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The responsibility that we as a business feel toward our customers
and consumers, our people, and society as a whole, has shaped the
history of our company. In conducting our business, we want to

create sustainable value through innovative solutions.

This conviction is the foundation on which the strong engagement of
our people and the long-term successful development of Henkel are
built. Our ambition to operate sustainably throughout the company
and along our entire value chain boosts our growth, helps to improve

our efficiency, and reduces risks.

“Creating sustainable value -
our purpose at Henkel - is both
the essence of our heritage and
the ambition that guides our
actions.”

Kathrin Menges
Executive Vice President Human Resources
and Chair of Henkel’s Sustainability Council

With its global sustainability and climate protection goals, the inter-
national community has made enormous progress toward a common
understanding of the priorities. We want to actively contribute to the
implementation of these goals. To achieve this, however, sustainability
must also be firmly embedded throughout business and society. In
playing our part, we are relying on the knowledge and engagement of
our people, the strength of our brands and technologies, and partner-

ships in all areas of our business activities.

/Cdzk’.h'o\, de/&_.

Kathrin Menges
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About Henkel

More than

50,000

employees

42

of our sales
generated in
emerging markets

Scottsdale,
Arizona, USA
Regional Center

Mexico City, Mexico
Regional Center

—> Further data on our regional centers.

Diisseldorf, Germany
Global Headquarters

Vienna, Austria
Regional Center

L Rocky Hill,
Connecticut, USA
Regional Center

Arab Emirates

| |
{ Dubai, United
Regional Center

Sao Paulo, Brazil
Regional Center

r Shanghai, China
Regional Center

More than

140

years of brand and
technology success

More than

120

nations represented
by our people

Around

el 87 bn

sales

Adhesive Technologies
As a market leader, the Adhesive Technologies
business unit creates high-impact solutions
worldwide through groundbreaking innova-
tions and close partnerships with its
customers.

Our top brands

LOCTITE

TECHNOMELT

BONDERITE

Brands & Businesses

Beauty Care
Worldwide, the Beauty Care business unit is
successfully active in the Branded Consumer
Goods business area with Hair Cosmetics, Body
Care, Skin Care and Oral Care, as well as in the
professional Hair Salon business.

Our top brands

Schwarzkopf

syoss

s

Laundry & Home Care
The Laundry & Home Care business unit
sells laundry detergents and household
cleaners around the globe, from detergents,
dishwashing products and surface cleaners
through to insect control products.

Our top brands
Persil
Purex

@
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Sustainability at Henkel

Our commitment to leadership in sustainability is anchored firmly in
our corporate values. The balance between economic success, envi- \,,\_ :

ronmental protection and social responsibility has been an integral . e

W

part of our corporate culture for decades.

In 1940, Henkel opened a company There has been a first-aid center at
childcare facility and established a Henkel since 1912.
voluntary on-site medical service.

Henkel has been carrying out regular environmental quality checks for deter-
gents and household cleaners since 1959. This picture shows a water quality

Sustainability milestones at Henkel

The focus on sustainability has evolved continuously at Henkel. When the
merchant Fritz Henkel founded his laundry detergent company in 1876, check of the river Rhine in 1961.

he had the vision of making people’s lives easier, better and more beautiful.

From the beginning, the company assumed responsibility for its employees,

the communities it operates in, and society. Today, Henkel has set up

management systems worldwide for safety, health and the environment,

and has firmly anchored the mindset of sustainability in its corporate Our corporate value

values. = All of our sustainability milestones We are committed to leadership in sustainability.
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What are our We are committed to leadership in sustainability - this is one of our cor- Deliver more value
sustainability porate values. As sustainability leaders, we aim to pioneer new solutions
Foreword aspirations? while developing our business responsibly and increasing our economic
Henkel overview success.
Our strategy What strategy are Our ambition is to achieve more with less. This means we create more Pf:g‘::'ss FEHCHUSNES Sa:l‘zg’l ;l“d
Management we pursuing? value for our customers and consumers, for the communities we oper-
ate in, and for our company - at a reduced environmental footprint.
Purchasing and FACTOR
supplier management ) )
What targets have Our 20-year goal for 2030 is to triple the value we create for the
Production we set ourselves? footprint made by our operations, products and services. We call this

. ambition to become three times more efficient Factor 3.
Logistics and transport

Energy and Materials Water and
Climate and Waste Wastewater
Sustainability stewardship What are our Strengthen foundation -
Adhesive Technologies priorities for the We already have a strong foundation with a successful track record. On
coming years? the road to our long-term goal, we intend to further improve our perfor-
Beauty Care mance over the coming years.
Laundry & Home Care at a reduced
Boost engagement footprint
People We want to further develop and foster the commitment of our employees
Social engagement to sustainability. Our employees make the difference — with their dedi- We concentrate our activities along
cation, skills and knowledge. the value chain on six focal areas that
Stakeholder dialog reflect the challenges of sustainable
External ratings Maximize impact development as they relate to our

operations.

We want to strengthen our contributions to addressing major global
challenges and maximize the impact we can achieve with our operations,
brands and technologies.

Indicators

Scope and reference framework

Imprint
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Strengthen foundation

Become three times more
efficient

by 2030

Become 75 percent more
efficient

by 2020

Each new product must con-
tinue to make a contribution
to sustainability in at least
one of our focal areas.

Boost engagement

Activate and train all
employees for sustainability

Reach 200,000 children with
our education initiatives

by 2020

Reach 20 million people
through our social engage-
ment activities

by 2020

Maximize impact

Reduce the CO, footprint of
our production by
75 percent

by 2030

Help our customers and

Yoo
“»?« consumers to save 50 million
# tons of CO,

by 2020

Improve workplace condi-
tions for one million workers
in our supply chains, by
working together with our
partners.

by 2020


mailto:sustainability@henkel.com

Henkel Sustainability Report 2016

08

Foreword

Henkel overview

Our value chain

Together with our partners, we advance sustainability along the entire value chain:

1. Raw materials

2. Production

3. Logistics

—

4. Industry and retail

5. Consumers

h —— @

6. Disposal
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1. Raw materials

-

Suppliers from
around 130 countries

We develop innovative solutions
and set standards for sustainability
together with our suppliers and

partners from around 130 countries.

2. Production

Henkel operates 171 production sites in 57 countries. At all of these

sites we are working to reduce our environmental footprint while

maintaining our high levels of quality and safety.

3. Logistics

Reduce transport
emissions

We aim to reduce transport
emissions by using improved
logistics policies worldwide, such
as through intermodal transport.

4. Industry and retail

S

Close cooperation

It is important to us to work hand-
in-hand with our retail partners.
We support our retail partners in
their sustainability activities, for
example, with eLearning and
measuring instruments.

5. Consumers

90+« [©

Our products are used daily in millions of households.

Up to 9o percent of the environmental footprint of our

000
00000

products is generated during their use. For this reason, we

seek to encourage responsible product use through targeted

communication.

6. Disposal

- 30%

By 2020, we want to reduce our
waste volume by 30 percent per
ton of product.
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We want to contribute so that, in 2050, nine
billion people will be able to live well and
Foreword within the resource limits of the planet.*

.

Henkel overview

* From the “Vision 2050” of the World Business Council

Our strategy for Sustainable Development (WBCSD).

Management

Purchasing and
supplier management

Production

Logistics and transport

Sustainability stewardship

Adhesive Technologies

Yot @nd color
averything you find that
can heip - save
elecincity and water, ot

reducd waste?
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Our strategy

Our ambition

Our commitment to leadership in sustainability is anchored in our
corporate values. We want to create more value — for our customers
and consumers, for the communities we operate in, and for our com-
pany — while, at the same time, reducing our environmental foot-
print. We aim to pioneer new solutions for sustainable development
while continuing to shape our business responsibly and increasing
our economic success. Our sustainability strategy provides a clear
framework for this aim and reflects the high expectations of our
stakeholders.

We are facing immense challenges. The global environmental foot-
print of humankind is already greater today than the planet’s
resources can sustain. By the year 2050, the world’s population is
expected to grow to nine billion. The accompanying acceleration in
global economic activity will lead to rising consumption and
resource depletion. As a result, competition for the available resources
will intensify in the coming decades. For this reason, we need inno-
vations, products and technologies that enhance the quality of life
while consuming less input materials. We aim to use our decades of
experience in sustainability to develop and implement solutions fit
for the future together with our partners. Our long-term goal is to tri-
ple the value we create through our business operations in relation to
the environmental footprint of our products and services by 2030.
We refer to this goal as “Factor 3”.

“We want to further strengthen
our leadership in sustainability,
achieve tangible progress and
reach ambitious goals. In
doing so, we rely on the com-
mitment of our people and on
close collaboration with our
customers, consumers and
partners.”

Hans Van Bylen
Chairman of the
Management Board

Our focal areas

We are concentrating our activities on six focal areas that reflect the
key challenges of sustainable development as they relate to our oper-
ations. Three of them describe how we want to create “more value”
for our customers and consumers, our employees, our shareholders
and for the communities we operate in — for example, by enhancing
occupational health and safety and encouraging social progress. The
three other areas describe the ways in which we want to reduce our
environmental footprint, for instance through reduced water and
energy use and less waste. In order to drive progress in these focal
areas along the entire value chain, we rely on the commitment of our

people, our products, and collaboration with our partners.
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Deliver more value

9 B B

Social Performance Safety and
Progress Health

FACTOR
Energy and Materials Water and
Climate and Waste Wastewater

at a reduced
footprint

Our 20-year goal for 2030 is to triple the value we create for the footprint made
by our operations, products and services. We refer to this goal as “Factor 3”.

Increasing relevance

Sustainability continues to gather increasing importance for our
stakeholders. Our business partners and consumers are placing
more and more focus on understanding the impact of our processes
and products along the value chain. We continuously align our goals
and initiatives with global and national priorities to ensure we are
working on the issues that are relevant to our business and to sus-
tainable development. There is also increasing media attention on
topics ranging from climate change through to human rights, and
these subjects are increasingly discussed on public platforms, espe-
cially social media. At the political level, we have seen great progress

toward a shared understanding of the global priorities over the last

few years, particularly in 2015. Significant developments within this
context include the global climate agreement reached in Paris in
2015, as well as the 17 Sustainable Development Goals (SDGs) that
were adopted by the 193 United Nations Member States in September
2015. Henkel actively supports the implementation of the SDGs
and the climate agreement. We are convinced that the goals provide
a shared focus that can empower collaborative action and will drive

much stronger progress toward sustainability.

Henkel supports the implementation
of the United Nations Sustainable
Development Goals. We have tracked
the development of the SDGs, and
continuously review our targets and
initiatives to ensure they reflect the
priorities set out by the =1 17 SDGs.

SUSTAINABLE
DEVELOPMENT

GIALS

Three key drivers for the coming years

We are convinced that our focus on sustainability is more important
than ever before. It supports our growth, helps to increase our
cost-efficiency, and reduces risks. We already have a strong founda-
tion on which to build, and can demonstrate a successful track
record. To reflect the growing importance of sustainability for our
stakeholders and our long-term economic success, in 2016 we devel-
oped key drivers for the coming years: We aim to strengthen our
foundation, boost employee engagement and maximize our
impact. Using the energy of our more than 50,000 employees and
the unique scope of our business, we aim to further expand our lead-

ership and intensify our contribution to sustainable development.
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Strengthen foundation

Our long-term goal reflects the global challenges of sustainable devel-
opment: We will have to significantly improve our efficiency in order
to reconcile people’s desire to live well with the resource limits of the
planet, and to allow us to build on our economic success. Taking

2010 as the base year, our aim is to triple the value we create through
our business operations in relation to the environmental footprint of
our products and services by 2030. We refer to this goal as “Factor 3”.
One way of improving our efficiency would be by tripling the value we
create while keeping our environmental footprint the same. Alterna-
tively, we could keep the value the same and reduce our footprint to

one third, or improve both value and footprint.

Our long tradition in the field of
sustainability - which is embed-
ded in our values - together with
our clear strategy and our perfor-
mance form a strong foundation
from which to further expand our
leadership and intensify our con-
tribution to sustainable develop-
ment. We rolled out our current
sustainability strategy worldwide
via workshops in 2011.

Tangible progress

We reached our targets for 2011 to 2015, improving the relationship
between the value we create and our environmental footprint by

38 percent overall. By 2016, the efficiency increase had risen to

42 percent. On the road to achieving our long-term goal of “Factor 3”,
we also want to improve our performance in these areas still further

in the coming years. To this end, we have defined medium-term targets:

What we want to achieve by 2030

Index*

175%

e Value
_ -
150% -
—
125% Ov?r.all
efficiency
100% +200%
= Factor 3
75% = — __
™ — —eFootprint
50%
2010 2015 2020 2025 2030

* Base year 2010

To reach our goal by 2030, we will have to improve our efficiency by an average
of 5 to 6 percent each year. For this reason, we set five-year interim targets for
our focal areas.
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More net sales per
ton of product

+ 8 +22

Safer per million
hours worked

+17% +40«
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Production

Logistics and transport
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People

Less energy / CO,
emissions per ton
of product

-22% =30+

Less waste per ton
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-26+« —30«
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-23+« —30«%
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+42, +754

Overall efficiency

In addition to our focal area targets, we have defined a comprehensive set of tar-
gets and goals for further areas ranging from purchasing through to packaging and
recycling. You can find these targets and goals in the individual chapters of this
report, together with our solutions to the specific challenges in the various areas.

T Compared to the base year 2010
2 Waste footprint of our production sites, excluding construction and demolition waste.

Process applied to define our targets for 2020

Trends, developments and
stakeholder expectations in
our focal areas

Gas

Analysis of our footprint
and impacts along the
value chain

Key areas (hot spots) and
potential for improvement in
our Sustainability#Master®

Interim targets for 2020 and
additional action priorities
on the road to Factor 3

In a very comprehensive process, our — Sustainability Council defined
the interim targets for 2016 to 2020. Working groups evaluated trends,
developments, and stakeholder expectations, and analyzed our footprint
along the entire value chain. The groups then identified key areas where
we can create more value - at a reduced environmental footprint.

Steering and reporting

We are continuously evolving our reporting and measurement sys-
tems so we can evaluate and steer our progress toward the 20-year
goal for 2030 in an integrated way across the whole company and
along the entire value chain. In pursuing this aim, we are focusing
on the most comprehensive data coverage, as well as data quality.
This will provide us with an increasingly clear picture of our footprint
and our performance — from raw materials and packaging develop-

ment through to the use phase and disposal.

In 2016, we collected data from 171 sites, representing 100 percent
of our global production volume. To assess our footprint along the
entire value chain, we use representative —> life cycle analyses that
cover around 70 percent of our sales across all product categories.
We also assess data on the raw ingredients and packaging materials

we use, and the transport operations.
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Henkel works with various measurement and evaluation methods in
order to identify the measures that have the greatest influence along
the value chain. Viewed across our entire portfolio, improvements in

input materials and in the use phase are the most crucial factors when

it comes to our water and carbon footprints.

Our —> Henkel Sustainability#Master® is a key analysis tool in opti-
mizing the “value” and “footprint” dimensions. The core element is
a matrix in which changes in both of these dimensions and along
the value chain can be analyzed. After all, it is only by considering
the entire system that we can ensure that the measures taken lead to

an overall improvement in our sustainability profile.

In accordance with our requirement that every new product should
make a contribution to sustainability, we analyze our products sys-
tematically in our = innovation process. In order to make it easier
to optimize our products during development, we integrate the envi-
ronmental profile of possible raw materials and packaging materials
into our product and packaging development information systems,
enabling the footprint of a new formulation to be calculated even in

the development phase.

Reputation

—> Ongoing dialog with stakeholders and experts, and benchmarking
our performance, are key foundations for our work. Open dialog with
opinion leaders and stakeholders helps us to obtain insights and
perspectives from outside our business and fosters a common under-
standing of priorities and challenges. At regular intervals, sustain-
ability analysts and specialist institutions evaluate how companies

balance the relationship between economic, environmental and

social aspects. We welcome these —> external evaluations of our
sustainability performance, as they lead to greater transparency in

the market and show us how our performance is assessed.

Boost engagement

When it comes to implementing our sustainability strategy, it is our
people who make the difference — through their dedication, skills
and knowledge. They make their own contributions to sustainable
development, both in their daily business lives and as members of
society. They interface with our customers and drive innovation,
develop successful strategies, and give Henkel its unique identity.
Because of this, we want to further develop and boost our people’s

engagement in sustainability.

I‘-‘

Learning by playing — Elementary school children are taught how to handle
the resources of our planet responsibly. Sariah Ramos, who attends Frank Ele-
mentary School in Guadalupe, Arizona, USA, is proud of what she has learned.
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Train employees as sustainability ambassadors

Our Sustainability Ambassador program was launched in 2012 to
encourage our employees to engage even more strongly with the
topic of sustainability. Since then, Henkel has trained more than
10,000 ambassadors in 79 countries. To anchor our understanding of
sustainability even more firmly within the company, we want to train
all of our employees and encourage them to become sustainability
ambassadors. We are therefore expanding our training programs
accordingly. In addition to an eLearning program on our central
global learning platform, we also reach our employees through team
training sessions that we organize worldwide using standardized train-
ing materials. In addition to discussing the fundamental principles of
sustainability — from concept to key global challenges — the training
program also explains how Henkel is responding to these challenges

and implementing sustainability along its value chain.

Motivate ambassadors to make a contribution

We want to do more than just communicate knowledge to our
employees about sustainability: We also want to motivate them to
become involved in sustainability. With their skills and knowledge,
they can act as ambassadors to make a contribution to sustainability
at our sites, as well as by engaging our customers and in our business
environment. Henkel’s sustainability ambassadors are encouraged
to visit schools to teach children about sustainable behavior in the
home. This helps the next generation to understand how to use
resources efficiently from an early age. At the same time, the children
multiply the impact by imparting their knowledge and their enthusi-
asm to others around them. By the end of 2016 we had reached over
84,000 schoolchildren in 47 countries. We aim to reach more than

200,000 schoolchildren by 2020.

Our Sustainability Ambassador program gives our employees targeted train-

ing on sustainability issues. The various learning platforms also include team
training, like this workshop with our apprentices in Diisseldorf, Germany.

We also aim to promote healthier lifestyles and greater awareness of
water and energy consumption, and of waste generation across our
sites. One element of this commitment is our “(Y)our move toward
sustainability” initiative, which was introduced in 2014. It encour-
ages employees to put sustainability into practice in their day-to-day

work, for example by saving energy and eating healthily.

Our customers are an important target group. Together with them,
we drive the development of solutions for a more sustainable future.
Our “Say yes! to the future” initiative, for example, provides Henkel
sales representatives from all businesses all around the world with
training in sustainability topics that apply to sales, going beyond the
content of the Sustainability Ambassador program. They then apply
this knowledge in joint projects with our trade customers - in logis-

tics, for example, or by promoting sustainable purchasing decisions.


mailto:sustainability@henkel.com

Henkel Sustainability Report 2016

16

Foreword

Henkel overview

Our strategy

Management

Purchasing and
supplier management

Production

Logistics and transport

Sustainability stewardship

Adhesive Technologies

Beauty Care

Laundry & Home Care

People

Social engagement

Stakeholder dialog

External ratings

Indicators

Scope and reference framework

Imprint

The sustainability initiative “(Y)our
move toward sustainability” aims to
encourage sustainable behavior
among Henkel employees in the
office — such as by providing stickers
that can be used throughout Henkel
worldwide.

@ YOUR

Saving Energy

Fit for Sustainability?

Take the stairs!

Above and beyond our existing programs, we also want to give our
employees opportunities to engage in volunteer projects and make
their own contribution to the communities in which we operate. We
aim to reach 20 million people through our employees’ —> social

engagement activities by 2020.

Maximize impact

We want to strengthen our contribution toward overcoming major
global challenges, and to maximize the impact we can achieve
through our operations, our brands, and our technologies. For this
reason, we have set ourselves additional ambitious goals that

address two of the most pressing global challenges.

Become climate positive

With the Paris Agreement, the global community clearly committed
to limiting global warming to well below 2 degrees Celsius. Given
the required reduction in emissions and decarbonization of the
economy, Henkel is striving to become a climate-positive company.
We are aiming to reduce the carbon footprint of our production by
75 percent by 2030 and to leverage the potential of our brands and
technologies to help our customers and consumers to reduce CO,
emissions. To do so, we also want to continually improve our energy

efficiency by using more energy from renewable sources.

In addition, we want to leverage the potential offered by our brands
and technologies along the value chain to help our customers and
consumers save 50 million metric tons of CO, between now and

2020. On the one hand, some of our products can only be used in

We are aiming to become a climate-positive company. As a first step, we
want to reduce the carbon footprint of our production by 75 percent by
2030 and help our customers and consumers to save 50 million metric
tons of CO, by 2020.
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conjunction with energy — laundry detergents, shower gels or hot-
melt adhesives, for example. Here, we want to lower energy con-
sumption and reduce the associated CO, footprint by developing
products that enable people to use energy efficiently and by provid-

ing clear information on how to use the products responsibly. We

How we help our customers and consumers to reduce CO, emissions

Ceresit - building insulation

We provide external thermal insulation
composite systems for facades for use in
the construction industry. The products are
mutually compatible and ensure

easy application, durability and reliable
performance. The systems help to reduce
the energy used in buildings and save

Dry shampoo

Dry shampoo can be used instead of wash-
ing hair. As it is only sprayed on the hair and
then combed out, no energy is needed for
heating water. This energy causes a much
greater CO, footprint than the production
and use of the dry shampoo. The dry sham-
poos under the Syoss, Schauma, Taft, Got2b,
energy costs. Last year, we contributed Gliss and Osis brands helped consumers save
toward saving around 90,000 metric tons around 8,500 metric tons of CO, emissions
of CO, emissions in Poland - one of our in 2016.

key markets.

also have other products, however, which make a relevant contribu-
tion toward avoiding energy consumption and CO, emissions —
when insulating buildings, building lighter vehicles, or eliminating

the need for superfluous wash cycles, for example.

Somat dishwasher cleaner

Automatic dishwashers should be cleaned
regularly to keep them working properly. The
Somat dishwasher cleaner that was devel-
oped in 2016 helps to save time, water and
energy as it is the first of its kind that can be
used when the machine is fully loaded. The
amounts of energy saved by using Somat
dishwasher cleaner helped to save around
8,000 metric tons of CO, emissions in our
markets in 2016.
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Create shared value

While the middle class is growing worldwide, large sections of the
global population are still facing poverty, poor labor conditions and
a lack of development prospects. We are therefore striving to encourage
social progress, and working with partners along the entire value

chain to create shared value.

« We are committed to improving the income opportunities of people
who come into contact with our supply chains and our business,
such as smallholders in —> palm oil production, or craftsmen

and hairdressers.

» We want to help girls and women create a positive future for them-

selves, for example, through our —> “Million Chances” initiative.

 Together with our partners, we want to improve labor standards for
one million workers in our supply chain by 2020. Our Sustainable
Sourcing Policy and the —> “Together for Sustainability” initiative
involving 19 companies in the chemical industry form an import-

ant basis for this effort.

We also create value in other areas. In addition to payments in the
form of salaries and taxes, our business operations and their related
value-adding activities contribute to regional development. With
production sites in 57 countries, we promote economic and social
development as a local employer, purchaser and investor. Through
the transfer of knowledge and technologies, we foster the responsible
economic activity of our more than 50,000 employees and of our
customers. The issue of the social added value of products is especially

important in emerging markets. Products that focus on the needs of

We want to drive progress toward
sustainable palm oil and palm ker-
nel oil, and make a positive contri-
bution to both the environment
and the communities involved. We
place a strong focus on the rights
of people who work in or are
directly affected by the palm oil
industry.

The “Shaping Futures” project is
part of the overarching “Million
Chances” initiative of our
Schwarzkopf brand. Since 2010,
Schwarzkopf Professional and SOS
Children’s Villages have been
offering young people the oppor-
tunity to obtain basic training in
hairdressing techniques. Zinhle
Evelyn Dlamini (pictured) success-
fully participated in the program.

At Henkel, our suppliers are
assessed in a comprehensive pro-
cess that also covers sustainability
performance and risks. The sys-
tematic development of our audit
programs for suppliers as part of
the “Together for Sustainability”
purchasing initiative is a main
focus area in this context.
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people with lower incomes have great economic potential in these
markets and also make positive contributions to society, for example

regarding household hygiene and health.

Strengthening the contributions of our brands and
technologies

Our brands and technologies are used a million times over, every day,
in households and industrial processes. For this reason, we want

to expand their contributions to sustainability by focusing more
strongly on pioneering innovations. In order to strengthen the part
played by our products, we define brands and technologies that have
the potential to make relevant contributions to meeting environmen-
tal or social challenges through groundbreaking innovations or by

engaging customers and consumers.

We will make more use of communication with our customers and
consumers to demonstrate how our brands and technologies con-
tribute to sustainability, where consumers can play a part, and how

we can help them use resources more efficiently and reduce costs.

Specific examples of the contributions made by our brands and tech-

nologies can be found in the chapters of the three business units:

—> Adhesive Technologies

—> Beauty Care

—> Laundry & Home Care
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Management

Organization for sustainability

The Henkel Management Board bears overall responsibility for our
sustainability strategy and for our Compliance organization. The latter

ensures compliance with legal regulations and internal guidelines.

Our Sustainability Council steers our sustainability activities as a
central decision-making body:. It is chaired by a Management Board
member and reflects all areas of the company. The business units are
responsible for putting our sustainability strategy into operational
action. The regional and national companies steer implementation in
their respective regions. The corporate functions are responsible for

ensuring implementation of our sustainability strategy in their areas.

Business units

The research and development departments of our three business
units work on key technologies and supply the basis for tomorrow’s
sustainable products. The business units are also responsible for
adapting our sustainability strategy to their operating needs, as well
as providing the resources needed for its implementation. They align
their brands and technologies, and the sites involved, to sustain-
ability in line with the specific challenges and priorities of their

product portfolio.

Our organization for sustainability

Henkel Management Board
Sustainability Council

!

Business units

Regional and national companies

!

Corporate functions
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Regional and national companies

Managers in the regional and national companies steer the imple-
mentation of Henkel standards and compliance with legal require-
ments in their respective regions. With the support of the corporate
functions and the operating business units, they develop an imple-
mentation strategy appropriate to the individual sites and their local

circumstances.

Corporate functions

Through their representatives, the corporate functions bring both
their expertise and their needs to the Sustainability Council. At the
same time, they are responsible for the implementation of our sus-
tainability strategy in their respective functions. For example, they
develop appropriate supplier management instruments, or ensure
compliance with our standards for product safety. Overarching sus-
tainability issues are coordinated by the corporate communications
department, which serves as the company-wide interface for

sustainability.

Corporate Governance

The controlling company of Henkel is Henkel AG & Co. KGaA, headquartered
in Dlsseldorf. Responsible corporate management and controlling, aimed at a
long-term increase in shareholder value, has always been a part of our iden-
tity. Taking into account the special aspects specific to its legal form and arti-
cles of association, Henkel AG & Co. KGaA complies with the main recom-
mendations of the German Corporate Governance Code, with one exception.
So as to protect their legitimate interests and privacy, we do not list the indi-
vidual shareholdings of members of the Henkel family on the Supervisory
Board or on the Shareholders’ Committee unless they exceed one percent of
Henkel shares. The remuneration of the Management Board also complies
with its guidelines. The full wording of the =1 declaration of compliance is
available on our website.

The remuneration report in |;| Henkel’s 2016 Annual Report (pages 39-51)
explains the main components of the compensation system for the Manage-
ment Board, Supervisory Board, and the Shareholders’ Committee of Henkel
AG & Co. KGaA and indicates the level of the remunerations paid. More
information about Corporate Governance can be found in our Annual Report,
pages 29-51.
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Codes and standards

The implementation of our sustainability strategy is based on glob-
ally uniform codes and standards, integrated management systems,
and an organizational structure with clearly defined responsibilities.
An important aspect for us is the interplay of company-wide steering
instruments and regional action programs, which are aligned to

social challenges and priorities of a specific region or market.

We are convinced that our continued focus on sustainability will help
to grow the long-term value of our company and to realize our strategic
priorities. Sustainability is becoming a more and more important
driver of economic growth and competitive advantages in the mar-
ket. Within Henkel, efficient and safe processes not only contribute
to environmental protection and occupational health and safety, but
also reduce resource consumption and costs. By sharing our decades of
experience in sustainability, we can position Henkel as a leading sus-
tainability partner for retailers, consumers and our industrial custom-
ers. Corporate social responsibility strengthens the motivation of our
employees and their identification with the company - and thereby

creates the basis for a strong global team.

The group-wide risk management also makes an indispensable con-
tribution to our strategic focus on sustainability and enables us to

identify possible risks and business opportunities at an early stage.

Globally uniform standards

From our purpose, vision, mission and values, we have formulated
globally binding behavioral rules which are specified in a series of
codes and corporate standards. These apply to all employees world-

wide, in all business areas and cultural spheres in which we operate.

The Code of Conduct contains the most important corporate principles
and behavioral rules. It is supplemented by guidelines for dealing with
potential conflicts of interest. These guidelines are a key element of
our preventive measures against corruption. Further corporate stan-
dards address specific topics such as compliance with competition and
antitrust laws; safety, health, environment and social standards;
human rights; as well as public affairs. The codes and corporate stan-
dards also provide the basis for implementing the 21 United Nations

Global Compact, which Henkel joined as early as 2003.

You can find the following 21 codes and standards on our website:
« Purpose, Vision, Mission and Values

 Code of Conduct

« Code of Corporate Sustainability

« Sustainable Sourcing Policy

« Safety, Health, and Environmental Protection Standards (SHE)

« Social Standards

 Public Affairs Standard
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Management systems

Globally uniform standards for safety, health, environment (SHE) and
integrated management systems provide the basis for our worldwide
optimization programs. Our SHE Standards and our Social Standards
apply to all sites. Our management systems ensure that these
standards are implemented consistently across our global production
network. Since our employees’ behavior plays a key role in this
respect, we conduct regular environmental and safety training

sessions on a variety of topics at all sites.

We carry out —> regular audits at our production sites and, increas-
ingly, at our subcontractors and logistics centers to verify compliance
with our codes and standards. All audit results, including the moni-
toring of our SHE and Social Standards, are included in the Internal

Audit department’s annual report to the Henkel Management Board.

We have our management systems externally certified at the site level
wherever this is expected and recognized by our partners in the
respective markets. At the end of 2016, around 90 percent of our pro-
duction volume came from sites certified to ISO 14001, the inter-
nationally recognized standard for environmental management
systems. 91 percent of our production volume is covered by the

ISO 9001 quality management standard and 53 percent is covered by
the ISO 50001 energy management standard. Furthermore, around

89 percent of our production volume came from sites certified to the
OHSAS 18001 standard for occupational health and safety manage-

ment systems.

Compliance

Our Compliance organization has global responsibility for all preven-
tive and reactive measures. It is supported by integrated management
systems and an organizational structure with clearly defined

responsibilities.

The Chief Compliance Officer reports directly to the Chairman of the
Management Board. He is supported by the Corporate Compliance
Office, our interdisciplinary Compliance & Risk Committee, and

50 locally appointed compliance officers all over the world. Our
Corporate Data Protection Officer is also part of our Compliance
organization. Together, this team coordinates the flow of information
and helps our employees to implement our requirements locally —
for example, through specially adapted training courses. The Chief
Compliance Officer reports on any infringements, as well as the
measures taken to deal with them, to the Management Board and the

Audit Committee of the Supervisory Board on a regular basis.

Our internal reporting and complaints channels are also augmented
by a compliance hotline, which was set up to enable employees to

report infringements of our Code of Conduct, internal standards, or
applicable laws. It is run by an independent external provider and is

available in 76 countries.
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Focus on communication and training

Since we operate on a global scale, our employees find themselves
working within a variety of legal and value systems. Many of our
employees work in countries where, according to surveys by organi-
zations such as Transparency International, there is a greater risk of
encountering corrupt practices. Even in these locations, the same
expectations apply to all employees without exception: Henkel
strictly opposes infringement of laws and standards, and rejects all
dishonest business practices. To impart clear rules of conduct to our
employees, and especially to avoid any conflicts of interest in every-
day working situations, we focus on regular training courses and

communication measures.

Our managers play a key role with regard to compliance. Given their
position within the company, they bear a special responsibility to set
an example for their staff. For this reason, all of our managers across
the globe must participate in our mandatory Compliance eLearning
program twice a year. The program addresses many different compli-
ance topics: The main emphasis in 2016 was on antitrust law, safety

and human rights topics.

Zero tolerance for violations of regulations

Improper conduct is never in Henkel’s interest. The Management
Board and senior management circles at Henkel all subscribe to this
fundamental principle. Improper conduct undermines fair competi-
tion and damages our trustworthiness and reputation. Our employees
attach great importance to a correct and ethically impeccable busi-
ness environment. We react forcefully to violations of laws, codes
and standards. Where necessary, we initiate appropriate disciplinary
measures. In 2016, 16 employees received written warnings, and 38
contracts were terminated as a result of conduct violating compli-

ance rules.

Compliance Management System audited externally
Henkel’'s compliance culture involves continuous monitoring and
improvement of the compliance process. In this context, our global
[ Compliance Management System was audited by external audi-
tors in 2013, based on the IDW PS 980 assurance standard with
respect to the appropriateness, implementation and effectiveness of
the compliance processes in the areas of competition law and anti-
corruption. A complete description of the Compliance Management

Systems in place at Henkel can be found on the Henkel website.
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Results of our audits

The Head of the Corporate Audit department reports directly to the
Chairman of the Management Board. We carry out regular audits
based on our risk-based audit planning at our production and admin-
istration sites, and at our subcontractors and in logistics centers, to
verify compliance with our codes and standards. The audits are a key

instrument for identifying risks and potential improvements.

In 2016, we conducted 77 audits around the world. In the course of
the audits, a total of 1,641 corrective actions were agreed upon. In
2016, the main emphasis was on the following areas: Sales (audit
checks of the corporate standard established in 2015); finance pro-
cesses in shared services; [T-security; compliance at toll manufactur-
ers and subcontractors; and processes relating to safety, health and

environment (SHE).

Compliance with the SHE Standards was audited at 98 sites, resulting
in the initiation of 551 optimization measures. We examined the
maintenance of our Social Standards in 19 assessments and one

Diversity & Inclusion Policy audit.

Main focus of audits in 2016

Percentage distribution of the 2016 Henkel audit program

Information technology,

human resources 19% 2016

Supply chain,

Finance, accounting 17% production, SHE 42%

Marketing, sales,
purchasing 22%

All audit results are included in the Corporate Audit department’s
annual report to the Henkel Management Board and the Audit Com-
mittee of the Supervisory Board. In addition to the regular audits,
we also conducted four assessments of internal control systems,
elaborated in more detail with the help of internal auditors. We also
trained 1,154 employees on aspects of compliance, risk management,

and internal monitoring in seminars, and during our audits in 2016.
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Human rights and social standards

Our commitment to human rights
Henkel has a clear policy of doing business in an ethical and legal
manner. This is inseparably linked with our commitment to support-

ing the protection of internationally acknowledged human rights.

In 1994, Henkel’s Mission and Principles emphasized that our com-
mitment to respecting the social values and standards of the coun-
tries we operate in is an integral part of our company policy. In 2000,
we introduced the Henkel Code of Conduct including a clear state-
ment on human rights, and underscored this by joining the United
Nations Global Compact in 2003. This is now referenced as a funda-
mental principle in Henkel’s Code of Conduct, and detailed in
Henkel’'s Code of Corporate Sustainability and Social Standards. We
summarize our progress and commitments on human rights in our

annual Sustainability Report.

Embedding human rights in our business

Our comprehensive set of codes, standards and processes provide our
employees, customers, suppliers, investors and the communities we
operate in with a clear definition of the ethical and social values we
uphold - and underscore our commitment to respecting human
rights along the entire value chain. They also provide a framework for
decision-making and engagement within our sphere of influence

worldwide, alongside local legal requirements.

Our key policy 21 documents include: Code of Conduct, Code of
Corporate Sustainability, Social Standards, Safety, Health and Envi-

ronment (SHE) Standards, Sustainably Sourcing Policy

These documents reflect our commitment to the Universal Declaration
of Human Rights and the International Labour Organization’s Declara-
tion on Fundamental Principles and Rights at Work, together with the
expectations set out by key documents such as the UN Guiding Princi-
ples on Business and Human Rights. We will further evolve our policy
documents in line with the approach set out by the National Action
Plans on Business and Human Rights, which are currently being
developed.

We further promote human rights awareness across our organization
by embedding relevant topics into —> eLearning and face-to-face
training. Alongside this, we have clear due diligence and compliance
processes in place to identify and assess social and human rights
impacts, and ensure that — if necessary — access to remedy is avail-
able. These processes include our company-wide —> Corporate
Audit approach as well as = supply chain auditing. Violations of
our codes and standards can be reported directly to one of the rele-
vant contacts listed on our website, or through two anonymous chan-
nels: our email contact form and our compliance hotline. You can
find more information on Henkel’s approach to 21 human rights on

our website.
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Purchasing and supplier management

What we expect from our business partners

Our supplier base is one of our most important resources. It consti-
tutes millions of workers around the world, and has a significant
impact on our environmental footprint. To accommodate increas-
ingly globalized value chains and more complex procurement activi-
ties, we require a holistic supplier management process. Together
with our partners, we are working to drive this process forward. Envi-
ronmental and social aspects are becoming increasingly important as
they take their place alongside key commercial and operating indica-
tors. Our target for 2020 is to work with our partners to improve the
working conditions for one million people employed in our supply
chains. Henkel currently has suppliers and other business partners
from around 130 countries. More than 75 percent of our purchasing
volume comes from countries that belong to the Organization for
Economic Cooperation and Development (OECD). However, we are
increasingly opening up new purchasing markets in countries that
are not OECD members. We place the same exacting demands on sup-

pliers worldwide.

We expect our suppliers and business partners to conduct them-
selves in a manner consistent with our sustainability requirements.
In selecting and developing our suppliers and other business part-
ners, we also consider their performance in regard to safety, health,
environment, social standards and fair business practices. This is
based on our globally applicable 2 Safety, Health and Environmen-

tal Protection (SHE) Standards that we formulated in 1997, demon-

“We anchor environmental and
social principles in our supply
chains, and work on this
together with our partners.
This helps us to ensure the
quality of our products, avoid
risks for our business, and
enhance our reputation.”

Carsten Knobel

Executive Vice President
Finance (CFO) / Purchasing /
Integrated Business Solutions

strating our commitment to assuming responsibility along the entire
value chain. Our corporate purchasing standards apply worldwide,
and we supplemented these with a Sustainable Sourcing Policy in
2015. Our aim is that 100 percent of our procurement spend is

sourced in line with our Sustainable Sourcing Policy.

Binding supplier code

Compliance with the cross-sector Code of Conduct of the 1 German
Association of Materials Management, Purchasing, and Logistics (BME)
is mandatory for all of Henkel’s suppliers worldwide. Henkel joined
the BME in 2009, as its code is based on the 10 principles of the

1 United Nations Global Compact and can therefore be used inter-

nationally. The BME code serves as the basis for contractual relation-
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ships with our strategic suppliers. This means that they have either
recognized the cross-sector BME code — and hence the principles of
the Global Compact — or produced their own comparable code of con-
duct. The BME code has already been translated into 12 languages.

verband

Bundesverband

Henkel is a signatory to the cross-
sector Code of Conduct of the
German Association of Materials
Management, Purchasing, and

Materialwirtschaft,
Einkauf und Logistik e\,

Logistics.

Honoring our suppliers

As part of our supplier management activities, we collaborate inten-
sively with our strategic suppliers to ensure the procurement of
smart, sustainable raw materials. We aim to initiate positive changes
throughout the value chain, through joint projects on process opti-
mization, resource efficiency, and environmental and social stan-
dards. Furthermore, Henkel has been honoring sustainable innova-

tions by its suppliers for five years.

The Adhesive Technologies business unit presented its sustainability
award in 2016 to Evonik Resource Efficiency GmbH for its ongoing
contribution to the sustainability of the product and project pipe-
line at Henkel. The award also recognized the company’s outstanding
performance in the area of life cycle analysis and an excellent Eco-
Vadis rating. Evonik Resource Efficiency develops and produces sus-
tainable materials that help Henkel reduce its consumption of

resources in the expansion of its laminating adhesives business.

Sustainability Award for Evonik (from left to right): Thomas Holenia,
Corporate Vice President Purchasing at Henkel, Claus Rettig, Chairman of
the Board of Management at Evonik Resource Efficiency GmbH, Dietmar
Wewers, Senior Vice President and General Manager at Evonik Resource
Efficiency GmbH, Jiirgen Lordsch, Strategic Account Coordination Manager
at Evonik Resource Efficiency GmbH, Mike Olosky, Corporate Senior Vice
President and Global Head of Innovation at Henkel Adhesive Technologies
and Jan-Dirk Auris, Executive Vice President Henkel Adhesive Technologies.

The Beauty Care business unit recognized chemical company Lonza in
2016. A collaboration with Lonza resulted in the development of more
environmentally compatible ingredients for Dial brand antibacterial
soaps. In addition, Lonza increased efficiency and transparency by

providing comprehensive safety data on the alternative ingredients.

The Laundry & Home Care business unit presented BASF with an
award in 2016 for the development of unique, high-performance
ingredients that have gone into the development of phosphate-free
automatic dishwashing products. As a result, Henkel premium

brand Somat contributes to a reduction in water pollution.
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Sustainable Sourcing Process

Our six-stage “Sustainable Sourcing Process” is a core element of our
supplier assessment approach. This focuses on two main challenges:
First, ensuring that all of our suppliers comply with our defined sus-
tainability standards. Second, we aim to purposefully work with our
strategic suppliers to continuously improve sustainability standards
in our value chain - for example, through knowledge transfer and
continued education about process optimization, resource efficiency,
and environmental and social standards. This process is an integral
part of all our purchasing activities. We perform this process both at
the beginning of our relationship with a supplier and as a regular
check of our existing suppliers. Using this process for the assessment
of sustainability performance, we currently cover more than 85 per-
cent of the volume we source from our suppliers in the areas of pack-

aging, raw materials, and contract manufacturers.

Step 1: Pre-check and risk assessment

Henkel uses an early warning system for sustainability risks in global
purchasing markets. We begin by estimating the potential risks in a
market or a region. In doing so, we concentrate on countries identi-
fied by international institutions as being associated with height-
ened levels of risk. The assessment includes the criteria of human
rights, corruption, and the legal environment, as well as risk value
chains. These are industries and sectors that we consider to poten-
tially represent a risk for our company. This helps us to identify
countries and purchasing markets that may require special

precautions.

Step 2: Onboarding

The results of the pre-check and the risk assessment then flow into
our supplier onboarding process. We expect our suppliers to recog-
nize our supplier code (BME code) and our SHE annex. Our onboard-
ing process is anchored in a globally uniform registration system and

provides a standardized summary of our sustainability requirements.

Step 3: Initial assessment or re-assessment

We use supplier self-assessments based on questionnaires and have
them examined as assessments by the independent experts EcovVadis.
These cover our expectations in the areas of safety, health, environ-
ment, quality, human rights, employee standards, and anticorruption.
We also regularly request repeat self-assessments, referred to as
re-assessments. In 2016, 65 percent of our re-assessed suppliers had

improved their sustainability performance.

Step 4: Analysis

Based on the assessments and the suppliers’ self-assessments, we
classify suppliers according to a “traffic light” system. A red score
always leads to an audit. In the case of a yellow score, the areas where
improvement is needed are identified and the supplier is audited if

necessary.
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Step 5: Audit

Henkel works with independent audit companies to audit compli-
ance with the defined standards in TfS audits. Our audits include
on-site inspections, e.g., at production sites, and discussions with
local employees. Follow-up measures after an audit ensure that
suppliers implement the corrective actions that have been specified.
Repeated serious non-compliance leads to prompt termination of the
supplier relationship. In this area, we also actively participate in
cross-sectoral initiatives with the aim of improving the transparency
and efficiency of supplier audits and helping to establish cross-
company standards. In 2016, we conducted a total of 1,013 assess-

ments and audits.

Step 6: Development or termination of the supplier relationship

As part of our supplier management activities, we work intensively
with our suppliers to improve sustainability performance. We strive
to initiate positive changes throughout the value chain, through
training programs and joint projects. Overall, we did not receive any
notification throughout 2016 of an infringement by any of our strategic
suppliers that would have given cause for terminating our relation-
ship with that supplier.

Sustainable Sourcing Process

Pre-check and risk assessment Onboarding

Initial Assessment

\ Re-assessment

Develop-
ment

—

_/

Sustainability as an
integral component of all
procurement activities

N

Analysis

Audit
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Early warning system for risk markets

One example of a risk market is the purchasing of raw materials for
soldering pastes and similar products for the electronics industry.
These contain metals — mainly silver, copper and tin — to make them
electrically conductive. In some countries, the mining of cassiterite
(the main source of tin) is often associated with military conflicts
and human rights violations. In recent years, we have repeatedly
reviewed our direct suppliers of metals and requested them to supply
documentary evidence that they do not purchase or process metals

from critical regions.

Initiatives for greater sustainability

In 2011, Henkel and five other companies in the chemical industry
established the initiative (21 “Together for Sustainability — The
Chemical Initiative for Sustainable Supply Chains” (TfS). It is based
on the principles of the United Nations Global Compact and the
Responsible Care Initiative of the International Council of Chemical
Associations (ICCA). The TfS initiative aims to harmonize the
increasingly complex supply chain management processes with
regard to sustainability and to optimize the dialog among worldwide
business partners. Above all, synergies are to be created so that
resources can be used more efficiently and with a minimum of
administrative effort, not only among the member companies but

also with all of our shared suppliers.

Since the formation of TfS, the sustainability performance of more
than 6,000 suppliers has been assessed using the EcoVadis assess-
ment process as part of the initiative. Moreover, the initiative had

also received 724 audit reports.

At the heart of the initiative is the idea: “An audit for one is an audit
for all.” Suppliers only have to undergo one assessment or one audit.
These are conducted by independent experts. An internet platform is
then used to make the results available to all members of the initia-
tive for information and approval. Since 2014, TfS has a new legal
identity: Through partnering with the Brussels-based European
Chemical Industry Council (CEFIC), the initiative now has the status
of an independent, non-profit organization. This collaboration will

generate even more synergies across the chemical industry.

The TfS grew once again in 2016 and the number of members has
more than tripled from the original six to 19. In 2015, the first compa-

nies from the USA joined the initiative.
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34 Global expansion of the assessment and audit program, driven in In October 2016, TfS and the China Petroleum and Chemical Industry
part by supplier conferences, was again a main focus of activities in Federation (CPCIF) signed a framework agreement to jointly promote

2016. The shared challenges of supply chains in India were discussed and improve the supply chain sustainability in China.

at a supplier meeting with more than 500 participants in Mumbai.
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35 Joint platform for sustainable, efficient supplier and safety, employment rights, human rights, and ethical corporate
management governance topics. The measures subsequently introduced are
TfS members are responsible for using supplier codes and risk analy- reviewed via re-assessments or audits. Follow-up controls and subse-

ses to define their supplier requirements. Assessments and auditsare ~ quent supplier management are the responsibility of the individual

Foreword then performed by independent experts for the initiative. Perfor- member companies.
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We are working continuously at all production sites
== toward reducing our environmental footprint while
Foreword , maintaining high quality and safety standards.
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Production

Ambitions for our production operations

Henkel operates 171 production sites worldwide. We work continu-
ously at all of these sites to reduce our environmental footprint while
maintaining high quality and safety standards. We have set concrete
targets for our production sites to maximize our impact and help
steer progress toward our long-term goal to become three times more
efficient by 2030 (“Factor 3”). We have achieved all previous interim
targets by the end of 2015 and are now focusing our efforts on work-
ing toward our new interim targets up to 2020. Until then, we want to
increase net sales by 22 percent per ton of product and improve our
worldwide occupational accident rate by 40 percent per million
hours worked, while reducing the direct and indirect CO, emissions
from our production sites, our water use and our waste volume, in each

case by 30 percent per ton of product relative to the base year 2010.

We have also defined additional priorities for our programs: increas-
ing the amount of renewable energies we use, cutting the volume of
waste for landfill, and a stronger focus on saving water in regions
where water is in short supply. We want to become a climate positive
company and reduce our carbon footprint by 75 percent until 2030.
Therefore, we will focus on the continuous improvement of energy
efficiency and increase the use of renewable energy. In particular, we
want to get 100 percent of the electricity we consume from renewable
sourc