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> Connected fo the future

“The connected cow
becomes a happy cow”

“Add unprecedented
virtual dimensions o
the real world”




Our organization Report by the Financial Statements Appendices
Supervisory Board

: Read more on page 18 and go

conneCied to the future to our online report for more

. information and video stories:
* www.kpn.com/annualreport

Virtual reality, remote health diagnostics,
motion-based street lighting and self-
driving cars. We're seeing things today
that are changing our lives towards an
ever-more connected future.

We make life more free, fun and easy by
connecting people. It is our passion to
provide safe, reliable and future-proof
networks and services, enabling people
to be connected anytime, anywhere,
whilst at the same time creating a more
prosperous and cleaner world.

With this Integrated Annual Report we
look back at the past year. It helps us o
understand the present, but also to look
forward into the future. We can't predict
the future, but we can imagine it, based

on technological developments and views
from internal and external experts. With
these insights we can prepare the next
generation of products and services for you.
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About this report

Transparency in financial, operational
and CSR performance

We have prepared this Integrated Annual Report, in line with the
International Integrated Reporting Council (IIRC) Integrated
Reporting (IR) framework. For the CSR information included

in this report we followed the Global Reporting Initiative (GRI)
Standards - Option Comprehensive. In anticipation of national
implementation of the EU Directive Non-Financial Reporting,

we have considered the key elements of this Directive. We already
address most of the elements to be in compliance with the new
Directive. For more information on our reporting see Appendix 3.

KPN adheres to several reporting benchmarks, like the Dow

Jones Sustainability Index (DJSI) and the Transparency

Benchmark. Our ambition is fo maintain a leading position

in these benchmarks. This way, we keep improving our

performance by comparing it with that of peers. An overview

of KPN'’s performance in different indices during 2016:

> Position 3 in the DJSI World Index and included for the fifth
year in a row

> Included in CDP’s Climate A List

> Position 9 in the Transparency Benchmark (TB)

> First place in the Transparency International Netherlands
index TRAC

> First place in the Sustainability Performance of the Dutch
Association of Investors for Sustainable Development
(VBDO) in the services sector.

Our approach to reporting in 2016

In 2015 we reported on 30 material topics. For 2016 we
improved focus and this resulted in a ‘Core & More’ approach.
The report is built around our nine highly material topics

(the Core). Additional information about other topics is available
in appendices to this report or published online (the More).
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The topics that matter most to KPN and our stakeholders
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performance

Innovation and
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Economic value Privacy & Security
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Helping the Netherlands move forward

through innovation

In 2016, we succeeded in ftaking further steps tfowards our ultimate aim of becoming the
best service provider in the Netherlands. This entails not only striving for excellent products
and services, but also by helping society move in a sustainable direction. We contfinued the
upward trend - operationally, commercially and financially.

Customer satisfaction rose to a new all-time high; in 2016 we
again showed we are successful at making life more free, fun
and easy. We have potential to improve customer satisfaction
levels even more. In line with the positive trends we evolved
our strategy from ‘strengthen, simplify and grow’ to ‘simplify,
grow and innovate’. Major technological changes will help us
o supply even befter products and services to consumers,
SMEs, corporates, government, organizations and the Dutch
society as a whole. Furthermore, research shows that ICT is

a crucial factor in making our society more sustainable. For
me, it is extremely important that we contribute fowards the
development of our planet in such a way that it remains a fine
place for our children and grandchildren. To implement our
strategy faster we launched a new, functional organization at
the beginning of 2016. Thanks to a flatter, simpler organizational
structure we have increased our commercial agility and we are
focusing our efforts directly on the quality of our service and
on results.

Consumer market continues to grow

The number of customers in the consumer market grew
yet again. Subscriber numbers for our interactive television
service broke through the two million barrier, giving us a
market share of 30%. The Net Promoter Score (NPS) - our
yardstick for customer satisfaction - rose further to +10
(Consumer Market) in 2016. Since we introduced quad play
three years ago, more than one million households choose
a combination of our fixed and mobile services. Improved
propositions in the consumer market helped our mobile
subscriber numbers increase by 92 thousand this year
alone. KPN endorses the importance of tofal transparency
by introducing new mobile combination subscriptions

that comply with the Dutch Financial Supervision Act.

Strengthening the Business segment

Just as in 2015 the Business segment remained challenging

in a competitive domain. By making The New Way of Living
and Working possible for an increasing number of businesses,
and by introducing cloud, hosting and security services, we
are gradually establishing our top market position as an ICT
player. The extra investments we are making for that purpose
are slowly but surely bearing fruit. The number of customers
with multi-play services (combination of fixed, mobile and ICT
services) is increasing and our new Managed Hybrid Cloud

> b

service is growing too. This enables customers to store their
own data, either in a KPN data center or in the public cloud.

We are thereby responding fo the data growth that is set

to continue in the years ahead. Additionally, we continued fo
simplify our Business portfolio in 2016.

On course financially

Our good operating and commercial performance in 2016
supported the basis for improving financial results compared
to 2015. The stringent cost focus in all the segments and

the ongoing simplification of our organization, systems and
product portfolio contributed to this too. A structurally lower
spend level amounted to EUR 460 million run-rate savings by
the end of 2016 in comparison with 2013. In February, we also
completed the sale of our Belgian subsidiary BASE Company.

Innovative network technologies

Investing in fiber and upgrading the fixed network ensures
that our infrastructure remains best-in-class. Thanks fo

78% FtH/FttC coverage, at the end of 2016 75% of Dutch
households had download speeds of at least 100 Mbps.
Download speeds of 400 Mbps are available with the new
technology VPlus. We are also continuing fo opfimize our

4G network, for instance with carrier aggregation and small
cells that increase the data capacity and speed of 4G at places
where a lot of people gather, such as stations and city centers.
Earlier than planned, we have completed the roll-out of our
LoRa network and as a result the Netherlands became the
first country in the world with a nationwide LoRa network for
Internet of Things (IoT) applications. Furthermore, we are also
preparing for 5G, the new generation mobile Internet that will
be indispensable for its numerous technological applications
and will have a huge impact on our everyday lives. These
include connected cars and remote healthcare, for which
ultra-fast response times are crucial. We also simplified our
fixed core network to match the growth in Internet and TV,

to improve stability and improve costs and energy efficiency.

The power of collaboration

We can realize our innovative ambitions only if we collaborate
more intensively with other companies and organizations by
entering into new partnerships. Our investment fund KPN
Ventures is affiliated to COSTA, a platform on which 10 top
Dutch companies share their experiences to achieve lasting



Our organization Report by the
Supervisory Board

success quickly and smartly via innovation. By joining forces
we are accelerating the development of ideas and applications
that are of genuine benefit to our customers. For example,

we invested in startups like SecurityMatters and EclecticlQ,
companies that supply cybersecurity services that add value
to KPN and our customers. Other key partners for KPN include
our suppliers and content providers.

Enormous potential of ICT

The translation of the #SMARTer2030 research info
opportunities for KPN and the Netherlands confirms that
CO2 emissions in the Netherlands can be reduced by nearly
40% by 2030 compared to 2015 thanks to ICT solutions.

We see enormous potential in applying ICT in eHealth,
fransport and infrastructure, smart buildings and smart
cities, as well as in The New Way of Living and Working, in
which KPN aims to take a pioneering role. That's why we are
converting several KPN offices info modern hubs that put
the new way of working into practice. The findings of the
#SMARTer2030 report dovetail perfectly with the Sustainable
Development Goals of the United Nations, which regard ICT
as a driver for a better, more sustainable world. KPN’s efforts
o achieve those targets are recognized by the Dow Jones
Sustainability Index, in which we have been included for the
fifth consecutive year and this time as the world’s third most
sustainable telecoms company. Additionally, our inclusion in
CDP's Climate A List confirms that we have performed well in
the area of energy consumption and CO: reduction targets.
We have now been on the CDP list for six consecutive years,
so we can justifiably call ourselves a world climate leader.
These listings confirm in particular that we have successfully
integrated our sustainability policy in our business operations.

Improving online security is another element of that policy which
is a top priority for KPN. We monitor our ICT infrastructure
and that of our customers 24 hours a day, seven days a week,
365 days a year. KPN aims to stay in the vanguard, not only
by providing secure networks and systems, but also through
continuous innovation. We have made our security policy

and guidelines accessible to everyone.

As TEAMKPN we help the Netherlands progress

Leading the way with timely innovations is one of our
strengths, from the perspective of both our customers and

of our employees, and also in organizational and financial
ferms. Every day KPN employees work hard and join forces
fo realize our ambitions. The employee engagement survey
demonstrates that their willingness to go the extra mile

is much higher than average. With dedicated, intrinsically
motivated employees in a flexible organization we aspire to
offer an even better customer experience, resulting in greater
customer loyalty and pro-actively addressing needs in society.
| am convinced that this will give us more commercial agility,
increased sales and profitability and create greater value for
all our stakeholders.

Financial Statements Appendices

. “The franslation of the #SMARTer2030

. research info opportunities for KPN and the
Netherlands confirms that CO2 emissions in
the Netherlands can be reduced by nearly
40% by 2030 compared to 2015 thanks to
ICT applications”

Read more about this topic at page 48

Eelco Blok - CEO

* Watch Eelco share his views:
¢ www.kpn.com/annualreport
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> Qur main achievements

Continued strong performance

Our continued upward trend - operationally, commercially and financially - is reflected in our
main achievements below, a mix of financial and non-financial key figures and three-year
trend. In line with our strategic focus areas, we give an overall impression of our performance
in three financial, three customer-related and three operational key figures. These indicators
also represent our highly material items Economic value, Customer loyalty, Quality and
reliability of networks, Environmental performance and Impact of products and services.

EBITDA Capital expenditure’

M Adjusted EBITDA " In millions of EUR In millions of EUR
M Adjusted EBITDA margin The Netherlands*?

N =
— S = S S

2014 2,617 2015 2,419 2016 2,428
2014 374% 2015 38.6% 2016 40.0%

2014 2015 2016
1,239 1,300 1193

Free Cash Flow'

In millions of EUR

2014 2015 2016
-151 698 741

1 Based on continuing operations.
2 EBITDA adjusted for the impact of restructuring costs and incidentals.
Reconciliations for 2015 and 2016 to be found in Appendix 1.
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Customer satisfaction

Financial Statements Appendices

Converged services

Net Promoter Score in the Netherlands

2014 2015 2016
3 3 6
Reputation

RepTrak pulse score

2015
69.2

2014
69.7

2016
69.5

Energy consumption In petajoule

M Households in fixed-mobile bundles
M Postpaid customers in fixed-mobile bundles

|| L —
Ng
4w aurs

2014 494 k 2015 813k 20161077k
2014 701k 20151172k 2016 1,583k
M Multi-play seats in SME
2016 316k
1 201558k
1 2014 23k

Realized run-rate savings Simplification
program*

In millions of EUR

2016 ~460

2015 ~280

2014 ~140

4 Cumulative savings since the end of 2013. Read more on page 30.

Households with > 100 Mbps coverage

B Energy consumed by KPN
B Estimated energy consumption avoided by KPN customers®

20714 3.503
20141.662

2015 3.481
20151701

2016 3.382
2016 1.817

3 Estimated avoided energy consumption by customers from the use of our
ICT solutions compared with KPN own energy consumption. These numbers
have been restated for 2014 and 2075, read more on page 48 and 51.

2016 75%
00

2015 68%
I_I

2014 50%

D
P
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> Review of the year 2016

What we did in 2016

o)

) ‘

lam
KPN

January

> KPN started to issue NFC-enabled
SIM cards to support the expansion
of mobile payments starting with
the Rabo Wallet

> iBasis partnered with Cubic Telecom
fo enable ‘next gen’ roaming for
connected cars and future Internet of
Things services

—

March

> KPN enhanced customer support by
extending LiveChat to 24/7 coverage

February

> KPN completed sale of BASE
Company realizing a book gain of

EUR 369 million > KPN took strategy to the next level
> KPN deployed next generation small by adding ‘innovate’ to ‘grow’ and
cells ‘simplify’

> Significant reduction of CO2 emissions
possible with smart ICT solutions says
#SMARTer2030 report

v

July

> KPN received Digitenne license until
2030

> Partnership between the Dutch
Rijksmuseum and KPN was prolonged
by three more years

>8

September

> KPN launched new mobile
subscriptions that include EU roaming
as part of premium bundles

> Nationwide outage on fixed internet
services resolved after six hours

August

> KPN and Fox Sports reached an
agreement regarding distribution
of live football

> KPN announced eurobond and tender
offer
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April

> KPN announced that the KPN ToZ
office in Rotterdam will become the
new headquarters

> KPN released MyBee app enabling
young children to safely take their first
steps online

> KPN acquired remaining 87.5% stake
in RoutlT, obtaining full ownership

May

> KPN's Simplification program won
‘Business Transformation of the Year’
Award

> KPN introduced new Managed Hybrid
Cloud proposition

June

> KPN completed rollout of first
nationwide LoRa network in the world
for the Internet of Things

> KPN won a large confract fo migrate
the City of Amsterdam to KPN'’s
Managed Hybrid Cloud

> KPN declared capital repayment of
EUR 28ct per share

November

> KPN won European tender as ICT
partner for partnership Talking Traffic

> KPN selected as cloud service
provider for Dutch education and
research institutions

October

> KPN reached the one million
households milestone for its
converged fixed-mobile products

> KPN again world leader in CDP
climate change benchmark

December

> KPN’s innovation fo reduce energy
wastage in Aalsmeer data center won
Sustainable Data Center Award

> KPN frialled new Internet of Things
technology LTE-M, resulting in lower
energy use and lower prices

>9
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> Our purpose

We make life more free, fun and easy by
connecting people

KPN is a company that really puts its customers first. We believe it is great to work for

a company that is at the heart of society and drives and enables technological progress
for everyone. Connecting people and making their lives more free, fun and easy has been
our drive and we will continue to do so. We were there when the very first telephone poles
were erected 130 years ago, enabling connection. Ever since, we have worked hard to meet
the current and future needs of our customers and society, which also means connecting
things. Adapting new developments, building and managing innovative fixed and mobile
networks and IT platforms help fulfill those needs.

Simplify, Grow and Innovate Our stakeholder approach

In the past years we invested ahead of the curve fo build best-
in-class networks and innovated to bring Dutch households
and businesses great products and leading quality of service.

On top of our own assessments of the role and value

of ICT for society, our continuous dialogue with our
stakeholders gives us greater insight info social frends
and needs. It also enables us to exchange ideas about the

The coming years will see exponential growth of connected
devices and surging data traffic. To stay ahead, we evolved

our strategy in 2016 to the next level with the pillars Simplify

- Grow - Innovate. We formulated clear goals on every pillar

fopics we think KPN can make an important difference
for Dutch society. Our key stakeholders include retail
and business customers, employees, investors, suppliers,
government, regulators and community organizations.

(for more information see page 16 — Strategy table) that help
us on our journey to become the best service provider in the
Netherlands and deliver value to our stakeholders.

The opinion of our stakeholders is taken into account in our
strategic decision making. Read more about our different
stakeholders in our stakeholder overview in Appendix 9.

Innovate

Grow

Simplify

Strengthen

The evolution of our strategy towards
Simplify — Grow - Innovate
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Our services for Dutch society

Accessing the Infernet from a tablet, paying with a
smarftphone, consulting a doctor remotely or working online.
Documents, photos and videos are now mostly stored in the
cloud, not on a hard drive anymore. These things are easily
taken for granted and we can no longer do without them.

The world is increasingly mobile and digital. Technology is
advancing af a rapid pace. KPN helps make the necessary
connections. We have added fiber and 4G to our existing fixed

Consumer

Dedicated to offering KPN'’s
retail customers a broad
range of services in the
areas of communication,
information, entertainment
and commercial services
through single play and
multi-play offerings. The
offered services include fixed
and mobile telephony, mobile
data, Intfernet and TV.

Network,
Operations & IT
Responsible for KPN's
operational activities for

the Dutch networks (both
fixed and mobile) and ICT
infrastructure for services
provided to KPN’'s consumer,
business and wholesale
customers.
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Wholesale

Provides connectivity
solutions to KPN's fixed and
mobile wholesale partners
via KPN’s fixed, fiber and
mobile networks.

Financial Statements Appendices

and 2G/3G networks in previous years. With our LoRa (Long
Range Low Power) network we are enabling energy-efficient
connections that will permanently connect people and devices
o the Internet and each other. Our services are the beating
heart of the Netherlands. We enable the country’s digital pulse.
Vital sectors such as transport, healthcare, education, the
police and defense force depend on our infrastructure and our
neftworks. We want to be there for everyone. Also those

for whom contact with the outside world is not a given.
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Business , .
KPN offers its business \ /
customers (small, medium- N -
sized, large enterprises) a

complete portfolio of services

from fixed and mobile

telephony and Internet

o a range of end-fo-end

solutions in infrastructure,

workspace management,

cloud, security, data network

and data center services.

—————— < Basis |

\ a KPN company

iBasis

Through iBasis, KPN is a
leading player in the
international wholesale
voice market in terms of
minutes carried. iBasis offers
a comprehensive portfolio
of voice fermination and
data services for many of
the world's largest fixed and
mobile operators, as well as
voice-over-broadband.

>
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> Our purpose

Our Greenprint

Mission

To stay successful in the future, we sometimes have to reconsider
why we exist and why we are important to Dutch society. Last

year we engaged our employees in a process fo establish our
so-called ‘Greenprint’. On that Greenprint, we formulated our
‘why’, as summarized in the graphic below.

Why?

We make life more

free, fun and easy by

connecting people

We bring people closer to
loved ones, we connect
everyone and everything,
we make work and business
easier and we make sure
people stay connected,
wherever they are.

>12

Who?

We are the green
connection

Besides working hard fo be
the best service provider
in the Netherlands, we are
pioneers in sustainability.
We have been using green
electricity for a while and
have been 100% climate

neutral since 2015. We believe

that by investing in ICT
technology foday, we create
a more prosperous and
cleaner world tomorrow.

KPN at a glance
> Our purpose

What?

We connect everyone

and everything

in an innovative,
simple, reliable and
sustainable way

We offer user-friendly
technology solutions

and content that inspires.
With our reliable networks
and data centers we fake
care of fast and stable
connections at home,

at work, while commuting
and in case of emergency.

Group performance

How?

We do this with
the best people,
service, products
and neftworks

We want our people to
provide our customers with
the best service, products
and networks. These are our
colleagues in the back office,
customer service, our stores,
web care, engineers, IT staff,
account management, all of
whom make the difference.
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In our Greenprint we also articulate our infended customer
experience and what we expect from all colleagues fo realize
that ambition. We have introduced a process of reverse
thinking, taking the customer’s experience as the starting point,

. . ___ Ifindit
Desired customer experience easy

Optimal staff behavior & interaction — M.ake "

simple

Optimal working environment — I cai: do

. . | Enable

Optimal leadership "

Becoming the best service provider

Good customer service starts with motivated employees who
want to go the extra mile and we see the customer as the
starting point for all our actions and decisions. KPN needs
employees with passion and expertise and who are willing

to work fogether to get the very best results. To promote
this culture, a team of KPN eXperience coaches activate real
conversations about this theme in the business. We also
selected more than 200 KPN eXperience ambassadors who
guide their feams towards a better customer experience.

)

Shorten delivery
time and bring
innovation to
customers

1
R

Keep up with the Customer centric

rapidly changing thinking and a

customer needs digital and data
savvy workforce

Financial Statements Appendices

to provide practical guidance. The approach is based on
placing ourselves in the shoes of a KPN customer and
being aware of each individual employee’s influence on
the customer’s experience in any KPN department.

| feel q
1 €€ | feel free —— f'm plea.san'rly
connected surprised
Empathize Solve it Exceed
P together expectations
I can be | experience lam
myself freedom developing
Coach and give Create space Develop
direction and trust talent

Another way is fo inspire management to discuss customer
centricity in their teams and help them find interventions that
fit the needs of these teams to maximize the impact. In 2016,
32% of the business teams started with these KPN eXperience
sessions.

So far, we are making good progress since loyalty of KPN
customers is at an all-time high and we managed to improve
our reputation benchmark position (for more information see
page 22 - chapter Customer loyalty). Nevertheless, we are
focused to keep on improving ourselves.

Digital transformation

One of the major challenges we face and act upon is
digitalization. In this day and age we believe KPN can only
become the best service provider by delivering an excellent
digital customer experience. From a customer, workforce and
innovation perspective, digitalization is a must-win battle.
Therefore three challenges are crucial for us, as included in
the graphic on the left.

Digitization changes the lives and expectations of our
customers and employees. This requires the next level of
digital and data savviness. Our organization is therefore
fransforming into a digital organization. In the coming years
KPN employees will become even more digital and data savvy
and predict and act on customer needs more proactively. In that
sense we will be the digital enablers that make the life of our
customers more free, fun and easy.

>13
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> Our organization and the value we create

KPN in Dutch society Input

Our valuable assets:
KPN connects its customers anytime,

anywhere. By doing so, we create value @
and have an impact on many areas of
society. We continuously build and

improve our networks and services to

offer the best connectivity and solutions. skilled employees

We are bundling our fixed, mobile and IT propositions:
telephony, TV, Internet and IT services for households and
businesses. Furthermore, we are expanding fiber penetration
and our network of antennas for increased capacity and
download speeds. We do this with our suppliers, who deliver
the technical equipment and green electricity to run our network.
Employees play a vital role, since their skills are indispensable
for responding to customer needs and questions. Financial resources
On this page we have visualized our organization to emphasize

our impact on Dutch society. On the left we show what capitals

(input) we need to develop and offer our products and services

(activities and output). On the right we show the value we

create (outcomes). These outcomes are linked fo our material

topics, which we report on page 20 and refer to chapters with

more detail on the value created and shared.
Key partnerships and

We are the green connection customer insights

We consider every day as an opportunity to do better. Also when
it comes to tackling climate change, we are on the right track
in sefting the standard for transitioning to sustainable growth.
KPN is the green connection and ranked among the most
sustainable telecommunications companies in the world. We seek
to connect everybody and everything in an innovative, simple,
reliable, secure and sustainable manner. In doing so, we strive to
continuously use less and cleaner energy and help our customers Network and customer
reduce their own energy use. equipment

o

Society needs to step up investments in ICT if we want to

safeguard the quality of life we enjoy today. In the next 15 years,

the world is expected fo invest around USD 90 frillion, or USD ‘/
6 trillion a year in infrastructure, according fo the New Climate
Economy. That means we have a historic opportunity today to
build the infrastructure of tomorrow. This enables the reduction
of the use of natural resources, building of smart cities and Mobile licenses
ensures a successful transition to sustainable economic growth.

At KPN, we believe that by investing in ICT technology today,

we create a future that is more free, fun and easy.

Green energy
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Activities and Output Outcomes

KPN provides integrated access services: The value KPN creates:
LoRa network 0
Housing _e - - ,”Q\\\
and hosting g O 0)
—0——— Service D-_-0
| engineer

Fiber to street o
cabinets Connected anytime,
| | anywhere, see p. 24

Upgraded fixed
network

Business solutions m —

,
M
NS

Innovation through

L o © o ; 247

~ A~ ::\\l digitization, see p. 26
|% = |_C|( Call center
Ol.= 0

o000 | &8 BR AR 1 |BA2 &/

s

--=" \ Accessible, affordable and
,/ \ — scalable healthcare, see p. 48

¥ E

T Shop
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E &'] &‘ Lower-carbon society,
// see p. 44
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Safe and secure access for communities
and businesses, see p. 40

1
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1
Vi 1
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4 . . .

/ chronically ill children |
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Profitable business resulting in sustainable
shareholder returns, see p. 28
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> Our strategy
Simplify - Grow - Innovate

Our strategy is based on our market position, technology and developments in the world
around us. In 2016 we evolved our strategy to the next level to further strengthen our company.
In the table below we present our strategic choices per pillar: Simplify — Grow — Innovate and
per business area.

Further strengthening our company -« ««coeoreer :

Simplify Grow Innovate
N A N
. Digital & simple service Converged telco Excellent
Commercial > g P gec )
and delivery &IT services user experience
. Flexible & simplified Best-in-class secured Applying innovative
Operational > networks and operating model integrated network technologies
. . Value management Invested ahead
Financial > Lean cost structure & predictable cash generation of the curve
N A N
Value creation

These nine strategic choices are embedded in our organization and create value for all other stakeholders, both in combination
and separately. Our six strategic priorities franslate into KPN's medium-term ambitions for the coming ftwo to four years:

Strategic priorities

What we will do

Our output in 2016

Accelerate up- and cross-sell in
bundles

> Continue successful bundling strategy

> High value for customers via best-in-class
products and services

> Improve customer loyalty

> NPS NL increased fo +6

> More than 1 million households with fixed-mobile
packages

> Migrations to integrated solutions in Business

Grow in TV and IT services

> Deliver best-in-class IPTV services through
differentiated functionalities and leading network

> Scale up successful new service introductions and
invest in growth companies

> Highly appreciated IPTV service with NPS of +17
> Reached 2 million IPTV customers in 2016
> Introduced Managed Hybrid Cloud

Finalize business transformation

> Strengthen business market portfolio and
customer relationships

> Implement customer satisfaction programs

> Highly sustainable business for KPN and our
customers

> Strong improvement NPS

> Growth integrated solutions (KPN EEN)

> Increased order intake in LE & Corporate by 14% in 2016

> Introduced successful services for the healthcare
sector

Finalize build of flexible and
simplified integrated network and
operating model

> Further automation and virtualization of networks
and reduce our environmental footprint

> Stay climate leader

> Further quality improvements fo lead o >
EUR 300 million in simplification savings in 2017-2019

> Energy efficiency of our networks improved by 33%

> CDP award and DJSI World inclusion

> First wave of Simplification program completed:
~EUR 460 million run-rate savings vs. end-2013

Ensure best customer experience
and engaged employees by
deploying innovative technologies
and increasing fiber penetration

> Continue change programs and digital
transformation

> Further strengthen core network and fixed and
mobile network capacity

> Continued hybrid access rollout in Business and
selected Consumer areas

> Completed rollout of nationwide LoRa network

> High FttH/FttC coverage 78% allows KPN to
deliver next generation access to majority of
Dutch households

> About 500 teams of employees joined the
KPN eXperience

Optimize financial framework and
grow dividend

© ®© 6 060 ©

> Solid financial profile
> Sustainable shareholder returns

> Growing Free Cash Flow
> EUR 1.2 billion capital repayment
> Regular dividend growth
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Our market position
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We continuously look at the world around us to analyze trends and changing needs. Over the
past year, we saw the following developments as being most relevant, considering our role in

society as a leading supplier of ICT services.

Important trends

> There is an increased awareness of societal changes such as
the aging population and global challenges from poverty to
climate change and the role of ICT to address the challenges.

>The macro-economy of the Netherlands is stabilizing and the
Dutch IT market is growing.

How we act on our strengths

>Customer behavior is changing towards digital life.

> The Netherlands has a high quality digital infrastructure and
this is the foundation, enabler and driver of innovations in
every sector of the emerging digital economy.

How we want to improve

> Leveraging our infegrated services to provide attractive
combinations of fixed, mobile and IT for our customers.

>Maintaining developed and advanced telecommunications
networks in the Netherlands to provide high quality service,
including critical communication.

> Leveraging our leading position in telecom services to grow
market share in IT, innovating to add cloud-based services
and grow our cusfomer base.

> Building on our strong competences in network and cyber
security to protect our customers’ data.

> Using a lean operating model fo drive a structurally lower
cost base.

> Keep our highly skilled and motivated employees engaged.

How we seize opportunities

> Simplifying our portfolio to make it more fransparent for our

customers, offering a smaller variety in products and services.

> Simplifying our IT systems and processes to further improve

the quality of the customer experience and reduce costs.

> Continuing simplification of our organization to allow us to

respond faster to changing market conditions.

> Digitizing our operations and the way we provide services,

putting our customers central in design and implementation.

: How we face our challenges

>Responding to the increasing demand for data and network
access by developing new ways to communicate, collaborate
and consume media.

> Developing and festing innovative, scalable solutions that
address social challenges arising from frends like climate
change, urbanization and the aging population.

>Monitoring technological developments in infrastructure,
software and virtual networks to improve the efficiency of our
operations or implement new services.

> Collaborating with a diverse range of service providers and
connecting to startup companies, to enhance our capabilities
to innovate.

> Differentiating ourselves from competition through

innovative products and integrated services and by providing
the best customer service.

> Confinuously investing in our capabilities and putting cyber

security at the core of our business, to keep our networks
safe from information security threats.

> Finding the right balance between network investments

in anticipation of new technologies and possibilities for
monetizing these.

>Staying on top of disruptive technologies and business

models by continuously monitoring new developments
and cooperating or co-creating with selected providers of
‘over-the-top’ services.
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> Connected to the future

How we prepare for the future

KPN plays a role in shaping the technological progress of Dutch society. That's why we
think about — and act on — the possibilities of the future. While we cannot predict the future
with any certainty, we can imagine what it could look like and to a certain extent foresee

how it might unfold.

In a future characterized by robotics, nanotechnology,
biotechnology and artificial intelligence, new technologies
will enrich and certainly change our lives. The question is
how we adapt to that.

Three major developments have fundamentally changed

our industry in the past decades: the introduction of mobile
phones, the Internet and digitization. Digitization in particular
is continuing to drive rapid change across various sectors.

In addition, consumer needs have shifted. There is a desire
for simpler products and services, anytime and anywhere.
The major changes that are currently taking place in society
and business require a high level of systematic future-oriented
thinking. KPN is proactive and does not just react fo the
developments and disruptions that we are facing. In the past
five years this new way of thinking has become part of our
business approach.

We are benefitting from our simplification program and the
integration of our fixed and mobile networks. This has led to

a more powerful core network that is ready for the increasing
demand for online data services. It allows us to connect with
others, such as loT companies, and to enrich our partnerships,
like the mobile experience we offer Fox Sports subscribers.
One of our strengths is that our technical ‘intelligence’, e.g.

on IPTV services, is stored in the cloud and not in a set-tfop box.
This simplifies the upgrade process, gives us a competitive
edge and reduces the environmental footprint of our
customers. And as our fiber roll-out and fixed network upgrade
progress we are providing fast, stable and secure access to

the digital world and creating a solid platform on which sectors
such as healthcare can further enhance their services.

Partnerships are essential for us. It's about how we can develop
new products and services quickly. A good example is our

loT Academy, where we innovate with startup companies on
ways to use the Internet of Things. It is very helpful that there
is a large population of early adopters in the Netherlands
where we can easily test new services, to speed up the time

to market.

This outside-in approach defines the new way of working
at KPN. More than ever we are looking ahead and seeking
ways fo innovate. To a large extent, innovation for us means
a smarter organization of our network and processes o
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integrate outside applications. In that sense, adding skilled
people to our business is becoming more important. This
thinking is powered by our innovation initiatives KPN New
Business, KPN Ventures and KPN Technology Labs.

While new technologies can lead to great progress for society,
there will also be downsides. What are the side effects of
always being connected? What will happen to the eight-hour
work day? How do we protfect privacy and data security?

And what will happen fo education as we know it? Read and
see more about these questions in this Infegrated Annual
Report and in the videos online.

In our online Integrated Annual Report we elaborate on future
developments. In 14 videos we present the views of our colleagues
and external experts on 12 technologies that are on our radar.

Please visit www.kpn.com/annualreport
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Jan Kees de Jager - CFO

“Our solid financial
position allows us to
invest in innovation,
partner with agile and
innovative startups

and stay on the forefront
of new technological
developments”

Joost Farwerck - COO

“Last year we identified ¢
increasing demand
network fect

of Things af

allows us
demand”
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> Material items

> Material items
What matters most to our stakeholders and KPN

At KPN, we pro-actively search for opportunities that utilize the full potential of ICT to support
society in addressing its short- and long-term needs and challenges. We annually investigate
and discuss what matters most to our stakeholders, and to us. This chapter presents the core
information on the nine fopics we judged to be highly material in 2016, while the rest of this report
provides more information about each topic. The majority of the highly material items contribute
to bringing the Netherlands onto a sustainable path. We are committed to the global priorities
and aspirations of the UN, as set in its Sustainable Development Goals (SDGs) for 2030.

Customer loyalty

Involving our customers in improving their experience
> NPS NL improves to 6 (2015: 3).
> Major NPS improvement on Business: -3 (2015: -10).
L4
KPN

> KPN wins the industry-adjusted ranking award for reputation awarded by the Reputation Institute.
> Named ICT-infrastructure supplier of the year by Computable.

> KPN declared Sponsor of the Year for the third fime in six years at the SponsorRingen awards.
Read more on page 22

Quality and reliability of networks

Continuous investment in high-quality and reliable networks
> Simplified our fixed core network to match the growth in Internet and TV, to improve stability and
’ improve costs and energy efficiency. IPTV content is now for a large part recorded and stored locally,

which prevents traffic fo central locations.
> Lab test proved constant speed of more than 1Gb/s on 4G due to stacking frequencies.
> Started rollout of voice over LTE.
> Rollout of small cells to live up fo customer expectations with regards to 4G quality.
>78% FttC/FttH coverage.
Read more on page 24

S

Innovation and investments

\ | / Giving people today what they need tomorrow
> Completed the rollout of the world’s first nationwide LoRa network for Internet of Things applications.
- - > KPN’s scale of corporate startup collaboration awarded top 10 ranking in European Corporate Startup
Star.
> Improved iTV app and introduced Managed Hybrid Cloud.

Read more on page 26

Economic value
— Stabilizing financial performance and a solid financial position
> Adjusted EBITDA stabilized, supported by cost savings related to Simplification program.

= > Growing Free Cash Flow.
> Announced second wave of the Simplification program for the coming three years from 2017 to 2019

having successfully completed the first wave in 2016.
> Further optimized our debt portfolio via a successful bond tender and new bond issue.
Read more on page 28
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Privacy & Security

Keeping data private, safe and secure

> Made KPN'’s security policies and several tools for security professionals open source in a free iPad
app including the Common Vulnerability Scoring System and Potential Harm of Security Incidents
calculator.

> Launched children’s app MyBeg, enabling 2- to 6-year-olds to safely take their first steps online.

> Successful test completed on innovative high security Quantum Key Distribution (QKD) link between

The Hague and Rofterdam data centers.

Read more on page 40

Environmental performance

Climate leader

> Total energy consumption reduced by 20% since 2010 despite strong growth in data communications
volumes.

> KPN again recognized as one of the top 10 most sustainable telcos worldwide in the Dow Jones
Sustainability Index.

> KPN pronounced ‘Global Climate leader’ for the sixth consecutive year by CDP.

> KPN wins Sustainable Data Center award from DatacenterDynamics EMEA for our sustainable
solution for reducing the energy of backup power supplies in our data centers.

Read more on page 44

Impact of products and services

Offering ICT solutions for 21st century challenges

> Customers saved more than 146,000 tons CO2e emissions and EUR 60 million using our services in 2016.

> New automated external defibrillators (AEDs) in the Netherlands are monitored 24/7 via LoRa and
M2M connectivity. It is our ambition to connect all registered AEDs to ensure that they are in place
and work when needed.

> Launched KPN Messenger fo securely exchange information in the healthcare sector.

> One Planet Thinking study by Ecofys showed the positive impact of telecom services outweighs the
negative impact of the telecom infrastructure 180 times for CO2 emissions, 50 times for particulate
matter and 280 times for fossil depletion.

Read more on page 48

Compliance & Risk

Safeguarding value

> Completely revised and simplified, principle-based KPN Code of Conduct, including KPN Corporate
Social Responsibility.

> New compliance and infegrity e-learning Spot On rolled out to all KPN employees.

> New and extended ISO certifications for Business: ISO 9001:2015, ISO 27001:2013, ISO 22301:2012,
ISO 20000-1:2011, ISO 14001:2004, NEN7510.

> KPN ranked first in Transparency International Netherlands’ list of anti-corruption programs,
fransparency and country-by-country reporting.

Read more on page 52

Remuneration

Fair rewards for all

> Remuneration reflects operational performance.

> Solid collective labor agreement in place with a considerate social policy.
Read more on page 78
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> Customer loyalty

Involving customers to improve

KPN

v their experience

Customer loyalty is built on the quality of our products and services, customer satisfaction
and the value we deliver to society. A good reputation attracts and retains customers,
employees and business partners. The extent fo which people recommend us is a good

indicator of how well we are doing.

KPI

NPS Consumer Mobile
NPS Consumer Residential
NPS Business

NPS NL

Reputation

In 2016, we moved up eight places to number 14 in the
Reputation Institute’s ranking of the 30 largest companies

in the Netherlands. We also received an award from the
Reputation Institute for having the highest industry-adjusted
ranking in 2016. Our annual reputation (69.5) in 2016 is very
high compared with the industry average in the Telecom
sector. Compared with the European Telco Industry in 2016, we
are currently among the top five.

We are seeing contfinued growth in our consumer customer
base. Customer loyalty is at an all-time high. The most
impactful drivers on reputation and supportive behavior
tfowards KPN include: good value for money, high quality
products, meeting customer needs, and being open and
fransparent.

Customer loyalty

To remain aftractive to existing and new customers, we
continued to simplify our products and processes in 2016

and focused on providing an excellent customer experience.
We improved various customer journeys using a human-
centered design approach, involving customers in identifying
and realizing improvements. For example, we invited
companies we partner with to help us map Customer Journeys
and validated the outcome with representatives from Large
Enterprises. We also asked young couples to share their
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Result 2015 Result 2016

9 10
9 10
10 -3
36

experiences of moving in together, which we used for context
to map the relevance of KPN at this life-changing moment.

In 2016, we extended our installation services to customers’
homes. We included a WiFi check in the installation process,

so that we can improve the signal ‘on the spot’ if necessary. We
also improved our online service tools for existing customers
so they can easily get advice on how to increase their in-home
Internet speed (kpn.com/snelheid) and improve their WiFi
connectivity (kpn.com/wifi). We improved online and

call center support to solve (InHome) problems (kpn.com/
storing). In 2016, we saw a 27% drop in customer calls about
in-home connectivity issues.

We invested in better coverage of the network, which resulted
in fewer dropped calls. We also ensured connectivity at busy
events and festivals by temporarily increasing our network
capacity and placing extra antennas. We continued fo invest
in the stability of our networks. If a failure occurs, we now keep
customers updated about the timing and duration of outages
or repairs by email, fext messages, online and social media.
Customers really appreciate this and we receive fewer queries.
For small and medium-sized enterprises, we intfroduced

the SME Sales & Service Desk. Here, customers experiencing
technical issues are connected to a multi-skilled service
employee with a high first-time solving rate.

Customer feedback
To become the best ICT service provider, we continuously
seek our customers’ feedback to improve our products and


http://kpn.com/snelheid
http://kpn.com/wifi
http://kpn.com/storing
http://kpn.com/storing
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services. We do so by applying ‘closed loop feedback’ (CLF) i.e.

ask customers about their satisfaction after their interaction
with call centers, retail shops or engineers in the field and act
on their feedback.

We closely monitor our customers’ satisfaction and loyalty
through NPS. In Consumer the NPS improved slightly in 2016
after a big increase in 2014 and 2015. We saw the biggest
increase in NPS in Business. By conducting research among
our freelancer and independent contractor customers, we got
a better insight info their needs and wishes. Especially the
NPS of our freelance customers increased from -12 fo -4 in
2016, due to a higher appreciation of service drivers. Billing

is still an important point for improvement. Several initiatives
have started in Business to streamline this process. With

the use of new software we are now better able to bundle
invoices and deliver custom administrative solutions fo a
number of large enterprise customers. Combining the tfeams
of billing, collections, and disputes has resulted in a more agile
organization. Now, the whole Bill-2-Cash process is managed
from one team. We expect to see more positive results from
this in 2017.

In 2016, we successfully implemented phase two of creating

a single-user identity for all our services (initiated based on
customer research). The first phase was implemented in 2015
and allowed customers to log in to all their fixed services with
the same user name and password. In 2016, we successfully
extended this to mobile services. In 2017, we will work on
further integration in our systems to provide one uniform
customer experience, across our products and services.

Sponsorship

We connect people, through quality products and services,
and through sponsorship foo. Supporting sport, cultural
events and charity initiatives in the Netherlands is our way
of creating additional value for Dutch society. Besides our
financial contributions, our technology and employees make
this possible.

KPN Mooiste Contact Fonds

The KPN Mooiste Contact Fonds connects people in need of
social contact, such as the elderly or chronically ill children,
with the use of our technology and the help of our employees.
In 2016, our employees volunteered 1,855 times for various
projects with our charity partners. KlasseContact connects
chronically ill children to their classrooms and school friends.
It is run in partnership with the educational organization
EDventure. In 2016, 505 children used the KPN Classmate
digital device. A successful communication campaign in 2016
for our KlasseContact program improved the awareness of
KPN'’s social initiatives.

Financial Statements Appendices

As in previous years, the KPN Mooiste Contact Fonds arranged
events for socially isolated people at the Rijksmuseum in
Amsterdam. We also organized the annual KPN Mooiste
Contact Dinners with our charity partners. These Christmas
dinners were attended by over 700 guests and hosted by over
400 KPN volunteers.

We continued to work with the National Foundation for the
Elderly on the Zilverlijn project, which tackles loneliness among
elderly people. Each week, KPN volunteers call around 200
elderly people for a friendly chat. We facilitate the connection.

A new initiative was started with the Heart Foundation
(Hartstichting) in 2016. KPN Mooiste Contact Fonds provided
funding and KPN volunteers o support the Heart Foundation
in setting up live group sessions as well as an online platform
for youngsters between 12-18 years of age with a congenital
heart disease fo connect to the world around them.

KPN main sponsor of Dutch speed skating (KNSB)

We have sponsored the Royal Dutch Skating Association
(KNSB) since 2010. Sponsoring the national feam and related
activities helps strengthen our connection with Dutch society.
In 2016, we extended our partnership with the KNSB until
July 2018, the year that the Winter Olympics will take place in
Pyeongchang, South Korea.

TEAMKPN Sports Fund

With the support of the TEAMKPN Sports Fund, the Dutch
national men’s water polo team reached the eighth-finals of
the 2016 European Championships. In 2016, we also supported
the national women’s softball team and the men’s curling team.
The national women'’s softball team ended fourth in the World
Championship. The national Olympics committee NOC*NSF
has added women'’s softball and men’s water polo to the top
sports programs for 2017.

KPN main sponsor of Rijksmuseum

In 2016, we renewed our partnership with the Rijksmuseum
for three years. Our ICT services support the Rijksmuseum
in its ambition fo be the ultimate, state-of-the-art cultural
institute in the Netherlands and abroad. We sponsored

an open day for the public to view the museum’s two new
Rembrandt acquisitions, ‘Maarten’ and ‘Oopjen’. We will live-
stream the restoration of these two paintings so the public
can follow the progress.
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> Quality and reliability of networks

Continuous investment in high
quality and reliable networks

The Internet is an essential part of people’s daily lives in the Netherlands and they depend
on our infrastructure to keep them connected, whether it's to work, shop or to socialize.
We constantly work to improve our technical performance and enhance the quality, capacity

and reliability of our fixed and mobile networks.

KPI

Retail consumers: 55% best fixed network,
50% best mobile network

Business: 79% best fixed network and
71% best mobile network

% of the Netherlands that
agree that KPN has the best
ICT Infrastructures

% of households with access o
at least 100 Mb connection

Weighted downtime reduction
(compared to last year YTD)

In 2016, we again improved the coverage, quality and speed of
our fixed and mobile networks. This resulted in approximately
75% coverage of Dutch households with access to speeds

of at least 100 Mbps. This is below our target of 85% because
we changed the FttC roll out in order fo better respond to
customer demands. The average 4G download speed was 51 Mbps
by the end of 2016. More than speed, however, we focused on
enhancing the quality of our 4G LTE connections, especially
voice quality. We erected new masts o increase capacity and
less than 0.2% of all calls were dropped in the mobile network.
We continued fo roll out fiber in our fixed network and 78% of
Dutch households are now connected to FttC/FttH.

Best-in-class networks

As long as the quality of the connection sfays the same, it
doesn’t matter whether our customers access our voice and
data services via a high-speed broadband connection or using
4G on a smartphone. In 2016, we integrated our fixed and
mobile customer authentication platforms. This will enable
our customers to seamlessly switch between WiFi and 4G
access to make calls and be online on their phones.

We can develop and roll-out new products and services faster
and easier by using network virtualization and a software
defined network. We are expanding our high-definition IPTV
offering with our mobile Interactive TV service, which matches

Result 2015 Result 2016

Retail consumers: 54% best fixed network,
47% best mobile network

Business: 79% best fixed network and
68% best mobile network

75%
55%'

68%
-61%

the video quality fo the access speeds users encounter on
different devices and in different locations. In 2017, we are
going to roll out visual voicemail where messages are listed
including who they are from, so customers can determine the
sequence in which they listen to their messages.

We measure consumer quality perception by the percentage
of Dutch consumers who rate our network as the best in the
Netherlands. In 2016, an impressive 79% and 68% of business
consumers rated KPN as best fixed and as best mobile
network respectively, both above our target of 60%. Among
retail consumers 54% rated our fixed network and 47% our
mobile network as the best. We face heavy competition on the
mobile market, however the percentage of mobile consumers
rating KPN as the best network is considerably higher than
our mobile market share, this indicates that there are mobile
consumers who rate KPN higher than their own service
provider. Due to the fact that a large number of people have
no opinion on this matter, we chose to discontinue this KPI.

New technologies

In 2016, we activated voice over LTE (VoLTE) on our 4G data
neftwork, using the same high-speed infrastructure for both
data and phone calls. Voice calls are transmitted in ‘packages’
in the same way as emails and other data. Calls are connected
quicker and the sound quality is better.

11In 2016, we had 55% more downtime than in 2015, mainly due to the outage of one specific system, which caused a delay in getting our technical

experts on site in time.
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Best-in-class networks to meet customer
demands

i

o

Quality Capacity Reliability
; | |
U | _________ 4

I
I
1
Strong @
/ \
Fast \
L7/
)
Secure %

(H%H(;< ]

Ce) e e

)
7/

—D

Also, we installed the LoRa (low power; long range) network
outdoors, making the Netherlands the first country in the
world with nationwide coverage for Internet of Things (loT)
applications. South Korea announced only a few days later
that they also have nationwide LoRa coverage. We equipped
hundreds of existing mobile fransmission towers with LoRa
antennas which are able to connect millions of devices to the
Internet. Being the first means there were some initial start-up
issues. Most have been ironed out and LoRa is currently being

Financial Statements Appendices

© used in a number of loT pilots. These include tracking devices
¢ in cars, sensors that lead drivers to empty parking spaces in

Rotfterdam, sensors that automate street lighting and sensors

in litter bins at Schiphol airport to improve cleaners’ efficiency
. and productivity. We worked with Rabobank to develop a new

payment service using mobile phones and applied the same

technology to allow our employees access to KPN buildings.
© This could be extended to control access fo our street
cabinets. By replacing physical cards with phone access

we could realize substantial cost savings.

Simplifying and securing our network

: We swifched off and decommissioned old equipment o

. simplify the network and improve efficiency. In 2016, this

: saved 349 GWh in energy. However, we also have to migrate
. our customers to the new systems, which can lead to service
disruptions.

In 2016, there were 22 large outages affecting more than

: 100,000 customers or smaller outages taking relatively long
© foresolve. In September 2016, there was one large outage
. that impacted around 73% of our consumer customers with
fixed voice and Infernet services country-wide. As a result
. of root-cause analysis, we have improved our procedures to

resolve similar problems faster and aim to prevent such an

outage from happening again.

Dilemma

© Our customers want continuous and reliable access to voice
: and data services. Sometimes we have fo weigh the cost
. of delivering this against the social benefits, especially in

remote areas with only a limited number of users. A dilemma

. we face here is where to invest: do we improve the already
. considerable bandwidth in a populous urban area where
¢ we will definitely reach many customers or do we invest in a

remote area where bandwidth is still below our standards,
but the number of people who will benefit from it is relatively
low. Sometimes we choose to fest a new fechnology in a
remote area, thus combining an economical impulse with

. social demands from sectors like fransport, healthcare, ufilities
©and agriculture.

: We also sometimes face opposition fo our plans to erect a

new mast or install underground cabling. This makes it hard

© for us fo meet the demand for more and better connectivity.
© We continue to work with local municipalities and residents
: to find ways to resolve this.
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> Innovation and investments

- - Giving people today what they
need tomorrow

The fast pace at which technology evolves, requires a different approach to unlock its full
potential. It's imporfant fo KPN to confinuously apply proven technologies in existing and
new products and services to fulfill changing customer needs. We do this in-house and by
partnering with up-and-coming startups o furn promising ideas info commercial products

and services that will improve people’s lives.

We are seeing shifts in customer demand that require

changes in products and services. The first way in which we
are responding to this is by innovating within our existing
portfolio. In 2016, we focused on improving our iTV app.

We also infroduced Managed Hybrid Cloud in response fo a
specific demand from the Business segment for simple hybrid
cloud solutions. KPN Managed Hybrid Cloud allows customers
fo leverage their T infrastructure when digitizing their
operations. The hybrid cloud combines the benefits of a virtual
private cloud (reliability and security) with those of a public
cloud (scalability and flexibility).

We also respond to changing customer needs by partnering
with others. The KPN New Business department helps startups
bring new ideas to fruition and the KPN Venture fund invests
in startups to accelerate innovation. We are already seeing the
mutual benefits of this collaboration: we benefit and learn from
the speed at which startups can innovate, while they benefit
from our brand name and marketing power.

KPN New Business and KPN Ventures were set up in 2015. The
New Business team now has a liaison manager who connects
our business with startups. We also set up a new department
fo ‘search, qualify and incubate’ new ideas. The areas we

focus on in particular are the Internet of Things, smart home
applications, ehealth, smart cities, near-field communication
(NFO) services that enable contactless payments, cloud services,
data analytics and cyber security. Read more in our chapter

on Impact of products and services on p. 48, where we have
also explained how these innovations link to the Sustainable
Development Goals (SDGs).

KPN New Business

We believe in open innovation and we work closely with
startups to develop creative ideas quickly. For example, it took
us less than three months time to market fo infroduce Smart
Building, an app developed by a partner that shows where
there are free desks and meeting rooms in a flexible office
environment. This makes it easier fo manage the available
space and predict peak occupancy times. We will use the app
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in our new headquarters in Rotterdam and will roll it out as a
business service for customers.

There are three steps to develop new business products.

First we have fo find the right technologies. One way fo
identify promising ideas is to host regular startup events.

Our last event in September 2016 attracted around 300
startups, underlining the importance KPN places on nurturing
innovation. Secondly, we qualify the value the product or
service will create for our customers. The third step is to
incubate the idea, preferably with our partners and customers,
and bring it to market as quickly as possible.

KPN Ventures

KPN Ventures is an external investment fund set up in 20715.
[t focuses on stimulating outside-in innovation, building
partnerships with startups and scale-ups, and creating value
for customers and shareholders. In 2016, the KPN Ventures
team became fully operational and executed four direct
investments in startups, one indirect startup participation
and two indirect (fund-in-fund) investments. It invested in
threat intelligence platform provider EclecticlQ, optical fime
distribution company OPNT, tool tracking company Viloc
and industrial cyber security monitoring solution provider
SecurityMatters. KPN Ventures also partnered with the
Cottonwood European Technology Fund, which invests in
early-stage science-based ventures, and KEEN Venture
Partners, a new Anglo-Dutch venture capital fund, focusing
on growth-stage investment in European technology firms.
In 2016, the fund doubled to an amount of EUR 70 million,
because we sold our stake in Jasper Wireless (US technology
company) to Cisco. The proceeds of the sale have been
added to the reserves of our investment fund KPN Ventures.
This increases our ability to invest in young technology
companies that make the Netherlands smarter, safer and more
sustainable.
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Dilemma

In 2016, we were named one of Europe’s top 10 Corporate Startup
Stars by UK innovation charity NESTA and the EU Commission’s
Startup Europe Partnership. This was the first year we featured
on this list of startup-friendly corporates. It acknowledges our
commitment to partnering with startups and the steps we have
taken to make it easier to do business with entrepreneurial young
companies, for example by adjusting our procurement tferms and
conditions and letting them use our facilities.

With RDM Makerspace we also initiated the loT Academy,
where we collaborate with other companies and developers
on ways to apply and secure the Internet of Things. The loT
Academy’s workshops and hackathons are open to all
interested parties, from large corporates to startups.

Innovations in 2016

In 2016, we introduced a number of innovations. Some
innovations are developed in collaboration with partners.
The most important innovations of 2016 are:

> Internet of Things: KPN was first in the world to roll out
a nationwide LoRa network. We activated LoRa in various
sectors, such as infrastructure, industry, fransportation, smart
cities - and soon also consumers. Over 300 developers have
been frained in LoRa technology at the loT Academy.

> Cyber Security: In 2016, we partnered with proven
technology partners and innovative startups fo expand the
security portfolio for large companies, Dutch governmental
institutions and especially for small businesses. We
introduced new products including Security Monitoring
& Analytics and Vulnerability Management, invested in
threat intelligence as well as securing the Internet of Things,
and helped customers transition safely to the cloud.

>Smart City: Following the success of initial pilots that
used our LoRa network for smart city applications, we are
developing a professional solution for municipalities to use
in their own cities. KPN’s Smart City consultants work with
municipalities to analyze available data, identify what they
need and determine how smart applications will benefit
their city. We implemented our first municipality contract in
2016. Pilots with smart street lighting have shown impressive
results: energy and cost savings of up to 80%.

>SmartOV: We are implementing the NFC (near-field
communication) technology for SmartOV, using mobile
phones to access public fransport.

> Rabowallet: Together with Rabobank, we developed a
customer-friendly, secure way to make payments with an
Android phone based on our NFC SIM card.

As KPN, we believe in open innovation and made the choice
to work with startups and other parties. It requires trust and
sharing. This gives us a lot of benefits, but there is also a
downside to open innovation. The choice we have to make

is between working together and develop new products and
services a lot faster and with the right expertise, or develop
by ourselves. Working together also means we have to share
the revenues. If we develop by ourselves, the earnings are
completely for us, but it also means that the innovation takes
much more time, facing the risk of entering the market too late,
which also lowers the revenues.

“In 2016, KPN was named as one of
Europe’s top 10 Corporate Startup Stars
by UK innovation charity NESTA and
the EU Commission’s Startup Europe
Partnership”
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Stabilizing financial performance
and a solid financial position

KPN'’s financial performance has stabilized, supported by cost savings and good commercial
performance in Consumer while challenges remain in the Business segment. Continued

capacity upgrades of the fixed, mobile and core networks supported an excellent customer
experience. KPN's financial position is solid and a bond tender and new bond issues further

optimized KPN’s debt portfolio.

Financial performance segments

Note: All KPN Group figures presented are based on KPN'’s continuing
operations and do not include the financial results of BASE Company,
unless stated otherwise.

Consumer

Adjusted revenues in Consumer increased by 14% y-on-y

in 2016 due to good results in both residential and mobile.
Residential revenues grew by 2.5% driven by an increasing
number of RGUs, higher ARPU per household and price
adjustments. Mobile service revenue growth (1.6%) was driven
by high value base growth. Excluding the positive impact

of tax benefits of EUR 14 million in 2016 and EUR 26 million
in 2015, mobile service revenues increased by 2.6%. Growth in
mobile service revenues was partly offset by lower revenues
related to hardware sales.

Adjusted EBITDA increased by 4.6% y-on-y, driven by higher
revenues and lower operating expenses. Consequently, the
adjusted EBITDA margin grew to 60.3% (2015: 58 4%).

Business

Adjusted revenues in Business declined by 7.6% y-on-y in 2016
due to lower revenues from fraditional telco services as a
result of migrations fo integrated solutions and rationalization,
and price pressure in predominantly Large Enterprise &
Corporate mobile services, partly offset by growth in multi-play
revenues and new services. Read more on page 35.

Adjusted EBITDA decreased by 8.8% y-on-y in 2016 driven

by lower revenues, partly offset by costs reductions through
Simplification. Indirect costs in Business were 51% lower
compared tfo last year. This resulted in an adjusted EBITDA
margin of 60.0% (2015: 60.8%).

Wholesale

Adjusted revenues in Wholesale grew by 10% y-on-y in 2016
mainly driven by the take-up of VULA and WBA in fixed.
Adjusted EBITDA increased by 2.4% y-on-y resulting in a
1%-point higher adjusted EBITDA margin compared fo last
year (2015: 68.2%).

Network, Operations & IT
Operating expenses (excluding depreciation, amortization
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& impairments) at Network, Operations & IT were EUR 52
million lower y-on-y in 2016 when adjusted for restructuring
and incidentals. The reduction was mainly driven by lower
IT/TI, housing and personnel costs. The rationalization of IT
platforms, finalization of some large innovation programs and
further efficiencies due to improved business processes drove
the reduction.

iBasis

Adjusted revenues at iBasis decreased by 5.8% y-on-y in 2016.
On the full year, the currency effect was near nil. The adjusted
EBITDA margin in 2016 of 2.7% was somewhat higher y-on-y
(2015: 2.5%).

For information on financial and operational performance per
segment, read more in Note 3 of the Financial Statements.

Financial performance (continuing operations)

EBITDA
in millions of EUR

EBITDA margin
The Netherlands

Revenues
in millions of EUR

6,806 2,429 39.7%

2015: 7008 2015: 2,324 2015:37.3%

Adjusted revenues Adjusted EBITDA
in millions of EUR in millions of EUR

Adjusted EBITDA

6,780 2,428 40.0%

2015:7,018 2015: 2,419 2015: 38.6%

margin The Netherlands
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Adjusted Adjusted Cost of goods Personnel [T/TI Other operating Adjusted
EBITDA 2015 Revenues & services expenses expenses EBITDA 2016

Appendix 1 to this Integrated Annual Report includes KPN's
adjusted analysis, which explains the bridge between the
reported and adjusted results per segment.

Revenues and other income

Adjusted Group revenues and other income were 3.4% (EUR
238 million) lower y-on-y in 2016. Growing revenues in
Consumer were driven by the positive impact of base growth
and price adjustments. This was offset by declining revenues
in Business, mainly driven by the impact of repricing and
migrations fo integrated IP-based services, rationalization
and mobile price pressure.

The positive impact of incidentals in 2016 (EUR 26 million) was
due to the release of revenue-related provisions in Wholesale.
In 20715, the negative impact of incidentals (EUR 10 million)
related to revenue-related provisions and deferred revenues
at Business.

EBITDA

Adjusted Group EBITDA stabilized in 2016 with a slight increase
of 0.4% (EUR 9 million) y-on-y. This was mainly driven by the
positive impact from cost savings related to the Simplification
program, such as a reduction in own and external personnel.
EBITDA was impacted by restructuring costs for EUR 45 million
(2015: EUR 100 million). The net positive impact of incidentals
was EUR 46 million (2015: EUR 5 million).

The adjusted EBITDA margin for the Netherlands increased to
40.0% (2015: 38.6%), supported by a rigorous cost focus in all
areas of the business.

Operating profit

Group operating profit (EBIT) increased by EUR 176 million to
EUR 884 million due tfo EUR 105 million higher EBITDA and
EUR 71 million lower depreciation and amortization charges.

Financial income and expenses

Net finance expenses increased by EUR 312 million in 2016
to EUR 417 million. This was mainly due to the EUR 184
million book gain on the sale of part of its stake in Telefonica
Deutschland in Q4 2015, EUR 160 million additional finance
expenses related to the bond fender in Q3 2016 and EUR 36
million lower dividend received on KPN's stake in Telefonica
Deutschland in 2016 compared to 2015, partly offset by EUR
82 million lower inferest costs on its senior bonds as a result
of a lower gross debft level.

Income taxes

In 2016, KPN recognized a tax expense of EUR 96 million
(2015: EUR 81 million). The effective tax rate for KPN's
continuing operations for 2016 is 20.6% (2015: 13.4%, mainly
due to reversals related to previous years and recognition
of liquidation losses in 2015). Also, KPN continues to qualify
as an innovative company and therefore benefits from the
innovation box tax regime, a facility under Dutch corporate
income tax law whereby profits attributable to innovation
are taxed at an effective rate of 5%.

The effective tax rate (continuing operations) is expected
to be approximately 21% in 2017-2018. See Note 9 of the
Consolidated Financial Statements for further information
on KPN’s tax posifion.

Net profit

Net profit for 2016 was EUR 800 million (including discontinued
operations). The profit for 2016 from continuing operations
was EUR 370 million. The decrease (EUR 154 million) compared
o 2015 was driven by EUR 312 million higher net finance
expenses in 2016, which offset the EUR 176 million increase

in operating profit. The profit for 2016 from discontinued
operations (EUR 430 million) consisted mainly of the result

on the sale of BASE Company (EUR 369 million).
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Capex

Capex decreased to EUR 1,193 million in 2016 compared with
EUR 1,300 million in 2015 due to structurally lower network
investments, following a period of elevated investment

levels, and lower customer drive Capex. Capital infensity is
still relatively high due to investment programs in network
capacity and Simplification. In fixed, investments in fiber
connections to homes, streets, mobile sites and business parks
drove the FttH/FttC penetration to 78% at the end of 2016,
with 75% coverage of households with access to speeds of

at least 100 Mbps. In mobile, we invested fo increase available
download speeds via carrier aggregation with 1800 MHz.

Simplification program successful

KPN finalized the first wave of the Simplification program

in Q4 2016, realizing Opex and Capex run-rate savings of
approximately EUR 460 million and 2,072 FTE reductions
since the end of 2013. The savings are primarily realized
through simplification and rationalization of IT processes
and systems, network infrastructure and customer processes.
Examples are the migration of fixed KPN customers to a

new infegrated order management IT platform and the
decommissioning of legacy IT systems.

Free Cash Flow

Free Cash Flow (FCF) for 2016 was EUR 43 million higher
y-on-y at EUR 741 million. Excluding the EUR 110 million
dividend received from Telefénica Deutschland, FCF for
2016 was EUR 631 million, EUR 79 million higher y-on-y.
The increase was mainly driven by EUR 105 million
higher reported EBITDA, EUR 107 million lower Capex,
EUR 32 million less taxes paid and EUR 25 million lower
interest paid. This was partly offset by EUR 151 million
more impact from change in working capital and EUR 24
million more impact from change in provisions. Excluding
the one-off cash optimization actions of EUR 52 million
and the Telefonica Deutschland (TEFD) dividend, 2016
FCF would have been EUR 683 million, up 24% y-on-y.

Solid financial position

KPN at a glance Group performance

> Economic value

of KPN's stake in TEFD in Q4 2015 (EUR 805 million).

At the end of 2016, net debt to EBITDA was 2.8x (2015:
2.5x). The average coupon on KPN’s senior bonds was 41%
compared o 51% at the end of 2015.

Capital allocation and shareholder
remuneration

Over the last years, KPN has invested significantly in its
network infrastructure, products and customers, resulting
in high quality fixed and mobile networks and improved
customer satisfaction ratings across all segments. KPN will
continue to focus on improving the customer experience
by further investing in capacity, reliability and stability of
its intfegrated network. KPN generates FCF (after capital
expenditures), which forms the basis for its policy related
to regular dividends.

KPN intends to provide a sustainable and growing regular
dividend in line with its FCF growth profile. KPN intends to pay
a dividend per share of EUR 10ct in respect of 2016. An interim
dividend of EUR 3.3ct per share was paid in August 2016. In
respect of 2017, a dividend per share of EUR Tict is infended.

KPN remains committed fo an investment-grade credit

profile and expects to utilize excess cash for operational and
financial flexibility, (small) in-country M&A and/or shareholder
remuneration. Any additional shareholder remuneration on top
of the regular dividend could for example be in the form of a
dividend, share buyback or capital repayment.

On May 20, 2016, KPN received a dividend from its stake in
Telefonica Deutschland of EUR 110 million for 2015, which
KPN distributed to KPN shareholders as an additional interim
cash dividend (EUR 2.5ct per share) on May 27, 2016. On June
30, 2016, KPN distributed approximately EUR 1.2 billion in the
form of a capital repayment fo its shareholders of EUR 28ct
per ordinary share. The distribution was related to the cash
proceeds from the sale of BASE Company in February 2016
and the sale of 150 million shares in Telefénica Deutschland in
November 2015.

Outlook 2017

Net debt to EBITDA

Net debt amounted to EUR 6.8 billion at the end of 2016,

EUR 0.3 billion higher compared to the end of 2015. The increase
in net debt was mainly driven by the EUR 12 billion capital
repayment in June 2016, dividend payments and the bond
tender executed in September 2016, partly offset by the net
proceeds from the sale of BASE Company in February 2016
and regular FCF generation. Also, the net debt position at

the end of 2015 included the proceeds from the sale of part

> Adjusted EBITDA in line with 2016;

> Capex ~EUR 115 billion;

> Free Cash Flow (excluding TEFD dividend) growing
compared to 2016 FCF, after adjusting for the impact of cash
optimization actions, of EUR 683 million;

> Additional cash flow via expected dividend from 15.5% stake
in Telefénica Deutschland.
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Cash taxes (in millions of EUR)

KPN'’s corporate tax department (CTD) is responsible

for KPN's overall tax position and optimal use of subsidy
opportunities. KPN adheres to its tax strategy and policy
(see www.kpn.com/taxstrategy). In line with this strategy

and policy, our Tax Control Framework (TCF) is continuously
monitored and optimized. A cornerstone of the TCF is our
long-lasting covenant with the Dutch tax authorities to self-
assess and transparently discuss KPN's current and potential
future fax issues. This covenant is based on mutual trust and
fransparency.

In 2016, the following main developments and projects were
relevant o KPN from a tax perspective: the divestment of
BASE Company, the innovation box related to 2016, the EUR
1.0 billion bond tender, the EUR 1.2 billion capital repayment
to shareholders, various M&A fransactions and investments
through KPN Ventures. KPN made further steps to redesign
its VAT control and automation of tax compliance and
furthermore advised HR to manage changes in legislation
which, if not properly handled, will result in an increased
liability for KPN for wage tax and social security in respect of
hiring of tentative self-employed persons. KPN also organized
a round table dialogue with stakeholders, including NGOs, on
the topic “tax in the boardroom”.

Forward looking
Due to available losses in the Netherlands, KPN expects to pay
limited amounts of income tax for the coming years. Based on

VAT: Wage tax:
670 (52%) l 448 (35%)
614 (50%) 425 (35%)
Total tax™:
Social 1,288 (100%)
security: @®— 1,221(100%)
10 (9%)
10 (10%) Other:
6 (0%)
Dividend Tax: 5 (0%
54 (4%)
67 (5%) W 2016
B 2015

1 Excluding Income Tax refund of EUR 50 million net
(2015: EUR 18 million)

The following Tax KPIs apply for 2016:

The reconciliation between KPN's Effective Tax Rate (ETR) and
the Cash Tax Rate (CTR) mainly relates to the use of tax losses
and a refund (carry back). The EBIT tax rate is lower than the
statutory rate mainly due to innovation box tax regime.

~

7 N

/ Eff. tax rate *

(ETR) 20.6%

current projections, KPN expects to fully utilize its realized and \ in2015 ’
unrealized losses well within the expiration limits. A "7
- : Normalized

“Giuseppe van der Helm, Tax Justice ETR 21.6%

NL, on KPN’s tax policy: ‘At all times, we e - R S

o , . . EBIT in 2015:20.6% Cash tax rate
respect the spirit of the law’. With this | taxrate 23.2% | | CTR-107% |
. ” \ in 2015: i \ in 2015: /
powerful sentence KPN is a frontrunner « B, R
N - _ 7 N - _ 7
Tax overview for continuing operations per country:
Profit before Corporate Other tax
tax excl. Corporate Income cash flow Property

In millions of Total Operating associates and Income Effective Tax cash mainly VAT Plantand Employees
EUR or FTE revenues profit joint ventures Tax expense tax rate flow & Payroll Equipment end of year
NL 6,298 N 499 -92 18% 51 1,281 5949 13,265
uUs 500 -19 -20 -3 -15% - 7 20 209
Other 8 -8 -12 -1 -8% -1 - - 56
Total 2016 6,806 884 467 -96 20.6% 50 1,288 5,969 13,530
Total 2015 7,008 708 603 -81 13.4% 18 1,221 6,001 14,078
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Highlights of our progress on the key strategy priorities as set out on page 16

KPN proven market leader in fixed-mobile bundling

In the consumer market, KPN's strategy is focused on delivering leading services centered
around households and the ongoing convergence of fixed and mobile services. Combined with
an excellent customer experience this resulted in confinued growth in bundled services and
high-value customers.

Read more on page 34

c Strong market positions

KPN succeeded in maintaining its strong market positions. The continued growth in postpaid
customer base combined with a stabilized postpaid ARPU throughout 2016 resulted in an
increase of our mobile market share to 42% (2015: £1%) in an overall declining market. KPN's
broadband market share remains strong despite a slight decrease from 41% at the end of 2015
to 40% at the end of 2016.

Read more on page 34

e Innovative IPTV platform drives TV growth
KPN’s strategic focus on continued innovation and improvement of customer experience
IPTV resulted in continued strong growth of IPTV customers. Near the end of 2016, KPN surpassed
the threshold of 2 million IPTV customers. In 2016, KPN announced a broader set of television
— channels, added its infernet security service to all bundled packages and executed a 4K TV piloft.
| G— In addition, KPN infroduced HD for its OTT TV service, Play. by KPN.

Read more on page 34

a Expansion in new services

KPN is continuously looking to expand scale and capabilities for new services related to our ICT
infrastructure. The digitalization of companies provides an opportunity to support our IT growth
on smart buildings and smart cities. In the cloud computing market, KPN’s strategy is fo grow
both organically and through acquisitions. With the acquisitions of Redbee and Fortytwo, KPN
expanded its portfolio and strengthened its position on cloud, managed hosting and IT-Security.
Read more on page 35

e Migrations to integrated solutions
KPN is expanding its capabilities in the business market by building on its strong position in
access and connectivity with a focus on growing share in the Dutch IT market. The strategic
focus on offering multi-play seats provides opportunities for KPN's reorganized sales force to
up- and cross-sell additional (IT) services to customers. However, KPN still faces the challenges
of repricing and migration of customers away from traditional single play services to IP-based
services, rationalization and price pressure in wireless in the LE & Corporate segment.
Read more on page 35
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KPN set up new company for its colocation data centers

In response tfo market demand, KPN moved the data centers in Aalsmeer, Almere, Eindhoven,
Groningen, Oude Meer (Schiphol) and Rotfterdam into a separate company within the KPN
Group. NLDC is the new name of KPN's colocation services. NLDC positions itself as a Dutch
data center company that aims to become the best data center supplier in colocation.

Read more on page 36

KPN'’s CSR strategy recognized with CDP award and DJSI World inclusion

KPN was included in CDP’s Climate A list, leading the corporate response fo climate change,
and was included in Dow Jones Sustainability World Index for the fifth consecutive year.
Read more on page 3

MEMBER OF

A |
Dow Jones ) w
Sustainability Indices ek

In Collaboration with RobecoSAM cLMATE

Wholesale

In 2016, KPN completed the phase out of the legacy ATM network for its wholesale customers.
The migration of wholesale customers from regulated ULL (Unbundled Local Loop) services
to commercially agreed VULA (Virtual Unbundled Access) and WBA (Wholesale Broadband
Access) services remains ongoing.

Read more on page 36

Increased 100 Mbps speed availability to 75% of households

The selective FttH rollout is being combined with the rollout of fiber to the street cabinets,
reaching a FttH/FttC coverage of 78% at the end of 2016. This resulted in 75% coverage of Dutch
households with access to speeds of at least 100 Mbps (2015: 68%). We changed the FttC roll
out in order to better respond to customer demands. KPN continuously works on innovation
and upgrades of its integrated network. The continued capacity upgrades of its fixed and mobile
neftwork are aimed at an excellent network service experience for KPN’s customers. Customer
satfisfaction improved across all segments in 2016.

Read more on page 37

Focus of simplification shifting to customer experience

An important achievement that demonstrated the simplification of KPN's operating model

was the realization of three integrated order management IT platforms. The migration of the
majority of our mobile consumer and all of our fixed consumer KPN customers were successfully
completed in 2016 without noticeable effects for our customers.

Read more on page 37
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KPN’s value focus was reflected in changes to its fixed

and mobile propositions implemented in 2016. The new
propositions included an enrichment of bundles, such as an
internet security package for fixed customers, EU roaming
within the bundle for new mobile subscribers and live

Dutch football at improved conditions. Also, a broader set of
television channels was introduced, internet security services
were added fo all bundled packages and KPN introduced full
HD for its OTT TV service, Play. by KPN.

KPN continued to focus on the high-value segment of the
market via its leading KPN brand. New propositions were
also introduced for the Telfort brand, aligning FttH and
copper pricing and targeting fixed-mobile convergence.

Bundled

KPN’s focus on fixed-mobile bundling resulted in an increased
penetration of households (broadband customers) in fixed-
mobile bundles to 37% at the end of 2016 (2015: 29%) and an
increase in postpaid customers in fixed-mobile bundles to 43%
(2015: 33%). This was further supported by the introduction of

Strong operational performance

KPN'’s net adds in broadband of 45 thousand and IPTV of 126
thousand in 2016 were driven by growth in the high-value
KPN brand. Bundled residential services resulted in a growing
number of RGUs per household (216 vs. 2.07 in 2015). ARPU
per household increased to EUR 41 (2015: EUR 39), mainly
driven by the growing RGUs per household and the price
increase implemented on July 1, 2016.

Furthermore, KPN confinued to grow its mobile customer base
with 92 thousand postpaid net adds, which was entirely driven
by the high-value KPN brand. The positive effect on ARPU
from the shift to our high-value brand was offset by the lower
tax benefits in 2016 compared to 2015. The committed part of
ARPU increased by 4% to 84%, among other factors due to the
infroduction of new propositions that include EU roaming.

Segment contribution to KPN Group revenues

B KPN
Consumer
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fixed-mobile
. households

1,077k

: 2015 813k

Strong market positions

Mobile market share
fixed-mobile benefits for XS4ALL customers at the end of 2016.

)

v

>/

42%

L2015 41%

Number of ITV customers

-

—

2,003 k

g 2015: 1,877k

Group performance
> Economic value

KPN proven market leader in fixed-mobile bundling

postpaid customers
in fixed-mobile bundles

1,583 k

2015: 1,172k

Broadband market share

~
0

C_J

40%

2015: 41%

Innovative IPTV platform drives TV growth

Market share TV

30%

2015:29%
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Migrations to integrated solutions

In all segments of the business market, KPN is migrating
customers fo integrated solutions and new technologies.

This presents up- and cross-sell opportunities, but also results
in lower revenues from traditional services. Revenues are also
impacted by rationalization and price pressure in predominantly
Large Enterprises (LE) & Corporate mobile services.

Strengthening portfolio and infrastructure

KPN is building on its strong position in access and connectivity
to grow in the Dutch IT market and has improved its market
position via selective acquisitions (such as Redbee and Fortytwo
in 2016). In 2016, KPN invested in SecurityMatters, a provider of
advanced cyber security solutions, as part of its strategy to grow
in digital security services. KPN recently strengthened its security
services portfolio by acquiring DearBytes. Read more in Note 28
of the Financial Statements.

KPN launched Managed Hybrid Cloud, a solution that flexibly
combines KPN's award winning datacenters with integrated
solutions of leading international third party IT companies. With
KPN EEN, KPN provides business customers with a single point
of contact and presents them with increased overview of all their
services through a single invoice service. Customers can compose
their own service package more easily, which simplifies the
Customer Journey and rationalizes the business market portfolio.

Order intake improving

In 2016, KPN successfully signed up several new large customers
and extending or expanding existing contracts. A number of
these multi-year contracts are centered around KPN's innovative
and IT driven solutions. Over 15000 employees of the City of
Amsterdam work with IT solutions hosted and supported by
KPN. Most of these applications will be managed via KPN's
Managed Hybrid Cloud solution. By doing so, KPN continues to
support the City of Amsterdam in its IT modernization.

For the Dutch Ministry of Infrastructure and Environmental
affairs, KPN, together with its partners, created Talking Traffic,
enabling intelligent solutions providing road users with real-
fime fraffic information.

Segment contribution to KPN Group revenues

B KPN
Business

36k

: 2015:58k
. 1 Including 201 thousand multi play seats from RoutlT
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©UWV, the Employee Insurance Agency of the Dutch state,
entfered info a renewed contract for KPN Workplace Services.
© Aiming for a highly standardized workplace environment

© (Saas), resulting in maximum stability and flexibility for the

© years to come.

Number of SME multi play seats

Business revenue growth drivers

FY“16 % of total

adjusted adjusted

y-on-y revenues

growth
Business total -7.6%
Single play wireless -13% 23% ‘
Traditional fixed -19% 7%
Multi play 27% 5,2% °
Network & IT services  -10% 22% °
Customized solutions  -1.2% 24% °
New services 18% 50%

1. Single play wireless decreased due fo the impact of repricing,
lower roaming fees and the migration fo multi play and customized
solutions.

2. Traditional fixed-only services continued to be impacted by
rationalization and the ongoing migration towards VoIP and
multi play.

3. Multi play revenues growth was driven by KPN’s infegrated service
KPN EEN in the SME segment.

4. Revenues from Network & IT services confinued to decline, mainly
due to price pressure on Network services and lower hardware
sales this year.

5. Revenues from Customized solutions declined following the shift to
standardized solutions for which less customized work is needed

6. Higher cloud revenues contributed to growth of revenues from
New services.
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Wholesale provides connectivity solutions to KPN’s fixed

and mobile wholesale partners via KPN’s fixed and mobile
networks. As per January 1, 2016, KPN concentrated its mobile
and fixed wholesale activities into one operating segment as
part of the new functional structure of the company.

Wholesale fixed

In 2016, KPN completed the phase out of the legacy ATM
network for its wholesale customers. The migration of
wholesale customers from regulated ULL (Unbundled
Local Loop) services to commercially agreed VULA (Virtual
Unbundled Local Access) and WBA (Wholesale Broadband
Access) services remains ongoing enabling providers to
updage broadband speed to their end customers.

Wholesale mobile

Wholesale mobile data increased 27% and offsets the decrease
in wholesale call volumes (minutes) of 12%. In the second

half of 2016 average data usage by Wholesale customers
increased even 56%.

NL-ix

NL-ix, which is a subsidiary of Wholesale, provides peering,
fransport and fransit activities. Peering is a service that
enables low-latency international exchange of mutual internet
fraffic via peering sessions at minimal costs. Compared to
public internet, peering improves performance and minimizes
page load times through stable, uncongested and short
paths, eliminating third party network routing hops and
dependencies, reliable delivery (zero packet loss) and low
latency (roundtrip delay). NL-ix has considerably grown its
peering activities in 2016.

NL-ix (together with AMS-ix) has been named by Deloitte as a
mainport for Internet traffic more than the Port of Rotterdam
and Schiphol are for containers and passengers respectively.
The NL-ix peering VLAN is shared and distributed over the
NL-ix infrastructure. Members can peer with each other from
each of the connected data centers (more than 100, located
across 12 countries).
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> Economic value

: KPN to set up new company for its colocation data centers
© As per January 1, 2017, KPN brought six of its data centers,

. focused on offering colocation services, info a new company,

: named NLDC, with its own identity within the KPN group.

. By doing so, KPN expects to be able fo better capitalize

. on the growth opporfunities in the market for colocation,
where ‘carrier and cloud neutral’ are key decision criteria for

© customers. The datacenter business will become part of KPN's
© operating segment Wholesale.

Wholesale lines

v

L4 4

1,001k

2015: 1,029k

Segment contribution to KPN Group revenues

B KPN
Wholesale
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> Network, Operations & IT

Core network

KPN continuously innovates and upgrades capacity of its
best-in-class integrated network and ICT infrastructure.
To ensure best customer experience we continuously work
o strengthen our core network and mobile network capacity.
The fixed core network (FCN) has been upgraded and
connected to 161 Metro Core locations, thereby bringing
services closer to the customer, which improves stability

of the connection and provides an excellent customer
experience. In total, approximately 2.5 million connections
were successfully migrated.

Within the extensive program Life Cycle Management, KPN
shuts down outdated networks to ensure greater simplicity
and significant cost savings. In this context KPN, as one of the
first incumbents in Europe, shut down the ATM network in
April 2076,

Access network

The high coverage of FttH/Ft1C (78%) within KPN's network
allows KPN fo deliver next generation access to the majority
of Dutch households. 75% of Dutch households have access to
speeds of at least 100 Mbps (2075: 68%). The high number of

fiber connections running to Dutch homes, streets, mobile sites

and business parks puts KPN in an excellent position to benefit
from the latest network technologies. KPN continued to rollout
carrier aggregation and made VoLTE services available to an
increased number of customers.

Rationalization order management IT platforms

In 2016 KPN rationalized the order management IT

platforms for consumer customers. The KPN branded mobile
consumers and all of our fixed consumer KPN customers were
successfully migrated to new IT platforms. The migration

of mobile wholesale customers has started and next year
both mobile business market customers and mobile Telfort
customers will be added.

For Telfort consumer customers, the CRM processes, delivery
and portfolio for copper and fiber customers were combined

on the same IT platform in order to reduce complexity for both :

customers and employees.

Before December 1, 2016, all customers were migrated and as
of December 2016, the old systems will be decommissioned,
all to be finished by the end of January 2017.

IT application rationalization program

Over 200 systems have been phased out since the start of
this IT rationalization program, however approximately 100
new systems were introduced, making the progress somewhat
slower than planned.

Financial Statements

Appendices

KPN obtained Digitenne license until 2030

KPN obtained the new license for digital ether television

Services

Core & Transport

Access

KPN Service platforms

. (Digitenne) until February 1, 2030 from the Radio
: communications Agency (Agentschap Telecom) for free.
: The continuity for hundreds of thousands of customers is
: guaranteed. The former license expired January 31, 2017.

: How our services reach our customers

(M Tube}
NETFLIX

Voice IT IPTV

| | | |

1 1

1 1

1 1

l : :
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locations ! !
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>37



KPN Annual Report 2016 Mission KPN at a glance Group performance
> Economic value

> iBasis

iBasis, a wholly-owned KPN company, supports carriers and . Average revenues Number of minutes
other operators by offering seamless connectivity for voice, . per minute in billions

datfa and Internet of Things services. © in cents of EUR

Changing market dynamics

In 2016, iBasis continued to build its customer base in :

infernational LTE data fraffic, securing a number of new key 4 1 20 9
customers. Based on carried minutes, iBasis is now one of L ®
the top three providers of LTE Roaming, with traffic to an :
increasing number of LTE networks around the world, from
approximately 40 in 2016 to over 400 in 2017. 2015 4.3 2015 214
iBasis gained voice market share in 2016, however the ongoing

decline in the wholesale voice carrier market resulted in

pressure on revenues while traffic volumes were flat.

Changing market dynamics affecting iBasis in the first half
of 2016 resulted in a goodwill impairment of EUR 45 million.
Read more in Note 11 of the Financial Statements.

In April 2016, iBasis sold its SMS business, including customer
and vendor relationships, demonstrating the increased focus
on emerging 4G services such as LTE roaming and Voice over
LTE (VOLTE).

After being the first o facilitate a VoLTE roaming call in 2015,
iBasis further enhanced its ability to support VoLTE in 2016
by working with other KPN companies. This collaboration
expanded the roaming 4G connections by 125 to 325 total
connections. In 2017, iBasis will begin to offer VOLTE Roaming
in collaboration with other KPN entfities.

In 2016, iBasis won the Global Carrier Awards for best voice
service innovation — mature markets.

Providing analytics-based services

iBasis offers operators a range of advanced analytical tools
called InVision, which enable customers to actively manage
service quality, identify revenue opportunities and better serve
their subscribers.

Enabling ‘Next Gen’ digital services :
iBasis provides customized solutions to enable Communication Segment contribution to KPN Group revenues
Services Providers to deliver Internet of Things services. As an :
example, iBasis was selected to implement an LTE Roaming
solution that uses iBasis’ global LTE footprint, hosted Diameter
Signaling service and custom development to enable ‘Next
Gen'’ 4G/LTE connectivity for connected cars throughout
Europe.

B KPN
iBasis
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> Regulation affects our business

KPN is subject to sector specific regulation and enforcement
thereof by regulatory authorities, such as the ‘Autoriteit
Consument en Markt’ (CACM) in the Netherlands. As described
in the chapter ‘Risk Management & Compliance’, KPN's Risk
Management and Control System is designed fo minimize the
risk of non-compliance with regulations.

European developments; the Digital Single Market strategy
Regulation of the electronic communications markets is largely
based on European legislation. The European Union’s roaming
and open Internet access regulations are directly applicable

in all member states. The application of the regulation of
operators with significant market power is done nationally,

but under coordination of the European Commission. This

still affects KPN in some fixed markets and on fixed and mobile
call termination services. Licensing regimes for frequencies

are based on national law. Increasingly, due to the development
of the markets and our services, also other regulation (such

as privacy law and content-related law) has an impact,

but this regulation has a broader scope than electronic
communications services and is not described here.

In 2016, the major part of proposals for regulatory reforms
were presented by the European Commission, including a

full review of the regulation of the elecfronic communications
market. The proposals may be amended during the process
towards approval. New rules are not expected to become
effective within the next three years.

International roaming on mobile networks

As of April 30, 2016, the new tariff regulation became effective.
National retail tariffs must be applied for roaming within the
EU/EEA. Surcharges not exceeding regulated wholesale rates
are allowed until June 15, 2017 and prohibited after this date.
Only for traffic exceeding defined ‘fair use’ criteria, or after
approval of the National Regulatory Authority when national
fariffs are not sustainable with ‘roam-like-at-home’, surcharges
will be allowed. The applicable fair use criteria and methods
to assess whether tariffs are sustainable were published

on December 15, 2016, and the underlying wholesale tariffs
were set in January 2017. Additional guidance for smooth
implementation by operators from BEREC, e.g. on preventing
fraud and abuse, is expected early 2017.

Net neutrality

Also s of April 30, 2016, the regulation on open Infernet access
became effective, aimed at replacing national net neutrality rules
with fully harmonized European rules. The Body of European
Regulators for Electronic Communications (BEREC) provided
further guidance for applying these rules by August 30, 2016.
The EU rules are detailed and provide for obligations in relation
fo the openness of the Internet (no blocking, not throttling, no
undue prioritization’, efc.) as well as for obligations in relation
o transparency on the actual quality of Internet services

that customers experience (e.g. broadband speeds). In the
Netherlands the amended national legislation that entered info
force still includes a general ban on tariff differentiation (including

Financial Statements Appendices

‘zero rating’) that is not included in the EU regulation or in the
BEREC guidelines. It remains to be seen whether the national
legislation in this respect will be considered valid by courts.

Market analysis decisions

The decision related fo the markets for unbundled access
to copper and FttH networks entered into force on January
1, 2016. On these markets (virtual) access obligations, tariff
regulation (partly by safety caps based on the 2011 tariff
levels) and margin squeeze tests were imposed. For other
markets, ACM published draft decisions in 2016, including
proposals to maintain regulation for KPN on the wholesale
market for two and more simultaneous calls.

Spectrum licenses

The 2100 MHz licenses were extended in 2016 for a period
of four years (fee EUR 23.6 million). The license for Digital
Terrestrial Television (DVB-T) il February 1, 2030 was
awarded to KPN at no cost.

Act on Financial Supervision

The Dutch Supreme Court ruled in 2014 that ‘all-in” telephone
subscriptions that include a monthly payment for a mobile
handset are a form of consumer credit, thus ruled by the

Act on Financial Supervision (Wft). Providers have tried to
come to a code of conduct, but when that failed, a 2-step
implementation of the rules has been agreed upon with the
regulator CAFM). As of January 1, 2017 all KPN's marketing
communication on handset-credit complies with the Act. The
remaining set of measures will be effective from May 1, 2017.
This relates ie. to 1) a separate credit-contract, 2) a check on
income and financial obligations for credits above EUR 250
and 3) registration with the Bureau on Credit Registration
(BKR) for credits above EUR 250. KPN does not charge any
interest for these propositions, when including handset-credit,
and has already since September 2016 made a clear split
between the monthly fees for the subscription and for the
handset. All sales people (in shops, call centers and indirect
channels) will be trained and tested on their knowledge of
these specific rules, thus ensuring that credits are contracted
responsibly and the customer’s interest is put first.
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> Privacy & Security

KPN at a glance Group performance

> Privacy & Security

Keeping data private, safe and secure

As more and more devices are connected fo the Internet and ever more data is exchanged,
there is a need to create a more secure digital environment where people can safely work,
socialize and shop. We want everyone to enjoy the benefits of connectivity without having
to worry about being hacked or have their privacy violated.

KPI

% of Dutch people that believe their data is safe with KPN

% of customers helped (within 8 hours) who were unintentionally infected by malware

KPN takes various precautions to keep its customers and
networks safe and fo protect people’s privacy. In addition to
securing our own networks, systems and products, we provide
people and businesses with the tools they need to protect
theirs. We safeguard personal information and provide

tools that help young children use the Internet safely. We
work with our suppliers to ensure they design products with
security in mind.

Our security approach

Keeping our systems safe demands continuous vigilance and
rapid adaptability, especially since we must counter attacks
that are increasingly sophisticated. Our security model is
based on the security lifecycle approach: prevent, detect,
respond and verify. KPN has a strategy and a policy team for

prevention, a REDteam of ethical hackers to proactively detect,

a Computer Emergency Response Team (CERT) to respond
and a team of Senior Security Officers to verify and implement
security measures. The SOC (security operations center)

and CERT monitor our systems and networks 24/7 and
provide rapid response to resolve any vulnerabilities defected.

In 2016, we made our security policy available as open source
in an app we developed: the KPN CISO app. We believe
fransparency and collaboration will ultimately make systems
even more secure, inspired by Kerckhoff's principle that a
cryptosystem should be secure even if everything about the
system, except the key, is public knowledge.
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Result 2016

70%
96%

73%
72%

KPN security strategy

In 2012, KPN wrote a security strategy and plan together

with TNO. This plan ran from 2012-2015, and at the end of
2015 we assessed and updated the strategy. The updated
strategy and plan will run from 2016-2019. It covers our vision,
mission, key objectives and action plan. One of the key areas
for 2016 is to secure KPN's email system to protect customers
from fraudulent email. Another key area is to develop threat
infelligence capabilities. We have initiated activities on each of
the ten strategic areas of the plan.

Calculating the value of security

In 2016, our security feam developed the KPN CISO app. This
app has four elements: KPN's security policy, a tool to calculate
the Potential Harm Of Security Incidents (PHOSD, the
Common Vulnerability Scoring System tool (CVSS), and the
European Cyber Security Perspectives report. The app is free
and was one of the top 15 downloads of free business apps in
June 2016.

By publishing KPN'’s security approach and policies we believe
we conftribute to a higher level of security, continuity and
privacy, both within KPN and for society as a whole. Being
fransparent about our approach, and asking for feedback,
gives us further opportunity to improve. We also want fo

help and inspire security professionals to enable their own
businesses to thrive securely.
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Enhancing digital security

In 2016, 16,088 viruses were detected based on information
from reliable nofifiers. In 96% of cases the KPN Abuse team
could act on the information within eight hours, significantly
higher than 2015 (72%) and just below our 98% target.

We intend to improve on this in 2017 by automating more
processes to detect malware earlier and thereby lower the
number of reported infections. We joined forces with other
Internet and hosting providers to rapidly share information
about possible infections via the Abuse Information Exchange.
This joint approach speeds up alerts and has contributed to
a decline in the overall infection rate of our customers.

If we detect a customer’s connection is infected with malware,
we isolate the connection and put it info ‘quarantine’. This
allows the customer to continue accessing the Internet, but
stops the infection spreading through our network while we
work together to address the problem.

Quantum computing

To secure digital information in quantum computers in the
future we tested a quantum encryption link in our network

for the first time in 2016. We applied an end-to-end quantum
key distribution (QKD) test between two data centers in
Rotterdam and The Hague. This is one part of our quantum
research activities. We are also infroducing longer key lengths
for encryption algorithms currently in use, and are engaged in
developments around post-quantum cryptography. KPN takes
part in the EU high-level Steering Committee in Quantum
Technologies, which is part of the EU Flagship Program.

Privacy

The proliferation of devices collecting data makes it imperative
that people’s personal information is kept safe. Our customers
expect this of us and it is a responsibility we take very
seriously. In 2016, 70% of customers said they believe their
information is safe with KPN. This is slightly lower than last
year and just below our target. The reason is that fewer people
saw KPN as their main telecom provider and customers

of other operators gave KPN a lower ranking. Continuous
communication remains very important for us; we focus on
explaining how and reassuring that the customer is in control
of their own data.

: Creating a secure digital environment for our customers

>4
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> Privacy & Security

In 2016, we expanded our privacy department to deal with
the rising number of requests for information from inside

and outside our organization, as well as queries from the
business and customers about how we can and do use data.
Many of these requests in 2016 related to how we interpret
the rules and regulations. Customers can find information
online regarding their rights under data protection laws, such
as the right to access, rectify and object to processing of their
personal information. Privacy requests are likely to increase
even more with the rise of connected devices to the Internet of
Things and big data initiatives.

The Dutch government uses national electronic identity
systems such as DigiD in digital communication with

civilians and businesses. With the further digitization of
these processes, new electronic identity systems developed
by the private sector are being considered as well. KPN is
collaborating in the development of such a system. However,
there are ongoing public discussions about the legal grounds
for these systems.

Telecommunication Act

We respect our customers’ right to privacy. At the same
fime, we are legally obliged to disclose certain information

fo national investigation agencies. This is part of our license
to operate. We must facilitate this in our infrastructure and
cooperate with law enforcement agencies as specified in the
Telecommunication Act. We freat this obligation with the
utmost care and responsibility. A liaison office is available
24/7 to facilitate interaction with law enforcement for all KPN
brands. We assess incoming warrants and check on various
aspects to filter out any uncertainty. If we note a deviation,
we reject the warrant, inform the agency involved and follow
relevant procedures. In 2016, a mismatch was found in 1.3% of
the warrants received.

In 2016, 99.3% of the interception orders concerned telephone

numbers, 0.3% regarded email addresses and in 0.4% of the
cases we were ordered fo intercept IP addresses.

Privacy regulation

Privacy regulations are being tightened and we set up an
internal team in 2016 to prepare for the new Europe-wide data
protfection laws (GDPR), which will be in place in 2018. These
laws are much stricter about the way companies process data
and use and store customer information. Under GDPR, for
example, the onus will be on KPN to prove our contractors
can keep data safe. All new products must safeguard users’
privacy by design. We are developing a tool for identifying and
assessing privacy risks throughout the development life cycle
of a product, program or system.

> 42
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Following an investigation by the Dutch Data Protection
Authority in 2016, we amended the way we collect and
process datfa about the viewing habits of interactive digital
TV customers. We revised our privacy statement to make it
clearer to customers how KPN uses different types of data.
We also modified our systems to only process viewing data
for technical reasons and reduced the time we store this data.
The Dutch Data Protection Authority has confirmed that all
infringements of the Dutch Personal Data Protection Act have
been resolved.

Internet safety

KPN focuses on two areas: helping children use the Internet
safely and protecting customers from cyber threats. A study
by Delft University of Technology, in which KPN is involved,
shows the Netherlands is one of the fop-ranking countries
when it comes fo botnet mitigation. As an Internet service
provider, our proactive approach plays a very important role
in this. The high ranking of the Netherlands is supported by
initiatives to collectively exchange malware information via
the Abuse Information Exchange and through funding and
expertise.

Another element of our privacy and security approach is to
make our digital services safe for children. Tools and initiatives
are in place fo help keep children safe from inappropriate
content, both on the Internet and on TV.

In 2016, we released an iPad app for children under the age
of six that provides safe access to positive age-appropriate
content. The app builds on KPN’'s MyBee safe desktop
browser. It was developed in response to research by the
European ICT Coalition that shows children are accessing the
Internet from mobile devices at an increasingly younger age.
The app has been downloaded over 10,000 fimes since its
launch in April.

October is the European Cyber Security Month. The Dutch
initiative in 2016 was Alert Online. As one of the main partners
of Alert Online, KPN CISO organized a hacking training
together with Hack in The Class (HiTC) and helped with the
development of the instruction material. KPN CISO also invited
SANS Institute fo provide a fraining in programming.

To raise awareness of the need for businesses fo invest in
internet security we initiated the Veilig Zaken doen campaign.
We are developing affordable security products for small
businesses to protect their networks. Free virus protection

is included as standard in all our fixed and mobile phone
subscriptions.
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Dilemma

KPN has access to information about its customers: the TV
shows they watch, websites they visit, when and how often
they are online. This information has commercial value for our
own business and for third parties. But we have made it very
clear that we will always protect our customers’ privacy and will
not use or share their data for business purposes without their
explicit permission. However, sometimes we have to weigh
privacy considerations against other factors. For example,
when a mobile device exploded during use, we decided the
safety of other users was paramount and disclosed the contact
details of customers with the same device to our marketing
department so they could warn them of the danger.

Sometimes copyright holders ask us to provide information
identifying customers suspected of illegally downloading
their material. The copyright holders are exercising their civil
right to identify suspected perpetrators. For such cases, we
have published a self-regulatory policy online, which outlines
the process and responsibilities of all the parties involved.
We assess each case individually to determine if a manifestly
unlawful situation has occurred. We also involve the customer
in the process. In 2016, there were 27 copyright disputes.

In most instances the customer and copyright holder came
fo an agreement. In two cases KPN provided the requested
information.

Financial Statements Appendices

“We believe transparency and collaboration
will ultimately make systems even more
secure, inspired by Kerckhoff's principle that
a cryptosystem should be secure even if
everything about the system, except the key,
is public knowledge”
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Climate leader

Group performance
> Environmental performance

KPN at a glance

In 2016, our environmental program led to a saving of EUR 3 million, mainly due to energy
reduction activities in our networks and fuel reduction of our leased cars. According to the
CDP, we are a world leader when it comes to corporate action on climate change. Since the
Paris Agreement of December 2015, this has become increasingly important to KPN.

KPI

% Reduction of energy consumption KPN Group compared with 2010

Absolute car fuel savings compared with 2010
Data centers: more energy efficient compared to 2010 (PUE)

Collecting customer equipment (KPN specified)

Environmental strategy

Our environmental efforts are focused on reducing our
environmental footprint even though the volume of our

ICT services is growing exponentially. As the result of our
considerable efforts to use less energy and reduce carbon
emissions, KPN has been climate neutral since 2015. Moreover,
it's our ambition to migrate towards circular operations

and services. With our products and services we help our
customers reduce their own environmental footprint. We
believe ICT is key to realize the international climate goals
and unlock a better future for our planet and its people.

Making KPN more circular

To reduce the material impact of our services, we wanft all

the new equipment in our networks and data centers, and

all devices and products built to KPN specifications, fo be
close to 100% circular by 2025. This means all the materials
will be reused or recycled, either by us or by partners in

the value chain. This is in line with the Dutch government’s
ambition to reduce raw material use by 50% by 2030.

To become more circular we will use less equipment, increase
the longevity of our products and wherever possible switch fo
more sustainable materials. We collect customer equipment
o be able to reuse and recycle it. Although we improved our
collection from 62% to 74%, we did not completely reach our
farget to collect 80%. Improving collection rates of customer

> bk

20%
39%
15%
74%

Result 2015
18%
37%
13%
62%

equipment will be part of our circular program in 2017.

In 2017, we will work towards a manifest with some of our

major suppliers. This manifest will describe how suppliers can
help to make KPN's products and processes more circular.

Climate neutral since 2015

KPN was once again climate neutral in 2016 for its own
operations. We use 100% green electricity generated by local
wind farms and biomass plants. This accounts for 85% of our
energy consumption. COz2 emissions from our vehicle fleet
(11%) and gas consumption (4%) are compensated with Gold
Standard projects and forest compensation projects. Less than
1% of our usage is caused by fuel consumption of emergency
power equipment. Since 2014, we have measured and reported
the CO2e (equivalent) emissions in our supply chain. In 2016,
we reduced these emissions by 12% compared to 2014. 50% of
this reduction is due to selection biomass with low emissions
in the chain and corresponding Scope 3 conversion factors.

If we would have used these specific factors in 2014 and

2015 our CAT3 emissions would have been 40,5k Ton in 2014

“KPN is committed to the principles
of a circular economy, which
emphasize recycling and longer
product lifespans”



Our organization Report by the Financial Statements Appendices
Supervisory Board

Our approach to become a circular company

IN \is A C] g ouT

—
n
I KPN Devices | | |
Production Collection and
processing

D H KPN Network

KPN Offices

> Z_Q

Reduce the use of virgin materials Extend: Use products longer and better Cycle: High-end second life of products
> Virtualization > Lifespan extension and materials

> Dematerialization > Rates of utilization > Reuse

> Reused products > Recycling

> Recycled/biobased materials > Landfill

) )
Supporting Goal: 0% landfill and 0% incineration
actions of non-organic materials

> 45



KPN Annual Report 2016 Mission

> Environmental performance

and 34.4 kTon in 2015 and our total scope 3 reduction in

2016 compared fo base year would have been 6%. Following
discussions with several suppliers to reduce CO2ze emissions in
our supply chain, our main warehouse will be powered by its
own wind turbine from 2017.

Energy efficiency improvement

Although we have no COze emissions in our operations,

we still focus on energy reduction, particularly electricity,
given that KPN is responsible for 0.8% of the Netherlands’
total electricity use. We have ambitious goals to reduce our
ftotal energy consumption, even though the volume of our
data communication networks rose by 47% in 2016 and we
implemented the new LoRa neftwork. In 2016, our ongoing
energy reduction programs once again lowered energy use in
our operations. Our fotal energy reduction since 2010 is 20%
(3% compared o 2015). This is in line with our target and is
mostly due to savings programs in our networks and data centers.

Networks

The majority (75%) of our electricity use is in our fixed and
mobile networks. By removing or replacing old equipment

with energy-efficient models and improving cooling, we saved
349 GWh in 2016, which is 6% of our energy consumption.

This more than compensates for the additional energy use due
to the network expansions. Since 2010, data communication
volumes through our networks increased by 692%, yet electricity
consumption in the networks is 13% lower.

Networks energy consumption
In petajoules

25 1,141°
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Data centers

Although our data centers are quite energy efficient, we were
still able to improve our performance. In total, energy efficiency
has improved by 15% compared to 2010 and 35% compared

o the start of our energy efficiency program in 2005. The
additional energy savings are due to improved cooling methods
and power supply. By using more air from outside for cooling
instead of water we reduced both energy and water consumption.
Our data cenfer in Aalsmeer was awarded Sustainable Data
Center of the year by DatacenterDynamics EMEA for reducing
the energy use of the backup power supplies.

To realize negative CO2 emissions we are exploring ways

to reuse waste heat. We reached an agreement with the
municipality of Aalsmeer in 2016 to explore the possibilities.
We will start with heating a local school and a swimming pool
using warm air from our data center.

For 2017, we aim to reduce our Power Usage Efficiency (PUE)
by 15.5% compared to 2010. As our energy efficiency is already
very high, we have fo involve our neighbors for further energy
reduction, although these improvements do not always reduce
the PUE. For example, exchanging heat with neighbors (of
the data centers) reduces energy use in total, but might
influence the PUE negatively as KPN uses some extra energy
to exchange the heat. Also, a major part of our data center
services is related to colocation, but the way our customers fill
the space they rent with ICT equipment influences KPN's PUE.
Data centers used for hosting services can be more energy
efficient because we can influence the ICT ourselves and
influence the PUE.

Data centers energy consumption
In petajoules
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“Our environmental efforts are focused
on reducing our environmental footprint
despite exponential growth of our data
communication and ICT services”
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Car fuels
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Dilemmas

From 2025 onwards, we aim to only lease fossil-free cars. In the
meantime, we will reduce the maximum COz emissions of our
vehicles by switching to car models with cleaner engines that
emit less particulate matter. We exceeded our 2016 target to
reduce car fuels for our leased cars by 38% compared to 2010.
We realized 39% reduction. In 2017, as part of a wider human
resources initiative, we intend to expand our mobility plan to
all employees. We encourage them to be more sustainable in
all tfransport-related areas, for example by using our own smart
work solutions fo commute less.

Car fuel consumption
In petajoules

0.6

05
0.4

2010 20 2012 2013 2014 2015 2016 2017

External recognition

KPN is recognized as a global leader for its actions and
strategies in response to climate change and has been
awarded a position on the CDP’s ‘Climate A List. CDP aims
to disclose information on the policies and performance of
organizations with respect to climate change, in order to
enable stakeholders and investors to take this into account
when faking (investment) decisions. The ‘Climate A List,
which features 193 companies from around the world, is CDP
produced by the CDP at the request of 827 investors with
assets under management of USD 100 frillion.

Thousands of companies submit annual climate disclosures
o the CDP for independent assessment against its scoring
methodology. KPN is among the 9% of corporations
participating in the CDP’s climate change program that have
been awarded a position on the Climate A List.

Furthermore, at our annual meeting with stakeholders,
we discussed the potential role KPN could play in the
Netherlands’ move to a circular economy.

KPN is committed to the principles of a circular economy,
which emphasize recycling and longer product lifespans.

But tfechnology is advancing so fast that older modems and
phones must be frequently substituted by newer ones. For
customers to keep enjoying the best quality user experience,
they will require upgraded, multifunctional devices. This
creates a dilemma between satisfying our customers with the
latest, most modern technology, or extending the lifespan of
existing devices.

When customers choose new mobile devices, they are
primarily aftracted to popular brands that have a marketing
clout, but do not always deliver the best quality batteries or
provide new cables with every new release. We have to choose
between customer demand and sustainable products. Besides
offering sustainable options like the Fairphone, we also work
with international lobby groups, such as the GSMA, ITU and
GeS|, o try to influence equipment suppliers to make their
devices more sustainable and easier to recycle foo.

Ambition for 2030

We have extended our existing environmental performance
fargets until 2030. Our new targets should not only be
ambitious, but make a real and science-based contribution

to international climate change goals, particularly on global
warming. To improve our target setting we worked with
Ecofys (One Planet Thinking method) and KPMG (True Value
method). Ecofys investigated how close KPN's network stays
within the Earth’s ecological boundaries. We committed fo
have targets that are science based certified.

In addition to remaining climate neutral until at least 2050 to
realize the Paris Agreement, we aim to become climate neutral
without compensation by 2030 and fo reduce KPN'’s absolute
energy consumption by 55% in 2030 compared to the 2010
baseline. This includes decreasing energy consumption in our
networks with 60% compared to 2010 and switching to 100%
CO: neutral cars from 2025.

We aim to reduce the Scope 3 emissions by 20% in 2025 and
by 50% in 2040 compared to 2014. We will start with energy-
related services, downstream transportation and downstream
leased assets, where our influence is largest.

Figures and methodology: in this chapter, we describe the way we
improve our environmental performance our ambitions. Detailed figures of
our fargets and results are shown in the highlights and laid down in
Appendix 2, Overview of CSR targets and achievements. Our environmental
figures for energy consumption, emissions (Scope 1,2 and 3), carbon
intensity and other environmental figures can be found in Appendix 7,
Environmental figures. Calculation methods are explained in Appendix3,
Scope, reporting process and materiality defermination.
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paN

%

challenges

Offering ICT solution for 21st century

We believe that if policymakers, businesses, and consumers can embrace ICT transformation,
we will be in a better position to achieve a low-carbon future and also realize important
economic and social objectives. We are convinced that economic growth can go hand in
hand with the interests of the planet. Together we can create a sustainable world.

KPI

# of elderly facilitated to live independently

# of ill people facilitated with self-measurement solutions

Growth in products that make the New Way
of Living and Working possible

Energy savings by customers as * of KPN Group’s own
use (energy reduction effect of KPN products/services for customers)

peveLopment 4. ALS

KPN supports the SDGs

Our products and services contribute to the realization of
the Paris Agreement and the United Nations’ Sustainable
Development Goals (SDGs) for 2030. KPN focuses on the
five SDGs that we can impact most with our products and
services: good health and well-being; decent work and
economic growth; industry, innovation and infrastructure,
sustainable cities and communities; and climate action.

You can find more information on the goals and our activities
on corporate.kpn.com/globalgoals.

The numbers in the graphics refer to the official SDG numbering and do not

depict KPN's ranking.
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Result 2015 Result 2016

1,317
12,245
e 33%

54%

n/a
~n/a
oo 597
9%

GOOD HEALTH
AND WELL-BEING

\ 4

Digital solutions for better healthcare

The world's population is ageing, making the response to
the changing healthcare needs of society a key factor in the
achievement of this SDG. In the Netherlands, 14% of GDP

in 2015 was spent on healthcare, but the sector still faces
significant challenges. The growing group of senior citizens
is creating an increasing demand for care, while the number
of healthcare professionals continues to decline. In addition,
the general patient demand for self-reliance is growing, with
people wanting fewer and shorter stays in hospital and to
live longer at home. Therefore, efficiency and productivity in
care need fo increase and new, affordable and secure ways of
delivering care need to be developed.

Key in tackling these challenges are the new possibilities that
technology offers. KPN offers end-to-end IT solutions for the
healthcare sector. Around a quarter of our healthcare business
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is directly related to IT, such as setting up and managing
online workspaces for healthcare professionals and developing
remote care services.

Healthcare providers (hospitals, general practitioners,
pharmacists, etc.) use KPN's ZorgCloud to work and exchange
information in a secure digital environment. It makes it quicker
and easier to transfer care and consult on a diagnosis. Our
system processed more than 700,000 medical records daily

in 2016 — during the course of 2016, traffic doubled to around
500.000 messages. The next stop for us is to open up the
ZorgCloud to patients as well as medical staff. We are working
on improving the compatibility of different medical systems to
make it even easier to share information. We are participating
in several pilot projects to develop a secure online identity for
patients to protect their medical data, as patient confidentiality
is essential.

In September 2016, we launched ZorgMessenger, a mobile
app that allows doctors to chat securely with patients and
colleagues. About a third of doctors admit to having used
WhatsApp for this purpose in absence of secure alternatives.
By the end of 2016, the ZorgMessenger app had 1,715 users.

General practitioners use KPN’s remote monitoring service to
diagnose cardiac failure, helping over 12,245 patients. In 2016,
we developed an accredited online fraining course to teach
GPs and their assistants how to get the best results from our
healthcare products, for example when doing a remote ECG scan.

In 2017, we will collaborate with partners to expand our
diagnostics services. Together with them, we will work on new
software for the cardiac diagnostics devices to continuously
monitor heart rhythm, rather than at intervals, and make
24-hour ECG scans. We will also carry out a pilot with the
University of Amsterdam to monitor patients after heart
surgery at home instead of in hospital.

Wearables such as smartwatches and fitness devices could
change the way doctors monitor their patients’” health. Keeping
frack of patients remotely would require fewer appointments,
saving time and money and improving the quality of care.
Proposed legislation to put patients in control of their own
medical records will further improve the secure exchange of
medical data in the Netherlands.

“KPN is collaborating with various
partners on solutions that will make
Cities greener, smarter, safer and
more energy efficient”

Financial Statements Appendices

DECENT WORK AND
ECONOMIC GROWTH

ICT drives good work and economic growth

Businesses are engines for work and economic growth.
New fechnological developments, such as cloud computing,
big data and arfificial intelligence, will create new work

and economic growth for our customers. According to the
#SMARTer2030 report for the Netherlands, ICT solutions
with sustainability benefits can deliver a total of EUR 74 billion
in economic benefits in 2030. Of this, EUR 12 billion will be
generated in the ICT sector. For example, sensors in office
equipment could show when parts have to be serviced or
repaired. This would improve efficiency by cutting back on
preventative maintenance and reduce the use of materials
for spares, which can be ordered or 3D-printed as needed.

Leveraging on these technological developments KPN has
infroduced an era of a New Way of Living and Working
(NWLW). Within KPN this allows for a result-oriented way of
working, with more focus on responsibility, entrepreneurship
and discipline. This requires changes in the management of
human resources. For example, performance is measured
based on results rather than presence. We linked this to the
SDG Decent Work and Economic Growth. As a result, we also
see an effect in the community due to a different use of our
provided resources., which we linked fo the SDG Sustainable
Cities and Communities. KPN provides the products and
services that enable businesses to adopt a NWLW.

Our products and services enable our customers to conduct
their business more effectively and efficiently. One of our CSR
tfargets is to increase our internal use of NWLW products and
services, but we also see these products and services as a key
way to scale our impact. Another CSR target is therefore to
increase the uptake of these products and services throughout
the Netherlands.

We believe better insight into the effects of these products
and services will help grow internal and external use, and
therefore KPN initiated a first ‘True Value’ study into the
broader contributions to society and the SDGs. In this

study, we tried fo identify, measure and monetize the wider
environmental, social and economic impacts of NWLW at KPN
the Netherlands in 2075. The findings show part of the results
of the NWLW approach as applied in our own organization.
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Environmental impact:

For our business, the environmental impact of NWLW is
relatively low compared to its social impact. In studies like this,
the fact that people don't use the office every day can cause

a considerable positive impact. In the case of KPN this effect
is small because KPN's own operations are climate neutral.
The main factors investigated in the study are greenhouse
gas emissions and avoided resource & energy use. NWLW

led to greenhouse gas savings of around 9 ktons in 2015.

Social impact:

NWLW significantly reduces commuting, resulting in reduced
fime spent on travelling for employees: 48 million avoided
kilometers spent on commuting in 2015, equal to 1.3 million
hours. This time can be spent in the pursuit of employees’
other personal and social ambitions, including spending
more time at home. For society, avoided air pollution and
road accidents also provide benefits for employees and local
communities, and lead to reducing societal healthcare costs.

The study shows that the biggest effect is visible in prevented
negative social impacts, in particular reduced fravel fime.

The social impact appears to be much higher than the
environmental impact. We find this an interesting outcome,
because environmental aspects usually get more attention

in traditional CSR approaches. We aim to build on this insight
by looking into ways to further enhance the social impact
created by the NWLW.

Directions for the future:

The study also considers the impact of NWLW on the
professional development of KPN’'s employees, creating
economic value for society. There is not yet a standardized
way to measure and monetize the professional development
of employees. We pioneered a proxy for this and the initial
results show that this economic impact is potentially
significant. Given the availability of the data and used
assumptions the sensitivity of this value is relatively high.
We intend to continue to further develop the approach fo
measure the economic impact.

KPN at a glance Group performance
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New technologies for smart cities

With more people moving to cities, urban systems need fo
grow and adapt in a sustainable way. Again, fechnology plays a
key part, especially through IoT solutions. KPN is collaborating
with various partners on solutions that will make cities greener,
smarter, safer and more energy efficient. This includes motion-
controlled street lighting, bins that indicate when they need
emptying and parking spaces that signal fo drivers when they
are vacant.

The first smart city pilots in Rotterdam have shown that
moftion-sensed lighting can lead fo energy and cost savings
of up to 80%. Smart underground bins help fo cut traffic
congestion as fewer collection trucks are needed and fewer
roads are blocked as they empty the bins. This is more
efficient and means fewer working hours, less COze and less
air pollution. Smart parking tools aim to make cities more
aftractive by reducing distance driven to search for empty
parking spaces, which could also reduce fuel consumption
and air pollution.
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INDUSTRY, INNOVATION
ANDINFRASTRUCTURE

Innovation for future-proof ICT
infrastructure

There is an exponential growth in data traffic and demand for
online services as the opportunities open up for society and
businesses to thrive. As a facilitator of this change, KPN has a
responsibility to ensure our infrastructure can cope with the
additional demands placed on it, and to help our customers
and society adapf.

We invest in innovation, which will be crucial fo address

the UN's global priorities for a better world. ICT can help to
improve logistics for more efficient transportation, and make
buildings more energy efficient. Through our investments in
low-carbon ICT infrastructure and services, we help to make
this possible.

We continually invest in a stronger, more robust infrastructure
that can cope with this explosive growth of data traffic

and online services. This includes providing 75% of Dutch
households with the possibility of at least 100 Mbps internet
connections and expanding our mobile reach.

By the end of 2020, global networks should be able to connect
more than 50 billion things and facilitate a data connection
speed of more than 1 Gbps via our mobile networks.

1 GLIMATE
ACTION

The potential of ICT to reduce
environmental impact

ICT has a significant role to play in activities to combat

climate change and its global impact. According to the Global
e-Sustainability Initiative’s #SMARTer2030 report on the
Netherlands, ICT could contribute to a saving of 74 million tons
of CO,e and 5.6 billion liters of fuel in the Netherlands by 2030.
As KPN'’s own operations are climate neutral, all our services
are low-carbon services. Moreover, our customers can reduce
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their own energy consumption and CO,e emissions by using
our services. By using our cloud services, video conferencing
and audio conferencing, for example, our business customers
can meet and collaborate online, cutting back on the need for
office space and the need to commute, which in turn lowers
traffic and therefore energy consumption, CO_e emissions and
partficulate matter.

By 2020, we want our IT services fo help our customers save
as much energy as KPN consumes itself. We measure this
‘avoided’ energy consumption by calculating the impact on our
consumer and business customers of specific products and
services such as KPN Workspace and digital TV modem:s.

The calculations are based on measured data, available
stafistics, recognized studies and expert judgments. In

2016, we did not meet our target of avoided energy use by
customers. We improved the calculation method, using more
accurate statistics for our calculation of avoided emissions
and energy consumption by our customers. During the update
we also corrected an error in the calculation. The method

has been verified by Ecofys. This resulted in more accurate
figures for 2014, 2015 and 2016. The 2014 and 2015 figures

of Teleworking are restated due to correction of an error and
an updated model (see Appendix 3). In 2015 we reported for
2014 2,283 PJ (65%), with the correction, it would have been
1934 PJ (55%); for 2015 we reported 2,531 PJ (73%); with the
correction, it would have been 2,149 PJ (62%). In 2016, we
avoided energy use by customers equal to 54% of KPN Group’s
own energy use. In 2014 and 2015 this was 47% and 49%
(including improved calculation method). Using these services
helped our customers save over EUR 60 million of energy
costs. We adjusted our ambition for 2020 to realize savings
equal to >80% of KPN Group’s energy use, based on our new
services using loT and LoRa. The first loT and LoRa solutions
we implemented in 2015 show great potential, yet the volumes
need to grow fo make significant impact.

The calculations are explained in Appendix 3,Scope, reporting process and

materiality determination, and the numbers per service can be found in
Appendix 7, Environmental figures

Dilemma

KPN does not yet target consumers in the healthcare market
directly. Our products and services are aimed at healthcare
providers. The frend tfowards more privately-funded, home-
based care offers opportunities to provide certain services
directly to consumers, such as home-based monitoring, but puts
us in direct competition with our existing healthcare customers.

While we can and do deliver end-to-end solutions for the
healthcare sector, we partner with other companies to develop
new ideas. Sometimes we must take a backseat on projects
rather than a leading role, even though we have customer-facing
experience and technical know-how, because the project’s social
impact is greater than the revenue it could generate for KPN.
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> Compliance & Risk

& Safeguarding value

Effective risk management is a key success factor for realizing the strategic objectives as it
provides reasonable assurance against material misstatement or loss. For this reason, KPN
has implemented an Internal Risk Management and Control System (‘the control system”).
This system is based on relevant criteria as set forth by the Committee Of Sponsoring
Organizations of the Treadway Commission (COSO). Key components of the control system

are discussed in more detail below.

Effective risk management and internal control is a continuous
process involving several steps. A strong risk culture and
control environment forms an important foundation of the
control system. The stronger the risk culture and control
environment, the better risk assessments, risk management
and risk reporting will take place. After setfting the strategy, the
Board of Management defines its willingness fo accept risks

1

(risk appetite) in the pursuit of strategic objectives.
Management assesses the main risks that could hinder the
realization of the strategic objectives and implements
counfermeasures to mitigate such risks, taking into account
the risk appetite. Periodically, the top risks, countermeasures,
frends and incidents are reporfed to the Board of Management,
which defines further remedial actions as necessary.

3
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Our Infernal Risk Management
and Control System

1. Implement a strong risk culture
(control environment)

KPN strives for a business culture in which compliance and

integrity are self-evident for all employees. This is, among

others, realized by the following actions:

>In May 2016, KPN issued a new Code of Conduct (the Code).
The Code applies to all KPN employees, including the Board
of Management, the Supervisory Board and temporary staff.
It describes how we work in an open, transparent, honest
and socially responsible way. We communicate the Code
on our corporate website (www.kpn.com/ir), our infranet,
and via a mandatory e-learning for all our employees. We
have a zero tolerance approach to bribery and corruption,
fraud and all other forms of (illegal) misconduct, including
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facilitation payments. We actively detect and investigate any
alleged misconduct and take appropriate disciplinary action if
misconduct is substantiated.

>To strengthen the tone at the top and in other management
levels, we supported management with Fraud Risk
Assessments, including risk assessment on attitude and
behavior, and provided integrity fraining upon request.

> To emphasize desired company culture and behavior —
and create awareness in the business — we developed a
communication and training program on compliance and
integrity subjects. Information that is important fo share
because of (or due to a change in) applicable policies, laws
or regulations — or because of a necessity or demand in
business (risk or need based) - is shared by e-learnings,
workshops or classroom trainings.
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> The Business Control Framework (BCF) contains all corporate
policies and guidelines that are mandatory for all of KPN’s
segments and entities.

> Whistleblower: KPN requires all employees and encourages
external parties to (@nonymously) report any (suspicion
of) misconduct by KPN employees. During 2016, our
whistleblower policy was updated to reflect the changes in
the Dutch Whistleblower Act, incorporating the so-called
House for Whistleblowers, where employees can also
externally report suspicion of misconduct.

> Annually, we measure the state of Compliance and Integrity
as perceived by our employees and report results as well as
plans for improvement fo top and senior management.

2. Objective and strategy setting

KPN'’s objectives and strategy are described on page 16.
During the objective and strategy setting process, tfop
management takes into account the known risks and
opportunities of the company, and the company’s risk appetite
(see next step). The objectives and strategy are discussed with
the Supervisory Board.

3. Define risk appetite

Pursuing any business objective inevitably leads to taking
risks. Risks can jeopardize those objectives in various

ways. Each type of risk encountered is being dealt with in

a manner and with the intensity that matches the nature

and size of the risk in relation to the risk appetite of the
Board of Management. The risk appetite is the total residual
impact of risks that KPN is willing to accept in the pursuit

of its (strategic) objectives. The risk appetite per strategic
objective or risk area is determined annually by the Board

of Management. These risk areas comprise themes such as
financial, operational, strategic, compliance and (information)
security themes. Overall, KPN’s risk appetite did not materially
change compared to previous year.

Effective risk management is a key success factor for
realizing our objectives. Risk areas with a low-risk appetite
and thus a low acceptable residual risk require strong risk
management and strong internal controls. Risk areas with
a high-risk appetite require relatively less risk management
and internal control effort. Our main risks and our response
fo those risks are summarized on page 55 of this
Integrated Annual Report.

KPN has a generally prudent risk appetite, which can be

described per risk category as follows:

> Strategic risks: in the pursuit of our strategic objectives, KPN
is willing to accept reasonable risks in a responsible way,
taking into account our stakeholders’ interests.

> Operational risks: KPN is committed to a high quality of

Financial Statements Appendices

customer services and increasing NPS. We aim to limit
the number of interruptions in our networks, services and
systems as much as possible. We implement strict policies to
keep our customer data private, safe and secure.

> Financial risks: We strive for the right balance between
a prudent financing policy, sufficient investments in
the business and fair shareholder remuneration. KPN is
committed o an investment-grade credit profile. Read more
in Note 26 and 28 of the Consolidated Financial Statements.

> Compliance risks: we are committed to full compliance with
relevant laws and regulations and have a zero tolerance
approach to bribery and corruption, fraud and all other forms
of (illegal) misconduct.

> Financial reporting risks: we have effective control
frameworks in place to minimize the risk of material
misstatements and errors in our financial statements.

4. Assess risks and countermeasures
(the heart of the control system)

Strategic objectives

We annually assess the top risks on Group (top down
approach) and Segment level (bottom up) and, where possible,
we implement countermeasures to mitigate them within

the defined risk appetite. We conducted risk assessment
workshops with our Commercial and Operations segments,

as well as with selected staff functions in the Corporate Center.

The business objectives are detailed in a strategic business
plan. Every quarter, segments perform a ‘most likely’ forecast
four to six quarters ahead on their main financials and key
performance indicators (the rolling forecast). Segments
update main risks and opportunities, resulting in a bandwidth
of outcomes around expected performance. Each month,
segment management discusses their actual performance with
the Board of Management.

Operational objectives

KPN has business confinuity plans in place to safeguard the
continuity of services to customers and critical systems and
processes.

“Effective risk management is a
key success factor for realizing the
strategic objectives.”
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To manage our information security and privacy risks, we
implemented the KPN Security Policy as part of the BCF (for more
details, refer to the Privacy & Security paragraph on page 40).

We have implemented ISO standards in designated areas to
improve operational processes. Additionally, we simplified
services and processes. We implemented quality improvement
plans such as ‘First Time Right” and continued to focus on
improving Net Promoter Scores (NPS). Risks related fo climate
change and compliance with new environmental legislations
are incorporated in our risk management and control system.
For example, flooding risks are managed in KPN'’s business
continuity strategy. With our climate neutral performance for
our own operations and continued focus on absolute energy
reduction, we are well ahead to meet new regulations and
customers’ expectations (read more in the Environmental
Performance paragraph on page 44).

Financial objectives

KPN's Corporate Treasury department manages risks related
o cash positions, finance agreements, credit ratings, currency
and interest exposures, and non-life insurance (read more in
Note 26 and 28 of the Consolidated Financial Statements).
Treasury has defined policies with clear boundaries for these
risks. Compliance with these policies is monitored frequently.
As part of KPN’s tax strategy, the Corporate Tax Department
recommends the most tax-efficient and responsible approach
in the interest of all stakeholders, while adhering to KPN’s

tax policy and complying with all relevant tax laws and
regulations. This determines KPN'’s overall tax risk appetite.
As KPN proactively engages with (Dutch) tax authorities, tax
exposures (if any) are contained and under control. Next to a
potential tax exposure, reputational risk is always part of the
consideration to apply a particular tax-planning idea.

Compliance objectives

Our Compliance Risk Assessment (CRA) framework comprises
an integrated framework that oversees risks mainly related

to compliance with the Dutch Telecommunications Act,
competition laws and privacy regulations. For these risks,
relevant processes and controls have been implemented and
are continuously monitored. For risks related to our regulated
business (with significant market power), compliance controls
are tested by dedicated staff all year round.

Financial reporting objectives

Our internal controls for Reliable Financial Reporting (also
known as RFR GRIP) ensure that material misstatements in
KPN'’s Financial Statements are prevented or detected in a
fimely manner. Each quarter, the Risk & Compliance department
(R&C) and KPN Audit assess the overall effectiveness of the
controls before publication of the quarterly figures. The internal
evaluation conclusions, as discussed with the Board of
Management and the Audit Committee, were in line with the
observations discussed in the report of the external auditors
as part of their audit of the 2016 Financial Statements.

KPN at a glance Group performance
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The Disclosure Committee examines all reports and
documents containing financial information that are intended
for external publication, fo ensure that these fairly present
KPN’s financial position and results.

5. Report top risks,