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Corporate Responsibility
do.THINK Ahead

Zalando's sustainability strategy is a key driver for our future business success

This year we report transparently about past actions, but furthermore added for the first
time strategic targets in people, fashion, environment and society

With our do.STRATEGY we want to make a systemic contribution towards more sustain-

ability in our industry — together with our customers, partners and employees

Letter from Rubin Ritter

“At Zalando, we work hard to find better ways to bring people and fashion together. At the same
time, we also see great potential for technology to increase transparency in the fashion value chain
to ultimately contribute to solving the complex social and environmental challenges that our indus-
try is facing. As a start, we had to do our own homework in order to get the basics right. In 2017,
we took the next step in our sustainability strategy and identified areas in which we will try to make
a systemic contribution that goes beyond Zalando. We believe that our contribution is most effec-
tive if we combine our strengths in technology, fashion, and logistics and actively engage our cus-
tomers, partners and employees. Our sustainability strategy not only contributes to changing the

industry, but is also a key element for our future business success.

Over the past year we have made decisive progress in developing our sustainability strategy. We

continue to do our homework in all areas. However, we feel that we have reached a point where we

can go one step further and have defined additional strategic targets in four key areas:
Employees: we want to provide a workplace for the future and impact the future of work. To
get there, an innovative concept for personal and professional development is of paramount
importance to us and our employees. Therefore, we invested further in our performance and
growth culture to enable employees to continuously grow personally and professionally.
Fashion: we want to contribute to a more sustainable fashion industry. It is our ambition to
become a leading online destination for sustainable fashion. In 2017, we focused on conve-
nient and transparent ways for customers to navigate through our sustainable fashion selec-
tion. Our private labels further improved the social and environmental footprint of their prod-
ucts and teamed up with new partners and experts, e.g. in the Sustainable Apparel Coalition.
Environment: we want to decouple our ecological footprint from our economic growth. To
this end, we set targets in two focus areas: climate protection and sustainable packaging. We
developed our first climate protection strategy and switched to 100% green energy in Ger-
many, starting January 2018.
Corporate citizenship: we want to find a suitable way for us to contribute to solving chal-
lenges we are facing as a society. We were proud to receive the German CSR* award 2017 for
initiating cross-sectoral measures for refugee integration. Now we want to expand our efforts

and intend to strategically invest 1% of our EBT in solutions for societal impact.

At Zalando, we constantly learn and iterate. That is why we invite all stakeholders to give us feed-

back on our approach and the new visions and targets.”
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1)  CSR stands for Corporate Social
Responsibility.
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1.2 CORPORATE RESPONSIBILITY

About This Chapter

— In 2016, we reported for the first time in line with the G4-Guidelines of the Global Reporting
Initiative (GRI). We continue using GRI in our report 2017

—  This report has been prepared in accordance with the GRI Standards: Core option

—  Readers will find references to the GRI Standards in the sidebar, while the full GRI Index can

be found on page 228

Our do.STRATEGY

Reimagining the fashion industry and anchoring sustainability in our business model are exciting
challenges for us. We are in the middle of a learning process and are approaching this task step by
step. We started with the question of which sustainability issues are key for us and our stakehold-
ers.2 In the course of our initial materiality analysis, we defined 16 topics in five areas: employees,

fashion, environment, society, and data protection.

Our first major task consisted in creating transparency for ourselves about where we stand with
regard to the relevant topics, how we can lay important foundations, and what paths we want to

pursue. This groundwork will remain an essential element of our corporate responsibility (CR)

activities in the future. As we are still a very young company, and one that is strongly growing, this

has been and still is a challenge.

Throughout the whole company we have an action bias. We want to do more and talk less. This is
also how we approach sustainability and therefore we called our CR strategy the do.STRATEGY. We
used 2017 to define our ambitions for our systemic contributions within and outside of the com-
pany for four of our do.areas. The visions for our four do.areas, do.GROW — employees, do.KNOW -
fashion, do.PROTECT - environment and do.CONNECT - society, all feed into our company pur-
pose to “Reimagine fashion for the good of all.” With the changing regulatory environment in data
protection we decided to continue working on the foundation before talking about impact visions.

Therefore, we continue to report this topic in the governance chapter of this annual report.

Our do.STRATEGY =01

Purpose do.areas Impact visions

do.GROW Provide a workplace for the future and
impact the future of work.

Reimagine
fashion for
the good

do.KNOW Contribute to a more sustainable fash-
Of a" ion industry.
do.PROTECT Decouple our environmental footprint

from our economic growth.

do.CONNECT Reimagine how corporates
contribute to societal challenges.

OIEGIRORD
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®

Further Information
Corporate Governance p. 52

2) More information on how we identified
our key topics can be found in the 2016
annual report on p. 22,
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Each vision is broken down into strategic outcomes and specific targets that we want to achieve
between 2018 and 2020. At the beginning of each chapter, we summarize the corresponding out-

comes and targets that we will work on in order to get closer to our systemic impact visions.

Our Non-Financial Report 2017

Our Corporate Responsibility chapter includes our combined non-financial report for ZALANDO SE
and the Zalando group in accordance with Section 289b (1) and (3) and Section 315b (1) and (3)
HGB (German Commercial Code). Relevant information of the non-financial report can be identi-
fied by the indent of the paragraph and the black line next to the text. All information including
relevant key performance indicators (KPIs) are provided jointly for zaLanpo Sk and the Zalando
group, as in our CR strategy and the related activities we do not distinguish between Zalando
group and zALANDO SE, and definitions and data collection processes do not allow for a separate
presentation of KPIs for zaranpo sE. Due to the different approach of the GRI Standards and the
German implementation of the CSR Directive on Non-Financial Reporting (CSR-RUG) regarding

materiality requirements, we do not apply any frameworks for our non-financial report 2017.

The information on our business model can be found in section 2.1.1 Business Model of our
Combined Management Report. The definition of material topics for our non-financial report is
based on the materiality analysis we conducted in 2014 and 2015. The 16 topics that we identi-
fied were analyzed according to business relevance and impact — positive as well as negative — of
our business model on the corresponding topics. As a result we identified five topics to be mate-
rial according to the CSR-RUG. The topics are: working conditions in Zalando Logistics, human
rights in our supply chain, climate protection, community engagement and anti-corruption. Rele-
vant information on the first four topics can be found in this CR chapter, while information on
anti-corruption is provided in section 1.4.2 Corporate Governance in the Corporate Governance

Report.

Our integrated risk and compliance function called Governance, Risk and Compliance (GRC)
monitors risks that might impact our business performance in bi-annual risk workshops. The
risks also include social and environmental risks and the results of the net risks with a high prob-
ability and high impact are summarized in section 2.4.4 in the risk and opportunity report. As a
preparation for our non-financial report, the CR and GRC functions jointly analyzed these risks
as well as potential further risks that emanate from our business, our business relationships, our
products and services on the five material topics identified. As a result there are currently no net
risks assessed with a high probability and high impact. The reason for this conclusion is that

potential negative impacts are managed by the corresponding teams with strong measures and

due diligence processes in place.

How We Manage Sustainability

The responsibilities and processes in the area of sustainability at Zalando are clearly reqgulated.
Strategic responsibility for CR within Zalando lies with the Management Board, supported by the
General Counsel. The CR Team reports to the General Counsel and collaborates closely with decen-
tralized counterparts throughout Zalando to implement sustainability-related initiatives. Further-
more, the team drives the implementation of the sustainability strategy, and identifies potential for
optimization. At the same time, many teams and employees as proactive experts in their respective

fields initiate measures that shape our business activity in a sustainable manner.

ZALANDO SE ANNUAL REPORT 2017
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1.2 CORPORATE RESPONSIBILITY

How We Engage Our Stakeholders

To drive sustainability in fashion and online retail, we actively engage our stakeholders and rely

GRI 102-40

on the dialogue with our partners. We want to learn about their expectations and ideas and involve

GRI 102-42
GRI 102-43
GRI 102-44

them in our commitment as closely, but also as flexibly as possible. Which stakeholders we exchange

ideas with depends on their expertise and relevance for Zalando as well as their influence. This

agile interaction allows us to respond to specific situations without having to define formal processes

or formats for stakeholder engagement. This is part of our corporate culture and has proven its

worth in practice.

The focus of our commitment in 2017 was primarily multi-stakeholder initiatives that advocated, at

GRI 102-12
GRI 102-13

an international level, more sustainability in the fashion industry’s supply chain. While we are more

proactive in pursuing topics with high priority, we are generally open to anyone who wants to get in

contact and engage in exchanges with us.

Stakeholder Engagement

zIn.do/en-CR-Contact

B Examples of forms of involvement

B Examples of issues addressed by stakeholders

Customers

e Customer service
e Social media

e Customer satisfaction surveys

e Market research

* Availability and delivery of products
e Product quality

* New store locations and markets

* Sustainability of products

Industry

e Memberships

e Individual meetings with partner
brands

e Conferences

e New memberships this year focus
on human rights and sustainable
products e.g. Sustainable Apparel
Coalition, Better Cotton Initiative,
Leather Working Group

Shareholders

&

(» zalando

AN

——
e Annual general meeting
e Annual report
e Individual meetings
e Zalando strategy and performance o m
e Environmental, Social and Gover-

nance (ESG) questions

ZALANDO SE ANNUAL REPORT 2017

Society

e Dialogue with NGOs like PETA

e Individual meetings and press
conferences with media
representatives

e Zalando’s responsibility e.g.
regarding animal welfare, as a
neighbor or as an employer

Employees

Internal exchange formats
zBeat — our internal pulse check
Works councils

Zalando Employee Participation
(ZEP)

e Speak-up culture

* Employee satisfaction

e Equal opportunities

* Remuneration and benefits

e Development opportunities

* Volunteering programs

Political leaders

e Individual meetings with political
representatives, advocacy groups
and non-governmental organizations

e Conferences

e Think tanks

e Zalando as an employer and job
creator

e Data protection and processing

e Infrastructure

® European single market

Suppliers

e Conferences and dialogue forums

e Daily interactions

e Sourcing strategy

® Suggestions to improve cooperation
and daily interactions


http://zln.do/en-CR-Contact
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1.2.2 do.GROW
do.GROW »03
Impact vision Aspired outcome Targets
P d Zalando has built a state of Enable continuous growth and development for each employee by
rovide a the art development and building a real-time feedback and performance culture.
workp'ace growth culture
for the Help employees to kickstart their leadership career and provide
comprehensive support to first time leaders.
future and
im aCt the Being a magnet: Zalando has Provide fair working conditions and continuously improve standards
p continued its successful in all fulfillment centers independent of location, start-date or size of
future of growth story and established fulfillment center.
an attractive and innovative
work work environment

Increase representation of women in leadership positions to 25% on
first and 30% on second level below management board.

Create an attractive and healthy work environment that fosters

collaboration and entrepreneurial spirit.

This Is Zalando - Open and Ambitious

Zalando unites talents from more than 100 countries. With great passion and a strong business
sense, our constantly growing team has created Europe’s leading online fashion platform in just a
few years. In this dynamic environment, our more than 15,000 employees transform challenges into
opportunities every day. Our employees continually develop new services and products in order to
reimagine fashion — exceeding our customers’ expectations. We want to create a work atmosphere
in which employees are fulfilled and can leave their personal mark. To this end, we want to create
an environment that fosters collaboration and entrepreneurial spirit. This means providing access
to all relevant information and, at the same time, the freedom to impact Zalando’s success story
with own ideas and passions. This environment offers employees great opportunities for develop-
ment. We support this personal and professional growth by building a strong feedback culture that

enables development and learning opportunities on a daily basis.

As a company, we value diversity and focus on creating an open and honest atmosphere in which
each individual feels encouraged to actively put forward opinions and suggestions — irrespective of
tenure, age, or position in the company. We also recognize our responsibility as an employer to
protect the health of all Zalandos and to provide a work environment that caters to the current and
future needs of our employees’ work-life balance. Attracting talent is an essential factor in the suc-
cess of our growth strategy. That is why we want to design an attractive and innovative work envi-

ronment together with our Zalandos.

ZALANDO SE ANNUAL REPORT 2017
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Zalando in Numbers*

Il 000000000000000

turnover rate: 25%

keeps employees female: 43%
- 2017 male: 57%
g rOWI ng , above average age: 29%

below average age: 72%

Total number

employee exits

2,670

turnover rate: 25%

- employees female: 44%

82: 18%-; 11 ,997 2016 male: 56%
GRI 401-1 above average age: 30%
below average age: 70%

New hires . Average age Employees
£82 on parental g‘_’z
TN
P leave
StEo
T = o L J
5% % o7 &
(44%) (56%) S OE
female male RS &’ @2’
oc
o
s Average age
(36)
o
68% 329, o~ 363 451
o o o female: female
(70%) (30%) U 58% 53%
below , above (op] logistics [ e
4,583) male: male:
average ( average | 32 42% 47%
age age 32) 2016 2017
Employment types Employment contracts
13,576 1,171 9,853 4,894
(11,107) (890) (8,035) (3,962)
full-time part-time permanent temporary
contracts contracts
male: male:
7,555 (6,158) 291 (242) male: male:
5,263 (4,254) 2,583 (2,146)
female: female:
6,021 (4,949) 880 (648) female: female:
4,590 (3,781) 2,311 (1,816)
total share: total share:
92% (93%) 8% (7%) total share: total share:
67% (67%) — e 33% (33%)

Employees by classification

2,042 9’289 1,974
Technology 1,442

Commercial

Other
) i I
7,193
1,476 2016 1,653 1,675
2016 2016 2016

*)  The figures from the previous fiscal year are shown in parentheses. All numbers - except the total number of employees - do not include Anatwine Ltd., Ifansho Portugal
Unipessoal Lda., KICKZ Never Not Ballin’ GmbH, zLabels Trading Ltd., zLabels Trading Southern Europe S.L.U.

ZALANDO SE ANNUAL REPORT 2017
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Prospects for Everyone
Zalando is constantly growing and we want our employees to personally and professionally grow
with us. Our philosophy is that development should not be limited to current positions within

Zalando. We want to prepare our employees for the jobs of the future and impact the future of work.

We believe that the future of work will demand an essential characteristic from people: the ability to
learn and continuously develop. We want to prepare Zalandos for this, and therefore we fundamen-
tally changed the way we develop employees in 2017. The aim of this change is to support employ-
ees in the dynamic Zalando environment so that they can use the experiences they gain and the
challenges they face every day to stimulate a continuous learning process. The new development
approach is summarized in a company-wide program called ZONAR and harnesses the power of

appreciative and constructive multi-sourced feedback and self-reflection.

With ZONAR we want to ignite a feedback culture among Zalandos and kicked-off the process with
an extensive set of feedback trainings. Still, we are well aware that giving constructive feedback has
to be constantly practiced. In 2017, eligible Zalandos shared and received almost 54,000 written
feedbacks that served as input for individual employee development talks. Additionally, employees
could choose whether they wanted to provide or request a short in-the-moment feedback, for exam-

ple, after an important presentation, or a more comprehensive round of feedback.

To further support employees in their development, we launched a career framework that provides
greater transparency on professional and personal development opportunities and the support
employees can receive in the process. The career framework provides Zalandos with information on
job families, a grouping of roles with similar skill sets over departments, and the relevant abilities
that are expected from colleagues in these positions. Each job family is additionally broken down
into career stages and impact tracks that go beyond traditional general management career paths
and empower employees to provide business impact through business development and expertise.
Whatever development path employees choose, we encourage them to use the information and

options that we provide and to be proactive in driving their own careers.

In the development talks, managers and employees agreed on targeted development goals and
actions. Our employees are encouraged to take the lead and to define their personal development
targets. Leaders act as coaches throughout the conversation; a role for which they receive special
training in advance. Development talks were further bolstered by our development catalogue. This
catalogue promoted development areas and corresponding actions which included skill building on
the job, joint learning, and self-study options using digital and offline sources such as videos, arti-
cles, and books. In line with our philosophy of continuous development, we wanted to raise aware-
ness among employees for learning opportunities that go beyond classroom sessions and can be

integrated into daily work.

As we are continuously learning, we collected a lot of feedback from employees all over the com-
pany and in all hierarchies on ZONAR, the tools we used and the support that was provided. This
feedback will help us to improve the program and cater to the needs of our employees and the

organization. In the long-run, ZONAR will further professionalize our people development with the

ZALANDO SE ANNUAL REPORT 2017
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help of data. We want to use data for a more coherent understanding of the goals and actions that
Zalandos are pursuing. This leads to more data-driven decisions on strategic investments in people

development.

We invest in an unconventional organizational structure for people development: experts in distinct

learning communities develop concepts that are tailored to the knowledge, learning and work envi-

ronment of the corresponding functions. For example our Tech Academy offers specific training on

coding languages, while our Training Teams in Zalando Logistics focus, for example, on tailored

leadership development for staff in our fulfillment centers. Our central People Development Team

strengthens the relationship between the different learning communities and provides assistance

and support to enhance the learning experience. Further, they test innovative learning formats, e.g.

virtual reality to foster team communication or using the learning potential of volunteering. The lat-

ter provides employees with the opportunity to help social initiatives pro bono with their expertise O

and thus reinforce or further develop their own expertise and presentation or coaching skills.

Further, we continued offering employees the pilot program for learning how to code, even if this
skill is not required in their current role. With our coding as a foreign language program, we want
to prepare employees for the jobs of the future. In 2017, we adapted the program to pilot a learning
environment in which non-tech Zalandos and refugees learn Java Script together. To enhance the
experience of learning with and from each other, the pilot further included workshops on the Arabic
language and Syrian culture in which Zalandos could learn from refugees and enhance their inter-

cultural skills.

Leaders play a vital role in ensuring that a learning culture and constructive development conversa-
tions are fostered at a team level. We are committed to giving employees the opportunity to take on
leadership responsibility and to support new as well as experienced leaders. In 2017, we launched
programs dedicated to this idea, such as the ZONAR Leaders Series, a series of workshops that pre-
pare managers for a wide variety of situations in performance reviews, e.g. tough talks and feed-
back labs. Moreover, we have introduced additional leadership programs, including Be a zLeader

for first time leads and Core of Coaching to help enhance leaders’ abilities to coach employees.

Our Culture - Open and Honest

An open feedback culture is a prerequisite for a successful company. We use our recurring online
survey zBeat (five surveys during 2017) to see how satisfied employees are and how they gauge
certain issues such as our feedback culture at the time in question. The results from the business
units are published for all to see, so that managers and teams can discuss them with each other.

The participation rate for the surveys is approximately 50% on average.

Our interactive intranet zLive allows us to share information within the whole company or relevant
groups promptly and in real time. All employees can send updates, for example to their team or
their network. The functionalities are similar to those of a social network and promote a company-

wide conversation in which everyone with access to the Zalando network can participate.

ZALANDO SE ANNUAL REPORT 2017
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Direct exchanges between the Management Board and the employees are very important for us.
There are three formats for this: the All-Hands meeting, the zTalk, and the recently introduced
Ask-Us-Anything format. The All-Hands meeting is used by our Management Board to inform all
Zalandos about strategic topics and company-wide projects. In our zTalk, the Management Board
and/or guest speakers provide inspiration and talk about relevant trends in our industry. Our new
Ask-Us-Anything format allows all of our employees to discuss current issues and topics with the
Zalando management. All-Hands and zTalks are held once every quarter. All the formats can be
streamed live in all our locations and are also accessible online afterwards. At the end of each
meeting, employees have the opportunity to ask the speakers questions — live or online. Another
format, zInsights, offers each team the opportunity, as needed, to inform all Zalandos about pro-

jects and initiatives that are relevant for large parts of the company.

We also encourage exchanges between local leadership and employees in our Zalando Logistics. In
weekly consultations hours, employees have the opportunity to share their opinions, questions, and
ideas. In addition, we have our Logistics News, an informative print magazine that we publish every
two months, in particular for the employees at our fulfillment centers. The magazine covers both
general news about Zalando and Zalando Logistics as well as specific issues related to the particu-

lar location.

Promoting Inclusion and Diversity

The diversity of people, lifestyles, opinions, and attitudes are crucial drivers of innovation and suc-
cess. That is why inclusion and diversity are firmly embedded in the corporate culture at Zalando.
For us, inclusion describes a culture in which we can all collaborate, develop our unique talents,
and achieve excellence together. We believe that an inclusive culture is the most effective way for

us to increase diversity within the company and benefit from it.

We are continuing to raise awareness about the importance of inclusion and diversity when
onboarding new employees. Further, teams have the opportunity to access tools designed to
strengthen their own inclusive culture and to exchange experiences and articles on zLive. Zalandos
who want to get involved as inclusion and diversity champions are given the opportunity to do this
in our network for diversity called Diversity Guild, which was originally limited to our technology
teams, but is now active throughout the company. We additionally celebrate special occasions and
participate in external events that emphasize various dimensions of diversity, such as the German
Diversity Day, International Women'’s Day, and Christopher Street Day. Furthermore, we started to

invite guest speakers to share their insights with employees, e.g. in one of our zInsights.

In 2017, we took part in an increasing number of conferences and events in the tech community on
the topic of gender equality and LGBT® and drafted our job advertisements to be gender-neutral.
We are additionally revising our hiring process with the aim of increasing the diversity of candi-

dates and thus of the company itself.
Employee surveys in 2017 show that our efforts have a positive impact: 73% of employees have the

impression that different perspectives and experiences are valued in their team. 81% believe that

they can be themselves at work and feel accepted.

ZALANDO SE ANNUAL REPORT 2017
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Zalando is a highly international employer. We unite people from 131 countries, and approximately
43% of our employees are non-German citizens. To create a welcoming culture for international
colleagues, we provide them with support during the local registration process, with translations of

important documents such as health and safety training, and offer mentoring programs, to name

but a few.

Diversity is also a high priority in Zalando Logistics. At each location, trainings are provided to GRI 102-12

strengthen intercultural skills, and events are organized to raise awareness of similarities and dif- s

ferences between cultures, languages, and journeys through life. Moreover, our locations are

involved in local and nationwide initiatives. Our fulfillment center in Erfurt, for example, has signed

the Charta der Vielfalt (Diversity Charter), while the one in Brieselang is an active member in the

initiative Tolerantes Brandenburg.

Women in Leadership

We are dedicated to increasing female representation in leadership positions and therefore set a GRI 405-1

target for 2022: we are striving to increase the percentage of female managers at the first level

below the Management Board (SVPs) to 25% (currently 11%) and at the second level below the @

Management Board (VPs) to 30% (currently: 19%). Further Information
goggorate Governance Report

z\'n.do/en—supervisory—board

Employees by Gender and International Background* 205

Div er Sity at Management Board (MB) 1st level below MB

Zalando 0 o p0p0g0a0

male: female male:
100% 1%  89%
(100%) (11%) (89%)
2nd level below MB Total formal leadership positions International 430A)
(35%)
28% "
female male: female male: (29%)
19% 81% 35% 65%
(21%) (79%) (33%) (67%)
Total workforce by gender and age >50 years: <30 years 0% 0%
300/0 (0%) (11%)
ﬁﬁ%ﬁﬁ ﬁﬁﬁﬁﬁﬂ - <32N" i : : : i
c? o@ 9@ [TL T
gs 3= >3 g &
58 -3z o3 "5 "¢
=) w2 c=2 ° =
female male: 30-50 years: s - g ~ g E g
47% 53% 55% 2
(47%) (53%) (53%)

*)  The figures from the previous fiscal year are shown in parentheses. Numbers displayed do not include Anatwine Ltd., Ifansho Portugal Unipessoal Lda., KICKZ Never Not Ballin’ GmbH,
zLabels Trading Ltd., zLabels Trading Southern Europe S.L.U.
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In order to be an attractive employer for parents, we offer flexible working hours and job location
solutions as well as childcare facilities. With our mom-and-dad shift in our fulfillment centers, we
have established a family-friendly shift system that was designed in collaboration with our employ-
ees and has been very well received by them. At the same time, an ever-increasing number of our

employees are making use of their right to parental leave.

We do not tolerate breaches of the principles of our corporate culture and discrimination of any
kind. Our Code of Ethics and guidelines for the implementation of the German Equal Treatment Act
(AGG - Allgemeines Gleichbehandlungsgesetz) form the basis of fair and respectful interactions. If
Zalando employees feel discriminated against, they have several options for putting forward their
concerns:

Our Compliance function by using the Ask and Tell process (which can also be done

anonymously)

Their contact person in P&0, our Human Resources Department

Social workers in the fulfillment centers and our customer care

Works councils or other employee participation bodies such as ZEP (Zalando Employee

Participation)

All cases are taken seriously and processed in accordance with legal requirements.

Attractive and Fair Employment Conditions

Fair compensation that is in line with market standards is an integral element of good employment
conditions for us. We continuously review our pay system to ensure that it is attractive and motivat-
ing. Employees receive a remuneration mix comprising a fixed salary at market level, special
bonuses for outstanding performance, and a broad range of attractive benefits. The remuneration
for our leaders consists of a monthly salary as well as long-term oriented share options granted on
an annual basis. This is intended to further reinforce the entrepreneurial spirit of our leadership

and to foster a sense of ownership.

As benefits, we offer discounts in our shop, free and subsidized employee stock ownership plans,
life insurance, contributions to public transport tickets, as well as free fruit and soft drinks at work.
Furthermore, employees benefit from health programs including sports activities, massages and

workshops, e.g. on mental health. The health programs differ between our locations.

The remuneration for each individual position at Zalando is regularly compared to market levels
and adjusted based on the individual skills, experience and performance of the employee. Clearly
defined criteria and processes for remuneration decisions ensure objectivity and internal fairness.
With this approach we strive to avoid, for example, pay gaps between men and women. To provide
our employees with as much transparency as possible, we inform them of the individual pay level in

comparison with our salary bands in the course of the annual performance and feedback review.

ZALANDO SE ANNUAL REPORT 2017
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Salaries at Zalando Logistics are based on the general conditions of the collective bargaining
agreements in the logistics industry. Especially in Zalando Logistics, temporary staff contributes
to our success every day. Fairness and respect for them are established elements of our corpo-
rate culture. We clearly state in our social standards that temporary workers shall receive the

same hourly wage as our permanent employees.

Approximately 62% and thus a significant part of Zalando’s employees works in our operations.
With a high level of commitment, these employees ensure that more than 23m active Zalando
customers in 15 European markets experience convenient and reliable service every day. A large
part of our logistics is covered by our own fulfillment centers. To show our appreciation of this
contribution, we strive to continuously improve the working conditions at all Zalando Logistics
locations and those of our partners and therefore set this as one of our main targets in our O
do.GROW area. Our expectations in this regard are summarized in our social standards, which
are applied both in our own fulfillment centers and in those operated by our partners in the
Fashion Store logistics network. These standards are based on our Code of Ethics and Code of
Conduct and include topics such as equal opportunities, remuneration, working hours and
freedom of association. As part of the continuous improvement process of working conditions,

we updated the social standards in 2017.

In our own Fashion Store fulfillment centers the implementation of our social standards is
reviewed twice a year in the form of an unannounced audit by an independent external institution,
DEKRA. The average result of the audits in summer 2017 at our sites in Brieselang, Erfurt, Lahr
and Monchengladbach was 1.41 (on a scale of 1 = very good to 4 = not sufficient). We thus
monitor compliance with our social standards and derive measures to improve working condi-

tions. The auditing process was furthermore checked by our internal audit function in 2017.

Employees as well as temporary staff at our own fulfillment centers have the opportunity to
address all concerns to social workers and to receive counseling during their working hours -

also in private matters.

We value co-determination and are in continuous dialogue with our employees. In order to stay
on top of the strong competition for employees and potential applicants, we have to meet high
standards and continuously work on further improvements — in general and at each location.
That is why we strive to provide good working conditions and fair compensation models that we

develop in a joint effort with our employees. Several works councils have already been estab-

lished and actively engage at the corresponding locations.

We want to offer our employees a safe and healthy work environment. That is why we aim at com-
pletely preventing accidents (Vision Zero) and minimizing the risk of occupational illnesses. Our
health and safety management concentrates on both the physical and the mental health of our

employees.
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We have established clear and reliable structures within Zalando and Zalando Logistics that offer
tailored solutions for corresponding work environments. Depending on the risks that have been
identified, the Zalando companies are reviewed every one to six months by internal and external
auditors, who base their work on the OHSAS standards. Appropriate measures are derived from

this process, the effectiveness of which is reviewed in the course of follow-up inspections.

Health and Safety Indicators*®

2016
Absentee rate Zalando Logistics 10.6% 11.2%
Absentee rate Zalando excluding Zalando Logistics 4.6% 5.3%
Work-related fatalities 0 0

") Numbers displayed do not include Anatwine Ltd., Ifansho Portugal Unipessoal Lda., KICKZ Never Not Ballin” GmbH, zLabels Trading Ltd., zLabels
Trading Southern Europe S.L.U.

In order to prevent accidents in our office buildings, there are online tutorials, training courses for

fire safety assistants and first aid helpers, while protective equipment is provided along with sup-

porting information on zLive. Furthermore, we offer our employees health-promoting activities on O
a regular and voluntary basis, including preventive occupational health care. In 2017, employees

could participate in an extensive range of sports programs, massages, vaccinations and consulta-

tions on ergonomics at the workplace. The program also included workshops on mindfulness, med-

itation and Qi Gong.

In our fulfillment centers, all health and safety issues are resolved in close consultation with the
employee representatives. There are occupational health and safety committees following up on
the needs of our employees. The focus of optimization measures is placed on ergonomic work at
height-adjustable tables and the implementation of shift schedules designed to prevent monotonous
movement patterns. Employees can also have free vaccinations and benefit from regular sports

activities. We work closely together with our in-house doctors on all measures.
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1.2.3 do.KNOW

environmental footprint

Reduce carbon, water and waste footprint of our suppliers by 10% to | 28k <

meet European Clothing Action Plan targets.

@ Eliminate critical heavy metals.

2020

do.KNOW > 06
Impact vision Aspired outcome Targets Timing
= Zalando is a leading online Grow the selection of sustainable fashion in our Fashion Store.
ContrlbUte destination for sustainable -
to a more fashion
H Improve navigation and visibility of sustainbale fashion in Fashion 2018
sustainable ST T Y -
fashion
A Use our unique position as a tech and a fashion company to increase | 224
IndUStry transparency in the fashion value chain.
Our private labels have Source 25% of private label products from factories in our Factory 2018
improved their social and Improvement Program.

We want to leverage our unique position as a fashion and tech company with an enormous out-
reach to contribute to a more sustainable fashion industry. For us, this implies providing customers
with a great choice of sustainable and fashionable items and at the same time a convenient and
transparent shopping experience. In our own supply chain, we are aware of the responsibility we
have towards people and the environment and are committed to improving the social and environ-

mental footprint of private label products.

Our Supply Chain

Our supply chain can be broken down into six phases. In the first two phases, third-party brands
and our private labels produce items that are transported to our fulfillment centers. In the fulfill-
ment centers, products are stored and prepared as soon as customers place an order. Our internal
corporate functions — such as technology, marketing, and customer service — ensure that customers
have a convenient shopping experience. Distribution partners subsequently deliver the products to
our customers. The last stage of the supply chain is the use phase and ultimately the disposal of

products.
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Our Supply Chain

— — %01'%
0

|

Raw Materials & Transportation Fulfillment Corporate Distribution

Manufacturing Functions

Supply chains for producing fashion are very complex and span across the globe — our supply chain
is no exception. This entails challenges and risks, especially in terms of human rights, working con-
ditions, and environmental protection. That is why we strive to improve the social and environmen-
tal impact of the products on our platform. In our approach, we distinguish between third-party
brands and our private labels. The work involving our private labels represents a significant part of
Zalando’s commitment to improvements in the supply chain, as our impact is stronger at this point.
This will be reflected in the following subchapters on sustainable products, animal welfare, human

rights and product safety.

Our private label brands such as mint&berry, Pier One and Zign are managed by the Zalando sub-
sidiary zLabels. zLabels has 17 private label brands, which source products from 24 different coun-
tries. The main sourcing countries are China (46%), Turkey (10%), India (10%), Bangladesh (8%),
Spain (4%), Portugal (4%), Vietnam (3%), Romania (2%), Cambodia (2%) and Bulgaria (2%).
Due to the size and variety of our assortment, zLabels does not own any supply base or factories,
but rather collaborates with sourcing partners and agents with years of technical expertise in their
respective product areas. We currently cooperate with 272 sourcing partners and 450 factories?, a
small decrease in comparison to 2016. Consolidating our sourcing partner base and strengthening
relationships with strategic partners helps us to maintain better oversight over the supply chain and

to work closely with partners on an individual basis.
Gaining transparency throughout the supply chain is an important focus for us, and in 2017 we

began a mapping exercise for tier 2 processes in order to trace and track our sourcing partners

along this tier.
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Our Commitment to Sustainable Fashion

It is our ambition to become a leading online destination for sustainable fashion. More and more
customers are interested in ethical, animal- and environmentally friendly clothing. That is why we
want to use our expertise in technology and fashion to provide customers with an attractive offer-
ing as well as the necessary transparency for an informed buying decision. Today’s market for sus-
tainable fashion is still fragmented and difficult to navigate for customers in terms of easily accessi-
ble and understandable product information. Certificates such as GRS (Global Recycling Standard)
are intended to help, but are largely still unknown among customers and, because there are so
many, can easily cause confusion. We want to improve this situation for our customers with product

transparency and simple online navigation.

Sustainability is becoming an important new driver of consumers’ purchasing decisions.
The State of Fashion, McKinsey 2017
31% of all customers in Germany purchased sustainable fashion in 2016.

Dr. Grieger & Cie Marktforschung

We are exploring new ways to highlight information on certified products that we offer online, and
our customers have responded positively to these efforts so far. Our on-site personalization initia-
tive in the online shop simplifies the search for labels such as Fairtrade or Organic Cotton. In addi-
tion, we are testing customer communication on sustainability topics such as sustainable jeans

products through a separate microsite.

In 2016, we launched the sustainable flag in the children’s category in the German Fashion Store,
and expanded it to all markets and categories in 2017. We continue to refer to certificates such as
Fairtrade and the Global Organic Textile Standard (GOTS) in order to fulfill the highest and exter-
nally audited standards. At the same time, we know that many innovative brands are implementing
high sustainability requirements in their products and supply chains without having these certified
by an external organization. We are working on ways to highlight their commitment towards cus-

tomers. In this process we are collaborating with brand partners and experts from the industry.

We have a responsibility to improve the clothes that we make. To this end, we are making strides
towards growing our offer of sustainable products. In 2016, we began developing our first sustain-
able products as part of our re:imagine collection, which we launched in January 2017. It included
48 styles across five different brands, certified with GOTS and GRS. We continued to offer the
re:imagine collection throughout 2017, and our organic cotton range for babies, STUPS Organic,

will be fully GOTS certified for the upcoming spring/summer 2018 season.

This year we also took some sizeable steps forward to scale up our sustainability efforts across the
entire zLabels brand portfolio. We joined the Sustainable Apparel Coalition (SAC) and submitted
our first results to the SAC’s Higg Index to benchmark our performance against other leading
brands. Minimizing water and waste is one of our focus areas in our supply chain, and by using the
Higg Index we will be able to measure the sustainability performance of our partners and their fac-
tories. We are actively engaging with our sourcing partners to increase the number of tier 1 facto-

ries using the Higg Index.
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Collaborating closely with the rest of the industry is important to us as we are constantly exploring
better solutions to common challenges. In 2017, we travelled to the University of Santiago de Com-
postela to receive advice on a range of topics and are actively using open-source tools such as the
SAC’s Materials Sustainability Index and data from Nike’s Making app to make more informed

decisions.

We signed up to the European Clothing Action Plan (E-CAP) to reduce the environmental impact of
our products and have set ourselves a minimum target of 10% in carbon, water and waste savings
by 2019 by switching to more sustainable fabrics such as organic cotton, TENCEL®/Lyocell and
recycled polyester. We are working closely with our Design and Sourcing Teams to change our buy-
ing habits from conventional materials to more environmentally-friendly alternatives and are invest-
ing in training delivered by external experts on topics such as recycled materials, wet processing

and trims.

To continue our journey of sourcing more sustainable fabrics, we became members of the Better
Cotton Initiative, which exists to make global cotton production better for the people who produce

it, better for the environment it grows in and better for the sector’s future.

While leather offers some important benefits in terms of product quality and lifespan, we are aware
that the production process is associated with many complex social and environmental issues. In
2017, we began investigating our leather supply chain past tier 1 and became members of the
Leather Working Group, which rates tanneries under its Gold, Silver and Bronze system. We have
now identified five strategic tanneries/sourcing partners that we will work with over the coming
years to improve environmental standards and the lives of the many people supported by the

leather industry.

Committing to Animal Welfare

Zalando is committed to animal welfare and the conservation of biodiversity. Our ethical sourcing
standards are based on Directive 98/58/EC concerning the protection of animals kept for farming
purposes and the standards of the World Organisation for Animal Health (OIE). Zalando does not
sell any products that originate from endangered species listed in international conventions. We allow
only products from farming animals that have been bred for meat production. Further, we condemn
any form of cruelty to animals and do not sell any type of rabbit wool such as angora. Zalando
stopped selling articles made of fur in 2012 and has been a member of the Fur Free Retailer initiative
since 2016. This organization informs consumers about how retailers deal with fur products and

supports retailers who undertake not to sell fur.

We expect even higher standards for our private labels, and in 2017 we started to implement the
Responsible Down Standard (RDS) across all our private brands. We also know that vegan products
are important to our customers, and for autumn/winter 2017 we launched 27 additional vegan
shoe styles under our Even§0dd label, which we intend to expand significantly over the next few
seasons. We were very proud that one of our shoes was selected as the winner of PETA’s Vegan
Fashion Award and are collaborating closely with PETA on the roll-out of our vegan strategy to

other brands.
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Protecting Human Rights in Our Supply Chain

Our Code of Conduct sets the minimum standards that we expect all our business partners and
their subcontractors to comply with, such as minimum wage, freedom of association and the
absence of forced labor, child labor, and discrimination. It is based on the principles of the Uni-
versal Declaration of Human Rights (UDHR) and the Conventions of the International Labor
Organization (ILO). We continuously review the minimum standards we set forth with our Code

of Conduct and update it on a regular basis. The latest update took place in 2017.

Checking that our sourcing partners comply with our Code of Conduct and treat the workers

in our supply chain ethically and fairly is a crucial part of our work at zLabels. In 2017, we reviewed
and relaunched our audit program with changes to create a more robust program. The new pro-
gram was communicated to our sourcing partners in December 2016, and the changes were
implemented in March 2017. We limited the number of auditing companies and reduced the types
of audits we accept. We remain committed to reducing audit fatigue and working together with
the industry to find a common solution. We are also collaborating with other brands through the

Social and Labor Convergence Project.

Our Ethical Trade Team evaluates all audits received against our internal non-compliance
matrix. The matrix is based on the standards set forth in our Code of Conduct as well as local
legal requirements. The findings on non-compliances are clustered into minor, major and

critical, a rating is given to the factory, and a Corrective Action Plan (CAP) is sent.

In order to address specific country risks, we developed a country risk categorization based on
international indicators as well as audit findings. This risk categorization allows us to focus our
work on areas where the greatest improvements need to be made. This year we added additional
requirements for factories from twelve different countries, and we also launched additional poli-

cies to protect migrant and homeworkers.

As part of our onboarding process, all new sourcing partners must sign our Code of Conduct,
and the corresponding factory must meet all ethical requirements before orders can be placed.
As part of the updates to our audit program, we now require an audit that has been conducted
within the past twelve months to set up a new factory. If critical findings are observed, we do not
begin the relationship without evidence that the existing findings have been remediated. In the

past year, we rejected the onboarding of 52 factories due to ethical trade concerns.

For our existing factories, we request new audits every twelve months to monitor and reassess
factory conditions. In 2017, we evaluated 506 audit reports for new and existing factories. If a

critical instance of non-compliance is found at an existing factory, we require evidence of

improvement to continue our business relationship.

The addition of a new Ethical Trade Team based in Hong Kong has enabled us to develop closer
relationships with our partners at source. Our Ethical Trade Team visited 68 factories in 2017. Our
team based in Hong Kong also works closely with our partners and their factories to develop cus-

tomized improvement plans based on the challenges faced by individual factories.
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We believe internal training is key to establishing good practice across the business. To ensure

Sourcing and Product Teams are aware of the impact of buying decisions on our supply chain, we

rolled out a new ethical trade e-learning. It is mandatory for all zLabels employees to complete the

e-learning and in addition, specific training on sustainability and ethical trade topics were also

offered throughout the year.

Factory Improvement Program (FIP) of Our Private Labels

zLabels is committed to improving working conditions in our supply chain and we realize that to

achieve this, we need to go beyond auditing and support partners and their factories on the

ground. Our FIP has grown this year, and as shown in figure 08, we now have seven programs and

initiatives across eight countries, working with four independent partners. 20% of our products

are sourced from participating factories. Our aim is to increase the share of products sourced from

FIP factories to 25% in 2018.

We regularly review our classification of high-risk countries and focus on factories in the countries GRI 102-12

GRI 102-13

where there is the greatest need for action. We also select factories based on their respective

performance and need for support.

zlL abels Factory Improvement Program in 2017

Benefits for Business and
Workers Program

India

In India, key apparel factories are
participating in the well-estab-
lished “Benefits for Business and
Workers Program” delivered by
Impactt to improve productivity
and working conditions.

zLabels FIP

— “Promising Future” Social

Romania

In Romania, we have rolled out a
bespoke zLabels-run FIP to shoe
factories providing training on
ethical trade issues where they
need support.

Ethical Trading Initiative
(ETI) Working Group

Turkey and Mauritius

In 2017, we joined two ETI
working groups in Mauritius
and Turkey together with
sourcing partners, trade
unions, brands, NGOs and
local governments to collec-
tively address systemic ethical
trade issues that can be tack-
led only collaboratively.
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Insurance Project

China

We are working with Carnstone
and a group of nine brands to
increase awareness among
factory workers about the ben-
efits of signing up for social
insurance.

Factory Improvement
Program
China
o In China, we launched the
“China Factory Improve-
o ment Collaboration” with
Impactt and seven other
large retailers, to improve
working conditions across
strategic factories, following
a model of classroom train-
ings and follow-up support.

Better Work Program

Bangladesh, Vietham, Cambodia

In 2017, zLabels was proud to receive “Partner” mem-
ber status from the International Labour Organization
(ILO) “Better Work Program” and partner factories in
Bangladesh, Cambodia and Vietnam are actively partici-
pating in the program. The program provides up to

25 days of training to factories per year on topics such
as health and safety, improving dialogue with workers
and supervisory skills.
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Sourcing from many countries across the world, with different cultures, governance, legislation and
business practices, means that we must approach factory improvement work in different ways to
ensure the support we offer is tailored and relevant. This is reflected in the various programs and

initiatives we choose.

We are also aware that many ethical trade issues we face in our supply chain are endemic to the
countries we work in and cannot be tackled alone. We therefore work as collaboratively as possible
with other brands, organizations, trade unions, NGOs, sourcing partners and government stake-

holders to drive improvements through the industry together.

To incentivize factories to go beyond auditing and engage in capacity-building factory improvement
work, we do not request a social audit report for the duration that a factory is in an FIP and award

additional points to the zLabels ethical trade score.

We continuously monitor our factory improvement work to understand the success of each program
and initiative and to ensure we are supporting our partners and their factories in a useful and

meaningful way.

In 2017, we repeated our Vendor Summit in Berlin, Delhi and Hanoi attended by 139 of our
sourcing partners. At these summits, we updated our partners on our corporate strategy, our
Code of Conduct and the implications of new legislation, such as the UK Modern Slavery Act.
Through a series of workshops and moderated panel discussions, we also used the opportunity

to engage in a dialogue with our business partners to discuss better ways of working.

The establishment of In-Country Sourcing Teams in Spain, Portugal, India, Hong Kong and
China has given us more accessibility to factories, improved linear communication with our part-

ners and overall enhanced the transparency of our supply chain.

At zLabels, we also have a Supplier Partnership Program (SPP) led by our Sourcing Team, which
evaluates sourcing partner performance across a range of areas; e.g. quality, ethical trade, prod-
uct safety, logistics and financial terms. The objective of the SPP is to gain complete transpar-

ency of our sourcing partners’ performance and provide an incentive by awarding more business

to higher-performing sourcing partners. In 2017, we worked closely with key sourcing partners

to develop action plans to help support their improvement.

Ensuring the Safety and Quality of Our Products

In the interest of customers, factory workers, and the environment, Zalando sets clear guidelines on
the permissibility of certain substances in products we sell. The Restricted Substances List (RSL)
defines the thresholds that apply to harmful substances and that must not be exceeded. The list
applies to all products and is compulsory both for the suppliers of our own brands and for our part-

ner brands.
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In addition to the high quality standards of our partner brands, we have established our own guide-
lines and processes for ensuring product quality. Using a scorecard approach for all product cate-
gories allows us to focus on products that exhibit a higher safety risk. We work with the suppliers
in question so that these products fulfill all requirements, and we encourage communication and

exchanges on best practices.

Zalando furthermore responds immediately to information and questions from various channels,
such as customer ratings, customer care queries, the weekly RAPEX report, and the media. If these
create doubts over the safety of a product, Zalando suspends respective sales as a precautionary
measure and, if necessary, immediately recalls products that have been sold. We had 13 recalls in
2017 while our assortment range covers around 200,000 units. This is line with the 2016 numbers

when we had to manage 15 recalls.

We review the products sourced for our private labels at an early stage in order to be able to imple-
ment any corrective measures immediately. This way, the items that reach our customers fulfill our

high standards. There were no recalls for our private label products in 2017.

We want to continually reduce the volume of harmful chemicals used in the production of our
private labels. This effort means less risk to customers, workers along the supply chain, and the
environment. With the support of the University of Santiago de Compostela, TUV and Bureau
Veritas, we reviewed and updated our standards on restricted substances in 2017 to ensure that
they were following state-of-the-art science. The chemicals restriction list now contains more than
300 restricted substances. Moreover, we successfully adjusted our chemical management system
and internal guidelines to comply with international standards such as the EU systems (REACH and

POP) and the standards of the US Consumer Product Safety Commission.

All sourcing partners are required to avoid the use of possibly harmful substances to ensure that
our products are safe. We fine-tuned our chemical test routine and risk assessment, which led to
improvements in sourcing partners’ performance for good chemical management. Our bespoke
Continuous Improvement Program allows us to monitor and rank our sourcing partner using a
scorecard and to drive specific actions for the most challenging sourcing partners. This effort
already resulted in a total improvement of 36% for the score of those sourcing partners from the

spring/summer season to the fall/winter season 2017.

Throughout 2017 approximately 12,000 chemical tests were conducted for our private label prod-
ucts. Due to comprehensive testing, monitoring and chemical elimination programs, we were able

to improve the fail rate in most critical parameters by 28% compared to 2016.
In 2017, we initiated a program to phase out critical heavy metals, where technically possible, from

the manufacturing process step-by-step until 2020. As a first result, we were able to eliminate 25%

of those hazards in our products.
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1.2.4 do.PROTECT
do.PROTECT »09
Impact vision Aspired outcome Targets Timing

Decouple
our environ-
mental
footprint
from our
economic
growth

©

We have mobilized our full
climate protection potential
across our value chain

Zalando has taken sustainable

packaging to the next level

Reduce CO, emissions per order by 10% by 2020 compared to

2017 levels.

Require and enable 100% of our packaging suppliers and nation-
wide carrier partners to provide us with CO, data for our footprint
calculation and commit to reducing CO, emissions by 2020.

We want 100% of our packaging to be sustainably sourced.*

*)  Packaging procured by Zalando. For packaging not procured by us, we work with our partners to achieve the 100% target over time.

Commitment to Climate Protection

Zalando has grown successfully in the past few years and has set itself the ambitious target of

2020

GRI 103-1/-2/-3 MA

Emissions

doubling its business by 2020 compared to 2017. This growth has been accompanied by a larger

ecological footprint, including increasing carbon emissions. As a first step towards separating

our economic growth from our environmental impact, we developed Zalando’s first climate pro-

®

Further Information

Corporate Strategy p. 80

tection strategy in 2017, which will be rolled out in 2018. Teams from all relevant business units

were involved, contributing their ideas on how to reduce CO, emissions in the future. Our aim is

to activate the full climate protection potential across our value chain. This includes two targets:

1) Reduce CO, emissions per order by 10% by 2020 compared to 2017 levels, and 2) Require

and enable 100% of our packaging suppliers and nation-wide carrier partners to provide us with

CO, data for our footprint calculation and commit to reducing CO, emissions by 2020.

Measuring CO, Emissions Every Year

To define the strategic orientation of our climate related activities, we need transparency on the

environmental impact of our business operations. That is why we regularly measure our corpo-

GRI 305-1

GRI 305-2

rate carbon footprint. We continue to do this following the guidelines of the internationally rec-

ognized Greenhouse Gas Protocol and work with ClimatePartner, an international consultancy

specializing in CO, accounting and climate protection strategies.

‘We track and report our Scope 1 and Scope 2 emissions for all relevant administrative and logis-

GRI 305-3

tics locations.® The Scope 3 emissions that we track include those sources that we have identified

as carbon hotspots in our upstream and downstream value chain.® To collect meaningful data on

these sources, we engage our partners along the supply chain. Emissions from waste generated in 6)

our operations and by the purchase of office materials accounted for less than 2% of our CO,

footprint in the calculations for 2015 and 2016 and are thus not regarded as significant sources.

Therefore, they will no longer be taken into account in our calculations from 2017 onward.
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Offices and offline stores with more
than 40 employees, and our fulfillment
centers in Brieselang, Erfurt, Lahr,
Ménchengladbach, and Szczecin
(Gryfino).

Outbound logistics incl. returns from
Fashion Store, zLabels, Lounge, Zalon;
production of packaging materials used
for delivering customer orders; inbound
logistics (inbound transportation of
zLabels products and packaging mate-
rials; storage in delivery warehouses);
employee commuting based on com-
muting scenarios; business travel.
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CO, Emissions »02
IN METRIC TONS 2017 2016**
Scope 1 4,935 3,868
Scope 2* 21,290 18,353
Scope 3 183,425 150,392
Total 209,650 172,613***
*)  The Scope 2 emissions displayed in table 02 are market-based values, which reflect the intensity of the electricity Zalando actually purchases.

The location-based value for 2017 is 33,276 metric tons of CO:.
**)  The 2016 values are not part of the non-financial report.
***) Location-based emissions in 2016 were 177,626 metric tons CO.. This value is 6,692 metric tons CO2 lower than the one reported in the annual

report 2016. The difference is mainly due to a methodological revision in the calculation of emissions from packaging and outbound logistics.
Our corporate carbon footprint in 2017 totaled 209,650 metric tons of CO,” compared with GRI 305-4
172,613 metric tons of CO, in 2016. This increase can be attributed primarily to Zalando’s
growth. At the order level, CO, emissions amounted to roughly 2.54 kg.
Main triggers for CO, emissions in the reporting year were the transportation of parcels from our
fulfillment centers, including returns (55%), the energy consumed in our offices and fulfillment
centers (15%), and the production of packaging materials for the products we sell (12%).
CO, Emissions by Source (2017) > 10
IN %
Inbound logistics Business travel
Employee commuting
Packaging ( 55

Outbound logistics
Energy
7) Greenhouse gas emissions are dis-
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(HFCs), and perfluorocarbons (PFCs).
For better legibility, the emissions are
simply referred to as carbon emissions
and reported in metric tons of CO..
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Every day, our fulfillment centers receive products from almost 2,000 brands - products that
originate from many different parts of the world. These products are sent to our more than 23m
active customers in 15 European countries. In the light of these dimensions, we see efficiency,
technical innovation, and raising the awareness of our service providers as the major levers for

developing sustainable logistics and reducing our ecological footprint.

We rolled out a pilot project in 2017 aimed at optimizing our procurement logistics using a time
slot management system. This solution enables our transport service providers to consolidate
their deliveries, which improves truck loading and reduces the number of delivery trips. After the
pilot, a further roll-out is planned for 2018. In addition to this, we developed a new feature in our
logistics tech landscape that allows us to consolidate orders from a customer that are placed
within a defined time frame into a single shipment. We thus reduce not only the environmental

impact, but also the delivery costs.

The last mile of local delivery is often reported as the largest contributor to fossil fuel consump-
tion and CO, emissions.® Our Logistics Network Team regularly launches pilot projects that con-
tribute both to customer satisfaction and to reducing environmental impact. In 2017, Zalando
tested Tripl, a Danish electric vehicle that emits zero CO, and has a very low noise emission
during operation, which is particularly relevant in cities. Moreover, we started piloting deliveries
in a preferred 60-minute time frame, chosen by the customer in advance, in some parts of Berlin.
Through this pilot, we were able to add a new partner (Hoard), which makes deliveries exclu-

sively by bicycle, to our local delivery network in Berlin.

In order to activate the full climate protection potential across our value chain, we must engage
with our service providers. We have therefore started to collect information on CO, emissions
from all our transport partners as well as from smaller, localized fulfillment centers operated by
partners. This way, we not only improve the data quality on our CO, emissions, but also gain a

helpful foundation for future collaborations relating to environmental protection.

In a growing company with a growing workforce, business travel and commuting emissions
become more and more significant. These two sources account for 12% of our total CO,

emissions.

Our travel policy puts phone or video conferencing first to reduce unnecessary travel. For dis-
tances shorter than 400 km, we strongly recommend that our employees travel by train. The pol-
icy also states that rental cars have to be chosen from the compact class, allowing us to reduce
costs as well as CO, emissions. Our company car guidelines include the option of leasing cars

with alternative drives (e.g. electric cars), thus promoting the use of sustainable mobility.

To facilitate the mobility of our employees between our Berlin offices, a mobility concept was
developed in 2017, which will be rolled out in 2018. Sustainability, both economic and ecologi-

cal, is one of the main criteria in selecting our future mobility business partners.
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https://www.researchgate.net/
publication/266977016_Carbon_
emissions_comparison_of_last_mile_
delivery_versus_customer_pickup


https://www.researchgate.net/publication/266977016_Carbon_emissions_comparison_of_last_mile_delivery_versus_customer_pickup:
https://www.researchgate.net/publication/266977016_Carbon_emissions_comparison_of_last_mile_delivery_versus_customer_pickup:
https://www.researchgate.net/publication/266977016_Carbon_emissions_comparison_of_last_mile_delivery_versus_customer_pickup:
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http://zln.do/en-post-order-experience
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As the emissions from commuting (6%) can be traced back primarily to our fulfillment centers,
our commitment is not limited to our Berlin locations. At our fulfillment center in Erfurt, for
example, we have entered into a partnership with JobRad to make it easy for our employees to
rent a bicycle locally. What's more — and also based on our wishes and the input received from
the works council — a cycle path has been created from Erfurt to the Zalando fulfillment center.
Additionally, our employees there can repair their bikes free of charge at professionally equipped

maintenance pillars located near the bicycle shelters.

To make it easier for employees to get to our location in Lahr, we have initiated two bus routes

that are now operated by local transportation companies.

The growth of our company also means that we require more floor space. As a result, our energy
consumption has increased by 47.2% from 2016. We see increases in efficiency and investments in

renewable energy as critical levers for conserving resources and protecting the environment.

In 2017, we expanded the use of smart meters to our main administration building. We now have
real-time data available on our energy consumption and the opportunity to manage this more effi-
ciently in the future. Furthermore, the last quarter of 2017 saw us commencing the introduction of
an energy management system for our office buildings, starting with the main administration build-
ing. We intend to get an ISO 50001 certification for it by the end of 2018. A decision will then be

made on expanding the certification to other offices.

In order to operate our fulfillment centers in a more energy-efficient way, we continue to pursue
the goal of introducing an integrated energy management system at our locations in Germany.
Technical difficulties have led to a delay in the introduction of this system, which is now planned
for 2018.

In addition to increasing our energy efficiency, we are focusing on the use of renewable energies
as part of our climate protection strategy. Therefore, starting in January 2018, we switched to
100% renewable electricity in our German operations. Moreover, we started using climate-

neutral gas this year to heat the fulfillment centers that we operate in Germany.
Our recently constructed fulfillment center in Lahr will be partially fitted with solar panels. This is

expected to cover 13% of the electricity requirement there in 2018. The CO; savings anticipated

from this measure amount to 650 metric tons per year.
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REPORT STATEMENTS

Energy Consumption
2016
Electricity (total) 50,840 37,159
Electricity from renewable sources 22,840 12,634
District heating 11,864 2,761
Natural gas 20,297 16,351
Car fleet 1,402 1,072

Total 84,402 57,342

Resource Efficiency in Packaging and Waste

With our business volume increasing, we also expect an increase in the amount of packaging mate-
rial we use. In order to decouple our economic growth from our ecological footprint, we want to
raise the sustainability of our packaging materials. For example, we aim to source 100% of our
packaging material from sustainable sources by 2020° and to ensure it can be recycled after use.
25,149 metric tons of packaging materials were used at Zalando for customer deliveries in 2017.

93% of these came from renewable sources.

Our approach to the use of packaging materials is based both on customer-centricity and on envi-
ronmental factors. To be able to offer our customers the best unpacking and return experience in
the industry is enormously important for our business model. So our mailing envelopes and almost
all of our boxes have an integrated return strip that makes them easy to reseal. We have noticed
that some of our customers continue to use standard adhesive tape when sending back mailing
envelopes and boxes, which leads to additional waste and more resources being consumed. In order
to make the return process easy for our customers, but also to encourage them to refrain from

using additional adhesive tape, we began marking the return strip with an additional label in 2017.

Given the limited natural resources worldwide, we use packaging material as sparingly as possible.
We therefore work closely with our partners to continually reduce the amount of materials used for
each box. For example, the thickness of the material of our smallest boxes has been reduced, which

enabled us to save approximately 3,000 metric tons of paper in 2017.

Our shipping envelopes also offer ecological benefits. They allow our employees to adjust the size
when sealing. Air holes ensure that excess air can escape, meaning the envelopes take up less
space during transport. The share of total volume sent in shipping envelopes has increased from an
average of 17% in 2016 to 21% in 2017.

9)
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Packaging procured by Zalando. For
packaging not procured by us, we work
with our partners to achieve the 100%
target over time.
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Paper and municipal waste are the most frequent types of waste from our offices; in contrast, most

waste in our fulfillment centers, outlets, and photo studios is caused by the packaging used to ship

and return the products that we sell. 50% of the materials used as packaging in all product catego-

ries was sent back to us and recycled.

Zalando sees the recycling of packaging in our fulfillment centers as an important ecological duty,

so all shipping cartons and foil bags that can no longer be used are collected, sorted, and recycled.

We also involve our customers in these activities and furnish our parcels with information that the

packaging is 100% recyclable.

Total Weight of Waste by Type and Disposal Method

Non-hazardous waste

Waste disposal method

Recycling

Reuse

Recovery, including energy recovery

Waste incineration

Hazardous waste

Total

*)  The waste disposal method was determined with information provided by our waste disposal contractors.

17,693

16,821

58

864

950

17,694

2016**

16,312

14,979

329

1,005

55

16,367

**)  This value is 138 metric tons lower than the one reported in the annual report 2016. This is mainly due to an improvement in the calculation

methodology.
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1.2 CORPORATE RESPONSIBILITY

1.2.5 do.CONNECT

do.CONNECT

Impact vision

Reimagine
how corpo-
rates con-
tribute to
societal
challenges

Q)

Strengthening Diverse and Inclusive Communities

Many countries have already identified powerful solutions for refugee integration, some of them

Aspired outcome

Zalando has leveraged its
unique mix of resources to
scale existing solutions for
social impact

Zalando employees have
become changemakers in
their communities

We pioneered ways to
increase impact orientation in
corporate citizenship

our community engagement in 2018.

Targets

Through cross-sector alliances, we offer support and visibility for
100+ solutions that contribute to diverse communities or value chain
transparency.

Contribute substantially to scale at least five solutions with the
potential to increase value chain transparency in the fashion industry.

20% of Zalandos engage in Corporate Citizenship activities.

Leveraging the professional expertise of our employees by increasing
the share of pro bono shifts in our volunteering mix.

Empower 100+ Zalandos to bring powerful citizenship activities to
their neighborhoods.

Provide access for NGO's to capacity building on collaborating with
corporates.

Test different ways to measure Zalandos societal impact.

The challenges that our society is facing are large and complex, and companies can and have to GRI 413-1
reimagine how they want to contribute solving them. As a good corporate citizen, we want to get

involved in this process in the same professional way as we do in our daily business. Together @

with experts from all parts of society, we get engaged by contributing our skills, networks, and zIn.do/en-neighbor

resources. This becomes particularly meaningful in the areas in which we are well versed. In the
past two years we started building the networks and infrastructure that are necessary to strategi-
cally invest an average of 1% of our EBT in our social impact from 2018 onwards focusing on two
strategic areas. 1.) We will continue engaging in the communities around us in order to be a good
neighbor. 2.) At the same time we want to use our expertise in tech and fashion to start taking a
systemic role in our industry and invest strategically in solutions that increase transparency and

sustainability in our industry. Building an accelerator for this purpose will be a major focus topic in

Local Communities

even have decades of experience with them. In 2016, we invited successful social entrepreneurs

from around the world to our Hello Festival in Berlin and empowered ten local organizations to

transfer their valuable know-how on refugee integration to Germany. The “Hello Accelerator” was

designed as a one-year support program to those organizations, providing them with trainings,

mentoring and on top of EUR 285,000 project funding to pilot knowledge transfer and replication.

At the core were a cross-sectoral approach and the idea of scaling solutions with a proven track

record instead of reinventing the wheel - this social Zalando principle was awarded with the

German CSR award 2017 in the category Successful Measures for Refugee Integration. We are

delighted about the recognition of our social engagement and take it as an additional motivation to

continue our path because the challenge of long-term integration has by no means been solved yet.
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Just like our employees from more than 100 different countries, refugees are now also contributing
to the diversity and dynamic environment of our local communities. After initially finding shelter in
emergency and large-scale accommodation, many of them have now settled in the neighborhoods.
That is why we will not scale back our commitment to integration, but focus on strengthening
diverse and inclusive communities from now on. In a first step, we supported the first German
Neighborhood Award of the nebenan.de foundation in 2017. More than 1,300 applications provided

impressive testimony to the local engagement.

None of this would be possible without the engagement of our employees. They get actively
involved around our locations and can have two days volunteering time off for this each year. In
2017, 954 Zalandos provided support for 60 initiatives in 816 shifts. We are collaborating with the
social business Vostel to ensure that we create a win-win situation: a great experience for our
employees and an actual impact for the participating project. For this vostel, collects feedback

and data on the impact of our volunteering program.

Feedback on Our Volunteering Program

of the volunteering projects of the projects were only How likely are Zalando
have a mid- or long-term possible due to the help of volunteers to recommend
impact on the social Zalando volunteers. volunteering to colleagues?
initiative.

In addition to measuring the impact of our activities, it is particularly important to us to increase
the number of employees that volunteer. We want 20% of Zalandos to be engaged in corporate

citizenship activities by 2020 and increase the share of pro bono shifts compared to 2017.

Corporate volunteering can be a great way to connect people and causes that would not necessarily

meet otherwise. Beyond the personal encounters, social initiatives value the time and professional

expertise Zalando employees offer. That is why a growing number of Zalandos contribute their profes-

sional skills to a good cause free of charge — pro bono. In 2017 we organized a Hack Night in which our O
employees worked a whole night on challenges of six social initiatives. For example, a website was opti-

mized for search engines and a campaign concept was developed. Furthermore, Zalandos provided

advice to the Hello Accelerator participants on subjects such as communication strategies, management

skills, and team building. Zalandos have additionally held workshops for refugees on programming and

job application skills. Finally, employees passed on their knowledge of social media communication

and customer-friendly design of sales rooms for a conference of the clothing stores of the Red Cross.
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Over the past years we learned a great deal from our engagement in integration and a variety of
different topics in the communities we are part of. Whereas we want to continue to contribute to
those local causes as all neighbors should, we want to leverage our professional experience and
networks for societal challenges too. The biggest impact we can have is where our core compe-
tences meet: fashion and technology. We believe that we need to use new technologies to
increase transparency in our industry dramatically, and we are determined to find our role in

accelerating this process for the good of all.

In the course of 2017, we created a watch list of promising solutions that use technology to
increase transparency in supply chains and started having conversations with experts and social
innovators from the field. We got inspired by their approaches and listened to their needs to
identify potential ways we can contribute to their impact story. Although we are only at the
beginning of a new learning journey, we are already convinced of the potential of the solutions
and have therefore already begun to develop the infrastructure for our own support program,
which we will launch in 2018. The program will systematically identify social innovators and

their solutions and support them in scaling their impact.

As a first step, we became a partner of the Plug and Play — Fashion for Good accelerator that
concentrates on finding, investing in, and bringing much-needed sustainability innovations

to the market. In only one year, Fashion For Good has already built a pipeline of more than

400 startups that innovate in all parts of the supply chain. We are proud to join this industry ini-
tiative, teaming up with the C§A Foundation, Kering, and Galeries Lafayette. The challenges we
face as an industry are too big to be solved by single stakeholders, so we hope to see even more

partners joining us in the future.

In 2018, we will grow our investment of time, funding and expertise and team up with our
business partners and leading stakeholders to help the most promising solutions to grow

their impact significantly.
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