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About this report

About this report

With this, its second Sustainability Report,
KarstadtQuelle underscores its clear commit-
ment to sustainability. At the same time, the
report presents a record of what has been
achieved in 2004 and 2005, and identifies the
challenges that remain. It is published for an-
alysts and investors, business partners, col-
laborators, consumer organizations, official
bodies and our employees. At the same time,
however, we are addressing customers, spe-

cial interest groups and the public at large.

The Sustainability Report 2005 focuses on
the three main Group companies, Karstadt
Warenhaus, Quelle and neckermann.de, and
thus relates to around 70 percent of the peo-
ple employed by the KarstadtQuelle Group.
We had intended to expand the scope of the
report to take in other subsidiary and associ-
ated companies, but this has proved impossi-
ble due to the extensive restructuring meas-
ures realized during the period under review.
We have not given up on this objective,
however, and hope to have achieved it by
the time the next report is published in the
first half of 2008. This Sustainability Report
has been drawn up in accordance with the
guidelines of the Global Reporting Initiative
(GRD), the requirements of the rating agen-
cies specializing in sustainability and the
suggestions made by our employees and

stakeholders.

KarstadtQuelle employs almost 89 percent of
its total workforce in Germany, so almost all
of our people are covered by comparatively

strict statutory social welfare provisions. The
environmental management systems intro-

duced cover all relevant processes and sites.

In light of the breadth of the environmental,
social and societal commitment of the Group,
the companies and the employees, we have
not focused on every single activity. Those
seeking further details on the topics covered
in this Sustainability Report and links to
important organizations are referred to the

Internet.

Details of the Group’s financial position and
the progress of its business can be found in
the current Annual Report, which may be

ordered and downloaded over the Internet.

Further information on the subject of sus-
tainability can be found on the websites
of Karstadt Warenhaus, Quelle and

neckermann.de.

If you have any questions about sustainability
issues at KarstadtQuelle, please contact us at

sustainability@karstadtquelle.com

The editorial deadline for this report was

January 31, 2000.
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Foreword

Foreword

Dear readers,

The past two years have confronted our
Group with serious challenges. Our every-
day activities have been marked by radical
changes and comprehensive restructuring
measures. The fact that we are once more
on track is also thanks to the efforts of our
employees. The will to shape the develop-
ment of KarstadtQuelle in a sustainable way
remained a central driving force behind our
activities. We can point to many successes

here, and have set them out in this report.

For KarstadtQuelle AG, economic matters,
environmental issues and social responsibility
are inextricably linked: As the intermediary
between producer and customer, we commit
ourselves to the promotion of good social
and environmental standards among our part-
ners. We have mounted numerous cam-
paigns, including the promotion of fairly
traded goods and our “Environmentally
friendly back to school” initiative, in order to
encourage customers to take a socially and
environmentally aware approach to their pur-
chasing decisions. We have significantly ex-
panded our offering of energy-efficient home
appliances and textiles bearing the eco-friend-
ly “Oeko-Tex Standard 100” label during the
period under review. KarstadtQuelle believes

that training young people constitutes a sig-

nificant contribution to sustainable develop-
ment. During the years 2004 and 2005 alone,
some 1,800 young people started vocational
training leading to a qualification with the

Group.

This gratifying picture was clouded by the
collapse of a textile factory in Bangladesh in
the summer of 2005. KarstadtQuelle had only
had four test orders carried out in the factory
and had terminated the collaboration months
before the accident. Nevertheless, the press
attacked our company without justification.
KarstadtQuelle donated 35,000 US dollars for
humanitarian aid to help the victims. This ac-
cident again showed that we must continue
to identify deficiencies in the supplier chain

and work towards improvements.

This report is intended to be of maximum
benefit to our stakeholders — analysts, in-
vestors, business partners, collaborators, con-
sumer organizations, official bodies and our
employees. We leave it to you to judge if we
have achieved this goal. We look forward to
your suggestions and constructive criticism.
The 2005 KarstadtQuelle Sustainability Report
is not merely a “statement of account”, it is
also intended to help intensify the dialog

with our stakeholders.

We hope you find the report interesting.

e
Dr. Thomas Middelhoff

Chairman of the Management Board

/}uudt_r

Prof. Dr. Helmut Merkel
Member of the Management Board with responsibility for
the Environment and Social Affairs



Portrait of the Group: KarstadtQuelle AG

KarstadtQuelle is Europe’s largest department store and mail order group.

The last two years have been characterized by restructuring measures and

a consistent process of reorganization.

The KarstadtQuelle Group, which is head-
quartered in Essen, employs some 69,000
people. Karstadt Warenhaus, Quelle and
neckermann.de do not operate their own
production facilities. During the business
year 2005, we posted adjusted sales of 15.45
billion euros. About 26 percent of the sales

were achieved outside Germany.

Business segments
The business segments of the KarstadtQuelle
Group include Karstadt, Mail order, Thomas

Cook, Services and Real estate.

With 90 department stores and 32 sports
stores, KarstadtQuelle has a presence in
many larger German towns and cities. Some
2.5 million customers visit our department

stores every day.

In the mail order segment, the two principal
brands Quelle and neckermann.de cover the
entire bandwidth of general and special mail
order activities in Europe. With its 20 interna-
tional companies such as Peter Hahn, Hess
Natur or Baby Walz, the special mail order
arm concentrates on precisely defined target

groups.

Tourism activities basically encompass our

50-percent holding in Thomas Cook AG.

In the services segment, KarstadtQuelle is ex-
panding retail-related services in particular.

This applies especially to financial and infor-

mation services and Customer Relationship
Management. The real estate segment han-

dles the Group’s extensive property portfolio.

With more than sixty online portals in place,
KarstadtQuelle has further enhanced its lead-

ing position in Germany.

Restructuring and realignment

On September 28, 2004, we introduced to the
public “KarstadtQuelle Neu”, the program for
the restructuring and realignment of the Group.
It defines the strategic approach for the 2004
to 2008 financial years. “KarstadtQuelle Neu”
is based on a fundamental reconstruction of
the finances and a radical realignment of the
business models, particularly in the retail seg-

ments.

The basic concept “KarstadtQuelle Neu” was
supplemented by further divestments in mid-
2005 and extended to include a massive recon-
struction program in universal mail order
Germany. At the end of 2005 strategic realign-
ment was specified for Thomas Cook and the

real estate portfolio.

“KarstadtQuelle Neu” has the following goals:

Phase 1 (financial years 2004 and 2005):

I Focusing on the core competences

B Realignment of the business models

I Reconstruction and restructuring of finances
W Reduction of employed capital

M Cost reductions

Portrait of the Group
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Adjusted sales according to business segments (2005)

Declaration of compliance with the
German Corporate Governance Code
www.karstadtquelle.com

> Corporate

Portrait of the Group

in billion euros

[ Mail order 6.75
B Karstadt 4.73
[ Thomas Cook 3.83
I Real estate 0.42
I Services 0.31

*The figures were adjusted. The adjustments relate

to special factors, divestments and joint ventures.

Phase 2 (from the financial year 2006):

Il Reconstruction of universal mail order
Germany

I Reduction of net financial liabilities
towards zero

[ Concentration on profitable growth
segments

[ Further considerable reduction of the

employed capital

Corporate Governance:

Strengthening trust

Within the KarstadtQuelle Group, Corporate
Governance means managing and regulating
the company in a responsible manner, and
with a view to long-term value creation. This
enhances the trust of national and interna-
tional investors, the financial markets, busi-
ness partners and employees, as well as the

general public in the KarstadtQuelle Group.

KarstadtQuelle AG complies in almost every
regard with the German Corporate Gover-
nance Code. The Management Board and Su-

pervisory Board issued the last declaration of

compliance in accordance with Section 161
of the German Stock Corporation Act on
March 21, 2006. As a company governed by
German laws on stock corporations, we have
a dual management and control structure in
the form of a Management Board and a Su-
pervisory Board. The 20-strong Supervisory
Board is made up of equal numbers of em-
ployer and employee representatives. The
efficiency of its activities was audited accord-
ing to the Corporate Goverance Code for the

first time in 2005.

Our sales and earnings development

The KarstadtQuelle Group achieved adjusted
sales of 15.45 billion euros (previous year:
16.14 billion euros) in the 2005 financial year.
This represents a decrease by 4.2 percent. It
must be noted that part of the sales decrease
was caused by the temporary closure or par-
tial closure of reorganized department stores,
dispensing with large-scale discounting cam-
paigns and selective discontinuation of prod-
uct lines and the associated considerable re-
duction in catalog pages in universal mail
order Germany. Thanks to the successful
restructuring measures the KarstadtQuelle

Group is again plannable and manageable.

Adjusted operating earnings before interest,
tax, depreciation and amortization (adjusted
EBITDA) rose by 5.1 percent to 544.1 million
euros (previous year: 517.5 million euros) at
Group level. The earnings target was thus
achieved. Four out of five business segments
— Karstadt, Thomas Cook, Services and Real
estate — are above plan; Mail order is below

plan.



Our responsibility:

Positive appraisal

Active responsibility for employees, the envi-
ronment and society has always been a fun-
damental requirement for KarstadtQuelle’s
actions, even in difficult times. Our first
Group-wide Sustainability Report, which

appeared in April 2004, was well received.

A worldwide benchmarking study performed
by London-based consultants Sustainability
Ltd. placed the KarstadtQuelle AG report in
the top 50 of such publications. The overall
rating put KarstadtQuelle in 25th place, and
earned it second place among the German

reports.

A ranking of the sustainability reports of the
150 largest German companies performed by
future e.V. and the Institute for Ecological
Economy Research put our report in second

place in the overall assessment.

A wealth of awards and prizes confirm that
we are on the right track. Karstadt Warenhaus
earned recognition from the German section
of UNESCO for three of its projects: Weeks of
action focusing on organic products and
“TransFair” goods, along with the “Environ-
mentally friendly back to school” campaign
were honored as official projects of

the World Decade for 2005/2000.

Karstadt Warenhaus and neckermann.de were
singled out by the German Environmental
Management Association (B.A.U.M.) and the
German mining and chemical industry trade
union for their project designed to motivate

employees on sustainability issues.

Shareholder Structure (As of: December 31, 2005)

in percent

[ Pool ,Madeleine Schickedanz”  58.23

[ Free float 28.79
B Allianz AG 7.56
P KarstadtQuelle AG* 5.42

*Own shares

The companies of the KarstadtQuelle Group
are party to the following cooperative envi-
ronmental alliances and partnrships between
the German federal states and business and
industry:

B Umweltallianz Sachsen des Landes Sachsen
und der Wirtschaft (Saxony)

I Umweltallianz Hessen des Landes Hessen
(Hesse)

B Partnerschaft “Umwelt & Unternehmen”
(Bremen) a network of the state of Bremen
and selected companies

B Umweltpakt Bayern der Bayerischen Staat-
sregierung und der Wirtschaft
(Bavaria)

B UmweltPartnerschaft der Freien und
Hansestadt Hamburg und Unternehmen
(City of Hamburg)

B Umweltlernpartnerschaft Hessen (Hesse)

In response to the positive appraisals of our

sustainability performance we are listed in

indices including the following:

B FTSE4Good (FTSE4Good Europe Index
and FTSE4Good Global Index)

W Ethibel Sustainability Index

According fo Wertpapierhandelsgesetz

Umweltallianz Sachsen
www.smul.sachsen.de

Umweltallianz Hessen
www.umweltallianz.de

Partnerschaft “Umwelt & Unternehmen”
www.umwelt-unternehmen.bremen.de

Umweltpakt Bayern
www.umweltpakt.bayern.de

UmweltPartnerschaft Hamburg
www.umweltpartnerschaft.hamburg.de

FTSE4Good
www.ftse.com /ftse4good

ESI — Ethibel Sustainability Index
www.ethibel.org

Portrait of the Group 5



German consumer goods testing foundation Stiftung Warentest carried out an investiga-

tion into remote controlled toy cars at the end of 2005. The testers not only scrutinized
the vehicles’ performance, they also examined the social and ecological commitment

of the various manufacturers. The results amounted to a glowing endorsement of the
Group’s efforts. The conditions under which the miniature cars are produced for Karstadt
Warenhaus, Quelle and neckermann.de were judged to be exemplary. Consumer body
Stiftung Warentest gave all the Group’s companies its top commitment rating in the cor-
porate responsibility category. The Stiftung Warentest team also singled out Karstadt

i

Warenhaus’ Quadra Racer as the test’s “secret tip”.




Our sustainability strategy

As an international retail company and supplier of own-brand products KarstadiQuelle

acknowledges the significant social and ecological responsibilities it incurs. Clearly, we

pursue profitable growth for our company, but we bear these responsibilities in mind:

we regard them as prerequisite to lasting success in the marketplace.

A commitment to sustainability is nothing
new for KarstadtQuelle: our Management
Board formally assumed responsibility for en-
suring the sustainability of our operations in
2002, we introduced a comprehensive sus-
tainability organization, rigorous sustainabili-
ty guidelines and defined areas of action just
one year later, followed by our first Sustain-
ability Report in 2004. The Group has consis-
tently stood by the sustainability strategy dur-
ing the period under review. KarstadtQuelle
concentrates its sustainability activities on five
areas of action that we consider fundamental
in the light of current political imperatives
and the requirements of our stakeholders:

M Product mix

B Global working conditions

M Advice to customers

M Operational management

@ Human resources management

Sustainability management:

Good progress made, but still more to do
We set ourselves clear objectives for the
years 2004 and 2005 in the central areas of
action for sustainability. This Sustainability
Report reviews our achievements over this
period and identifies those areas in which we
still have work to do (cf. “Sustainability pro-
gram: Update of status and new measures”,
cf. page 42). Overall, we can be very pleased
with the implementation of our sustainability
strategy in our operating business, that is to
say in purchasing and sales. A number of
opportunities for improvement remain in our
comprehensive approach to sustainability

management, however.

Two corporate bodies, the Sustainability KarstadtQuelle Group-wide
Sustainability Guidelines and
Group-wide Sustainability
Management Guideline
mote sustainability activities in the Group. www.karstadtquelle.com

> Sustainability

Council and the Sustainability Working Group,

were set up in 2003 to coordinate and pro-

We are currently in the process of reviewing
our sustainability organization and adapting it
to the new Group structure. The Group-wide
Sustainability Management Guideline, which
provides the Group companies with a frame-
work for the operational implementation of
sustainability issues, will be revised if neces-

sary and will remain in force.

Environmental management:

External validation waived

Quelle and neckermann.de were among the
first German retailers to obtain external certi-

fication for their environmental management

OECD Guidelines

for Multinational Enterprises

Adopted by the Organisation for Economic Co-operation
and Development (OECD) in 2000, these guidelines embody
the shared values of the 30 member states, of which our
home country of Germany is one. Recognized by all 30 OECD
member states and, to date, nine non-member states, they
represent the only comprehensive, multilaterally accepted
code of conduct for responsible trading. KarstadtQuelle has
given an explicit commitment to abide by the OECD guide-

lines: www.oecd.org/daf/investment/guidelines

Our sustainability strategy
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system. External validation is a very expen-
sive option though and the costs now far out-
weigh any tangible benefits, so it has been
decided to proceed without certification un-
der the European Eco-Audit Directive (EMAS)
or ISO 14001 in future. Internally, however,
the Group companies continue to operate their
established environmental management pro-
cedures, and the relevant processes will also
be retained in the environmental manage-

ment system at the sites that have been sold.
The Group employs a large number of peo-

ple in the fields of environmental and social

policy. Environmental protection activities at

Compass for sustainable development of KarstadtQuelle AG

Strategy
i Uniform risk management
I Groupwide Sustainability Guidelines
I Groupwide I Corporate
Code of Office for the
Conduct on Environment and Group-wide framework provisions for
procurement Social Affairs sustainability management

Solidarity pact agreement

Sustainability
Working Group

Adoption into the FTSE4Good Index

Start of auditing of social standards

Supplier audifs

1st Group Sustainability Report

Communication on sustainability on the corporate

textile factor
Intranet and Internet Y

i Start of regular
Conducting a dialog on social standards 9

Sefting-up of the Quelle Innovation Foundation

Implementation and communication

8 Our sustainability strategy

1 Help for the victims
of the collapse of a

customer surveys
by Karstadt VWarenhaus

Karstadt Warenhaus are initiated by Environ-
mental Officers, who are also in charge of
quality assurance, while neckermann.de and
Quelle have a joint Environmental Officer.
Appropriately trained employees in the 22
international offices so far established ensure
that social standards are upheld in the supply

chain.

Risk management:

Preserving our good name

Retail groups like KarstadtQuelle face an
enormously volatile environment in which to
try and realize their objectives. Unpredictable

factors include political, financial and supply

Concrefe targets derived from the Sustainability
Guidelines

Uniform sustainability indicators concept

Group-wide management principles

Audits and training for all suppliers

until 2010

3rd Group
Sustainability Report
2nd Group Sustainability Report

Start of training program on social stan-
dards for purchasers

Rollout of sustainability management in
all Group segments and affiliates

Employee training on social standards

Sustainability as an element of target
agreements for all managers




"Engaged in high-level activities”

Interview with Prof. Dr. Helmut Merkel,

member of the Management Board with responsibility for the Environment and Social Affairs

h

You identified five central areas of action
in your last Sustainability Report. Have
you been able to make improvements in
these areas despite the difficult economic
situation?

Prof. Dr. Merkel: We have had to put some
issues on the back burner it is true, but sus-
tainability is not one of them. Sustainability is
inextricably bound up with our core business
of “buying and selling”, and we have there-
fore continued to engage in high-level activi-
ties to pursue our objectives in the areas of
product mix, advice to customers and global
working conditions. We had to reorganize our
operational environmental protection proce-
dures in the period under review as a result of
the Group restructuring, but it was undoubt-
edly in human resources that we found it most
difficult to stick to our basic principles. Nev-

ertheless I can assure you that we managed it.

Do customers fully appreciate the efforts
you make to source and promote a social-
ly and ecologically aware product mix?
Prof. Dr. Merkel: It depends very much on
events: when the BSE crisis broke, customers
turned to us as a trusted and reliable supplier
and made us the only company to increase
its sales during the period, but between scan-
dals few people show much interest in what
we are doing. The advice we provide to our
customers is helping to raise awareness con-
tinuously, however, so staff training remains

our top priority in this area.

KarstadtQuelle is repeatedly targeted by
protests against infringements of social
and environmental standards. How far do
your responsibilities go?

Prof. Dr. Merkel: We always listen to any crit-
icism, of course, as compliance with social
and environmental standards deserves to be
on the agenda. We bear full responsibility for
the entire lifecycle of our own brand products
such as Yorn or Privileg. We have less say in
respect of the external brands, but as buyers
we can exert influence on manufacturers. It
is many years since we first began to work
with other retailers in the foreign trade asso-
ciation of German retailers to set up effective
mechanisms in this area. Meanwhile, regular
audits provide a measure of reassurance. In-
deed suppliers have come to see them effec-
tively as a ticket to enter and remain in the

marketplace.

What are the principal issues that will
have to be addressed in order to keep
KarstadtQuelle moving in a sustainable
direction in the years ahead?

Prof. Dr. Merkel: How ideals of sustainability
are put into practice depends largely on peo-
ple. The first essential element is an organi-
zation in which all parties work together to
advance the cause. Intensive internal commu-
nication plays a key role too. And we must
never allow ourselves to forget that constant
scrutiny of our actions is critical for consis-

tent progress. M

Our sustainability strategy



risks and also the risk of damage to a compa-
ny’s image. KarstadtQuelle has introduced a
risk management system encompassing all
Group activities both in and outside Ger-
many in order to identify such potential haz-
ards at an early stage. The risk management
guidelines lay down detailed procedures for
product recalls and environmental incidents

to minimize any deleterious consequences

for people and the environment. Our interna-

The Quelle Institute for tional purchasing activities constitute the
Quality Control checks
some 20,000 articles
every year, conducting
around two million encourage and support appropriate environ-
spot checks.

most likely source of risks to our reputation

and we therefore make a particular effort to

mental and social standards in our supplier
countries. We repeatedly demonstrated this
commitment throughout the period under

review.

Quality management:

High quality affirmed

Karstadt Warenhaus, Quelle and neckermann.de
all have dedicated quality assurance depart-
ments working to avoid situations such as

product recalls due to poor quality. The tex-

The value creation chain at KarstadtQuelle

tile laboratories operated by the three Group
companies are certified under the interna-
tional standards for quality management
DIN EN ISO 9001:2000 and DIN EN ISO/IEC
17025:2000, for example, while the Quelle
Institute for Quality Control ensures that our
own brand products also meet our demand-
ing quality standards. The Quelle Institute is
the largest facility of its kind in the German
retail sector and was the first to receive offi-
cial state recognition. It tests around 20,000
products annually and carries out some two
million spot checks. The results of investiga-
tions by German consumer goods testing
foundation Stiftung Warentest leave the effec-
tiveness of our Quelle Institute for Quality
Control in no doubt: since 1968 some 800
products passed by the institute have been
rated as either “good” or “very good” by the

Stiftung Warentest team.

A Stiftung Warentest review of remote control
cars published at the end of 2005 saw us
commended for the second time not only for

a very good price-performance ratio, but also

KarstadtQuelle as gatekeeper KarstadtQuelle as customer advisor KarstadtQuelle as carrier

‘ Product design/selection

‘ Transport pooling

‘ Environmental standards ‘ Awareness enhancement

‘ Selection of means of transport

‘ Product quality

CO,neutral mail order (pilot project)

‘ Social standards ‘ Customer information

‘ Service

Purchasing Quality assurance Marketing

Logistics Sales

10 Our sustainability strategy



for the high social and ecological standards
set by our own-brand products. Karstadt
Warenhaus, Quelle and neckermann.de to-
gether took first place in the relevant compa-
ny ranking, which, significantly, was based
on more than just our responses to an ex-
haustive list of questions. According to the
testers’ report, “All of the companies but one
declined to permit an inspection of their fac-
tories in China: only Karstadt Warenhaus
opened the doors for a reporter and a pho-
tographer from Stiftung Warentest” (Stiftung
Warentest, January 2006). We are beginning
to build a tradition in these tests: Karstadt
Warenhaus’ “Outdoor” jacket won the first
social and ecological company ranking pub-

lished by Stiftung Warentest in 2004.

Staff training:

Promoting sustainability

The vast range of training activities organ-
ized during the period under review serves
as a forceful reminder of the importance
KarstadtQuelle attaches to staff training and

education in sustainability matters. One of

KarstadtQuelle as service partner

Environmentally friendly disposal

Customer advice

Take-back of end-ofife electr. equipment/matiresses

Recycling

Customer service Disposal

the activities arranged by the Group for its
buyers, for example, was a training program
on social standards. Previously judged purely
on the price and quality of the items they
purchased, buyers will in future also have to
account for the social conditions under which
these items are produced. They will be ex-
pected to emphasize the importance of con-
sistent compliance with social standards even
before a contract is signed and to insist even
more forcefully that any agreement reached
incorporates corresponding provisions. While
it is true that the Group has been checking
its suppliers for years, experience shows a
need for a fundamental effort to raise aware-

ness among buyers and suppliers.

The Environment and Social Affairs corporate
office kept the works council Code of Con-
duct committee up to date about ongoing

activities during the period under review.

KarstadtQuelle operates
its own purchasing
Jfunction in Asia.
Activities center on the
offices in Shanghai
and Hong Kong.

Our sustainability strategy
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Products bearing the TransFair logo taste much like any others. Buying them, however,
often helps to secure the existence of small-scale farmers in developing countries who
grow them. These farmers are assured a certain proportion of the proceeds from sale,
and this helps to support their sustainable development. Karstadt Warenhaus has been
selling fairly traded products since 1993 as a partner in the TransFair initiative. TransFair
reserves its seal for importers prepared to pay a specified minimum price when purchas-
ing raw materials, thereby assisting more than a million small farmers. The range of fairly-

traded products, including 40 products such as coffee, tea, chocolate and orange juice,

now accounts for six percent of sales in the food department at Karstadt Warenhaus.




Responsibility for customers

KarstadtQuelle offers customers more than just a good price-performance ratio. Our extensive

ranges and individual services also stand for quality and innovation as well, and our stringent

product-specific standards ensure optimal consumer safety and environmental protection.

A retail company like KarstadtQuelle has two
invaluable assets: loyal customers and com-
mitted employees. Cultivating enduring cus-
tomer loyalty is particularly challenging in
our sector, as our target groups are so many
and disparate and their wishes and require-
ments so enormously diverse. Some, for ex-
ample, want the latest fashions, while others
are especially interested in energy efficiency
or have preferences influenced by their eth-
nic background. Some are young, some old,
some rich and some poor. However, they

all have one thing in common: they expect
attractive prices, high quality and excellent

advice.

Customer focus:

Understanding customer wishes and needs
It is impossible to offer customers an appro-
priate range backed by competent advice
without first understanding precisely what it
is they want and need. We have been taking
a closer look at our customers’ concerns
since February 2005 and conduct regular cus-
tomer surveys in all of our department stores.
Some 1.3 million customers had completed
one of our feedback cards by the end of last
year. We were able to implement some of the
suggestions received very quickly, and this,
coupled with the effects of a comprehensive
training initiative in sales, boosted our pro-
portion of satisfied customers in the period
up to the end of January 2006 to 85 percent —

a gain of nine percent.

In 2004 Quelle set up a customer advisory
board, which now meets three or four times

a year. Group company neckermann.de

earned a grade of 1.7 (“good”) in a survey of
2,400 customers carried out in the same year
by TUV Saarland. The survey rated product
quality and the availability of goods. The
company is now entitled to include the “TUV
service tested” seal on its marketing materi-
als, as is our customer service arm Profectis,
which maintains and repairs electrical and
electronic equipment sold by KarstadtQuelle.
Profectis was rated as “good” in an equiva-
lent customer survey also carried out by TOV
Saarland, and actually emerged as test winner
in a review of customer service conducted by
Stiftung Warentest in March 2003. Stiftung
Warentest found Profectis to be particularly

strong on fault diagnosis and repair.

Every day, around
2.5 million customers

visit Karstadt’s stores.
We carry out regular
surveys to make sure
we are giving them
what they want.

fair in Berlin.

Quelle and neckermann.de:

Outstanding service on the web

The “Q"(uelle) button on the quelle.de Internet portal repre-
sents a milestone for Internet shopping. A click on the “Q”

takes customers straight to strategically selected offers from
the Quelle store. The innovative service feature received
two separate awards in 2005: the German Multimedia

Award and the German Dialog Marketing Prize. In October
2005, neckermann.de portal picked up an award for the
best online strategy. The two mail order companies present-
ed their advanced systems for interactive TV shopping,
which enable customers to shop directly from the comfort of

their own sofa, at the IFA 2005 consumer electronics trade

Responsibility for customers
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In eleven of the Karstadt

Warenhaus stores we
offer separate organic
goods outlets with up to
3,000 different organic
articles.

Organic store of the year
www.biomarktdesjahres.de

Organic seal
www.biosiegel.de

Quelle introduced a dedicated range of
kitchens for people with disabilities in 2004,
with a separate catalog. Specially trained
consultants help customers design a space to

meet their specific kitchen needs.

Customer complaints:

Still declining

Every item returned in mail order business
has to be carefully processed, so a high level
of customer satisfaction helps to keep costs
down as well as stimulating sales. Efficient
early warning systems that pool details of
customer calls and highlight particular issues
make it easier to provide good service on the
telephone and can significantly reduce the
number of returns due to complaints or cus-
tomer dissatisfaction. This has made quite an
impact: the number of items returned by
Quelle customers last year fell to 22.5 million

from around 36 million in 2004.

Shaping the product range:

Awareness of environmental issues

The ranges of products carried by the depart-
ment stores and the two mail order compa-
nies will change to a certain extent as a con-
sequence of the Group’s restructuring. Our
long-standing commitment to considering
sustainability issues wherever possible in our
product selection, on the other hand, will
continue unchanged. We are currently in the
process of expanding our range of certified
organic products in the food departments of
the Karstadt department stores. All but one
of the food departments are operated by
Karstadt Feinkost, a partnership with Rewe.
The BIOlogisch (“organic makes sense”) fami-

ly brand offers in excess of 700 different arti-

Responsibility for customers

cles and some of the eleven branches now
have a completely separate organic section

offering over 3,000 products.

Our organic products are grown without
the use of pesticides, fungicides or artificial
fertilizers in compliance with the European
Union’s regulations on organic agriculture.
Before they may be labeled organic, the
products and the agricultural methods by
which they are grown have to undergo

regular inspections.

Karstadt Warenhaus has for many years been
organizing an annual week of special activi-
ties in all of its German department store food
departments to promote and raise awareness
for organic and TransFair products. Grouping
these two types of product together in this
way makes sense, as 64 percent of fairly trad-
ed products now also meet the requirements
of the EU Regulation on the organic produc-
tion of agricultural products. The organic de-
partment at Karstadt Dresden won the “Silver
Selly“ (second place) award in the first na-
tionwide organic retail competition launched
by the Central Marketing Organization of
German Agricultural Industries (CMA) and
may now advertise as “Organic store of the

year 2005” on its promotional materials.

With our range of energy-saving home appli-
ances, we have been contributing to climate
protection for many years now. Some 90 per-
cent of the range we carry boast an A energy
efficiency rating. On the mail order front,
neckermann.de and Quelle were able to ex-
pand their range of ultra energy-efficient re-

frigerators and freezers (those rated A+ and



A++) to 48 percent and 57 percent respec-
tively. Already, 92 percent of all the large
electrical appliances offered by Karstadt
Warenhaus carry an A, A+ or A++ rating. The
EcoTopTen product lists reflect Quelle’s strong
presence in the energy-saving large electrical
and electronic appliance market: in the vari-
ous refrigerator and freezer categories, for ex-
ample, models from Quelle’s Privileg brand

constitute between 20 and 60 percent of Eco-

TopTen’s listed products. In the cookers and
ovens category, neckermann.de occupies the

first three places.

neckermann.de has now even introduced a
climate-neutral, A+ rated combined fridge
and freezer. Its chief energy efficiency feature
is that it will be rendered CO,-neutral over its
first ten years of operation by what is known

as an offsetting project. Customers thus now

EcoTopTen
www.ecotopten.de

"Perceived quality” as added value

We have been collaborating successfully with Karstadt Warenhaus since 1993. It was
quite clear to us right from the outset that the company intended not only to put fair
trade products on its shelves, but also to raise awareness of what they were about.
Karstadt Warenhaus still offers the widest range of fair trade products of any retail
chain and its promotional activities for these products and the fair trade week it has

held every year since 2001 are exemplary. The training provided to staff is of course

all part of this too. Karstadt Warenhaus’ training videos and other internal informa-

tion materials have set the standard, and it is thanks in no small part to its efforts

Dieter Overath,
Managing Director of
TransFair e.V.

that our organization has continued to grow resolutely over recent years despite cus-
tomers increasingly looking to rein in their spending. Clearly more and more con-
sumers want to know how and where the products they buy originate. The “Trans- www.transfair.org
Fair” seal gives them an assurance that the raw materials used have been managed

carefully and that all of the people involved in the production process have been

treated with respect. The knowledge conveyed by the seal imparts a certain person-

ality to fairly traded products and creates a new and different shopping experience.

This ‘perceived quality’ extends well beyond the actual quality of the product and

therefore represents significant added value. Fortunately, the genuine quality of the

TransFair range has been shown to be very good too, with our products achieving

top positions in numerous independent tests (Oko-Test, Stiftung Warentest, etc.) and

quite often winning outright. We are currently working to enhance our product mix

on two fronts by introducing more and more new organic varieties into existing lines

such as coffee and fruit juice and also venturing into completely new product areas

ranging from bananas and wine to soccer balls, cut flowers and rice.
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have the chance to help reduce the hazards
caused by emissions of environmentally dam-

aging greenhouse gases.

Textiles that are friendly to both the environ-
ment and sensitive skin constitute another
key element of our sustainability-oriented
product mix. No less than 44 percent of

Quelle’s textile range satisfies the exacting

requirements of Oeko-Tex Standard 100 and

which includes representatives from a variety
of departments ranging from sales to quality
assurance, has been committed to this since
1995. Hence our current range of garden
furniture constist of a wide variety of FSC-
approved products. The widely recognized
FSC (Forest Stewardship Council) label iden-
tifies products that comply with prescribed

ecological standards throughout their lifecycle.

Since 2001 Karstadt
Warenhaus has been

qualifies for the special “skin-friendly/der- So it is no wonder that FSC furniture is be-

matologically tested” label. The figure for coming increasingly popular. We have react-

running its “Environ-
mentally friendly back
to school” campaign,

neckermann.de is around 46 percent. Almost ed to customer preferences, adjusting our

all of the baby clothing, next-to-skin textiles furniture range and continuously increasing

whose aims include the

and bedclothes sold by Karstadt Warenhaus the number of environmentally friendly prod-

promotion of school ma-
terial with the “Blue
Angel” seal of approval.

meet the Oeko-Tex Standard 100 criteria. ucts ever since 2003. Now, for example, 100

percent of the mail order items of garden fur-

Our furniture range has strong ecological cre-
dentials too, and we actively favor products
from sustainable forestry. The Furniture envi-

ronmental working group at neckermann.de,

niture made of tropical woods are FSC ap-
proved. The proportion of home furnishings
bearing the Blue Angel environmental mark

awarded by the German Federal Environment

Agency (UBA) is also increasing continuous-

ly. Quelle introduced its first Blue-Angel-

Energy efﬁCienCY ral‘ings A+ Ond A++ certified bedroom range ten years ago, and

nearly half the bedroom systems in its portfo-

i o lio now carry this well-known environmental
Like readers of the Quelle or neckermann.de catalogs, visi-
. seal. Coatings and treatments that release
tors to Karstadt department stores are probably familiar by
. . . harmful volatile organic compounds in use
now with our refrigerators and freezers flaunting the Euro-
o i are prohibited in the case of these products.
pean Energy Label’s A+ and A++ energy efficiency ratings.

Introduced by the EU to distinguish the most efficient new o
. . X . Special initiatives:
appliances, these new ratings identify models that consume . o
o Pushing sustainability up the agenda
up to 45 percent less electricity than the models of the old
. . The “Environmentally friendly back to
A class. The clear advantage of these appliances was high-
i . L . school” campaign aims to promote the use of
lighted during the “Energy efficiency pays” days organized
L stationery with a low environmental impact.
jointly by Karstadt Warenhaus and the German Energy

Agency (dena) in 2004 und 2005.

www.deutsche-energie-agentur.de

It has almost become Karstadt Warenhaus
tradition. The German Federal Environmental

Agency (UBA), Friends of the Earth Germany

(BUND) and the Pro Recyclingpapier Initia-
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tive have all been supporting the campaign
since 2001. Its success confirms our resolve
to continue it: sales of recycled paper school
notebooks bearing the Blue Angel, for exam-
ple, were up two percent in 2005, and around
35,000 children entered the accompanying
pupils’ competition. A study carried out by the
North-Rhine Westphalian Consumer Advice
Center in July 2004 revealed that Karstadt
Warenhaus is the only retail company in
Germany to offer environmentally-friendly

school materials on a large scale.

Procurement:

High standards throughout the Group

Our purchasing policy consistently incorpo-
rates sustainability concerns throughout the
Group. KarstadtQuelle adopted a Code of
Conduct for procurement based on the con-
ventions of the International Labour Organi-
zation (ILO) and covering all Group compa-
nies back in October 2000. We have been
involved in international training and audit-
ing under the “Ensuring Social Standards” ini-
tiative, which has now been taken up at the
European level as the Business Social Com-
pliance Initiative (BSCD), since its inception
by AVE, the Trade Association of German
Retailers (cf. page 41). KarstadtQuelle also
continues to verify supplier compliance with
Oeko-Tex Standard 100 in accordance with
standardized Group-wide criteria (cf. the Sus-

tainability Report 2003, page 26/27).

Data protection:

Code of Ethical Practice signed

Increasing public concern about data protec-
tion poses a significant and growing chal-

lenge for us. We coordinate our handling of

sensitive data closely with the data protection
authorities and always strive to meet their
requirements in full. neckermann.de has in
addition signed up to the Code of Ethical
Practice of the German Direct Marketing
Association (DDV) and is accordingly bound
to comply with the DDV’s strict provisions
for customer protection on the Internet. The
tiny number of enquiries and complaints re-
ceived from worried customers indicates that
these efforts are achieving the desired effect:
the entire Group received hardly any queries

in the whole of 2005.

Toys: A battery of tests required

The great majority of children’s toys are produced abroad,
which makes inspecting manufacturers and checking com-
pliance with the prescribed production methods complicated
and expensive. There are an enormous number of regula-
tions to be enforced too, one of the most recent being the
ban introduced by the EU in 2005 on the use of plasticizers
(phthalates) in toys that children are likely to put in their
mouth. Health concerns are just one of the issues we have
to consider when purchasing toys, however. No less impor-
tant in our eyes are the environmental and social conditions
of production. KarstadtQuelle applies all of the fundamen-
tal rules of the code of conduct published by the Interna-
tional Council of Toy Industries (ICTI) in 1995 in the auditing
and training activities it carries out under the BSCIl. Ongo-
ing negotiations between the ICTI and the (predominantly
textiles-oriented) BSCI give us grounds to hope that the two
organizations might soon agree to recognize each other’s
implementation measures.

www.bsci-eu.org www.toy-icti.org

IBSCI
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Responsibility for employees

Our highly committed and deeply motivated employees have made the critical difference

in setting the Group back on a course to success. They are our most valuable asset and the

capital with which future profitable growth at KarstadtQuelle will be built.

KarstadtQuelle was forced to undertake a
comprehensive restructuring program in 2004
and 2005. The measures taken included trim-
ming jobs, selling long-term investments and
cancelling employee benefits. The reconstruc-
tion pay agreement concluded deserves much
of the credit for the encouraging prospects

the Group now enjoys.

Successful reconstruction Group-wide:

The contribution by the employees

In 2005 the reconstruction pay agreement
concluded on October 14, 2004 for Karstadt
Warenhaus and Quelle/Neckermann began to
be implemented. It involves a reconstruction
contribution by the employees totaling 769
million euros (in relation to the period 2005
to 2007). These difficult measures were de-
cided and implemented by agreement with

the employees’ representatives.

Among other things cuts were agreed to spe-
cial payments under the collective pay agree-
ments (vacation and Christmas bonuses) as
well as to bonuses in excess of the agreed
pay scale. In addition to this, employee so-
cial benefits were reduced or indeed can-
celled completely. In some parts of the mail
order business it was agreed to reduce the
regular weekly working hours for a limited

period and to cut pay accordingly.

At the same time — in accordance with the
agreements met under the reconstruction pay
agreement regarding sustained personnel cost
cuts — it was necessary to reduce the number
of employees at both Karstadt Warenhaus
and in the mail order segment. The reduction

in manpower took place by making use of

the element of fluctuation as well as by means
of a voluntary compensation scheme. Further-
more, the Karstadt Warenhaus employees were
offered the opportunity of moving to a trans-
fer company. This company was designed to
improve employees’ opportunities on the job

market by means of targeted measures.

Dialog with employees:

More important than ever in difficult times
In times of crisis it is more important than
ever to communicate frankly with employees
and to allay their fears. The last two years
have been hard for the employees, and the
Group has consequently made a conscious
effort to step up dialog with the staff. The
“Employees ask, the Management Board an-
swers” initiative, which enables employees to
contact Chairman of the Management Board
Dr. Thomas Middelhoff directly by letter or
E-mail, was launched with this objective

clearly in mind.

Restructuring the mail order business

Since the beginning of 2006, the Mail order Group now
comprises Quelle and neckermann.de, QuelleNeckermann
Spezialversand GmbH and QuelleNeckermann Versand
Service GmbH. The latter has three constituent companies:
B QuelleNeckermann Logistik GmbH

B Quelle.Contact Holding GmbH

B QuelleNeckermann Management Service GmbH

The people employed by the service companies since Janu-
ary 1, 2006 became exempt from the provisions of the re-
construction pay agreement when the new structure came

into effect.

Responsibility for employees
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KarstadtQuelle execu-

tive management teams

seek direct contact with
the workforce, in order
to explain about the
changes.

Mindful of the concerns our people might

be facing, we set up a dedicated hotline for
the mail order segment to answer employee
queries about the position of the company.
The members of the Management Board visit-
ed the branches of Karstadt Warenhaus to

tell employees about the planned restructur-
ing in person, and senior management also
took questions from more than 500 managers
at a series of discussion forums held in Feb-

ruary 2005.

Employee satisfaction:

Regular analyses from 2006

Satisfied employees exhibit above-average
commitment, creativity and motivation. Keep-
ing employees happy in future means under-
standing their current needs and desires, and
to this end the company intends to begin car-
rying out quarterly Intranet surveys. We will
use the findings to draw up new measures
and will assess their effectiveness in subse-

quent satisfaction analyses.

An initial survey was carried out in part of
the Group as a pilot at the beginning of
2006. The results make encouraging reading:
the majority of employees still have faith in
the management and believe in the Group’s
objectives. Most of those surveyed are pre-
pared to support the measures implemented

to tackle our current problems.

Codetermination:

A fundamental and inalienable right

The belief that employees who are involved
in shaping their conditions of employment
are more committed to helping the company

succeed and more understanding of the

Responsibility for employees

reforms that have to be made underpins

the culture of codetermination which is char-
acteristic of German joint-stock corporations.
KarstadtQuelle has works councils in every
Group company and associated company,
and their representatives meet regularly to
discuss developments in the organization.
The works councils carry on a constructive
dialog with company management too, and
are represented on the Group’s Supervisory
Board. Their attention in 2004 and 2005 fo-
cused overwhelmingly on the Group’s re-

structuring activities.

German companies are increasing their inter-
national activities all the time, and employee
representatives therefore also need to organ-
ize across national boundaries. A European
Works Council (EWC) established at Quelle
in 1997 to meet this need has members from
each of the countries in which the company

operates. neckermann.de too now has an EWC.

Occupational health and safety:

Beneficial for both sides

Companies that take a particular interest in
the health of their employees win on two
counts: fewer days are lost to sickness, and
employees are better motivated and hence
more productive. So we do not merely ob-
serve the statutory provisions on occupation-
al health and safety throughout the Group,
we also run an assortment of additional proj-
ects to help our employees stay healthy.
Those responsible for this area at the Quelle
mail order center in Leipzig, for example,
have set up a company health management
system with the human resources department

to bring all the health and safety activities



Interview with Dr. Matthias Bellmann

member of the Management Board with responsibility for Human Resources

™

Dr. Bellmann: The pact is an agreement with
our non-exempt employees through which
we have brought personnel costs into line
with the new circumstances and avoided the
need to make layoffs for operational reasons
despite the truly dramatic situation. But that
is not all. Significant elements of the pact
have also been extended to other employee
groups, senior staff and the members of the
Management Board, so that every last one of
us at KarstadtQuelle is doing his or her bit to

help the restructuring process succeed.

Dr. Bellmann: 1t is vital to understand that ini-
tial training is very valuable. Even during our
2004 crises we decided to again engage 750
trainees in 2005. A large number by German
business standards and especially for the re-
tail sector, in which many companies are no
longer offering training at all. Respect for old-
er employees is also a part of it: despite tight
budgets, Karstadt Warenhaus, Quelle and
neckermann.de still celebrate employee serv-
ice anniversaries in appropriate fashion thus
reassuring staff that a job with us is more

than just a job.

Dr. Bellmann: We were well aware of this
hazard, which was one of the reasons we
carried out daily customer satisfaction sur-
veys in all of the Karstadt department stores
in 2005. The surveys actually showed that
customers were much happier with us than
we had suspected. Nevertheless they also re-
vealed scope for improvement. As a conse-
quence we have invested in comprehensive
and very intensive training for our employ-
ees. This was very much welcomed as it was
seen as a sign of the management’s faith in

the future of the company.

Dr. Bellmann: Building on the customer sut-
veys, we plan to conduct regular employee
satisfaction surveys as well in future. Satisfied
customers are a forlorn hope without satisfied
employees. This does not necessarily mean
providing ideal working conditions all the
time, but management at least must always
be good. Employees need to be able to play
their part and put their ideas into practice.
This is one arena in which we still have

much to do.
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A wide variety of
part-time working
models are in use
within KarstadtQuelle.

such as stress assessments, training in lifting
and carrying, opportunities offered by the
company sportts club, the preventive meas-
ures provided by the medical service and
health insurance fund together in a single

program.

Equal opportunities for all:

A duty to society

Respect, tolerance and equality of opportunity
are central tenets of our corporate guidelines,
not least because we employ people from
more than a 100 countries. KarstadtQuelle was
the first major retail company in Germany to
afford full rights to same-sex partnerships, for
example, and makes a special effort to ac-
commodate people with disabilities — indeed
we actually give preference in principle to
young people with disabilities in cases where
all candidates are equally well qualified.
Karstadt Warenhaus and vocational training

center Annedore-Leber-Berufsbildungswerk

Retirement pension system revised

KarstadtQuelle formally approved and successfully intro-
duced the reorganized company pension scheme for the
Group in December 2002. The various different benefit sys-
tems across the Group were switched to a standard contri-
bution-based model at the same time, and the individually
acquired entitlements acquired up to year end 2002 were
transferred to the new system. Payments have been accu-
mulating in a pension fund, which assures beneficiaries of
reliable provision for the future even in times of economic
difficulty, since January 2003. Our pension obligations are

secured by assets using what is known as a trust model.

Responsibility for employees

launched a pilot project together in Septem-
ber 2005 that enables young people with dis-

abilities to train for their preferred vocation.

Thanks to a whole range of measures, the
proportion of people with disabilities in the
total workforce at Karstadt Warenhaus has for
many years been hovering around the legally
enshrined five percent mark — and is consid-
erably higher than the average for German
business as a whole. People with disabilities
actually made up 5.3 percent of the Karstadt
Warenhaus workforce in 2004. Mail order
company neckermann.de made a substantial
investment in 2004 to modify a clearing area
in the high-bay storage facility for better dis-
abled access as part of further improvements
in conditions for people with disabilities. Ef-
forts such as this to improve opportunities
for people with disabilities have not gone un-
noticed, with neckermann.de winning a prize
from the Wiesbaden Integration Office for in-
creasing the proportion of people with dis-
abilities in its total workforce from 2.5 to 5.1

percent within ten years.

Women in management:

A constant challenge

Women are still under-represented at the

top executive levels of German companies.
KarstadtQuelle is no exception: the propor-
tion of women in our intermediate and senior
management is still too low given the high
proportion of female employees in the Group
as a whole (up to 73 percent in over-the-
counter retail and 65 percent in mail order).
Unfortunately it proved impossible to imple-
ment the “Career and Family” project an-

nounced in the last report.



Working time:

Flexibility creates opportunity

Flexible working hours give employees the
scope to strike a more effective work-life bal-
ance. Karstadt Warenhaus has been offering
staff part-time working arrangements and
flexitime models for many years, and keeps
annual working time accounts for employees
so that they always have an overview of their
hours worked. Quelle also now favors a vari-
able working time system in its administrative
units, which phased out their old flextime
structure early in 2005. The working time
models now in place are being improved and
developed continuously, and part-time mod-
els, teleworking, flexible retirement ages and
reduced hours arrangements for employees
nearing retirement are becoming more and

more common Group-wide.

Education and training:

Always a priority

The Group invested some 40 million euros in
education and training in 2005 to optimize
the skills and qualifications of its employees
and the next generation of managers. We still
consider training young people to be both a
social and a commercial imperative despite
great cost pressure at the moment. After all,
well-trained young people are the key to the
future prosperity of our country and our
company. Karstadt Warenhaus took on 650
young trainees in 2005, and aims to add an-
other 1,000 in 2006. Our mail order segment
created nearly 100 traineeships in 2005.

The Group hosts orientation seminars for its
young recruits to help ease the transition from

school to career. Quelle operates “Quelle

Young Generation”; a junior company in
which trainees work on projects from a wide
range of disciplines, specifically as a way to
give future management candidates a taste of

responsibility at an early stage.

The Group offers interested young people
training for over sixteen different professions

ranging from textiles business administrator

to business administrator for advertising. The

nationwide “Girls” Day” involving both Quelle

KarstadtQuelle offers
a variety of personal

and neckermann.de gives young women the
development programs

chance to experience typically male profes- aimed at enbancing the

sions in fields such as I'T and mechatronics. technical and personal

neckermann.de organized the first “Boys’ skills of employees.

Day” for young men in 2005.

Personal development:

Recognizing and cultivating skills
KarstadtQuelle runs development programs
to enhance the technical and personal skills
of its employees. Examples include “Innova-
tion through Experience” for managers with
professional experience, and “Junior Man-
agers” for the next management generation
in the mail order business. Non-management
contract employees are trained in communi-
cation, cooperation, self-management and
change management through the “Employee
eXtra” program. Assessing what type of train-
ing each individual needs and what he or she
stands to gain from it is one of the core tasks
of our managers, who monitor each employ-
ee’s performance and potential and hold reg-
ular employee interviews. Karstadt Warenhaus
introduced new guidelines for interviews
with employees in 2004, and Quelle and
neckermann.de revised their rules for the an-

nual employee feedback meetings in 2005.
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Responsibility for society

As the intermediary between producer and customer it is our constant endeavor to ensure

that our partners observe social and environmental standards. In an age of global sourcing,

frequently involving developing countries, this is a process of continuous improvement, and

one to which our Group is committed.

Not only do we require our suppliers to
maintain social standards, we are also keen
to convince them of the need for this ap-
proach, and the benefits it brings. We check
our suppliers by means of auditing, and offer
training measures that will help them devel-
op into socially conscious and environmen-
tally sound partners in the long term. We aim
for voluntary commitment rather than resort-
ing to threats. We put our faith in consensus,
dialog and cooperation with all involved par-
ties: suppliers, export organizations, NGOs,
trade unions and governments. We will not
solve all the problems instantly, but will at-

tain our goals on a step-by-step basis.

It is our responsibility to ensure adherence to
socially and environmentally acceptable stan-
dards among our suppliers. The standards
included in our Code of Conduct are in line
with international conventions, and form part
of our purchasing requirements for all goods
and countries. With a comprehensive sustain-
ability management system aimed at aligning
our corporate culture and structure, we cre-
ate value for all stakeholders, whether em-
ployees, customers, suppliers, citizens’ bod-

ies or the community at large.

BSCI:

European traders commit themselves

Social standards not only benefit employees
but also the company itself, since poor work-
ing conditions sometimes lead to mediocre
product quality. The conditions under which
social standards are implemented must be
improved across the world, which is why re-

sponsibility for the circumstances obtaining

in developing countries lies not just with the
governments in these nations. Companies
which believe in external auditing enlist the
aid of independent regulators or follow

Business Social
Compliance Initiative
www.bsci-eu.org

KarstadtQuelle’s lead and join the Business
Social Compliance Initiative (BSCD), a Euro-
pean platform for monitoring social standards
in all supplier countries and for all consumer

goods.

The BSCI, established in 2003 by the Foreign
Trade Association (FTA), includes companies

like Deichmann, Wehmeyer, Peek & Cloppen-

Accident in Bangladesh:
35,000 US dollars in aid donated

ing an appropriate process to enhance their skills.

When a textile factory in Savar (Bangladesh) collapsed in
the summer of 2005 killing more than 60 people, criticism
focused primarily on the “exploitive” methods of companies
from the West who had goods manufactured there. Accord-
ing to local law, the multi-storey extension that ultimately
caused the building to collapse should never have been ap-
proved. KarstadtQuelle too was confronted by such accusa-
tions, though we had only awarded some trial orders to the
factory and had decided against working with the supplier.
In order to nevertheless contribute to alleviating the hard-
ship of the victims and give them the chance to earn their
own living again by means of sustainable aid, KarstadtQuelle
donated 35,000 US dollars to a local relief organisation.
Payouts were, however, only possible after considerable re-
search, as the victims’ families were scattered among many
villages outside the capital, Dhaka. All the Group’s suppliers

in Bangladesh are now subject to auditing or are undergo-
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burg, SinnLeffers, OBI, Otto, Metro and the
Steilmann Group. Right from the start, BSCI
helped to communicate and monitor mini-
mum requirements to the manufacturers in
third-world countries. It also empowered the
businesses to fulfill these requirements. The
focus is thus on training measures aimed at

economic, health-related and employment

law issues. Training and auditing have been
taking place with great success since 2004, in
countries including China, Indonesia, India,

the Philippines, Thailand and Turkey.

We are nevertheless aware that even within
the framework of the BSCI, there is still room

for improvement in the way we cooperate

“First we need to build up capacity”

The initiative of the Western companies to implement environmental and social stan-
dards in the newly industrializing and developing countries is an innovative approach
aimed at improving working conditions and protecting human rights on site. I must

admit, however, that most Western companies do not really consider the cultural dif-
ferences when they implement their codes of conduct, for example, most emphasize

compliance, but few are concerned with building up capacity for workers and man-

agement. [ think we should invest in capacity at the factory level and motivate the

Dr. Liu Kaiming,
Executive Director
of the Institute of
Contemporary
Observation (ICO)

factory’s management to pursue the Corporate Social Responsibility (CSR) trend.
Therefore I hope, that I, together with my organization, the Institute of Contempo-
rary Observation (ICO), will have the opportunity of playing the role of external inde-
pendent monitor, to implement the KarstadtQuelle monitoring scheme. I strongly
htio: / ficochi support bringing different companies onto the same board, and using a multiple dia-
Hp://icochina.org log system to encourage all participants to work hand in hand toward the same goal.
I think that not only should the monitoring program perform a social audit, but also
cooperate closely with workers and suppliers to create the sustainable development
approach, for example, by empowering workers, improving the communication
channel between the management and workers and giving workers the opportunity
to participate in the monitoring program. In China, empowering workers is the best
way to protect the interests of the workers in the textile factories as well as to im-
prove the working conditions. It means workers should know what their basic rights
are and understand how to be workers and citizens, how to organize themselves,
and how to negotiate with the government and management. Although it is very dif-
ficult to organize an independent trade union in present-day China, there are many
legal approaches to enabling the workers to protect their interests, for example, by

organizing an active workers’ commitee in the factory.
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BSCI training sessions

I Suppliers’ workshop
in Thailand: Bangkok

2004 2005

I Suppliers’ workshop
in China: Shanghai

I Suppliers’ workshop
in China: Shenzhen

I Suppliers’ workshop
in India: Gurgaon

I Toy suppliers’ Textile manufacturers’ workshop in China: Nanjing i

workshop in China:

Hong Kong Suppliers’ workshop in China: Qingdao B

Suppliers” workshop in Bangladesh: Dhaka
Suppliers” workshop in China: Beijing
Suppliers” workshop in China: Dalian
Suppliers’ workshop in China: Shenzhen 1
Suppliers” workshop in China: Hong Kong
Toy suppliers’ workshop in China: Shanghai
Suppliers” workshop in Turkey: Istanbul

November December  January

February  March

with suppliers in third-world countries. As a
result of the disaster in Bangladesh, for ex-
ample, a number of important steps were
taken: The country’s Ministry of Economics
was instrumental in setting up a “National
Forum”, to draw up and implement effective
measures designed to further improve the sit-
uation in the production facilities. The forum
is made up of all the relevant stakeholders as
well as a representative of the BSCI. Parallel
to this, the “Bangladesh Garment Manufactur-
ers Export Association” (BGMEA) has drawn
up a list of measures with the aim of securing
social standards in its members’ factories.
KarstadtQuelle has since audited all its sup-
pliers in Bangladesh, and put them through

a training process.

Fair business relationships:

Taking the long-term view

Fairness vis-a-vis national and international
suppliers is a fundamental principle of the
way we operate. In recent years we have

asked our German suppliers in particular to

April May June July

participate in the solidarity pact involving our
employees, stockholders and banks, thereby
supporting the reorganization and realign-
ment of KarstadtQuelle. We attracted some
public criticism for this appeal. We are aware
that as a major customer we are crucial to the
very existence of many of our suppliers.
Nevertheless, this measure was unavoidable

in our view.

Cooperation:

Joining forces in committing to others

The path towards sustainable commercial
success requires a market-oriented approach
and socially responsible commitment. Con-
sensus between industry, society, the scien-
tific community and the political world is an
important element of our corporate responsi-

bility.

We collaborate with a variety of initiatives,
alliances, associations and institutions. The
subsidiaries largely engage in such activities

on an autonomous basis. Quelle, for exam-

Responsibility for society
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Heinz Sielmann Stiftung
www.sielmann-stiftung.de

AuBenhandelsvereinigung des
Deutschen Einzelhandels e.V.
www.ave-koeln.de

Friends of the Earth Germany
(BUND)
www.bund.net

Umweltbundesamt
www.umweltbundesamt.de

Essen fir das Ruhrgebiet —
Kulturhauptstadt 2010
www.kulturhauptstadt-europas.de

Bundesdeutscher

Arbeitskreis fir Umweltbewusstes
Management e.V. (B.A.U.M.)
www.baumev.de

future e.V. — Umweltinitiative
von Unternehme(r)n
www.future-ev.de

ple, has a particularly strong commitment to
the nature conservation foundation Heinz
Sielmann Stiftung, which celebrated its tenth
birthday in 2004. During the anniversary cel-
ebrations at the nature-study center in Gut
Herbigshagen, we conducted presentations
on environmentally friendly products, and in
the fall of 2005 we supported a school stu-
dent visit to the Environmental Camp run

by the foundation. Karstadt Warenhaus can
look back on many years of cooperation with
the German branch of Friends of the Earth
(BUND) and the German Federal Environ-

mental Agency (Umweltbundesamt).

Stakeholder dialog:

Safeguarding and enhancing acceptance
The socially responsible nature of our actions
is shown especially in the regular dialog we
conduct with our stakeholders (business part-
ners, associations, NGOs, politicians, official
authorities, local residents and municipali-
ties). KarstadtQuelle also participates in envi-
ronmental organizations such as the German
Environmental Management Association
(B.A.U.M.) and future e.V. — Umweltinitiative

von Unternehme(r)n.

To broaden the dialog still further, in July
2004 KarstadtQuelle organized a podium
discussion under the banner “Better together:
More product responsibility for all!?”. Over
eighty representatives from companies, asso-
ciations, NGOs and politics took up the invi-
tation to attend the meeting. Participants
included Prof. Dr. Helmut Merkel, Manage-
ment Board Member of KarstadtQuelle,
Heinz-Dieter Koeppe, formerly Director of

the Environment and Social Affairs depart-
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ment, Dr. Hans-Peter Schipulle from the
Federal Ministry for Economic Cooperation
and Development, Jan Eggert from the retail-
ers’ foreign trade organization, AuRenhandels-
vereinigung des Deutschen Einzelhandels e.V.
(AVE), Dr. Otmar Lell from the consumer
council, Verbraucherzentrale Bundesverband,
Ingeborg Wick from the Clean Clothes Cam-
paign, and Dr. Reiner Hengstmann from

Puma AG.

Joint commitment:

Assuming on regional responsibility
Although as a group we are active on the in-
ternational stage, we do not ignore our local
responsibilities (“think local — act global”).
For example, as a partner of the cultural
competition K.R.A.S.S., KarstadtQuelle sup-
ported Essen’s campaign to become Euro-

pean Capital of Culture for 2010.

Our employees also get involved in the so-
cial sphere. Employees from Karstadt Esslin-
gen, for instance, put good intentions into
practice by doing a three-day job-swap, which
involved working in the geriatric medicine
department of the Aerpah Clinic as part of
the “Tandem” project. With this project, the
community of Esslingen aims to foster part-
nerships between companies and social insti-
tutions, thereby promoting social skills and

key qualifications, especially of trainees.

Ethical responsibility:

A broad field with difficult issues

Ethics are bound up with the actions of indi-
viduals, groups and institutions. It is our con-
stant endeavor to maintain good relationships

with our employees, customers and business



partners. Current examples show that accusa-
tions of corruption can do lasting damage to
a company’s image. It is, however, impossible
to totally rule out breaches of such provisions.
During the period under review, employees
were accused of accepting unauthorized pay-
ments. Regardless of the results of the inves-
tigation we have set in motion we intend to
work with our internal auditing department to
improve the existing structures, thereby if
possible ruling out the chances of corruption

occuring in future.

Respect for animals is one of basic values of
our civilization. Since 2002, we have gradual-
ly been withdrawing real fur goods from our
product mix. After seasonal sales of existing
stocks, the end of 2003 saw the last real fur
items leave our warehouse. The synthetic fur
products offered as an alternative by Karstadt
Warenhaus, Quelle and neckermann.de since
that date have met with an enthusiastic re-

sponse from customers.

Donations and sponsorship:

Rewarding bright ideas

Our most important sponsorship activities fo-
cus on areas such as innovation, sports and
wellness. In order to encourage ideas and the
personal commitment of inventors, Quelle
has set up a foundation to foster innovation.
Since the beginning of 2005, the mail order
company has provided creative brains with
access to a network of useful contacts, as
well as the Quelle Institute for Quality Con-
trol. A jury of experts from science and in-
dustry ensures that only viable ideas receive
the requisite encouragement, and selects the

best of these for special distinction. The

foundation also helps to bring these ideas to
market, and supports their further develop-
ment. At the first awards ceremony, which
took place in February 2005 in the presence
of the then German Minister for Industry and
Labor, Wolfgang Clement, there were special
inventors’ prizes, for example for transfer lifts
for the disabled, a “black-box” to reconstruct
road traffic accidents and a safety gyroscope
for children’s bicycles, to prevent the possi-

bility of nasty falls.

Since 2003, KarstadtSport has been the main
sponsor of “Youth trains for the Olympics”.
In 2004 KarstadtSport sponsored the German
Gymnastics Festival in Berlin, which attracted
more than 100,000 participants. April 2005 saw
some 30,000 competitors and over one mil-
lion spectators gather for the third Karstadt
RuhrMarathon, while the KarstadtSport Walk-
ing Day, which took place in 2004 and 2005
has also been enthusiastically received. Last
year also marked the 15th time that Quelle
has supported the world’s largest triathlon
competition, “Quelle Challenge Roth”, which

drew 3,800 contestants from 44 nations.

The “Stand Up Speak Up” initiative organized
by Nike and supported by famous players
aims to fight racism in soccer. Karstadt stores
and sports stores took part in this campaign
during which the sale of charity bracelets for
a minimum donation of two euros brought in

more than 62,000 euros for this good cause.

A million enthusiastic

spectators cheered on

the 30,000 runners at
the third Karstadt
RubrMarathon.
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New wooden furniture is frequently the object of criticism from environmentally aware
consumers. They fear, in some cases rightly so, that these items have been manufactured
from illegally felled trees, or that its production has contributed to the denuding of the
tropical rain forests. However, if the furniture'bears the seal of the Forest Stewardship
Council (FSC), their suspicions are totally unfounded. These products now make up an
ever-increasing proportion of KarstadtQuelle’s range. In our mail order catalogs, the

number of items of domestic and garden furniture boasting the FSC logo continues to

rise. And that is not all, since with the introduction of FSC-certified paper, KarstadtQuelle
is also improving its own environmental balance sheet: the present sustainability report

has been printed on environmentally sound paper.



Responsibility for the environment

KarstadtQuelle engages in many activities which have a direct or indirect impact on the

environment. We thus pursue a clear aim of minimizing this impact or eliminating it altogether.

In all areas of the company, operational environmental concepts ensure that resources are

conserved, thus at the same time cutting costs.

Employees who act in an environmentally
conscious manner on their own initiative are
an important prerequisite for our efficient
and sustainable activities. In addition, we
have introduced a systematic, Group-wide
environmental management system, including
the measurement of material consumption
and emissions, along with consistently ap-
plied regulatory measures. We integrate
KarstadtQuelle’s entire value creation chain

into these activities.

Energy and climate protection:

Central to our activities

Climate change is one of the greatest envi-
ronmental problems of our time. Road and
air traffic and the electricity consumption of
private households are resulting in a danger-
ous increase in the greenhouse effect due to
higher CO, emissions. We are combating this
development with innovative products and
processes. KarstadtQuelle is thus increasing
its range of energy-efficient home appliances
(cf. page 14), and consistently optimizing
procurement and distribution logistics. We are
of course making continuous efforts to re-

duce energy consumption at all of our sites.

Since the beginning of 2005, neckermann.de
has been taking part in the climate protection
project “Hessische Klima-Partner”. The initia-
tive focuses on developing “climate-neutral”
products and services, and receives support
from Hesse’s Ministry for the Environment,
Rural Affairs and Consumer Protection (cf.

page 32).

The project selected processes with minimal
CO, emissions, which can only be further re-
duced by means of so-called offset projects.
Our offset project involves the biogas plant
at Gundorf in Saxony, which produces regen-
erative electricity. It has been awarded certifi-
cation by the TUV technical inspectorate, and
was made feasible thanks to the opportunity

of selling emission-reduction certificates.

Two examples illustrate how this system
functions: In summer 2005, neckermann.de
became the first German mail order company
to dispatch its main fall/winter catalogs on a
climate-neutral basis. In addition, the compa-
ny is offering ten years of climate-neutral
operation for a fridge-freezer combination,
enabling the customer to contribute towards
climate protection without incurring any ex-
tra costs. The CO, emissions generated by
the transportation of the catalogs and opera-
tion of the fridge-freezer combination were
calculated and offset by the project in Gun-
dorf. The great success of this initiative is
highly impressive, since each fridge-freezer
combination gives rise to a total of 1.8 tonnes

of CO, emissions.

By engaging in this project we are not only
aiming to achieve lasting reductions in harm-
ful greenhouse gases, we are also seeking to
raise the profile of the topic of climate neu-
trality in the public arena, and a whole wealth
of articles in the press and on the Internet
have helped us achieve this goal. By visiting

www.neckermann.de, customers interested in

In the fall of 2005,
neckermann.de

launched the first
climate-neutral fridge-

[freezer combination,
from Lloyds.
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Deutsche Energie-Agentur (dena)
www.deutsche-energie-ugentur.de

climate neutral‘

What does “climate-neutral” mean?

The principle of climate-neutrality is based on the idea of
balance: Here, the emission of unavoidable greenhouse
gases is offset by climate protection measures elsewhere,
though such an arrangement must involve additional envi-
ronmental measures. This method works because it does
not matter where in the world the greenhouse gases are
discharged into the environment, or where the cuts are
achieved since the incidence of emissions or the reduction
influence the earth’s atmosphere as a whole.

www.klimaneutral-partner.de

the issue will find information and can even
determine how much they personally need to
offset, by means of an online CO, emission

calculator.

For some years now, Karstadt Warenhaus has
been cooperating with the Deutsche Energie
Agentur (dena) to promote energy-efficient

behavior among consumers and employees.

Waste and recycling:

Turning obligation into opportunity
Worldwide, Germany has a nearly unrivaled
record for the consistent separation of waste.
The lawmakers compel companies to sort
waste so that raw materials can be recycled.
KarstadtQuelle of course meets these obliga-
tions, as well as regarding them as an oppor-
tunity to cut costs. By practicing strict waste
separation, the Group thus not only saves on
disposal charges, but also derives worthwhile
earnings from the sale of materials such as

sorted packaging waste (for example card-
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board, plastic film, metals). The mail order
companies Quelle and neckermann.de in
particular profit from this approach, selling
used cardboard packaging and benefitting
from good market prices. We now recycle

100 percent of the used paper and cardboard.

Thanks to the reusable transport containers
in service since 1988, Karstadt Warenhaus has
been able to save around 50,000 tonnes of
disposable packaging material during the pe-
riod under review. More than 95 percent of
the small amount that then remains is recy-
cled. The mail order companies too rely on
environmentally friendly and readily recycla-
ble packaging material. Taking its lead from
Quelle, neckermann.de has switched its dis-
patch operations to unbleached cardboard,

thereby saving some 150,000 euros per year.

On the electrical and electronic equipment
front, from March 2005 we will have to com-
ply with two new European Union directives,
in the shape of the Waste Electrical and Elec-
tronic Equipment (WEEE) and Restriction on
Hazardous Substances (RoHS) provisions.
The WEEE directive regulates the takeback
and disposal of waste appliances by the man-

ufacturer.

KarstadtQuelle has for some time already
been taking back large electrical appliances
on a voluntary basis. We are obliged to fi-
nance the disposal and recycling of our own
brands ourselves, while other makes are the
responsibility of the manufacturers. The RoHS
directive, on the other hand will pose a chal-
lenge to our purchasing section in particular,

as with effect from July 2006 it will prohibit



hazardous substances such as lead, mercury Logistics:

and cadmium in appliances. Quelle’s hold- Efficiency counts

ings in Elektrogerite Recycling GmbH (EGR) As a group operating in the areas of over-the-
have given us our own disposal channel. counter retailing and mail order, KarstadtQuelle
This enables us to meet our statutory obliga- must ship the goods it sells to the customer
tions far more efficiently and cost-effectively via the shortest possible route — using a mini-
than would be the case if we engaged mu- mum of energy and at low cost. We tackle
nicipal disposal providers. this challenge by continuously developing

”Certified wood offers certainty of origin”

In 1998, Karstadt Warenhaus and neckermann.de joined Group 98, with the aim of
promoting the marketing of wooden products bearing the FSC seal. As cooperation
intensified, neckermann.de became a member of the FSC working group for Ger-
many. In 2003 neckermann.de is now among the largest suppliers of FSC wooden
products in the German mail order sector. Today, we have to thank the mail order

specialists neckermann. de and Quelle for a significant proportion of the sales and

the level of awareness achieved by the FSC. All things considered, the mail order

sector may be regarded as a pioneer in the marketing of FSC-certified products. In Hermann Graf
Hatzfeldt, Chairman

of the Board of the
customers to search specifically for FSC-certified products. Here, they will find pri- FSC Arbeitsgruppe

its Online-Shop, for example, neckermann.de set up a separate category to enable

marily living-room furniture, clothes closets and small furniture items for indoor Deutschland e.V.

and garden use. The KarstadtQuelle sustainability reports, which were printed on
www.fsc-deutschland.de

FSC-certified paper, can also be seen as a trailblazer in this regard. It can only be www fsc.org

hoped that others will follow suit, though both the availability of and demand for
FSC products sourced from forests managed in an environmentally and socially re-
sponsible manner are growing all the time, with controls on activities from process-
ing through to sales. Across the world, some 70 million hectares of forest are certi-
fied according to FSC standards. Such matters do not, however, have a momentum
of their own, and the greatest challenge remains that of convincing the consumer
that his purchasing decision can make a real contribution to the conservation of
forests around the world, and to the improvement of forestry practices. We there-
fore continue to rely on the commitment of companies like Karstadt Warenhaus,

Quelle and neckermann.de.
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our transport logistics. We use rail transporta-
tion options and optimize truck loads in or-

der to minimize CO, emissions.

In light of our huge goods turnover, it is
important on grounds of cost that we plan
our logistics processes down to the minutest
detail. We obtain goods from 10,924 suppliers
around the world, and these reach our cus-
tomers and stores via mail order facilities and
logistics centers. In 2005 alone, Quelle and
neckermann.de dispatched 50 million parcel

shipments and 454 million catalogs (includ-

ing special lists and direct mailshots). Apart
from the logistics centers in Frankfurt am
Main, Leipzig and Nuremberg, the two mail
order companies together operate 15 logistics
facilities outside Germany. The year 2004
saw neckermann. de open Southeastern
Europe’s largest logistics center in Varazdin
(Croatia), which boasts a capacity of six mil-

lion packages a year.

The service provider DHL Solutions is re-
sponsible for by far the largest part of the

Group’s logistics operations. This subsidiary

of Deutsche Post AG took over store logistics

and parcel dispatch for neckermann.de and

WEEE: Takeback of waste electrical

and electronic equipment

Quelle from KarstadtQuelle AG in the spring
of 2005. DHL Solutions’ sales volume stands
at around 500 million euros. KarstadtQuelle

. continues to handle the parcel post ship-
Since August 13, 2005 all European manufacturers of elec-
. i . i ments via the German mail order facilities.
trical and electronic equipment are subject to the European

Union’s WEEE (Waste Electrical and Electronic Equipment)
i . ) ) Our logistics operations too are subject to a
directive, which obliges them to take back these products,
. . X continuous process of improvement. 2005,
free of charge, at the end of their useful lives and dispose
i i . for instance, saw KarstadtQuelle initiate the
of them in a proper manner, though this applies to Ger-
. “Konsolidierung EURopaLogistik” project,
many only as of March 24, 2006. At the very point of sale,
. . which aims to consolidate the logistics func-
every manufacturer must guarantee the funding of disposal
. tion within Europe. This included logistics
costs. In addition, producers must ensure that by December
. audits in the nine largest international logis-
31, 2006 at the latest, at least four kilograms of separated
. . . tics centers, during which we were able to
waste equipment is collected per resident/per year from
. . identify wide-ranging opportunities for opti-
private households. A directory known as the EAR records
i . mization on the transportation and packaging
all manufacturers, along with data on the quantities and
. . fronts. The measures adopted as a result of
categories of equipment produced and collected - from sale
. . i . . this opened up the potential for annual sav-
through to disposal. In line with their respective shares of
. i ings of 15 million euros, and by 2005, logis-
the market, and coordinated by the EAR, the companies
o . . . . tics costs were already down by three million
originally marketing the products will provide local authori-
. . . euros. Another project involves the ISO
ties with collection receptacles for the waste products, and
. . 14001 certification of Optimus Logistics,
arrange for them to be emptied and the contents disposed of.
which has also optimized its transport logis-

tics in the wake of this project.
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The “Reengineering Versand Frankfurt” proj-
ect has enabled neckermann.de to put logis-
tics processes at its headquarters on a more
efficient footing. Since mid-2005, for exam-
ple, the route for shipments to Swiss cus-
tomers has been shortened by some 1,000
kilometers by cutting out the intermediate
stop in Graz. Quelle has combined its four
Nuremberg sites for parcel dispatch and has
also stopped dispatching shipments of nor-
mal goods from Leipzig and special goods
from Nuremberg suitable for pooled packag-
ing as individual consignments. Instead it
now puts together a combined package after

the goods have been consolidated in Leipzig.

Hazardous substances and goods:
Instruction for employees and customers
Around 1,500 of the convinience goods avail-
able in Karstadt's department stores are iden-
tified as hazardous goods, and are marked
accordingly. These include paints, adhesives
and cleaning and care preparations. Some 60
different products classified as hazardous sub-
stances are used at the various department
stores and mail order locations, mostly for
cleaning purposes and to comply with hy-
giene regulations. Safety data sheets are avail-
able for all the hazardous substances in use,
and employees receive regular instruction in
how to handle them safely. KarstadtQuelle
neither sells nor uses toxic or very poisonous

products.

The 10,000 or so perfumery products offered
by Karstadt Warenhaus are classified as haz-
ardous substances for transport purposes.
These products are thus subject to special

packaging and marking provisions when they

Proportions of carrier types in Mail order (2005)

in percent
I Seagoing freight 54.9
I Road 34.6
I Rail 7.5
1 Air 2.7
[ Inland shipping 0.4
Total: approx. 1.1 billion tonne—kilometres

are shipped. Regular monitoring according to
the statutory directives and employee training
ensure that transportation is as safe as possi-
ble. Since April 2005, DHL Solutions has as-
sumed responsibility for the transport of haz-

ardous goods.

The Quelle mail order center in Leipzig

is ten years old

Quelle’s largest mail order center in Leipzig employs some
2,500 people. Construction started in July 1991, and the
first package left the facility in February 1995. Since then,
we have been shipping up to 180,000 packages from this
center every day. The center is consistently being developed
as the hub for logistics activities to Central and Eastern
Europe. Initially Quelle only supplied Polish customers from
Leipzig, but since the beginning of 2006 Estonia, Latvia and

Russia are also among the countries supplied.

Responsibility for the environment
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Key indicators

Direct imports by regions (total 1,504 billion euros)

in percent
I Europe 62.7
[ Far East 36.1
[ Central and South America 0.4
B Other 0.4
[ North America 0.2
B Middle East 0.2

Proportion of large electrical appliances with energy efficiency

class A, A+ or A++ in percent

92
2005 79

no details avaible

78

67

Proportion of textiles tested for harmful substances

no details avaible

(e.g. Oeko-Tex Standard 100 or environmental seal) in percent

2005
46
oo N
53

no details avaible

no details avaible

no details avaible

2003
42

|

B Karstadt VWarenhaus I Quelle [ neckermann.de
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Key indicators for product mix policy

The purchasing and product mix policy is an im-
portant lever in contributing towards sustainable
development. KarstadtQuelle has been making
use of this opportunity for many years, continu-
ously increasing the proportion of products man-
ufactured according to environmentally compati-
ble principles. KarstadtQuelle makes determined
efforts to ensure its suppliers comply with envi-

ronmental and social standards (cf. page 17).

Direct imports

To date, breaking down purchasing by countries
of origin has only been possible for direct im-
ports. During the business year 2005, this ac-
counted for some 1.5 billion euros of the total
purchasing volume of 5.1 billion euros, equiva-

lent to just about 30 percent.

Points of focus within the product mix

Among other things, our product mix policy fo-
cuses on offering energy-efficient appliances —

a significant contribution to environmental pro-
tection. More than 50 percent of the refrigerators
and freezers we sell by mail order are rated in
the new efficiency classes A+ and A++, which
were introduced in 2004 and offer further reduc-
tions in energy consumption compared to Class
A. Already, 97 percent of the Karstadt Warenhaus
range of refrigerators and freezers boast an A,

A+ or A++ rating.

Our policy also focuses on skin-friendly textiles
which, for example, are tested according to Oeko-
Tex Standard 100. This is particular important for

baby clothing and underwear.



Food

The mix of food products we carry refers only to
the Karstadt department stores. By 2005, eleven
branches had already opened separate organic
produce shops in their food halls. These outlets
offered between 1,500 and 3,000 different organ-
ic items, and attracted a growing response from
customers, an enthusiasm that is reflected in a
five percent increase in the number of items
stocked during the period under review. In the
food retailing business, Karstadt Warenhaus
makes determined efforts to expand its range of
fair trade products. During the period under re-
view, the number of articles boasting the Trans-
Fair seal rose from 38 to 42, thanks in part to
special campaigns and promotional events at

Karstadt Warenhaus.

Environmentally compatible products

Both the mail order companies, Quelle and
neckermann.de and Karstadt Warenhaus, offer a
wide range of school and stationery products.
While Quelle’s range shrank slightly, Karstadt
Warenhaus was able to expand its offering sub-
stantially during the period of the report, due in
no small part to the annual “Environmentally

friendly back to school” campaign.

Especially in the mail order business particular
attention is focused on the range of furniture
tested by the Forest Stewardship Council (FSC)
(cf. page 16). Despite this, the number of articles
offered by Quelle and neckermann.de fell slight-
ly during the period under review due to the
strict limits placed on the range of garden furni-
ture. Nevertheless, the proportion of FSC-certi-
fied items carried by the mail order companies

remained constant.

Number of foods with BIO seal*

2005 725
2004 692
2003 692

*Not relevant to Quelle and neckermann.de

Number of foods with TransFair seal*

2005 2
2004 2
2003 38

*Not relevant to Quelle and neckermann.de

Number of articles with the “Blue Angel” environmental seal

2005

347

Number of articles with the Forest Stewardship Council (FSC) seal

8
48
2005 -
8
2004 72
168

. no details available
2003 s

B Karstadt Warenhaus I Quelle [0 neckermann.de
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Total electricity consumption in megawatt hours

2005 [ | 653,292
2004 [ | 681,593
2003 [ | 675,690

Total heat consumption in megawatt hours

2005 [ | 354,260
2004 [ | 359,752
2003 [ | 517,684

Total CO, emissions in metric tons*

2005 [ | 469,912
2004 [ | 488,101
2003 [ | 519,304

*Calculated from electricity and heat consumption

Total water consumption in cubic meters

2005 [ 11,712,872
2004 [ 11715535
2003 [ | 2139,230

Rain water utilization in cubic meters

2005 23,002

2004 28,628

2003 33,385
BN Group [ 1 Overthecounter refail [ 1 Mail order

Key indicators

Key environmental indicators

By the end of 2005, externally certified environ-
mental management systems covered around
one third of the mail order segment’s German
employees and some ten percent of the Group’s
total workforce. During the reporting period,
savings proved possible in all areas of environ-
mental protection, though a small proportion
thereof is attributable to a retroactive adjustment
of the data. After the definitive data for the year
2003 had been collated, it was in some cases
necessary to adjust the figures upwards. Accord-
ingly, the data for 2003 is slightly at variance

with what was quoted in the last report.

Energy consumption

KarstadtQuelle’s heating needs are primarily
satisfied by gas and distance heating plants, with
heating oil now making up only a small propor-
tion (10 to 15 percent) of consumption at Quelle
and Karstadt Warenhaus, when short-term supply
shortfalls have to be catered for. KarstadtQuelle
also generates its own energy, albeit in a small
way, using a block-type thermal power plant

at the Essen head office and a wind turbine at
Quelle’s Leipzig logistics center. Together, these

two facilities generate some 2.7 megawatts.

Water consumption

KarstadtQuelle is putting its faith in rainwater as
a means of cutting water consumption. It is em-
ployed primarily for cooling the heating plant at
headquarters in Essen, while neckermann.de uses
it for flushing toilets among other applications.
During 2005 we were able to cover 23,000 cubic

meters of the requirements by using rainwater.



Waste

The volume of waste generated by over-the-
counter retailing is significantly greater than that
created by mail order activities, since packaging
waste arises at the store itself, rather than pre-
senting the main problem at the consumer’s end
of the chain, where it is disposed of via take-back
arrangements such as the Dual System Deutsch-
land (DSD). Recycling rates for both over-the-
counter retail and mail order stand at some 90

percent.

Material consumption

As the products are obtained from third parties,
the primary consumption of material stems from
the use of paper for preparing advertising re-
sources. KarstadtQuelle takes great care to maxi-
mize the proportion of recycled paper it uses, as
well as keeping the grammage of catalogs as low

as possible.

Take-back and recycling

As the German market leader in the take-back of
end-of-life appliances, KarstadtQuelle is very well
placed to eficiently implement the Waste Electri-
cal and Electronic Equipment (WEEE) Directive,
which imposes quantitative and qualitative re-
quirements on the collection and recycling of
end-of-life appliances. Against this background,
Quelle has increased the size of its holding in
Elektrogeriterecycling GmbH to 40 percent, and
thus not only has access to a tried-and-tested lo-
gistics system, but also to favorable conditions

for the recycling and disposal of appliances.

Total waste generated in metric tons

2005 [ | 81,846
2004 [ | 84,890
2003 ] 109,658

Total volume of packaging in metric tons*

2005 [ | 7,189
2004 [ ] 8,136
2003 [ | 8,615

*For over-the-counter refail only; service packages, for mail order, mail packages
without refurns

Total material used in advertising resources in metric tons

2005 [ | 192,657
2004 [ | 215,020
2003 [ | 204,822

Take-back of waste electrical and electronic equipment in units

2005 [ | 285,392
2004 [ ] 334,961
2003 [ | 295,335

[ 1 Overthecounter retail [ 1 Mail order
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Number of employees* (as at December 31 in each case)

2005

2004

20083

I | 68,548

| ] 91,131

| | 94,574

*Excluding holding, services and real estate segments, equivalent to

93.7 percent of Group employees

Number of trainees (as at December 31 in each case)

2005

2004

2003

I 12,563

| | 2,745

I | 3,444

Expenditure on training and development in million euros

2005 40.0

2004 63.7

2003 682

Proportion of women in percent

2005 70.0

2004 700

2003 70.0
BN Group [ 1 Overthecounter retail [ 1 Mail order
Key indicators

Social indicators

Since just about 90 percent of the employees of
Karstadt Warenhaus, Quelle and neckermann.de
work in Germany, domestic statutory provisions
ensure that welfare obligations (pensions, sick-
ness benefit and unemployment insurance) are
largely fulfilled. We promote the right of employ-
ees to organize themselves and provide for their
representation in all those countries where we

operate our own facilities.

Employment

The most important social responsibility obliga-
tion borne by any company is to provide jobs,
and to this extent, the development of our head-
count is not entirely satisfactory. The drop in
numbers is primarily attributable to the decon-
solidation of holdings. We have, however been
forced to cut jobs in our core business areas, the
subject of this report. Where such action was
necessary, we have taken it in as socially re-

sponsible a manner as possible (cf. page 19).

Further education and advanced training
KarstadtQuelle places great emphasis on further
education and advanced training, and increasing
the number of trainees was thus an important
goal, which we were able to attain in the period
under review. In doing so we are creating a pool
of well-qualified junior recruits and providing
young people with genuine prospects. At the
same time, KarstadtQuelle is also investing in
ongoing training of its employees — from junior

executives through to shop-floor sales staff.



Development of female staff and

part-time work

Since, understandably, a high proportion of
KarstadtQuelle’s workforce is female, especially
on the sales floors of the stores and the packag-
ing sections of the mail order houses, a wide va-
riety of part-time working models are applied,
and the proportion of employees of both gen-
ders who take up such opportunities is commen-
surately high. The high proportion of women is
not, however, reflected in middle or senior man-

agement.

Equal opportunities

The proportion of disabled personnel within the
Group is relatively high, putting it in line with
KarstadtQuelle’s declared intention of promoting
employment of the disabled. The number of dis-
abled staff at KarstadtQuelle is in line with the
five percent minimum prescribed by law and
thus higher than average for German companies

(approx. 3.4 percent).

Donations

The company regularly donates money to sup-
port good causes within its environment. These
take the form of many small cash sums or dona-

tions in kind.

Dealings with suppliers

In line with the AVE model (today BSCD),
KarstadtQuelle has been auditing its suppliers
since 2003. If the local auditors conclude that the
employment conditions are in need of improve-
ment or critically unsatisfactory, the suppliers
undergo appropriate retraining, rather than being

immediately de-listed.

Proportion of part-time employees in sales function in percent

2005 44.0
2004 43.9
2003 42.9

Proportion of Group staff with severe disabilities in percent

2005 5.1
2004 5.0
2003 4.6

Total charitable donations in euros

2005 220,007
2004 180,242
2003 336,363

Results of first audits in selected procurement markets

in percent (as at January 2006)

SA 8000* Good Improvement Crifical

certified required

Bgwa | | ® | e |
o | 1|0 | a | s

N N T T T N 2 T
Pobd | | 9 | | o1 |

Vietnam 25 40 35

*International recognized social standard of Social Accountability International (SAI)
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Sustainabil

ity program:

Update of status and new measures

Objective

Measure prior to 2005 - Status

Updates and new measures

Product mix policy

More textiles tested for harmful
substances

44 % (Quelle) and 46 % (neckermann.de) achieved (iarget val-
ves 2005: 42 % and 45 % respectively). Karstadt VWarenhaus

achieved an increase in baby products and underwear

An increase to 45 % (Quelle) and 50 % (neckermann.de)
by 2007.

If possible, 100% of products made from textiles tested for
harmful substances (OekoTex Standard 100) by 2009 in
the mail order segment

Sysfem of data gathering for textiles tested for harmful sub-
stances still not introduced by Karstadt Warenhaus

To be pursued

More textiles with advanced
environmental standards

Mail order frial completed, frial product ranges running
le.g. biclogically controlled cotton used for baby products for
neckermann.de)

Further monitoring of market situation and trial product
ranges. Increase if good response received

More large appliances in the
Class A energy efficiency category

Mail order objective of 95 % for washing machines and dish-
washers almost mef (washing machines: 94%, dishwashers
91% for neckermann.de and 86 % for Quelle respectively).
Karstadt VWarenhaus met objective of 98 % of washing machines

Increase to 95 % (neckermann.de) and 97 % (Quelle) of
washing machines, and to 95 % (neckermann.de| and

90 % (Quelle] of dishwashers by 2007

Obijective of 93 % of refrigerators/freezers not met by
Quelle (90 %) but met by neckermann.de (95 %) and
Karstadt VWarenhaus (97 %)

Increase to 97 % (neckermann.de) and 93 % (Quelle) by
2007. A higher proportion of A+ and A++ appliances
from Karstadt VWarenhaus

Mail order objective of 80 % for cookers not met (Quelle 70%,
neckermann.de 75 %). Karstadt VWarenhaus achieved 85 %

Increase to 85 % of cookers (neckermann.de) and
75% (Quelle) by 2007

Increase (energy-efficiency class A and B) to 30% (Quelle)
and 35 % (neckermann.de| of tumble dryers by 2007

A+/A++ refrigerators/freezers in
mail order product mix

Objective of 40% and 25 % respectively met (Quelle 57 %,
neckermann.de 48 %)

Increase to 60 % (Quelle) and 50% (neckermann.de) by
2007

A+ Washing machines in mail
order product mix

Increase to 45 % (Quelle) and 40 % (neckermann.de) by
2007

Range of solarpowered products

Despite very limited product mix, increase of 33 % in solar-
powered articles in 2005 (mail order] compared with 2004
[Objective: 5% yearly for Quelle). Photovoltaic panels no
longer on offer in 2006

Increase to 100 % of solar-powered garden lights (Quelle),
greater number of solar-powered products from

neckermann.de by 2007

Reduce water consumption of
large mail order appliances

Objective of 441 and 46 L not completely met by Quelle
(43.51) and neckermann.de (461)

Further reduce water consumption with ulira-economical
appliances with large drum capacity by 2007

Increase in water saving fully automatic washing machines to
92 % (Quelle] and 85 % [neckermann.de| already achieved by
2004

Increase water saving fully automatic washing machines
to 67 % for 5 kg machines (46 1) and by 5% for 6 kg
machines (491) at Quelle by 2007

Average water consumption of mail order dishwashers
reduced (as planned) by 151

Stabilize water consumption of dishwashers at 151 per
wash cycle

Reduce energy consumption of
mail order multimedia appliances
in stand-by mode

Larger range of mail order appliances consuming
< 1 watts in stand-by mode

Reduce energy consumed in stand-by mode to < 3 watts
for all own-brand Universum TVs by 2008

Sustainability program



Objective

Measure prior to 2005 - Status

Updates and new measures

Product mix policy

Furniture with an FSC cerfificate

Garden furniture no longer stocked by Karstadt Warenhaus.
33% of household items are FSC products

Greater number of FSC ifems in product mixes

Increase of 45% in FSC items by Quelle in 2004 — wooden
garden furniture and carports. A further increase of 6% in
2005. (Objective: 10% in 2004, further 3% in 2005 clearly
exceeded), further increase in FSC items by neckermann.de,
2005 garden catalog: 45% of all wooden items FSC certified

Range of tropical wood products in large garden furniture
section only available with FSC certificate by 2007

Further development of internal standards for sustainable
forest cultivation by neckermann.de

Fumniture with the “Blue Angel” seal
of approval

Increase range of bedroom furniture to over 50% (Quelle),
increase nursery and playroom range to 50 %
[neckermann.de) by 2007

Upholstery made from textiles
tested for harmful substances

Increase upholstered furniture range using textiles tested for
harmful substances with the Quelle brand 1o 50 % by 2007

Solid wood furniture with environ-
mentally friendly surface treatment

Increase solid wood fumniture range with environmentally-
friendly surface treatment at neckermann.de by 2007

Wider use of seals of approval

Seals of approval are an essential part of product presentation
for mail order and for overthe-counter purchasing

To be pursued

Revise guidelines on environmental-

ly sound product design

2003 obijective in place until 2007

Implement by 2007

Worldwide working conditions

Improve social conditions in
production

Implementation of the Business Social Compliance Initiative
(BSCI) by way of supplier audits and qualifications, inspection
of production sites in all countries from which KarstadiQuelle
purchases goods

Carry out worldwide awareness workshops, launch pilot
projects for sub-contractors

Involve more suppliers by 2007. Objective: audits/qualifi-
cations for 70% of main suppliers

Organization of pilot projects in the areas of occupational
health and safety, animal profection efc.

Continue pilot projects with the objective of exchanging
experiences from different supplying countries

Continuous cooperation with stakeholders as part of the
"Round Table Code of Conduct”

Continue national and international stakeholder dialog at
high level

Infensification of dialog with all affected stakeholders in sup-
plying countries by way of local “Round Tables” or projects

Further support “Round Tables” by transferring them from the
GTZ into the hands of national organizations

Further development of BSCI at European level

Infensive cooperation befween all partners

Infroduce “Social Compatibility of Products” as an evalua-
tion benchmark for purchasers by 2007

Implement the communication concept in company policy
[web portal, establish a discussion of business ethics with
organizations, research insfitutions, churches etc.)

Cooperation in working parties
Code of conduct for employee
councils

Regular information for employee councils

Continue regular exchange of information

Sustainability program
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Objective

Measure prior to 2005 - Status

Updates and new measures

Customer advice

Promote sales of sustainable
products

Group-wide concept not yet completely implemented

Pursue objective until 2007

Campaigns and activities in Karstadt VWarenhaus branches, in-
formation in advertising material and catalogs, sustainability
arficles in customer magazines and brochures, upgrading of
susfainability Internet sites, environment week in overthe-counter
retail, uptrading and more rewards for mail order eco products

Continue all measures until 2007: training and information
for suppliers, expand sustainability website, make environ-
ment a sfrong element in all catalogs, stockiaking of envi-
ronmentally sound products with BUND and promotional
development (Karstadt Warenhaus)

Inclusion of environmental issues in seminars for field
operators (Quelle)

Implement by 2007

Integration of sustainability issues
into brand communication

A standard element of communication for KarstadtQuelle and
for individual businesses and brands

To be pursued

New step-by-step concept to introduce a complaints proce-
dure for mail order service already partly implemented

Continue development of complaints procedure until the
end of 2006

Guide customers towards

e-commerce

Greater individualization of personalized Internet pages
[Quelle), insfall Internet ferminals in Quelle shops, replace
paper-based marketing activities (Karstadt Warenhaus)

Operational management

Use of synergies in susfainable
corporate management

Methodical exchange of experience within the Group as well
as harmonizing of collaborative work and disposal of packag-
ing; further harmonizing of Group-wide waste management
and waste disposal procedures only partly implemented due
to regionally disparate waste disposal markets

Continue fo pursue a methodical exchange of experience
for the purpose of optimization

Establishment of environmental management across the mail
order service

To be pursued

Support of subsidiaries and overseas companies by way of
central environmental coordination for mail order service

Ongoing process

Reduce consumption of resources

Reduced electricity consumption by more than 11,000 Mw
[objective: 1,700 Mw) by Quelle, a reduction of approx.
13.7 % by neckermann.de (objective: 2 %)

Further reduce by 3% (Quelle), stabilize the very efficient
energy use af neckermann.de

Proportion recycled increased to more than 90 % (objective met)

Further stabilize proportion recycled o over 90 %

Increase in rail fransport and growth of combined freight trans-
port use already achieved in 2005. ISO 14001 certificate
for Optimus Logistics in 2005

Further pursue introduction of a transport management
system, promote use of low-emission frucks

Reduction of internal paper consumption of 5% by Quelle
between 2003 and 2004, a further 32 % between 2004
and 2005

Further reduce paper consumption in mail order segment
by 2007, particularly in the 2006 business year

Paper economization by way of shiffing sales promotions to
the Internet and E-mail

To be pursued

Sustainability program



Objective

Measure prior to 2005 - Status

Updates and new measures

Operational management

Reduce consumption of resources

E-mail collective purchasers instead of written correspondence

To be pursued

Replace paperbased marketing activities with electronic
methods, fext advertisements on Internet search engines
and Infernet price comparison search engines, assign
space to promotion on Internet pages

Use of recycled paper and paper with a high recycled content
widely optimized in mail order service, reduced consumption
by Karstadt Warenhaus by way of using paper of a mini-
mized thickness

To be pursued

Encourage printers to use FSC-certified paper in mail order
segment. FSC paper and printers favored for publications with
a small circulation

To be pursued

Larger proportion of refurns
recycled

No measures to date

Greater variation in limit values for preparation of goods

Interaction with employees

Training and information for
employees on environmenial
protection

Communication of sustainability programs through employer
newsletter, Group Infranet and by Karstadt Warenhaus also
through the “Future thanks to Sustainability” flyer

Continue all measures

Increased involvement

Stronger communication of current improvement suggestion
schemes through Infranet and posters, etc.

Continue measures: Widen options for participation in
Infranet by 2007

Improve in-house cooperation

Joint seminars and internships could not be offered due to
restructuring

Maintain high standard of flexible
working hours

Pilot project with optimizing potential by neckermann.de,
wide-scale trustbased flexible working hours for exempt
employees

Future Group structure

KARSTADT QUELLE*®

|

|

Karstadt

Mail order

Thomas Cook

Services

90 department stores
32 Sports stores

Quelle
neckermann.de
Special mail order
International
E-commerce

50 percent investment

Retailrelated services
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Index according to GRI

(Global Reporting Initiative, 2002 guidelines)

GRI  Report content (key indicators) Page GRI  Report content (key indicators) Page
1.1 Vision and strategy 7/8 EC6  Distributions to providers of capital AR 18
1.2 Statement by the CEO 2 EC7 Changes in refained earnings AR 40/41
Organizational profile EC8 Tofal sum of all tax payments by country not specified
2.1 Name of the company 3 EC9  State subsidies/grants by country not specified
2.2 Maijor products and services 3 EC10 Donations to community and civil associations 29, 41
2.3 Operational sfructure 45 Environmental performance indicators

2.4 Maijor business areas 3,45 ENT  Total materials used other than water, by type 39
2.5 Countries in which the company has operations* interior of front cover EN2  Utilization of waste materials 39
2.6 Ownership structure 5 EN3  Direct energy use (broken down by primary source) 38
2.7 Markets served not specified EN4  Indirect energy use no adequate survey framework
2.8 Scale of the company 3-5 EN5  Water use 38
2.9 List of stakeholders* 25,27/28 ENG  land areas used in biodiversity-rich habitats not applicable
2.10 Contact person for the report exterior of rear flap ENZ  Major impacts on biodiversity not specified
2.11 Reporting period inferior of front cover EN8  Greenhouse gas emissions 38
2.12 Date of most recent report interior of front cover EN9Q  Ozonedepleting substances not specified
2.13 Boundaries of the report interior of front cover ENTO NOx, SOx, and other significant air emissions not specified
2.14 Significant changes interior of front cover, 3-5 ENT1 Waste volume by type and method of disposal 32, 39

2.15 Joint ventures, subsidiaries, efc. in the report

interior of front cover

EN12 Significant discharges to water by type not applicable

2.16 Resfatements of information 38 EN13 Significant spills of chemicals, oils, efc. not applicable
2.17 Decisions not to apply GRI principles not applicable EN14 Environmental impact of products and services supplied 14-16
2.18 Ciriteria/definitions for costs and benefits not specified ENT5 Take-back of used products 32, 39

2.19

Changes in measurement methods no changes

2.20

Accuracy and completeness of the report interior of front cover

2.21

Independent assurance of the report none

2.22

Access to additional information entire document

Governance structure and management system

EN16 Fines for non-compliance with legal environmental regulations
not applicable

Social performance indicators: Working conditions

A1 Breakdown of workforce by region* 40

LA2  Workforce fluctuation and job creation by region not esfablished

3.1 Governance structure, including responsibilities for sustainability LA3  Percentage of employees represented by trade unions
7 AR 16, 148/149 or covered by collective bargaining agreements * 40
3.2 Independence of the Supervisory Board AR 12-20 A4 Consuliation with employees in operational decisions* 20
3.3 Experise of the Executive Board in ferms of sustainability issues 7 A5 Documentation of occupational accidents and diseases not established
3.4 Boardlevel processes for monitoring environmental, LA6  Formal committees on health and safety issues* 20
economic and social risks and opportunities 7-10 LAZ7  Injuries, absentee rates and work-related fatalities not established
3.5  linkage between executive compensation and LA8  Principles and policies on HIV/AIDS not applicable
achievement of the company’s sustainability goals not specified LAQ  Training hours by employee category not specified
3.6 Organizational structure for sustainability policy 7 LA10  Principles and policies on equal opportunity 22
3.7 Corporate mission and values* / LA11 Composition of Senior Management and the Executive Board
3.8 Shareholder recommendations to the Executive Board* AR 62 [gender/culture) AR 6, 20
3.9 Identification of stakeholders not specified Social performance indicators: Human rights
3.10 Consideration of stakeholder interests 13/14, 28/29 HR1  Principles and policies on monitoring human rights 17,25
3.11 Stakeholder feedback not specified HR2  Consideration pertaining fo investments,/procurement 11,17,25
3.12 Use of feedback from stakeholders not specified HR3  Principles/policies in respect of the supply chain 17,25
3.13 Consideration of the precautionary principle 7-10 HR4  Principles and policies for preventing discrimination 17,22,25
3.14 Participation in external initiatives 5,16/17,25-29, 32, 41 HR5  Assurance of freedom of association within the company 17,25
3.15 Memberships in indusiry and business associations 5,28/29 HRG  Principles/measures related to the prevention of child labor 17, 25
3.16 Management of upstream and downstream impacts HR7  Principles/measures related to the prevention of forced labor 17, 25
e.g. supply chain management] ~ 10/11, 17, 25-28, 31/32, 41 Social performance indicators: Society
3.17 Management of indirect impacts 7,38/39 SO1  Policy on managing impacts on areas affected by activities 5,28
3.18 Changes involving locations of operations or activities 3/4, 34/35 SO2  Principles/measures related to the prevention of corruption* 29
3.19 Sustainability programs and procedures 7, 42-45 SO3  Principles/measures rel. to polifical lobbying & contributions
3.20 Certification status pertaining fo sustainability management systems not specified

interior of front cover, 38

Economic performance indicators

EC1  Net revenue 3
EC2  Geographic breakdown of markets not specified
EC3  Costs of all goods, materials and services purchased 36
EC4  Contracts paid ontime in percent not specified
EC5 Employee compensation (wages, social benefits) AR 113

Social performance indicators: Responsibility for products and services

PR1  Principles related to health and safety of customers 17

PR2  Principles/measures related fo product information and labeling 14-17

PR3 Principles/measures related to consumer privacy 17

AR = Annual Report 2005
*No complete presentation as per GRI criteria or only examples
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Telephone: +49 (201) 727-9662
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Stefan Kist

Head of Environmental Coordination
Environmental Representative for Quelle/
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QuelleNeckermann

Management Service GmbH
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Klaus Wilmsen
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Environmental Officer for Karstadt
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