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ABOUT THIS REPORT

National Pension Service (NPS] publishes Social Responsibility Management Report to share its CSR activity,
performance, and future plan with key stakeholders since 2012. This report is the sixth issue and focuses on

issues that stakeholders concern and their opinion.

Reporting Principle
This report is prepared in accordance with G4 Guidelines, UN Global Compact, and I1SO 26000. All require-
ments for Core Option of general standard disclosure is reported, and the report contains DMA (Disclosures

on Management Approach) and more than one index for key issues derived from materiality test

Reporting Period and Boundary

The report highlights NPS's social responsibility activity and performance for 2016 (January 1 to December
31,2016). As for important issues, this report includes data as recent as November 2017. The report also pro-
vides trends in time series utilizing data from the three most recent fiscal year for quantitative performance.

For the reporting boundary, the report focuses on NPS's domestic business sites as well as its subsidiaries.

Third Party Assurance

For the validity of reporting process and reliability of data, the third party assurance was carried out. The

result can be found in appendix.

Inquiry
If there are further questions or needs of additional information, please contact us. More detailed data is

available at NPS website (http://www.nps.or.kr).

Department. Planning Division, Social Responsibility Management Department Tel. 063-713-5314

Address. 180, Giji-ro, Deokjin-gu, Jeonju-si, Jeollabuk-do, Korea E-mail. david1228(@nps.or.kr

‘ This report is produced in interactive PDF format, and you can move to relevant pages within this report or go to related web pages.
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CEO Message

The NPS will regain public trust and promote
social values to be reborn as a
‘National Pension Scheme Fully Trusted by the Public’

Guarantee income after retirement

The national pension scheme is a social security system, which was established in 1988 to ensure a stable income after retirement
for Korean people. Over 30 years since its establishment, the national pension has grown into a world-class welfare system of 21.83
million subscribers and 4.15 million recipients. The NPS is a ‘comprehensive welfare service institution” that provides support and
pension benefits for subscribers, welfare services for the disabled, and basic pension services. The corporation will fulfill its role as

a key organization in the social welfare of Korea, which has already entered into an aging society.

Pursue stable fund management

The NPS is the third-largest public pension fund in the world with reserves of KRW 558.3 trillion. Despite the adverse investment
environments expected, including slowing growth at home and rising interest rates in the U.S, the NPS will continue the diversifica-
tion of investments, such as expansion of overseas investment, to increase the ROl while advancing the risk management capabil-
ities and strengthening the competitiveness in investment support to improve the stability of fund management. Also, the NPS will
introduce Stewardship Code to live up to the expectations for its social responsibility and role, and conduct study on the exercise of

shareholders’ rights based on the principles of socially responsible investment.

Serving as a comprehensive welfare service provider for the public, the NPS also strives to create bigger social values by emerging

as a ‘Happy Community That Builds a Warm-hearted Society’ in return for people’s love and support.

The NPS will make efforts to create social values not only in corporation management but also in key businesses such as pension
scheme, fund management, and welfare service provision. The NPS will strive to become a ‘national pension scheme fully trusted

by the public’ by contributing to the happier life of Korean people with pension benefits and welfare services.

| look forward to your continuous support in the future.

Thank you.

December 2017. 7] A A
Chairman & CEO of National Pension Service, Sung Joo Kim 2 U T
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NPS
Overview

The NPS was established in September 1987 for the purpose of enhancing the welfare and cre-

ating a stable livelihood for its contributing members by providing pension benefits for old age,

disability, and death. As of the end of 2016, we are providing pension service to 21.83 million

insured and 4.15 million beneficiaries, and managing a fund of KRW 558.3 trillion.

As of December 2016

Name of organization

National Pension Service

Establishment

September 1987

Location

180, Giji-ro, Deokjin-gu, Jeonju-si, Jeollabuk-do, Korea

National Pension Fund

About KRW 558.3 trillion

Number of employees 5,668

Organization

Headquarters: 12 departments, 2 centers, NPS Fund Investment Office,

Compliance Officer, National Pension Research Institute, IT Planning

Regional offices: 7 regional headquarters, 107 branches

Overseas: New York office, London office. Singapore office

Key Businesses of the NPS

The NPS is a ‘Comprehensive Welfare Service Institution” covering all major social security ar-

eas: providing pension benefits to stabilize national life, managing the basic pension to support

the livelihood of senior citizens, offering welfare services including preparation for old age, and

support for the activities of the disabled.
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Managing
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Fund
management

SSr
o

Pension
benefit

* Manages and maintains the records of the
insured

* Imposes pension premiums
* Issues certificates

* The 'Durunuri’ social insurance subsidy
program

* Excutes national pension fund management
policy

* Manages domestic and overseas equities,
fixed incomes, and alternative assets

* Employs a transparent fund and accounting
management system

* Proper disclosure of management perfor-
mance

* Pays pension benefits and provides lump-
sum payments

* Provides a claim guide for possible bene-
ficiaries

* Offers follow-up services for pension benefits

i~
O

Welfare
service

14

International
cooperation

o)

<

Research and
study

* Provides retirement planning services

* Conducts disability registration reviews and
supports for the activities of the disabled

* Avails the National Pension Silver Loan

* Conducts capacity assessment for beneficiaries
of the 'national basic livelihood'

* Signs and executes social security agreements
* Manages the interests of non-Korean benefi-
ciaries
* Provides advanced system instruction as
per international cooperation agreements

¢ Conducts research on the pension scheme
and social security systems

* Conducts research on measures for efficient
fund management

* Informs core trends of the scheme
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Mission

Vision

Sustainable Business

Material Issue

Appendix

The NPS puts trust, passion, sharing, responsibility, and fairness as core value under the vision

Your trusted companion in the age of centenarians’, and puts its effort to ensure security of

everyone's later years.

NPS '17

22y

N

Guarantee the livelihood of the people by providing sustainable pension benefits and welfare service

Your trusted companion in the age of centenarians

Core values |

NPS 5 Values

Trust

Establishment of management
infrastructure along with
system expansion

Passion

values of

Sharing

System innovation for the
substantiality of
management operation

Responsibility

Fairness

Diversification of businesses
to provide comprehensive
welfare services

1986.12.31

Promulgated the Nation Pension Act
1987.9.18

Established the National Pension
Corporation

(198851

Implemented the national pen-
sion System Limited toworkplaces

with 10 or more full-time employees

19928 ‘I
Compulsory coverage included workplac—

es with five or more full-time employees

Hooait T
Commenced Speual Old -age Pensnon
beneflt payment
,=‘}99_4A 6.29
_Established the National Pension

Co’h-ip_ulslory co;efége was
extended to farmers and fish-
‘men in rural areas

2003.7.1

Gradually expanded compulsory cov-
erage to corporations and workplaces
with less than five full-time employees
2007.7.23

Renamed as the "National Pension Service”

2008.1.1
Launch of the Disability Assessment Center

2008 S
Launch of Retirement

‘Planning Se_rvi.ée :

2009.4.1 5
'Opening-of_the__Cénter for International

Al A7 R i

01§11

Consigned the Affairs in Relation to
Collection of Contribution to the Na-
tional Health Insurance Service (NHIS)

2011. 4.1

Implemented a System for Assessment
and Registration of the Disabled
(Welfare of Disabled Persons Act)
2011.10.5

Commencement of Programs

for Assisting the Disabled

2012.12.1

Implement a System for Assessing
Work Abilities of Recipients of National

Basic Livelihood Security Program

2014.7.1

Commencement of Support for
Basic Pension Service Operations
2015.12.23 :
Implement Retirement

Planning Service '

2017.02. 28

NPSIM Relocation to Jeonju
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Social

Responsibility
Management

System

Purpose of
foundation

Mission

Vision

Vision for
social
responsibility

Strategic
direction

Strategic
task

UN SDGs

Social Responsibility Management Strategy

The NPS pursues its social responsibility management in line with the vision of becoming "Your
trusted companion in the age of centenarians’. The NPS has established 4 implementation strat-
egies under the CSR goal of becoming ‘a happy community that builds a warm-hearted society’.

Strategic tasks were identified for each strategy, and key performance indicators and short and

long-term goals were set to consolidate the CSR system of the corporation.

Contribute to the sustainable livelihood and welfare of the people

Guarantee the livelihood of the people by providing sustainable pension benefits and welfare service

| Your trusted companion in the age of centenarians |
T

Creation of social value with pension to contribute to a secure living of the public

Support foreign subscriber Organize infra for SRI Identify public service model = Realization of shared growth

Service for post-retirement

life preparation Job creation

Support the career interrupted Adopt Stewardship Code

Strengthen premium Strengthen the operation of

Increase the scale of SRI Implement CSV

support program basic pension
Increase subscription of Strengthen the investment | Improve welfare service for Strengthen ethical and
the underprivileged influence the disabled human rights management

0] 1 ]s HEN 1] i]e]s

Organizational Structure for Social Responsibility Management

The NPS formed the Social Responsibility Management Committee as the top decision-making
body in the area of social responsibility management in 2012 in order to systematically promote it.
The committee is a scaled-up body drawn from the existing Ethical Management Committee.
We listen to opinions on various aspects of social responsibility management through the Social

Responsibility Management Advisory Council and the Stakeholder Advisory Board.

Performance of Social Responsibility Management and Mid-and Long-term Tasks

Under the 4 strategic directions, the NPS overseas 16 execution tasks, and reports yearly on
the status of the Social Responsibility Management System for continued performance mea-
surement and systematic management. Each department in charge is subject to monitoring of
their track records with relevant KPlIs, and review of performance and data through a third-party
verifier. We check out our level of promoting social responsibility management and manage our
weaknesses based on evaluations of public institutions on their management, integrity and an-

ti-corruption, and external evaluations with acclaimed reliability including KoBEX.
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Sustainable Business

Material Issue

NSM Index: NPS Social Responsibility Management Index

Appendix

We formed the NSM Index for overseeing social responsibility management, consistently man-

aging seven areas. Each indicator is based on major indicators including government evaluation

and highly recognized evaluations internally and externally. Each of the data is reviewed in the

report writing process and comparatively managed on an annual basis.

Field Direction Indicator Unit 2014 2015 2016
90.1 94.9 93.8
KoBEXSM Point
) AAA AAA AAA
Ethical Clean NPS trusted
; Comprehensive integrity (Anti-Cor-
by the public P! grity
management By the p ruption & Civil Rights Commission) Grade 3 3 3
NPS Integrity Survey Point 8.79 9.32 9.68
Contribution to Social contribution mileage Point 125,457 126,150 157,556
Local self-sufficiency of cus-  Job creation in the private sector Person 3,944 6,599 2,927
community  tomersandgrowth o 0 yoluntary service hour per
of local community emplogyee v P Hour 14.5 12.6 1.2
Evaluation O.f s_har_ed grOWth Grade Average Improved Improved
) among public institutions
Continued shared
Shared growth with SMEs Purchase ratio from SMEs % 81.7 82.5 85.4
growth based on_win—win Satisfaction level of partners Point 90.7 93 imptementle"é
cooperation
Venture investment including SMEs  KRW.100 59361 41,380 3,59
Volume of greenhouse gas
- tCO2eq 7,833 4,008 8,573
emissions
An exemplary Target for redluctAion in green- % 18 20 2
. house gas emissions
Environmental institution that e
takes carbon re- Actual reductlpn]n green- % 18.8 28.7 295
management L ) house gas emissions
duction into actions
in its daily life Volume of waste treated Ton 673 3N 283
Water use Ton 61,947 57,578 68,253
Energy use TOE 3,122 3,333 1,488
Fund reserves KRW trillion 469.8 512.3 558.3
Number of subscriber of Ten
the National Pension thousand 2142 2157 2183
Pension-based .-
Number of Beneficiary of
guarantee of the old  ha National Pensionry thoTuesgnd 382 403 415
Businesses age income for the o ; ;
) . . Recipient rate of national pension % 34.8 36.4 37.4
public and intensi-
fication of welfare Recipient rate of basic pension % 66.1 66.4 65.6
SRI KRW trillion 13 6.85 6.37
Silver Loan KRw.100 276 341 342
Consolidation of Board of directors meeting held Meeting 12 15 10
Corporate independent and Agenda submitted Case 53 47 42
governance  transparent corpo-  p.i; of female director in board
rate governance of directors % 27.3 27.3 18.2
| in sat-
Employees o cooelnsa Ratio of disabled employee % 3.7 35 3.7

isfaction level
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Governance

Board of Directors and Committees

The function of the NPS Board of Directors is to deliberate and decide on the key tasks on its agenda.
The NPS utilizes the expertise of non-executive directors through expert committees, that is, the
Management Subcommittee, Systems Subcommittee, Funds Subcommittee, Social Responsibility

Management Subcommittee and Customer Rights Protection Subcommittee.

Board of Directors

Social Responsibility
Management
Subcommittee

Management Systems Funds CistomenRights

Protection

Subcommittee Subcommittee Subcommittee Sulseanarmiiee

1 executive director + | | 1 executive director + | § 1 executive director + | | 1 executive director + | | 1 executive director +
2 non-executive 2 non-executive 2 non-executive 2 non-executive 2 non-executive
directors directors directors directors directors

Composition of the Board of Directors

The NPS Board of Directors is composed of 11 members: the chairman, three executive directors,
and seven non-executive directors, two of whom are female directors. Non-executive directors
are appointed by the Minister of Health and Welfare based on recommendations made by the Exe-
cutive Search Committee. Seeking to instill a check-and-balance corporate management cul-
ture, the Board of Directors consists of two non-executive directors representing business own-
ers, two non-executive directors representing corporate employees, two non-executive directors
representing the individually insured, and one government representative who is pension policy

director of the Minister of Health and Welfare.

As of November 2017
Type Name Organization & Position Remarks
Sung Joo Kim  Chairman Chairman of the Board
. Won Hee Rhee  Executive director of planning Executive director
Executive
direct . S . -
rector Moo Yong Kim  Executive director of pension Executive director
In Sik Cho Acting executive director of fund management Executive director
Young Bae Kim  Vice president of Korea Employers Federation Business owner representative

Ex-vice president of the Federation of Korean

Seung Cheol Lee Industries

Business owner representative

Doo Hwan Choi  Ex-vice president, Federation of Korean Trade Unions Employee representative

Nonex-

Zicrl;tci\t’sr Wook Dong Kim  Vice president, Korean Confederation of Trade Unions  Employee representative
Jeong Hwa Kang  President, Consumers Union of Korea Individually insured representative
Jong Baek Park Lawyer, Korean Bar Association Individually insured representative
Jae Hyuk Jang  Pension policy director of MOHW Ex officio director
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Participation of Non-Executive Directors in Expert Committees

The NPS has strengthened the role of non-executive directors by operating a number of ex-
pert committees that utilize their expertise and ensure their independency. As part of such ef-
forts, non-executive directors are authorized to request audits and materials. In addition, newly
appointed non-executive directors are offered an introduction of the NPS and job performance
manuals that enhance their understanding of the corporation and support their reasonable deci-
sion-making. Furthermore, the Executive Information System (EIS), a business suggestion man-
agement system, is operated to leverage their expertise, and 84.4% of their suggestions were

reflected in the corporate management policy, up 8.3%p from the previous year.

Board of Directors Functions

In order to make decision on important agenda, the Board of Directors meetings are held on a
regular basis and on an ad-hoc basis upon the request of the Board of Directors or its chairman.
The NPS discloses the attendance of executives for the meetings and the outcome of meeting
agendas through website.

* Operating Status of the Board of Director

Type Unit 2014 2015 2016
Board of directors meetings held Time 12 15 10
Agenda submitted Case 53 46 42
Attendance  EXecutive directors % 93.9 96.4 92.5
rate Non-executive directors % 91.7 97.1 84.3

Evaluation and Remuneration

Executive directors are evaluated based on the implementation performance against agreed
objectives. Along with the Ministry of Strategy and Finance's evaluation of the performance of
public organizations, directors and employees of the NPS are evaluated on ethical management
practices and efforts to make improvements in management, which are then reflected on the
yearly comprehensive evaluations. The basic annual salary of executive directors is compliant
with 80% of the head of a public corporation, as set by government guidelines. The records on the
allowances paid to non-executive directors, as well as the annual salaries of executives in 2016

are disclosed through the NPS website.
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Ethical
Management

Reinforcement of the Ethical Management System

With the goal of ‘Realizing Clean NPS Trusted by the Public’, the NPS enacted the National Pen-
sion Service Charter (2000) and Code of Conduct for Employees (2003}, which serve as the stan-
dards for ethical behavior. In order to preemptively respond to the Anti-Graft Law, which will be
enforced in September, 2016, the NPS has specified types of illegal grafts and come up with a
corresponding reporting and handling procedure. As such, the corporation strives to promote

transparent and ethical management through the overhaul of code of conduct for employees.

* The Ethical Norms System

Ethics charter Code of Ethics Code of actions
(declarative standard) [basic regulations for action) (a specific standard for actions)
! . Regulations for Practicing
TheEl;lﬁitclgrgA;t:grsmn Social Responsibility By class By job type
Management
Covers pledges on legal Social responsibility man- Regulations on the Man- Code of Ethics for the
compliance, respect for agement, social contri- agement of Job Integrity National Pension Fund
character and customer bution, ethics & integrity, Contract for Executives Integrity Pact
satisfaction, etc. responsible investment, :
P Integrity Pact (heads of Code of Ethics for Consultant

and basic regulations on departments ad above] on Successful Aging (CSA)

Code of Actions for
all employees

environmental conservation

Organizations in Charge of Promoting Ethical Management

The NPS has promoted ethical management through the improvement of relevant organizations.
First, the Social Responsibility Management Committee, headed by the NPS chairman, deter-
mines the directions and guidelines for ethical management. The Anti-Corruption Group was newly
established by expanding and improving the existing task force in January, 2015, and the office of
primary concern regarding ethics and human rights management was changed from the Office
of General Affairs to the Office of Planning & Coordination in 2016. Moreover, the management
of the Ethical Integrity Group in 107 branches was reinforced, and the Anti-Corruption & Integrity

Promotion Group (working-level], Advisory Committee, and Integrity Ombudsman were activated.

Ethical Training

The NPS has provided all employees with ethical training programs tailored for each position and
job. A total of 21,773 employees have participated in the training, 3.85 sessions per employee on
average. In particular, the content of training was created according to the subjects which em-
ployees were much interested in and the Clean-up Academy has enabled employees to attend
lectures online. As a result, the attendance at the Academy recorded 96.4%, up 8.4% from the

previous year.



NPS Overview

The Anti-Corruption & Civil Rights,

Commission External Integrity

The Anti-Corruption & Civil Rights,

Commission Anti-Corruption
Policy Evaluation

The Institute for Industrial Policy
Studies Sustainability Index

Sustainable Business Material Issue Appendix

Activities to Promote Ethical Management

In response to the enforcement of the Anti-Graft Law, the NPS raised the awareness of employ-
ees and established a response system. The NPS provided employees with online and offline
training on the anti-graft law, and made them write a pledge to reject improper solicitation and
graft. Also, the NPS improved the relevant regulations and created a proper infrastructure as

part of the response system.

Internal Check System

The NPS has operated an efficient internal check system participated by internal and external
experts. External experts, audit department, and compliance officers check overall process from
business planning, implementation to post-management, while employees monitor through the
internal reporting channel (helpline). A variety of IT systems are utilized for internal check activ-
ities, and systems and internal & external communications is improved to manage the results

more systematically. Also, audit planning team was newly established to enhance performance.

Efficiency and Reliability of Internal Check System

The NPS has pursued the improvement of expertise from the perspectives of system, activity, and
personnel. For system improvement, the NPS has introduced a dedicated audit team to meet the
surging demand for inspection per employee due to the expansion of businesses including support
for the disabled and basic pension. For activity improvement, agendas are forwarded to the BOD
and committee before the meetings, explanations are actively provided in person, and global audit
trends and techniques are acquired given the scale of fund and organization. For personnel im-
provement, the expertise of Ombudsman has been strengthened, and 4-stage training programs
are provided to enhance the competence of new auditors. Also, standing auditors are authorized
for independent personnel evaluation, and ethical regulations on audit activity were established to
ensure an independent and ethical audit. These efforts have allowed the NPS to achieve Grade 1 at

the Anti-Corruption Policy Evaluation by the Anti-Corruption & Civil Rights Commission.

Activities to Promote Human Rights

The NPS joined the UN Global Compact in 2012 as part of its efforts to promote human rights.
The NPS has pursued socially and environmentally responsible fund investment to ensure the
human rights of all people, and improved the convenience of disability pension. Also, the NPS has
increased the ratio of female employees and managers, and improved the conditions of employ-
ment by upgrading the status of temporary contract workers to indefinite-term contract workers
and promoting social equity in recruitment. Besides, the NPS has expanded smart and flexible

working systems to promote work-life balance.
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Stakeholder Engagement

The NPS defines stakeholders considering the characteristics of its business. Based on value creation, stakeholders are catego-
rized into customers who create values, customers who deliver values, customers who purchase values, customers who influence
values, and customers who expand values. Also, the demands of stakeholders are met through various channels, from which the
NPS identifies key issues related to its CSR management. Such diverse interests and requests of stakeholders will be continuously

managed by a dedicated team so that they can lead to creating values needed to fulfill the social responsibility of the corporation.

* NPS Stakeholder

The BOD, the government, the
National Assembly, the media,
the academic community, etc.

Customer for Customer for Customer for Customer for Customer for
expanding value purchasing value affectingvalue W creating value delivering value

Internal members and Partners and
labor unions outsourcing companies

International society, People including subscribers
local community and beneficiaries

Recommend the Demand the right to Suggest or request ) . ) .
) . ) L National pension and National pension and
improvement of receive and benefit policies related to the
. . . . ) fund management fund management
systems or services from the national pension national pension and fund
Stakeholder Characteristic Strategy Effort for communication Channel

* Communication Day (8 times) .
N . . - . * Intranet, on-site manage-
* Share pending issues of the organi- * Visit of employees’ children to the headquarters (2 times)

i . Strengthen . . ment
Customer for zation rapidly ) ) ¢ Labor-management strategic conference (69 times)
K X o . interactive * Labor-management
creating value equire the maximization of inter- o ace-to-face talk between the and employees i i
g vall * Req h f *F f kb he CIO and empl.
X communication i i . . council, Joint labor-man-
ests of union members * Labor-management council (4 times), meeting with
Rk . agement TF
representatives (21 times)
* Improve working environment and . . . .
Customer for . Establish mu- . . . . * Business meeting, council
o resolve grievances * Working-level consultative group and meeting (9 times) . .
delivering ) tual * Working-level consultative
* Upward leveling of welfare and ) * NPS Mutual Growth Day
value o cooperation group on mutual growth
wage conditions
* Anxiety over the sustainability of . . . . . . .
Customer for ) Promote * National Pension Promotion Campaign * Website, social media
. pension system o . . . o
purchasing consensus * Distribute emoticons through mobile apps * Mass media, periodical
* Pursue stable fund management X . Lo
value ) and trust * Open data to the public (157 times) publication
and investment
* Emphasize the implementation of Efforts t * The BOD meeting,
orts to
Customer for leading policies ly with * BOD meeting (9 times, 35 agendas set) policy briefing session
comply wi
affecting value * Require the reflection of opinions of i P yl lici ¢ Customized presentation (84 times) * Conference, Innovation
national policies
various interest groups P Consultative Group
¢ Visit to industrial complexes of Asia-Pacific region
* Learn and accept advanced Efforts for .
Customer for * Congratulatory address at World Knowledge Forum, * World Economic Forum
) systems exchange, co- o . o ) .
expanding o . MOU with international institutions * Media report, working-lev-
* Reinvigorate local economy operation, and . i K .
value ) * Media interview (8 times) el consultative group
through investment mutual growth

* Exchange with the traditional market in Jeonju
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Stakeholder Opinion Gathering

We Are Listening to the Opinions of Our Stakeholders

The NPS communicates with diverse stakeholders by organizing the National Pension Fund Committee, the Social Responsibility

Management Committee, National Pension Club (NPCJ, the Anti-Corruption & Integrity Promotion Group, the Round Table for

Shared Growth and the Junior Board. The NPS also dynamically reflects stakeholder opinions in corporate management.

@ National Pension Fund Committee

The National Pension Fund Committee is the highest decision
making body for national pension fund management and op-
eration. It is chaired by the Minister of Health & Welfare, and
includes official members of government branches such as the
Ministry of Strategy and Finance and the Ministry of Trade, In-
dustry, and Energy, in addition to employers, laborers, individu-

ally insured representatives, as well as related experts.

9 Expert Committees of the Board of Directors

The NPS runs five expert committees on management within the
board of directors to facilitate the engagement of non-executive

directors and strengthen their expertise and independence.

© National Pension Advisors

We have managed 230 national pension advisors in seven re-
gional headquarters since 2004 to reflect the voices of the public
in institutional improvement. Total of 303 suggestion has been

proposed since 2004.

® Junior Board

The NPS formed the Junior Board, a consultative body to listen
to young employees’ ideas and opinions as would-be leaders of
the NPS. In 2015, junior board where 52 employees participated,

was formed and operated.

© Round Table for Shared Growth

The NPS listens to suppliers’ complaints and suggestions by
organizing the Shared Growth Meetings on a regular basis. In
2016, the NPS organized the Round Table to raise top manage-
ment's understanding of shared growth among public institu-

tions and form consensus throughout the NPS.

O National Pension Club (NPC)

The NPS organized the National Pension Forum in October 2013 to
enhance the quality of service for beneficiaries. It has been further
expanded since 2014 into the National Pension Club (NPC) which
is now up and running. NPC enables the beneficiaries to enjoy a

variety of activities through activating voluntary and leisure activity.

€ Anti-Corruption & Integrity Promotion Group

In order to improve integrity, the NPS" top management and ex-
ternal specialists discuss related topics and set directions. 18

people participated in the meeting held on 13, October 2016.
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Defining
the Report
Contents

The NPS has decided on the content to be reported in the 2017 Social Responsibility Management

Report, and has taken the following steps to identify Social Responsibility Management issues to

be intensively addressed throughout the year.

STEP 1

potential issues to be

reported

Analysis of Social
Responsibility Management

Strategies and performance
Trends, international
standards, and evaluation
Common issues in the
industry and best practices
Media analysis

v

Selection of issues

STEP 2 STEP 3 STEP 4

Primary selection of

Prioritization Third-party assurance

material issues

Correlation analysis and Materiality test Process for defining the
impact evaluation ) ) report content

Stakeholder questionnaire
v Strategic materiality analysis ~ Decision on whether material

i issues have been reported

Issue screening v
v Review of the Social Respon-

sibility

Stakeholder review .
Management Committee

v

Validity verification

STEP 1 Identification of potential issues to be reported

The NPSidentified all the potential social responsibility managementissues available for reporting

through an extensive analysis process, which was conducted on six internal and external aspects

of the NPS. We identified 264 potential issues in total for reporting.

Area

Methodology

Strategies and performance

Mid and long-term management performance and goals, business operation plans,
management evaluation results, KPI analysis on Social Responsibility Management

Reporting content of
the previous year

Analysis of major reporting content on Social Responsibility Management from 2013 to 2015

Trends, international stan-
dards and evaluation

Analysis of major debatable points and issues on Social Responsibility Management (media,
academic journals, research papers)

International standard and evaluation criteria analysis including GRI, DJSI, UNGC, and ISO 26000

Analysis of Social Responsibility Management in finance at home and abroad

Government policies
and regulations

Analysis of government policies and evaluation standards

Common issues in the
industry and best practices

Identification of issues related to the NPS by analysis of the Social Responsibility Management
Report in related public institutions and the financial sector

Media analysis

Identification of external awareness of the NPS' social responsibility management: news articles
from January 1, 2016 to October 31, 2017
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STEP 2 Primary selection of material issues

The identified potential reporting issues were primarily selected through correlation analysis
and impact evaluation. We applied the size of the impact of social responsibilities by issue, and
the probability of the occurrence of risks to the evaluation matrix. After that we categorized the

selected material issues into 12 aspects.

STEP 3 Prioritization

The selected aspects were prioritized through stakeholder surveys and the analysis of strategic
materiality. The online survey implemented for primary prioritization was participated by 409
internal stakeholders and 163 external stakeholders from 10 to 14, November 2017 (5 days). The
strategic materiality of each aspect was analyzed by the internal working-level group of social

responsibility management experts.

Unit: Rank
Stakeholder and topic
Material Stakeholder Strategic F.m?l.
. mate-  prioriti- . Local
aspects evaluation . . Benefi-  Sub- -
riality zation o . com- Partner
ciaries  scribers . ployee
munity
Pension scheme 1 1 1 [ [ ®
Public benefit of 9 ’ ) ° ® °
fund management
Ethics and transparency 3 3 3 ® ® [
Welfare service 5 4 4 ®
Profitability of fund 6 5 5 ® ° °
management
Information security 4 6 6 (] [}
Local community 10 7 7 ®
Employment 8 8 8 L]
Human rights 7 10 9 (] o
Shared growth " 9 10 ® [
Environment 12 1 " ® ®
Governance 9 12 12 L]

STEP 4 Third-party assurance

An independent professional verifier who has no commercial interest with the NPS reviews and
decides whether or not the determination process for content to be reported well reflects the
report publication procedures and conditions guided by and GRI G4, and whether or not the infor-

mation related to selected material issues is well disclosed in the report.
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= Manage the Pension Scheme with Reliability

Context

The national pension is Korea's most represen-
tative social insurance of old-age income secu-
rity-type. While the entire society is faced with
rapid aging, many people depend on the national
pension only in their old age since they have not
prepared enough for their post-retirement life.
To gain the public trust in the pension scheme,
the national pension needs to be managed in a

more transparent and thorough manner.

Our Approach

NPS is strengthening the national pension
scheme and eliminating the blind spot of pension
service. NPS enables those in the blind spot to
join the pension scheme, supports premiums to
low-income group, and extending the period of

subscription for career interrupted people.

UN SDGs

3 Ensure healthy lives and 12 Sustainable
promote wellbeing consumption

Our Plan to 2022

* Prepare for the era of one pension for one per-
son through the improvement of subscription
process by 2022

* Advance the error-free pension payment
system by 2022

* Provide notification on smart claims by 2022

* Review the measures to improve the scheme

for the long-term sustainability by 2022
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The number of the national pension subscribers has increased every year, and as of April 2016,
approximately 70.2% of wage earners are contributing to the national pension. The number of
contributors has exceeded 21.83 million as of the end of 2016, but there still exists a pension blind
spot, which can be eliminated by systematically enabling the underprivileged, such as day labor-

ers and part-timers, to subscribe the pension and supporting premiums to low-income groups.

Expand Those Who Report Their Income in Cooperation with Relevant Organizations

The NPS has improved the pension scheme for those who are unprepared for their post-retire-
ment life, such as temporary or daily workers, and cooperated with the government and private
organizations to allow the entire nation to receive the benefits of the public pension. To be spe-
cific, it has utilized the income data of day laborers possessed by the National Tax Service and
Ministry of Employment and Labor to increase the number of subscribers, and the number of
daily workers in subscription increased from 390,000 to 750,000 in cooperation with relevant or-

ganizations and agencies.

Protect Recipient Rights through the Expansion of Subscription Period

It is important for the unemployed to secure pension recipient rights to prevent poverty in their old
age. Basically, those who receive job-seeking benefits can be exempted from paying premiums
during the period of unemployment. However, for some who wish to continue their payment of
premiums, the NPS has introduced the unemployment credit scheme, which supports 75% of their
premium payment. Also, career interrupted women are now allowed to pay their premiums later

for the period when they had no income to finish out the minimum subscription period of 10 years.

Increasing Subscription of the Underprivileged through Premium Support

Low-income workers working in small businesses and farmers & fishermen are hesitant to sub-
scribe because of having to pay their premiums for now. The NPS induces their incorporation into
the national pension by easing the premium payment burden through Durunuri premium support

and simplifying application procedure of premium support.

Type Target Description Performance in 2016
Durunuri Workers with income of less than KRW 1.4 . .
. - . X Support up to 60% of premiums  New subscribers:
premium million at small businesses employing less )
o of business owners and workers 190,000
support than 10 persons (KRW 1.25 million in 2012)
Farmers & Farmers and fishermen with income

Support up to KRW 40,950 New subscribers:

fishermen pre- of less than KRW 0.91 million )
of premium a month 90,000

mium support (KRW 0.79 million in 2010)
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Encouragement of Voluntary Subscription with the Provision of Old Age Preparation Services

The elderly poverty rate of Korea is the highest among the OECD countries, and most people
agree that such unprepared old age can result in many social problems. Nevertheless, the over-
all preparedness of Korean people for old age, especially in finance, is at low level. Against this
backdrop, the NPS has operated integrated one-stop services that enable people to easily check
their expected amount of pension benefits and systematically prepare for their old age. Also, the
NPS has provided retirement planning services tailored for different age groups to increase the

public awareness of old age preparation.

Establishment of a Pension Safety Net through Institutional Improvement

Despite multifaceted efforts for the subscription of the national pension, the underprivileged
including part-time workers and minor employees under the age of 18 are excluded from sub-
scription. The NPS improved the scheme continuously to secure the recipient rights for the un-
derprivileged. As a consequence, part-time workers amounting to about 210,000 could gain the
recipient rights, which contributed to the government'’s initiative to ‘facilitate part-time jobs’ and

protected the working rights of minor employees.

Adoption of a Scientific Analysis Technique

A drop in the number of subscribers from 2017 is forecast due to the reduction in the economi-
cally active population. Therefore, target subscribers that are hidden must be dynamically found,
using diverse methodologies. The NPS provides selectively tailored notices to befit characteris-
tics of targets. To this end, the NPS has worked out indicators for subscription possibilities based

on the big data analysis for the past two years, and determined targets by using the data mining*

system.
Unit: Ten thousand people
Year 2015 2016 2017 2018 2019 2020
18~59 years old 3,291 3,283 3,283 3,284 3,284 3,285
Size of subscriber 2,157 2,183 2,222 2,261 2,300 2,339
Those who report income 1,706 1,766 1,819 1,873 1,926 1,980
Blind spot** 560 523 508 493 479 464

*Data Mining: a process of determining variables (age, gender, income, etc.) significantly impacting the outcome (subscription / payment), and
imposing the target achieving rate (possibilities in subscription / resumption in payment)

** Reflecting increment rate of 5 years from 2017
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Enhanced Accuracy of Subscriber Eligibility Management

The NPS identifies eligible subscribers, manages the status of eligibility during the lifetime of
subscribers, and imposes premiums based on threshold income before determining the amount
of pension benefits for each subscriber. Since subscriber management is the most important job
of the NPS, a whistleblowing system and ‘National Pension Subscription and Reporting Center’,
an online and offline channel through which workers directly report to the NPS, are in active op-
eration so that the insured are not disadvantaged by avoiding subscription or omitted in premium
support by mistake. A total of 922 reports were made to contribute to the protection of workers’
rights in 2016. In addition, by utilizing the public data, subscription of other public pensions is pre-

vented and standards for eligibility are closely managed.

Intensification of Systematic Management of the Threshold Income for Premium Rating

The Value A* which becomes the threshold for calculating pension premiums and benefits is
calculated based on the average value of the base monthly income of entire subscribers. The NPS
conducts the regular determination and ex-post adequate management for the base monthly in-
come of subscribers in businesses by acquiring the earned income statements from the National
Tax Office. The NPS also checked out if the base monthly income of subscribers in businesses is

appropriate.

Efficiency of Work Process

Accurate management of eligibility is the most important factor in preventing mistaken payment
of benefits. The NPS has improved its work process to increase efficiency and strengthened ver-
ification of eligibility in cooperation with other organizations. Also, the standards for eligibility of
spouses with no income have been improved to reduce mistaken payments, and the rate of on-

time payment has increased by 0.38%p from the previous year to reach 99.32%.

Improvement of the Web EDI Utilization Rate and Facilitation of the Web EDI-based Out-

sourcing Service

The NPS has adopted business outsourcing services to increase convenience in the national pen-
sion affairs for small businesses. The web EDI service was introduced to deal with various tasks
online, including common reports of four major public insurances and specific reports of the
national pension, and the details can be found at the website: https://edi.nps.or.kr. The number
of businesses using these services increased by around 40,000 to reach 70,000 in 2016, and the

handling of EDI statements grew by 6.6% from the previous year to record 8.65 million cases.

* EDI(Electronic Data Interchangel: An electronic civil service as substitutes for offline, fax, mailing and visits, allowing free usage as long as

there is Internet connection and users have their public key certificate

21
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Efficient Management of Subsidies for Pension Premiums

The ‘Durunuri’ subsidy program for small businesses has been in operation for 4 years. For the
businesses and employees that have not been insured yet, the NPS intensified notification and
conducted monitoring on the possibility of illegal receipt of pension benefits. As a result, illegal
subsidies of KRW 60 million were clawed back and unpaid subsidies of KRW 250 million were
paid, and arrears of KRW 9.8 billion were collected from 582 businesses. Also, high-net-worth

individuals were excluded from the subsidy program to protect the rights of low-income groups.

The NPS reflects the needs of subscribers in establishing systems and improving services to in-
crease convenience for the public. The NPS has expanded the services customized for Korean peo-
ple by promoting pan government projects through opening, sharing, communicating and cooper-

ating.

Subscriber-Oriented Pension Scheme

The NPS has continuously improved the scheme and services to promote the rights and con-
venience of subscribers. The introduction of daily accrual of arrears has lessened the burden
of arrears payment, and businesses that suffer from worsening employment conditions can be
exempted from paying arrears for up to 6 months upon their application. Also, customers are now

allowed to pay premiums in advance or installment.

Improvement in scheme Improvement

Daily accrual of arrears

Adopting daily accrual of arrears
The burden of arrears payment is lessened

Expanding those who are exempted Exemption is additionally allowed at businesses in a special employment
from payment of arrears promotion support industry (shipbuilding), 1,400 applications a month

The balance of advance payment is included in the premiums bill of the

Improving advance payments following month if subscribers want.

The previous method of advance payment is used if subscribers do not want.

Retroactive installment payment is allowed only when the retroactive

Expanding retroactive premium is more than the premium of the month, no. of application and
installment payment has increased to 10

Pension premiums, returned and follow-up premiums,
Expanding those who are unemployment credit premiums, clawback, including Durunuri clawback

eligible to pay premiums by

credit card and the amount Payment amount limit of KRW 10 million

Commission within 1%, to be paid by payers

Directly returning erroneously Premiums erroneously paid are directly returned to workers when
paid premiums to workers they cannot be returned to employers
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Simplification of the Year-End Tax Adjustment of Pension Premiums

Premium payment history is now incorporated into the service of the National Tax Service, which
simplifies the year-end tax adjustment thanks to the cooperation among the NPS, Ministry of
Government Administration and Home Affairs, and NTS. The insured can now check the details

of pension income deduction at the NTS website without having to submit documentary evidence.

Sharing and Disclosing Pension Information to Increase Convenience for Subscribers

The NPS has disclosed high-quality data including information on pension income to the public,
satisfying the people’s rights to know and contributing to the revitalization of private economy. By
disclosing data and cooperating with local governments, the NPS has supported the job matching
of the underprivileged. Also, the NPS has allowed subscribers to check the details of subsidies for
pension premiums by introducing the government-led integrated notification services, such as
‘Civil Petition 24", Furthermore, the NPS has disclosed pension information to private businesses
to create new values. To be specific, Kredit Job is an application that provides employment infor-
mation of SMEs, such as average annual salary and no. of employees, by utilizing the data of the
NPS. Signing a MOU with Alba Heaven, the NPS has provided information on the subscription of

businesses and strengthened the protection of workers’ rights.

Provision of Information on the Expected Pension Amount

Subscribers wish to know about the expected pension amount they are to receive in the future,
but the expected pension amount has been based on the current value, arousing customer com-
plaints that the amount is extremely low. The NPS, as such, provided the future value-based ex-
pected amount applying the income applied with the average value of the past five years and infla-
tion rate. This helped the insured to predict the future value of the amount at the point of receipt,

thus satisfying customer needs and contributing to their better understanding of the scheme.

Protection of Personal Information

With the growing issues of financial information leakage and cyber threats, a complete preven-
tion of information leakage is required for the NPS, which has a massive amount of personal in-
formation. In order to maintain the highest level of information security as a public institution, the
NPS has implemented three major strategies of improving information security management,
cyber security, and personal information protection. First, the NPS has continuously enhanced
the information management system through the improvement of relevant policies and systems,
and obtained the ISO 27001 certification. Also, the NPS has identified and managed internal and

external vulnerabilities with the enhancement of security system, resulting in getting 75.70 points
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at the Information Security Management Evaluation, 3.48 points higher than the previous year.
Second, the NPS has raised the awareness of cyber security by increasing the personnel of in-
formation security and conducting simulations to respond to cyberattacks. Third, the NPS has
completed the database encryption for 14 customer information processing systems. These ef-
forts have allowed the corporation to receive awards at four information security trainings and

competitions, including 2016 Presidential Citation for simulations to respond to cyberattacks.

Pension Income Guarantee per Lifecycle Phase

The NPS has continuously improved the scheme and services for the rights and convenience of
beneficiaries, particularly the underprivileged, such as minors, women, the disabled, and the
elderly with low income, to expand the social safety net. The NPS has selected and implemented
a number of tasks to improve the pension scheme and thus to provide welfare services per life-
cycle phase. First, pension for the bereaved family is now granted to those aged up to 24 years to
guarantee income until they can get a job, and pensions for the disabled and the bereaved have
been improved to protect exemplary payers while being excluded from application. Also, remar-
ried couples are allowed to choose the way to receive pension benefits by themselves, and the

payment rate of linked old-age pension for the bereaved family has increased to 30%.

Rational Improvement of Scheme from the Perspective of the Public

The NPS has improved the pension scheme by reflecting the opinions of subscribers regarding
delayed claims, reports, and payments. The date of payment for disability pension has changed
from the date of claim to the date of full recovery, and report on the death of recipients has been
simplified. Also, monthly accrual of arrears has been replaced with daily accrual of arrears to
lessen the burden of payers. Meanwhile, the standard and procedure of disability review have
been improved for the benefit of the disabled. Those who were not eligible for disability pension
despite their loss of work ability are now granted benefits, and materials can be requested by

proxy only with consent.

Stabilization of Basic Pension

The basic pension, an expanded version of the basic old-age pension, has paid monthly benefits
to 70% of the lower-middle income class aged over 65 since July, 2014. The NPS has established
a ‘safety net to prevent non-receipt of the basic pension’ to enable the elderly aged over 65 to
receive more than one public pension (basic pension or national pension). The utilization of the
public data, such as basic pension database, has resulted in the identification of 62,000 eligible

recipients additionally. Furthermore, the NPS has introduced ‘pension benefit application history
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management system’, which regularly monitors the income and property of those who were not

eligible for the basic pension upon application for 5 years and informs them of reapplication later.

With the growing number of pension recipients and amount of benefits, risks have also been
increasing. To prevent such risks, the NPS has actively utilized the public data of the government

and public institutions.

Utilization of Public Data to Prevent Illegal Receipt

A number of illegal receipts have been found due to delayed reports or processing of changes in
recipient rights, such as death, divorce, or remarriage. To resolve this issue, the NPS has utilized
the public data, such as court rulings and documents of diplomatic offices, to check all the fact,
and applied the unified standards for welfare benefits including the basic pension to completely
prevent the possibility of illegal receipt. Also, a task force was formed to examine the incomes
of recipients, and the system to investigate the rights of recipients was improved to enhance the
accuracy and efficiency of the post-management of recipients. As a result, the rate of clawback

occurrence has remained at the global level of 0.066%.

Reinforcement of Verification of Payment Determination

The NPS provides abundant information to enable recipients to choose the best pension plan for
themselves, and the number of withdrawn claims has decreased by 62% from the previous year
to record 4.8 cases a month on average. Also, the monitoring system at the stage of payment
determination has been improved to prevent any mistake among employees, and reverification of
determined payments has been reinforced to raise the accuracy of benefit amounts. Accordingly,

the accuracy of payment determination recorded 99.98% in 2016.

Efficient Collection of Indemnity and Clawback

With the growing number of recipients, the amounts of indemnity and clawback to be collected
by the NPS have also increased. For efficient collection, the NPS has concluded an agreement on
‘Advance payment and post-settlement of indemnity” with a private insurer to reduce legal costs
and utilized the data on property of the Ministry of Land, Infrastructure, and Transport and the
NTS. Also, the convenience of payers has been increased by letting them pay clawback by credit
card. As a result, the rate of indemnity collection recorded 34.3%, higher than 27.6% of Korea
Workers’ Compensation & Welfare Service, while that of clawback collection reached 96.0%, also

higher than 65.3% of Government Employees Pension Service.
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Context

As of the end of December, 2016, the NPS has
the world’s third-largest fund worth KRW 558.3
trillion. The stable and effective management of
the fund is directly related to the financial secu-
rity of Korean people after retirement, and thus
the profitability and public benefit of fund man-

agement need to be increased at the same time.

Our Approach

There exists a high level of distrust among peo-
ple towards the sustainability of the national
pension since it is in danger of being exhausted.
Against this backdrop, the NPS has strengthened
its expertise in fund management to increase
profitability and diversified the portfolio of invest-
ments. Also, the NPS pursues the expansion of

SRl and introduction of Stewardship Code.

UN SDGs

Sustainable economic
growth and productive Global partnership
employment

Our Plan to 2022

* Expand policy research to increase the sus-
tainability of the system by 2022

* Expand investment in overseas hedge funds
by 2022

* Come up with measures to expand SRI due to
the increase in overseas investment by 2022

* Reform the organization in the era of fund
reserves worth KRW1,000 trillion by 2022
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The principle of profitability is to maximize returns and thereby minimize financial pressure on
subscribers, especially the next generation. And the principle of stability is to manage the fund

within the risk tolerance level with the consideration of the volatility of returns on invested assets.

Creation of National Pension Fund

The National Pension Fund (NPF) was established to secure the financial resources necessary
for the seamless operation of the National Pension Scheme. The gross revenue of the NPF comes
from contributions as well as the income generated from the investment activities of the NPSIM.
Out of this gross revenue, pension benefits and general and administrative costs are deducted.
The rest of the money is reserved and managed as assets of the NPS. In 2016, the gross income
of the NPF reached KRW 702.2 trillion, comprised of KRW 443.5 trillion in contributions and KRW
258.7 trillion in investment income. Out of the gross revenue, KRW 137.2 trillion was spent in pay-
ing pension benefits and the remaining funds worth KRW 558.3 trillion are subject to investment

and management. NPS is placed as third rank following GPIF in Japan and GPFG in Norway

Asset Allocation Status

The NPS invests most of its reserve assets in financial instruments to ensure a higher return for
the Fund. The invested assets are categorized into equities, fixed incomes and alternative invest-
ments by type, and the methods of management consist of direct investment and commissioned
investment. The regions of investment are divided into domestic and overseas. In particular, the
NPS has pursued a diversification of its investment portfolios and has closely examined asset
growth trends based on the long-term actuarial projections of the National Pension Fund's finan-
cial status. Consequently, the share of bonds has shrunk from 87.0% of the Fund’s total assets
at the end of 2006 to 54.8% at the end of 2016, while the share of stocks and alternatives has

increased from 12.7% to 45.1%.

* NPS Investment Allocation for Financial Assets it
nit: 7%

87.0
Fixed income
investments
0.9
60.0
57.0 548
29.9 322 33.7
231
Equity 11.6
investments
9.9 10.7 .4
Alternative 58 :
investments * 1.1
2006 2010 2014 2015 2016

* Excluding short-term asset
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Fund Management Performance

NPF has earned a cumulative investment return of KRW 258.7 trillion since 1988. This accounts
for 46.3% of the total Asset under Management, and the annual cumulative rate of return stood
at 5.86%. In fiscal 2016, the NPS has earned KRW 24.5 trillion in investment income and recorded
4.7% in the annual rate of return* (provisional figure). The performance of the financial sector
in fiscal 2016 was better than the previous year, with 4.57% in return and KRW 21.7 trillion in
investment income for fiscal 2015. The global equity portfolios returned 10.13% and the global alter-
natives portfolio also achieved a high return of 12.34%, contributing to raising the total rate of return
forall assets. The global fixed income portfolio returned 4.01%, higher than the domestic fixed income
portfolio at 1.83%. The entire alternatives portfolio posted 9.99% in return with domestic alternatives
of 5.74%. For the mid-to-long term performance, the NPF has performed fairly stably with the
1988-2016 cumulative money-weighted return of 5.86%, and this achievement has been rated
excellent among public funds for 5 consecutive years, in the evaluation of Fund Management by
the Ministry of Strategy and Finance under Article 82 of the National Finance Act.

* NPS Fund Management Performance
Unit : KRW trillion, %

2014~2016 1988~2016

2016 Average Cumulative

Rate of return rate of return  investment income

Financial sector 4.76 4.85 238.85
Domestic equity 5.59 0.66 38.09
Global equity 10.63 8.56 23.35
Domestic fixed income 1.81 4.25 142.16
Global fixed income 4.05 4.65 9.60
Foreign and domestic alternative investment 9.91 11.33 24.55
Short-term asset 2.02 1.74 1.45
Welfare sector -1.35 -1.70 0.61
Others sector 0.63 0.89 0.18
Total fund reserve 4.75 4.84 258.73

Long-Term Financial Projections

To ensure sustainable growth for the National Pension System while coping with economic and
social changes in domestic and international environments, the NPS conducts financial projec-
tions every five years. Based on these assessments of the Fund’s finances, the NPS then sets

optimized long-term operational strategies that can meet the requirements of a gradually aging
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Deliberation & Decision-Making

Fund Management Committee

Chairperson: Minister of Health and Welfare.

Preview

Fund Management Evaluation Committee

Chairperson:
Vice Minister of Health and Welfare.

Advisory & Review

Council of Experts on the
Exercise of Voting Rights

Chairperson is selected by the
members among themselves.

Council of Experts on Performance
Evaluation and Compensation

Chairperson is selected by the
members among themselves.

Council of Experts on Investment Policy

Chairperson is selected by the chairperson
of Fund Management Evaluation Committee
among the Committee members.
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society. The NPS discloses information on the status and direction of investments concerning its

Fund through NPS webpage.

Fund Management System

The National Pension Fund (NPF) is managed and controlled by the Minister of Health and Wel-
fare pursuant to the National Pension Act. The Minister of Health and Welfare serves as the
chairperson of the National Pension Fund Management Committee where the critical decisions
on fund management are discussed and approved. The actual fund managing activities are per-
formed by the National Pension Service. The National Pension Service Investment Management
(NPSIM] established to manage the NPF is responsible for tactical asset allocation as well as
investment, market monitoring and portfolio management. Every year, the Minister of Health and
Welfare establishes fund management plans that are assessed by the Fund Management Com-
mittee and the Cabinet Council and approved by the President of the Korean government, and the

approved plan is reported to the National Assembly.

Decision-making Bodies for Fund Management

Held more than four times a year, the Fund Management Committee which is a supreme deci-
sion-making body for fund management policies. is responsible for assessing and deciding fund
management guidelines and exercising voting rights, the midterm and annual fund management
plan, the basic direction of investment policies, strategic asset allocation plans, the evaluation of
and compensation for managing performance and the ratio of external management. With the goal
of more expertise-based and efficient decisions, the Fund Management Committee has in place
the ‘National Pension Fund Management Evaluation Committee’ as a sub-body. The members of
the Evaluation Committee support the Fund Management Committee by providing technical and
professional views. However, the Fund Management Committee has been criticized for its failure
to take the lead in fund management despite its position at the center of the governance frame-
work. Against this backdrop, the Committee, which is chaired by the Vice Minister of Health and
Welfare and attended by 5 government officials and 14 independent experts, will be permanently
operated and taking the lead in fund management with enhanced representativeness and author-
ity. The Committee has three specialized councils: ‘Council of Experts on the Exercise of Voting
Rights’, ‘Council of Experts on Investment Policy’, and ‘Council of Experts on Performance Eval-

uation and Compensation’, and will add ‘Council of Experts on Socially Responsible Investment'.
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Setting up the Mid-Term Asset Allocation Strategy

The National Pension Fund Management Committee for setting up the mid-term asset allocation
strategy every fifth year and the annual fund management plan, which is for implementing the mid-
term strategy. Presenting the intermediary goals for reaching the predefined mid-term target rate
of return, this annual asset allocation plan defines the investment permissible range by asset class.

NPS is responsible for conducting investments consistent with the policies and guidance ap-
proved by the Fund Management Committee. It is also tasked to manage investment portfolios
based on the characteristics of each asset class. In addition, the NPSIM sets up the Settlement
of the Accounting Plan based on the conditions of financial market and general economy. The
prepared plan is put under the deliberation and approval of the Investment Committee, an inter-
nal decision-making body of the NPSIM. Meanwhile, large projects, such as the investments in
infrastructure and real estate in domestic and global markets are raised for consideration in the
Alternative Investment Committee with independent experts participating to offer more objective
viewpoints. This sub-committee reviews the projects in question in terms of validity and potential
risk and makes a final call on whether to invest or not. In 2016 the National Pension Fund Man-
agement Committee has proposed the target rate of return of 5.0% for the next five years (from
2017 to 2021) based on the projections of the actual economic growth rate and inflation rate. For
the asset portfolio, the Committee proposed that the target asset allocation would be of 20% or
so for domestic equities, 25% or so for global equities, 40% or so for domestic fixed income, 5%

or so for global fixed income and 10% and higher for alternatives.

* Plan for Mid-Term Asset Allocation Strategy (2017-2021)
Unit : KRW trillion, %

End of 2016 (actual) 2017* 2021*

Amount Rate Fund management Mid-term asset

plan allocation plan

Equity 188 33.7 34.6% Within 45%
Domestic Equity 102 18.4 19.2% Within 20%
Global Equity 86 15.4 15.4% Within 25%
Fixed Income 306 54.9 53.5% Within 45%
Domestic Fixed Income 283 50.7 49.5% Within 40%
Global Fixed Income 23 4.2 4.0% Within 5%
Alternative Investment b4 .4 11.9% Within 10%
Total (of Financial Sector) 558 100 100.0% 100%

* Based on the plans approved in the meeting of the Fund Management Committee in May 2016
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Professional Fund Management

NPS established the National Pension Service Investment Management (NPSIM] in November
1999 in order to adopt a more systematic and professional approach to managing the fund, which
is an essential source of retirement income. NPSIM is staffed with specialists experienced in
financial market analysis, investment of financial products and risk management, allowing the
NPS to respond to the rapidly changing domestic and international investment environments

while achieving a higher rate of return on a long-term basis.

External Fund Management

Some part of the NPF is entrusted to external investment managers with an aim to utilize their
skills and expertise in diversifying risks and sources of return. Given the size of the funds, the
NPS uses direct and indirect (or external) management, and the Fund Management Committee
approves the target range of external management by asset. The external management portfolio
of each asset class is further separated depending on investment styles grouped in terms of
asset characters, market conditions and external managers’ capabilities within the pre-defined
target range. The NPSIM has in place the External Investment Manager Selection Committee of
which the majority of members are independent experts who select quality external managers in
a fair and objective manner. After selection, the external managers are under a periodic inspec-
tion and control of the NPS in terms of guidance compliance, business conditions and fund per-
formance. As of December 31, 2016, the indirectly managed assets stood at KRW 208.6 trillion,
up from KRW 21.8 trillion at the end of 2015. During the same period, the external management

accounted for 37.4% of the financial sector, slightly increased by 0.9%p from the previous year.

* Growth of External Fund Management
Unit: KRW trillion

208.6
(37.4%)

186.8
(36.5%)

164.9
(35.1%)

144.4
(33.8%)

121.0
(30.9%)

95.4
(27.3%)
785
(24.2%)

2010 2011 2012 2013 2014 2015 2016
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Public Benefit
of Fund
Management

“ Profitability

. L4

5 Principles

Indepen- i Stability
dence Management
- Liquidity * Public Interest

Benefit

* Socially Responsible Invest-
ment (SRI) Fund for Domestic
Equities

Unit : KRW 100 million

2012 52,444
2013 61,739
2014 60,007
2015 68,521
2016 63,706
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Infrastructure for Socially Responsible Investment

The role of the NPS for socially responsible investment has been more emphasized with its big-
ger influence on domestic financial markets due to the increased size of the fund. In response
to such demand, the NPS takes into account not just financial factors, but also non-financial
factors, such as Environment, Society and Governance (ESG). The NPS has laid the foundation
for investments that consider responsible investing factors, so-called ESG factors, through the
amendment of the National Pension Act in January, 2015 and the Fund Management Guideline
in April, 2016. Even before the amendment, the NPS initiated an investment in SRI funds in 2006,
and has since increased its size. As of the end of 2016, the SRI funds held by the NPS amount to
around KRW 6.3 trillion. In 2016, the NPS established the “ESG System”, which supports respon-
sible investing by providing fund managing departments that integrate financial data and ESG re-
search results based on ESG evaluation. This unique system supports making prudent decisions
for responsible investment. More specifically, essential ESG related data, such as ESG scores
for invested companies, ranking trends and Peer-based analysis are shared with managers in

investment departments.

Principles of Fund Management

The management priority of the NPF is to maximize return on investment according to five overar-
ching principles: Principles of Profitability, Stability, Public Benefit, Liquidity, and Independence.
- Profitability: To pursue the maximum possible investment returns so as to relieve the burden of insured

persons, especially those of future generations
- Stability: To operate funds within the permitted volatility of returns and loss limit of each investment asset
- Public Interest Benefit: To consider the impact on the national economy and financial markets
- Liquidity: To ensure funds availability so as to ensure the continued payment of pension benefits

- Independence: To protect the principles of fund management and independent governance from possible
conflicts of interest

Procedure for Exercising the Voting Rights

The NPS exercises the voting rights of its owned shares in the interest of contributors and bene-
ficiaries and in search of maximized shareholder values. In general, standards, procedures and
practices with regard to the exercise of voting rights are consistent with the “Guideline on Exer-
cise of National Pension Fund Voting Rights”, and in principle, the voting rights are exercised by
the NPS. However, issues that are too complicated to be agreed or disagreed upon are referred to
the "Council of Experts on the Exercise of Voting Rights’ for ruling. All of the shareholders’ voting
rights held by the NPS are exercised in an objective and transparent manner, and the result is

disclosed on the NPS website within 14 days of the shareholders’ meetings.
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* Voting Rights Exercised by NPS

) Result (rate)
Voting

(Case) Agreed Disagreed Abstained

2016 3,010 894 101 05

2015 2,836 89.6 10.1 0.3

2014 2,775 908 9.0 0.2

2013 2,601 892 108 0.04

2012 2,565 828 17.0 0.2

* The high rejection rate in 2012 resulted from
the rejection of revising corporate policies with

regard to amended Commercial Act of Korea.

Sustainable Business Material Issue Appendix

* Guideline on Exercise of Voting Rights

Principle The voting rights of the equities owned by the NPS shall be exercised for the purpose of maximizing
the assets of the NPS.

The voting rights shall be exercised duly and in good faith to meet the best interest of formal and

Duty of Care
uy current contributors and beneficiaries.
Enhancement of
The voting rights shall be exercised to maximize shareholders’ values.
Shareholder’s Value ang
<RI ESG (environment, society and governance) factors shall be taken into account in exercising the

voting rights to realize responsible investment and maintain stable returns in the long term.

The voting rights of any shares owned under the name of the NPS are to be exercised, unless the NPS
Application holds less than 1/100 of total issues by company and less than 5/1000 of domestic equities held by the
NPS (or less than 5/1000 of global equities held by the NPS).

* Council of Experts on the Exercise of Voting Rights

- Composed of a maximum of nine independent members

- The members are selected among a pool of individuals recommended by the government (2], employees

(2), individual subscribers (2), and research institutes (1) based on expertise and representativeness.

Status of Voting Rights Exercised

Out of the 796 shareholder meetings, the NPS exercised voting rights on the 3,010 submitted
items of agenda in 2016. The result was 2,692 approvals (89.4%), 303 rejections (10.1%) and 15 in-
differences/abstentions (0.5%). The reason for rejections included 201 mis-nomination of direc-
tors and auditors (66.3%], 58 changes in articles of incorporation (19.1%), 18 rejection of compen-
sation limits raise (6.0%) and 26 other reasons, including excessive outside activities inhibiting
the fulfillment of duties or the destruction of corporate values or the violation of shareholders’
interest (8.6%).

NPS has launched “Talk with Company” program to encourage Korean companies that had is-
sued stocks to develop reasonable dividend policies voluntarily and pay dividends to sharehold-
ers in line with the policies. NPSIM prepared the guideline according to “Plan on Encouraging
Dividend Payment of NPF Domestic Equities” approved by the National Pension Management
Committee in June, 2015. This “Talk with Company” program has been encouraging Korean eq-
uities issuers to develop fairer and more transparent dividend policies. As part of the program,
the NPS plans to put the companies that fail to show improvement even after having joined “Talk
with Company” on the “NPF Watch List” and release the list. At the same time, the NPS has
proactively involved in the management of law-violating and unscrupulous companies to act as

a responsible investor.
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Advanced
Management
of Fund
Management
Risks

* Major Decision-Making Committees

Risk Management Committee

- Establishment of risk management
policies and guidelines

- Establishment and management of
risk and loss limits

- Establishment and operation of a risk
management system

- Assessment of risks involved in

new fund management methods

Investment Committee

-Establishment of annual/monthly fund
management plans

-Periodic review of status of fund
management by asset class

-Appointment and control of counterparts

-Exercising of voting rights and passing of
resolutions with regard to shares held
by the NPS

Alternative Investment Committee

-Decision-making on alternative
investment opportunities
-Adjusting requirements for making
alternative investments
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Risk Management System

The NPS monitors market, credit, liquidity, legal and operational risks. Also, the NPS annual-
ly defines risk tolerance levels for total assets and individual assets based on strategic asset
allocation and active risk allocation, and keeps monitoring the compliance with risk tolerance
rules. Through the systematic management of risks and risk tolerance levels, the NPS prevents
exposure to excessive or additional risks against return. In addition, NPS operates various com-

mittees to facilitate transparent and prudent decision-making.

Risk Management Organization

NPSIM has several organizations for risk management and compliance. First, the Risk Manage-
ment Center is the organization dedicated to managing risks that invested assets might carry.
Second, the Risk Management Committee chaired by the NPS CEO and attended by independent
experts is under operation to effectively manage any risks associated with fund management. In
2016, the existing risk management organization of the NPS was restructured to focus on risk
control by asset, and an early warning system for credit risk management was newly established,
which covers international listed companies using the Expected Default Frequency (EDF). Also,
there is the Compliance Officer that is responsible for the independent internal control of fund
management. In addition to internal control, the fund management of the NPS is under multiple

inspections by independent auditors, the Board of Audit and Inspection, and the National Assembly.

Risk Management for Asset

The coverage of the country-based risk management system was expanded from a global fixed
income and global equity portfolio to an alternative portfolio. With hedge funds added to the NPF
portfolio, the NPS selected renowned global advisers to perform operational due diligence (ODD).
It also established the entrusted fund management system that offers pre-investment checks for
legal compliance. Furthermore, the coverage of this entrusted fund management system was ex-
panded to add domestic equities and a global fixed income to the already-protected assets of do-
mestic fixed income and global equities. Meanwhile, the Fund Management Committee decided to
have a foreign exchange open position by phasing down the Fx hedge ratio from 50% in late 2017
to 0% in late 2018 for global fixed income as well as global equities and alternatives. The manage-
ment of Fx exposure became integrated by first separating the decision-making units of Fx expo-
sure and asset allocation. Furthermore, the MSCI index was adopted as a benchmark to prevent
the concentration into one or two currencies, while strategically allocating the higher weights to
currencies of G4 countries as part of the efforts to respond to the open Fx position of international
assets. Aside from such currencies, the NPS also invests assets in different foreign currencies

including Australian dollar, Switzerland Franc, and etc. in order to diversify foreign exchange risk.
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Early Detection of and Preemptive Response to Risks

In a preemptive response to possible risk in the financial markets, the NPF generates its own composite in-
dex of combining Korean and international market indices together. This internally developed index for risk
recognition and global networks centralized on the overseas offices are helping the NPS monitor market
conditions. Meanwhile, the NPS also maintains the system of analyzing possible scenarios and sensitivity,
and preparing the solutions for each different scenario. In reality, this system offered sizeable benefits to the
NPS last year when Brexit, the US presidential election and other events critically impacted domestic and
global financial markets. The NPS applied this system in advance and could respond to such negative events
very effectively. Looking ahead, the NPS will continue to keep monitoring global financial conditions and

consider short-to-long term impact on the portfolios for further stabilized and profitable fund management.

= SPECIAL ISSUE

Changes in the National Pension Fund Management in 2017
Introduction of Stewardship Code

The Stewardship Code was introduced after the financial crisis in 2008, which can be attributable to moral hazard among financial
institutions, to direct the exercise of voting rights held by institutional investors. The Code was first adopted by the U.K government
in 2010, followed by the Netherlands, Canada, Switzerland, and Japan. In Korea, the Committee on the Introduction of Stewardship
Code was formed in March, 2015, led by the FSC. After a number of public hearing were held by the Committee, on December 19,
2016, Korea Corporate Governance Service announced “Principles on the Stewardship Responsibilities of Institutional Investors”,
the final version of the Korean Stewardship Code. In June, 2017, the Service and the FSC published “1st edition of guidebook on the
Korean Stewardship Code” and ‘Statutory Interpretation of Stewardship Code’, respectively.

According to the Code, the NPS serves as an institutional investor that manages the fund for the financial security of ‘Korean people’
after retirement. With the goal of ‘actively’” promoting the value of invested companies in the long-term, the NPS is responsible for
examining ESG factors and conducting specific activities, including dialogue with the BOD and suggestion to shareholders.

The NPS plans to introduce ‘Stewardship Code™*, based on which it will examine ESG factors and consider various ways of exercising
the rights of shareholders against the companies with low ESG performance or that fail to comply with the Code, such as putting on

the 'NPS Watch List’, recommending non-executive directors, and filing a representative action.

Principlel  Disclose policy for responsibility Principle5  Disclose voting policy and activity

Principle2  Manage conflicts of interest Disclose how custodian fulfills stewardship

Principleé responsibilities

Principle3  Monitor investee companies

Principle4  Fulfill responsible activity as a custodian Principle7  Possess in-depth knowledge and competencies

* Stewardship Code: The dictionary definition of the word “steward” states one who administers another's property, finances, or other affairs. As such, Stewardship Code sets out the principles of
effective stewardship by institutional investors.
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Expand Welfare Services Customized for People

Context

Korea is one of the fastest aging societies in the
world; those aged over 65 account for more than
14% of the population this year. The extended life
expectancy has resulted in more disabled and
aged people who have an increasing demand for
welfare services. In this regard, various supports,
such as welfare services tailored to different life

stages, are needed to enhance the quality of life.

Our Approach

With the growing issue of aging and elderly poverty,
the role of NPS, guaranteeing income security for
the aged, has become more important. With expe-
rience of managing the National Pension Fund, the

NPS has emerged as a welfare service provider.

UN SDGs

Ensure healthy Resilient infrastruc-
3 lives and promote ture and sustainable
wellbeing industrialization

Our Plan to 2022

*+ Stabilize the old age preparation delivery system
and provide general services by 2022

* Integrate the old age preparation information sys-
tems of relevant authorities and agencies by 2022

* Increase the expertise in disability review by stan-
dardizing the disability determination system and
enhancing the cooperation with relevant organiza-
tions by 2022

* Advance the work capability assessment and
system in a sustainable way by 2022
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preparation

service

Training on
old age
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System of Retirement Planning Services

The NPS established the Retirement Planning Support Team to provide the public with welfare
services tailed to different life stages and supported the enactment of lower statues and develop-
ment of content. After the enforcement of the Act, the NPS formed the Main Office of Retirement
Planning Service Center and assigned tasks to Retirement Planning Division (Business Planning],
Retirement Planning Operation Division (Business Operation), and Retirement Planning Develop-
ment Division (Content & System Development). Also, the NPS built Retirement Planning Service
Center in 109 regional offices to provide customized consulting services for free. All citizens in

Korea can apply for online or visit consultation at the NPS website (http://csa.nps.or.kr/main.do).

Enhancement of Quality of Retirement Planning Services

According to the Article 46-3 of the National Pensions Act, the NPS has provided retirement plan-
ning services in the areas of finance, health, leisure, and interpersonal relation to guarantee
the income security for old age of pension subscribers and beneficiaries. The NPS has offered
one-on-one counselling to 79,146 people and training on how to prepare for old age to 418,628
by 2016. The services provide a comprehensive examination of the preparation for old age, not
just limited to finance, and introduce counselees to relevant organizations, such as public health

center, local government, and Korea Housing Finance Corporation, if necessary.

g o &

Counseling (Diagnosis) Alignment Service Follow-up Management

- Identifying old age preparation
levels through diagnosis Korea Housing Finance Corporation, Providing information through

- Providing customized consulting Korea Rural Community Corporation SMS, mail and emails regularly

on old age preparation

Medical clinics, National Health Monitoring service recipients

- Providing comprehensive . )
and measuring and managing

financial designs Insurance Corporation
changes in forms of receipt

Welfare centers for the elderly,
volunteering centers

Healthy Family Support Centers

1 4 14

Training Outreach Old Age Preparation Service

- Regular courses on old age preparation
- Training for strengthening household Employment centers, social welfare centers, etc.
finance for the underprivileged

- Training per lifecycle Specialized instructors on old age preparation
+ Counsellors in 7 regional divisions (pilot)
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Retirement Planning Services through Cooperation

The NPS has introduced ‘public one-stop service at low cost and high efficiency’, allowing cus-
tomers to use tailored welfare services by visiting the corporation, instead of inquiring at local
governments or public institutions by themselves. After consultations, the services are provided
by relevant organizations online or offline, helping customers prepare for their old age more

effectively.

Also, the NPS suggested information connection with pension management agencies, such as
the FSS, KHFC, and KCOMWEL, and has enabled customers to access the website “My Pension”
and check the status of their pensions based on the integrated information of the national pen-
sion, personal pension, retirement pension, and reverse mortgage for systematic preparation for
old age. As a result, the level of customer satisfaction with consultations in 2016 recorded 95.9
points, up 2.3 points from the previous year, and the NPS has been selected as ‘Best Korea Brand’

in the category of welfare services after retirement for 3 consecutive years.

* Composition of National Pension Fund

£ N

Public Public

<} <}

‘My pension’ site Integrated Korea Federation of
pension portal
Banks Bank

Korea Insurance

[oR¥o} oI

e
Con- Personal pension Development Institute
nection

] @0

Security company

Insurance company

National pension
Retirement pension

Private pension DB
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The NPS has provided a variety of welfare services for the disabled based on its experience and
expertise in disability pension review, including disability registration review, support for the ac-
tivities of the disabled, capacity assessment for beneficiaries of the national basic livelihood, and
connection of services for the disabled. The NPS has also improved the standards for disability

pension review and the quality of services.

Center for Disability Review

The Center for Disability Review was established in January, 2008, utilizing trained personnel,
including consultants and nurses, to conduct 1) disability pension and bereaved family’s pension
review according to the National Pensions Act, 2) disability registration review according to the
Welfare of Disabled Persons Act, and 3) capacity assessment for beneficiaries of the national
basic livelihood according to the National Basic Living Security Act. Also, approximately 1,000
consultants and 350 reviewers (including nurses) have engaged in review activities to enhance

performance.

Convenience of the Disabled at Disability Review

The NPS improved a procedure for a disability review through legal revisions so that the NPS
could get necessary documents directly issued to it and review them. The objective was to ease
the inconvenience of the disabled that are immobile having to visit two or three medical clinics or
hospitals to receive a disability review. Since some customers give up the service due to complex
procedures, such as submission of proxy and copy of identification, the procedures have been
simplified to ask their signature on the written consent only, allowing 38,922 customers to use
the service as of 2016. Also, by analyzing the cases of objection and administrative trial and ap-
peal, the NPS has established the process to consider such cases from the initial review, through

which the rate of application for objection and quotation of application for objection recorded the

lowest at 3.9% and 14.5%, respectively.
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Rational Improvement of Standards for Disability Review

Although the rating of disability can be determined on the date of full recovery (date of surgery),
some cases of delayed payment of pension are found on account of belated claims Thus, the NPS
has improved the system by retroactively granting the pension from the date of full recovery.
Also, the NPS has secured the rationality of disability review by improving the standard of review

regarding genetic disorder and recurrent cancer.

Convenience of the Disabled at Disability Review

The NPS improved a procedure for a disability review through legal revisions so that the NPS
could get necessary documents directly issued to it and review them. The objective was to ease
the inconvenience of the disabled that are immobile having to visit two or three medical clinics or
hospitals to receive a disability review. Since some customers give up the service due to complex
procedures, such as submission of proxy and copy of identification, the procedures have been
simplified to ask their signature on the written consent only, allowing 38,922 customers to use
the service as of 2016. Also, by analyzing the cases of objection and administrative trial and ap-
peal, the NPS has established the process to consider such cases from the initial review, through
which the rate of application for objection and quotation of application for objection recorded the

lowest at 3.9% and 14.5%, respectively.

) g ¢

Activity Assistance Service Home-Visit Bath Service Home-Visit Nursing Service
Activity assistants who visit houses of the Conducting bathing services Providing on-site services by nurs-
disabled to help them with physical activ- by care workers using such es including caregiving, treatment
ities or household chores, and movement equipment as bathing vehicles assistance and mouth hygiene

Capacity Assessment for Beneficiaries of the National Basic Livelihood

The capacity assessment scheme for basic livelihood security recipients was adopted in order to
seek for self-sufficiency and rehabilitation of the impoverished by providing adequate services
based on objective assessment for work capabilities of such recipients. The NPS has eased the
regional discrepancy in the work inability ratio by revising the assessment guideline and work
manual, and contributed to the successful rehabilitation of recipients (from 33.6% in 2015 to
37.3% in 2016) by informing local governments of the results of assessment and making them

continue the support for self-sufficiency and rehabilitation of the impoverished.
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The NPS needs to provide more various services to enhance the convenience of beneficiaries and

protect their pension rights apart from the registration of claims and payment of benefits.

Easy Inquiry of National Pension Benefits

Some people become entitled to receive pension benefits due to death, divorce, or departure,
but fail to do so since they do not know about their entitlement or how to claim. In this regard,
the NPS has introduced an inquiry system that allows anyone to easily check the status of their
pension. Customers can call or visit the NPS, or check their subscription for inquiry, or access
the NPS website ‘Find and Get Your Pension’ or the government portal ‘Civil Petition 24" and
‘Government 24". Also, the NPS has revised the standard and program for selecting those who

shall be informed about claims and reqgularly verified those who shall be informed about claims.

The NPS has also notified the least informed groups, such as North Korean refugees, divorced
people, and bereaved families, about their claims for pension benefits. The NPS has engaged in
the government 3.0 ‘Safe Inheritance’ service, enabling the bereaved to easily check the details of
their inheritance; utilized the marriage data of the Supreme Court to allow the divorced to apply
for pension sharing; and sent individual notices to those entitled to special pension benefits in
cooperation with the Ministry of Unification. Also, the NPS has helped foreigners understand the

Korean pension system and claim pension benefits from the moment of their entry to departure.

- Exceeding the goal with 97.1% of claim rate by improving the system and process for the notification

on claims for pension benefits and promoting the system in cooperation with other organizations

- 23,912 people who are in vulnerable social group for information obtained pension subscription (refugees of

North Korea, divorced people, family of the deceased)

- The number of foreign recipients has increased by 20% from the previous year, with the claim rate of 99.1%
* 44,000 people received KRW 203.3 billion in 2015, and 53,000 people received KRW 271.6 billion in 2016

Expansion of the National Pension Silver Loan

The National Pension Silver Loan allows recipients who are aged over 60 and facing difficulties to
use loan service of commercial bank, to borrow urgent money for medical cost, funeral service
expense, and monthly rent at low interest by utilizing the National Pension Fund. Therefore it is
a loan business which provides a practical welfare. The NPS has raised the limit of loans from
KRW 5 million to 7.5 million, and offered the term unredeemed (1 or 2 years) to reduce burden of

repayment at early stage. In 2016, 6,747 people were granted emergency loan of KRW 34.2 billion.
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= Fulfill the Social Responsibility for Local Community

Context

Businesses that create values by utilizing social
capital are required to contribute to resolving so-
cial issues apart from the generation of econom-
ic profit. Accordingly, Corporate Social Responsi-
bility (CSR) has become one of the core values of

many businesses.

Our Approach

The NPS has contributed to the sustainable living
and welfare of the public by providing pension for
the aged, disability, and death. Working for the
common good, the NPS can exert its influence not
just by creating economic profit but resolving so-
cial issues. The NPS has actively engaged in local
community activities to create jobs in the private
sector, make social contribution by utilizing core

competencies, and promoting mutual growth.

UN SDGs

n End povert 4 Ensure inclusive and
P y equitable quality education

Sustainable economic growth and productive
employment

Our Plan to 2022

+ Establish the NPS-type system to create jobs in
the private sector by 2022

+ Consolidate the infrastructure of social con-

tribution activities and enhance the capacity of
members
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The social contribution activities of the NPS have indirect and extensive influence through the
relationship with the local community, partners, and the government. The NPS has revitalized
traditional markets in the region where it was relocated to contribute to the regional economy,

and operated the NPS Cafe 36.5 Cooperative by utilizing unused spaces in its office buildings.

NPS Cafe 36.5, Creating Jobs for the Underprivileged
The NPS established the NPS Cafe 36.5 Cooperative in 2011 to create jobs for the socially un-

derprivileged including basic livelihood security recipients and married immigrant women, and
spread the culture of donation. The NPS Cafe 36.5 is a cafe built on the image of ‘a world as
heart-warming as the human temperature (36.5 degrees) that sells coffee with a loving attitude
365 days a year'. It donates 50% of its revenues to those in need in community. In 2016, thanks to
the consulting for more effective operation, the sales of the Cafe 36.5 have increased by 43% from

the previous year to reach KRW 659 million.

* Virtuous cycle of employment, income, and donation of the underprivileged

Early stage (~"13) Growth stage (*14~'15) Maturity stage (*16~)

-Support the operation of Café -Support the establishment -Members of the Cooperative
by leasing unused spaces in of the Cooperative for the make business decisions, such as
office buildings for free to the independence and growth of the | operation and donation, cooperate
underprivileged underprivileged with the NPS on equal terms
-Improve the surrounding -5 branches (13 employees), -5 branches (14 employees),
environment and contribute to above KRW 200 million of KRW 460 million of annual sales
the sales annual sales

-Donation from profit to reach
-2 branches (5 employees), below | -Certified as a prospective social  KRW 14.4 million a year
KRW 100 million of annual sales = enterprise

-Donation from profit to reach
KRW 9.2 million a year

Contribution to the Regional Economy by Facilitating Traditional Markets

The NPS contributes to facilitating traditional markets and developing the regional economy by
spreading success experiences and know-how gained from Mangwon Market in Seoul to New
Jungang Market in Jeonju. The NPS’ shopping and delivery service called 'Don’t Worry Kim Daeri’
which began in Mangwon Market has been initiated in New Jungang Market in Jeonju, aiming to
expand shopping delivery services to companies beyond citizens. The NPS strived for the pro-
gram to focus on customized product development and promotion. Also, the NPS has engaged in

procurement for social contribution activities of two government offices in Jeonju.
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Creation of
Jobs in the
Private
Sector
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The 5-year plans of the new government have set the creation of jobs as one of the key tasks, and
stated that creating jobs is the best welfare policy that facilitates economic growth. Accordingly, the

NPS has strived to increase the number of jobs in the private sector and the quality of employment.

Creation of Jobs in Local Community Utilizing its Unique Business

The NPS has utilized the retirement planning services to provide information on finance and em-
ployment for the aged. In cooperation with relevant organizations in the local community, 5 branch-

es in Jeollabuk-do have received 137 job applications and created 54 jobs for local residents.

Job Creation through Non-Core Operation Outsourcing

The NPS is expanding outsourcing in non-core operations which can create jobs in the private
sector. Targets of outsourcing are the 1355 Call Center, IT outsourcing, resort management, pri-
vate fund management, and financial management. In 2016, the NPS created 1,849 jobs through

shared growth and cooperation with outsourcing companies.

* Job Creation through Shared Growth

Unit : Person

Type Field Efforts Regular Irregular
employment employment
System 1355 Call Center Operate ca}l centers to improve the services at customer 368 B
operation contact points
Opera- IT outsourcing Outsource the management of information on 20 million 150 B
tion of subscribers and beneficiaries
organi-
zation Facility management Building cleaning, security service, cafeteria, and nursery 28 392
Resort management Outsource the operation of Cheongpung Resort 81 27
lr:nuanndage— Private fund Evaluate stability of employment in selecting outsourcing companies 716 -
ment i i -
Financial manage Manage the payment, investment, collection 87 -

ment outsourcing

Creation of Jobs through Investment Projects

The NPS has created jobs through the order placement, research study, and organization man-
agement in investment projects. The NPS has expanded alternative investments for the diversifi-
cation of fund returns, and created 996 jobs in total through the outsourcing of research on fund
system and policy, and construction of the new building of NPS Fund Investment Office.

Direction for the Creation of Jobs

The NPS has strived to create decent jobs as part of the efforts to fulfill its social responsibility as
a comprehensive welfare service provider. The "Job Creation Committee” will be led by the chair-
man of the BOD and consisted of executives of each department. Under the Committee, three

working groups will be operated to deal with tasks in a prompt manner.
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Slogan

Strategy

Missions

Social contribution activities support the long-term growth of businesses by creating a positive im-
age and gaining pubic favor. Under the theme of ‘Love Plus For’, the NPS has conducted various

social contribution activities for the subscribers and beneficiaries, disabled, and local community.

Establishment of the Social Contribution Strategy System

The NPS contributes to a happy life for the public by establishing a system for social contribution
strategies suited to its purpose of foundation and the nature of its business. The NPS is com-
mitted to implementing government policies as a public institution by providing comprehensive

welfare services including old age preparation services and services for the disabled.

A happy community and a warm-hearted society

- Strengthening pension recipient rights - Overseas social contribution activities | - Facilitating communication with

- Supporting stable living of recipients - Community exchange activities members

- Raising commitment for self-sufficien- - Conducting activities for spreading the

cy of the disabled culture of sharing

Love Plus for Subscribers

The NPS supports low-income subscribers who cannot acquire the pension recipient rights due
to their failure to pay premiums. Pension premiums of about KRW 63 million were paid to 237
subscribers in 2015, and 21 of them acquired pension recipient rights. This means a lot to low-in-
come groups who need stable income after retirement, and 2,167 have been supported and 540
of them granted pensions by 2016. Also, single parents who are socially and economically disad-

vantaged are provided with childcare services as well as pension premiums.

Love Plus for Beneficiaries

The NPS has promoted social contribution activities tailored for the socially disadvantaged, such
as children and the elderly. The NPS sponsors ‘Didim Siat Bankbook’ for the sustainable living
of underprivileged children who receive pension benefits for the bereaved, and granted KRW 266
million to 740 of them in 2016. Since 2007, ‘Heart-to-Heart Community Service’ has been provid-
ed to help senior citizens who live alone or with severe disabilities lead a comfortable life with
supply of goods, chitchatting, and clean-up, in alignment with the survey to identify those with
recipient rights. Also, facilities heavily used by the elderly, such as senior citizen centers, have

been improved with prevention of slipperiness and installment of safety bars.
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Love Plus for the Disabled

“Happy Charity Fund” of KRW 120 million was established to support the rehabilitation costs of
51 children with disabilities. Also, the NPS has run ‘Eogge Dongmu (Shoulder-to-shoulder friend-
ship) Volunteer Group® where the disabled with talents take care of the more severely disabled,
conducting volunteer activities, such as musical instrument performance, magic show, and chit-
chatting, at community rehabilitation centers. Also, the NPS has organized empathy-based trips

for the disabled since 2011, and a total of 76 trips have been participated by 3,314 by 2016.

Love Plus for Local Community

Based on the sisterhood relations with 38 rural villages, the NPS has continued its volunteer
services to contribute to the regional economy. The services include various exchange, such as
provision of helping hands, improvement of residential environment, and promotion of local spe-
cialty markets. Also, the NPS has encouraged each division to conduct volunteer activities on
site to make local community healthier and happier. Besides, the NPS has helped employees
from multicultural families visit their home countries, starting from Vietnam in 2013, and en-
gaged in overseas volunteer work (improvement of school environment, cultural exchange, and

educational service). As one of the world's top three pension funds, the NPS has transferred the

national pension scheme to Cambodia and Mongolia, and the know-how of pension management

to Nepalin 2016.
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Social Responsibility Management Performance

Economy

Statement of Financial Position
Unit: KRW million

FY 2014 2015 2016
Current assets 171,750 200,503 204,571
Non-current assets 745,486 803,524 843,404
Total assets 917,236 1,004,027 1,047,975
Current liabilities 84,758 95,120 98,281
Non-current liabilities 928,818 999,854 1,071,568
Total liabilities 1,013,576 1,094,974 1,169,849
Deficit -95,224 -89,897 -92,232
Other components of earnings -1,116 -1,050 -29,642
Total Equity -96,340 -90,947 -121,874
Total Liabilities and Equity 917,236 1,004,027 1,047,975

Comprehensive Income Statement
Unit: KRW million

B 2014 2015 2016
Operating revenue 14,333,688 15,769,090 17,681,265
Operating expense 14,307,536 15,745,007 17,665,396
Operating income 26,152 24,083 15,869
Other expense 3,599 3,725 3,930
Other gains and losses -22,457 -20,137 -19,615
Finance income 5,655 4,859 4,071
Finance expense 1,110 628 529
Profit (loss) before income tax 4,641 4,565 -4,134
Corporate tax - - 73
Net Profit (loss) for the term 4,641 4,565 -4,207
Other inclusive gains and losses (after tax) 2,893 66 -28,591
Total inclusive gains and losses 7,534 4,631 -32,798

Economic Value Distribution
Unit: KRW million

Type 2014 2015 2016
Customer (pension payment) 13,779,943 15,184,010 17,068,159
Employees (wage, severance pay, benefits) 352,408 371,723 409,293
Government (taxes & dues) 25,762 28,609 31,195
Local community (social contribution) 818 877 772
Suppliers (Purchase from SMEs) 105,100 98,540 82,746
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Society

Employee Status

The NPS's ideal employees are 'specialists in pension and welfare who create a happy future with passion and belief." We do our
utmost to create a corporate culture which allows employees to work with joy and passion based on this belief. To this end, we
respect the diversity of our employees, and operate a talent recruitment process excluding such discriminating factors as gender,
disability, and academic background. The number of regular employees(excluding those are not in office for childcare leave, etc.] at
the NPS stood at 5,534.5 as of the end of 2016. By gender, men amounted to 2,901, that is, 52.4%; women numbered 2,633.5, taking
up 47.6%. The portion of women managers in team leader positions and above took up 19.01%, up 1.96%p from the previous year.

The employment rate of the disabled was 3.49%, which exceeds the 3.0% threshold set by the government.
As of December 2016

Type Unit 2014 2015 2016
Total number of employees (including executives) Person 5,157 5,230 5,688
Total number of employees (excluding those are not in office for childcare leave, etc.) Person 4,999.5 5,055.5 5,534.5
Regular employees Person 4,992.5 5,049.5 5,261
Employees under indefinite term contracts Person 7 6 273.5
Non-regular employees Person 440.5 170 157
Indirect employment Person 673 706 718
Female employees Person 2,185 2,218.5 2,633.5
Male employees Person 2,814.5 2,837 2,901
Female managers Person 145 172 199
Ratio of female employees (based on performance evaluation) % 43.7 43.9 47.6
Ratio of Female managers (based on performance evaluation) % 14.87 17.05 19.01
Disabled employees Person 208 195 198
Ratio of disabled employees % 3.65 3.65 3.49
Patriots and veterans Person 414 421 424
Ratio of patriots and veterans % 8.9 8.4 8.3
New regular  Total Person 422 206 291
employment employees Female 259 96 180

Disabled Person 2 25 -

non-metropolitan area Person 243 80 13

HQ relocating area Person 445 26 47

High school graduates* Person 18 26 50.5
Non-regular ~ Total Person 1,396.5 1,105 934
employment Interns Person 435 130 157

Counsellors, etc. Person 625.5 607 306

Exclusively in charge of consignment tasks Person 336 368 47
Honorary retirees** Person 59 49 27

*1n 2015, the portion of recruiting job categories (review, social welfare, fund management, researcher, etc.) which is difficult for high school graduates to apply for went up, so the recruitment record for high school graduates is low.

**Since the post-retirement career of retirees is not tracked, so there is no data on employee turnovers.
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Facilitation of Flexible Work Programs

The NPS expands the flexible work program to support women's continued social activities and prevent the turnover of specialized
personnel for fund management and IT, etc. resulting from the relocation of the headquarters to the local region. The NPS currently
runs such programs as short-time work, customized work and flexible working time. In order to increase the utilization rate, NPS
has adopted various flexible work programs, introducing smart work and intensive work which reduce the time for travel and cost

and increase job efficiency, and easing application conditions and simplifying procedure.

Unit: Person
Type 2014 2015 2016
Part-time work system* Recruited 43 22 38
Converted 58 84 83
Flexible work system Flex-time work 327 618 728
Intensive work - 24 35
* Standard of Part-time job: operating for more than a month with less than 30 hours of working hour per week
Support for Childbirth and Childcare
Unit: Person
Type 2014 2015 2016
Childbirth leave prior and post to giving multiple births (120 days for multiple gestation) 2 1 3
Hours of maternal protection (reducing two working hours a day for the pregnant of 47 121 100
less than 12 weeks and over 36 weeks)
Reduction of working hours during the period of raising children (daily working time is 54 79 2
reduced by 4 hours during the period when employees raise their children aged under 9)
Infertility leave (one day each for infertility treatment and egg retrieval) 2 14 13
Childcare leave for women (maximum three years) 344 367 392
Childcare leave for men (maximum three years) 10 15 29
Maternity leave (90 days for single child and 120 days for multiple children) 134 139 129
Childbirth leave for one’s spouse (five paid days) 71 76 74
Infant childcare leave (once a month for childcare of infants less than three years old) 225 192 182
Fetus check-up leave (once a month during pregnancy) 142 148 133
Employee training hour and satisfaction level
Unit: Person
Type Unit 2014 2015 2016
Number of participants Person 63,603 62,400 87,744
Training budget per employee KRW thousand 929 825 841
Satisfaction level Point 4.52 4.64 4.65
Number of participants for ethical training Person 11,135 18,158 21,773
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Women's Leadership Programs
Due to an increase in the number of female recruits in recent 3 years, the proportion of female employees has reached 47.6%, pro-
moting gender equality in employment. Also, women’s leadership programs are in operation and a more women-friendly working

environment has been created by promoting flexible working and organizational culture for work-life balance.

Training course Description Performance in
2016

. Select female employees with competencies and train them at Ewha Institute for Leadership Development
Ewha Leadership . X o o . . o 6 people
Nurture female leaders who will take the lead in achieving the vision and improving the organization of the NPS

Leadership for those Provide those who are promoted to Grade 3 with leadership training programs for junior leaders 18 )
eople
who are promoted Train them on conflict management, performance management, and leadership development pece

. Provide mentoring services for female employees who returned from childcare leave
W - Mentoring . . . . ) 18 people
Help them receive mentoring from and build a network with working mothers

o rud Select those who have worked for the NPS for more than 2 years and meet the qualifications 4 L
verseas stu eople
y Nurture them as top talents of the NPS by supporting their obtainment of degrees through overseas study peop

Scope of Subscribing to the Labor Union and its Targets

The NPS operates the rational collective agreement and employment rules (appointment, disciplines, etc.) in compliance with the
Labor Relations Act and other related acts and government regulations. The eligible ones are those prescribed by the provisions
of the labor union as employees of the NPS. However, employees in Grade 2 and above, higher-ranks among Grade 3 employees,
general manager positions in Grade 3 (including heads of centers), and employees in Grade 3 involved in personnel appointment,
wage and welfare benefits, those involved in labor affairs, audit (those accessing audit information), secretaries and drivers shall be
disqualified during the period of their service. As of December 2016, 4,184 employees (71.84%) out of 5,824 eligible employees are
subscribed to the labor union.

* Ratio of Employees under Collective Agreement

Type Unit 2014 2015 2016
Ratio of employees who are eligible for collective agreement Person 5,230 5,340 5,824
Number of employees under collective agreement Person 3,852 3,890 4,184
Ratio of employees under collective agreement % 73.65 72.84 71.84

Efforts to Protect Employee Rights

The NPS runs the Grievance Committee consisting of one person each from the labor and the management to efficiently handle
grievances about the working environment. Employees’ grievances are gathered through the Labor-Management Council meetings
which are held four times a year. Employee grievances are handled at the NPS in accordance with the ‘the Act on the Promotion
of Workers' Participation and Cooperation” and the 'Regulations on the Management of the Labor-Management Council'. Also, the
NPS runs an effective grievance counseling organization by coming up with grievance receipt channels - a channel for applying for
the management information system, and the internal messenger & e-payment - and designing grievance counselors per depart-
ment (branch). Grievances on sexual harassment are systematically managed by additionally running the Gender Equality-Based

Grievance Review Committee. An employee healing program is in operation to protect the employees who were verbally abused,
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assaulted, or sexually harassed while dealing with civil complaints. Besides, the affected employees are allowed to take sick leave

for up to 3 days under the authority of the head of department.

Type Unit 2014 2015 2016
Grievances of employees Case 201 264 294
Ratio of resolved grievances % 58.7 68.2 68.4

Support for the Growth of Small and Medium-sized Partner Companies

The NPS contributes to the capacity building and growth of small and medium-sized partner companies through performance
sharing, which allows the partners to receive incentives and the corporation to raise its performance. To be specific, incentives are
provided to 1355 Call Center for being selected as an excellent institution; to Cheong Pung Resort depending on its operating profit;
and to IT outsourcing companies according to the level of service contracts. In 2016, 1355 Call Center was selected as an excellent
institution for the evaluation of KSQI conducted by KMAC for 12 consecutive years. Cheong Pung Resort enjoyed 20.4% year-on-year
increase in sales. In addition, the satisfaction with IT Help Desk increased by 0.19 points from the previous year to reach 98.06 points

through the improvement of IT outsourcing evaluation index.

Promotion of Shared Growth by Leveraging Competencies

The NPS has created a good working environment for SMEs by advancing the ESG evaluation data, expanding investment in SMEs,
and lowering the barriers to entry for small asset management companies. First, the NPS has introduced a system that provides
new or small-scale AMCs with an opportunity for the fiduciary management of the NPF since 2012, to ease the barriers to entry to
the fund investment market and support the overseas expansion of domestic AMCs. As of 2016, a total of 13 prospective AMCs are

engaged in fund management, and 2 of them are promoted to regular AMCs based on their investment experience.

Efforts to Establish Fair Partnerships

The NPS strives to increase the liquidity of its partner companies by making stable payments, and also to ensure the transparency
of payments by strengthening the monitoring of payments to subcontractors and activating the system to monitor online payments.
In 2016, the NPS made advance payments regarding 19 applications, and the rate of using the monitoring system has increased
by 14.3% from the previous year to record 37.7%. For the first time among public institutions, the NPS has restricted the number
of private contracts with the same partners to 5 times a year to the maximum for each department to establish more transparent

partnerships.

Type Unit 2014 2015 2016
Purchase Total amount of purchasing SME products (A) KRW 100 million 1,051 985 827.4
from SMES 1 tal budget for purchase (B) KRW 100 million 1,287 1,195 948.9

A/ B (Recommended ratio is 50%) % 81.66 82.46 85.39
Perfor- Number of advance payment Case 16(100%) 20(100%) 19(100%)
;ir:z:;air Number of payment of subcontracting price Case 37(100%) 16(100%) 27(100%)
support Total amount of support for overseas advancement (SME Cooperation Fund) KRW 100 million 5,400 5,400 5,400

Investment in SMEs (Investment in venture funds and small and mid-cap funds) KRW 100 million 62,600 61,380 53,044
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Environment

Efforts to Reduce GHG Emission

The NPS determined emission thresholds, and set and executes implementation goals for achieving the GHG reduction target (over
37% by 2030) each year in accordance with GHG and energy target management policies in the public sector. The NPS established a
system for managing the GHG emission performance in 2011, inspecting and managing emission levels in all its branches and office
buildings. The existing lighting was replaced with LED to reduce GHG emissions, exceeding the penetration target by 50%. The NPS
also ensures that compact cars and eco-friendly cars could be procured preferentially upon procuring or renting vehicles for busi-
ness purposes so that the annual procurement rate of such vehicles could surpass 50%. Various efforts are being made to reduce
energy consumption at the NPS, including designating employees who promote activities to save energy at each office building and

installing equipment that uses new and renewable energy at some buildings.

+ GHG Emission

Type Unit 2014 2015 2016
Emission standards tCOzeq 9,649 5,625* 12,165
Volume of emission tCOzeq 7,833 4,008 8,573
Volume of reduction tCOz2eq 1,815 1,617 3.412
Rate of reduction % 18.8 28.7 295

* For the 2015 data, the data on the headquarters' relocation to a local region (headquarters and Jamsil) and new buildings (Gongju, Jinan, Sacheon and Dongnae) are excluded from evaluation.

¢ Other Environment Data

Type Unit 2014 2015 2016
Energy use TOE 3,122 3,333 1,488
Water use Ton 61,947 57,578 68,253
Volume of waste treated Ton 673 31 283
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Third Party's Assurance

To the Readers of NPS Social Responsibility Management Report 2017:

Responsibility
and Indepen-
dence

Verification
Methodology

Findings and
Conclusion

Recommendation
for improvement

54

Korea Management Registrar Inc.(hereinafter “"KMR”] has been requested by of National Pension Service(hereinafter “NPS”)
to verify the contents of its Social Responsibility Management Report 2017(hereinafter “the Report”). NPS is responsible for the
collection and presentation of information included in the Report. KMR's responsibility is to carry out assurance engagement

on specific data and information in the assurance scope stipulated below.

The verification has been conducted in accordance with Type 2, Moderate level using AA1000AS (2008) as an assurance stan-
dard. The assurer’s assurance team (hereinafter “the assurance team”) evaluated the adherence to Principles of inclusivity,
materiality, responsiveness and the reliability of specified sustainability performance information. In addition, the assurance
team checked whether the Report satisfied the ‘Core Option” requirements of GRI G4 Guidelines. The data and information of
outside of the organization among report boundaries such as suppliers, contractors is excluded from the verification scope. The
assurance team has verified data management system and reporting process, and verified internal documents and data, and

interviewed people in charge of preparing the Report.

The assurance team could not find any inappropriate contents in the Report to the compliance with the principles stipulated

below, nor could find any evidence the Report did not comply with ‘Core Option’ requirements of GRI G4.

¢+ Inclusivity: Inclusivity is the participation of stakeholders in developing and achieving an accountable and strategic re-
sponse to sustainability. NPS is developing and maintaining stakeholder communication channels in various forms and
levels in order to make a commitment to be responsible for the stakeholders. The assurance team could not find any

critical stakeholder group left out during this procedure.

* Materiality: Materiality is determining the relevance and significance of an issue to an organization and its stakeholders.
Amaterial issue is an issue that will influence the decisions, actions and performance of an organization or its stakeholders.
NPS is determining the materiality of issues found out through stakeholder communication channels through its own materiality

evaluation process, and the assurance team could not find any critical issues left out in this process.

+ Responsiveness: Responsiveness is an organization’s response to stakeholder issues that affect its social responsibility
performance and is realized through decisions, actions, and performance, as well as communication with stakeholders.
The assurance team could not find any evidence that NPS’s counter measures to critical stakeholder issues were inappro-

priately recorded in the Report.

We hope the Report is actively used as a communication tool for stakeholders and we recommend the following for improvements.

+ Strategic CSR Implementation: When NPS establishes its strategy and pursues its core business, it needs to consider the
influence of various stakeholders and the CSR perspective so that economic and social value can be maximized in the mid

to long term.

Licensed Assurance Provider

000-129 Jan, 13th, 2018 CEO Eun Ju Hwang

ng AAT000 Z. T Hoap
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GENERAL STANDARD DISCLOSURES

Material Issue Appendix

SPECIFIC STANDARD DISCLOSURES

External
Page Assurance Page Assurance
STRATEGY AND ANALYSIS CATEGORY: ECONOMIC
COMPANY PROFILE G4-DMA  Generic disclosures on management approach 26 °
G4-3  Name of the organization 6 L G4-EC1  Direct economic value generated and distributed 48 °
e s .| MATERIALASPECT.NDIRECTECONOMICIMPACTS
G4-5  Headquarter location 6 )
G4-DMA  Generic disclosures on management approach 18 °
G4-6  Countries in operation b °
. Development and impact of infrastructure investments
G4-7  Nature of ownership 6 Y EC7 and services supported 20~25 Y
R — " MATERIALASPECT:PROCUREMENTPRACTICES
G4-9  Scale of the organization 6 ° .
G4-DMA  Generic disclosures on management approach 52 °
G4-10  Total workforce by region and gender 6 °
. Proportion of spending on local suppliers at significant
G411 Perce.nt.age of total employees covered by collective 51 ° G4-EC9 locations of operation 52 [ ]
bargaining agreements
CAT! :
6412 Supply chain 5 ° EGORY: ENVIRONMENT
G4-13  Significant changes regarding size, structure or ownership 50~51 ) _
G4-14  Precautionary approach 33-34 ° G4-DMA  Generic disclosures on management approach 53 )
G4-15  Initiatives to which the organization subscribes 61 ° G4-EN3  Energy consumption within the organization 53 [
G4-16 _ Membershipof ssaciations oo MATRALASPECTWATER
IDENTIFIED MATERIAL ASPECTS AND BOUNDARIES G4-EN8  Total water withdrawal by source 53 °
financial statements
G4-DMA  Generic disclosures on management approach 53 )
G4-18  Process for defining report content 16~17 °
G4-EN15  Direct GHG emissi 53
G4-19  Material aspects 17 ° ree emissions @
G4-20  Aspect boundary within the organization 17 ° G4-ENT6 _ Indirect GHG emissions s °
G4-21  Aspect boundary outside the organization 17 ° G4-EN23  Total weight of waste by type and disposal method 53 °
G4-22  Restatements of information provided in previous reports - ° CATEGORY: SOCIETY
G4-23  Significant changes in the scope, boundary 16 )
STAKEHOLDER ENGAGEMENT
G4-24  Stakeholder groups 14 ° G4-DMA  Generic disclosures on management approach 49 °
G4-25  Basis for identification and selection of stakeholders 14 ° G4-LAT  New recruitment 49 °
G4-26  Approach to stakeholder engagement 14 ° G4-LA2  Benefits provided to full-time employees 49 °
stakeholder engagement
REPORT PROFILE G4-DMA  Generic disclosures on management approach 50-51 °
G4-28  Reporting period AboutThisReport @ G4-LA9  Average hours of training per year per employee 50 °
64-29 _ateof mostecent revous epot sousTnstis o MATERIALASPECT: DIVERSITYand EQUALOPPORTUNITY
G4-30  Reporting cycle About ThisReport @ G4-DMA  Generic disclosures on management approach 49 Y
G4-31  Contact point for questions About ThisReport @ G4-LA12  Composition of Human Resources 49 )
G4-33  Externalassurance 54~55 ° G4-DMA  Generic disclosures on management approach 51 °
GOVERNANCE G4-LA16  Grievances about labor practices 51 °
G4-34  Governance structlfr-e : 10~11 ° SOCIETY
G eI e MATERMLASPECT LooALCOMMUNTY
its committees
64-39 Report whether the Chair of the highest governance body is 10 ° G4-DMA  Generic disclosures on management approach 42 [ ]
also an executive officer Percentage of operations with implemented local community
Nomination and selection processes for the highest G4-SO1  engagement, impact assessments, and development 45~46 °
G4-40  governance body and its committees, and the criteria used for 10~11 ° programs
nominating and selecting highest governance body members Operations with significant actual and potential negative impacts
. . ) G4-502 I 45~46 Y
G4-51 Remuneration policies for the highest governance body and " on local communities
S ——— | wwemaeecTawmooRRPTON
G4-52  Process for determining remuneration " °
G4-DMA  Generic disclosures on management approach 12 ®
ETHICS AND INTEGRITY
Th ization's val incil dards and 64-503 Total number and percentage of operations assessed for risks 12
G4-56 ¢ E ohrge!nlzatlon s values, principles, standards and norms 12 ° related to corruption and the significant risks identified b
of behavior
Report the internal and external mechanisms for reporting G4-S04 Comrr;unlcatlon and training on anti-corruption policies and 12 )
G4-58  concerns about unethical or unlawful behavior, and matters 13 Y procedures
related to organizational integrity G4-S05  Confirmed incidents of corruption and actions taken 12~13 °
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Memberships & Principles

Membership

Korean Social Security Association

Korea Insurance Research Institute

Social Service Network

Korea Employers Federation

Korean Academy of Social Welfare

Pacific Pension Institute, PPI

Korean Association of Public Finance

Korean Association for Survey Research

Korea Development Institute

IPC (International Pensions Conference)

Korean Association of Social Welfare Policy

Korean Economic Association

Russell 20-20 (20-20 Investment Association)

Seoul Economist Club

Korean Labor Economic Association

Korea Institutional Finance Association

Korea Labor Institute

Korean Pension Association

UN Global Compact

With the recognition of social responsibility, the National Pension Service signed up the 'UN Global Compact’, an international

agreement on corporate social responsibility under a UN scheme, in October 2012. Now NPS is in compliance with the UNGC's ten

principles in the four areas of human rights, labor, the environment and anti-corruption.

Human Rights Principle1 Businesses should support and respect the protection of internationally proclaimed human rights; and
Principle2 Make sure that they are not complicit in human right abuses.
Labour Principle3 Businesses should uphold the freedom of association and the effective recognition of the right to col-
lective bargaining;
JOPALCo,
go “;\% Principle4 The elimination of all forms of forced and compulsory labour;
“Rasy . The effective abolition of child labour; and
\\\ Tk 1} Principleb
W’ Principles The elimination of discrimination in respect of employment and occupation.
WE SUPPORT
Environment Principle7 Businesses should support a precautionary approach to environmental challenges;
Principle8 Undertake initiatives to promote greater environmental responsibility;
Principle? Encourage the development and diffusion of environmentally friendly technologies.
Anti-Corruption Principle10 Businesses should work against corruption in all its forms, including extortion and bribery

PRI

With obtaining membership of the UN PRI (Principles for Responsible Investment) in 2009, NPS is in line with six principles for

responsible investment of the United Nations.

Principle1 We will incorporate ESG issues into investment analysis and decision-making processes.
Principle2 We will be active owners and incorporate ESG issues into our ownership policies and practices.
- Principle3 We will seek appropriate disclosure on ESG issues by the entities in which we invest.
] == P R I Principle4 We will promote acceptance and implementation of the Principles within the investment industry.
Principle5 We will work together to enhance our effectiveness in implementing the Principles.
Principleé We will each report on our activities and progress toward implementing the Principles.
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UN SDGs

Sustainable Business

Material Issue

Appendix

The Sustainable Development Goals (SDGs) consist of 17 goals and 169 targets that the international society must achieve to resolve

common human problems, environmental problems, and economic and social problems. Taking effect at the UN General Assembly on

September 28, 2015 based on the agreement with leaders from 193 countries, the SDGs are expected to be achieved by the international

society all together over 15 years from 2016 to 2030. NPS actively supports the SDGs and is strengthening its sustainability by establishing

a foundation for mutual growth with society throughout its business activities.

18
POVERTY

Faind

End poverty

By 2030, eradicate extreme poverty for all people
everywhere, currently measured as people living
on less than $1.25 a day

2
1§ End hunger and achieve food
security

By 2030, end hunger and ensure access by all
people to safe, nutritious and sufficient food all
year round

GOODHEALTH
ANDWELLBENG

_/\,\/\. Ensure healthy lives and promote
wellbeing

By 2030, reduce the global maternal mortality
ratio to less than 70 per 100,000 live births

4 Sl
MI Ensure inclusive and equitable qual-
ity education

By 2030, ensure that every children completes
free, equitable and quality primary and second-
ary education leading to relevant and effective
learning outcomes

GEIDER
EQUALTY

¢

Achieve gender equality

End all forms of discrimination against all wom-
en and girls everywhere

CLEANWATER
AND SANITATION

i Management of water and sanitation

By 2030, achieve universal and equitable access to
safe and affordable drinking water for all

Ensure access to energy

By 2030, ensure universal access to affordable,
reliable and modern energy services

DECENTWORK AND
ECONOMICGROWTH

Sustainable economic growth and
productive employment

o

Sustain per capita economic growth in accordance
with national circumstances and, in particular, at
least 7 per cent gross domestic product growth per
annum in the least developed countries

0 oS monm
D NRASTRICTIRE

& Resilient infrastructure and
sustainable industrialization

Develop quality, reliable, sustainable and
resilient infrastructure to support economic de-
velopment and human well-being, with a focus
on affordable and equitable access for all

10 oo
TNEQUALITES

g

Reduce inequality

By 2030, progressively achieve and sustain
income growth of the bottom 40 per cent of the
population at a rate higher than the national
average

Sustainable cities and
human settlements

By 2030, ensure access for all to adequate, safe and
affordable housing and basic services and upgrade
slums

12 Ko
CONSUMPTION
ANDPRODUCTION

QO

Sustainable consumption

Implement the 10-Year Framework of Programmes
on Sustainable Consumption and Production
Patterns, all countries taking action, taking into
account the development and capabilities of
developing countries

13 i
@ Action to combat climate change and
its impacts

Strengthen resilience and adaptive capacity to
climate-related hazards and natural disasters in
all countries

U

Sustainable use of the oceans,
seas and marine resources

By 2025, significantly reduce marine pollution of
all kinds, in particular from land-based activities,
including marine debris and nutrient pollution

Protect terrestrial ecosystems

By 2020, ensure the conservation, restoration
and sustainable use of terrestrial and inland
freshwater ecosystems and their services
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= Peaceful and inclusive societies

Significantly reduce all forms of violence and relat-
ed death rates everywhere
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Global partnership

Strengthen domestic resource mobilization,
including through international support to devel-
oping countries, to improve domestic capacity for
tax and other revenue collection
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