 63. Matti Alahuhta retired as
of April 1, 2014 following this possibility in
his contract. His retirement pension (EUR
69,501 monthly) is 60% of his average
monthly salary during his last seven years
of earnings.

Executive Board

KONE’s Executive Board consists of Presi-
dent and CEO and 12 Members. Matti Ala-
huhta served as President and CEO until
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March 31, 2014, and Henrik Ehrnrooth
from April 1, 2014. The other members
of Executive Board are Max Alfthan (from
November 17, 2014), Klaus Cawén, Wil-
liam Johnson, Pekka Kemppainen, Anne
Korkiakoski (until July 31, 2014), Ari
Lehtoranta (until August 31, 2014), Heikki
Leppénen, Pierre Liautaud, Tomio Pihkala,
Neeraj Sharma (from September 1, 2014),
Eriikka Soderstrom (from April 1, 2014),
Kerttu Tuomas, Noud Veeger and Larry
Wash.

Compensation and other benefits
of the Executive Board

The compensation for the members of
the Executive Board comprises a base
salary and a yearly bonus, based on the
Group’s annual result and the achievement
of personal targets. The bonus amount is
determined by the Nomination and Com-
pensation Committee and may not exceed
50 percent of the annual salary.

The Executive Board members’ hold-
ings of shares are presented in the below
table.

The members of the Executive Board
are included in the share-based incentive
plan for senior management. In April 2014,

on the basis of the incentive plan, the
members of the Executive Board received
a bonus of 163,200 KONE class B shares
together with a cash bonus equal to the
amount required to cover taxes and similar
charges arising from the receipt of shares.
A total of 24,000 KONE class B shares were
returned to KONE Corporation in August
2014 by virtue of the terms of the share-
based incentive program. The correspond-
ing bonus accrued from 2014 and due for
payment in April 2015 is 159,675 KONE
class B shares together with a cash bonus
equal to the amount of taxes and similar
charges. No separate agreement regard-
ing early retirement has been made for
the members of the Executive Board. The
compensation for the termination of the
employment contract prior to retirement
is a maximum of 15 months’ salary, which
includes the salary for a six-month term of
notice.

Auditing

KONE Corporation’s Auditors are Heikki
Lassila, Authorized Public Accountant, and
PricewaterhouseCoopers Oy, Authorized
Public Accountants. The fees paid to
companies in the PricewaterhouseCoopers

chain for 2014 were EUR 2.6 million for
auditing and EUR 1.2 million for other
consulting services.

Insiders

The holdings of persons belonging to
KONE's public insiders on December 31,
2014 and the changes occurring in them
during the financial year are presented in
the table below

L+

More information

A regularly updated table report-
ing the holdings of public insiders
is available on www.kone.com

L+

More information

Board of Directors, page 64
Executive Board, page 65

Shareholdings and options of KONE Corporation’s public insiders on Dec 31, 2014
and changes in shareholding during the period Jan 1-Dec 31, 2014

Class A Class B Option

shares Change shares Change rights 2010 Change
Akiba Shinichiro 426 + 426
Alahuhta Matti 752,226 + 36,426
Alfthan Max 840 0
Brunila Anne 1,266 + 426
Cawén Klaus 271,916 + 14,400
Ehrnrooth Henrik 89,636 + 14,400
Herlin Antti 70,561,608 0 42,248,919  +1,457,007 0 - 99,625
Herlin liris 132,973 +4,013
Herlin Jussi 106,928 + 568
Hamalainen-Lindfors Sirkka 2,826 + 426
Johnson William 72,124 + 14,400 0 - 10,000
Kant Ravi 426 +426
Kaskeala Juhani 1,500 + 300
Kemppainen Pekka 160,716 + 14,400
Leppanen Heikki 142,916 + 14,400
Liautaud Pierre 14,400 -13,700
Pietikdinen Sirpa 6,426 +426
Pihkala Tomio 20,730 + 9,600
Sharma Neeraj 20,890 + 5,760 2,000 - 8,000
Soderstrom Eriikka 7,060 + 5,760
Tuomas Kerttu 148,116 - 10,600
Veeger Noud 82,736 - 30,600
Wash Larry 24,000 + 14,400

No other public insiders had share or option holdings in KONE on December 31, 2014. Anne Korkiakoski owned 72,716 KONE class B
shares on July 31,2014 and Ari Lehtoranta owned 82,240 KONE class B shares on August 31,2014. The shares owned by companies in
which the public insider exercises controlling power and minor children are also included in these shareholdings.
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