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Other Notes to the Consolidated Financial

Statements

[27] Net cash flow used in investing and
financing activities

Investing activities

Acquisitions of subsidiaries, associates and joint ventures
in the Statement of Cash Flows in 2016 mainly consist of
the acquisition of Dekatel Nederland B. and in 2015 the
acquisition of Internedservices Group BV. Read more in
Note 29.

The proceeds from the sale of BASE Company of EUR 1193
million (net of cash transferred) are included in net cash flow
from investing activities from discontinued operations.

Read more in Note 19.

During 2016, KPN reduced its position in Other current
financial assets by EUR 435 million. This includes the maturity
of bank deposits and fri-party repurchase agreements with
initial maturities longer than three months for a net amount
of EUR 350 million (net investment of EUR 50 million in 2015)
and the divestment of short-duration fixed income funds

for a net amount of EUR 85 million (net investment of

EUR 225 million in 2015). Read more in Note 17.

Disposal of available-for-sale financial assets in 2016 consists
of the proceeds of the sale of KPN's stake in Jasper Wireless
and in 2015 of the proceeds of the sale of 150 million shares in
Telefénica Deutschland. Read more in Note 14.

Financing activities

On September 9, 2016, KPN completed a tender offer on part
of its outstanding bonds, which was financed by issuing two
new Eurobonds. Scheduled bond redemptions, the bond
tender and the new issue transaction resulted in net financing
cash flows during 2015 and 2016. Read more in Note 22.

In 2016, a capital repayment to holders of ordinary shares of
EUR 28ct per share was executed. This capital repayment
was related to the cash proceeds from the sale of BASE
Company in February 2016 and the sale of 150 million shares
in Telefonica Deutschland in November 2015. Read more in
Nofte 20.

Other in 2016 consists, among other items, of changes in

non-controlling interests in GrouplT BV. and Glasvezelnet
Amsterdam B.. Read more in Notes 20, 28 and 29.
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Accounting policy: Statement of Cash Flows

The Statement of Cash Flows is prepared using the
indirect method. Cash flows denominated in currencies
other than EUR are translated at average exchange rates.
Cash flows relating fo interest and taxes on profits and
tax deductions relating to interest on perpetual hybrid
bonds (which are classified as equity) are included in the
cash flow from operating activities.

The consideration paid in cash for acquired subsidiaries
is included in the cash flow from investing activities net

of cash acquired. Cash flows resulting from the disposal

of subsidiaries are disclosed separately, net of cash sold.
Investments in property, plant and equipment, which are
financed by financial leases, are not included in the cash
flow used in investing acfivities.

[28] Capital and Financial Risk Management

Capital management

Financing policy

KPN is committed fo striving for the right balance between

a prudent financing policy, investments in the business and
shareholder remuneration. KPN is commifted to an investment
grade credit profile. It is KPN’s policy fo ufilize its excess cash
for operational and financial flexibility, (small) in-country
mergers and acquisitions and/or shareholder remuneration.

KPN monitors its Net Debt/EBITDA ratio as one of the drivers
for its credit ratings. The table below shows the calculation

of KPN's Net Debt/EBITDA ratio, which is based on numbers
including BASE Company for 2015. A number of adjustments
were made to the borrowings in Note 22 in order to arrive at
the Net Debt for the Net Debt/EBITDA calculation.

The difference between carrying value and nominal value
includes (1 carrying value adjustments resulting from
discontinued fair value hedges and (2) in case of foreign
currency bonds the difference between the nominal amount
at the prevailing spot rate and the swapped nominal amount
in EUR.
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Amounts in millions of EUR 2016 2015
Total borrowings (carrying values,
excluding derivatives) [22] 8632 2700
Bank overdraft (included in net cash and

) -1 -4
cash equivalents) [18]
Perpetual hybrid bonds 1700 1100
50% equity credit for hybrid bonds -1,013 -1,013
Cash collateral paid on derivatives [15] 24 -56
D|ffe.rence between carrying value and 617 1,061
nominal value
Adjusted gross debt 8,077 8,666
Cash and cash equivalents
(including held for sale) [18] 1179 1579
Bank overdraft [18] -1 -4
Net cash and cash equivalents 1,178 1,575
Short-term investments [17] 140 575
Net Debt 6,759 6,516
Normalized EBITDA 2,429 2,591
Net Debt/EBITDA 2.8x 2.5x

[.] Bracketed numbers refer to the related Notes.

KPN defines EBITDA as operating result before depreciation
and impairments of property, plant and equipment and
amortization and impairments of intangible assets. KPN's
definition of EBITDA deviates from the literal definition of
earnings before interest, taxes, depreciation and amortization
and should not be considered in isolation or as a substitute
for analyses of the results as reported under IFRS. In the Net
Debt/EBITDA ratio, KPN defines Net Debt as the nominal
value of interest-bearing financial liabilities excluding
derivatives and related collateral, representing the net
repayment obligations in EUR, taking into account 50% of the
nominal value of the hybrid capital instruments, less net cash
and short-term investments, and defines normalized EBITDA
as a 12-month rolling fotal excluding restructuring costs,
incidentals and major changes in the composition of the Group
(acquisitions and disposals).

Shareholder remuneration

KPN generates Free Cash Flow (after capital expenditures),
which forms the basis for its policy related to regular
dividends. KPN intends fo provide a sustainable and growing
regular dividend in line with its Free Cash Flow growth profile.
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KPN intends to pay a regular dividend per share of EUR 10ct
in respect of 2016. An interim dividend of EUR 3.3ct per share
was paid in August 2016. The final regular dividend of EUR
6.7ct per share is expected to be paid following shareholder
approval in April 2017. In respect of 2017, a regular dividend per
share of EUR Tict is intended.

KPN remains committed to 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.

The 15.5% stake in Telefénica Deutschland is freated as a
financial investment. KPN benefits from dividend payments
by Telefénica Deutschland and additional financial flexibility.
KPN intends to pass-through potential dividend received from
Telefénica Deutschland fo its shareholders.

KPN’s shareholder remuneration policy may change, is based
on a number of assumptions concerning future events and

is subject fo uncertainties and risks that are outside KPN's
control. For an overview of dividends and other shareholder
returns, read more in Notes 20 and 21.

Financial risk management

KPN is exposed to a variety of financial risks. The overall
risk management program focuses on the unpredictability
of financial markets and seeks to minimize potential adverse
effects on KPN's financial position and performance. KPN
uses derivative financial instruments to hedge certain risk
exposures. Read more in Note 26.

The financial risks are managed by KPN'’s Treasury department
under policies approved by the Board of Management. These
policies are established to identify and analyze financial risks
faced by KPN, o set appropriate risk limits and controls, and
to monitor adherence to those limits. Treasury manages these
risks in close cooperation with the Group companies, business
operations and other corporate departments. KPN's key
Treasury risks are the following:

> Credit and counterparty risk;

> Liquidity risk; and

> Market risk.

In addition, KPN'’s Treasury department provides cash
management and funding services to the Group companies
and business operations.

This Note provides information about the Group’s exposure

to each of the above-mentioned risks, the Group’s objectives,
policies and processes for measuring and managing risks.
Further quantitative disclosures are included throughout these
Financial Statements.
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The following table presents the Group’s financial assets and liabilities that were measured at fair value on December 31, 2016,

The table below summarizes the Group’s financial assets and liabilities:

and December 31, 2015.

Total
December 31, 2016 December 31,2015 Amounts in millions of EUR Level 1 Level 2 Level 3 December 31,2016
Amounts in millions of EUR Carrying amount Fair value  Carrying amount Fair value Assets
Financial assets at fair value through profit or loss:
Financial assets Fair value through profit or loss: Derivatives (cross-currency interest rate swap) - 84 - 84
Derivatives — non-current [26] 298 298 530 530 Derivatives (interest rate swap) - 24 - 214
Derivatives — current [26] = = 102 102 Available-for-sale financial assets:
Listed securities 1902 - - 1902
Loans and receivables: Unlisted securities - - 7 7
Non-current receivables from financial leases and other loans [15] 27 27 60 60 Total assets 1,902 298 7 2,207
Loans to associates and joint ventures [13] = = 20 20
Liabilities
Trade receivables [15] 373 373 378 378 Financial liabilities at fair value through profit or loss:
) Derivatives (cross-currency interest rate swap) - 142 - 142
Other current receivables [15] 30 30 30 30
Derivatives (interest rate swap) - 55 - 55
Other current financial assets [17] 140 140 575 575
Other derivatives 1 1
Cash and cash equivalents [18] 1179 1179 1446 1446
Total liabilities - 198 - 198
Subtotal 2,047 2,047 3,141 3,141
Available-for-sale financial assets [14] 1909 1909 2,272 27272
Total
Total 3,956 3,956 5,413 5,413 Amounts in millions of EUR Level 1 Level 2 Level 3 December 31,2015
Financial liabilities Fair value through profit or loss: Assets
Financial assets at fair value through profit or loss:
Derivatives — non-current [26] 197 197 17 7 o ]
Derivatives (cross-currency interest rate swap) - 349 - 349
Derivatives — current [2¢] 1 1 3 3 Derivatives (interest rate swap) - 207 - 207
Subtotal 198 198 20 20 Other derivatives - 1 75 76
Short-duration fixed income funds 225 - - 225
Loans and borrowings: . . .
Available-for-sale financial assets:
Borrowings [22] 8,632 9,548 9,700 10,525 Listed securities 2259 - - 2,259
Trade payables [25] 640 640 774 774 Unlisted securities - - 13 13
Other payables and accrued expenses and interest [25] 763 763 841 841 Total assets 2,484 557 88 3,129
Subtotal 10,035 10,951 11,315 12,140 Liabilities
Total 10,233 1,149 1,335 12,160 Financial liabilities at fair value through profit or loss:
Derivatives (interest rate swap) - 20 - 20
[.] Bracketed numbers refer to the related Notes. Total liabilities - 20 - 20
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Credit and counterparty risk

The fair value of financial instruments traded in active
markets is based on quoted market prices. If applicable,
these instruments are included in Level 1.

An instrument is included in Level 2 if the financial instrument
is not tfraded in an active market and if the fair value is
determined by using valuation technigues based on maximum
use of observable market data for all significant inputs. For
the derivatives used for hedging purposes, KPN uses the
estimated fair value of financial instruments determined by
using available market information and appropriate valuation
methods, including relevant credit risks. The estimated fair
value approximates fo the price that would be received to sell
an asset or paid fo transfer a liability in an orderly transaction
between market participants at the measurement date.

If one or more of the significant inputs is not based on
observable market data, the instfrument is included in Level

3 and the fair value is estimated using models and other
valuation methods. To the extent possible, the assumptions
and inputs used take into account market pricing information
and expectations. However, such information is by its

nature subject to uncertainty. Changes arising as new
information becomes available could impact income or other
comprehensive income.

For other financial assets and liabilities, the following methods
and assumptions were used to determine fair value:

> Eurobonds, Global Bonds and Hybrid Bonds classified as
Borrowings: based on the listed price of the bonds;

> Cash, cash equivalents, other current financial assets,
accounts receivable and payable, bank overdrafts: as the
maturity of these financial instruments is short, the carrying
value approximates to fair value.

Listed securities include KPN's shareholding in Telefdnica
Deutschland. Read more in Note 14.

Other derivatives in Level 3 as at December 371, 2015, included
the option to acquire the remaining stake of 875% in GrouplT
BV. In 2016 this option was exercised and the remaining stake
was acquired (read more in Note 20). For details about the
valuation of this option, read more in the Integrated Annual
Report 2015.

The valuation of available-for-sale unlisted securities is based
on a discounted cash flow model.
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KPN’s financial assets are subject to credit risk and

counterparty risk. Credit risk arises from the possibility of asset
impairment occurring when counterparties are unable to meet
their obligations in transactions involving financial instruments.

KPN has policies with limits for the maximum exposure per
counterparty and investment periods, which are primarily
based on minimum credit ratings. These policies were
reviewed and updated in 2075. It is KPN’s policy to invest
cash balances with counterparties with a minimum credit
rating equivalent o A3 at Moody’s. Cash balances used for
working capital purposes can also reside at (local) banks with
lower credit ratings. KPN is allowed to invest excess cash with
tenors up to 12 months, subject to certain conditions. Capital
preservation is the main priority when investing excess cash.

KPN spreads its cash and cash equivalents balances and
derivatives over several counterparties. As at December 31,
2016, KPN only held cash in bank accounts, bank deposits,
money market funds and tri-party repurchase agreements
with maturities up to three months. The majority of the cash
balances at year-end 2016 were invested in institutions with a
credit rating equivalent to A2 at Moody'’s or stronger.

It is KPN’s policy only to enter into new derivative transactions
with counterparties with a minimum credit rating equivalent to
A2 at Moody'’s. KPN has its derivative instruments outstanding
with financial institutions that had a credit rating equivalent to
Baal or higher with Moody’s at December 31, 2016.

KPN takes into account credit risk for the valuations of its
derivatives portfolio, based on IFRS 13. As at December 31,
2016, KPN recorded no credit valuation gain or loss in the
Statement of Profit or Loss, related fo interest rate swaps
recorded as fair value hedges (2015: loss of EUR 2 million).

As at December 31, 2016, and December 371, 2015, KPN
recorded no gain or loss in Other Comprehensive Income,
related fo cross-currency swaps recorded as cash flow hedges.

During 2016 and 2015, KPN monitored counterparty risk on
cash and derivatives on a regular basis, based on counterparty
credif ratings and other metrics, including credit default swap
(CDS) levels of the counterparties. In addition, KPN monitors
concentration risk on investments in money market funds
through the percentage of the total fund size owned.

Credit risk on trade receivables is controlled using restrictive
policies for customer acceptance. Credit management is
focused on mobile services as the credit risk is considered
o be the highest within this part of KPN’s business. Before
accepting certain new customers in this segment, KPN
requests credit watchers to provide credit management
reports. In addition, KPN keeps track of the payment
performance of customers. In case customers fail to meet
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set criteria, payment issues have to be solved before a new
fransaction with these customers will be entered info.

Concentrations of credit risk with respect to trade receivables
are limited due to the Group’s large and unrelated customer
base. An allowance for doubtful receivables is recognized.
Read more in Note 15 for the accounting policies regarding
trade and other receivables.

Guarantees

The Group’s policy is to provide financial guarantees only to
wholly-owned subsidiaries. As at December 37, 2016, KPN had
parent guarantees (based on Article 403, Part 9, Book 2 of the
Dutch Civil Code) and bank guarantees outstanding to third
parties for various Dutch wholly-owned subsidiaries.

On December 31, 2016, KPN's total outstanding bank
guarantees amounted to EUR 8 million (2015: EUR 15 million),
which were issued in the ordinary course of business.

Maximum exposure to credit risk

As KPN does not provide financial guarantees other than to
wholly-owned subsidiaries, the carrying amount of financial
assets represents the maximum credit exposure. The
maximum exposure to credit risk at reporting date amounts to
the total of the financial assets including cash

(EUR 3956 million at December 31, 2016 and EUR 5413 million
at December 31, 2015).
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Liquidity risk

Liquidity risk is the risk that the Group will not be able to meet
its financial obligations associated with financial instruments
as they become due.

The Group’s approach to managing liquidity is to ensure

KPN at a glance Group performance

sufficient liquidity to meet its liabilities when due, under
both normal and stressed conditions, without incurring
unacceptable losses or risking damage to the Group.

The table below provides a maturity analysis of the financial
liabilities based on the remaining contractual maturities as of
December 31, 2016.

Borrowings Derivatives
Trade
Derivatives Derivatives and other
Interest on Financial Other debt inflow outflow payables
Bonds and bonds and lease and Cash (including (including  and accrued
Amounts in millions of EUR loans’ loans?  obligations collateral interest) interest) expenses Total
2017 720 338 il 9 -282 219 1,206 2,221
2018 - 305 7 53 -280 217 - 302
2019 577 305 7 -9 -393 340 - 827
2020 461 264 7 - <741 672 - 663
2021 613 246 7 - -226 177 - 817
2022-2031 4,706 1472 37 - -4,369 3,848 - 5,694
2032 and subsequent years 1,086 2 - - - - - 1,088
Contractual cash flows 8,163 2,932 76 53 -6,291 5,473 1,206 1,612
The table below provides a maturity analysis of the financial liabilities based on the remaining contractual maturities as of
December 31, 2015.
Borrowings Derivatives
Trade
Derivatives Derivatives and other
Interest on Financial inflow outflow payables
Bonds and bonds and lease (including (including  and accrued
Amounts in millions of EUR loans’ loans?  obligations  Other debt interest) interest) expenses Total
2016 829 447 il 98 -492 388 1,337 2,618
2017 750 394 10 - -296 221 - 1079
2018 - 358 8 - -296 221 - 291
2019 881 358 8 - -428 344 - 1163
2020 723 294 7 - -834 675 - 865
2021-2030 4,705 1775 37 - -4,871 4,045 - 5,691
2031 and subsequent years 1146 4 - - - - - 1,150
Contractual cash flows 9,034 3,630 81 98 -7,217 5,894 1,337 12,857

-

The GBP and USD hybrid bonds are included with final maturities in 2073 (redemption value of EUR 1,036 million at December 31, 2016 and EUR 1,096 million

at December 31, 2015). The EUR perpetual hybrid bond is not included as it has no stated maturity date. Please read more in Note 22 for more information on

the hybrid bonds

N

Interest payments on the GBP and USD hybrid bonds (EUR 72 million per year until the first call date in 2020 at December 31, 2016 and EUR 76 million at

December 31, 2015) are not included. KPN may, at its discretion and subject to certain conditions, elect to defer payments of interest on these hybrid bonds.
Any arrears of inferest must be paid at the latest at redemption in 2073, the amount of which cannoft be reliably measured because of the duration of the
hybrid bonds. For similar reasons, interest payments on the EUR hybrid bond have been excluded as well. Read more in Note 22 on the hybrid bonds
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The undiscounted value of the financial lease obligations
amounts to EUR 76 million at December 31, 2016 (2015: EUR 81
million). The financial lease obligations primarily include lease
obligations for buildings leased by KPN (read more in Note 12)
and handsets. Some of these lease arrangements for buildings
include an option to extend the lease term.

Part of KPN'’s derivatives portfolio contains reset clauses or
collateral postings at pre-agreed dates, in order to mitigate
counterparty exposure during the life of the swap. These reset
clauses will result in early Euro seftlement obligations in cash
with the swap counterparty, which could lead to additional
cash inflows or outflows before maturity. During 2016, KPN
paid net collateral of EUR 46 million (2015: received EUR 191
million), according fo pre-agreed settlement schedules. In
order to reduce liquidity risks, the reset clauses or collateral
postings of these derivatives are spread over different points
in fime and are not more frequent than annually per swap,
except for one counterparty.

Available financing sources

As of December 31, 2016, KPN held a net cash and cash
equivalents position amounting to EUR 1178 million and short-
term investments of EUR 140 million. In principle, net cash and
cash equivalents and short-term investments are at disposal to
KPN on a group level, except for limited amounts of cash held
at local subsidiaries.

In addition to the available cash and cash equivalents and
short-term investments and cash flows from operations. KPN
has the following financing resources available:

Revolving credit facility

On July 1, 2016, KPN signed a new syndicated Revolving Credit
Facility for EUR 1.25 billion with 12 banks at improved terms,
with an initial 5-year ferm and two 1-year extension options.
The new facility replaced the EUR 2.0 billion facility which

had been in place since 2011. The EUR 2.0 billion syndicated
Revolving Credit Facility was provided by 14 relationship banks
and had a final maturity in July 2018. Both the previous and
new facility are used for general corporate purposes and do
not contain any financial covenants.

As of December 31, 2016, and December 31, 2015, KPN had no
drawings on its credit facility.

Overdraft facilities

At December 31, 2016, KPN had four uncommitted overdraft
facilities with four banks amounting to EUR 175 million in tofal
(2015: EUR 175 million with four banks). The overdraft facilities
may be canceled at any time and do not have a specified
maturity date. As of December 31, 2016 and 2015, there were
no amounts drawn under any of the overdraft facilities, except
for bank overdrafts under cash pool agreements.
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Global Medium Term Note Program

KPN updated its Global Medium Term Note (GMTN") program
in March 2016. The program does not contain any commitment
from investors to provide funding to KPN. Funding will be
available subject to market conditions and other factors at the
relevant time.

Capital Resources Covenants

KPN’s existing capital resources contain the following
covenants as at December 31, 2016, which could trigger
additional financial obligations or early redemption of the
oufstanding indebtedness.

All of KPN's senior bonds issued after January 1, 2006 (EUR 61
billion at December 31, 2016) and the EUR 50 million private
placement issued in 2012 contain a change of control clause
by means of which KPN may be required fo redeem such
outstanding bonds early, in the event that (i) certain changes
of control occur and (i) within the change of control period a
rating downgrade fo sub-investment grade occurs in respect
of that change of control. The change of control period ends
90 days after the change of control event occurs.

KPN’s hybrid bonds contain a change of control clause

by means of which KPN has the option fo repurchase the
hybrid bonds at par. A 5% interest step-up applies if a rating
downgrade occurs during the change of control period in
respect of that change of control.

In addition, many of KPN'’s capital resources contain

a covenant prohibiting KPN from entering into any
amalgamation, demerger, merger, corporate restructuring or
reorganization, unless prior written consent has been given

by a majority of the lenders or bondholders or the resulting
company assumes all of the rights and obligations with respect
fo the loans or bonds.

Market risk

KPN is exposed fo various kinds of market risks in the ordinary
course of business. These risks include:

> Foreign currency exchange rate risk;
> Interest rate risk; and
> Other market price risk.

KPN has established policies that deal with the use of
derivative financial instruments in order fo reduce foreign
currency exposure and to manage the interest rate profile.
KPN’s centralized Treasury department matches and manages
infercompany and external foreign currency exposures
reported by the various business operations and Group
companies. Hedges are applied on a full coverage basis, if
economically feasible.
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In line with these policies, derivative financial instruments are
used solely for the purpose of hedging underlying exposures
to foreign currency exchange rate risk and interest rate

risk. Contracts related to derivative financial instruments

are entered into for periods consistent with the underlying
exposures (if economically feasible) and do not constitute
positions independent of these exposures.

KPN’s policy is to apply hedge accounting for derivative
financial instruments related to interest rate risk and foreign
exchange risk for bonds that are not denominated in Euro.
KPN applies hedge accounting for derivative financial
instruments related to bonds denominated in Euro if it
minimizes expected volatility in the Statement of Profit or Loss
provided the criteria are met regarding formal designation

and documentation of the hedge relationship, the risk
management objective, the strategy for undertaking the hedge
and the effectiveness of the hedge. KPN tests effectiveness of
the hedge relationship at inception and every quarter. Read
more in Note 26.

Foreign currency exchange rate risk
The Euro is the Company’s functional currency,

Foreign currency risks mainly result from settlement of
international felecommunications fraffic and purchase of
goods and equipment and primarily consists of GBP and
USD exposure. Foreign currency exchange rate risks related
fo bonds that are not denominated in Euro are hedged into
Euro in line with KPN's hedging policies.

As a result of currency fluctuations, the value of subsidiaries
operating outside the Eurozone markets could fluctuate and
affect KPN's financial position and equity positions from year
to year. These franslation exposures are not hedged.

Group companies and business operations are obliged

to hedge their firm commitments and highly predictable
anticipated transactions in non-functional currencies by
forward contracts transacted with KPN's Treasury department.
Accordingly, Treasury matches and manages the intercompany
and external exposures using forward exchange contracts.
KPN does not apply hedge accounting for these hedge
instruments.

Read more in Note 2 for the accounting policies on foreign
currency fransactions and Note 8 for the recognized exchange
rate differences in the Statement of Profit or Loss.

As of December 37, 2016 more than 98% of cash and cash
equivalents was denominated in the functional currency of the
related entities. At December 31, 2016 more than 95% of the
net amount of trade receivables and more than 90% of the
amount of trade payables was outstanding in the functional
currency of the related entities.
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As of December 31, 2016, KPN carried out a sensitivity analysis
with regard to changes in foreign exchange rates for entities
with a functional currency different from Euro. All changes in
foreign exchange rates and resulting sensitivities do not have
a material impact on the Consolidated Statement of Profit or
Loss, or Equity, and do not have any impact on the cash flow
statement.

Interest rate risk and interest rate profile

Interest rate risk is the risk that the fair value or future cash
flows of a financial instrument will fluctuate as a result of
changes in market interest rates. Borrowings, derivatives,
cash and cash equivalents are subject to interest rate risk.

As KPN has a mix of financial instruments bearing a floating
or a fixed interest rate, KPN is subject to risk from movements
in interest rates.

Since 2011, the Eurobonds with maturities on September 21,
2020, October 4, 2021 and September 30, 2024 have been
swapped to a floating rate based on three-month Euribor
using fixed-to-floating interest swaps. KPN initially swapped
part of the floating rate exposure back to fixed rates. With
regard to interest rate risk exposure, KPN periodically
evaluates the desired mix of fixed and floating interest rate
liabilities. In May 2015, KPN changed the interest profile for the
bonds that had been swapped to a floating rate. KPN swapped
the floating rate exposure to a fixed rate for the remaining
maturity of the relevant bonds. KPN discontinued fair value
hedge accounting as of that date, because that minimized
volatility in profit or loss.

As of December 31, 2016, all of KPN's interest-bearing gross
debt excluding bank overdraft was at fixed interest rates unfil
maturity of the instrument (2015: 100%). Any interest exposure
longer than one year is considered to be fixed. With a view

to the existing and forecasted debt structure, KPN's Treasury
department could enter info additional future derivative
instruments to adjust the mix of fixed and floating interest rate
liabilities.

Other market price risk

KPN does not enter info commodity contracts other than for
its own use to meet the Group’s expected usage. KPN has
entered info energy contracts for own use with a nominal
amount of approximately EUR 25 million at December 31, 2016
(2015: EUR 26 million). Read more in Note 30.

Sensitivity analysis

As of December 31, 2016, KPN carried out a sensitivity analysis
with regard to inferest rate risk on interest-bearing liabilities
(excl. cash flow hedges). With all other variables held constant,
each adverse change of 100 basis points in six-month Euribor
would hypothetically on balance not result in higher interest
costs per annum (2015: none) because all interest-bearing
liabilities carried a fixed inferest rate.
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Cash flow hedges

As of December 31, 2016, KPN carried out a sensitivity analysis
with regard to interest rate risk and currency on the cash

flow hedges. KPN applies cash flow hedge accounting on

all bonds not denominated in Euro. With all other variables
held constant, KPN calculated the hypothetical impact of
changes in inferest rates based on various scenarios. This
would hypothetically result in a higher or lower value on the
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balance of the hedge reserve, which is included in equity
aftributable to equity holders. In a similar way, KPN calculated
the hypothetical impact of changes in the EUR/USD rate and
the EUR/GBP rate, holding all other variables constant. The
results of the analyses are shown in the table below, indicating
the hypothetical impact on the balance of the hedge reserve
as at December 31, 2016 and December 371, 2015:

GBP usbD Total

Amounts in millions of EUR
(before tax) Change 2016 2015 2016 2015 2016 2015
Change in interest rate +2%-point 29 38 -7 14 -36 52
+1%-point -15 20 =3 8 -18 28
-1%-point 17 -22 2 -1 19 -33
-2%-point 36 -46 3 -25 39 -71
Change in FX rate +20%-point 132 136 149 145 281 281
+10%-point 72 75 81 79 153 154
-10%-point -85 -91 99 -97 -184 -188
-20%-point -192 -205 224 -218 -416 -423

Prospective effectiveness testing indicates that all cash flow
hedges are expected to be highly effective. As a consequence,
the expected impact on the Statement of Profit or Loss is
immaterial.

Derivatives held at fair value

As of December 31, 2016, KPN carried out a sensitivity
analysis with regard to the interest rate swaps for which no
hedge accounting is applied. All changes in inferest rates and
resulting sensitivities have only profit or loss impact and no
changes in cash flows on the swaps.

Amounts in millions of EUR Change 2016 2015
Changes in EUR interest rates +2%-point -10 -13
+1%-point =5 -7
-1%-point 5 8
-2%-point 10 15

For a sensitivity analysis on inferest rate risk with regard to
pensions, read more in Note 23.
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Offsetting financial assets and financial liabilities

Group performance

Our organization

Financial assets

The following financial assets of the continuing operations are subject to offsetting, enforceable master netting arrangements and

similar agreements:

Net amount

Gross amount of  presented in the Not offset:
As at December 31, 2016 financial liabilities Statement of  Financial assets/ Not Offset:
Amounts in millions of EUR Gross amount set off Financial Position liabilities Cash collateral Net amount
Cash and cash equivalents 1179 - 1179 -1 - 1178
Derivative financial instruments 298 - 298 - -69 229
Trade receivables 77 -38 39 - - 39
Accrued income 58 - 58 - - 58
Total 1,612 -38 1,574 -1 -69 1,504
As at December 31, 2015
Amounts in millions of EUR
Cash and cash equivalents 1,446 - 1446 -4 - 1442
Derivative financial instruments 632 - 632 -20 -147 465
Trade receivables 109 -70 39 - - 39
Accrued income 61 - 61 - - 61
Total 2,248 -70 2,178 -24 -147 2,007

Financial liabilities

The following financial liabilities of the continuing operations are subject fo offsetting, enforceable master netting arrangements

and similar agreements:

Net amount

As at December 31,2016 Gross amount of  presented in the Not offset:
Amounts in millions of EUR financial assets Statement of  Financial assets/ Not offset:

Gross amount set off Financial Position liabilities Cash collateral Net amount
Derivative financial instruments 198 - 198 - 24 174
Trade payables 89 -32 57 - - 57
Accrued expenses 83 -6 77 - - 77
Total 370 -38 332 - 24 308
As at December 31, 2015
Amounts in millions of EUR
Derivative financial instruments 20 - 20 -20 -56 -56
Trade payables 128 -56 72 - - 72
Accrued expenses 97 -14 83 - - 83
Total 245 -70 175 -20 -56 99
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For the financial assets and liabilities summarized above, each
agreement between KPN and the counterparty allows for net
settlement of the relevant financial assets and liabilities when
both parties elect to settle on a net basis. If parties choose not
to seftle on a net basis, the financial assets and liabilities will
be settled on a gross basis.

Accounting policy: Offsetting financial assets and
liabilities

Financial assets and liabilities are offset and reported on
a net basis on KPN'’s Statement of Financial Position only
when there is a legally enforceable right to offset the
recognized amounts and there is an intention either to
seftle on a net basis or fo realize the asset and settle the
liability simultaneously.

[29] Business combinations and other
changes in consolidation

Changes in consolidation in 2016

Dekatel Nederland B.V.

On June 30, 2016, KPN acquired all issued shares of

Dekatel Nederland BV. (Dekatel). Dekatel is a provider

of telecommunication services to the business market in

the Netherlands, with a focus on small and medium sized
businesses with a special focus on the domestic shipping
sector, healthcare institutions and governmental institutions.
The acquisition of Dekatel increases KPN's market share in
SME and will realize revenue and cost synergies.

The preliminary purchase price allocation for Dekatel resulted
in the recognition of net assets of EUR 10 million (mainly
customer base of EUR 11 million) and goodwill of EUR 22
million. The purchase price was paid in cash.

Dekatel has been integrated within KPN's Business segment.
The goodwill arising from this business combination is non-
deductible for tax purposes. The purchase price allocation
remains provisional until June 30, 2017, and may be subject to
alterations based on additional information about facts and
circumstances that existed at June 30, 2076.

Following its consolidation as of June 30, 2016, Dekatel has
contributed EUR 5 million to KPN's consolidated revenues
and other income and EUR 1 million tfo KPN's (net) profit
aftributable to equity holders. Had KPN obtained 100%
ownership of Dekatel before January 1, 2016, KPN's Statement
of Profit or Loss in 2016 would have shown pro-forma tfotal
revenues and other income of EUR 6,810 million and a pro-
forma profit attributable to equity holders of EUR 794 million.

Financial Statements
> Consolidated Financial Statements

Appendices

Glasvezelnet Amsterdam B.V.

KPN had a 70% share in Glasvezelnet Amsterdam BV. (GNA).
GNA was not previously consolidated because KPN did not
have control over GNA because certain decisions could only
be made in consultation with the other shareholder. In 2016,
due fo changes in circumstances, a reassessment concluded
that KPN had obtained control. Therefore, GNA has been
consolidated as of January 1, 2016. Up to December 31, 2015,
GNA was classified as an investment in associate (read more
in Note 13).

The consolidation following obtaining control has been
accounted for as a step acquisition whereby the 70% stake in
GNA was remeasured at fair value of EUR 30 million at January
1, 2016, leading to a gain of EUR 13 million in the Statement
of Profit or Loss (Other financial results). Subsequently, a
purchase price allocation was done leading to the recognition
of property, plant and equipment of EUR 60 million,
non-current liabilities of EUR 33 million, a non-controlling
interest of EUR 8 million and goodwill of EUR 11 million and
the derecogniton of the 70% stake in GNA. The goodwill

is non-deductable for tax purposes. On September 26,

2016, KPN acquired the remaining 30% stake in GNA. This
fransaction has been accounted for as a fransaction between
shareholders. A deferred tax asset of EUR 3 million was
recorded which relates to tax loss carry forwards.

Other changes in consolidation in 2016

On March 31, 2016, KPN acquired a 100% share in Redbee BV.
and FortyTwo BYV. Redbee offers hosting services. FortyTwo
offers consultancy, management and audit services related to
network and security environments.

These acquisitions are not considered material for KPN,
therefore disclosures are limited.

Changes in consolidation in 2015

Internedservices Group

On July 6, 2015, KPN acquired all issued shares of
Internedservices Group (IG). IG is one of the largest managed
hosting and cloud services providers in the Netherlands. The
acquisition fits within KPN'’s strategy to further strengthen its
position in the Dutch cloud computing market. The acquisition
of IG enables KPN fo expand its managed hosting capabilities
and to complement its existing proposition with cloud-based
workspace solutions for small- and medium-sized enterprises.

> 159



KPN Annual Report 2016 Mission

> Consolidated Financial Statements

The following fable summarizes the (finalized) fair value of
assets acquired and liabilities assumed, the total consideration
and the goodwill at the date control over IG was obtained
July 6,2015)

All amounts in millions of EUR
Recognized amounts of identifiable assets acquired and liabilities assumed

Intangible assets [11' 26
Property, plant and equipment [12] 3
Deferred tax assets 1

Net cash and cash equivalents acquired -

Trade and other receivables 5
Deferred tax liabilities [9] -7
Non-current borrowings (including loans from Group companies) -4
Current borrowings -5
Trade and other payables and deferred income -7
Total identifiable net assets 12

Consideration

Purchase consideration paid 65
Fair value of earn-out obligation recognized 20
Total consideration 85
Goodwill 73

1 Includes a customer base of EUR 25 million
[.] Bracketed numbers refer to the related Notes.

As part of the purchase agreement, the former shareholders
of IG are entitled to an additional cash payment in 2017. This
earn-out obligation depends on IG's performance including
acquisitions done by IG until December 31, 2016 (add-on
acquisitions), KPN initially recognized an earn-out obligation
of EUR 5 million representing management’s best estimate of
the earn-out obligation at discounted value.

On July 6, 2016, the purchase price allocation was finalized.
The earn-out obligation was increased by EUR 15 million
(EUR 5 million in 2015 and EUR 10 million in 2016), with a
corresponding increase in goodwill, compared to the initial
recognition of the earn-out obligation. The increase is based
on a revised estimate of IG’'s performance mainly due to
acquisitions done by IG until December 31, 2016.
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Changes in the earn-out obligation which are not part of the
purchase price allocation are recorded through the Statement
of Profit or Loss, which resulted in a gain of EUR 14 million in
2016.

IG has been integrated within KPN’'s Business segment.

The goodwill arising from this business combination is
non-deductible for tax purposes. IG contributes o the net
increase of KPN's cloud services customer base and has been
allocated to KPN'’s cash-generating unit Business.

Following its consolidation as of July 6, 2075, IG has
contributed EUR 13 million fo KPN's consolidated revenues
and other income and a profit of less than EUR 1 million to
KPN’'s (net) profit attributable to equity holders in 2015. Had
KPN obtained 100% ownership of IG before January 1, 2015,
KPN's Statement of Profit or Loss in 2015 would have shown
pro-forma total revenues and other income of

EUR 7,021 million and a pro-forma profit attributable to equity
holders of EUR 639 million.

Other changes in consolidation in 2015

As of April 15, 2015, BASE Company was presented as disposal
group held for sale and discontinued operation (read more

in Note 19). The sale of BASE Company was completed on
February 11, 2016. Read more in Note 32.

On November 27, 2015, KPN acquired a 100% share in Net
Ground BV, a provider of managed servers and services,
domain registrations, cloud and webhosting to business
customers. This acquisition was not considered material for
KPN, therefore disclosures are limited.

Our organization Report by the
Supervisory Board
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Accounting policy: Business combinations

KPN uses the acquisition method of accounting to account
for business combinations. The consideration paid is
measured at the fair value of the assets transferred, equity
instruments issued and liabilities incurred or assumed at the
date of exchange. The consideration paid includes the fair
value of any contingent assets or liabilities resulting from
the arrangement. Identifiable assets acquired and liabilities
and contingent liabilities assumed are measured at their fair
values at the acquisition date. When a business combination
is achieved in stages, any previously held equity interest

is remeasured at its acquisition date fair value and any
resulting gain or loss is recognized in the Statement of Profit
or Loss and the equity interest is then considered in the
determination of goodwill.

Confingent considerations are recognized at fair value

af acquisition date. Subsequent changes to the fair value

of contingent considerations deemed fo be an asset or
liability are recognized in accordance with IAS 39 ‘Financial
Instruments: Recognition and Measurement” in the
Statement of Profit or Loss. Contingent considerations
classified as equity are not remeasured and subsequent
seftlement is counted for within equity.

For each business combination, KPN elects to recognize any
non-controlling interest in the acquiree either at fair value
or at the proportionate share in the acquiree’s net assets.
Acquisition-related costs are expensed as incurred.

The excess of the consideration paid, non-controlling
interests recognized and the acquisition date fair value of
any previous equity interests in the acquiree over the fair
value of KPN'’s share of the net assets acquired is recorded
as goodwill. If negative goodwill occurs in case of a bargain
purchase, the difference is recognized directly in the
Statement of Profit or Loss.

[30] Commitments, contingencies and legal
proceedings

Commitments
Amounts due by period
Total December 31, Total December 31,
Less than 1year 1-5 years More than 5 years 2016 2015
Capital and purchase commitments 780 186 10 976 1199
Rental and operational lease contracts 129 360 332 821 730
Guarantees 4 2 149 155 7
Other - - - - 1
Total commitments 913 548 491 1,952 2,101

Capital and purchase commitments

The capital and purchase commitments mainly relate to
minimum contractual obligations with regard to network
operations, mobile handsets and felco services.

Rental and operational lease contracts

For buildings, the majority of contracts included rental fees
that are subject to a yearly indexation. Some contracts give
KPN an option to buy the property when the landlord wants
to sell that property.

For site rentals and mobile towers, the majority of agreements
included an option for renewal of the contract and rental fees
that are subject to a yearly indexation percentage. In addition,

the majority of contracts can be canceled by KPN only, with a
notice period of 12 months.

The minimum non-cancelable sublease amounts expected to
be received as at December 37, 2016 amount to EUR 8 million
(December 31, 2015: EUR 11 million). These amounts mainly
relate to subleases of buildings and site sharing arrangements.

The total net costs of operating leases and rental contracts
amounted to EUR 191 million in 2016 (2015: EUR 176 million)
and is (mainly) included in other operating expenses in the
Statement of Profit or Loss. The operating lease and rental
commitments mainly relate to property, plant and equipment.
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Guarantees

These commitments consist of financial obligations of Group
companies under certfain contracts guaranteed by KPN. A fotal
amount of EUR 155 million relates to parent guarantees (2015:
EUR 157 million).

Accounting policy: Leases

Leases where KPN as lessor retains a significant portion
of the risks and rewards of ownership of the leased asset
are classified as operating leases. The assets remain on
the Statement of Financial Position and are depreciated
over the asset’s useful life. The lease payments received
from the lessee are recognized as revenue on a straight-
line basis over the lease period.

Payments made by KPN as lessee under operating
leases are charged to the Statement of Profit or Loss on
a straight-line basis over the period of the lease (net of
any incentives received from the lessor). If a sale-and-
leaseback transaction results in an operating lease, the
profit or loss is calculated using the fair value of the
assets sold and recognized in the Statement of Profit or
Loss immediately.

Leases where KPN as lessee has assumed substantially
all risks and rewards of ownership are classified as
finance leases. KPN then recognizes the leased assets
on the Statement of Financial Position at the lower of
the fair value and the present value of the minimum
lease payments. The corresponding rental obligations,
net of finance charges, are included in other long-term
payables in the Statement of Financial Position. Property,
plant and equipment acquired under finance leases are
depreciated over the shorter of the asset’s useful life

and the lease term. If a sale-and-leaseback transaction
results in a finance lease, any excess of sale proceeds over
the carrying amount is deferred and recognized in the
Statement of Profit or Loss over the lease term.

In case KPN acts as lessor in a finance lease, the
fransaction is accounted for as a normal sale and the
present value of the lease payments is recognized as a
receivable. The difference between the gross receivable
and the present value of the receivable is deferred and
recognized as interest over the lease term.

Contingent liabilities

Legal and tax proceedings

KPN is involved in a number of legal and fax proceedings that
have arisen in the ordinary course of its business, including
commercial, regulatory or other proceedings. Periodically KPN
carefully assesses the likelihood that legal and tax proceedings
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may lead fo a legal obligation that may lead to a cash outflow,
and recognizes provisions in such cases/matters if and when
required. However, the outcome of legal proceedings can

be difficult to predict with certainty, and KPN can offer no
assurances in this regard.

In some cases, the impact of a legal proceeding may be more
strategic than financial and such impact cannot properly be
quantified. Below is a description of legal proceedings or

contingent liabilities that could have a material impact for KPN.

Reggefiber

On October 31, 2014, the ACM approved the acquisition of
sole control by KPN. Vodafone appealed the ACM decision

at the administrative District Court of Rotterdam. This appeal
was denied by the District Court in May 2016, following which
Vodafone appealed to the CBb, the highest administrative
court. This could result in the confirmation, amendment or
annulment of the license from the ACM for the acquisition of
sole control by KPN over Reggefiber. There are no precedents
where a license has been annulled, but this could eventually
result in an obligation on KPN to release control over
Reggefiber. KPN is no party in these legal procedures, nor
recognized a provision.

E-Plus

On June 5, 2015, 1&1 Telecom GmbH and Airdata AG lodged
an appeal against the European Commission as regards its
merger control decision on the E-Plus transaction between
KPN and Telefénica (dated July 2, 2014) and requested the
EU Court of Justice to annul the decision. In both appeals,

the applicants argue that the decision contains a wrong
assessment of the commitments. As KPN is no party in these
legal procedures, nor recognized a provision. KPN relies on the
available public information.

Indemnification

In KPN's Articles of Association and in a further decision

by the Board of Management, which was approved by the
Supervisory Board, KPN has indemnified the members

and former members of KPN's Board of Management and
Supervisory Board, as well as a number of KPN’s officers and
directors and former officers and directors, against liabilities,
claims, judgments, fines and penalties incurred by such officer
or director as a result of any threatened, pending or completed
action, investigation or proceeding (whether civil, criminal or
administrative) brought by a third party in relation to acts or
omissions in or related to her capacity as officer or director.
The indemnification does not apply o claims and expenses
reimbursed by insurers, nor to an officer or a director adjudged
to be liable for willful misconduct Copzet”) or intentional
recklessness (‘bewuste roekeloosheid”).

Read more in Note 24 for a contingent liability related to idle
cables and the accounting policy of provisions.

Our organization Report by the
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[31] Related-party transactions

KPN enters info agreements and transactions with
shareholders, joint ventures and associated undertakings for
various business purposes, including providing services or
financing of operating activities. KPN also enters into such
transactions in the ordinary course of business with certain
companies or organizations over which KPN, members of

the Supervisory Board or Board of Management may have

a significant influence. These related-party transactions are
described below. KPN considers none of these transactions o
be material on an individual basis, except for the transactions
with shareholders. Transactions between Group companies are
not included in the description as these are eliminated in the
Consolidated Financial Statements.

Transactions with shareholders

América Movil, S.AB. de CV. CAMX) published on February 2,
2017, in its fourth quarter 2016 report, that it owned 211% of
KPN’s ordinary share capital at December 31, 2016. The foftal
value of sales transactions by the confinuing operations of
KPN in 2016 with AMX its subsidiaries, joint ventures and
associated companies amounted to approximately EUR 4
million (2015: EUR 4 million) and the total value of purchase
fransactions amounted to approximately EUR 13 million (2015:
EUR 21 million). The total trade receivables and payables as of
December 31, 2016, amounted to approximately EUR 5 million and
EUR 4 million respectively (December 31, 2015: EUR 12 million
and EUR 11 million respectively).

Pursuant to the Dutch Financial Supervision Act (‘Wet op het
financieel toezicht’ or ‘Wft"), legal entities as well as natural
persons must immediately notify the Dutch Authority for

the Financial Markets (AFM) when a shareholding equals or
exceeds 3% of the issued capital.

On October 1, 2014, Franklin Mutual Series Fund, Inc. noftified
that it held 3.63% of the shares and voting rights related to
KPN'’s ordinary share capital. On April 30, 2015, BlackRock,
Inc. notified that it held 501% of the shares and 5.87% of the
voting rights related to KPN'’s ordinary share capital. To KPN's
knowledge, no other shareholder owned 3% or more of KPN's
issued share capital as at December 37, 2016.

KPN did not enfer info agreements with AMX or other
shareholders which could have a material impact on KPN’s
Financial Statements.

Transactions with joint ventures and associated companies
Associated, non-consolidated companies and joint ventures

of KPN sell goods and provide services to consolidated KPN
companies. In addition, consolidated KPN companies sell
goods or provide services to these associated companies and
joint ventures. Read more in Notes 13 and 14.

Financial Statements Appendices
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The total value of sales transactions by the continuing
operations of KPN with joint ventures and associated
companies in 2016 amounted to approximately EUR 16
million (2015: EUR 24 million) and the total value of purchase
fransactions amounted to approximately EUR 7 million (2015:
EUR 2 million). The total trade receivables and payables as of
December 31, 2016, amounted to approximately EUR 4 million
and EUR 1 million respectively (December 31, 2015: EUR 8
million and EUR 1 million respectively).

Transactions with directors and related parties

For details of the relation between directors and the
company, read more in the ‘Remuneration Report’ on pages
78 to 86 of this Integrated Annual Report. Directors in this
respect are defined as key management and relate fo those
having authority and responsibility for planning, directing,
and controlling the activities of an enfity, either directly or
indirectly. At KPN, key management consists of the members
of the Board of Management and Supervisory Board.

In 2016 and 2015, the company was not a party fo any material
fransactions, or proposed transactions, in which members

of the Supervisory Board or Board of Management or close
members of their families had a direct or indirect material
inferest.

The total value of sales fransactions by KPN's continuing
operations in 2016 with parties in which members of the
Supervisory Board or Board of Management or close members
of their families had a direct or indirect material interest
amounted to approximately EUR 14 million (2015: EUR 5
million) and the total value of purchase transactions amounted
to approximately EUR 7 million (2015: EUR 5 million), all in the
ordinary course of business. The total trade receivables and
payables as of December 31, 2016, amounted to approximately
EUR 3 million and EUR 2 million respectively (December 31, 2015:
EUR 3 million and EUR 2 million respectively).
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[32] Proposed appropriation of result

On outstanding Class B preferred shares, a dividend is paid
out equal fo the average of the 12-month Euribor increased
by 1%. If the 12-month Euribor is no longer determined, the
dividend on preference shares will be calculated based on the
yield on State loans (article 35 sub 1, Articles of Association).
Subsequently, subject to the approval of the Supervisory
Board, the Board of Management will determine what
proportion of net income remaining after payment of the
dividend on any Class B preferred shares will be appropriated
to the reserves (article 35 sub 2, Articles of Association).

The part of the profit remaining after the appropriation to
the reserves shall be at the disposal of the General Meeting
(article 35 sub 3, Articles of Association). The Board of
Management, with the approval of the Supervisory Board, may
also appropriate the complete profit to the reserves.

On February 23, 2017, the Board of Management, with approval
of the Supervisory Board, has allocated an amount of EUR

261 million out of the profit of EUR 793 million to the Other
reserves. In August 2016, an inferim dividend of EUR 3.3ct per
share was paid to all holders of ordinary shares (tfotal amount

[33] Legal structure

Name of subsidiaries and other principal interests

KPN at a glance Group performance

of EUR 141 million). The Board of Management, with the
approval of the Supervisory Board, will propose to the AGM
to pay a final dividend of EUR 6.7ct per ordinary share in
respect of 2016 (total amount of EUR 285 million, to be
increased by dividend on shares issued in 2017 before the
ex-dividend date).

In addition, the received dividend over 2015 of EUR 110 million
on KPN's shareholding in Telefénica Deutschland Holding
AG, was distributed in May 2016, as an additional interim cash
dividend of EUR 2.5ct per share (total amount of EUR 106
million). This brings the total dividend in respect of 2016 to
EUR 12.5ct per ordinary share.

On April 13, 2016, the Annual General Meeting of Shareholders
of KPN approved a capital repayment to shareholders of

EUR 28ct per share (read also more in Note 20). This capital
repayment was related to the cash proceeds from the sale of
BASE Company in February 2016 and the sale of 150 million
shares in Telefonica Deutschland in November 2015.

The total dividend in respect of 2015, including the additional

interim cash dividend amounted to EUR 114ct per ordinary share.

Country of incorporation Percentage ownership/voting interest

KPN B.V.:

> KPN EuroRings BV.

> XS4ALL Internet BV.

>iBasis Inc.

> Telfort Zakelijk B.V.

> Reggefiber Group BV.

> KPN Consulting BV. (formerly: KPN Corporate Markets BV.)

> KPN Finance BV.

KPN Mobile N.V::

> KPN Mobile International BV.

Getronics BV.:

> Getronics Finance Holdings B.V.

Telefonica Deutschland Holding AG
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The Netherlands 100.0
The Netherlands 100.0
The Netherlands 100.0
us 100.0

The Netherlands 100.0
The Netherlands 100.0
The Netherlands 100.0
The Netherlands 100.0
The Netherlands 100.0
The Netherlands 100.0
The Netherlands 100.0
The Netherlands 100.0
Germany 15.5

Our organization Report by the
Supervisory Board

> Consolidated Financial Statements

[34] Subsequent events

The company has evaluated events up to publication date of
these Annual Financial Statements of this Integrated Annual
Report and determined that no subsequent event activity
required disclosure.
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Corporate Statement of Profit or Loss

For the year ended December 31

Amounts in millions of EUR 2016 2015
Total revenues and other income 1 -
Personnel expenses 9 8
Other operating expenses -6 -25
Depreciation, amortization and impairments 2 -1
Total operating expenses 1 -18
Operating profit 2 -18
Finance income m 147
Finance costs -625 -481
Other financial results 71 224
Infercompany interest (net) -701 -696
Financial income and expenses [A] 1,144 -806
Income from subsidiaries 1,630 1,264
Profit before income tax from continuing operations 488 440
Income taxes’ 305 198
Profit for the year 793 638

1 2016 includes EUR 16 million with respect to discontinued operations.
[.] Bracketed letters refer to the related Notes to the Corporate Financial Statements
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Corporate Statement of Financial Position

Before appropriation of results

Assets

Amounts in millions of EUR

December 31,2016

December 31,2015

Non-current assets

Financial fixed assets

Investments in subsidiaries 33,335 31,566
Derivatives 298 530
Deferred taxes 1,094 1,003
Other financial fixed assets 1,897 2,309
Total non-current assets [B] 36,624 35,408
Current assets

Accounts receivable from subsidiaries 173 1,325
Other receivables and accrued income [C] 24 250
Other current financial assets 141 602
Cash and cash equivalents 1,026 1,249
Total current assets 1,364 3,426
Total assets 37,988 38,834

[.] Bracketed letters refer fo the related Notes to the Corporate Financial Statements
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Equity and Liabilities

Amounts in millions of EUR

KPN at a glance

Group performance

December 31, 2016

December 31, 2015

Equity

Subscribed capital stock 171 7
Additional paid-in capital 8,651 9,847
Treasury shares reserve -15 -132
Hedge reserve -353 -268
Legal reserves [D] 163 506
Retained earnings [D] -6,798 -6,869
Equity attributable to holders of perpetual capital securities 1,089 1,089
Profit (loss) current year 793 638
Total equity attributable to equity holders 3,601 4,982
Provisions

Provisions for retirement benefit obligations 52 67
Ofther provisions 25 22
Total provisions [E] 77 89
Non-current liabilities

Loans [F] 16,362 17048
Derivative financial instruments 197 17
Other long-term liabilities 123 201
Total non-current liabilities 16,682 17,266
Current liabilities

Accounts payable to subsidiaries [G] 16,579 15,269
Derivative financial instruments 1 3
Other current liabilities [H] 844 942
Accruals and deferred income 204 283
Total current liabilities 17,628 16,497
Total equity and liabilities 37,988 38,834

[.] Bracketed letters refer to the related Notes to the Corporate Financial Statements
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Notes to the Corporate Financial Statements

As per January 1, 2016, Book 2 of the Dutch Civil Code was
amended. Among other things, the exemption of Article 402,
which allowed companies to present an abbreviated Corporate
Statement of Profit or Loss was removed. The presentation of
comparative information has been amended accordingly.

For the principles of recognition and measurement of assets
and liabilities and determination of the result for its Corporate
Financial Statements, Koninklijke KPN N.V. applies the option
provided in Article 362 sub 8, Part 9, Book 2 of the Dutch Civil
Code. This means that the principles for the recognition and
measurement of assets and liabilities and determination of
the result (hereinafter referred to as ‘Accounting policies”)

of the Corporate Financial Statements of Koninklijke KPN

N.V. are the same as those applied to the Consolidated
Financial Statements under IFRS. The Consolidated Financial
Statements have been prepared in accordance with the
International Financial Reporting Standards as adopted by the
European Union (IFRS). Reference is made fo the Notes fo the
Consolidated Financial Statements.

Investments in consolidated subsidiaries are measured at net
asset value. Net asset value is based on the measurement

of assets (including goodwilD), provisions and liabilities and
determination of profit based on the principles applied in the
Consolidated Financial Statements.

Investments in which the company has significant influence

on the financial and operational policies, but not control
(associates), are accounted for using the equity method. Under
the equity method, the investment is initially recognized at cost
and the carrying amount is increased or decreased fo recognize
the company’s share of profit or loss of the investment after the
date of acquisition. The company’s investments in associates
include goodwill identified on acquisition.

Financial Statements
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[A] Financial income and expenses

Amounts in millions of EUR 2016 2015
Finance income m 147
Interest on borrowings -395 -477
Interest on other provisions -1 -1
Tender premium 222 -
Other -7 -3
Finance costs -625 -481
Book gain sale Telefénica Deutschland shares - 184
Amortizable part of hedge reserve -10 -1
Amortization discontinued fair value hedges M4 41
Derivative financial instruments not qualified for

hedge accounting 28 8
Exchange rate differences - 9
Other =5 9
Other financial results 71 224
Intercompany interest (net) =701 -696
Total 1,144 -806
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Finance income in 2016 included a dividend received from In 2015, KPN recorded a EUR 184 million book gain on the
Telefénica Deutschland of EUR 110 million (2015: EUR 146 million).  sale of part of its stake in Telefénica Deutschland. Line item

Other in Other financial results in 2015 included a gain due
In 2016, interest on borrowings decreased by EUR 82 million, to revaluation of the option to acquire the remaining stake of
which was mainly related to a lower gross debt position. 875% in GroupIT BV.

In September 2016, KPN completed a tender offer, in which Intercompany interest (net) mainly includes interest of 8.5%
KPN repurchased an aggregate principal amount of EUR on an intercompany loan provided by KPN Mobile NV, part of
1.0 billion across five eurobonds with maturities between loans payable fo subsidiaries (Note F).

2017 and 2024. The tender premium of EUR 222 million is

included in finance costs. This was partly offset by a gain of

EUR 66 million from discontinued fair value hedges on the

repurchased bonds, which is included in other financial results.

[B] Non-current assets

Group Other financial fixed
Amounts in millions of EUR companies Derivatives Deferred taxes assets’ Total
Balance as of January 1,2015 30,170 312 1,241 2,802 34,525
Exchange rate differences 2 - - - 2
Income from Group companies after taxes 1,264 - - - 1,264
Capital contributions 152 - - - 152
Fair value adjustments - 218 - 362 580
Decrease due to sale - - - -805 -805
Withdrawals/redemptions - - - -46 -46
Other? -18 - 238 -4 260
Total changes 1,396 218 -238 -493 883
Balance as of December 31, 2015 31,566 530 1,003 2,309 35,408
Exchange rate differences 27 - - - 27
Income from Group companies after taxes 1,630 - - - 1,630
Capital contributions 9 - - - 9
Fair value adjustments - -232 - -382 -614
Other? 103 - 91 -30 164
Total changes 1,769 -232 91 -412 1,216
Balance as of December 31, 2016 33,335 298 1,094 1,897 36,624

1 The fair value adjustment relates to the stake in Telefénica Deutschland.
2 The amount in line item Other in Deferred taxes mainly relates to the decrease in share price of the stake in Telefénica Deutschland. The deferred tax liability
related to Telefénica Deutschland (2015: EUR 106 million) decreased to EUR 67 million. This deferred tax liability was balanced with the deferred fax assets.

>170

Our organization Report by the
Supervisory Board

[C] Other receivables

Amounts in millions of EUR December 31,2016  December 31,2015
Accrued income 23 31
Current income tax receivables = 216
Other receivables 1 3
Total 24 250

[D] Equity attributable to equity holders

For a breakdown of equity attributable to equity holders, refer
to the Consolidated Statement of Changes in Group Equity
and the Noftes thereto.

Legal reserves
Legal reserves (net of tax) are presented below:

Financial Statements Appendices
> Corporate Financial Statements

Fair value
Revaluation Capitalized reserve
reserve Cumulative software available-for- Other non-
property, plant translation development sale financial distributable
Amounts in millions of EUR and equipment adjustments costs assets reserves Total
Balance as of January 1, 2015 40 18 162 125 53 398
Exchange rate differences - 2 - - - 2
Addition/(release) retained earnings -9 - -16 - 1 24
Other - - - 134 - 134
Balance as of December 31,2015 31 16 146 259 54 506
Exchange rate differences - 20 - - - 20
Addition/(release) retained earnings -7 - -59 - -48 -4
Other - - - 249 - -249
Balance as of December 31,2016 24 36 87 10 6 163

Pursuant to Dutch law, limitations exist relating to the
distribution of equity attributable to equity holders. Such
limitations relate fo the subscribed capital stock of EUR 171
million (2015: EUR 171 million) as well as to legal reserves
required by Dutch law as presented above. The total
distributable reserves at December 31, 2016, amounted fo EUR
3,267 million (2015: EUR 4,305 million). Dutch law also requires
that in determining the amount for distribution, the company’s
ability fo continue to pay its debt must be taken into account,
including the EUR perpetual hybrid bonds which are classified
as equity under IFRS.

The movements in the fair value reserve available-for-sale
financial assets mainly relates to the value of the stake in
Telefénica Deutschland (increase in 2015 and decrease in
2016). The remaining balance at December 31, 2016 relates to
the stake in Tecnocom (read more in Note 14).
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Retained earnings
Movements in retained earnings were as follows:

KPN at a glance Group performance

[E] Provisions
Movements in provisions were as follows:

Retirement
benefit Other

Amounts in millions of EUR 2016 2015 Amounts in millions of EUR obligations provisions Total
Balance as of January 1 -6,869 -5,803 Balance as of January 1,2015 66 35 101
Profit/loss of previous year 638 -598

Additions/releases to income 2 2 4
Coupon perpetual hybrid bond (net of tax) -51 -51

Additions/releases directly in OCI 23 - 23
Dividend ordinary shares -460 -485

Usage 24 -15 -39
Actuarial gain/loss pensions and other post- 57 47 9

| 1 pl T of 1

employment plans (nef of f&x) Balance as of December 31,2015 67 22 89
Release/addition legal reserves N4 24
Acquisitions -89 - Additions/releases to income 3 6 9
Ea|r vglue adjustment available-for-sale -14 - Additions/releases directly in OCI 5 - 5
financial assets
Other -10 -3 Usage 23 -3 26
Balance as of December 31 -6,798 -6,869 Balance as of December 31, 2016 52 25 77

Retained earnings can be reconciled with the Consolidated
Statement of Financial Position as follows:

December 31, December 31,

Amounts in millions of EUR 2016 2015
Retained earnings as per Consolidated
Statement of Financial Position 5,859 6,000
Revaluation reserve 24 -31
Capitalized software development costs -87 -146
Other non-distributable reserves -6 -54
Reclassification fair value adjustment
) ) . -29 -

available-for-sale financial assets
Profit for the year -793 -638
Retai i T

etained earnings as per Corporate -6.798 6,869

Statement of Financial Position
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The provisions for retirement benefit obligations in 2016 and
2015 relate to early retirement plans. For details, read more in
Note 23 to the Consolidated Financial Statements.

[F1Loans

Loans include bonds outstanding for EUR 6,680 million (2015:
EUR 7501 million) and hybrid bonds outstanding for EUR
1,030 million (2015: EUR 1,088 million). For details, read more in
Note 22 to the Consolidated Financial Statements.

Furthermore, the loans also include loans from subsidiaries
for EUR 8,652 million (2015: EUR 8,459 million). This mainly
relates 1o a loan payable to KPN Mobile NV, which bears
interest of 8.5% and must be repaid in full, including accrued
interest, in 2034. The loan is subordinated fo the unsecured
and unsubordinated creditors of KPN N.V, but ranks ahead

of the hybrid capital securities issued by KPN NV. as long as
by their ferms these hybrid capital securities are expressed to
rank pari passu with the preference share of KPN N.V. and the
preference shares issued by KPN NV. (if any). There are no
loans from subsidiaries with maturity dates in 2017 (2015: EUR
483 million with maturity date in 2016).

[G] Accounts payable to subsidiaries

Accounts payable to subsidiaries relate to intra-group financial
current accounts of EUR 16,755 million, interest to be paid

to KPN Mobile N.V. of EUR 185 million and intercompany
settlement of net current income tax position of EUR -361
million. The financial current accounts have indefinite
duration. The interest is annually determined and based on
twelve month Euribor increased by 015%, and a risk premium
attached by the market to the specific KPN credit risk.

Our organization Report by the
Supervisory Board

[H] Other current liabilities

December 31, December 31,

Amounts in millions of EUR 2016 2015
Current portion of loans 720 829
Social security and other taxes payable 124 109
Bank overdrafts - 4
Total 844 942

[I1 Commitments and contingencies

December 31, December 31,
Amounts in millions of EUR 2016 2015

Commitments by virtue of guarantees 155 157

KPN has issued several declarations of joint and several
liabilities for various Group companies in compliance with
Article 403, Book 2 of the Dutch Civil Code. These declarations
of joint and several liabilities for Group companies are included
in a complete list of subsidiaries and participating interests,
which is available at the offices of the Chamber of Commerce
in The Hague.

Directors’ remuneration
Read more in Note 5 to the Consolidated Financial Statements

on employee benefits.

The Hague, February 23, 2017

Board of Management Supervisory Board

Eelco Blok Duco W. Sickinghe
Jan Kees de Jager Peter A.M. van Bommel
Frank van der Post Carlos J. Garcia Moreno Elizondo
Joost Farwerck Derk J. Haank

Peter F. Hartman

Jolande C.M. Sap

Claudia J.G. Zuiderwijk

Financial Statements
> Corporate Financial Statements

Appendices
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Combined Independent Auditor’s Report

Dear Shareholders and members of the Supervisory Board of Koninklijke KPN N.V. (KPN),

Please find below the main conclusions and main features of our audit and review. For the full text of the independent auditor’s
report, which includes the assurance report on sustainability, please refer to the next pages.

Summary

Conclusions

Object of audit or review

Outcome of our work performed

Financial statements 2016 (consolidated and corporate)

True and fair view

Sustainability information 2016:

CO:2 emission data 2016 (Scope 1and 2) of own operations
in the Netherlands and the underlying energy data

Sustainability information 2016 in selected chapters and appendices

Reliable and adequate view (reasonable assurance)

Reliable and adequate view (limited assurance)

Other information, including the Reports by the
Board of Management and the Supervisory Board

No material misstatements to report

Main features of our audit & review

What we have done

Scope of our work

Materiality Key audit & assurance matters

Audit of financial statements 2016
(consolidated and corporate)

Netherlands
Belgium
United States of America

EUR 45 million, which represents > Valuation (in)tangible assets,
2.0% of EBITDA incl. goodwill
> Valuation deferred fax assets
> Sale of BASE Company
> Reliability of IT systems, including
security and cybercrime

Audit of CO2 emission data 2016
(Scope 1and 2) own NL operations
and the underlying energy data

Netherlands

5% deviation > No areas of specific focus

Review of sustainability information
for 2016 in selected chapters and
appendices

Scope varies per country

Specific materiality levels for
each element of the sustainability
information in scope

> CO2 Scope 3 estimates, energy
savings by customers

> RepTrak pulse score, Net
Promoter Score

Procedures for Other information,
including Reports by the Board
of Management and Supervisory
Board

Full reports

Similar materiality as our audit or > No areas of specific focus

review scopes.
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Combined independent auditor’s report on the 2016 financial statements and sustainability
information in KPN’s 2016 Integrated Annual Report

Our conclusions

Basis for our conclusions

Based on the procedures we have performed and the evidence
obtained, we have come fo the following conclusions:

> With respect to audit procedures performed; in our opinion,

> the Consolidated Financial Statements give a frue and
fair view of the financial position of KPN as at December
31,2016 and of its result and its cash flows for 2016
in accordance with International Financial Reporting
Standards as adopted by the European Union (EU-IFRS)
and with Part 9 of Book 2 of the Dutch Civil Code;

> the corporate financial statements give a true and fair
view of the financial position of KPN as at December 37,
2016 and of its result for 2016 in accordance with Part 9
of Book 2 of the Dutch Civil Code;

> CO2 emission data 2016 (Scope 1and 2) of own
operations in the Netherlands and the underlying energy
data as presented in Appendix 7 of the Infegrated Annual
Report present, in all material respects, a reliable and
adequate view, in accordance with the Global Reporting
Initiative (GRI) Standards and the supplemental KPN
reporting criteria as disclosed in Appendix 3, ‘Scope,
reporting process and materiality determination’, of the
Integrated Annual Report.

> With respect to review procedures performed on the
sustainability information in scope; in our opinion,
> nothing has come to our attention that causes us to
believe that the sustainability information in scope, in
all material respects, does not provide a reliable and
adequate view of KPN's policy and business operations
with regard to sustainability and the thereto related

events and achievements for the year ended December 31,

2016 in accordance with the GRI Standards and the
supplemental KPN reporting criteria as disclosed in
Appendix 3, ‘Scope, reporting process and materiality
determination’, of the Integrated Annual Report.

> With respect to procedures performed based on the
requirements of Part 9 of Book 2 of the Dutch Civil Code
and the Dutch Standard 720, we conclude that the other
information included in the Integrated Annual Report,
including the Reports by the Board of Management and
Supervisory Board:
> Is consistent with the financial statements and does not
contain material misstatements;
> Contains the information as required by Part 9 of Book 2
of the Dutch Civil Code.

We conducted our assurance engagements in accordance
with Dutch law, including the Dutch Standards on Auditing
and the Dutch Standard 3810N ‘Assurance engagements
relating to sustainability reports’. Dutch Standard 3810N

is a subject specific standard under the International
Standard on Assurance Engagements (ISAE) 3000
‘Assurance Engagements Other Than Audits or Reviews of
Historical Financial Information’. Our responsibilities under
those standards are further described in the section: ‘Our
responsibilities’ in this report.

We believe the assurance evidence we have obtained
is sufficient and appropriate to provide a basis for our
conclusions.

Our Independence

We are independent of KPN in accordance with the
‘Verordening inzake de onafhankelijkheid van accountants bij
assurance-opdrachten (ViO, Code of Ethics for Professional
Accountants, a regulation with respect to independence)’ and
other relevant independence regulations in the Netherlands.
This includes that we do not perform any activities that could
result in a conflict of interest with our independent assurance
engagement. Furthermore, we have complied with the
‘Verordening gedrags- en beroepsregels accountants (VGBA,
Dutch Code of Ethics).

Our scope

Our engagements scope

The Integrated Annual Report 2016 (hereafter: the Report)

of KPN consists of the financial statements and other
information, including Reports by the Board of Management
and Supervisory Board, that provides altogether an overview
of the policy, activities, events and performances related to
both the financial position and the sustainable development of
KPN during reporting year 2016. The following information in
the Report has been in scope for our assurance engagements:

> The consolidated financial statements, comprising:

> The Consolidated Statement of Financial Position as at
December 371, 2016;

> The Consolidated Statements of Profit or Loss, Other
Comprehensive Income, Changes in Group Equity and
Cash Flows for 2016;

> The Notes comprising a summary of the significant
accounting policies and other explanatory information.
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> The corporate financial statements, comprising:
> The Corporate Statement of Financial Position as at
December 31, 2016;
> The Corporate Statement of Profit or Loss for 2016;
> The Notes comprising a summary of the accounting
policies and other explanatory information.

> The sustainability information in scope consists of:
> Reasonable assurance - CO2 emission data 2016 (Scope
1and 2) of own operations in the Netherlands and the
underlying energy data as presented in Appendix 7,
> Limited assurance - The sustainability information in the
following chapters and appendices:
> Chapters: ‘’KPN at a glance’, ‘Group performance’
(excluding paragraph ‘Compliance & Risk?, ‘Our
organization and suppliers’ (excluding paragraph
‘Corporate Governance”;
> Appendices: Appendix 2-9. This includes the
CO2 scope (Scope 3) emissions in Appendix 7
‘Environmental figures'.

> The other information, including the Reports by the Board of
Management and Supervisory Board, included in the Report
pursuant to the requirements of Part 9 of Book 2 of the
Dutch Civil Code and the Dutch Standard 720 concerning our
obligation to report about the management board report and
other information.

Limitations in our engagements scope

The sustainability information in the Report contains
prospective information, such as ambitions, strategy,

targets, expectations and projections. Inherent to this
information is that actual future results may differ and are
therefore uncertain. We do not provide any assurance on the
achievability and feasibility of prospective information.

Further, the references in the sustainability information in
the Report (www.kpn.com, external websites, interviews and
movies on KPN's website and other documents) are outside
the scope of our assurance engagements.

Our scope for the group audit of the financial statements
KPN is head of a group of entfities, both in the Netherlands
and abroad. The Dutch entities and segments thereby form
the majority of the business and there are relatively smaller
operations in Belgium (sold in the course of 2016) and the
United States of America. The financial information of all
these entities has been included in the Consolidated Financial
Statements.

Our group audit mainly focused on the more significant
segments in the Netherlands, including ‘Consumer’, ‘Business’,
‘Wholesale’ and ‘NOI' as well as ‘iBasis’ (United States of

America).

Due to their significance and/or risk characteristics, we
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performed full-scope audit procedures on the financial
information of all above mentioned segments. For the segment
in the United States of America, we used EY component
audiftors who are familiar with local laws and regulations

to perform detailed audit procedures to obtain sufficient
coverage for financial statement line items from a consolidated
financial statements perspective.

Where the work was performed by component auditors, we
determined the level of involvement we needed to have in

the audit work to be able to conclude whether sufficient
appropriate audit evidence had been obtained, as a basis for
our opinion on the group financial statements as a whole.

The group engagement team has visited the component team.

At other group entities we performed review procedures or
specific audit procedures. The group consolidation, financial
disclosures and a number of complex items were audited by
the group engagement team at the company’s head office.
These included revenue assurance, purchase price allocation,
taxation, fixed assets and goodwill impairment, pensions,
derivative financial instruments, hedge accounting and share-
based payments. We involved several EY specialists to assist
the audit team, including specialists from our tax, valuations,
sustainability, actuarial and treasury departments.

By performing audit procedures at segment and at corporate
level as mentioned above, fogether with the involvement

of specialists, we have been able to obtain sufficient and
appropriate audit evidence about the group’s financial
information to provide an opinion about the Consolidated
Financial Statements.

Our organization Report by the
Supervisory Board

Reporting criteria

The information in the scope of our engagements needs to

be read and understood together with the reporting criteria,
for which KPN is solely responsible for selecting and applying,
taking into account applicable law and regulations related to
reporting. The criteria used for the preparation of the Report
and thus relevant for our examination are described below. We
consider the reporting criteria used relevant and suitable for
our assurance engagements.

Consolidated Financial International Financial Reporting

Statements: Standards as adopted by the
European Union (EU-IFRS) and Part
9 of Book 2 of the Dutch Civil Code.

Corporate Financial Statements, Part 9 of Book 2 of the Dutch Civil
Report by the Board of Code.

Management and the

Supervisory Board:

Sustainability information GRI Standards (comprehensive’
including the CO:z emission data option) of the Global Reporting
2016 (Scope 1and 2) and the Initiative (GRI), the Greenhouse
underlying energy data: Gas Protocol (WRI/WBCSD)
and the supplemental reporting
criteria developed by KPN as
disclosed in Appendix 3, ‘Scope,
reporting process and materiality
determination’ of the Report.

Materiality

General:

The scope of our assurance procedures is influenced by the
application of materiality. Our assurance engagements aim to
provide assurance about whether the financial statements and
the sustainability information in scope are free from material
misstatement. Misstatements may arise due to fraud or error.
They are considered to be material if, individually or in the
aggregate, they could reasonably be expected to influence
the (economic) decisions of users taken on the basis of the
Report. The materiality affects the nature, fiming and extent of
our assurance procedures and the evaluation of the effect of
identified misstatements on our conclusions.

Financial Statements Appendices
> Combined independent
auditor’s report

Financial statements:
For the audit of the financial statfements our considerations
regarding the materiality are as follows.

Materiality EUR 45,000,000

Benchmark used 2.0% of earnings before interest,
tax, depreciation and amortization

(EBITDA).

The users of the financial
statements of a for-profit entity
typically focus on operating
performance, particularly profit
before tax. Over the past years
KPN'’s profit before tax heavily
fluctuated, resulting from the
impact of the discontinuance

of operations and other non-
recurring transactions. Furthermore,
we note that in KPN'’s external
communications, earnings before
interest, tax, depreciation and
amortization (EBITDA) is commonly
used to report on financial
performance. Considering these
aspects, we have concluded that
EBITDA is the most appropriate
and stable benchmark for KPN

to base our materiality upon. The
materiality is thereby set af

EUR 45,000,000, using a
percentage of 2.0%, which is at the
lower end of a generally accepted
range. Last year we used

a percentage of 1.5% because it
was our first year audit and we

felt more comfortable using a lower
percentage.

Additional explanation

We have also taken info account misstatements and/or
possible misstatements that in our opinion are material for the
users of the financial statements for qualitative reasons.

We agreed with the Supervisory Board that misstatements in
the financial statements in excess of EUR 2.25 million, would
be reported to them, as well as smaller misstatements that in
our view must be reported on qualitative grounds.

At December 31, 2016 there were no remaining audit
differences to be booked.

Sustainability information:

For the assurance procedures concerning the sustainability
information in scope as a whole and for each KPI and
disclosure we have considered the factors that influence their
relevance and accuracy for the users of the Report. Based on
our professional judgment, we determined the materiality for
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the identified key performance indicators at 5% deviation.

For CO2 emission data 2016 (Scope 1and 2) of own operations
in the Netherlands and the underlying energy data we have
determined the materiality also at 5% deviation. We compared
the qualitative disclosures at overall level with the quality
principles of the GRI Standards (‘comprehensive’ option),
which concern aspects such as balanced representation,
fimeliness and consistency of the Report.

Other information, including the Reports by the Board of

Management and Supervisory Board:

With respect to the materiality applied to our procedures

performed on the other information in our capacity as auditor

of KPN and with the knowledge that we have as auditor

fo conclude whether the other information would not be

appropriate or obviously incorrect;,

> where the other information contains information that has
also been in scope of our assurance engagements regarding
the financial statements or sustainability information, similar
materiality for this information has been applied;

> In other cases, our assessment for materiality was based
on findings that could influence the decisions of the users
dependent on our evaluation of the relevance of that
information for these users.

Key audit & assurance matters

Key audit and assurance matters are those matters that, in

our professional judgment, were of most significance in our
assurance procedures for the financial statements and the
sustainability information in scope. We have communicated
the key audit and assurance matters to the Supervisory Board.
The key audit and assurance matters are not a comprehensive
reflection of all matters discussed.

These matters were addressed in the context of our assurance
procedures for the financial statements and the sustainability
information in scope as a whole and to conclude thereon, and
we did not take exception to any of the key audit or assurance
matters mentioned below.

General observation:

For the audit of the financial statements, we rely on KPN’s
internal control framework and its governance. This framework
has been enhanced in 2014 and all material financial income
statement balances and balance sheet components are

now part of the framework. In 2016, the last revenue cycle

of the Business market and corporate tax were added. The
framework is maintained by the business and continuously
tested by KPN Risk & Compliance and KPN Audit. The
Management Board and Audit Committee are being informed
of the outcome of the tests performed on a quarterly basis.
For purposes of our audit, we assess the adequacy of the
framework and we test the work of KPN Risk & Compliance
and KPN Audit. We believe that KPN’s internal control

>178

KPN at a glance

Group performance

framework meets the required criteria and it allows us to
perform a system based audit in an effective manner.

The key audit matters addressed below are all covered by
KPN'’s internal control framework and have been audited by
us with satisfactory results. For the interest of the reader, we
highlight the most important elements we focused on in 2016.

Key audit matter

How our audit addressed the matter

Valuation of (in)tangible assets, including goodwill

Under IFRS, it is required to
annually test the amount of
goodwill and intangible assets with
an indefinite life for impairment.
KPN'’s disclosures about goodwill
and intangible assefs are included
in Note 11.

On assets with finite lives an
impairment test has to be
performed if indications of
impairment exist.

A triggering event was identified
regarding the valuation of the
goodwill of iBasis that required

an impairment fest. Based on the
test results an impairment was
recognized in Q12016.

In addition there were a couple

of triggering events identified, for
example in the area of hardware and
software that required impairment
testing and for which minor
impairments were recorded.

The impairment tests were
important for our audit as the
related asset amounts are
significant and the assessment
process itself is complex and
requires judgment. The impairment
test includes assumptions that

are affected by future market or
economic conditions.

Our audit procedures included,
among otfhers, using EY valuation
experts to assist us in verifying the
assumptions and methodologies
used by KPN. We compared
forecasted revenue and profit
margins for all cash generating
units with the approved KPN
strategic plans. We also verified
the assumptions to which the
outcome of the impairment test is
most sensitive and reviewed the
sensitivity analysis as included in
Note 11 of the Financial Statements.

Our organization

Key audit matter
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How our audit addressed the matter

Financial Statements
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Key audit matter

Appendices

How our audit addressed the matter

Valuation of deferred tax assets

Reliability of IT systems, including security and cybercrime

At December 31, 2016, the deferred
tax assets are valued at

EUR 1.1 billion, related disclosures
are included in the summary of
significant accounting policies and
in the notes to the consolidated
statement of profit or loss in Note 9.
This item was significant to our
audit because the assessment
process is complex and judgmental
and is based on assumptions

that are affected by expected
future market or economic
conditions. The main element in
the deferred tax assets is related
fo the discontinuance of the
German activities. Based on an
agreement with the Dutch tax
authorities, the loss on the sale of
E-Plus (‘'stakingsverlies’ and future
liquidation loss) can be off-set
against future taxable profits in the
Netherlands.

Key audit matter

Our audit procedures related fo
the deferred tax assets included,
amongst others, using EY tax
specialists to assist us in verifying
and interpreting the agreement
(‘vaststellingsovereenkomst”)
reached with the Dutch tax
authorities and evaluating the
assumptions, such as expected
future taxable income and
methodologies used by the
company.

This entailed reviewing the
company’s latest approved strategic
plan. We discussed the business
plan with management and
determined the reasonableness of
the assumptions used regarding
the recoverability of the deferred
tax assets and assessed the plan’s
assumptions and sensitivities. See
Nofte 9.

How our audit addressed the matter

Sale of BASE Company NV

On April 20, 2015, KPN announced
an agreement to sell the Belgian
BASE Company to Telenet. EU
approval was obtained on February
4,2016. The sale of BASE Company
was completed on February 11, 2016.

BASE Company has been eliminated
from the segment disclosures

but the ‘profit for the year from
discontinued operations’ in the
consolidated statement of profit

or loss and ‘cash flows from
discontfinued operations’ include
results related to BASE Company
until February 11,2016 amounting to
EUR 367 million.

Our audit included assessing the
fransaction and its documentation
and determining if the classification
as discontinued operations was
appropriate and in line with
applicable accounting standards.

In our audit procedures, we verified
that the result for the year 2016

of BASE Company has been
properly included in KPN’s result
for the year and that the settlement
at completion date has been
accounted for in accordance with
the share and purchase agreement.

At KPN, processes are highly
automated and KPN continuously
invests in simplification and
improvement of IT systems, which
has led fo several changes in 2016
that have been discussed on page
37. Reliability and security of IT
systems are thereby high on the
agenda of KPN and for that purpose
KPN’s internal control framework
includes several controls fo ensure,
inter alia, proper identity, access
and change management of its IT
systems. KPN also has a security
team in place focusing on policies,
security management and a team of
ethical hackers. This team tests the
security of KPN’s IT environment
and imitates behavior of hackers to
stay continuously up to date with
the latest developments and helps
KPN in managing their own security
risks, including cybercrime.

As part of our audit, we have
reviewed the quality of KPN's IT
systems and the controls embedded
therein with a purpose fo express
an opinion on the financial
statements. For this purpose, we
performed our own procedures and
reviewed and tested the work done
by KPN Risk & Compliance and KPN
Audit. Since this is highly specialized
work, our audit tfeam includes IT
specialists. As part of our testing,
we reviewed change management
procedures, access management
procedures, the continuity of IT
systems and we reviewed the
implementation of new IT systems.
In a few instances, situations were
identified where controls needed
improvement and KPN has set-up
remediation procedures that we
have also reviewed and tested with
satfisfactory results.

For the assurance procedures concerning the sustainability information in
scope, we identified the following key assurance matter:

Key assurance matter

How our assurance procedures
addressed the matter

Estimations and assumptions in CO2 Scope 3 and energy savings by

customers

Inherent to the nature of CO,, scope
3 and energy savings by customers
is that they are to a large extent
based on the use of estimates and
underlying assumptions.

Our review procedures focused on
understanding the models used,
assessing the reasonableness of
the assumptions, including by
substantiation with underlying
sources and assessing the
mathematical accuracy of the
calculations applied. We have also
assessed whether the disclosure is
adequate.

Disclosure of methodology for RepTrak pulse score (reputation) and
Net Promoter Score in the Netherlands (customer satisfaction)

The indicators above are

identified by KPN as part of their
representation of key achievements.
The indicators are measured by
third parties. The outcome is
influenced by the methodology
used by the third party.

Our review procedures focused on
reviewing whether the methodology
used by the third party is suitable
and assessing whether the
transparency on the methodology
in the Report is sufficient for a
proper understanding by the reader.
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Report on other legal and regulatory
requirements

Engagement

We were engaged by the Supervisory Board as auditor of
Koninklijke KPN NV. on April 9, 2014, as of the audit for the year
2015 and have operated as statutory auditor since that date.

Responsibilities

Responsibilities of Board of Management and the
Supervisory Board

The Board of Management (hereafter: management) is
responsible for the preparation and fair presentation of the
financial statements in accordance with EU-IFRS and Part 9

of Book 2 of the Dutch Civil Code, and for the preparation of
the other information, including the Report by the Board of
Management in accordance with Part 9 of Book 2 of the Dutfch
Civil Code and the other information pursuant to Part 9 of
Book 2 of the Dutch Civil Code.

Management is also responsible for the preparation of

the sustainability information in accordance with the GRI
Standards (Comprehensive option) and the supplemental
reporting criteria of KPN, including the identfification of
stakeholders and the determination of material topics.
The choices made by management in respect of the scope
of the Report and the reporting criteria are set out in the
section entitled “Appendix 3, Scope, reporting process and
materiality determination” in the Report.

Furthermore, management is responsible for such internal
control as management determines is necessary fo enable
the preparation of the Report that is free from material
misstatement, whether due to fraud or error.

As part of the preparation of the financial statements,
management is responsible for assessing the company’s
ability to continue as a going concern. Based on the financial
reporting frameworks mentioned, management should
prepare the financial statements using the going concern
basis of accounting unless management either intends to
liquidate the company or to cease operations, or has no
realistic alternative but to do so. Management should disclose
events and circumstances that may cast significant doubt on
the company’s ability to continue as a going concern in the
financial statements.

The Supervisory Board is responsible for overseeing the
Company’s (financial) reporting process.
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Our responsibilities

Our objective is to plan and perform the assurance assignment
in a manner that allows us to obtain sufficient and appropriate
assurance evidence for our conclusions.

Our assurance procedures aimed at obtaining reasonable
assurance have been performed with a high, but not absolute,
level of assurance, which means we may not have detected

all material errors and fraud. The assurance procedures
performed in obtaining limited assurance are aimed on the
plausibility of information which does not require exhaustive
gathering of evidence as in engagements focused on
reasonable assurance. The performed procedures consisted
primarily of making inquiries of management and others within
the entity, as appropriate, applying analytical procedures and
evaluating the evidence obtained. Consequently a review
engagement provides less assurance than an audit.

The Hague, February 23, 2017

Ernst & Young Accountants LLP

Signed by G.A.M. Aarnink

Our organization Report by the
Supervisory Board

Annex to the Combined Independent
Auditor’s Report

Financial Statements Appendices
> Combined independent
auditor’s report

Work performed

We have exercised professional judgment and have maintained professional skepticism throughout the assurance engagements, in accordance with Dutch
Standards on Auditing and the Dutch Standard 3810N for assurance on sustainability information, ethical requirements and independence requirements.

Our audit fo obtain reasonable assurance about the financial statements

(consolidated and corporate) included the following:

> Identifying and assessing the risks of material misstatement of the financial
statements, whether due to fraud or error, designing and performing audit
procedures responsive o those risks, and obtfaining audit evidence that is
sufficient and appropriate to provide a basis for our opinion. The risk of not
detecting a material misstatement resulting from fraud is higher than for
one resulting from error, as fraud may involve collusion, forgery, intentional
omissions, misrepresentations, or the override of internal control.

> Obtaining an understanding of internal control relevant to the audit in order
to design audit procedures that are appropriate in the circumstances, but
not for the purpose of expressing an opinion on the effectiveness of the
company’s internal control.

> Evaluating the appropriateness of accounting policies used and the
reasonableness of accounting estimates and related disclosures made by
management.

> Concluding on the appropriateness of management’s use of the going
concern basis of accounting, and based on the audit evidence obtained,
whether a material uncertainty exists related fo events or conditions that
may cast significant doubt on the company’s ability to continue as a going
concern. If we conclude that a material uncertainty exists, we are required
to draw aftention in our auditor’s report to the related disclosures in the
financial statements or, if such disclosures are inadequate, to modify our
opinion. Our conclusions are based on the audit evidence obtained up to
the date of our auditor’s report. However, future events or conditions may
cause the company fo cease fo confinue as a going concern.

> Evaluating the overall presentation, structure and content of the financial
statements, including the disclosures.

> Evaluating whether the financial statements represent the underlying
fransactions and events in a manner that achieves fair presentation.

Our main procedures o obtain limited assurance about the sustainability

information in the selected chapters and annexes included the following:

> Performing an external environment analysis and obtaining an
understanding of the sector, relevant social themes and issues and the
characteristics of the organization.

> Evaluating the appropriateness of the reporting policy and its consistent
application, including the evaluation of the results of the stakeholders’
dialogue and the reasonableness of management’s estimates.

> Evaluating the design and implementation of the systems and processes for
data gathering and processing of sustainability information as presented in
the Report.

> Interviews with management and relevant staff at corporate and local levels
responsible for the sustainability strategy, policies and performance.

> Interviews with relevant staff responsible for providing the sustainability
information in the Report, carrying out internal control procedures on the
data and the consolidation of the data in the Report.

> Selected site visits to review the source data and the design and
implementation of controls and validation procedures at local level.

> Evaluating internal and external documentation, in addition fo interviews,
to determine whether the sustainability information in the Report is
adequately substantiated.

> Performing analytical review of the data and frend explanations submitted
for consolidation at group level.

> Assessing the consistency between the sustainability information and the
information in the Report not in scope for our assurance engagements.

> Assessing whether the sustainability information has been prepared ‘in
accordance’ with the GRI Standards (‘comprehensive’ option).

In addition to the procedures mentioned above, for CO2 emission data 2016

(Scope 1and 2) of own operations in the Netherlands and the underlying

energy data we performed following to obtain reasonable assurance:

> Assessing the systems and processes for data gathering, including festing
the design, existence and the operating effectiveness of the relevant
internal controls during the reporting year.

> Conducting analytical procedures and substantive testing procedures on
the relevant data.

> Assessing the processing of other information, such as the aggregation
process of data into the information as presented in the sustainability
information.

> Investigating infernal and external documentation fo determine whether
the sustainability information in the Report is reliable.

We have read the other information. Based on our knowledge and understanding obtained through our audit of the financial statements or otherwise, we have
considered whether the other information contains material misstatements. By performing these procedures, we comply with the requirements of Part 9 of
Book 2 of the Dutch Civil Code and the Dutch Standard 720. The scope of the procedures performed on the other information is less than the scope of those

performed in our audit of the financial statements.

We communicate with the Supervisory Board regarding, among other matters, the planned scope and timing of the assurance procedures and significant
findings, including any significant findings in internal control that we identify during our assurance procedures.

Because we are ultimately responsible for the opinion, we are also responsible for directing, supervising and performing the group audit. In this respect we have
determined the nature and extent of the audit procedures fo be carried out for group entities. Decisive were the size and/or the risk profile of the group entities or
operations. On this basis, we selected group entities for which an audit or review had to be carried out on the complete set of financial information or specific items.

We provide the Supervisory Board with a statement that we have complied with relevant ethical requirements regarding independence, and to communicate
with them all relationships and other matters that may reasonably be thought to bear on our independence, and where applicable, related safeguards.

From the matters communicated with the Supervisory Board, we determine those matters that were of most significance in the audit of the financial statements,
the review of the sustainability information in scope and the audit of the CO: emission data 2016 (Scope 1and 2) of own operations in the Netherlands and the
underlying energy data of the current period and are therefore the key audit & assurance matters. We describe these matters in our combined independent
auditor’s report unless law or regulation precludes public disclosure about the matter or when, in extremely rare circumstances, not communicating the matter

is in the public interest.
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Alternative performance measures

In the discussion of KPN’s financial results, a number of
alternative performance measures (non-GAAP figures) are
used to provide readers with additional financial information,
that is regularly reviewed by management. These non-GAAP
figures should not be viewed as a substitute for KPN's financial
results as determined in accordance with IFRS, which are
presented in KPN's Financial Statements. Also, the additional
information presented is not uniformly defined by all
companies, including KPN's peers. Therefore, the non-GAAP
figures presented may not be comparable with similarly named
numbers and disclosures by other companies. In addition,
readers should be aware that certain information presented

is derived from amounts determined under IFRS, but is not in
itself an expressly defined GAAP measure. Such non-GAAP
measures should not be viewed in isolation or as an alternative
o an equivalent GAAP measure.

KPN’s management considers these non-GAAP figures,
combined with GAAP performance measures and in
conjunction with each other, most appropriate to measure the
performance of the Group and its Segments. The non-GAAP
figures are used by management for planning, reporting
(internal and external) and incentive purposes.

KPN's main non-GAAP figures are explained below.

EBITDA

KPN defines EBITDA as operating result before depreciation
(including impairments) of PP&E and amortization (including
impairments) of intangible assets. Note that KPN’s definition of
EBITDA deviates from the literal definition of earnings before
interest, taxes, depreciation and amortization and should not
be considered in isolation or as a substitute for analyses of the
results as reported under IFRS as adopted by the European
Union.

Amounts in millions of EUR 2016 2015
Total revenues and other income 6,806 7,008
Cost of goods & services 2131 2,209
Personnel expenses 1175 1,260
Other operating expenses 554 680
Total operating expenses 4,377 4,684
EBITDA 2,429 2,324
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Adjusted revenues and adjusted EBITDA

Adjusted revenues and adjusted EBITDA, fogether also
referred to as the adjusted results, are derived from revenues
(including other income) and EBITDA, respectively, and are
adjusted for the impact of restructuring costs and incidentals.
Incidentals are non-recurring transactions which are not
directly related to day-to-day operational activities over EUR
5 million unless significant for the specific reportable segment.

Our organization

Report by the

Supervisory Board

Financial Statements

Appendices
> Appendix 1.
Alternative performance measures

The following table shows the key items between reported and adjusted revenues for the full year.

Revenues

FY 2016 FY 2016 FY 2015 FY 2015 A y-on-y A y-on-y
(in millions of EUR) reported Incidentals adjusted reported Incidentals adjusted reported adjusted
Consumer 3139 = 3139 3,095 - 3,095 14% 14%
Business 2,303 = 2,303 2,482 -10 2,492 -72% -7.6%
Wholesale 763 26 737 730 - 730 4.5% 1.0%
Network, Operations & IT 17 = 17 16 - 16 6.3% 6.3%
Other (incl. eliminations) -170 = -170 -161 - -161 5.6% 5.6%
The Netherlands 6,052 26 6,026 6,162 -10 6,172 -1.8% -2.4%
iBasis 867 = 867 920 - 920 -5.8% -5.8%
Other activities 4 - 4 35 - 35 -89% -89%
Intercompany revenues -7 = -7 -109 - -109 73% 73%
KPN Group 6,806 26 6,780 7,008 -10 7,018 -2.9% -3.4%
The following table specifies the revenue incidentals in more detail:
Revenue incidentals (in millions of EUR) Segment FY 2016 FY 2015
Revenue-related provision Business = -10
Change in revenue-related provisions Wholesale 26 -
KPN Group 26 -10
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The following table shows the key items between reported and adjusted EBITDA for the full year.

Group performance

Our organization Report by the

Supervisory Board

Simplification savings or Simplification program
KPN'’s Simplification program is directed at realizing
run-rate savings in both capital expenditures and operating

Financial Statements Appendices
> Appendix 1.

Alternative performance measures

excluding restructuring costs, incidentals and major changes
in the composition of the Group (acquisitions and disposals).
The calculation of the Net Debt/EBITDA ratio is provided in

EBITDA expenses (opex). The Simplification program is aimed at Note 28 of the Financial Statements.
innovation Capex and the operating expense categories
FY 2016 Restruc-  FY2016  FY 2015 Restruc-  FY2015  Ay-on-y  Ay-on-y Personnel expenses, Information Technolqu / Technical
(in millions of EUR) reported Incidentals turing  adjusted  reported Incidentals turing  adjusted  reported  adjusted Infrastructure expenses and Other operating expenses,
excluding restructuring costs and incidentals. Through
consumer 1,871 -8 -13 1,892 1797 - 12 1,809 41% L.6% its nature the program will also result in a reduction of

(contribution margin) h . L
FTE’s. The base-line for measurement of the Simplification

Business _ 1382 1% . 1382 1468 1 36 1515 59% 88% savings is Capex and operating expense levels at the
(contribution margin) end of 2013. The base-line is adjusted for major changes

Wholesale in the composition of the Group in the years 2014-2016

e ) 536 26 - 510 495 - 3 498 8.3% 24% e ) e !
(contribution margin) (acquisitions and disposals). KPN finalized the first wave
i of the Simplification program in Q4 2016, realizing opex
Network, Operafions & IT 1143 - 19 124 1787 6 16 177 37% -4.5% P Prog ‘ gop
(cost center) and Capex run-rate savings of approximately EUR 460
) S million and 2,072 FTE reductions since the end of 2013.
Other (incl. eliminations) 244 - 5 -249 =272 - -8 264 -10% -57%
The Netherlands 2,402 £9) -4 2,411 2,301 -5 75 2,381 4.4% 1.3% Free Cash Flow (‘FCF’)
FCF is defined as cash flow from confinuing operating
activities plus proceeds from disposals of PP&E, minus
capital expenditures (Capex), being investments in PP&E
iBasis 23 - - 23 23 - - 23 0.0% 0.0%
and software.
A ts in milli f EUR 201 201
Other activities 4 1% 4 -6 - 10 25 15 n.m. n.m. mounts in millions of EU o1 o1
Net cash flow provided by operating 1924 1996
KPN Group 2,429 46 -45 2,428 2,324 5 -100 2,619 4.5% 0.4% activities from continuing operations z ’
Capex -1193 -1,300
Proceeds from real estate 10 2
The following table specifies the EBITDA incidentals in more detail:
Free cash flow from continuing operations 711 698
EBITDA incidentals (in millions of EUR) Segment FY 2016 FY 2015
Change of provision Consumer -8 - Operating free cash flow
Operating free cash flow is defined as adjusted EBITDA minus
Change of provisions Business 14 -1 Capex.
Changes in revenue-related provisions Business - -10
Amounts in millions of EUR 2016 2015
Changes in revenue-related provisions Wholesale 26 -
Adjusted EBITDA 2,428 2,419
Release of asset retirement obligation Network, Operations & IT - 6
Capex -1193 -1,300
Release of pension provision Ofther activities 14 -
Operating free cash flow 1,235 1,19
Release of provisions Other activities - 10
KPN Group 46 5
Net Debt / EBITDA ratio

In the Net Debt / EBITDA ratio, KPN defines Net Debt as

the nominal value of interest bearing financial liabilities
excluding derivatives and related collateral, representing the
net repayment obligations in Euro, taking into account 50% of
the nominal value of the hybrid capital instruments, less net
cash and short-term investments. The EBITDA in this context
is Normalized EBITDA, a 12-month rolling total EBITDA
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Appendix 2. Overview of CSR targets
and achievements
Theme/KPI Target 2016 Result 2016 Result 2015 Result 2014 Target 2017 Target 2018 and beyond Related Sustainable Development Goal
Transparent and reliable service provider
NPS NL 8 6 3 -3 9 >15in 2020 Industry, Innovation & Infrastructure
NPS Consumer Mobile 12 10 9 2 13 Industry, Innovation & Infrastructure
NPS Consumer Residential 12 10 9 2 13 Industry, Innovation & Infrastructure
NPS Business 0 -3 -10 -13 0 Industry, Innovation & Infrastructure
Best in class networks
Weighted downtime reduction -30% +55%! -61% n/a -30% Industry, Innovation & Infrastructure
%Households with possibility for more than 100 Mb 85% 75% 68% 4 million 78-80% 85% in 2020 Industry, Innovation & Infrastructure
connection
The average 4G download speed n/a 51 Mbps 50 Mbps in cities n/a 40 Mbps Industry, Innovation & Infrastructure
Healthcare of the Future

Self-reliance for ~160.000
# of elderly facilitated to live independently 14,000 1,317 n/a n/a 15,500 end-users in 2020 with smart Good Health and Wellbeing

moniforing services

In 2020 significant contribution
# of |!| people facilitated with self-measurement 14,000 12,245 n/a n/a 17500 to decr(easmg‘heal'rhca.re cosT§ Good Health and Wellbeing
solutions of cardiac patients by innovative

ECG-measurements
% of chronically il children provided with a KPN 100% 100% 837 540 100% 100% in 2018 Good Health and Wellbeing
Klasgenoot
The New Way of Living & Working
% of KPN employees in the Netherlands who feel they g, 82% 80% 78% 90% 90% in 2018 Decent Work and Economic Growth
can work in line with The New Way of Living & Working
Growih in the Nefherlands of fhe use of services that 25% compared with 2015 33% compared with 2015 39% compared with 2014 43% compared with 2013 40% compared with 2016 Sustainable Cities and Communities

make The New Way of Living & Working possible
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Theme/KPI Target 2016 Result 2016 Result 2015 Result 2014 Target 2017 Target 2018 and beyond Related Sustainable Development Goal
Energy efficient
Energy savings by customers as % of KPN Group’s own 80% 54% 49% 47% 55% >80% in 2020 Climate Action
use (energy reduction effect of KPN products/services
for customers)?
Circular operations and services Formulate O-situation and Scope and targets 2017 /2025 First steps towards circular n/a Completion of circularity manifest New equipment in networks, Climate Action
define smart targets defined operations with 3 major partners / vendors offices and for KPN owned
(cradle fo cradle) representing substantial amount devices close to 100% circular as
of spend. from 2025. For customer owned
equipment a circular alternative
will be available.
% reduction of energy consumption KPN Group 19% 20% 18% 7% 21% 25% in 2020 Climate Action
compared with 2010 55% in 2030
Climate neutral own operations stay climate neutral climate neutral for own climate neutral for own Stay climate Neutral Climate neutral until 2050: from Climate Action
operations operations 2030 without compensations for
car-fuels (science based target)
CO, reduction in the chain (Scope 3) n/a 12% compared with 2014 n/a n/a roadmap reducing Scope3 20% reduction emissions in 2025 Climate Action
emissions compared to 2014
50% reduction scope 3 emissions
in 2040 compared to 2014
(science based target)
Privacy & Security
% of Dutch people that believe their data is safe with KPN 71% 70% 73% 69% 70% 70% until 2020
KPN Privacystatement accessible for the blind, visually n/a n/a n/a n/a n/a May 2018 Reduced Inequalities
impaired, deaf and hearing impaired and can be
accessed on mobile devices
Our people
The year in which the 30%
Overall % of women at KPN in the Netherlands 30% 24% 25% 24% 25% ambition must be reached will be Gender Equality

decided in 2017,

Employee survey score on Engagement and Sustainable
employability (Fit for the Future)

Engagement > 75%
Sustainable employability/Fit
for the future: > 65%

Engagement >77%
Sustainable employability/Fit
for the future: > 58%

1 Overall engagement: 77%
2) Working environment: 59%
3) Strategy & Leadership: 51%

Engagement: 70%
Sustainable employability: 56%

Engagement: 75%

Engagement: >75% in 2018

Decent Work & Economic Growth

Sustainable employability: % of employees with a new 82% 87% 83% ~80% 82% >80% in 2018 Quality Education

job < 1year after leaving KPN

Suppliers

% realized improvements on corrective action plans 50% 77% 58% n/a 60% 70% in 2018 Partnerships for the Goals/Responsible

Production and Consumption

1 In 2016, we had 55% more downtime than in 2015, mainly due fo delays in getting our technical experts on site because of bugs in our own resource planning

system.

2 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. Read more about this on p.51
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Appendix 3. Scope, reporting process and
materiality determination

Scope sustainability information

The purpose of the sustainability information in our Integrated
Report (including the GRI index and social and environmental
figures appendices as published on our website), covering
the calendar year 2016, is to inform our stakeholders about
our role in society, in connection with our main strategic
objectives and targets. We regard as stakeholders all people
and organizations affected by our operations or with whom
we maintain a relationship, such as customers, employees,
shareholders, banks, suppliers, journalists, partners and social
organizations. For more information on our stakeholder
approach for specific stakeholder groups, see Appendix 9,
Stakeholder overview.

The scope of the sustainability information in this report, GRI
index and social and environmental figures (appendices)
covers the KPN Group including subsidiaries in which KPN has
a majority shareholding. The scope has not changed compared
with last year’s report. Unless stated otherwise, references

to KPN should be read as referring to the KPN Group. In this
report (including the GRI index and social and environmental
appendices published on our website), KPN the Netherlands
refers to all the activities of the KPN Group in the Netherlands.
Outside the Netherlands, our divisions are iBasis and Ortel
Mobile. For our non-financial information, we include new
acquisitions in our report as of the first full year of ownership.
Non-financial information for divestments that occurred during
the reporting year is excluded for the full year. The data in

this report refers to KPN's performance and not to that of our
subcontractors, unless stated otherwise. The full scope of the
financial information is reported in the Consolidated Financial
Statements (page 89 to 165).

This report specifically reviews developments and
performance in 2016 and is based on topics idenfified as
highly material for KPN. Aspects of a more static nature (such
as our management approaches to our CSR themes and our
stakeholders) or with less reporting priority (such as our
impact on biodiversity and the list of external memberships)
are included in the GRI index www.kpn.com/annualreport or
reported on http://corporate.kpn.com/dutch-society.htm.

Reporting process sustainability information

The Integrated Report is published on February 23, 2017.

We have prepared this report in line with the International
Integrated Reporting Council (IIRC) Integrated Reporting
(IR) framework. For the sustainability information included in
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this report we followed the Global Reporting Initiative (GRD
Standards - Option Comprehensive. In anfticipation of national
implementation of the EU Directive Non-Financial Reporting,
we have considered the key elements of the Directive. We
already address most of the elements to be in compliance with
the new Directive and are working on the other elements.

The Option - Comprehensive of the GRI Standards means

that KPN reports on all general standard disclosures and all
specific standard disclosures related to identified material
topics. The process for defining the material topics and report
content, as well as the list of material topics, is described in the
materiality determination (see ‘materiality determination’in
this Appendix). The results of this assessment (list of material
topics for KPN, including their reporting priority) determine
which GRI indicators are set out in the Integrated Report and
which indicators are featured only on our website or in our GRI
index. The overview can be found in the GRI index in appendix
8, GRI index. In addition to these GRI Standards, KPN has
included the pilot version of the Telecommunications Sector
Supplement, as published by GRI'in 2003, in determining
material disclosures, resulting in five additional topics and
indicators in the GRI Index. For one highly material topic,
customer loyalty, KPN uses and reports bespoke performance
indicators, as outlined in the GRI Index.

The GRI Index specifies the aspect boundaries and omitted
indicators where relevant (including clarifications). In the
Integrated Report, there are no departures of any significance
from the GRI standard disclosures. This report shows the
performance indicators applicable to the KPN Group. Where
relevant, the appendices contain specified data per KPN
business unit: KPN the Netherlands and other subsidiaries

of the KPN Group. Where available and relevant, the report
includes data for previous years. Quantitative data concerning
the workforce and financial results set out in this report has
been collected using our financial data management system.
The remaining data set out in this report has been collected
using a standardized questionnaire that was completed

by the responsible KPN business units. The Internal Audit
and Corporate Control departments used consistency and
availability of supporting evidence as the basis for their
assessment of the data reported at group level. Validation
criteria set out in advance were also used to assess the data.

External Assurance

In order to provide our stakeholders comfort over the reliability
of our reporting, we engaged EY to perform an assurance
engagement with the aim of obtaining reasonable assurance
on COz emission data 2016 (Scope 1and 2) of KPNs own

Our organization Report by the
Supervisory Board

operations in the Netherlands and the underlying energy data
as disclosed in Appendix 7 and limited assurance on other
sustainability information as disclosed in KPN at a Glance,
Group Performance (excluding paragraph Compliance &
Risk), Our organization and suppliers (excluding paragraph
Corporate governance) and Appendix 2, Overview of CSR
targets and achievements; Appendix 3, Scope, reporting
process and materiality determination; Appendix 4, Glossary;
Appendix 5, KPN Business Model; Appendix 6, Social figures;
Appendix 7, Environmental figures (this includes CO2
emissions scope 3); Appendix 8, GRI Content Index

and Appendix 9, Stakeholder overview. Appendices 5-9

to the Integrated Annual Report are only included on
www.kpn.com/annualreport. The references in the
sustainability information in the Integrated Annual Report
(www.kpn.com, external websites, interviews and movies on
KPN’'s website and other documents) are outside the scope
of the assurance engagement.

The key social and environmental figures, which are available
in the appendices 6 and 7 on www.kpn.com/annualreport,

are also part of this report. Partly, they provide more detailed
numbers on key figures that reflect on highly material topics
within the report (such as COz-emissions and electricity
consumption).

The report contains prospective information, such as
ambitions, strategy, targets, expectations and projections.
Inherent to this information is that actual future results may
be different from the prospective information and therefore it
may be uncertain. Therefore, the assumptions and feasibility
of this prospective information is not covered by the external
assurance.

Changes compared to 2015

In 2015, we reported on 30 material topics. During 2016 we
brought more focus, by assessing which topics matter most
to KPN and our stakeholders (see for more information on
the change of material topics the materiality determination
in this Appendix). This resulted in a ‘core & more’ approach.
The report is built around our nine highly material topics
(the core), with more information about the less material
topics in Appendices to the report or online on the KPN
Integrated Report website. Other changes that were made
compared to 2015:

> Infroduction of the chapter ‘Our Purpose’ to emphasize the
Why of KPN

> Next step in the SWOT analysis, focusing on more specific
frends and more information on the way we act on them

> A descriptive note on the value we create

> A shorter and more condensed remuneration report

> Introduction of a quantified value proposition

> A clear connection to the Sustainable Development Goals
wherever applicable

Financial Statements Appendices
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process and materiality
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In 2016, we chose to discontinue two CSR KPIs as of
2017. Those KPIs will no longer be included in our set as
communicated in Appendix 2. These KPlIs are:

Best-in-class networks:

>% of the Netherlands that agree that KPN has the
best ICT Infra

Privacy & Security:

> % customers opted-in for using their traffic data for
commercial, operational and customer service goals

The main reasons are changes in strategy.

Reporting ambitions

>KPN adheres to several reporting benchmarks, like the Dow
Jones Sustainability Index (DJSI) and the Transparency
Benchmark. By doing this, we keep improving our
performance and our way of reporting by comparing it with
that of peers and expectations from the industry and other
stakeholders. Our reporting ambitions for the following years
are: Keep reporting according to the IIRC framework and GRI
standards

> Keep reporting on the most material topics

>Report more on qualitative and quantitative value creation
for society

>Maintain a leading position in several benchmarks like the
Dow Jones Sustainability Index (DJSD and the Transparency
Benchmark
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Scoping and calculation methodologies
environmental figures

Calculation methodology avoided energy consumption
by ICT services

We improved the calculation tool to calculate the estimated
avoided energy consumption and avoided emissions from
using a number of our services using more accurate statistics
and during the update we also corrected an error in the
calculation. The results are presented on page 51 and in

Table 8 of Appendix 7, Environmental Figures. In scope in the
calculations are: Teleworking (enabled by KPN Connectivity),
KPN Audio Conferencing, KPN Colocation (Housing), KPN
Hosting, KPNiTV cloud solution, KPN Workstations (KPN
Werkplek), KPN Video Conferencing and Dematerialization of
DVDs, CDs and newspapers (enabled by KPN connectivity).
For teleworking, audio conferencing, KPN Werkplek and video
conferencing, the avoided energy consumption and carbon
emissions are primarily caused by avoided travel (by car or by
public transport). For colocation and hosting, the reduction is
caused by better cooling energy efficiency (PUE) of KPN data
centers compared with the average cooling energy efficiency
of server rooms at customers’ premises. In all calculations, the
rebound effects are also taken into account. For instance, when
working at home in the case of teleworking, extra electricity
and gas for heating are used. The calculations of the estimates
of the avoided energy consumption and avoided emissions
are validated by Ecofys, who supports KPN in developing and
improving the calculations. For each service, KPN volumes and
reference values are defined and with this data the estimated
avoided energy consumption and avoided carbon emissions
are calculated.

These KPN volumes and reference values are based on several

sources:

> Actual measurements (by KPN, by customers or other
sources)

> Publicly available data and statistics from governments,
research institutes, and secfor organizations (e.g. CBS, GeSl|,
ITU, CarbonTrust)

> External expertise from consultancy firms Scenario analyses
based on KPN'’s savings calculation tool

> Expert judgments (KPN product management and other
sources)

The service with the largest saving impact is Teleworking
enabled by KPN connectivity. This accounts for 79% of the
fotal estimated avoided energy consumption in 2016 (1,817
PJ) and 76% of the total avoided COze-emissions (146 kTon
CO2e). See Table 8 in Appendix 7 Environmental Figures.
The calculation is based on a large set of parameters. For
instance: the total number of teleworkers in the Netherlands,
the average commuting distance in the Netherlands, the
(average) number of days working from home and the KPN
marketshare in broadband connections. Most parameters are
based on publicly available statistics and reports from CBS'

2192

KPN at a glance Group performance

(Centraal Bureau voor de Statistiek of the Dutch government),
KiM?2 (Kennisinstituut voor Mobiliteitsbeleid - Ministery of
Infrastructure and Environment), TNO3? (Dutch organisation for
applied scientific research) and Telecompaper Research®.

For some parameters there are different values available,
sometimes also because of different measurement approaches.
The approach in those cases was to take the average between
the lowest reported value and the highest reported value

in reports and research. This was done for the following
parameters:

Number of telecommuters in 2016, the saved office space due
to teleworking and the extra energy consumption at home
when working at home (rebound effect). This approach gives a
stable and conservative approach and a more accurate figure.
Therefore we also restated the values for 2014 and 20715.

And at last the finally chosen parameter values were
compared with the values other telco’s use. E.g. the values
British Telecom uses are publicly available. And there are also
reports available by GeSI (Global e-Sustainability Initiative)
with carbon abatement factors in different countries. These
comparisons show that our parameter values are conservative
and will give credible figures of the estimated energy and
carbon emission savings by Teleworking.

For the saving calculations of Audioconferencing and

video conferencing the main input parameters is the

number of audio/video conferences in the reporting year.
And we determined the number of people attending a
meeting (average over all meetings) with our product-
management department and with customer interviews.

For videoconferencing the rebound effect of the electricity
consumption of the Video conferencing equipment is taken
info account

For the saving calculations of colocation (Housing) and
hosting services the main inputs are the EQY values of

the service volume (in MW), the PUE of the server rooms

at customers premises and the (average) PUE of KPN'’s
datacenters. For dematerialization of DVDs, CDs and
newspapers (enabled by KPN connectivity) the savings are
calculated by determining the amount of hard copy CDs, DVDs
and newspapers that have been replaced by digital media
(Spotify, Netflix, VoD, etc) and multiplying this with the energy
consumption included in the lifecycle of these products.

The avoided energy consumption for iTV is the result of the
lower electricity consumption of an iTV set-top box (STB)
without a hard drive. The recordings are not locally stored
but in the KPN Cloud. The rebound effect of the additional
electricity consumption for KPN (for storage, etc.) are taken
into account. The avoided energy consumption of KPN
Workstations has been calculated by multiplying the number
of customers using the service with the energy they can save
while working 10% of their fime on a tablet or smartphone
instead of on a laptop.

Our organization Report by the
Supervisory Board

Calculation and determination of reported emissions

In the Integrated Report, KPN reports the CO2-emissions

in chapter environmental performance and in Appendix

7. Reporting is done in accordance with the guidance and
standards of the Greenhouse Gas Protocol (e.g. GHG Protocol
scope 2 guidance GHG Corporate Value Chain (Scope 3)
Accounting and Reporting Standard) and the ISO 14064-1
standard. KPN uses the operational control approach when
reporting COz-emissions. Carbon dioxide (COz) is the most
relevant greenhouse gas to KPN. Where available, we have

Financial Statements Appendices
> Appendix 3. Scope, reporting
process and materiality
determination

taken CHx and N20 info consideration in our greenhouse gas
emissions information. We use the term ‘CO2-emissions’ to
refer to the greenhouse gas emissions reported on. These are
stated in CO2 equivalents. The scope 2 emissions are product
based and calculated based on the TTW (Tank fo WheeD
CO2-emissions factors for renewable electricity. For renewables
(wind, biomass, solar) the TTW-values are all zero. The CO»-
emissions of the WTT (Well to Tank) phase are accounted for
in our scope 3 emissions (category 3 — Fuel

and energy related activities).

Location / Level of Emissionfactor /
Scope CO2 Standard Scope Coverage Approach Market based Assurance Green energy
Scope 1 GHG Protocol KPN Group 99% of all KPN Operational Location based NL: Reasonable www.co2emissie
scope 1 Guidance business units control approach Non.NL: Limited  factoren.nl
and subsidiaries Tank fo Wheel
(opex/fte) Compensation:
Gold standard &
forest compen-
satfion
Scope 2 GHG Protocol KPN Group 99% of all KPN Operational Location based NL: Reasonable  www.coZemissie
scope 2 business units control approach Non.NL: Limited ~ factoren.nl
Guidance and subsidiaries Tank to Wheel
(opex/fte) 100% green
electricity
Scope 3 Cat: 1, GHG Protocol Netherlands excl.  98%. of all KPN Spend based : Market based Limited UK DEFRA 2014
2,5,9 scope 3 Guidance Reggefiber business units Environmentally
and subsidiaries  Extended Input
(opex/fte) Output data
(EEIO) approach
Scope 3 Cat 3,6, GHG Protocol Netherlands excl.  98%. of all KPN Operational Process based Limited Cat3: Well to Tank
7,11,13 scope 3 Guidance Reggefiber business units control approach www.co2emissie
and subsidiaries factoren.nl
(opex/fte)
Scope 3 Cat: 4,8, GHG Protocol Netherlands excl.  98%. of all KPN Not applicable Process based Limited Not applicable
10,12, 14,15 scope 3 Guidance Reggefiber business units for KPN
and subsidiaries
(opex/fte)

This is only applicable for biomass. The gross emissions
disclosed in table 5 of Appendix 7 are location based and
calculated with emissions factors of the Netherlands.

The KPN emissions report is subdivided as follows:

Scope 1 - Direct emissions due to:

> Fuel consumption of the lease vehicle fleet (employees’
passenger vehicles and commercial vehicles)

> Heating of buildings (gas)

> Consumption of coolants for air conditioning and/or cooling

> Fuel consumption of emergency power generators

Scope 2 - Indirect emissions due to:

> Electricity consumption of the fixed and mobile networks,
datacenters, offices and shops

> District heating

> District cooling

Scope 3 - Other indirect emissions due to:

>Emissions in our upstream value chain (during the
production phase of our products, services and equipment at
our suppliers)

>Emissions in our downstream value chain (during the use
phase including recycling and disposal of the products,
services and equipment).

Methodology Calculation scope 1 and 2 emissions

1. Activities

Emissions (CO2and HFCs) are calculated based on all the
activities of the KPN Group. Most of the energy (85%) relate to
activities that use electricity, 11% is related to the fuel for our
leased vehicles and 4% is related fo gas for heating. Energy
and fuels used for heating and/or cooling and for emergency
power cover only a minor part of our energy consumption and
our emissions. As virtually all the emissions are of COz, details
of this are given below. KPN reports on energy consumption,
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energy reduction programs and energy efficiency
improvement in the chapter Environmental Performance and
in Appendix 7.

2. Coverage

99% of all KPN business units and subsidiaries are covered
in the reported energy consumption and carbon emission
figures. This is based on the yearly performed assessment
in which (small) subsidiaries are assessed on basis of
materiality (operational expenditures < 1% of KPN total opex
and /or number of FTEs < 1% of KPN total FTEs. In tofal

the subsidiaries of which the environmental figures are not
reported are less than 1% of KPN's total opex and /or fotal
number of FTEs.

3. Emission factors

The CO2-emissions are calculated by multiplying the
consumption data for each activity by the CO2-emission
factors for each unit of consumption. These emission factors
are updated annually. The source for our scope 1Tand 2 CO»-
calculationfactors is the Dutch website CO.emissiefactoren.
nl>. This website is an initiative of the Dutch Ministry of
Infrastructure and Environment, Milieucentraal, Stichting
Klimaatvriendelijk Aanbesteden & Ondernemen (SKAO),
Stimular and Connekt. The website contains all necessary
actual CO»-calculationfactors.

4, Accuracy

The accuracy of the consumption data is a key factor in

the reliability of the CO2-emissions calculations. In the data
collection process, a number of factors affect the accuracy

of the collected data. In general, the data originating from
direct measurements and recordings, such as summaries from
energy and other suppliers and direct invoices, are the most
accurate. Data may also be estimated or calculated, using
assumptions and expert opinions.

As electricity providers estimate our electricity consumption
for a part of our network operations, and do not in all

cases perform a meter reading monthly, some uncertainty
exists about the accuracy and completeness of our energy
consumption. As this uncertainty cancels out over the years
once acfual meter readings are processed by our energy
suppliers, we use energy consumption data from invoices as a
basis o report our energy consumption and greenhouse gas
emissions. Since we are migrating to remotely readable meters
on all sites the accuracy is improving.

For the data collection and auditing, KPN uses several internal
audit measures to minimize the risk of incomplete and
incorrect reporting of consumption data.

Scope 3 emissions

Scope 3 emissions are calculated for KPN's operations in the
Netherlands and excluding Reggefiber so they cover 98% of
fte/opex. Of all 15 scope 3 categories six categories are not
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applicable; for the remaining 10 categories, the emissions have
been calculated for our operations in the Netherlands. See

for more information table 7 in Appendix 6, Environmental
Figures.

Spend based calculations:

Categories (Purchased goods and services (CAT1) and, Capital
goods (CAT2) Waste generated in operations (CAT5) and
Downstream Transportation and Distribution (CAT9) are
spend based calculated. These calculations are based on
procurement data (supplier spend) combined with emission
factors obtained from the Environmentally Extended Input
Output data (EEIO) approach. We use the most recent
available emission factors (g CO2 per GBP spend) published by
DEFRA. We convert the GBP values to Euros and take inflation
intfo account. We used the ISIC classification (Infernational
Standard Industrial Classification of All Economic Activities)
for the correct mapping of specific suppliers or supplier
categories to a category in the supply chain emission factors
list of DEFRA, when applicable. Emissions of transportation of
equipment , forward to customer and backward to KPN, are
accounted in the category Downstream transportation and
distribution. In this category, all our activities of our Logistic
Service Partners (LSPs) are accounted for.

Process based calculations:

Categories: CAT3 Fuel and energy related activities, CAT6
Business travel, CAT7 Employee commuting, CAT11 Use of sold
products, CAT13 Downstream leased assets. The calculations
are calculated ‘process based’, so based on acfual activity and
data.

For fuel based emissions we use the Well-totank (WTT)
emissions factors for the applicable sources. Per biomass

type we used the corresponding emission factor. Employee
commuting emissions were based on own research on average
commuting distance of KPN employees that are registered

to participate in the new way of working. Emissions for
downstream leased assets are based on total annual electricity
consumption of our installed equipment at the customer
premises (such as modems for internet access and set-top
boxes). This equipment remains the property of KPN and KPN
is also responsible for recollecting the equipment in the event
of swaps, defects or ending of the subscription.

For details of the individual scopes, we refer to the
environmental indicators in the 2016 GRI index in Appendix 8.

1 eg. CBS reports “Onderzoek verplaatsingen in Nederland 2015” and
“Werkzame Beroepsbevolking 2015”

2 eg.KiM report “Mobiliteitsbalans 2013”

3 Reports NAE 2015 “Nationale Arbeidsmarkt Enquete 2015” (research of
TNO together with CBS)

4 Telecompaper research report Dutch Broadband Q3 2016

5 http://co2emissiefactoren.nl/
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Other calculation methodologies

RepTrak

RepTrak is developed by the Reputation Institute and is used
as a method fo calculate the reputation score of companies
worldwide. The RepTrak methodology measures also the
drivers of reputation and the consequences for supportive
behaviour. Reputation Institute’s policy is to adjust all
RepTrak scores by standardizing them against the aggregate
distribution of all scores obtained from the RI's Annual Global
RepTrak Pulse. Standardization has the effect of lowering
scores in countries that tend to over-rate companies, and has
the effect of raising scores for companies in countries that
tend fo rate companies more negatively.

All RepTrak scores are culturally standardized. This means that
all RepTrak results are comparable across countries, industries
and over time. Every month the progress on the key attributes
that stimulate reputation and supportive behavior is measured.
The results are based on a minimum of 300 respondents

per company each quarter. The data collection method is an
online interview of 20 minutes. The qualified respondents has
to be familiar or very familiar with the company. Per January

1, 2011 Reputation Institute started using an updated cultural
bias adjustment procedure whereby the cultural adjustment
analysis was rebased based on the latest reputation scores.
Because KPN was already in the midst of the process of
setting KPIs, KPN requested Reputation Institute to report
KPN'’s reputation scores using the ‘old’ cultural bias adjustment
analysis. Hence, this report shows ‘unrebased’ reputation
scores for KPN. KPN yearly reports the December score in the
Integrated Report.

Net Promoter Score (NPS)

We use NPS as the leading indicator fo measure customer
loyalty. The NPS results included in this report are calculated
and provided by a leading market research company in the
Netherlands.

NPS is based on direct customer input, with the key question
whether a customer would recommend KPN to someone else.
Depending on the score they give, the customer is classified
as a ‘promoter’ or ‘critic. The NPS is calculated by subtracting
the percentage of ‘critics’ from the percentage of ‘promoters’.
The result is displayed as an absolute number instead of a
percentage, within a range of -100 to +100.

In this report all NPS results refer to Q4 of the respective
year, based on a 3-month rolling average (Dec-16 is based on
Oct-16, Nov-16 and Dec-16). The NPS Consumer Residential,
NPS Consumer Mobile and NPS Business reflect a weighted
average based on sales. The main score, NPS NL, is the
average of the three segment NPS scores.

True Value
For the first time in 2016, we initiated a study to identify,
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measure and monetize the wider environmental, social and
economic impacts of NWLW at KPN The Netherlands over
2075. The external developed, proprietary methodology used
is based on calculating value created for society by identifying
an organization’s most significant externalities. A framework
is used fo classify externalities as social or environmental and
as either positive (bringing benefits to society) or negative
(imposing costs on society). To express externalities in
financial terms, a range of financial modeling tools, techniques
and data sources is used.

100 Mbps access

The KPI ‘%Households with possibility for more than 100 Mb
connection’ applies to households with the possibility fo get
access fo infernet speeds of minimal 100 Mbit per second. The
reported percentage is calculated by dividing the number of
households to whom this applies to by the total number of
households in the Netherlands.

The download speed that we measure is the speed that our
network operator is able to deliver to the service provider. The
KPI'is measured monthly. In this report the results are based
on the situation in December 2016.

This KPI was introduced in 2014. In 2014 we published the
actual number of households, in 2015 both the number and
the percentage and from 2016 we only disclose the percentage
of households.

This KPI is a successor of the KPI % Households with
possibility for more than 40 Mb connections. During all the
years that we published those KPIs, we always published
December figures.

Materiality determination

> Step 1:
Determine impact

Relevant fopics

> Step 2:
Determine priority

The annual materiality assessment is the basis for determining
the report content and is performed before the Integrated
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Report is compiled. The assessment is approved by the Board
of Management. The process consists of three steps:

Step 1: Identification of relevant aspects and other topics
The goal of the first step is to create a gross overview of
relevant CSR topics. In this process, KPN annually updates a
comprehensive list of topics based on GRI guidelines and the
pilot version of the Telecommunication Sector Supplement,
as published by GRI in 2003. Where relevant, missing topics
are added, including topics identified during media scans and
stakeholder dialogues. Following the update of the list, KPN
assesses the relevance of each of the topics. Relevant topics
are those on which KPN has or can have an impact (inside
the organization and in the value chain or society). This
is determined based on stakeholder input and KPN's
own experience. The oufcome is an overview of all relevant
fopics. In 2015, we already updated the relevant topics.
This resulted in less topics and a change in naming topics.
We went from 52 to 30 topics. In 2016, we again looked at the
relevant fopics and adjusted them by looking at significance
to KPN, stakeholders or the value chain. The change resulted
in fopics that are most relevant to KPN and its business. This
is done in line with stakeholder expectations and the GRI as a
basis. The most important changes are:
>From 30 to 21 relevant fopics
> A lot of topics are combined, because of strong links and
similar goals:
> Compliance, anti-corruption and anti-competitive
behavior: Compliance & Risk
> Sustainable employment, training & education and health
& safety of employees: Sustainable employment
> Energy use operafions, emissions operations, water use,
material use operations and e-waste: Environmental
performance
> Indirect economic impact and impact of products and
services on social and environmental issues: Impact of
products and services

Step 2: Determining reporting priority

The second step aims to assess the reporting priority of all
relevant fopics, which is presented graphically and used not only
to determine the contents of the Infegrated Report but also as
input to determine our (CSR) strategy, policies and approach.

KPN determines the reporting priority by reviewing all

relevant fopics on: (1) significance of the fopic for KPN and

(2 significance of the topic for key stakeholders. This review

is performed using nine criteria, which are relevant to KPN

and based on GRI. The priority determination is done by the

following process:

To determine the significance for stakeholders of each topic in

2016 we used the following steps:

> Desk research based on several external research, media
scans, and other relevant documents.

> Comparison with peers
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> Average of outcomes and biggest differences compared with
2015 taken into account for 2016 assessment

To determine the significance for KPN of each topic in 2016,

we used the following steps:

> Internal sessions held with employees from different sections
of KPN

> Rankings determined by the same employees and discussed
during sessions

> Taken into account the strategy, mission and vision of KPN

> Average of rankings and biggest differences compared with
2015 taken into account for 2016 assessment

The result of this second step is an overview of all material

topics for KPN, which is supported by current stakeholder

expectations. The materiality chart combines the two

aspects schematically. The combination of the horizontal

axis (significance to KPN) and the vertical axis (significance

to stakeholders) determines the degree of influence that

the fopic has on our reputation and therefore the reporting

priority.

KPN divides the results into three categories:
> Highly material topics: we aim to fulfill a leading role on these
topics and translate them info our core CSR themes and
additional themes. Our Integrated Annual report is largely
based on these topics.
> Medium material topics: we want to demonstrate our social
responsibility regarding these topics. We report on them in our
GRI index, additional policy documents and/or on our website.
> Low material topics: these are topics we monitor, but do not
report on.
Our materiality determination is based on the complete list of
general and sector-specific aspects provided by GRI. As said,
we translated the list into topics relevant for KPN. In order to
see where the aspect can be found and which GRI aspects are
translated intfo KPN topics, please see the cross-reference on
the next page. For our high material topics, we made a cross-
reference with our strategic choices and KPIs. The fopics that
do not correspond with a strategic choice, are highly material
for our reporting process.

Changes in priority compared to 2015:

>Sustainable Employment and Sustainable Suppliers: from
high to medium

> Participation in public policy development: from low to
medium

> Fair marketing communications: from low fo medium

> Diversity and equal opportunity: from high to medium

Step 3: Implementation

Based on the priority outcomes of the materiality
determination (approved by the BoM), we determine the
topics to be addressed in the report, including the scope
and aspect boundaries of all material topics. Business
units are informed on new and altered topics to be acted
and reported on, to prepare reporting systems, enhance

Our organization Report by the
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internal mechanisms, develop reporting definitions and,
where relevant, targets. Timelines are developed and new/
altered topics are included in the relevant reporting process
mechanisms (financial/HR data management systems or CSR
questionnaires).

Materiality assesment
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Highly material fopics

Direct economic value

Privacy & Security

Customer loyalty

Quality and reliability of network
Environmental performance
Innovation and investments
Impact of products and services
Remuneration

Compliance & Risk

0 ®NO U NN

Medium material topics

10. Tax policy

11. Sustainable Employment

12. Sustainable suppliers

12. Digital inclusion

4. Diversity and Equal Opportunity
15. Non-Discrimination

16. Community investment

17. Fair marketing communications
18. Electromagnetic fields/radiation
19. Participation in public policy development

Low material fopics
20. Internal human rights issues
21. Biodiversity

Low material topics Medium material topics

Significance to KPN

Highly material topics

>197



























@ﬂ(pn

Koninklijke KPN N.V.
Maanplein 55

2516 CK Den Haag
Nederland

Postbus 30000
2500 GA Den Haag
Nederland

www.kpn.com



