KT&G v ~
TCFD Allgnment and Plan

TASK FORCE ON CLIMATE-RELATED
+FINANCIAL DISCLOSURES (TCFD) REPORT 2023

L i,
L oy !/

b - g < v
oy AL
e N

O
N e
) ® /]
.\T O

N
KT&EG N



CONTENTS

Introduction

* Climate Change Response Status T 08
KT&G Environmental Management Vision & Stratégy 04

TCFD Status
01. Governance 05
02. Strategy ‘ . 06

N

(1) Climate Change Scenario Analysis Process

(2) KT&G Climate Change Scenarios

(3) Climate Scenario and Associated Risks

(4-1) Mitigation/Adaptation Strategy: Transition Risks
4-2) Mitigation/AdaptationStrategy: Physical Risks
(5) Opportunities i

(6) Financial Impact Estimates

03. Risk Management 13

04. Targets & Metrics 14
(1) Roadmap (Scope 1+2+3)
(2) Roadmap (Scope 1+2)
(3) Greenhouse Gas (GHG) Emissions
4) Monitovrinvg of Metrics

Next Step
Policy and Stakeholder Engagement & Next Steps 18

-

Disclaimer

This document contains forecast information on risk analysis and financial impact of the operation of our business with
uncertainty, which is the result of analysis on the premise of possible future changes in our internal and external business
environment that may occur in the future. In addition, this document has been prepared based on past data or reliable data, and
we do not guarantee the accuracy or completeness of this document and the contents. It should be noted that this document
cannot be used as evidence of legal responsibility for the investor’s investment results under any circumstances.
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INTRODUCTION 03

Climate Change Response Status

Following its declaration of supporting TCFD in 2020, KT&G analyzed actual/potential financial impact of climate change, set reduction goals to respond to climate change, and s identifying various means to implement reductions.
TCFD is an organization launched by the international Financial Stability Board (FSB) and has companies identify climate change-related risks and opportunities and disclose the resulting financial impact. KT&G will actively take part in
responding to climate change in accordance with demands of the international community and expand information disclosure that is in line with TCFD recommendations to strengthen internal and external stakeholder communication.

SEP.

» Declared the support for TCFD

« Granted to the BOD the
authority to make resolutions
on climate change and ESG

Establishment of Mid-to

FEB.

» Established the Sustainability
Committee under the BOD

« Declared SBTi Commitment

Update of Climate Change

Mid-to
Long-term

ZERO
2050

2050

Carbon Neutrality

issues Long-term Vision and Targets (verification underway) Scenarios Targets Scope 14243
OCT.
Established dedicated t APR. AUG. THE FIRST HALF OF YEAR
- Established dedicated teams
for climate change and ESG - Established 2030 + Raised 2030 reduction target - Conducted climate-related Reducing GHG
_ i Environmental Management (1.5°C-aligned) scenario analysis followed ..
ESG Planning Team, n , : emissions by 31%
Energy & Environment Dept. Vision & Strategy” - Published 2022 TCFD Report by the results review and Yy °
* SBTi Guidelines applied resolution by the ESG compqred to 2020
. . Committee
Establishment of Elgmrrre]tﬁg(rj Szc%Sp% (iazrbso " Assessment of Risk/ * Scope 1+2: 42% reduction
G ) ) e Opportunity and Advancement : .S 3: 25% reducti

» Reviewed the financial impact
of climate change
* Plan to advance related analysis
and disclosure

« Published 2023 TCFD Report

MAY
» Published 2021 TCFD Report

Four Core Elements of TCFD Recommendations

O Disclose the metrics and targets used to assess and manage climate-related risks

Governance

(3]
Targets &
Metrics

A

(4]
Risk
Management

A

O Disclose the organization’s governance around climate-related risks and opportunities. and opportunities.

- Disclosure and advanced management of quantitative metrics related to response to
climate-related risks and opportunities

« Setting up mid- to long-term targets for systematic response to climate change & monitoring
of performance against targets

—

88
Ny

- Governance improvement for management and supervision of climate-related risks and opportunities

« Strengthened roles of the BOD, management, and working-level responsible bodies in
managing climate change and ESG issues

® Disclose the actual and potential impacts of climate-related risks and opportunities

(2]
Strategy

on the organization’s businesses, strategy, and financial planning. Q@ Disclose how the organization identifies, assesses, and manages climate-related risks.

« Analysis on climate-related risks and opportunities

« Analysis on the impact of climate-related risks and opportunities on the organization’s businesses, strategy,
and financial planning

« Analysis on resilience of the company-wide strategy, considering different climate change scenarios (2°C, 1.5°C or lower)

- Establishment of procedures for identifying and managing climate-related physical/transition
risks and opportunities

- Integration of climate-related risks and opportunities management process and the corporate
risk management system
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KT&G Environmental Management Vision & Strategy

In 2021, KT&G set the direction to implement its mid-to long-term environmental management strategy,
aimed at climate change response and transition to a circular economy, and established the 2030
Environmental Management Vision reflecting its commitment to promote “Green Impact”. We also set
company-wide targets and key projects regarding GHG emissions, water and waste management in
order to strengthen the execution of environmental management based on specific mid-to long-term
goals. We plan to effectively implement key projects to meet targets by means of internal capacity-
building, value chain management, and expansion of our external influence.

2030 Environmental Management Vision & Strategy

2030 KT&G GREEN IMPACT
l

Pillar +  Mitigate Climate Change D@\) Accelerate Transition
%‘j Impact to Circular Economy
G, Q@ ) N >
g N O &S
Target
[Base Line Reduce emissions Achieve carbon Reduce water Recycle 90% of
2020] by 31% by 2030 neutrality by 2050 withdrawals waste by 2030
+ Scope 1 + Scope 2: - Scope 1 + Scope 2 + by 20% by 2030
42% Scope 3
= Scope 3: 25%
Achieved more than 80% of renewable energy Advancement of water/waste management
at operations in 2030 system for all operations
. - Increase water Increase waste
Key Project Improve internal process energy efficiency recycling recycling in operations
Global water
Enhance value chain emissions calculation and management ZWTLY certification in
strengthen cooperation in reducing emissions certifications in all all operations
operations
0’0o SN
&g_? @ N>
Resource & Value Chain Green
m Capability Management Partnership

(Internal capacity (From supply chain
-building) to product usage)

(External influence
expansion)

Y Zero Waste to Landfill
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NEXT STEP

Governance

KT&G has strengthened its governance system by establishing the Sustainability Committee under
the BOD to responsibly cope with climate change. The Sustainability Committee supervises ESG and
climate-related issues and risks, reviews the corporate strategies and policies in response to ESG and
climate change, and monitors the related performance and progress.

BOD-level Oversight of Climate Change & Roles of Management

Management
& oversight L
BOD Strategy 3 Audit
Sustainability & Planning Office Gﬂ@\“ Committee
Committee Reporting ESG Planning
major 1ssues - Monitoring corporate
risk management status
Management & supervision : :
of ESG & climate change Control Tower Reporting audit result
issues and deliberations & _
resolutions $e=|  Audit Division
ESG/Environmental
Task Force
: . Monitorin
ESG Steering Energy environment, ESG managgement status
oo Committee manufacturing, NGP/global

« Supporting management’s
decision-making (consisting of

business, raw materials,
SCM, marketing, R&D, CSR,
HR, IR, etc. 090

executives in all business units)

Sustainability

Committee

)
ESG Steering
Committee

39

ESG Planning
Team

D)

o}
e}
o)

)
)
)

Company-wide
Task Force

o]

0
R

)

=

Audit Committee

%
A

Since September 2020, KT&G has discussed the ESG issues at the Board of Directors (BOD). For more in-depth
discussion, KT&G established the Sustainability Committee in the BOD in February 2022. The committee examines the
mid- to long-term climate change response strategy every year in line with the corporate ESG strategies and manages
and supervises the approval and implementation of major tasks.

The ESG Steering Committee, comprised of executives from all business divisions, serves as a top management decision-
support body to reinforce climate change response and continuously discuss on related issues. Based on the discussions
held in the committee, the top management makes decisions on ESG issues from holistic perspective across the
company.

As the ESG control tower under the CFO/COO, the ESG Planning Team is responsible for establishing an ESG and
environmental management system that meets global standards.

As a working-level consultative body encompassing all business divisions, it holds meetings by major issue, where
detailed action plans are established for each ESG target, and the implementation status and future plans are discussed.

KT&G inspects the company-wide risk management status through the Audit Committee, which consists of outside
directors only. In 2022, the Audit Division, an independent organization under the Audit Committee, monitored the
progress of ESG management including climate change issues, and reported the result to the Audit Committee.
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(1) Climate Change Scenario Analysis Process

Strategy wt -

Climate change scenario analysis provides a clearer understanding of the potential impacts of climate change
on the company in uncertain future conditions and enables the development of resilience to respond to various
scenarios. KT&G conducted the climate change scenario analysis based on publicly available climate change
scenarios presented by organizations like the Intergovernmental Panel on Climate Change (IPCC) and the
International Energy Agency (IEA). These scenarios incorporate plausible contexts, including physical climate
environment changes, policy shifts, socio-economic changes, market and technological developments.

Climate change scenario analysis takes a comprehensive approach which involves identifying and defining climate change risks,
conducting relevance assessment, and selecting a climate change scenario. Additionally, implications from external expert panels
composed of investment analysts, professors, consultants, as well as evaluation from internal employees are reflected in the
analysis, making it further sophisticated. Through this process, the likelihood and potential impacts of climate change risks are
measured for each scenario. Based on this, KT&G identifies major climate change risks and establishes response strategies to
mitigate their impact and enhance resilience. The company monitors key parameters such as policy implementation, emission
trends, and carbon prices. In the event of significant changes or deviations in these indicators, the climate change scenario
analysis is updated. Currently, due to high uncertainty in emissions reduction, there is a high chance of physical risks intensifying.
Accordingly, KT&G has updated its climate change scenario analysis, including analysis on the high-risk 4.0°C scenario.

1. Define and identify climate change risks 2. Select a climate change scenario
» Define transition risks and physical risks of climate change § « Determine changes and future scenarios
« Assess relevance of climate change risks and classify risks in detail | according to different scenarios
; » Derive expected impacts based on parameters
" : and assumed conditions
Transition Physical
Risks Risks
15°C 2.0°C 4.0°C
Scenario Scenario Scenario

3. Assess risks by scenario

» Assess potential impacts of
climate change risks in each
scenario

» Calculate risk level of each risk
by assessing their impact and
likelihood

5. Review the necessity for
revision on climate-related
monitoring and assessment

» Review the necessity for

revision of scenarios through
climate-related monitoring

Impact Likelihood

Analysis Analysis

4. Derive the result of climate change
scenario analysis
« Identify major climate change risks
based on the analysis result
« Derive response strategies to Analysis
mitigate the impact of major risks Result
and enhance resilience for recovery
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NEXT STEP

(2) KT&G Climate Change Scenarios

KT&G establishes a climate actinon plan and strengthens its management system for risks and
opportunities based on the results of the climate change scenario analysis as a way to identify the

potential impact of climate change on the company.

Overview

Main Assumptions

Temperature Rise
by 2100

(compared to
pre-industrial levels)

(2]

1.5°C
Scenario

A global transition to a carbon-
neutral economy begins
immediately, and the global
temperature rise is controlled
below 1.5°C in line with the
Paris Agreement thanks to
global measures.

The entire world collaborates
for carbon neutrality, and
various efforts and essential
measures for emissions
reduction are carried out.

Temperature rise
below 1.5°C

(3]

2.0°C
Scenario

Despite policy measures in
operation for achieving the
declared national targets

for emissions reduction,

more advanced policies are
not executed, leading to a
temperature rise of over 2.0°C.

Policies are implemented
in a relatively gradual and
continuous way and the
frequency and impact of
physical risks also appear
somewhat distinct.

Temperature rise
over 2.0°C

4.0°C
Scenario

As it only considers the effects
of the current policies and
measures in operation, with a
relatively limited level of policy
implementation, resulting in a
temperature rise of over 4.0°C.

While transition risks are
relatively low due to lack of
policy measures, physical risks
of climate change occur more
frequently and in extreme
phenomena.

Temperature rise
over 4.0°C

Higher transition risks

s

Medium-level transition
risks and physical risks

%@“

Higher physical risks

Risk-taking
Tendency
/N
(o]
Scenario Transition
Models Risks
Physical
Risks

IEA Net Zero Emissions by
2050 Scenario (NZE)

IPCC WG2 AR5 CMIP5 mean
model — RCP 2.6

IEA Announced Pledges
Scenario (APS)

IPCC WG2 AR5 CMIP5 mean
model —RCP 4.5

IEA Stated Policies Scenario
(STEPS)

IPCC WG2 AR5 CMIP5 mean
model — RCP 8.5
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NEXT STEP

(3) Climate Scenario and Associated Risks

As the carbon-dependent economy moves toward a low-carbon economy, various changes are
accompanied in the areas of policy, technology, market, and reputation, and the resulting changes in the
business environment can lead to various transition risks for KT&G. In addition, climate change-driven physical
risks may bring capital loss and productivity decline for KT&G's production facilities and various infrastructures,
as well as risks in the procurement stage, associated with raw material price and supply chain.

Transition Risks

1.5°C Scenario 2.0°C Scenario 4.0°C Scenario
Categories Risks 2025 2030 2050 2025 2030 2050 2025 2030 2050
Carbon pricing ([ ] [ ) ([ ([ ] (] (
Policy & Enhanced emissions reporting obligations [ ] [ ) [ J [ J ( } ( J o o
OliCy &
Legal Risk  Mandates on and regulation of
existing products and services ® ® o o ® o
Exposure to litigation ([ [ ) o ([ ] o ([
Substitution of existing products and
services with lower emission options o ® L L o
Oy Technology Unsuccessfulinvestmentinrew o o & o & -
Risk technologies ® ® o o ®
Transition Costs to transition to low-carbon
Risks technologies L ® o L g 1 L
Changing consumer behavior o o ® () ([ J o (
gliirkket Uncertainty in market signals ([ ] ([ ] o o o o
Increased cost of raw materials () o ([ ] o o o o o
Shifts in consumer preferences (] (] o o o o o
EQFLJ(UtaTiOH Stigmatization of sector ([ [ o o [ J [ (]
ISK
Increased stakeholder concern or
negative stakeholder feedback o ® L o ® o L
Likelihood of risks o o 0 O
Impact of risks
Lc;w Medium High
Physical Risks
1.5°C Scenario 2.0°C Scenario 4.0°C Scenario
Categories Risks 2025 2030 2050 2025 2030 2050 2025 2030 2050
Typhoons & hurricanes o o (] (] ([ [ ( o
Heavy rainfalls & floods ® o o o @ [ ) o o o
ACULE
AR Wildfires ) ° () ) ) ) o
@ Heat waves o ® [ ) [ ) ([ ([ J o
Pg;i/schsal Change in rainfall o o o o o o o o
Change in temperature o o o o o o o o
CRIoNIC
Water scarcity ([ ([ ] ([ ] o o ([ o o
Sea level rise ([ ] (] (] o ® o o

Likelihood of risks

Impact of risks

Low

Medium High
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(4-1) Mitigation/Adaptation Strategy: Transition Risks

Major Climate Change Risks & Response Strategies

1. Transition Risks

Based on the IEA’s scenarios, KT&G conducted a scenario analysis of climate change transition risks using key parameters
including policies, carbon prices, and energy mix. In the 1.5°C scenario, where policies for a low-carbon transition are substantially
realized, risks regarding rising carbon prices, new regulations, market and reputation are more likely to occur. Risks related to
rising raw material costs, in particular, are also observed at a somewhat high level in the 2.0°C scenario. Technology and litigation
risks have been identified to have relatively low likelihood while their impact is at a certain level if occurring. To mitigate the impact
of these transition risks, KT&G is focusing on securing supply chain stability through strategic partnerships along with an optimized
raw material supply plan based on mid- to long-term market forecasts and analysis. We are also preparing for future risks related
to GHGs regulations and rising carbon prices by advancing mid-to long-term emissions reduction targets in 2022, implementing
an internal carbon pricing system, and actively investing in renewable energy facilities. In addition, we are working on developing

sustainable products and packaging by establishing a product-level environmental performance management system.

Impact of Major Transition Risks

Carbon Pricing

A spike in the price of carbon or the implementation of strict
and reinforced carbon pricing regulations can be a significant
risk as operating costs increase in line with GHG emissions.
We may also experience indirect increases in carbon costs
throughout our value chain, including our suppliers, supply
chains and distribution chains. This could lead to financial
impacts such as reduced price competitiveness of products
and lower operating margins.

Increased Cost of Raw Materials

Climate change is associated with changes in weather
patterns and crop growing seasons, which can affect the
production and costs of agricultural raw materials such as
tobacco leaf. Raw materials costs may increase further if the
quality of tobacco leaf is deteriorated or production decreases,
resulting in increased competition for resources. If the supply
of raw materials become unstable with these factors all
combined, the product price may rise, adversely affecting
KT&G'’s profit margins and overall financial performance.

Increased Stakeholder Concern or Negative Stakeholder
Feedback

As public concerns regarding climate change increase,
stakeholders such as investors, regulatory bodies, customers,
and employees may demand proactive actions against climate
change issues, which could come in the form of requests for
more sustainable product packaging and tobacco cultivation
practices or a clear report about emissions reduction. Failure
to respond to these demands could lead to negative feedback
from stakeholders, affecting the company’s brand image,
market share, profitability, and growth prospect in the end.

& Mitigation/Adaptation Strategies

Reduction of Scope 1, 2, 3 Emissions

Through our emissions reduction strategies, including energy
efficiency improvement and renewable energy promotion, we
can reduce potential carbon costs and exert opportunities to
save energy costs additionally. We also continue to engage
suppliers within our supply chain in various discussions on
emissions reduction.

Internal Carbon Pricing

We preemptively manage the financial impact by incorporating
potential carbon prices in our long-term business planning
and financial risk assessment.

Sustainable Agriculture

KT&G works closely with tobacco farms and suppliers to promote
sustainable agricultural practices, such as soil conservation
and water efficiency improvement. Through these sustainable
raw material sourcing strategies, we aim to secure a stable raw
material supply chain.

Supply Chain Diversification

By diversifying our supply chain, we can mitigate the
dependence on a single source of raw materials and reduce
cost volatility, in response to local climate impacts and
potential supply chain risks.

Transparent and Active Communication

In participation of various climate initiatives such as TCFD and
SBTi, we transparently disclose our efforts to address climate
change. Through a clear and appropriate communication with
stakeholders, we can better understand their concerns and
demonstrate our commitment to environmental responsibility.

Sustainable Products and Packaging

KT&G will continue to review and execute strategies for more
sustainable products and packaging by applying recyclable
packaging materials and developing low carbon non-
plastic filters. Such changes will be clearly communicated
to stakeholders to demonstrate KT&G’s commitment to
sustainability.
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(4-2) Mitigation/Adaptation Strategy: Physical Risks

2. Physical Risks

To assess climate change-driven physical risks, KT&G has assessed the impact of acute risks including typhoons, hurricanes,
heavy rainfalls, and wildfires, as well as chronic risks such as changes in rainfall and temperature, and sea level rise. Unlike
transition risks, physical risks were analyzed to carry a higher level of risk in the 2.0°C+ scenarios, and the resulting impacts were
expected to be realized sooner than in the 1.5°C scenario. In addition, in the more extreme 4.0°C scenario, physical risks increase
dramatically, with both the magnitude and likelihood of impact on operations, supply chains, and business continuity rated high. In
the 1.5°C scenario, physical risks are still observed to have a certain level of impact, albeit reduced compared to the more extreme
scenarios.

To respond to these risks, KT&G is operating a standard manual for disaster management, which provides guidelines for recovery
in the event of natural disasters. We also conduct regular risk assessments to identify, assess, and mitigate risk factors at each
business site to prevent major disasters in terms of safety and health management. In recognition of the need to strengthen our
responsiveness and resilience under extreme conditions like 4.0°C scenario, we have established a contingency plan at each
business site. In this way, we strive to ensure rapid damage recovery and continuous business operations even in situations where

the frequency and intensity of severe climate change disasters are increasing.

555

% Impact of Major Physical Risks

Heavy Rainfalls & Floods

Heavy rainfalls and floods can cause damage to business
sites and production facilities as well as washouts of roads,
which can disrupt the company’s manufacturing operations
and logistics systems, adversely affecting its business
continuity. Severe floods can also pose a direct risk to safety of
employees, and the damage to tobacco crops and farmlands
can negatively impact the supply of raw materials.

Changes in Temperature

Changes in temperature can affect the cultivation of tobacco,
potentially leading to reduced yields or shifts of cultivation
location, which can lead to difficulties in sourcing high-
quality raw materials. In addition to impacts on agriculture,
temperature changes can increase the energy consumption
for heating and cooling of facilities, resulting in rising operating
costs. Higher temperatures can also pose a risk to outdoor
workers in terms of health and productivity. Extreme weather
events associated with temperature changes, such as heat
waves, can also cause disruptions to transportation and
logistics.

Water Scarcity

Water is a resource used for many processes within a
manufacturing facility, such as cooling and cleaning, and is
also a key ingredient in some products. If water availability
deteriorates, these processes can be disrupted, slowing or
stopping production. In addition to business operations, water
scarcity can also hinder growth of crop, which can adversely
affect raw material quality and reduce yields.

& Mitigation/Adaptation Strategies

Contingency Plan & Facility Resilience Reinforcement

We invest in flood prevention facilities to protect
manufacturing facilities in the event of heavy rainfalls and
floods near our business sites. This may include activities such
as adopting flood protection designs, building water walls,
and reinforcing drainage systems. Moreover, we ensure the
safety of employees and business continuity by establishing
emergency plans which include rapid evacuation, production
substitute plan, and emergency response training.

Climate-related Monitoring System

Water scarcity and changes in temperature are categorized
as chronic risks as they occur over a long period of time. In
response to such risks, it is necessary to accurately identify
and measure the potential impact through a continuous
periodic climate-related monitoring strategy. The monitoring
strategy includes careful observation of changes in water
stress levels and energy consumption patterns due to
temperature changes at major business sites. In this way,
KT&G aims to identify the potential impact on energy use and
supply chain stability and preemptively take strategic actions.

Participation in Sustainability Initiatives

KT&G pursues sustainability over the medium to long term
by participating in major initiatives that promote a virtuous
cycle of sustainable practices, continuous monitoring, and
improvement activities. By participating in initiatives aimed
at sustainable water management, in particular, such as the
Alliance for Water Stewardship (AWS), we plan to effectively
measure, monitor and improve the water use efficiency across
all operations as well as the impact on local communities,
thus mitigating the long-term impact of water scarcity.
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risks as well as transition risks.

(5) Opportunities

Climate change may be a risk factor, but it can also provide opportunities that can be utilized
strategically. Climate change opportunities normally have a greater impact in the 15°C scenario as
they mainly arise in the event of transition to a low-carbon economy. Resilience has been identified as
a key factor also in the 4.0°C scenario, as it is an important factor to have in place to address physical

Major Climate Change Risks & Response Strategies

Categories Opportunities

Products & Increased profits from increased sales of
Services eco-friendly low-carbon products

2030 2050

D
Securing core competitiveness by

Climate  Resilience enhancing response capacity to climate [ ] ( } [ } o o o o o
Change change risks
Opportunities

Resource  Reduced operating costs from expansion of
Efficiency  low-carbon and renewable energy facilities

Likelihood of opportunities o o 0 ¢

Impact of opportunities

Low Medium High

~ one
g/ Opportunities

Products and Services (01)

KT&G anticipates to preemptively respond to consumer
demands for eco-friendly products and contribute to
improving resource circulation throughout the value
chain, by expanding sales of eco-friendly low-carbon
products and conducting waste reduction activities.

Resilience (02)

By participating in global initiatives related to climate
change and renewable energy, we can establish mid-
to long-term measures to respond to risks and enhance
related capacity.

Resource Efficiency (03)

By improving the production facility performance and
energy efficiency as well as establishing renewable
energy facilities, we can save purchasing costs of high-
priced renewable energy and secure competitiveness in
the low-carbon industrial structure.

KT&G’s Plan for Realizing Opportunities

We are strengthening activities that enhance the
environmental capability of products that meets
the needs of local communities and consumers by
expanding the application of recyclable packaging
materials and establishing an electronic tobacco waste
device recycling system. In addition, by executing Zero
Waste to Landfill verification, we are striving to minimize
the environmental load throughout the entire process.

We are strengthening the level of risk management and
response capabilities in the environment sector (e.g.
GHGs reduction, water management), by responding
to various global initiatives and external assessments,
such as CDP Climate Change and CDP Water Security.

We aim to reduce GHG emissions and energy
consumption by improving energy efficiency of worksite
facilities and transitioning to electric vehicles, and to
expand the use of renewable energy by installing our
own solar power facilities.
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NEXT STEP

(6) Financial Impact Estimates

The assessment of financial impact of climate change risks and opportunities is an effective method to identify the potential climate change impact on a company’'s business operations, profits and growth
prospects. Going forward, KT&G will enhance its resilience by advancing the depth and scope of potential financial impact assessment.

CASE

®

Financial Impact of Carbon Pricing

As a participant in the Korea Emissions Trading Scheme
(K-ETS), KT&G is obligated to calculate its annual emissions.
Under the K-ETS, companies are allocated emission
allowances free of charge, and if their emissions exceed the
allocated quota, they are required to cover the deficit by
purchasing allowances. As the price of allowances in Korea
fluctuated from a low of KRW 12,050 per ton to a high of KRW
32,700 per ton in 2022, a high uncertainty has been observed
in the price forecast. In addition, considering the recent trend
of global emission regulations, the total allowances and free
allocations may be reduced, indicating that the allowance
price is highly likely to rise in the medium to long term.
Accordingly, KT&G has selected carbon costs associated with
carbon pricing system as a potential risk factor and conducted
financial impact analyses under two climate change scenarios.

@ The risks induced from the carbon pricing are
assessed to be relatively high under the 1.5°C
scenario. The level of risk is forecasted to peak in
2030. In the long term, they are expected to be
mitigated by the increased use of renewable energy
and emissions reduction.

Financial Impact by Climate Change Scenario”

2025 2030 2050

1.5°C 2.0°C 4.0°C 1.5°C 2.0°C 4.0°C|15°C 2.0°C 4.0°C

(Unit: KRW 100 million)

Cumulative

impact by 2025

Cumulative

impact by 2030  —
Cumulative 1.000-2,000 > 2,000
impact by 2050 ‘ . ‘

Y The calculation is based on KT&G’s emissions reduction
target and the global carbon price suggested by the
scenarios, in order to control a wide range of assumptions
in recognition of the uncertainty from various variables
affecting the carbon price.

Financial Impact of Risks

Categores Risks Defintion tmpact
Strengthening of A Bl .
: . carbon-related Increases in indirect Max 67.5 « To reduce greenhouse gas emissions
. regulations such as carbon-related costs Carbon cost calculation based on the and mitigate costs that could be incurred
Folicy & the carbon credit price due to the rise in —— transition risk scenario model® set through carbon credit prices, invest in
Regulation Carbon Pricing d carbon prices and areas such as improving energy efficiency
and carbon border response to the for up to the year 2030 and expanding the use of renewable
tax, and an increase of carbon tax Min 33.7 energy
2 carbon credit price ' :
TraRr;;:[éon Increases in « Through close collaboration with farmers and
Increased raw production costs Max 1404 Annualfinancial impact level suppliers, expand sustainable management
m material procurement and weaker price depending on fluctuations in raw practices such as improving equipment
Market , costs due to competitiveness material prices (3%-20%) and the efficiency of procurement, reducing carbon
Price Increases of  f|yctuations in raw due to disruption in increasing volatility of the annual footprints, and enhancing water efficiency.
Raw Materials material qualityand  the availability and . average raw material purchase « Utilize the partnership system with core
production volume supply of quality raw Min 211 amount material suppliers and the Sustainable
materials Tobacco Program (STP) for farmers.
Production loss cost estimated by « Invest in flood prevention facilities to protect
using the damage rate of business production facilities in the event of heavy
%Pecrﬁg?]id loefvdeallfnaan% Revenue decrease Max  59.3 facility equipment and the number rain and flooding near business locations.
Su(?h - ﬂ%odmg 8 due to production of business interruption days, based  « Ensure the safety of employees and the
Acute Heavy Rainfalls damage, damage to capacity loss of -~ onthephysical risk scenario model”  continuity of business operations through an
& Floods facilities. and business damaged facilities and * Based on domestic business sites  emergency action plan that includes rapid
AR locations business locations Min 119  inrelated businesses, assuming evacuation plans, alternative production
@ a maximum of 15 days of business plans, and emergency response training in
Interruption the event of a disaster.
Physical
Risks . . . "
m Rise in maximum Increase in Max 91.3 Annualadditional costs for tobacco Prepare for local climate impacts and
3 and average procurement costs leaf purchase that may be weighted otgntial Supoly chain risksg diversifvin
Chronic ) temperatures in the due to shifts in crop according to the fluctuation (3%- tphe suppl C%g% thus reducir%/ ying
Changes in business locationand  cultivation areas 30%) pattern of the procurement de en%Fe)%/C on asingle sourcegand
Temperature major raw material and productivity ) cost of tobacco leaves by unit, based miﬁimizin z ost volatgiglit
procurement areas fluctuation Min 9.1 onthe physical risk scenario model” g Y-
Financial Impact of Opportunities

@ Direct Operation Utilization of various
D policies and support
Ener;
gy Use of lower-emission to accelerate the

Source =
sources Of energy transition to a lOW'
carbon economy

Opportunities

Cost savings for
low-carbon energy
procurement through
participation in
national policies and
incentive programs
that accelerate the
transition to a low-
carbon economy

Max 44.4

Min 36.5

Financial benefits estimated by using
reduced energy usage and cost savings
from the purchase of carbon credits
through expansion of renewable

« Expand the procurement of renewable
energy through various methods, such
as increasing solar power generation
facilities within business premises,

energy based on the transition risk concluding Power Purchase Agreement

scenario model” set for up to the year (PPA) contracts, and purchasing

2030 renewable energy certificates.

Y IEA NZE / APS / STEPS Scenario Y RCP 2.6/ 4.5/ 8.5 Scenario
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NEXT STEP

Risk Management

KT&G has established a climate change risk management process to preemptively respond to
climate change, integrating it into the company-wide risk management system to advance the risk
management process.

Climate Change Risk Management Process

Identification of
Risks and Opportunities

KT&G uses its risk
identification system

which meets the TCFD
recommendations to
analyze the likelihood of
physical and transition risks
for each climate scenario,
and assesses their impacts
considering the time period
in the short, medium

and long term. Potential
risks and opportunities

are identified by the
quantitative assessment

of materiality based on
likelihood and impact.

o

Identification
of Risks and
Opportunities

04)

Update &
Reporting

% @ Risk Management
& Response

We manage the identified
risks by setting response
measures suitable for
each risk type, as their
likelihood and impact
may vary. The response
measure is determined as
acceptance, avoidance,

or reduction, depending
on the characteristics of
each risk. We address the
impact of risks by setting
detailed action plansin line
with response measures.

c2)

Risk Management
& Response

®

Monitoring &
Evaluation

N @ Monitoring
& Evaluation

We monitor the progress
of response activities and
evaluate performance

to assess the progress
against targets and derive
improvements.

Update
% @ & Reporting

By referring to climate-
related research,

policy monitoring data,
response activities of
peer companies, and
feedback within the
operations, we update
the management list and
materiality assessment
of climate change risks
and opportunities, which
are then reported to the
Sustainability Committee.
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Targets & Metrics

transparently.

ROADMAP

[ BAU
417"

.
N

293

124

NEXT STEP )

Target Emissions

291

Scope 3

25% %

N

Scope 1+2

42%%

72

(Unit: 1,000 tCO2e)

ﬂq@
ZERZ,
N~

Net Zero

2020 2022 2023 2024

[ ] Scope 1+2 [[1 Scope 3

2025 2026 2027 2028 2029 2030

Y Made advancement in external emissions (Scope 3) in 2022 by further analyzing such value chain as procurement of overseas leaf tobacco and logistics

(1) Roadmap (Scope 1+2+3)

In accordance with SBT (Science-based Target) guidelines, KT&G has set the targets of reducing emissions by 31% compared to 2020 level by 2030 (Scope 1+2: 42%, Scope 3: 25%) and achieving carbon neutrality
by 2050. To achieve these targets, KT&G is reviewing various reduction measures, focusing on expansion of renewable energy. Also, KT&G will continuously monitor the emissions by scope and disclose the progress

Mid-to Long-term Mitigation Measures (Scope 3)

8000
%
Select materials by
considering LCA results

and carbon footprints
into consideration

3

Help partners diagnose
energy status and
implement reduction
tasks

Review the adoption of
eco-design for devices

7,

Help tobacco farms
improve energy
efficiency of tobacco
leaf drying machine

L—[|r0
L0

Value chain-linked
external projects

Mid-to Long-term Mitigation Measures (Scope 1+2)

g

Rooftop solar
self-generation

&
Improve internal

process energy
efficiency

54

Power purchase
agreement (PPA)

&

Expand LED adoption
in plants

Q

Purchase of renewable
energy certificates

=

Convent business
fleets to 100% EVs
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(2) Roadmap (Scope 1+2)

KT&G has been selecting and reviewing feasible ways to achieve 2030 reduction target by improving energy efficiency, increasing the use of renewable energy, and building various partnerships.
Going forward, we will make continuous efforts to identify mitigation measures and advance the integrated roadmap through the cost-benefit analysis.

Breakdown of Measures to Achieve 2030 Reduction Target (Unit: 1,000 tCOze)

210 203

o |

16%

190 7185/
177 o
/ 16%

170 166 16% 16%
159 18%
A% 20%
(]
148 13% 9
A 21%
150 6% 10%
6%
133 135
6%
3%
130
88%
aan 77% 75%
63% 65% 66% 67%
110 115

113
207\\
0 102 \
926 \
920 \
o 84 \

78 o
72
50
2020 2021 2022 2023 2024 2025 2026 2027 2028 2029 2030
-@- BAU -0 Target [ ] Direct Reduction [] Renewable Energy (Self-generation) [] Expansion of Renewable Energy via External Procurement (PPAs, REC)

Improve Internal Process Energy Efficiency / Streamline
Energy Use
« High efficiency of lighting (LED) and utility transition,
reuse of heat, etc.
« Optimal operation through the Energy Management
System (FEMS)

Replace Office Fleets with Electric Vehicles
+ 100% transition to Green Vehicles by 2030

Renewable Energy (Self-generation)

« Installation of rooftop solar self-generation with a total of
more than 18Mwh in the factories

Expansion of External Procurement of Renewable Energy
« Power Purchase Agreement, REC/IREC, etc.

RENEWABLE ENERGY CONSUMPTION PERFORMANCE AND TARGET

Category 2020 2022 2023 2025 2030
Domestic 0.1% 8.9% 7.8% 29.7% 78.3%
overseas 00% 7% 100% 00% 00%
Total 0.1% 15.6% 18.9% 48.0% 87.0%

*Scope: All domestic business sites (some 156), overseas business sites (3)

Target for renewable energy consumption at

all domestic and overseas business sites by 2030

More than 8 O%

2
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(3) Greenhouse Gas (GHG) Emissions

KT&G's total GHG emissions in 2022 amounted to 438547 tons, comprising 26% on-site (Scope ], 2) and
74% off-site (Scope 3). To strengthen GHG emissions management, we upgraded the Scope 3 inventory
and conducted third-party verification.

Emissions in the Entire Value Chain* (2022) (Unit: tC046)
Upstream Scope 3 (40.0%) Workplace (37.0%) Downstream Scope 3 (23.0%)
150,012
(34.2%)
] 99,877
(22.8%) 76,034
17.3%)
38,561
2,83 (8.8%) 18527
12 ’w'] 5234 2373 6,250 5414 o (63%)
(2.9%) (1.2%) (0.5%) (1.5%) ﬂ (1.2%) = m
’—‘ — —/ —/ ’—‘

1 2 3 4 5 6/7 8 9 10 11 12
Purchased Capital Purchased Upstream Waste Employees Scope 1 Scope 2 Downstream Use of sold  Disposal of
goods and goods fuelsand transportation generatedin  business (Direct (Indirect transportation  products  sold products

services energy & distribution  operations travels/ emissions) emissions) & distribution
commuting

« Emissions from tobacco leaf cultivation/drying and tobacco sheet
1 Purchased goods and services manufacturing
« Emissions from other raw materials and e-cigarette manufacturing

2 Capital goods « Investment-related emissions, such as capital acquisitions
Scope 3: 3 Purchased fuels and energy « Emissions from the production of purchased fuels/energy
L0013 1 =T 13
& . o « Emissions from vehicle fuel combustion during the transportation and
4 Upstream transportation and distribution o :
distribution of raw materials
5 Waste generated in operations « Emissions from recycling and non-recycling in business operations
. . » Emissions from fuel combustion for overseas business travels and
6/7 Business travel & Employee commuting X
commuting of employees
8 Scope 1 (Direct emissions) « Emissions from tobacco production facilities and business vehicles
SCOPE L2
9 Scope 2 (Indirect emissions) « Emissions from electricity/steam used in business operations and buildings
10  Downstream transportation and distribution . Em;smqs from' yehu:le fuel comby;tlon during the transportation and
= . distribution of finished and semi-finished products
COPIE B oo
Downstream 11 Use of sold products = Emissions from electricity used to charge e-cigarette devices

12 Disposal of sold products - Emissions from the disposal of e-cigarette devices and cigarette butts

*Scope 3 emissions for 2022 have been verified by a third-party organization, DNV Business Assurance Korea, and may change further in the future
due to inventory advancement, etc.

Implementation Progress Compared to the Baseline (Unit: tCO,e)
Scope 1 Scope 2 Scope 3 Total
Emissions in 2020
‘ 39,284 H 84,623 H 292,582 ‘ 4] 6,489
1.8% % 101% @ 107% 4

‘38,561 H 76,034 H 323,952 ‘ 438,547
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(4) Monitoring of Metrics

KT&G manages the financial impact of climate change by making decisions in consideration of
potential carbon costs through the operation of an internal carbon pricing system. In addition, we
implement the corporate energy settlement system to strengthen monitoring of key metrics such as
GHG emissions and water consumption.

Internal Carbon Pricing

KT&G has adopted an internal carbon pricing system to incorporate potential carbon costs into investment decisions and promote
investment activities for climate change mitigation. The internal carbon pricing serves as a guideline for encouraging investment
activities focused on climate change mitigation. It allows the carbon cost to be included in the reduction costs when conducting
economic analysis for investment decisions, inducing the effect of shortening the payback period of climate change mitigation
activities estimated internally when conducting economic analysis for investments. As a result, this approach has led to more
positive decisions in internal investment policies and decision-making processes regarding various emission reduction activities. It
has also become a crucial guideline for assessing the financial implications and prioritizing carbon reduction activities through the
comparison of the expected reduction in emissions.

Currently, the internally set carbon price, based on our proprietary modeling, stands at KRW 50,000 per tCO,, exceeding the
historical peak emission allowance price. We have implemented a process to readjust the internal carbon price when the emission
allowance price surpasses the internal carbon price.

Company-wide Energy Accounting System

KT&G is strengthening the monitoring of emissions, energy and water consumption across all business sites by implementing
a company-wide energy accounting system as part of its efforts to achieve environmental vision of the “KT&G Green Impact”.
This system involves the monthly input of energy and water consumption data based on proof documents (utility bills) from each
business unit. The collected data is then validated and finalized by a responsible organization on a monthly basis. The finalized
energy consumption data is immediately converted into GHG emissions and shared throughout the entire company. Each business
site can verify the effectiveness of its reduction activities by monitoring the emissions. The department responsible for emissions
reduction can track the progress towards the company’s targets and communicate the status down to the level of small-scale
facilities. Furthermore, we take prompt actions to address any abnormal situations detected through cause analysis. The company-
wide energy accounting system is not limited to domestic operations but has been expanded to cover overseas factories, with
plans for further enhancement of the management system in the future. KT&G is committed to continuous and stable reduction of
GHG emissions through these efforts.

63 Co |

Business Units
(Sales branches,
N\ manufacturing 4
A\, plants, etc.) (4

Upper-level Department in
Business Unit Charge of GHGs
(Headquarters) Management

Data Collection,
Execution and Entry Primary Verification Final Verification, and
Company-wide Disclosure

« Enter energy/water consumption - Validate errors in the input data « Verify and finalize the data across
and the proof data in the system all operations in the company

« Convert the data into emissions and
disclose the result in the company
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Policy and Stakeholder Engagement & Next Steps

KT&G will disclose its activities and implementation status in accordance with the TCFD recommendations in the KT&G Report and official website and continue to update them with related improvements, in order
to communicate with the stakeholders more transparently.

Policy and Stakeholder Engagement

KT&G aims to achieve carbon neutrality by 2050 and will disclose its annual progress while actively engaging with stakeholders. Additionally, we strive to align with the Paris Agreement’s goal of maintaining global temperature rise significantly below 2°C and
limiting it to 1.5°C or lower compared to pre-industrial levels. We will collaborate with the government and relevant organizations in order to contribute to GHG emissions reduction.

Next Steps to Enhance the TCFD Response

02 Enhancing resilience through
detailed review of mitigation/
adaptation strategy

We will advance the climate-related
risk management process and review
our climate change response measures
in detail in order to effectively manage
and mitigate climate-related risks and

identify new opportunities. /\J_\\/ 04

Advancing climate-related

Q\\%//j disclosures

Step 04 We will promote an environmental
management system that meets
stakeholders’ expectations by
transparently disclosing the progress
of the mid- to long-term emissions
reduction target every year.

Ol

Advancing risk
assessment tools

We will continuously improve
monitoring methods of
climate-related risks in line with
updates and changes in the data
available for climate change
scenario analysis to minimize
uncertainty caused by mid- to
long-term climate change risks.

03 Ryl

Expanding value chain /\<
collaboration and |
engagement strategy

We will actively cooperate with our
business partners in the supply chain
and strive for effective reduction

of value chain emissions (Scope 3)

in order to manage the expanded
responsibility for GHG emissions from
KT&G’s business activities.
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