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GLOBAL BUSINESS NETWORK

2021 KT&G ESG Highlights Report @ 03 a

KT&G Group has continuously expanded into the global market by capitalizing on its outstanding quality of products and accumulated competence in distribution and marketing. Our overseas branches and production
facilities are operating in Russia, China, Indonesia, the US, etc., are effectively meeting growing demands. We are enhancing our brand value as a global business by expanding distribution infrastructure and enhancing
human capital. KT&G is also running businesses in many fields: manufacturing and sales of red ginseng and other health functional foods, pharmaceutical products, and cosmetics, as well as projects centered on rental,
operation, development, and financialinvestment in the real estate sector. As we advance, KT&G will build on our progressin the BIO and Health & Beauty businesses to strengthen domestic pharmaceutical technologies
andimprove customers’ health and beauty. We will also fulfill our corporate responsibilities and duties by working towards the advancement of the national economy and revitalizing relevant industrial ecosystems.
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GLOBAL BUSINESS NETWORK

@ : Taiwan Tobacco
57.1s

® Indonesia

+Sales: KRW3.1321trillion
*Export Destinations: 124 countries
*Number of Brands Exported : 579SKU

Health
Functional Food

25.1%

«Sales: KRW 1.2928 trillion
*Proportion in Total Overseas Sales: 16%
*Number of Patents: 31 «Numberof Trademarks: 926

Pharmaceuticals

3.6%

+Sales: KRW196.1billion
*New Products Approved and Offered for Sale: 16 items

*Sales:KRW 72.1billion
*Progressin Research: developed 168 new products
*Number of New Clients: 37

Cosmetics
1.2%
Tobacco Hea.lth Pha!'ma Cosmetics Real Estate Real Estate
Functional ceuticals

Food 12. 9%

+Sales: KRW 710.1 billion
*Proportionin Total Sales:12.9%




BUSINESS PORTFOLIO
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KT&G Group engages in health functional food & living, pharmaceuticals & bio, and real estate businesses, as well as its flagship tobacco business.Based on professionalism in each sector and through change and
innovation, we are committed to satisfying consumer needs and supplying trend-leading products, thereby pursuing balanced growth. Furthermore, we are laying the foundation for stable revenue generation and

sustainable growth through the active market entry and continuous business structure innovation.

AN Manufacture and sale of
Yungjin Pharm \ pharmaceutical raw materials and
finished products
Being the leading pharmaceutical company in Korea, Yungjin
Pharm has been operating for half a century with the vision of
contributing to national growth and public health.
Pharmaceuticals

&Bio
\§ Manufacturing and sales of

Korea Ginseng Corp. ginseng and ginseng supplements

As a leading manufacturer of red ginseng products that have inherited the
proud tradition of Goryeo Ginseng, KGC is becoming a far-reaching global health
businessand strivingto create ahappierand bettertomorrow for customers.

‘}\

AN
KT&EG Q\ Manufacturing and sales of tobacco

KT&G boosts its enterprise values by creating a balanced
business portfolio and actively conducting integrity and ethics,
growinginto aleading global company.

Tobacco
\§ Manufacturing of Reconstituent

_ N
Tae-a Industry " 1opaccoSheet

As the only reconstituted tobacco leaf manufacturer in Korea,
TAE A Industrial is expanding its business territory to overseas
markets.

N

Tobacco57.1%

KGC Yebon ™ Material Processing of Medicinal Herbs

Asa healthcare company focused on natural products, KGC Yebon is

Creativity
Passion ‘

Real Estate 12.9%

contributingto the life and health of humanity by offering safe and
reliable natural materials and products of high quality.

Wise Insight

Cosmetics 1.2%

Pharmaceuticals 3.6%

LN
N Sales of health functional food

KGC Life & Gin » and cosmetics

Asacompanyinthe Beauty &Health sector specializing in door-to-
doorsales of health functional food and cosmetics products,

KGC Life &Gin strives to offer a better life to families and society
by balancing the science of red ginseng with its natural materials.

Health
Manufacturingand sales of cosmetics Functional Food
COSMOCOS andrelated products &Living

COSMOCOS is committed to becoming a global beauty company
capable of pushing the frontiers of beauty by creating new values.

health Functional Food 25.1%

N Hotel Developmentand
Management

Sangsang Stay strives to foster real estate professionals to

generate profits by launching rental, operation, and financial

investment projects.

N
\
Real Estate SangSang Stay

@00 e

SUSTAINABLE
SEED FOR TOMORROW

2021 KT&G ESG HIGHLIGHTS REPORT

® INTRODUCTION
GLOBAL BUSINESSNETWORK
BUSINESS PORTFOLIO
FINANCIALHIGHLIGHTS
2021 ESG PERFORMANCE HIGHLIGHTS

APPROACH TO SUSTAINABILITY

FOCUSING ON NEWFUTURE GROWTH
ENGINE OF TOBACCO BUSINESS

PERFORMING ENVIRONMENTAL
RESPONSIBILITY ACROSS VALUE CHAIN

BUILDINGASUSTAINABLE
BUSINESS ECOSYSTEM

ADVANCING GOVERNANCEAND
STRENGTHENING EXECUTION CAPABILITY

SUSTAINABILITY MANAGEMENT OF SUBSIDIARIES

RECOGNITION &AWARDS




FINANCIAL HIGHLIGHTS

Summarized Income Statement

(Unit: KRW 100 million)

2021 KT&GESG HighlightsReport @) 05 @

Shareholder Structure
Asof the end of December2021

Consolidated Non-consolidated (Unit:%) National Pension Service

Classification 2019 2020 2021 2019 2020 2021

Sales 48,077 50,553 52,284 29,426 34,354 34,905

Operating profit 13,747 14,732 13,384 11,346 13,370 10,834 40 '43 Treasury shares

Other

Net profit 10,372 11,716 9,718 8,914 10,753 8,529 shareholders

Comprehensiveincome 10,567 11,218 10,612 8,970 10,436 8,901

Earnings pershare (KRW) 8,196 9,320 7,898 7,059 8,553 6,894

Summarized Financial Position (Unit:KRW 100million) R —
Consolidated Non-consolidated

Classification 2019 2020 2021 2019 2020 2021

Currentassets 64,172 67,504 62,559 43,142 47,082 40,090

Non-currentassets 43,352 47,180 53,814 47,986 51,713 57,727

Totalassets 107,524 114,684 116,373 91,128 98,795 97,817

Current liabilities 16,001 19,915 20,639 12,515 17,180 17,154

Non-currentliabilities 4,128 3,853 3,645 812 1,076 661 Dividend Payment

Total liabilities 20,129 23,768 24,284 13,327 18,256 17,815 Classification Unit 2018 2019 2020 2021

Total shareholders’ equity 87,396 90,916 92,089 77,801 80,539 80,001 Total dividend paid KRW million 505,061 556,952 595,584 575,904

(consolidated) Dividend propensity % 55.7 53.8 50.8 58.9

Major Financial Statements o) Cashdividendyield ratio % 37 45 5.5 5.7
Consolidated Non-consolidated Dividend per share KRW 4,000 4,400 4,800 4,800

Classification 2019 2020 2021 2019 2020 2021

ROA 9.6 102 8.4 98 109 87 Voting Rights Status

ROE 11.9 12.9 10.6 1.5 13.4 10.7 Classification Type 2021

Operating profitmargin 28.6 29.1 25.6 38.6 38.9 30.7 Numberofsharesissued Commonshare 137,292,497

Currentratio 401.1 339.0 303.1 344.7 274.1 233.7 Number of non-voting shares Commonshare 17,312,574

Debt-to-equity ratio 23.0 26.1 26.4 17.1 22.7 22.3 Number of non-voting shares Commonshare 119,979,923
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2021 ESGPERFORMANCE HIGHLIGHTS

Builda
sustainable business
ecosystem

Applied the Reduced GHG Emissions
SBTi" 1.5°C? scenario 4.1%

for Reinforced Climate Change Response  (Domestic and Oversea Work Sites)

Build a sustainable
business ecosystem

Increased Waste Recycling Rate Defined Eco-friendly Products

1ISO45001 Contributions From Leaf Tobacco
(Safety Management System) Farms’ Social-environmental Value Creation

by 14.4%p byAdopting
Sustainable
Product Policy
Reduced Water Usage Improved Credibility of

by1.5% GHG Emissions Scope 3

(Domesticand Oversea Work Sites) &OQverseasPlantsthrough

Third-party Verification

1) SBTi: Science Based Target Initiative
2) Inside businessssites, 1.5°C, Outside business sites 2.0°C
3) STP: Sustainable Tobacco Program

Certification KRW 500.9 Billion
(Includes Tobacco Production
Stabilizing Fund)
Material Partners’ Men’s Paternity Leave

ESG Evaluations 100% Increased 3.14Times

(purchase amount more than 95%)

Promoted STP3) Social Contribution Impact
Establish STP Operation Plans KRW 160.3Billion
&Education Programs for

Domestic Farms

2021 KT&GESG HighlightsReport @) 06 @

Advance

governanceand

Strengthen execution
capability

Adopted
Board Skills Matrix

for Advanced Governance System

Establish

FKT&G group Code
of Conduct)

Strengthen
AllGroup Companies

ESG KPI Indicators

Global Work Sites
Compliance Officer

Establish
KT&G Management
System
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APPROACH TO SUSTAINABILITY 0

Materiality Analysis
2021 ESG Performance Highlights

KT&G aims to make a ‘better life’ with diverse stakeholders. We are proactive in minimizing environmental o :
urlmpac

impacts from business operation, pursuing a better life through inclusion, and promoting sustainability

management based on sound corporate governance.




SUSTAINABILITY STRATEGY

2025 Empowering Sustainability for Growth
Sustainability Strategy at the group level

KT&Gis highly aware that sustainability is the core of the company’sinnovation and growth. To strengthen the sustainability of our business model, we have expanded and reformed our sustainability promotion system
atthe group level. KT&G Group, including KGC, Yungjin Pharm, COSMOCOS, and other subsidiaries, will secure a growth momentum centered around ESG business and strengthen the business competitiveness while
systemically carrying out the major ESG agendas that global stakeholders require.

Vision . . -
2025 Empowering Sustainability for Growth
Future
Paths
Industry-
oriented
Establish Biz. Growth Momentum Advance Risk Managementon
based on Sustainability Management Global ESGAgenda
Strategic FocusonNew Future Strengt.hen the Create sustainable Perform environmental . . Advance governance
. . competitiveness of . e Build asustainable
Pillar Growth Engine of h business growth responsibility across . and Strengthen
. ealthand consumer- . . business ecosystem - .
Tobacco Business . opportunities thevaluechain execution capability
friendly products
M ajor Tobacco Health Functional Food Pharmaceutics-Cosmetics-
Other ad PursueGlobal- Internalize ESGKPI
agendas Vénce responseto Level Human Rights atorganization-and
iversi i climate change Managementand Policy management-level
Diversify NGP portfolio Establishan Expand access to 8
eco-friendly global healthcare
brand identity through new products Realize anincreasein

Strengthenscience-
based NGP development
capabilities

Implementresponsible
marketing principles

Strengthen R&D to secure
efficacy evidenceand
competitive edges in

technology

Intensify cosmetic
ODM expertise
based on clean beauty
technology

Expand ESG-based
investment portfolio

Accelerate
thecirculareconomy

Protect biodiversity

socialand environmental
valuesinafarmhouse

Enhance ESG capabilities
of supply chain

Expand value chain-
related social
contributions

Advance compliance
management system

SupportESG
disclosures
of subsidiaries

2021 KT&G ESG Highlights Report e 08 e

Kyung-man Bang
Head of General Management (COO/CFO)

KT&G has restructured the six Strategic
ESG Pillars to discover ESG value-
creation tasks in consideration of the
business industry of the Group. Also,
we can proactively manage ESG risks
by implementing the Group’s general
standards, such as responding to climate
change, circular economy, and enhancing
ESG capabilities of the supply chain.

As we advance, KT&G Group will continue
to monitor our sustainability activities and
communicate with key stakeholders such
as consumers, members, partners, and
investorsto achievetangibleresultsin ESG.
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KT&G Group Sustainability Strategic Pillars

From the perspective of the Group, KT&G established mid-to-long term directions and targets for sustainability management in each area of focus. Based on the directions and targets, we will monitor the progress

yearly and actively communicate with stakeholders to improve our corporate values.

Increase Biz. Growth Momentum

2021 KT&GESG HighlightsReport @) 09 @

Focus on New Future Growth Engine of Tobacco Business

C@Q 2025 NGP Business Vision & Strategy )

We will focus our capacities and resources on NGPs, the main growth engine
of the tobacco industry, and build up science research capabilities to offer
better choices for our consumers. In addition, we will continuously invest
in developing new models and products to respond to various consumer
needs. Inthe future, KT&G aims to secure leadership in the tobacco business
by establishing a product portfolio that can lead the market through
diversification of innovative platforms based on scientific competence and
by seeking ways to change business models to become a top-tier global
player in NGP. Also, we will strengthen our product competitiveness by
advancingthe product assessment system that meets global standards.

Create Sustainable Business Growth Opportunities

Strengthen the Competitiveness of Health

and Consumer-friendly Products

(@9 2025 KGC Sustainability Strategy & Target >

Korea Ginseng Corporation (KGC) has established its market position
centered around the “CheongKwanJang” brand. Based on the dominance
in the domestic health supplement market, we will develop ‘healthy’ and
‘consumer-friendly’ products. We will accelerate efficacy-based research by
researching the efficacy and securing evidence of clinical effectiveness to
meet various consumer needs. Specifically, we will establish a ‘Green Value
Chain’ from growing raw materials to consumption. By discovering mid-
to-long term eco-friendly and ESG activities in each step of the value chain,
we hope to develop secure competitive edges even in the global health
supplement market.

KT&G Group considers fostering businesses that can create synergy within the group to create sustainable business opportunities. Yungjin Pharm, the pharmaceutical
company, is trying to establish a business foundation and expand the market by developing new drugs and increasing global access in the long term. Our cosmetic brands,
COSMOCOS and DONGINBI, are increasing our capacities for clean beauty, reflecting the recent trend of valuable consumption in the cosmetics industry. At the same time,
we want to build our expertise in cosmetics ODM by proactively securing cutting-edge technologies in cosmetic products. In addition to the pharmaceutical and cosmetics
industries, KT&G Group seeks various business collaboration opportunities to create synergy within the group and innovates in a traditional cigarette-oriented business
structure to lay the foundation for growing into a global company. We will make aggressive investments for our companies and brands to grow as forward-looking and global

brands.
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Managing Global Major ESGAgenda

v

Perform Environmental Responsibility across the Value Chain

KT&G Group hopes to find collective response measures against all adverse impacts our businesses
pose across the value chain. Therefore, KT&G set the GHG reduction target of 31% across the value
chain, and KGC set the reduction target of 25% at work sites by 2030. With subsidiaries, the Group aims
to earn the SBTi (Science Based Targets initiative) certificate for our reduction targets. Furthermore,
since KT&G has a high dependency on natural capital for its tobacco products, we’re planning
to join the TNFD (Taskforce on Nature-Related Financial Disclosure) as a preemptive measure
against increasingly heightened biodiversity issues in the future. Additionally, to accelerate the
implementation of a circular economy, KT&G plans to cut 20% of the water usage, while KGC plans to
reduce the water usage per unit by 20% by 2030. since the Group has many direct consumer products,
eco-friendly packaging is increasingly required as part of corporate social responsibility. Accordingly,
KT&G will use 100% recyclable packaging materials, and KGC will promote activities to improve the
recyclability of packaging materials, such as producing paper packaging boxes with 100% recycled
materials through waste paper collection.

Build a Sustainable Business Ecosystem

KT&G Group strives to actively respond to social interests and regulations like the natural
environment and labor rights. As part of the efforts, we plan to run campaigns* to manage the farms
and establish sustainable production infrastructure for leaf tobacco and ginseng. We will produce
raw materials in a sustainable manner that meets the environmental and social regulations while
promising the best quality leaf tobacco and ginseng. Also, we will provide guidelines to raw material
farms (such as leaf tobacco and ginseng) for compliance and implementation of regulations and
adopt various measures such as cultivation training programs and on-site monitoring systems to
improve farm sustainability. Additionally, we continue our ESG risks management activities, such as
advancing ESG evaluation for partners and material suppliers. KGC will also adopt ESG evaluation for
its major material suppliersand OEM companies to advance ESG managementacross the value chain.

* Sustainable Tobacco Program for tobacco farming, Sustainable Ginseng Program for Ginseng farms

2021 KT&GESG HighlightsReport. @) 10 @

Group-wide Sustainability Targets

Achieve 2050 Carbon Neutrality

«[Common] Promote SBTi-based
reduction target certification

« [KT&G] Reduce 31% across the value
chain by 2030

« [KGC] Reduce 25% within the
worksite by 2030

Protect Biodiversity

+KT&G Group joinsthe TNFD
(Taskforce on Nature-Related
Financial Disclosure) initiative.

Accelerate Circular Econ

(=]
<

+[KT&G] Reduce 20% of water usage by 2030
+[KGC] Reduce water usage per
unitby 20% by 2030

Packaging
+[KT&G] Use 100% recyclable materials

+[KGC] Produce 100% recycled paper
packaging box through waste paper
collection

Eco-friendliness of Products

«Evaluate thelife cycle
assessment of major products

»Manage value chain GHG emissions

ESG Risk ManagementinValue Chain

+[KT&G] Adopt STP for farms &advance ESG evaluation for material partners
+[KGC] Adopt SGP for farms & 100% ESG Evaluation for major material/OEM companies

Global-Level Human Rights Management

+Assess and manage KT&G Group’s effects on human rights
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2025 KT&G Sustainability Targets

Progress & Targetadvancemen

Inthe previous year, KT&G set a mid-to-long term goal for 2025/2030 to accelerate the execution of strategic tasks in key areas and is enhancing internal performance by introducing ESG KPIs by top executives, executives,
and units.In 2021, we achieved achievements such as reducing greenhouse gas emissions, reducing water usage, increasing waste recycling rates, and expanding contributions to creating a supply chain/community.
In addition, we further established ESG risk management and waste device recycling goals for global business partner companies to improve supply chain sustainability and advance greenhouse gas reduction goals.
KT&G will continue to realize sustainable management by setting and implementing specific plans.
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SUSTAINABILITY STRATEGY

Comparedtothe Target
Advance Previous Year Progress 20/
Perform Responseto s Domestic+ o, BT Reduce 4 0 by2030
Environmental Climate MaGlCIGESY  GHGEmissions (Scope 1+2) Overseas 123,508 tons 120,516tons ‘ 2.7% A * Transition to 100% zero-emission vehicle for business use by 2030
D Change
Responsibili . ic+
acrj’ssthe v TPFRWTI LG Emissions (Scope3) Domestic. 212,288 tons 204962tons § 3.5% A posice 25%0by20%
Value Chain
i 0
Total Domestic+ 336 196tons 325478tons | 3.29% MM Reduce 31%py2050
Overseas A «Carbon neutral by 2050 (Scopel,2,3)
Accelerate the Circular Water Usage Dg\;gf;g; 572,576tons 564,194tons  §  1.5% A- W reducewaterusage 200 by2030
Economy
Waste Recycling Rate Dg\'/‘;‘f:;';; 57.1% 715% 4 14.4%p , W chievewasterecycling rate 90/ by 2030
Recycling Packaging Material Use (by Weight)” Domestic 93.0% 93.5% 1+ 05% L A- +Use 1000/0 recyclable packaging materials
E-Cigarette Device Waste Material Reuse . Review Establishment Wl - Achievemorethan 800/0 of material recycling rate per
Updated Target (by Weight)z' Domestic ° of System = A discarded device
q Implement - 0 ) ) L
Bu|ld§| Responsible Non-Compliance Cases of Responsible Marketing ngeSt'C+ zero case zerocase  mp E = 100 Yo follow responsible marketing policiesin Koreaand
Sustainable Marketing Policies verseas 4 exporting countries
Business ) ; . .
Ecosystem Reinforce Human Worksites that Conducted Human Rights Domestic + Ho Ho = mmm  Allocal&overseas HQconducthumanrightseffect
Rights Protection Effect Evaluation Overseas A evaluation 1000/0
Improve «Aresponsible SCM and asustainable partnership
Sustainability -The main material partners of overseas business sites:
. . " 0,
of Supply Chain oy Maior domestic partners conductlnganESGaudltloo Yo
LLCCERMEEE]  Supply Chain ESG Capacity ManagementArea Dgc;fsségzs . ; P =) = - -Domestic leaftobacco: supporting the farming environment
(materials, leaf tobacco farms) A through KTGO?
g
- Overseas leaf tobacco: strengthening the management of leaf
tobacco farms to Peer Group level through STP*
Amount Of Socialand Environmental approx. approx. N KRW
Contributions to Leaf Tobacco Farms . [ -Increaseand materialize social and environmental values at leaf
(Includes the cumulative amount of Tobacco Domestic KR 484.9 KR 300.9 bl N tobaccofarms (Contributions KRW 520 billion,
Production Stabilizing Fund) billion billion ition
KRW +Expand Value Chain social contribution
. . i . approx. approx. * E = p
Amount of Value Chain Social Contributions” Domestic - i 700
KRW 800 million KRW L.5billion million A morethantwo-fold
1) 2020 data differs from the previous year due to a classification change with some internal transactions upon material purchase. 3)KTGO: Korea Tobacco Growers Organization
2) Replacing lastyear’s KPI, “Recycling Rate of Incoming NGP old devices (applying thermal-heat recovery method),” with the establishment of a material 4) STP: Sustainable Tobacco Program

recycling system 5) Enhancing the smoking environmentand environmental CSR activities



OURIMPACT

Integrated Values Creation
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KT&G endeavors to create economic values through business activities and expand social and environmental values across the value chain, contributing to building a sustainable society. As a part of the commitment,
we intend to analyze our value creation level through sustainable management activities and seek the future direction of our company. To this end, we adopted the KPMG'’s global value measurement model “True
Value” methodology to analyze KT&G’s integrated value creation performancein 2021.

2021 Integrated Value Creation Result

The sustainable management values created from Jan 1to Dec 31,2021, are calculated to be KRW 2.1444 trillion when converting the values into a monetary unit. This number is more than two-fold the business profits

generated by KT&G Groupin2021.

FinancialValues Socioeconomic Values

¥,

EnvironmentalValues

(Unit: KRW
100 million)

TrueEarnings

2.2

1,773
141 -115 21,444
5,988 ‘ ‘ -124 .
’ o -80
-6
4,154 Increase
about
times
9,718
Business Profits Corporate Returnto Investmentin ReturntoLocal GHGEmissions GHGEmissions Environment  Environment Environment KT&G
Tax Investors Community Communities (Scope 1+2) (Scope3) ImpactsonAir  Impactson Impactsfrom TrueValue
Development  Through Social Water Resource Waste
Contribution

*The data aboveis derived based on various assumptions to manage the social impacts of sustainable management activities and establish value creation directions. Therefore, we cannot guarantee the integrity of data. The data may vary with the latest research result
updates. The data should not be considered as a part of the disclosure of financial performance.
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Focusing on New Future
Growth Engine of Tobacco Business

KT&G has madeitatop priority to provide better choices to consumers by expanding R&D investment and developing
responsible products. To this end, we intend to establish a vision of a global top tier leap in the NGP market by 2025,
and strengthen environmental/social responsibility activities on the value chain to build a sustainable growth
foundation. To this end, we want to enhance future growth engines by securing world-class science capabilities and
expandingour platform, and we plan to focus on increasing product eco-friendliness by developing eco-friendly
materials and designing resource circulation.

NGP(Next Generation Products)
Responsible Marketing
Product Safety and Quality
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NGP(NEXT GENERATION PRODUCTS)

Accelerating global business based on scientific capabilities and innovative platforms

2025 NGP Business Vision & Strategy

We want to devote our research and capacities to the NGP (Next Generation Product), the core growth engine of the tobacco industry, to develop new models and products and meet various consumer needs. To
become the Global Top Tier player in the NGP industry, we will develop a science-based NGP platform and promote changes in business models to boost our competitiveness in tobacco product portfolios. Also, we will
advancethe product assessment system that meets global standards to secure the competitive edges of our products.

Mission &
Vision

2025
Moonshot
Goal

Strategies

Provide Better Choices for Adult Smokers through a Science-based NGP Platform
-Becoming a NGP Global Top-tier Player by 2025 -

NGP Sales Overseas Markets DomesticM/S Platforms LIL Brand
KRW 1.5trillion 1 50 Countries 1 60% T 51 Global Top Tier

@ Reinforce portfolio Promote Global NGP Secureworld-class
competitiveness based on Business scientific R&D capabilities

theinnovative platform

Advap§§ developme.nt Establish supply infrastructure Advance product assessment system

capabilities by changing throush lobalz'lc)icyk roduction sites &boost development capabilities of
business system of devices ghe P products with modified risk
Expand into business areas Securesuccessfulbusiness Activateinternaland external

P models by advancing PMI networks for advanced research

€« . . ”»
Beyond Nicotine partnerships infrastructure
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Establishing Environment for Sustainable Growth & Increase Competitiveness
KT&G set a vision of becoming a global top tier in the NGP, the main growth engine of the future tobacco industry. To establish a sustainable environment, we are advancing the value chain from platform and product
development to performance evaluation. We have identified 24 strategic agendas to that aim, including modified risk product development, partners’ ESG evaluation and management, responsible marketing policies,
collectingdiscarded devices, and performance track. We strive to achieve improvementsin these areas.

Value
chain

Strategic
agenda

Platforms/Products
Development

Materials/
Product Sourcing

Distribution/Sale

2021 KT&G ESG Highlights Report e

Follow-up management
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Outcome evaluations

$
Modified risk products ESGevaluationand Strengthening product . Tracking
T Tracking U&A
development management of partners awareness and accessibility performance

(D Establishing standards for the
development of modified risk
products

@ Strengthening product evaluation
system and scientificinfrastructure

G Eco-friendly design -
products

(D Device materials
«Reduction in weight/use of materials
«Expand the use of environmentially-
friendlymaterials
(@ Devicedesign
«Optimization of repair/refurbishing
«Facilitation of reusing
(3 Packaging
+Reductionin packaging levels/volume/
weight(eco-packaging)
«Application of eco-friendly materials

(@ Establishing ESG-based evaluation
framesfor partnersand management

@ Confirming the availability of conflict
minerals and the supply chain of
major minerals (3T1G)

(3 Compliance with disposal
of discarded devices
equivalenttoours

(Increasingin awareness/try rate
«Activating contact channel

(@ Monitoring the number of
people who switched to the NGP
«Fulltransition or not
«Analysison abandoners

(smoking cessation, return to
conventional cigarrette)

© Enhancingplatform G EnhancingA/S
accessibility infrastructure

(D Reinforcing purchasing convenience

suchasonlinesaleetc.

@ Securingareasonable price
«acompensatorysale
«Single-productsale
«Expansion of entry-level models by

platform

9 Complying with @ Expanding recycling of waste
responsible marketing devices

(@ Age verification accessto the
homepage

@ Age verification when purchasing
online/offline

*When sendingamessage, suchasa
notification message
% Implementation of additional measures
suchasdevice unlock after age verification

* Environmental-friendly materials: foreign authentication or Renewable, recyclable, and recycled materials, biodegradation materials

(@ Increasing the number of he number of
centers

@ Reducingthe proportion of replacements,
whileincreasing the proportion of repairs

«Advanced diagnostic tool
«Enhanced repairability

@ Enlarging/Enhancing return channel

«Such asvisiting consumers to receive
their used devices

@ Encouragingthe customersto return
used devices

«Review of incentive on return

(®Managing product carbon footprint
«LCA(Life Cycle Assessment)

@ Replacement/refurbishing/recycling
performance

(®Gaining PBAdata

«awareness/experience/purchase/
transition, etc.

!

Achieveavirtuouscycle
of ESG management by
continuingtoimprove

thevalue chainthrough
performance analysis

@ Social Responsibility

G Environmental Responsibility
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RESPONSIBLE MARKETING

{ @9 KT&G Responsible Marketing Policy |
\_

KT&G strictly complies with national health promotion law enacted pursuant to the World Health Organization’s (WHO) Framework
Convention on Tobacco Control (FCTC) and domestic laws related to tobacco business marketing and sales. In addition, we organized an
internal control department within the company to improve the effectiveness of the policy by preemptively and regularly monitoring whether
product marketing and sales are carried outin compliance with the marketing policy. Moreover, as we enhance the brand value by entering the
global market, marketing activities are carried out responsibly in accordance with local tobacco control laws of exporting countries.

Responsible Marketing Policy

KT&G pursues responsible and sustainable marketing in compliance with the domestic and overseas laws enacted based on the FCTC of the
WHO, protecting the rights of minors and customers. Also, we laid the foundation for building the trust of customers and stakeholders by
contributing to creating a sound business regulatory environment. We have strictly limited youth’s access to our products by asking to verify
one’s age on our website and are sponsoring various activities such as the ‘Youth Smoking Prevention Campaign’, We continue cooperating
with external authorities in their controlling activities, striving to establish sound distribution and marketing practices. Furthermore, to ensure
consumers’ reasonable choices and basic rights, we listen to the voice of customers through various channels and reflect themin our products
and sservices.

Meanwhile, we recognize and support regulatory authorities in enacting a balanced and reasonable marketing regulatory policy after
sufficient discussion and social consensus. The tobacco industry encompasses various interests such as protecting leaf tobacco farmers,
export, tax payment, employment, and distribution. Responsible marketing policy applies to all our products, and we must comply with
marketing regulations for each country and market where KT&G products are sold.

Compliance with Domesticand Youth Protection
Foreign laws
+Marketing activities that comply with domesticand «Youth smoking prevention campaign

foreign lawsincludingthe tobacco BusinessAct + Establish a system that limits youths’ accessto the
+Preliminary and regularinspection by internal products such as age verification on the lil website
controldepartment

Envirgnment forSgund Protection of consumerrights Responsible Provisipn of Product
Business Regulation Information

«Support for reasonable marketing regulation policies +Guarantee consumers’ rights to reasonable choice +Markingofinformation, warning text,and warning
through social consensus +Listening to consumer opinions through diverse picturesonall products
channels

« Cooperation with externalinstitutions to build a «Exclusion of emphasis on specific values such
sound distribution orderincludingillegal tobacco assports, sexuality, and social success during
control marketingactivities
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Responsible Marketing Activities

KT&G preemptively responds to any legal risk from advertisement, promotional materials, and other
marketing activities and manages the risks. We consistently monitor the enactment or amendment of
relevant laws and policy trends. Based on this, we run compliance monitoring processes to manage risks
fromviolations of laws and regulationsin advance. And when any high-riskissue is identified, we conduct
a separate inspection to understand the internal status and reflectimprovements. Additionally, we write
internal compliance guidelines and distribute them to relevant departments to support their responsible
marketing activities and run a legal information system that enables easy access to legal information
24/, preventingrisksinadvance.

Going beyond distributing guidelines, we carry out training programs on marketing-related risks to
raise awareness of its importance and have established a self-evaluation process to allow employees
to self-check the implementation of policies. In 2021, we conducted a compliance check on the subject
of ‘Marketing and Brand Advertising’ for employees of relevant departments. We strive to develop
responsible marketing by checking awareness and compliance with the Tobacco Business Act, the
National Health Promotion Act, and the Labeling and Advertisement Act and reporting the inspection
resultsto the managementand the board of directors.

For overseas offices, KT&G appointed a Compliance Office for every office to oversee the level of
marketing implementation and compliance and created the manual for advertising operation and
marketing investment management in the manual, commonly used in global business sites. In
addition, we will implement a systematic education course regarding regulations, actual examples, and
monitoring that is relevant to both the domestic market and overseas market regarding monitoring both
home and abroad so that all the employees can comply with regulations and prevent potential risks in
advance.

Marketing, Advertising Training & Programs for Responsible Marketing
KT&G implements compliance inspection and training on business-related laws (Tobacco Business Act,
Display and Advertising Act, etc.) for new and experienced employees and newly appointed managers.

Education &training for Laws and Policy Trends Frequently

MajorActivities

Self-inspection usinga checklist
*Domestic: Regular compliance check Regularly
*Overseas: Check by the Compliance Officer

Educationonresponsible marketing
*Legislations and real-life examples, majorissues
*Monitoring

*Manual

Regularly
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Compliance checkrelated to responsible marketing

KT&G conducts compliance checks on related employees every year to comply with responsible
marketing activities. The compliance check on responsible marketing activities closely checks whether
employees’ marketing activities comply with relevant laws and regulations through detailed questions
such as prohibiting unfair display advertisements. KT&G will continue to make efforts to practice proper
management through such activities.

Responsible Marketing Compliance Checklist Key Items (total 31)

«Whether children and adolescents prefer or use familiar concepts when establishing brand and
design developmentplans

«Whether specificvalues such as sports, sex, etc. are linked and emphasized to tobacco products
when establishing abrand and design development plan

«Whetherafemale oradolescent personis depictedina product advertisement

«Whetherto recommend orinduce smoking directly orindirectly to non-smokersin product
advertisements, etc

Litigation related to Marketing, Advertising

N

Casenumber Seoul High Court2020Na2047374

Date of appeal Dec. 10,2020 (by NHIS /lostinthefirst trial)

Plaintiff: NHIS (National Health Insurance Service)

Litigants Defendant: KT&G and other two companies*

TheNHISfiled a claim for damages against the defendants, claiming that approximately

Litigation content KRW 53.3billion was used to treat diseases caused by smoking between 2003 and 2012.

Litigationvalues KRW 53,319,553,950
Progress Second trialin progress
Schedule Date for pleading: August 24,2022

*Means Philip Morris Korea Co., Ltd. and British American Tobacco Korea Co., Ltd. (including breakfast company manufactured by
British American Tobacco Korea).
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PRODUCT SAFETY AND QUALITY

Customer Safety

|

Certifications for Reinforcing Customer Safety

Reinforcing Customer Safety

2021 KT&G ESG Highlights Report @ 18 e
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Classifi- Details Initial
cation certification
Leaf CORESTA (Cooperation  International  Leaftobaccothat meets 118 safety standards
tobacco Centre for Scientific standard
material Research Relativeto
Tobacco)
Non-tobacco KT&G Independent  Preliminary safety evaluation of additives and materials -
material standard and quality system conformity evaluation
Tobacco KOLAS(Korea Laboratory  Certification  Quarterly assessment of tobacco ingredients conformity March 2000
ingredients  Accreditation Schemen)
Cigarette KFI (Korea Firelnstitute)  Certification ~ Semi-annual certification of low-flammability cigarette July2015
Products fire prevention performance
Next CB (IECEE, global Certification  Safety certification system for product conformity testing July 2020
Generation  standards forelectronic for household electronic devicesand
Product equipment) similardevices
CE (EEA, principle of EU Certification  Integrated standard certification that satisfies all July2020
Council) requirements of EU Council directivesin relation to
safety, health, environmentand consumer protection
EAC (EAEU, Eurasian Certification  Electronic device certification systemsin 5 Eurasia April2021
Economic Union) countries (Russia, Kazakhstan, Belarus, Armenia,
Kyrgyzstan)
PSE (METI, Japanese Certification ~ Mandatory certification according to the Japanese July2020
Ministry of Economy, Electrical Appliances Safety Act
Tradeand Industry
KC(Nationalintegrated ~ Certification  Safety device and temperature controldevice to October2017
certification mark) preventovervoltage, overcharge, and over discharge
inaccordance with the enforcement regulations of
the Domestic Electrical Appliances and Household
Appliances Safety ManagementAct
KT&G’s distribution Independent  Distribution tracking system that records and manages June 2020
tracking system standard the specific code of all products from the main material
ofthe device (battery, etc.) to the final packaged stage
(pallet). We completed the system for product shelf-life
management, recall response process, and supply of
optimal products.
Workplace SO (International Certification  Maintaininga systematic quality and environmental April2020

Organization for
Standardization)

management systeminthe workplace based on 1509001
(quality management system) standards

‘ Leaf Tobacco Material —————————
W Leaf tobacco purchased by KT&G is managed

in accordance with the management

standards presented by CORESTA (Coope-
ration Centre for Scientific Research Relative to Tobacco,
World Tobacco Science Association), which major
worldwide manufacturers and related organizations
have joined. Before purchasing, we pre-analyze target
items through a laboratory certified by ILAC (International
Laboratory Accreditation Cooperation), an international
testing and accreditation organization, and make
purchases only when the safety of leaf tobacco is
guaranteed.

Non-tobacco Material

Product safety is an integral aspect of

businesses. In order to guar antee pr oduct

saf ety, K T&G uses materials that have
passed additive safety verification and quality conformity
assessment. Additionally, the company is taking proactive
measures to improve product safety by having domestic
food appliances and containers certified for packaging
standards for packaging materials.

D TobaccoComponents ———————————
[P Every year, tobacco manufacturers,
,C\D\ importers, and sellers must request the
tobacco component measurement institution
(accredited by Korea Laboratory Accreditation Scheme) to
measure the components displayed on the cigarette pack
and obtain certification
that the values labeled are correct. Every quarter,
KT&G requested that a tobacco component measuring
institution measure the components of all products sold
and have the labeled components on cigarette packs
certified for conformity. In addition, the KT&G Research
Institute is a KOLAS testing institute and has been
internationally recognized, for 21 years in a row, for its
ability to measure tobacco components. As of 2021, it has
guaranteed 111 products from 16 countries as requested
by importing countries. On top of that, the KT&G Research
Institute was recognized for its capacity to measure
NGP products, which lack international standards,by
KOLSA, and the institute has enlarged its measure by 51
components, further supporting the assurance of the
quality of NGP products.

Cigarette Tobacco Products

The Tobacco Business Act mandates that
starting in July 2015, cigarettes sold in
Korea must use low ignition propensity, a fire prevention
technology. Additionally, cigarettes must undergo pre-
certification checks every six months to ensure that the
technology is applied correctly before being released to
the market. For this reason, KT&G acquires global testing
capabilities for the technology and routinely evaluates
the products to assure product quality and adherence
to legal requirements. As a result, in the first and second
half of 2021, 80 products sold in Korea were successfully
certified for fire prevention by the Korea Fire Protection
Industry and Technology Institute, a certification body of
fire preventtechnology.

N
\

o, ¢ o NGPDevice

o- - -0 We strive to ensure safety and quality
o & “o control across the entire value chain,

from sourcing raw materials to product
manufacturing by achieving certifications and managing
the life-cycle of products. For NGP devices, we have
achieved domestic certification (KC) and international
certifications (CE, CB, EAC, PSE). As we enter new foreign
markets, we are securing the type of certification each
exporting country requires. Notably, we have been
evaluating the suitability of parts materials to produce
and sell goods that meet the EU Tobacco Products
Directive. Only the materials that have been proven safe
can be used to manufacture devices. Such efforts are
to ensure safety for our consumers. Also, we manage
and improve the raw and subsidiary materials for NGP
sticks to meet the international safety standards and our
internal quality system accumulated with data. Recently,
the international society has been calling to ban the
use of conflict minerals such as gold, tin, tungsten,
and tantalum. Along with product safety, we are trying
to follow the international regulations about conflict
minerals and establish a system that limits the use of
these minerals.
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Performing Environmental
Responsibility across the Value Chain

Environmental Management Vision System and Directions

KT&G established the ‘KT&G Green Impact’, an environmental management vision and
strategy system focused on reducing the impact of climate change and transforming the
circular economy to reduce risks and discover business opportunities due to climate change.
We are promoting various projects to effectively achieve a mid-to-long-term goal in terms of
GHG reduction, carbon neutrality, water saving, and waste recycling. We also endeavor to cut
negative environmental impacts across the entire value chain beyond just worksites and to
create shared value with stakeholders.

Appliedthe

SBTi*1.5°C Scenario

for reinforced climate change response

GHG Emissions

by2. 7%

(Domestic and overseas work sites)

Defined Eco-friendly
Products by Adopting

Sustainable
Product Policy

Increased Waste
Recycling Rate

by 144%'0

(Domestic and overseas work sites)

GHG Emissions
atScope 3&Overseas plants

the Third-Party
Verification

Reduced Water Usage

by 15%

(Domestic and overseas work sites)

*SBTi(Science Based Target Initiative)
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KT&G is committed toimplementing key challenges to minimize environmentalimpacts across the value chain.

(D Expand recycling of discarded NGP devices (D Research and Apply Eco-friendly materials
- . ) INTRODUCTION
\ In2021, established thermal energy recycling system Define KT&G eco—frlgndly products
n 2022, established material recycling system ! Progress and advancefour major areas by
’ ’ yclingsy revising Sustainable Product Policy APPROACHTO SUSTAINABILITY
\ By2022,achieve morethan40% recycling rate per device PrOd uct Pla nni ng & Development

Short-Term Goal ) Apply 100% recyclable materials FOCUSING ONNEW FUTURE GROWTH

/ Encourage consumer participation toincrease the collection volume J—— S ENGINE OF TOBACCO BUSINESS

Mid-to-Long \ Develop new materials like eco-friendly

\ By 2025, achieve more than 80% recycling rate per device TermGoal ) filters and alternative technologies © PERFORMING ENVIRONMENTAL
RESPONSIBILITY ACROSS VALUE CHAIN
(@ Expand social contributions contributing @ Review the design of minimizing carbon GREEN IMPACT PATHWAY

to the value chain (more than doublein 2025) footprints throughout the life-cycle

4
\— Consumer Use &Discard (5) |
(@ Convertallbusiness carsto EVs 100%

) Progress ) \ Adopted 6 EVs for test learning at
g / logistic centers and branchin Yeongdeungpo

\ ConverttoEVsatbranchesand
) logistic centersin metropolitan areas

Environmental Management Vision System

Responseto Climate Change

Purchasing Materials
BUILDINGA SUSTAINABLE

@ Improve efficiency of dryers at leaf BUSINESS ECOSYSTEM
tobaccofarms

ADVANCING GOVERNANCEAND
 Establish anannual promotion plan STRENGTHENING EXECUTION CAPABILITY

Progress / fordryer efficiency devices supply

SUSTAINABILITY MANAGEMENT OF SUBSIDIARIES
By 2022, plantodistribute 85
fuel-reducing devices for leaftobacco farms RECOGNITION &AWARDS

Short-Term Goal |

10

Mid-to-Long \ By2030, install total 4,000 efficient
Term Goal devicesfordryers
(@ Cooperate with partners for eco-friendly Logistics Manufacturing & Work Sites
SCM management ‘
(g Reduce GHGs (J@ Reduce and recycle water é) Reduce and recycle waste

™\ Reducewaste suchasmaterial packaging

) waste and wastewater sludge, etc. Recycle
conversion of waste plastic, wastewater
sludge, etc. Improve recycling rate by 17%p

™\ Accumulated conversion of factory ™\ Reduce3,577tons/year of direct reuse for
Progress ) high-efficiency lights (LED) to approximately wastewater treatment plantdischarge water
12,500 locations Replacement of high-efficiency cleaning Improve water-savinginfrastructure
facilities such as refrigerators (supply of water-saving devices, etc.)

- By2023, introduce Factory Energy Management System (FEMS) By 2023. expand the use such as cleanin
Short-Term Goal ) By 2024, expand the renewable energy use byinstalling solar Short-Term Goal ) =) »EXP e s
tower, etc. by additional water reuse facilities
— powerontheroof of thefactory S

™\ By2030,reduce GHGs by 42% compared to the 2020-level (Scope 1+2) /"~ Mid-to-Long By 2030, reduce water usage at worksites
Term Goal

. In2023, reduce the process by-product

difficult-to-recycle waste

) * o \ By 2030, achthanieve waste
J * Reduce Scope 3by 25% by 20% compared to the 2020-level ) recycling rate more than 90%

By 2050, Carbon Neutral (Scope 1+2+3)
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ENVIRONMENTAL MANAGEMENT VISION SYSTEM

Establishing the Environmental Management System

KT&G strives to minimize negative environmental impacts during business operations and across the
value chain by carrying out specific targets for sustainable management visions and strategies we set
forth. To reduce greenhouse gas emissions, we have established mid-to-long term reduction targets
by the Science Based Target Initiative (SBTi), a global science-based reduction target. We aim to verify
SBTi within 2022. In 2022, we have upgraded the target of reducing greenhouse gas emissions by 2030
based on the 1.5°C scenario, which requires more reduction than the well-below 2°C scenario. By 2030,
we aim to reduce our internal operations by 42% compared to 2020 and reduce our overall value chain
emissions, including Scope 3, by 31%.

Also, some of our mid-to-long term goals to accelerate a circular economy include a 20% reduction in
water usage and 90% of worksites’ internal waste recycling rate by 2030. KT&G promises to reinforce
environmental responsibilities and internalize environmental management to create ‘KT&G Green
Impact’ and meet the needs of a global society.

Environmental Management Vision System

Vision KT&G GREEN IMPACT
Mitigate Climate Change Impact Accelerate Transition to Circular Economy

2 Z N

N\ T\ T\
" By2030, \, _~ N ~ N\
Target Reduce 31% of Carbon Neutral By 2030, Reduce
GHG compared by 2050 20% of Water By 2030, Recycle
t02020 Scopel+Scope2 Consumptlon 90% of Waste
+Scope3 compared to

Scopel+Scope2:42%

N >

N Scope3:25% 2
\\ //,/

2020

Establish water Establish waste

Discover GHG reduction activities management system managementsystem

Key Increase water Increase waste
Expand renewable energy use recycling recycling
L AWS certification atall ZWTL* certification
Manage value chain emissioninventory e o
@ Resource & Capability Value Chain Management Green Partnership

(Empowerinternalcompetency)  (Managingsupply chainto usage) (Build externalinfluence)

Environmental Management Governance {\@9 KT&GEnvironmental Management Policy

KT&G is establishing the environmental management system with three main organizations: the
Sustainability Committee, the top decision-making body, the ESG Management Committee, the
decision-making supporter, and ESG Planning Team, the control tower in implementing practical
challenges. ESG Planning Team identifies strategic agendas to minimize environmental impacts in
business operations and establish mid-to-long term goals based on the agendas. Also, the ESG Planning
Team reflects changes in business environments and revises the related targets while organizing and
managing the ESG Task Force.

To advance our environmental management, we promoted the Energy Environment Technology
Team under the Manufacturing HQ to the Energy Environment Department. The Energy Environment
Department manages the company’s environmental management performance based on the mid-
to-long term goals. Also, we are accelerating implementation to minimize environmental impact
by establishing and implementing detailed strategies such as conversion to renewable energy,
improvement of energy efficiency, expansion of water reuse, and minimization of waste landfill.

Each organization has a designated person in charge of environmental performance. Through
organic cooperation with the Energy Environment Department, each organization operates relevant
processes per agenda. Each plant has a designated manager for each area to ensure that environmental
managementis adopted on-site systematically and consistently.

Role and Responsibility in Executing Detailed Environmental Management Tasks by Stage

Planning and handling the entire process / Managing the performance linked KPI

ESGPlanning
Team
UG PEVElopment Purchasing [ Manufacturingl] Logistics Productuse
&design and disposal
+Marketing «Material +Energy +SCM +NGP
+NGP Planning Environment +SalesPlanning  «Manufacture
+Global «Purchasing (NGP Quality)
*R&D Management
«Manufacture «Material
. (Quality) Business
Social
Contribution « 5
Dept.

Support forupstream activities Support for downstream activities
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RESPONSE TO CLIMATE CHANGE

Strengthening Greenhouse Gas Management
Reinforcing the responsibility for GHG emissions
Establishment of Science-based GHG Reduction Target
KT&G has established mid-to-long term GHG reduction targets based on the SBT(Science Based Target)
and aims to verify SBT within 2022.

KT&G has set a goal aligned with the Paris Agreement to keep the global temperature rise below 2°C
compared to pre-industrial levels. In addition, the 2030 target has been raised from SBT’s well-below
2°C and 2°C scenarios to 1.5°C and well-below 2°C compliant scenarios to strengthen our responsibility
for greenhouse gas emissions in line with global standards. To this end, we are considering various
alternatives, such as expanding the introduction of renewable energy and reducing greenhouse gasin
the supply chain. We intend to realize carbon neutrality in 2050, which has expanded throughout the
businessvalue chain.

[ ¢? TCFDReport |
%

Advancing GHG Reduction Targets

’—{ Reduce 31% compared to 2020
* Applying SBTi 1.5°C scenario

(Unit: 1000tCO2¢eq)

336. Replace office
Baseline fleettoelectric Rooftopsolar
vehicle power Value
Install LED generation chain-related
lighting |ir:t2:?]\§ external projects 231
Expand Target
Z?ecregsys renewable Improving &
Scope3 212 efficiency enerey efficiency of
dryersusedin
leaf tobacco
farms
159 | Scope3 .
25%
reduction
777777777777 Scope 1+2
Scope 124 42%
12 b7 reduction
e . )
2020 Operation L valuechain— 2030 2050

* Further analysis of value chains such as overseas leaf tobacco procurement in 2022 and transportation stages
enhance the calculation of external emissions (Scope 3)
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Discovering Major Mid-to-long-term Reduction Measures

To achieve the 2030 GHG reduction targets, KT&G has set reduction measures that require cooperation
with internal and external stakeholders. We have identified practical agendas for improving energy
efficiency and expanding renewable energies. We can promote more effective measures to reduce GHG
emissions through the cost-benefit analysis while continuously discovering new reduction measures.

Mid-to-Long Term Reduction Measures

Replacingthe lights to LED in major plants to reduce power

Expanding LED lights at plants .
P & & P consumption and energy costs

Replacingallcompany vehicles with EVs by participatingin
the K-EV100 (the project of supporting Korean Zero Emission
Vehicle) project and expanding the infrastructure for charging

Replace office
fleetto electricvehicle

Improveinternal Improving steam boiler operation, applying aninverter control

process energy efficiency introducing FEMS (Factory Energy Management System), etc.

Rooftop solar
power generation

Reducing power consumption by generating Solar power from
the manufacturing plant’s roof

Expandrenewable
energy

Facilitating the use of renewable energy using the K-RE100
support

Value chain-related external

projects Discoveringitems for reducing GHG related to CSR activities

Improving efficiency of dryers Reducing energy consumption by

used in leaftobacco farms

IR A
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Status of GHG Emissions in the Value Chain

KT&G is trying to analyze greenhouse gas emissions from all value chains objectively and include themin
thereductiontarget. As aresult ofinventory construction, including Scope 3, we found that upstream and
downstream emissions accounted for about 63% of the total.

The WHO criticizes the tobacco industry for its increasing environmental impacts. Especially the WHO
points out issues with forests, soil, and water shortages as well as the GHG emissions in all stages of
materials cultivation, production, distribution, consumption, and discharge. Remarkably, the wood
used for cultivating tobacco lands and drying tobacco leaves is reported to contribute 20% to increasing
GHG emissions. KT&G is cooperating with leaf tobacco farms to encourage utilizing eco-friendly fertilizers
and LNG when drying tobacco leaves, promoting a low-carbon environment for manufacturing. We will
continue to make efforts to reduce greenhouse gas emissions by expanding the use of renewable energy.

114,663
(35.4%)
150% 83,894
21,862 (25.8%)
36,622
38,312 (11.3%)
2,878
12,854 8 3,240 5,054 4099 703 2,210 23704
7,760 (0.0%) (1.0%) (1.5%) (1.2%) 0.2%) (0.6%) :
Purchasing of Capital Purchased Upstream Waste Business Employee Scopel Scope2
productsandservices  goods fuel/energy transportation&  generated travel commuting (Direct (Indirect
distribution  inoperations emissions) emissions)
L Upstream Scope 3 (38.1%) 1
[ Scope3: Upstream] [Scopel+2]
Leafto Leaf Tobacco Overseas Non- NGP Domestic Overseas
bacco tobacco sheet leafto tobacco manufacturing plants plants
cultivation  drying manufactu-  bacco material
ring procure-

ment
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Advanced Management of GHG Emissions

Under Article 8 of the Operation Guidelines about Managing Greenhouse Gas Energy Targets, KT&G was

chosen as a business for regulations control in 2013. Since then, we have been assigned GHG emissions

targets. Furthermore, since 2014, we have been subject to the allocation of emission permits under

Article 8 of the Enforcement Decree of the Act on the Allocation and Trading of Greenhouse Gas Emission

Permits. Under Article 44* of the Framework Act on Carbon Neutral/Green Growth , and the government

guidelines, we have been reporting and transparently disclosing our GHG emissions and energy

consumption with stakeholders after third-party verification.

In 2021, we established GHG inventory, including Scope 3, for the first time, including GHG emissions

from upstream, downstream, and the entire business areas. It indicates that KT&G is ultimately taking

off the long journey of carbon neutrality. Also, to improve the credibility of GHG inventory and advance
the GHG emissions management system, we are actively conducting third-party verification for
overseas plants and Scope 3 and securing suitability. Furthermore, KT&G will make efforts to reduce

GHG emissions and environmental impacts by meeting government guidelines and global standards

in understanding the current status of greenhouse gas emissions throughout the value chain and

establishing goals and implementation measures.

*“The Framework Act on Low-carbon Green Growth” was abolished on March 25,2022, and “The Framework
Acton Carbon Neutral/Green Growth for Climate Crisis Response”(The Framework Act on Carbon Neutral) took
effect on the same day. Article 44 of “The Framework Act on Low-carbon Green Growth” is Article 27, Paragraph
3 of “The Framework Act on Carbon Neutral”. KT&G reports greenhouse gas emissions and energy use to the
government after being verified by an external verification body.

(oI LNe T BT GHG Emissions Reduction

39,738 Scope1:39,284 =>36,622 6 8 o
) oStk ) reduced
25,787 (12.2%) ° (o)
7,394 (7.9%)
(2.3%) 2,067 .
2,067 - Scope2:84,623 => 83,894 0 . 8 9% reduced
Downstream  Useofsold End-of-life Investment
transportation products treatment of - o
&distribution sold products Scope3:212,288 => 204,962 3 . 5 /0 reduced

- Worksite (37.4%) = L——— Downstream Scope3(24.5%) ——

[Scope3:Downstream] [l
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Building a Sustainable Business
Ecosystem

Building a Sustainable Business Ecosystem

KT&G is working on expanding the human rights impact assessment scope and deriving and
preemptively responding to potential human rights risks. Furthermore, based on this, we strive
to create a culture that respects the human rights of executives and employees from the supply
chain. In addition, we are promoting the establishment of STP, a platform developed under the
leadership of global tobacco manufacturers for sustainable leaf tobacco farming. We will strive
tofulfillsocial and environmental responsibilities such as guaranteeing working rights, stability
management, and reducing greenhouse gases.

Contribution to leaf tobacco farms’
social and environmental value

creation
KRW 500,9 billion

(including the Tobacco Production
Stabilizing Fund, accumulative)

The number of male childcare
leave users wasincreased by

3. 14 times

1SO 45001

(Occupational health and safety
management system) Certification

Implementation of
ESG evaluation to

material partners 1 00%

(accountforover95% of our total
purchasingamount)

Social Contribution

KRW 160,3 billion

STP*Promotion

Establishment of STP operation
plansand providing training to
domesticfarmers

*STP: Sustainable Tobacco Program
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SUSTAINABILITY IN THE SUPPLY CHAIN

Supply chainmanagement system
Supply chain assessment process
KT&G has been making many efforts to enhance sustainability and minimize risks in the supply chain. ESG evaluation items are included in the
SQ (Supply Quality) assessment and comprehensive evaluation to strengthen the competitiveness of the overall supply chain. The SQ(Supply
Quality) assessment is utilized for discovering and selecting new partners, and a regular comprehensive evaluation is conducted on our
existing partners to maintain sustainable cooperative relationships with them. Notably, in the future, KT&G aims to regularize ESG evaluation
of partners and continue monitoring potential risks to identify and respond to risk factors likely to violate the law in advance.

™
C@@ Supplier Code of Conduct /?

Step2. Documentinspection
and on-site due diligence

Step3. Analysis of
evaluationresults

Stepl. Establish evaluation plan

*Decide evaluation method +Onlineinspection system *Presentimplications

New partner S
(in-house/commissioned) *Checkresponse and supporting +Identify majorimprovement

*Workforce, budget, cooperation, etc. documents cases

|

Document
inspection(On-Desk)

Set evaluation

lan f xt Reportevaluation
planfornextyear

results

el Select partners subject

to evaluation

Presentation

+Key partners for partners
«Consideringsales and business
importance
Explanation of the
evaluation
purposeto partners

Advance partner evaluation system

+Optimizeindices and advance criteria
*Introduce evaluation guideline

*Reconfirm document
inspectionsresults

«Sitetourand interview

Duediligence wd| Recommendimprovement
(On-Site) topartners

*Informrisk evaluation results
Recommend improvement
measuresand plans by partner

i

EESTIERENSH

*Analysis of risk level by sector such
ashumanrights, safety,
environment, ethics, etc.

\

*Discuss evaluation efficiency
and reflectionresultsin
purchasingplan

Set evaluation
planfornextyear
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Credential evaluation of new partners

In selecting new partners, KT&G conducts a credential evaluation
(SQ) that includes human rights, labor conditions, environment,
and business management capabilities. The duration of the
certification is three years, and 85 companies have been certified
since 2011 after screening 87 companies. Upon the findings
that a partner is ineligible for the terms and conditions for the
credentials during the screening process, we notify the partner of
the details and reason for disqualification while the partner can
take improvement measures and request for re-screening. 40% of
the evaluation items for due diligence of partners are ESG-related,
and our evaluation team consisting of employees with related work
experience or certifications, conducts asiteinspection.

New partner certification evaluation

Document Safety Quality Duediligence
evaluation evaluation evaluation evaluation

-Creditratings - Safety of +Physico- ESG-related
Financial additives chemical evaluation
position evaluation +Evaluationon

- Technology Workability qualityand
&production evaluation -production
status

New partner due diligence evaluation items

L Evaluation
_

Human ~ Humanrights Evaluation of control
rightsand  \yorking conditions ~ Systemsthat

V07 ) V- . A respecthumanrightsand
condi- Safety &health ensure

tions Grievance handling fairworking conditions
Environ- _ Pollutionprevention  gyalyation of environmental
ment controlsystemssuchas

— identificationand reduction

Chemicalsubst of pollution sourcesand *Setup of Related
emicalsubstance  officient use of resources policies
- +Operation of
Ethics _ Corporateethics Evaluation of the control related programs
systemto prevent corruption,
Pre-/post- suchasbriberyand conflicts
management ofinterest

Business ~Humanresources aluation of overall

manage-  Supply chain management
ment management system for sustainability
Product&service

Local communities
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FOCUSING ONNEW FUTURE GROWTH
ENGINE OF TOBACCO BUSINESS
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Enhancing ESG capabilities of supply chain

Building collaboration system with partners [Green ImpactAlliance]

KT&G launched the Green Impact Alliance to pursue shared objectives with partners as the global market
demands a more scope of ESG management. Fifteen partners accounting for more than 90% of the
purchase ratio are the target of achieving common objectives from providing education and consulting
such as the establishment of environmental goals and 1SO certification in the short term to producing
outcomes through development cooperation forimproving the environmental capability of productsina
mid and longterm.

Shortterm Mid-to-long term

Collaboration of R&D/development for
environmental capability of a product

Supporteducation/consulting/certification
aligned withinternationalstandards

*KT&G supports establishing environmental goals for partners, *The Green Impact will be implemented by developing eco-
implementation strategies for improvement, and plansto  friendly materials with less environmental impact and
support the participation of international initiatives, including  recyclable materials as a common goal under collaboration
1SO certification. and support.

Conducting and supporting the third party on-site ESG inspection to partners

KT&G has made an enormous effort to monitor and manage potential risks to enhance the sustainability
of its partners. In this regard, it conducts a regular ESG evaluation of the partners, and the on-site
due diligence is also conducted as a third-party inspection if necessary. The self-evaluation is also
carried out so that the partners can understand the actual status of their company, and active support
and continuous monitoring enable partners to implement the improvement tasks derived from the
evaluation. ESG consulting and partner data verification programs are conducted simultaneously in
the on-site due diligence. We confirm the data reliability and issue verification certificates by reviewing
the data management system of the partners. Moreover, we are promoting the operation of shared
growth programs based on evaluation results for improving risks and performance. It is expected
that the following will help the enhancement of partners’ ESG performance capability and spreading
risk management culture: supporting the introduction of a working system for efficient ESG data
management, customized consulting according to potential issues and ESG trends, distribution of
standardized documents, development, and operation of ESG education materials and courses, sharing
excellent practices.

Regular ESG training for partners

KT&G organized the second ESG workshop for partners who account for 90% of purchasing NTM(Non-
Tobacco Material) to support the achievement of 2050 carbon neutrality and sustainable management.
In this workshop, the partners shared KT&G’s environmental management vision under the name of
‘Green Impact, energy reduction cases of manufacturing factories, and participated in the lecture to raise
awareness of ESG. In addition, we discussed ways to provide practical supporting measures, including
environmental management training, management system on carbon footprint, customized consulting,
globalinitiatives and ISO certification, and investment in facilities for energy reduction.

Furthermore, KT&G conducted an additional demand survey to collect in-depth opinions for
establishing an organic ESG collaboration system with partners. We plan to build a system for sustainable
managementin the future.

2021 KT&G ESG Highlights Report @ 26 a

The second workshop for partners

Creating common ESG output with partners

ECO-Cargo program

ECO-cargo programs (ECO mileage and ECO change) were launched in 2021 with the increased social
demands for low-carbon green growth and transition to an eco-friendly supply chain, strengthening ESG
management capability.

ECO mileage

With the intention to reduce carbon emissions and fuel use by adopting the eco-friendly economic
driving strategy, KT&G has beenimplementing the ECO mileage program since April 2021 for five partners
and a total of 64 vehicles that have signed transportation contracts with us. The top 10 cars with high
quarterly performance based on the driving scores of the T-map app are selected and will be rewarded
with a preferential transportation section and our red ginseng products. Improving driving habits helped
reduce 11 tons of truck carbon emissions while having the sameimpact as planting 967 trees.

ECO change

KT&G realizes green logistics by replacing aged cargo vehicles of our partners with a transaction
record of more than seven years with KT&G to achieve eco-friendly and win-win management. Ten
cars were selected to be the target of ECO change through pre-application, and KT&G paid 5 million
won per vehicle. Furthermore, two aged cargo vehicles out of applied vehicles were fully supported for
replacement. ECO change helps reduce 22.2kg of annual fine dust and gives the same effect as planting
622 trees. KT&G continuously plans to practice eco-friendly and win-win management through the ECO
change program.

Funding for shared growth in the supply chain

KT&G operates various shared growth systems by supporting the promotion of welfare for its partners
facing financial difficulties, including leaf tobacco farmers. We pay the whole amount of materials in
cash every month. It is strongly recommended that primary partners pay cash to secondary partners. In
2021, we supported our partners by the early execution of about KRW 64.38 billion before the holidays.
In addition, KT&G strives to relieve the burden on our partners by raising the purchase contract amount
when the partner experiences an increased burden compared to the contracted time due to cost
fluctuationfactors, i.e.,anincrease in raw material prices.
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Sustainable Agriculture
Promoting STP(Sustainable Tobacco Program) for leaf tobacco production
Participationinthe Sustainable Tobacco Program

Leaf tobacco is a raw material critical to the tobacco business of KT&G. The Company is pushing ahead
with joining the STP Steering Committee in order to introduce the Sustainable Tobacco Program(STP),
which is a platform jointly developed by global tobacco manufacturers with the goal of stable
procurement of quality leaf tobacco cultivated by sustainable agricultural practices.

The STP evaluates and manages agricultural practices with a focus on four areas-- governance, crop,
environment, and people(labor, human rights)—rather than quantity and quality. KT&G will set best
practices for sustainable leaf tobacco production based on the Sustainability in Leaf Tobacco Production
proposed by CORESTA(Cooperation Center for Scientific Research Relative to Tobacco), an organization
of global tobacco manufacturers, overseas leaf tobacco suppliers, and research institutes. We will
examine, evaluate and improve our agricultural practices from 2022 based on these setindicators.

Establishment of a Domestic Sustainable Tobacco Program

KT&G will introduce the STP which incorporates such factors as environment, protection of the
ecosystem, labor and human rights, and history tracking, in order to strengthen the sustainability of
domestic leaf tobacco farmers’ production base by adopting global best practices.

In that regard, the Company held the “ESG Practice Declaration Ceremony for Leaf Tobacco Farmers”
in June 2022, provided ESG training to the employees of a leaf tobacco production cooperative, and
established a sustainable agriculture policy setting forth the basic principles pursued by the Company.
Moving forward, we will establish regulations on leaf tobacco, develop an evaluation system to
improve production management, and jointly explore ways to mitigate environmentalimpact, such as
providing devices enhancing the thermal efficiency of leaf tobacco dryers, and introducing eco-friendly
equipment.

ESG Practice Declaration Ceremony for Leaf Tobacco
Farmers cooperative

ESGtraining to the employees of a leaf tobacco production

Focusareas of the domestic Sustainable Tobacco Programin2022

2021 KT&G ESG Highlights Report @ 27 a

KT&Gis promoting STP for sustainable agriculture in Korea and is working to minimize
environmental pollution and protect workers’ human rights.
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Necessary to analyze the environmental
effect of equipment used in the cultivation
of tobacco and respond to minimize
environmental pollution preemptively.

Necessary to take preemptive measures
with the understanding of the growing
trend of leaf tobacco farms employing
foreigners through service providers, and
compliance with relevantlaw

*Collect waste plastics for agricultural use
and pesticide bottles according to collection
and disposal procedures

*Minimize air pollution by strengthening the
maintenance of agriculturalmachinery

*Refrain fromillegalincineration of
agricultural waste

*Manage agricultural oil storage (oil for drying
tobacco leaves, etc.)

*Minimize the use of pesticides through
cultural control

*Install a fuel reduction device for exhausting
heat
(Minimize the burden on farms with the
support of KT&G and Tobacco Production
Stabilization Foundation)

*Prohibit child labor and forced labor

* Comply with safety regulations on work

* Establish measures for dizziness caused by
harvestingleaf tobacco

*Paywages in accordance with lawsand
regulations

*Comply with working hours stipulatedin
lawsand regulations

*Ensure fairtreatment without discrimination
on gender, nationality, etc.

*Guarantee freedom of association
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HUMAN RIGHTS MANAGEMENT

/ D) . . )
‘1\ ¢’ KT&GHuman Right Management Policy

N\

Human Rights Management Governance
KT&G strives to implement high-level human rights management in all its business activities by building
a human rights management system consisting of ‘Sustainability Committee-ESG Management Council-
Strategy & Planning HQ ESG Planning Team- Working-level Council’ The Sustainability Committee under
the Board is the highest decision-making support organization on human rights issues. With the ESG
Planning Team as the control tower, we will promote human rights management through the working-
level council and report the implementation to the Sustainability Committee, the best decision-making
organization. The Working-level council comprises working-level officials from related departments,
discussing the roadmap for human rights risk managementand implementation plans.

Participation by Stakeholders

KT&G defines executives and employees, customers, local communities and NGO, shareholders and
investors, the government and media as key stakeholder groups. To enhance transparency and efficiency
in our business activities and secure trust and support from stakeholders, we opened a communication
channel with stakeholders, which engages stakeholders further and build stronger trust and support
from them. Our efforts to keep this engagement to identify human rights issues, set improvement items
tointernalize human rights managementwill continue.

Human Rights Management Governance

Sustainability Committee

Report performance and issues around human rights management

ESG Management Council
(executives of related organizations)

Supportmanagement’sdecision-making

ESG Planning Team,
Strategy & PlanningHQ

Reportstatus and progress of human rights management by team

Working-level Councilon Human Rights
Management*

*T/F composed of in-charge personnel by team
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Human Rights Risk Management Roadmap

KT&G has established a management roadmap to strengthen human rights management and advance
risk management. Accordingly, we plan to systematically perform a human rights impact assessment by
2025 and expand the scope of theimplementation to include overseas business sites.
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Step1(2021t02022)

Step 3 (since2025)

Step2(2023t02024)

Build humanrights

Managementstructure

*Set policiesand governance

+Establishand implementhuman
rightsimpact assessment
process

Compliance

Managinga grievance
mechanism
managinga channelforreporting
unethical behaviors,employee
grievances,and humanrights
violations,and trainingemployees
onsexual harassmentand
bullyinginthe workplace

Conductsafety training to
officersand employees

Health Counciland other
stakeholders, etc.

emergency response

andimplement

measures

Audit

Risk prevention and audit
follow-ups

*Auditadequacy of risk prevention
activitiesand improvement
measures

*Audit tip-offs, disciplinary
actions

Safety & Health
Management Office

«Collectopinions from Occupational
Safety & Health Committee, Safety &
+Performregularsafety inspection,

management, establish

improvement

Implementhumanrights
management process
*Perform humanrightsimpact
assessment

*Review humanrightsriskand
identify initiatives forimprovement

HR

o

Function

Information
Protection

Establish personal
information
protection policy and
riskmanagement process
+Perform regularinspection and run Personal
Information Protection Council etc.

Perform human rightsimpact
assessment

* Discern Company-wide human
rights risks and take measures for
improvement
* Workhours, wage,
fringe benefits,
free of assembly, etc.

Assess humanrightsrisks
inthe supply chain

*Manage cases of humanrights
infringementin the supply chain
and monitorimplementation of
improvement measures

Advance humanrights

managementsystem

*Expand scope of humanrights
riskmanagement

+Drive practicalimprovement
inrisk management

ER/Talenttraining
(Employee Relations)
Review program for
diversity and
inclusiveness

*Providetrainingon human
rightsincluding non-
discrimination etc.

SCM
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Management Framework for Human Rights Management

KT&G is building a management system to identify and improve potential human rights risks by
conducting human rights monitoring and due diligence throughout the value chain, including domestic
and overseas business sites, subsidiaries, and partners. Internally, KT&G reorganized human rights
management governance and established a human rights impact assessment process, and conducted
a human rights impact assessment for employees of the HQ to understand the actual status of human
rights management inside and outside the company. In the future, KT&G will regularize the human rights
impactassessmentand gradually expand the scope of the assessment to all business sites.

~—F—

é ]]:[ é - Checkinternal
/ system
- *Refine human rights management
governance
*Set mid-to-long-term
executionplan

(" stepa ) Setassessment
process

*Set process forhuman rights
impactassessment

O]

stepz ) Performhumanrights
/ impactassessment

\ / risks

*Analyze assessment result
*Check potential risks
*|dentify initiatives forimprovement

Y\ Improverisk management
"g ih < STEPS ) anddisclose
\

*Implementinitiatives forimprovement
*Monitorthe management
*Reportand disclose

*Survey humanrights
*Inspect quantitative data
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Process of assessinga humanrightsrisk

KT&G strives to review the company’s human rights policy and management process, identify potential
risks, preemptively identify problems, and develop improvement plans. We will make more effort
to create a better culture of respecting human rights by setting goals for the human rights issues and
continuously monitoring them.

Humanrightsrisk assessment

Identification of Definition of

Implementation of

potentialhuman vulnerablehuman thehumanrights . 21 T 15 Sl et
. . . . improvementplans result
rightsissues rights group impactassessment
+Evaluate human *Mapoutvulnerable +Analyzethecurrent <Setatargetand *ReportInternally
rights risks groups status of risks objectives +Disclose publicly
+ldentifyacoreissue  +Analyzehuman +Conductasurvey +|dentify
rightsissues by +Handle grievance improvement plans
group process channel andresponses
+Carryoutdue
diligence

Potential Human Rights Risk Identification

KT&G analyzed issues related to the international human rights initiatives such as the Universal
Declaration of Human Rights, UN Guiding Principles on Business and Human Rights, Ten Principles of
the UN Global Compact and the labor standards presented by the International Labour Organization,
and understood the cause of major human rights risks through the human rights impact assessment,
grievance handling channels, and a survey to employees. As a result, potential risks such as ‘right to
freedom of expression and speech’, ‘right to protection of privacy;, ‘right to fair working conditions’, ‘right
to be free from discrimination’, and ‘right to self-determination’ were derived. Therefore, we will apply
the zero tolerance principle to all discriminations that may occur in business operations, such as gender

andrace,and tryto preventrisks.
Rightto freedom of expression
andspeech
Right to protection of privacy

Right tofairlabor conditions

Analysis of international human
rightsinitiative issues

Humanrightsimpact
assessment

Potentialhuman
rightsrisks

Grievance handling

channel
Righttofreed

discriminati

Surveyto

employees
Right to self-determination
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DIVERSITY AND INCLUSIVITY

Inclusive Corporate Culture
In-house Diversity Promotion Program

2021 KT&G ESG Highlights Report @ 30 a

In order to emerge into a global company, KT&G creates a culture in which every executive and employee with diverse background, values and mindset can respect and embrace each other. To do so, the Company
declared Code of Conduct that emphasizes diversity and inclusiveness so as to ensure that everyone is free of discrimination due to gender, ethnicity, nationality or religion and fair opportunities as well as basic rights
are respected. We set forth the group-wide ‘KT&G Code of Conduct’ so as to elevate awareness by subsidiaries and overseas worksites as well. Moreover, KT&G runs policies and programs that support everyone in the
Company including women, youth, senior and employees working overseas to focus on their work, demonstrate competency and improve their capabilities. We will continue to build the environment conducive to

creatinganinclusive corporate culture and exhibiting competency of all executives and employees.

Gender-Equal Opportunities and Evaluation

KT&G tries to remove potential elements of gender discrimination from recruitment to performance
evaluation, promotion, wage structure, training, relocation and retirement to ensure gender-equal and
discrimination-free employment. As a result, KT&G was selected as a Company with Excellent Gender
Equality Culture by the Ministry of Employment and Labor in 2017 and obtained the Equal Salary
certification in 2021. KT&G’s commitment to providing equal opportunities and ensuring fair evaluation
foreveryonein the Company will remain unchanged.

Announcement and *Introduced blind recruitment
recruitment « Strengthened PRactivities focused on inviting more female job applicants
+Developed a system to root out prejudice against female workforce and culture averse to
employingwomen
*Increased share of female interviewers for interview-based recruitment
+Honorsblind recruitment principle and requires evaluators to submit written pledge
* Expanded scope of applicants subject to Al interview and further utilize its results
+*Ran special program for female workforce management (new employee follow-up
course)

HRevaluationand * Promoted promotion of experienced female specialists in 2020
promotion +Built training infrastructure to enhance competency of employees on long leave of
absencedueto childcare leave and to provide work support upon return

Compensation *Acquired 202 Equal Salary certificate

management

(wagestructure)

Training *Follow-up course for new employeesin their first year

-Assigns female employees as operating staff who provide general consulting on new

employees’ future career development plan, job competency improvement and
grievancesinworkplace, etc.

Work-Life Balance +Automatically shift birth leave to childcare leave

Programs for Cultural Diversity

In pursuit of successful ‘Glocalization’ (globalization + localization), KT&G supports inclusiveness on
cultural diversity as a global company with nine overseas subsidiaries and one overseas office. Accordingly,
we let executives and employees take opportunities to grow into leaders of local subsidiaries and runs
programs for KT&G workforce to develop their global competency and adapt to different cultures.

In 2016, KT&G Global HQ launched Global M.V.P course in which foreign executives and employees of high
competency were invited to participate in programs on understanding KT&G, culture, corporate value
chain encompassing manufacturing to R&D and marketing, loyalty improvement, etc. to help further
sharpen their competency level. The Company also provides opportunities for these foreign executives and
employeesto growinto leaders.

KT&G’s Indonesia subsidiary and China office provide leadership and business management training
courses for team leaders/managers with the goal to nurture next-generation leaders. All overseas
subsidiaries run on-boarding program for local workforce to get familiarized with KT&G corporate culture
and develop job competency. They also open various job training programs on marketing and sales,
negotiation and communication, etc.

Equal Salary Pollcy Certification

KT&G ensures fair and even opportunities to executives and employees based
on competency and capability. The Company also honors a discrimination-

n free wage policy that pays equally to all equally-qualified employees
regardless of gender. Indeed, our efforts to get official accreditation for our wage policy based on a
specialized and objective standards from global not-for-profit foundations and third parties paid off as
we became the first listed company in Korea to have earned Equal Salary certificate from Equal Salary
Foundation in Aug. 2021. We take this as the starting point in evolving our human capital management
policy and system on a sustainable basis and walk the talk around strict human rights management.
Equal Salary certification took roughly five months that went through various processes on statistical
analysis, survey to employees, audit interview with employees and verification on the Company’s official
policies. In the course of doing so, recruitment, promotion, evaluation, compensation, training and
the generals about HR policies and programs were subject to verification and evaluation. Focus group
interview looked at employees’ awareness audit procedures and related policies to check whether or
not top management is committed to equal treatment and walks the talk. Whether or not elements that
ensure sustainability of fairness in wage, promotion and compensation were included across the HR
operation process were evaluated as well. The certification is effective for three years and KT&G will get its
effectiveness reconfirmed via annual monitoring verification until 2024.
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SAFETYAND HEALTH IN WORKPLACE

Safety Management at Worksite

Safety & Health Management Guidelines and Goals
KT&G sets the accident rate goal for the safety of all employees and stakeholders and strives to achieve the target. While the government’s
incident rate index is based on occupationalincidents, the Company’s three-year average incident rate includes minor incidents and near miss
thatis not defined as occupationalincidents. Upholding safety and health management as our goal, the Company makes efforts to achieve the
lowest level of incident rate among peers in five years and cut incident rate by 22% every year. At the same time, we set zero serious incidents
asthe goal as a countermeasure to issues arising from the enforcement of Serious Accident Punishment Act and accordingly push ourselves to
reduce incidents and prevent management risks.

@/7) KT&G Safety and Health Management Policy )

a

=

KT&G Safety and Health Management Policy

Deeply recognizing the fact that safety and health is the basic element of business management, KT&G has internalized management system
around safety and health and preserves health and happiness of everyone at KT&G through constantimprovement and preventive activities. In
addition, we pledge and act on the following safety and health guidelinesin order to jump into A Leading Global Company by maximizing value

of KT&G and its executives and employees.

09,0 .-
—
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Safety and Healthin Workplace

We provide asafeand
pleasantwork environment
toall executives, employees

and stakeholders, thereby
strive to prevent safety
incidentsand hazard to
health.

We establish and faithfully
observeinternalregulations
that satisfy laws, regulations

related to safety and health

and otherrequirements.

We provide appropriate
resourcestoimprove safety
and health and promote
activeengagement by
executives and employees
by cultivating their safety
mindsetand ability to putit
intoaction.

Weengagein activities aimed
atreducingriskfactorsand
risks by evaluatingimpacton
safetyand healthinadvance
and establishing/executing
goalsandactionplans.
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SOCIALCONTRIBUTION

Value chain of social contribution

2021 KT&G ESG Highlights Report @ 32 e

KT&G plans and operates various social contribution programs for the company’s and society’s sustainable development and for creating shared values. Under cooperation with each relevant department led by the
Social Contribution Office, an organization dedicated to win-win cooperation, we conducted value chain-related and social contribution activities that contribute to local communities through KT&G’s dedicated
platform. We strive to create a society where everyone is happy and engaged in various activities, including social responsibility activities related to the business by supporting leaf tobacco farms, social welfare,
supporting youth entrepreneurship, sponsoring culture and arts, and environmental CSR activities such as purification of the marine environment and restoring forests.

Upstream activities
\ \

Downstream activities
\ |

\ |
Connection with value chain

Connection with local communities

H SupportforIeaftobaccofarmsandpartnersH H - Improvement of smoking environment H

H Socially caringclass

e
2
||

Youth/college student H

* Haearin project

» Tobacco Production Stabilizing Foundation Fund
* Volunteer works for leaf tobacco harvesting

« Volunteer works for leaf tobacco transplantation
* Lowinterestloansto SMEs

* Installation of smoking room
+ Installation of publictrash can
« Installation of cigarette butt collection box

+Ssudam Ssudam campaign to prevent cigarette
buttdumping

H EnvironmentCSR H

* Protection of marine ecosystem (coastal and
underwater purification activities and exhibition for
raising awareness)

* Restoring of forests athome and abroad

« Implementation of eco-friendly campaign for
employees

« Welfare foundation
- Support for low-income family

- Supportforsocial welfare facilities such as
donation of vehicles

« Scholarship foundation
- SangSangscholarship project for middle,
highand college students-
- Regularscholarships
- Specialized scholarships

H Domestic local communities H

« vRaising SangSang fund from employees
participation
+ Employeevolunteer group SangSang Together

« Activation of college student volunteer activities
(welfare foundation)

H Globallocal communities H

* Global disaster relief (Indonesia, Russia, Turkey, etc.)

* Operation of SangSang Univ. and Korean language
school, establishment of vocational training center
inIndonesia

* Global scholarships (scholarship foundation)

+ SangSang Planet, a platform to support social
innovation startups

- SangSang Startup Camp, a programto launch
socialinnovation startups

- SangSang Summit, a forum for socialinnovation
startups

- Aprogram to support social venture growth and to
promote exchange

+ SangSang Univ., a culture community for college
students

-Supporting programs for culture, artand
employment

- College students management team

H Artist H

« Support for new artists’ creative activities through
Sangsang Madang (Hongdae, Busan, Chuncheon,
Nonsan, Daechi)

- Support for performances and exhibitions
-Providing education related to cultureand art
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Customer Communication

Communication channel

We operate the lil website for introducing and promoting lil brands, the lil minimalium (lil flagship shop) and lil store (online mall) for product
information and purchases, and the C/S center and A/S center for customer inquiries and complaints. We also opened a new lil Kakao Channel INTRODUCTION
and an online customer service center inthe second half of 2020 with efforts to meet various needs and enhance customer satisfaction.

APPROACH TO SUSTAINABILITY

FOCUSING ONNEW FUTURE GROWTH
ENGINE OF TOBACCO BUSINESS

0900 PERFORMING ENVIRONMENTAL
RESPONSIBILITY ACROSSVALUE CHAIN

® BUILDINGASUSTAINABLE
BUSINESS ECOSYSTEM

Sustainability in the Supply Chain

Number of Place Human Rights Management
Classification mm Diversity and Inclusivity
1 1

Safety and Healthin Workplace

CS Center (Call Center) General consultation, claim registration and information on processing channels
Social Contribution

Website Introductionto lilbrand, products, and channels 1 1 Customer Relationship Management

Online customer ADVANCING GOVERNANCEAND

service center Self-check onlil, chat consultation, 1:1inquiry, FAQ 1 1 STRENGTHENING EXECUTION CAPABILITY
Online
Kakao channel Brand introduction and information about promotions 1 1 SUSTAINABILITY MANAGEMENT OF SUBSIDIARIES
RECOGNITION &AWARDS
lilstore Onlinesaleoflilbrand 1 1
litminimulium Product consultation and purchase,A/S 8 4
A/S centers Product repair and exchange, smoking quality consultation, Delivery A/S 17 25
Offline
lilstation Product consultingand A/Sreception 98 100
Visiting A/S Product exchange and smoking quality consultation 121 119

Total 249 253




Enhancing Customer Satisfaction

Customer Satisfaction Management Infrastructure

Online Customer Center

KT&G strives not only to enhance customer satisfaction but also to embrace customers’ voices and
feedback and to improve service quality. To this end, we are operating online customer centers and
Kakao Channels.

Online customer centers provide lil products self-check and FAQs support customers to solve simple
issues on their own, ultimately reducing the wait time for customers. Also, for customers with hearing
disabilities and who do not favor phone calls, we have customer chat services and 1:1 inquiry board. Also,
KT&G opened the Kakao Channel offering increased access and convenience, another effort to enhance
customer satisfaction and to establish infrastructure.

Customer Service Representatives Capacity Building and Customer Satisfaction Survey

With the increased number of customer inquiries, we have strengthened our customer response
capabilities by hiring more customer service representatives and adopting an ARS system. Accordingly,
the response rate to incoming calls has been over 90%. Furthermore, we have been conducting surveys
on customers who have experienced our products and services to increase the quality of customer
services and their satisfaction. KT&G endeavors to provide a better service experience to customers with
improvement based on the answers of our customers. Consequently, the total scores of KT&G’s customer
satisfaction increase every year, and we will not spare any effort to satisfy our customers.

Trade-in Services

As part of the customer satisfaction program, we have operated a trade-in program where customers
can purchase new products at a discounted price when they return their old lil products since 2018. We
also give guidance on how to use the product and provide cleaning services to customers who visit lil Flag
ShopsandA/S Center.

Customer servicerate

(Unit: %)

100.0% o —
80.0% 70.0%
60.0%
40.0%

20.0%

0.0%
2019 2020 2021
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Customer Satisfaction Management Performance

NGP Business HQ, R&D HQ, and Manufacturing HQ at KT&G strive to improve product quality and
enhance customer satisfaction through organic cooperation. As a result, KT&G was awarded the Brand
of the Year Grand Prize in the cigarette-type e-cigarette category by the Korea Consumers’ Forum and the
Brand Hall of Fame by the Institute for Industrial Policy Studies(IPS) for 4 consecutive years.

Customer Satisfaction Performance Results

Jan2022 2022 Korea Brand Hall of Institutefor Industrial Policy 4 consecutiveyears
Fame Studies (IPS)

Sep2021 2021BrandoftheYearGrand ~ Korea Customers’ Forum 4 consecutiveyears
Prize

Feb2019 IF Design Award Prize IFDesignAward lilHYBRID and lit MINI

Survey on customer satisfaction

(Unit: %)
80
78.5
78.0
78
71.0

76.0
76
74

2018 2019 2020 2021 Goal

Source: NCSI(National Customer Satisfaction Index)

SUSTAINABLE
SEED FORTOMORROW

2021 KT&G ESG HIGHLIGHTS REPORT

® BUILDINGASUSTAINABLE
BUSINESS ECOSYSTEM

Customer Relationship Management




Advancing Governance and
Strengthening
Execution Capability

Strengthening governance system and regulating
‘KT&G group Code of Conduct’

KT&G introduced the ‘Board Skills Matrix’, a BOD valuation indicator that discloses expertise
and capabilities of BOD to strengthen the advanced governance system. It enables work
capabilities to be evaluated and identified as a matrix form in diverse ways, strengthening
transparentbusiness.

Moreover, we set forth the group-wide ‘KT&G Code of Conduct’ to respond to the growing
importance of ESG management and the gradual expansion of our global business. We will
make efforts to enhance the risk management capabilities through consistent education and
inspection.

Introduced

Board Skills Matrix

to strengthen the governance system.

Strengthening

ESGKPI

for All Group Companies

Regulated the

‘KT&G Group Code
of Conduct’

Regulated

KT&G Management
System

Conducted

Compliance
Officersystem

in global workplace
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CORPORATE GOVERNANCE

Sound Corporate Governance

Board Composition
KT&G has 75 % of independent (independent) directors to make sure that directors make independent decisions and perform management inspections with checks and balances. As of April 2022, the Board of Directors
comprises eight directors: two executive and sixindependent directors. We have established the roles of each director to ensure utilizing their knowledge and practical experiences such as finance, accounting, supply
chain, risk management, manufacturing, global, legal, and ESG strategy. Within the Board, there are five standing committees: the Governance committee, Evaluation, and Compensation Committee, Management
committee, Sustainability Committee, and Audit Committee, as well as non-standing committees such as the independent Directors Nomination Committee and the CEO Nomination Committee. In addition, we
appointed femaleindependent directorsin 2016 to respect expertise and diversity regardless of gender, race, national, or ethnic background.

: ¢’ Corporate Governance Report ¢’ Corporate Governance Charter ¢’ Articlesof Incorporation/ BODrule

&

BOD organization
*As of April 192022, Standing Committee

BOD
(2 executive directors and 6 independent directors)

Executive directors 25% independent directors 75%

Chairman : Kim, Myung-chul . . . .
*Non-standing Committee : independent Directors
Nomination Committee, CEO Nomination Committee

Governance Committee
(1executiveand4independent
directors)

executive independent
directors20% directors 80%

Chairman:Baek, Jong-soo
(independent)

Evaluation & Compensation
Committee
(4independentdirectors)

independent
directors 100%

Chairman :Kim, Myung-chul
(independent)

Management Committee
(2 executive directors)

Executive
directors 100%

Chairman: Baek, Bok-in
(CEO)

Sustainability Committee
(1 executiveand4independent
directors)

Executive independent
directors 20% directors 80%

Chairman:Lim, Min-kyu
(independent)

Audit Committee
(4independentdirectors)

independent
directors 100%

Chairman:Koh,Yun-sung
(independent)
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Board Committees

KT&G articulates expertise and capabilities on KT&G Board Skills Matrix to strengthen the advanced Governance System from 2022 and operates committees in the Board of Directors to improve the profession
and efficiency of work performance. Furthermore, a majority of directors are independent directors in each committee, excluding the management committee comprised of executive directors, to strengthen
the committee’s independence and carry out management monitoring, regulating those independent directors carry out the chairman. In addition, non-standing Committees, including independent Directors

Nomination Committee and CEO Nomination Committee, are operated when needed.

BOD Composition

Classifi- Gende Appointing Expected
cation r(Age) year completion date

Transaction with companies,

relationship with the biggest
shareholder or major shareholders

m

Executive Baek, Male(58) CEO 2015 2024 General meeting Not related Management Committee Management (Current) CEO (President), KT&G
director Bok-in (President), of shareholders specialist ChlefofProductlon HQ/ChlefofStrategy HQ (Vice President),
KT&G KT&G Chief of Strategy HQ, KT&G Chief of Marketing HQ, KT&G
Executive Bang, Male(52)  COO (Senior 2021 2024 General meeting Notrelated Governance Committee, Management (Current) COO (Senior Executive Vice President),
director Gyeong- ExecutiveVice of shareholders Management Committee, specialist KT&G CBO (Vice President),
man President), Sustainability Committee KT&G Chief of Strategy HQ / Chief of Global HQ,
KT&G KT&G Chief of Global HQ, KT&G
independent  Kim, Male(67)  Chairmanof 2020 2023 General meeting Notrelated Governance Committee, Global/ - (Current) SEE (Space Entertainment Enterprise) Advisor
director Myung- the of shareholders Evaluationand Finance -CFO (Vice President), u.Life Solutions
chul Board of Compensation Committee, - President, Shinhan Bank of America
Directors Audit Committee - CFO (Managing Director), Shinhan Financial Group
Baek, Male(63)  Chairmanof 2018 2024 General meeting Not related Governance Committee, Legal (Current) Partner Lawyer, DongIn Law Group
Jong-soo Governance of shareholders Sustainability (Lawyer) - Legaladvisor, Korea Housing and Urban Guarantee Co., Ltd.
Committee CommitteeAudit Committee - Prosecutor, Busan Prosecutors’ Office
-Tax/Legal Advisor, Seoul National Tax Service
Koh, Male(50)  Chairman 2020 2023 General meeting Notrelated Evaluationand Finance/ (Current) Professor, Hankuk University of Foreign Studies
Yun-sung of Audit of shareholders Compensation Committee,  Accounting - Director, the Korean Accounting Association
Committee Sustainability - Director, the Korea Tax Association
CommitteeAudit Committee
Lim, Male(68)  Chairmanof 2021 2024 General meeting Not related Governance Committee, Global/ESG -CEO (President), SK Materials
Min-kyu Sustainability of shareholders Evaluationand - CEO (President), OCI Materials
Committee Compensation Committee, -Vice President, Samsung C&T Petrochemical Business
Sustainability Committee Division
shon Male(63) - 2022 2025 General meeting Notrelated Sustainability Logistics - (Current) President, Korea Automobile Racing Association
Kwan-soo of shareholders CommitteeAudit Committee - Full-time advisor, CJ Logistics
-Co-CEO, CJ Logistics
- Director, CJ Human Resources
Lee, Female(62) - 2022 2025 General meeting Notrelated Governance Committee, Marketing - (Current) CEO of W Camp
Ji-hee of shareholders Evaluationand -CEO,WWorks
Compensation Committee -Adjunct Professor, Department of Advertising,
Chung-Ang University

-Co-CEO, Post Visual

*Asof 2021, the average incumbency of Board of Directors in KT&G is 2.1 years and independent directors cannot work for more than 6 years according to Korea’s Commercial Act (Article 34-5 of Commercial Act).
*Directors are notallowed to hold an additional position according to Article 542-8 of Commercial Act and Article 34 of enforcement ordinance of the same Act.
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Committees under the Board Composition

BOD
(Chairman: Kim, Myung-chul)
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Governance Committee

Evaluationand Compensation
Committee

Management Committee

Sustainability Committee

Audit Committee

- Baek, Jong-So00, Kim, Myung-chul, Lim,
Min-kyu, Lee, Ji-hee, Bang, Gyeong-man

+ Kim, Myung-chul, Koh, Yun-sung, Lim,

Min-kyu, Lee, Ji-hee

- Baek, Bok-in, Bang, Gyeong-man

+ Lim, Min-kyu, Baek, Jong-Soo, Koh, Yun-

sung, shon Kwan-soo, Bang, Gyeong-man

- Koh, Yun-sung, Baek, Jong-Soo, Kim,
Myung-chul,shon Kwan-soo

-Handle Board and Committee Operating
Standardsand mattersrelated to their
improvement

- Deliberate enactionand revision
onmattersrelated toArticles of
Incorporationand Regulationsonthe
Board of Directors

- Searchand recommendation of CEO
candidates

- Establishand operate the planforthe
succession ofthe CEO

-Handle criteriaand suggestion of the
Presidentand independent director
candidates

-Handleregulations on remuneration/
severance pay for executives and
regulations on severance pay for
employees

-Set the contract conditions with CEO
candidates regarding management
goals

-Inspect the mattersrelated to
remuneration/severance pay for CEO
and executive directors

- Evaluate the CEO managementand
resolve mattersrelated to rewards

-HOandleimportant matters related to
stakeholders of the company, including
employees and customers

- Inspect the major egal and institutional
management risks

-handleinstallation, relocationand
closing of branch offices

-Investmentin new facilities of a certain
amountormore, acquisition/disposal
of fixed assets, investment/disposal
of other corporations, foreign direct
investment, etc

-implement follow-up inspections
regardinginvestment businessesand
riskmanagement

- Establish the basic ESG policy and
strategies

-Setthe mid-to-long term ESG goal
-Publishthe KT&G reports

-Handle matters related to ESG
managementimplementation

-Handle matters related to the ESG
related major risk occurrence and
response

-Deliberate the quarterly or semi-annual
settlement of accounts

-Review the corporate financial
soundness/feasibility

-Review the feasibility of changing
importantaccounting standards/
accountingestimates

-Evaluate theinternal control system
-Evaluate the audits by external auditors

- Deliberate the Regulations on the Audit
Committee

KT&G Board Skills Matrix

independent Directors
Nomination Committee
CEO Nomination
Committee

*non-standing committees

™~
C@? BOD Expertise(BSM) /‘

Experience and Kim,Myung-Chul . . q - . . Baek, Bok-in Bang, Gyeong-man
(Chairman) Baek, Jong-soo Koh, Yun-sung Lim, Min-kyu shon Kwan-soo Lee, Ji-hee (executive director) (executive director)
Leadership (] (] (] ) )
CEO Experience ( ( ( (] (]
CFO Experience [ ] [ ] [ ]
Business Operations ( (] ( ( ( (
Manufacturing ( ( (
Supply Chain (
Finance/Accounting ( (
Risk Management ( (] ( ( ( (] (] (]
Global Business ( ( ( ( (
ESG Strategy [ ] [ ] (] (]
M&A (] (] (] (]
Marketing/PR/Consumer (] (] ®
Legal/Regulatory (
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BUSINESS ETHICSAND COMPLIANCE

Ethicalmanagement

KT&G has established the ‘Code of Conduct’ and ‘Code of Ethics’ so that the company allows employees to be aware of business ethical awareness and suggest the standards for judging correct behavior. In addition,
KT&G has encouraged employees to self-check their ethical awareness and comply with internal regulations. The Compliance Support Department was designated as our ethical management control tower. We will
make our utmost efforts to establish sound business ethical culture by carrying out diverse ethical activities, including a pledge of ethical practice, an ethical practice campaign (Think Twice), ethics training, stakeholder

survey,and operating channels for reporting unethical behavior.

/7) KT&G Group Code of Conduct
Regulating the ‘KT&G Group Code of Conduct’ ¢ P

KT&G regulated a new ‘KT&G Code of Conduct’ reflecting the global-standard ethical values as the ESG
business becomes more important and global businesses are expanded. A newly established ‘KT&G
Code of Conduct’ is applied to KT&G and KT&G Group, including all domestic and overseas subsidiaries.
The charter enables the company to suggest ethical values appropriate for market environment and
implement training and inspection regarding the charter consistently, thus enhancing capabilities
to manage related risks. KT&G takes into account the global-standard international ethical norms
to complement the ethical values of a newly established ‘KT&G Code of Conduct’. Furthermore, the
company encourages each subsidiry to establish an individual charter and introduce them so that
common ethical values and a code of ethics applied to all subsidiaries, which are not confined to
single subsidairy, are suggested. The charter has detailed examples in order to allow all employees to
understand, staying away from a confusing form such as existing legal provisions, thus ensuring that
employees make right decisions as necessary. Furthermore, we translated the ‘KT&G Code of Conduct’
into languages used in the country in which a subsidiary is present and distributed them, thus ensuring
thatallemployees firmly establish the ethicalawareness.

Ethical management system

Ethicalmanagementorganization

Compliance department played a bridging role to establish ethics&compliance culture and create
performance to allow employees to establish active ethical philosophy, preserving sustainable company
values. In 2021, KT&G established G-Compliance team which is in charge of compliance activities of
overseas businesses as the demand for global compliance activities increase with the expansion of
overseas businesses.

Ethical management organization

«Make a bridge to establish ethics&compliance

Compliance department company culture and create performance

«spread ethical business company culture
(trainingand compaign)

“Preserve companyvalues . Spreqd compliance and encourage employeesto

. X exercise them
b}/securl.ngsustalnabl.e.and N « Conduct preventive measures on accidentsand
differentiated competitive edge explore ethical and unethical examples

Sustainable
managementHQ

«Generalize the compliance activities of KT&G

G-Complianceteam overseas buisnesses

Ethical management activities

KT&G carries out regular ethical management education with topics of preventing sexual harassment,
workplace harassment, and corruption for employees to internalize business ethics. In addition, KT&G
encourages employees to understand ‘Ethics Regulations’, recognize goals suggested by ‘Code of
Conduct’, and participate in the ethical management by an ‘ethical pledge’ every year.

In order to identify the compliance with ethical management, we ask our employees to conduct a self-
check of their ethical awareness anually and carry out a campaign named ‘Think Twice’ When signing a
contract with other companies, we take a lead in spreading ethical management culture in KT&G value
chains by signing the ‘Special Terms of Business Ethics’ and keep monitoring fair trade and unethical
behaviors of our employees through stakeholder surveys.

Pledgeon
ethics

Ethics
training

Self-check -
. onethics
_ awareness

’ Signature of |

| special Terms |
\ forBusiness |
\_ Ethics /s

campaign
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ENHANCEMENT OF SHAREHOLDERVALUE

KT&G stipulates related matters in internal regulations such as
the articles of association and the Corporate Governance Charter
to guarantee the fundamental rights of shareholders by the
standards set by commercial law and related laws. In particular,
the Corporate Governance Charter stipulates in detail the right, fair
treatment, and responsibility of shareholders to attend the general
shareholders’ meeting and receive voting rights and information.
KT&G will continue to strive to improve shareholders’ long-term
value by providing the same information fairly to all shareholders,
supporting shareholder participation in important decision-
making, and ensuring fair voting rights and the right to receive
appropriate dividends.

Protecting shareholders

KT&G is actively introducing a system that enhances the
convenience of exercising shareholder voting rights to reflect
shareholders’ opinions in the company’s important decision-
making process. For more shareholders to attend the general
shareholders’ meeting and express their opinions, the company
has participated in the distributed voluntary compliance
program of the general shareholders’ meeting and held regular
shareholders’ meetings on days other than the concentration
day of the general shareholders’ meeting for the past three years.
In addition, we actively encourage the exercise of voting rights
by proxy to ensure shareholder participation in the company’s
important decisions. In addition, to enhance the convenience
of exercising shareholder rights and expand shareholder
participation, we implemented the electronic delegation system in
2020 and 2021 and introduced the electronic voting system in 2022.
Based on various efforts to enhance the convenience of exercising
shareholder voting rights, the average ratio of the number of shares
present at the shareholders’ meeting over the past three years
was about 76.4%. KT&G is also making various efforts to protect
minority shareholder rights. The Corporate Governance Charter
stipulates and guarantees shareholders’ rights to ask questions and
explanations at the general shareholders’ meeting. The company
provides a chance to speak after fully explaining each bill to ensure
fairand efficient deliberation of the purpose of the meeting.

In addition, KT&G introduced an intensive voting system to
strengthen the rights of minority shareholders and protect the right
to propose shareholders under related laws such as commercial

law. Itis guided through corporate governance report and annual
reports, and the department in charge of the procedures explainsin
detailifthereisaninquiry.

In addition, Article 4 of the Board of Directors Regulations
emphasizes that the board of directors should consider protecting
shareholder rights in corporate management by complying with
the director’s ethics code, making the best decisions, and executing
duties asa good manager.

Active Shareholder Return Policy

KT&G has steadily raised and maintained dividends per share since
its listing. We have been conducting 23 consecutive dividends
sinceits listing in 1999. Over the past three years, the total dividend
amount has been KRW 1.7284 trillion, and the dividend propensity
has averaged 54.5%. Furthermore, to maintain a stable and
continuous dividend policy and enhance shareholder value by
supporting the company’s appropriate market value, the mid-to-
long term shareholder return plan worth about 2.75 trillion won
was announced third quarter earnings release in 2021. As part of
that, it acquired 4.1 million treasury stocks worth about 350 billion
won in the second half of 2021 and recorded a 58.9% dividend
payout through a settlement dividend worth about 580 billion
won. KT&G will continue to operate a reasonable and predictable
shareholder return policy at the global corporate level along
with strategic internal and external growth investments for the
company’s sustainable growth.

L . . . ¢’ IRData
Providingfairshareholderinformation ~—
To ensure that all shareholders receive adequate information
on the company, we hold a quarterly company briefing session
of earnings presentation every year. We present profit and loss
forecast information for the next year on the company’s website.
Shareholders’ interest in mid-to-long term business plans and
shareholder return policies is also transparently communicated
with all shareholders through official disclosure channels and
websites through state-run doors. In addition, by Article 15 of
the Securities Market Disclosure Regulations, it is immediately
disclosed to provide relevant information to shareholders in a
timely and fair manner when a fair disclosure occurs. In 2021, 5
fair disclosures and 16 English disclosures were implemented,
includingdividend plans.
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SUStaina bility Management 42 Subsidiaries’ Sustainablity Management
of Subsidiaries

KT&G s creating a sustainable future with its subsidiaries by creating synergies based on a balanced business portfolio.
We aim to enhance the group’s long-term corporate value and strengthen our business competitiveness by proactively
managingour subsidiaries’ sustainability management and minimizing risks.




2021 KT&G ESG Highlights Report @ 42 e

SUBSIDIARIES’ SUSTAINABILITY MANAGEMENT SUSTAINABLE

SEED FOR TOMORROW
2025 KGC Sustainability Strategy & Target

Mid- and long-term ESG visions and major strategies AL 932 sll el TSl A A r

To achieve ESG visions of the KT&G group and sustainable business development, KGC is committed to practicing ESG management proactively. To this end, KGC has set its mid- and long-term vision of “Tomorrow of

Healthier and Happier People Around the World.” KGC has its unique ESG management system throughout the value chain, with five key goals: ‘Establishment of collaboration system with transparent supply chain,
‘Minimization of environmental impact through the green value chain, ‘Improvement of product competitiveness for healthy lives of customers, and ‘Recycling waste to build an eco-friendly brand. In the future, KGC
will continue to realize the ESG management systematically for sustainability management to achieve the group’s ESG visions and meet the demands of our customers and society.

Mid- and long-term ESG visions and major strategies

Maximizing Corporate Value Minimizing Operational Risk
*Improvement of sales growth by developing new products for value consumption *Raw material procurement management stricter to regulations and
*Development of sales strategies based on efficacy mechanism per product strengthening of the product responsibility principle

« KM Strengthening R&D for scientific efficacy evidences and competitive « I& Farm management programs for sustainable cooperative

advantage technologies
« Il Improvement of environmentalimpact management per product

relations
« IE& Expansion of subsidiaries’ ESG risk management

« K0 Developmentand pursuit of ESG activities in raw materials (e.g. © SUSTAINABILITY MANAGEMENT OF SUBSIDIARIES
Expansion of purchase of
low-carbon certified agricultural products)

Raw
material

Subsidiaries Sustainability Management

Tomorrow

“Product competitivenessimprovement for healthy lives of customers” of Healthier “Establishment of collaboration system with transparent supply chain”
and Happier
“Recycling waste to build an eco-friendly brand (Value consumption)” People Around “Minimization of environmentalimpact through the green value chain”

theWorld

« KN Introduction of high quality packaging materials through
improvement of recyclability of packaging materials

*Creation of added values from bi-products
(residues of ginseng and other medicinal herbs) by food upcycling

« IE&l Reduction of GHG emissions through on-site energy transition
« K&l Improvement of efficiency of on-site water usage
« II@H Constant development and pursuit of ESG activitiesin

production
« KN Constant development and pursuit of ESG activities in consumption (e.g. Recycling of waste paper from the value chain to produce
(e.g. Development of value consumption programs) packaging boxes)
Sustainability Foundation
Connected with ESG management Relatingthe management’srewards Upgradingthe ESGinformation

strategy of KT&G group systemto ESG performance disclosure system




2025 Sustainability Target
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We have established 2025 ESG goals per major task to improve our capabilities to manage ESG risks and opportunities, and promote internal ESG management performances. To achieve the goals, a designated

department continues to monitor related affairs.

Boostinginternal
execution power by continuously
identifying ESG activities for each

stepinthevaluechain

Short-term objectivesin 2022

Raw materials

Expandingthe number of certified low-
carbon agricultural products to 10 kinds

Production

Producingrenewable packaging boxes
100% through retrieving scrap papers
generated throughout the value chain.

Manufacturing

» Water usage efficiency

improvement

Keyarea 2025ESGgoals (Plan)
7N *Farm management «Farmmanagement program (SGP") based on sustainable cooperative relations
e program
e }
NS o Suppliers’ +100% ESG evaluations onmajor raw material suppliers
Raw material ESG risk management (27 companies) and OEM companies
- *R&D for product . ‘ ducti . dmarket bilities devel
/ \\ competitiveness *R&D Investment for productinnovation and marketing capabilities development
i)
1\\ ///
= *Management of products’ «Evaluation of all processes of major products (e.g. Korean Red Ginseng, etc.) (From 2023)
Product environmentalimpact «Value chain emissions (Scope 3) inventory management
« Carbon neutrality at all business sitesin 2050
7 N\ » GHG emissions reduction -GHG emissions reduction by 25% compared to 2020 levels by 2030
‘ w ‘ - Expansion of renewable energy use at business sites
\\ D /

* Reduction by 20% compared to the 2020 water consumption by 2030

Consumption

Developingand operating
avalues-driven consumption program
atcustomertouch points.

Consumption

«Improvement of packaging
material recyclability

« Step-by-step activities to reduce environmentalimpact of packaging materials and
introduction of eco-friendly high-quality packaging materials

-Establishmentand application of packaging material R&D guidelines
-100% transition to eco-friendly bags (by 2023)

-R&D to use paperwithout lamination and develop alternatives to plastic pouches
inthe mid-and long-term

© KGC-specifictasks @ Group-widetasks
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Ratings

MSCI
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DISCLOSURE INSIGHT ACTION

MSCIAA KCGSA

(2021, highest rating in the industry (2021)
fortwo consecutive years)

Y/

SUSTINVESTAA

(2021, in the entire ratings)

CDPSUPPLIERENGAGEMENT A'
(2021)

@ @ @ @ @ - .
o r 2021 Korea Brand National Brand Brand of the Year 2021 Invention Day Best \\
war n iti N o o o
e Hallof Fame Competitivenessindex  Grand Prize PrimeMinister  Company !
(forthree consecutive 1st (forfour consecutive Commendatlon (2021, Ministry of \\\
yearsin the category of (ESSE, twelve consecutive yearsin the category of (2021, Korean Intellectual  Employmentand Labor)
cigarette-type-cigarette, years, 2021, Korea cigarette-type e-cigarette, Property Office)
2021, The Institute for Productivity Center) 2021, Korea Consumer
Industrial Policy Studies) Brand Committee)
//”
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Social Economy Occupational Health Energy Management Emergency Resources Management
Equal Salary
Certification Promotion Merit & Safety Management System certification Excelle ntCompan

H : System Certification P y
2021 Presidential 1ISO50001 iy
( ) Prize ISO 45001 (2021, Ministry of the
(2021, five domestic Interior and Safety)
(2021, Minister of (2021) business sites)

Economy and Finance)
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