Responsibility Toward Society

B An executive position at Bertelsmann carries with it consid-
erable social responsibility. As conscientious and concerned
citizens, our executives are compelled to make a meaningful
contribution to their communities. The owners and employees
of our company have been following this principle for decades.
Animportant factor in Bertelsmann’s success, development, and
reputation around the world is its adherence to this principle.
The responsibility that the company assumes is expressed in the
inclusive nature of our corporate culture, in the global Employ-
ee Survey, and in ongoing employee discussions. It is also re-
flected in the hundreds of initiatives that have emerged from
employees and executives as aresult of their social commitment.
They range from the German Reading Foundation and efforts
dedicated to the protection of the Elbe River, to scholarships
for New York City high school students and projects devoted to
preventing teen violence in Paris and Hamburg.

Bertelsmann’s business investments and its corporate contri-
butions go hand-in-hand. Virtually every country in which
Bertelsmann operates benefits from its efforts dedicated to the
betterment of society. This Corporate Responsibility Report is a
compendium of the company’s most important programs and
initiatives as well as an expression of our roles and obligations
as a good corporate citizen.

In thisway, thisreportfollows in the tradition of the Bertelsmann
Social Report, first published in Germany in 1974. For the first
time, it encompasses our efforts on a global scale. This report
has been published during the first phases of a plan to integrate
the social responsibility of the company, and its employees, into
our corporate strategy. In doing so, we will place more empha-
sis on this responsibility than ever before.

Simultaneously, we want to publicly highlight the social achieve-
ments of our company and our corporate culture. We will push
forward with existing programs and develop new ones. These
initiatives will communicate our belief that social responsibility
is an important part of the daily work of a modern global com-
pany like Bertelsmann AG, which does not exclusively define it-
self solely by its economic success.

Sincerely yours,

f-!""

Gunter Thielen
Chief Executive Officer
Bertelsmann AG
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Responsibility and Trust

B The results of the first worldwide employee survey clearly
showed that leadership through partnership strengthens em-
ployees’ identification with their company;identification, mean-
while, promotes business success. Specifically this means that
the top one-quarter of all companies, whose employees identi-
fy most strongly with their company, generated a high return
on sales on average, while the bottom one-quarter, whose em-
ployees felt least identification, averaged ROS close to zero. In
other words: Leading through partnership results in a better
bottom line.

Employees and executives must recognize the positive outcome
partnership has on productivity and implement it at the com-
pany and the group level worldwide.

The state of the economy has created an uncertainty in all sectors
across the globe. A number of companies are responding to the
crisis with layoffs and an increased pressure to perform. The
situation has been challenging at Bertelsmann, too. Sometimes
under such stressful conditions, trust between executives and
employees may be threatened. Trust is the essential bonding
agent between a supervisor and an employee, and it is the most
important factor in any company’s future success. When super-
visors trust their employees to effectively carry out important
business tasks, it not only takes some weight off the supervisor,
it also gives employees a greater sense of personal responsibility.
As a result, employees feel a stronger bond with the company,
especially during difficult times.

Bertelsmann’s success and growth is aresult of an inherent char-
acteristic of decentralization: the delegation of responsibility.
The following report highlights several compelling examples of
executives and employees effectively working together to pro-
duce positive results. By delegating responsibility to employees
and trusting them to follow through, we are realizing a basic
principle in Bertelsmann’s corporate culture. This core value has
evolved over decades, and it will continue to flourish well into
the company’s future.

Sincerely yours,

Erich Ruppik
Employee Representative on the
Bertelsmann AG Supervisory Board
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Bertelsmann: Openness and Transparency Create Trust in the Workplace

For a company to be considered trustworthy by employees, shareholders, customers, or the public at large,
it must be transparent and open in its dealings. Bertelsmann has adhered strictly to this principle in recent
decades and has systematically realized this value in a variety of ways:

B Core Values Since the 1970s, Bertelsmann has outlined the
basics of its corporate culture in the “Essentials.” Executives
are expected to exemplify and uphold these values. Employees
should expect their implementation.

B Corporate History When doubts emerged about the way
the company’s role during the Third Reich had been acknowl-
edged publicly, Bertelsmann appointed an Independent
Historical Committee to review the company’s history. Led by
the noted historian Saul Friedldnder, the commission spent
three years doing intensive research, interviewing contempo-
rary witnesses, going through documents and analyzing con-
texts. Their conclusions, published in two volumes, were
adopted as the company’s official history, without reservation.
Subsequently, Bertelsmann became the first German media
company to open its archives to the public. The results of the
work done by the IHC formed the basis for the new Ber-
telsmann AG Corporate Archives. One of the Archives’ priorities

is researching Bertelsmann'’s post-war history.

B Comparability Maximum transparency, reliability, and com-
parability in economic terms was achieved by adopting the
IFRS (International Financial Reporting Standards) accounting
standards in 2001 — even though Bertelsmann AG is not a pub-
licly listed company at this point.

B Information For many years, Bertelsmann has summarized
its international business operations in an Annual Report and
at an Annual Press Briefing. By also publishing semi-annual
and quarterly reports, Bertelsmann exceeds the information
requirements of an unlisted company.

B Representative Premises The opening of Unter den Lin-
den 1 in Berlin in November 2003 created an open place of com-
munications for Bertelsmann. Here, guests from the public,
cultural, political, business, and media sectors meet to share
new ideas and ignite initiatives that contribute to the progress
of society.
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OPEN: BERTELSMANN'S BERLIN PREMISES: A HOUSE OF COMMUNICATIONS

B Communications Bertelsmann has also expanded its
communications efforts internally with its 73,000 employees
worldwide through the digital realm. In 2000, the company
created a worldwide intranet that today is published in five
languages. “BeNet” reports daily from companies, divisions,
and the management.

B Assessment The Employee Survey is one way Bertelsmann
encourages openness and welcomes criticism. The survey was
first introduced in 1977 and has been carried out in Germany
every five years since then. In 2002, for the first time, the survey
went global, thus providing all employees worldwide the
opportunity to rate their supervisors, their job, their company,
and the Bertelsmann Group. Based on the survey results, vari-
ous initiatives and measures were launched and implemented
at the company, division, and corporate levels.

M International Bertelsmann has published a Social Report in
Germany since 1974. By broadening the scope of this report to
encompass the group’s worldwide efforts, Bertelsmann AG has
taken another step toward transparency. The international
Corporate Responsibility Report is a summative reflection of
Bertelsmann’s commitment to its employees, society, and the
environment. It outlines Bertelsmann’s basic views and ideas
on social responsibility as they have evolved over decades,
while also providing an overview of case studies and projects
that are specific manifestations of its dedication to society.
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A Brief History of the Bertelsmann Essentials

M 1960 Reinhard Mohn creates the “Bertelsmann Basic and
Company Rules.” They deal with the topics “Responsibility
towards the Company,” “Leadership,” “Personal Initiative,”
“Planning for the Future,” “Opportunities for Promotion,”
“Work and its Remuneration,” “Profit and its Limits,” “The
Company’s Income,” and “Ownership Implies Responsibility.”

B 1973 Following significant growth, initial expansion beyond
German borders, the introduction of profit participation, and
the conversion to a stock corporation, a nine-month discussion
process culminates in the ratification of the “Bertelsmann
Corporate Constitution.”

B 1980 First amendment to the corporate constitution.
This amendment was preceded by a broad debate process.

M 1985 Second amendment; corporate continuity is added
as a corporate goal.

B 1988 The “Bertelsmann Corporate Concept” is intro-
duced to Bertelsmann executives from all over the world at
the Management Symposium: It describes the successful
“Bertelsmann Partnership Model” and serves to kick off an
international debate about Bertelsmann’s corporate culture.

B 1998 Bertelsmann’s top executives discuss and ratify the
“Bertelsmann Essentials” at their Management Congress.
The Essentials represent the company’s current self-image.
Without replacing the corporate constitution on which the
Essentials build, their chief function is to explicate and
publicize Bertelsmann’s corporate culture internationally. As
the evolution of the corporate constitution demonstrates, a
company’s official self-image should be the result of a broad,
open discussion process throughout the company, if it is to
be seen and accepted as a shared understanding between the
people who work for the company. In the case of the Essentials,
it was an international process triggered by the “Bertelsmann
Management Representative Committee,” Bertelsmann’s
international representative organ for executives. In a two-year
process, the Executive Board, the Corporate Workers Council,
and local groups from several countries worked together to
draft the original English version, which has since been
translated into more than ten languages.
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Bertelsmann — Media Worldwide

Profile of Bertelsmann AG.

M Bertelsmann AG isamediaand entertainment company that
commands leading positions in the relevant media markets all
over the world. The company strives to inspire people world-
wide with its products and services. The group includes noted
television and radio stations, TV production companies, book
and magazine publishers, record labels, book and music clubs,
andservicesto the media and industry. In the 2003 business year,
Bertelsmann further strengthened its core businesses and gen-
erated an operating result above the previous year. Earnings
from operations (Operating EBITA) soared to € 1,123 million, up
by 20 percent over the previous year (€ 936 million). Revenues
declined to € 16.8 billion (previous year: €18.3 billion), largely
due to currency effects. Operating ROS rose to 6.7 percent (pre-
vious year: 5.1 percent).

Overview of the Corporate Divisions

RTL Group: Europe’s leading broadcast and production com-
pany with holdings in 25 TV channels and 23 radio stations in
eight countries, does business worldwide in the field of content
production. Its TV business includes RTL Television in Germany,
M6 in France, Five in the UK, the RTL channels in the Nether-
lands, Belgium, Luxembourg, and Hungary, and Antena 3 in
Spain. Beyond RTL Radio in France, its flagship radio station, the
companyis ashareholder in additional channels in France, Ger-
many, Belgium, the Netherlands, and Luxembourg. In the con-
tent sector, the RTL Group subsidiary Fremantle Media is one
of the biggest international TV production firms outside the
United States. Fremantle Media currently produces more than
260 programs in over 39 different countries, including the U.S.

Random House: Each year, Random House, the world’s biggest
book-publishing group, publishes more than 10,000 new titles
for adults and children, in hardcover and paperback, audio,
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Total revenue by division

in percent*

RTL Group BMG
25.7 % 15.6 %
Random House Arvato
10.2 % 21.0%

Gruner + Jahr
143 %

Direct Group
13.2%
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External sales of the group by region
in percent

Germany USA
30.7 %

Other
European countries
38.6 %

Other countries
5.6 %

*Based on total from divisions not including Bertelsmann Springer and Corporate / Consolidation

BERTELSMANN COMPRISES MORE THAN 73,000 EMPLOYEES IN SIX CORPORATE DIVISIONS IN MORE THAN 40 COUNTRIES

and e-Book editions. Random House consists of roughly 100
literary and trade publishers, including C. Bertelsmann
(Germany), Doubleday and Alfred A. Knopf (USA), Ebury and
Transworld (UK), Random House Kodansha (Japan), Random
House JoongAng (Korea), Plaza & Janés (Spain), Sudamericana
(Argentina), and Goldmann (Germany). Random House places
a special priority on the journalistic and entrepreneurial
independence of its authors. No other trade publisher has more
Nobel Prize in Literature laureates in its author roster, among
them Toni Morrison, Thomas Mann, and William Faulkner.

Gruner + Jahr: The printing and publishing company is Eu-
rope’s biggest magazine publisher. Its employees produce more
than 120 magazines and newspapers in 14 countries on three
continents as well as the accompanying online sites. G+J pub-
lishes “stern,” “Brigitte,” “GEO,” “Capital,” “Gala,” “Eltern,” “Fi-
nancial Times Germany,” “Essen & Trinken,

» o«

National Geo-
graphic” and “Inc.,” “YM,” and “Family Circle”; many of these
magazines are published in various editionsin several countries.
With an international revenue share of more than 60 percent,
G+] is the world’s most international publisher. 74.9 percent of
the company is owned by Bertelsmann AG, 25.1 percent by the
Jahr publishing family, Hamburg.

BMG: The Bertelsmann Music Group has 200 labels in 41 coun-
tries. The group’s best-known labels include Ariola, Arista Re-
cords, J Records, Jive Records, RCA Records, and the RCA Label
Group — Nashville. BMG Music Publishing is the third-largest
music publisher worldwide. BMG works with anumber of world-
class stars, including Santana, Dido, Pink, Avril Lavigne, Aretha
Franklin, Christina Aguilera, Britney Spears, Justin Timberlake,
Eros Ramazzotti, and Alicia Keys.

Arvato: With some 55 subsidiaries worldwide, Arvato AG is one
of the world’s biggest internationally networked media services
providers. Arvato AG includes the Arvato Print companies (incl.
Mohn Media, the Maul-Belser media combine, and a number
of printing plants in Europe and America), the divisions Arvato
Direct Services (incl. customer loyalty systems and call cen-
ter services), Arvato Logistics Services (logistics, Supply Chain
Management), Arvato Storage Media (incl. Production of CD-
ROMs, DVDs, and audio-CDs) and Arvato Systems (international
provider of qualified custom IT services), and several specialist
publishers.
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Shareholders
Capital shares

GBL
(Groupe Bruxelles Lambert)
25.1%

Bertelsmann Foundation
57.6 %

Mohn Family
17.3 %

Direct Group Bertelsmann: Direct Group integrates Bertels-
mann’s worldwide direct-to-customer business with media
products. Approximately 32 million customer relationships
ensure that Direct Group commands a position among the
world’s media retail companies. At the heart of its business are
the book and music clubs in 21 countries, including famous
brands like France Loisirs (France), Book-of-the-Month Club
(USA), Der Club (Germany), Circulo de Lectores (Spain), and
BeMusic (USA). Members have access to the Clubs’ vast offerings
via catalogs, the Internet, or one of the well over 600 Club
Centers all over the world.

Corporate Governance

Bertelsmann regards exemplary corporate governance as an
important element of its corporate culture and as part of its
overall objective of continually increasing the value of the
company in a sustainable way.

The members of the Bertelsmann Executive Board manage the
company jointly. The Executive Board is appointed, supervised,
and consulted by a Supervisory Board, which is committed
solely to the company’s interests.

Bertelsmann has always played a pioneering role in developing
a modern and active Supervisory Board function.

In the mid-1980s, certain tasks and functions associated with
the Supervisory Board were delegated to Supervisory Board
committees. This delegation of responsibility requires a high
level of professional competence of the committee members.
The Supervisory Board has become more international in the
recent past. At the same time, its composition is clearly aligned
to industrial and capital market experience. Moreover, mem-
bers were elected based on the criterion of complementary
skills.

At Bertelsmann, the enhancement of corporate governance is
regarded as a constant process of improvement. A benchmark
survey — part of the Board Review — was completed in 2003. It
compared Bertelsmann with international companies reputed
to have the best corporate governance in the world. Bertels-
mann achieved an excellent placement in this comparison.

Corporate Responsibility Report

Voting rights

GBL
(Groupe Bruxelles Lambert)
25.0 %

BVG
(Bertelsmann
Verwaltungs-

gesellschaft)
75.0 %

To ensure that corporate governance standards remain high,
the Executive and Supervisory Boards have initiated an inter-
disciplinary Corporate Governance Committee. This commit-
tee systematically analyzes current developments and interna-
tional “Best Practice” in the field of corporate governance and
compares them with existing corporate governance structures
and processes at Bertelsmann.

Bertelsmann AG, despite being an unlisted corporation with a
limited number of shareholders, has decided to largely adopt
the recommendations and suggestions of the German Corpo-
rate Governance Codex, which addresses listed corporations.
Bertelsmann, therefore, essentially complies with the stand-
ards for listed corporations set by the German Corporate
Governance Codex.

Bertelsmann Foundation

Founded by Reinhard Mohn in 1977, the Bertelsmann Founda-
tion, Germany’s largest active foundation, operates according to
the Bertelsmann and Mohn families’ tradition of sociopolitical,
cultural, and social commitment. It makes specific contributions
to solving current social problems, guided by Reinhard Mohn’s
insight that entrepreneurial thinking and action are key to
developing such solutions and dismantling rigid structures. The
Bertelsmann Foundation finances its work primarily from
income from its capital holdings in Bertelsmann AG, in which
it owns a majority share of 57.6 percent. Its project work is neu-
tral and free from company and political affiliations. Since its
establishment, the Bertelsmann Foundation has provided funds
totaling more than €430 million for non-profit causes.
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Tanzerin

EXAMPLES FROM THE PUBLISHING PROGRAM BEFORE AND DURING WORLD WAR II.

History of the Company

Historical public relations and image.

M Over the past few years, the relationship of many companies
to their own history has undergone a radical change. Compa-
nies have become more open and free about dealing with even
the more difficult chapters in their history. At the same time, the
questions asked by employees and the public have become
more searching. At Bertelsmann, this is shown especially in the
company’s handling of its history during the “Third Reich,” the
time between 1933 and 1945.

After the historian Hersch Fischler expressed reasonable doubts
about Bertelsmann AG’s official historical image in the fall of
1998, the company commissioned an Independent Historical
Committee (IHC) headed by Professor Saul Friedldnder to review
the company’s development during the Third Reich. Friedldnder
was given free reign to select the members of his committee,
along with unrestricted access to all available sources and au-
tonomy in all matters of research and publication. The experts

THE HISTORIANS ON THE COMMITTEE WITH BERTELSMANN AG'S
REINHARD MOHN (3m FROM L.) AND TIM ARNOLD (R.)

spent three years collecting and evaluating documents, inter-
viewing contemporary witnesses, and researching contexts
before presenting the results to the public in October 2002 as
a comprehensive, two-volume book: Bertelsmann in the Third
Reich — an unprecedented process in the German publishing
industry.

Bertelsmann thus became the first German media company to
open its archives for historical research. The new Corporate
Archives, which took up its work in Giitersloh in the summer of
2003, makes the Independent Historical Committee’s archives

accessible to the public. A dialogue about the results of the
research was cultivated both within the company and outside
it. Further research on the company’s history will focus on the
post-war years, during which Bertelsmann laid the foundations
foritslater developmentinto a global media corporation-foun-
dations that shape the company to this day.

THE CORPORATE ARCHIVES TEAM
(2w FROM R.: DIRECTOR HELEN MULLER)
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Environmentally Conscious Business Practices

At Bertelsmann, the quest for economic success goes hand-in-hand with a commitment to dealing

responsibly with natural resources.

THE ELBE: BY SPONSORING THE "ELBE ALIVE” PROJECT, GRUNER + JAHR SUPPORTS MORE
THAN 400 ACTIVE ENVIRONMENTAL ORGANIZATIONS ALONG THE CZECH/GERMAN RIVER

B The Bertelsmann Essentials urge employees to champion
environmental protection in the workplace. The relevance of
the topic for business operations naturally fluctuates between
the different companies and corporate divisions: environmen-
tal protection at Arvato, with its printing plants and CD or DVD
presses has a different significance than at Gruner + Jahr, Ran-
dom House, BMG, Direct Group, or RTL Group. For this reason,
the divisions and companies bear the main responsibility for
implementing environmental protection locally. The Corpo-
rate Center assumes a coordinative role at the group level.
Among other things, an Environmental Task Force with repre-
sentatives from the corporate divisions and the Corporate
Center works to share information and experiences within the
company and to establish and implement joint strategies. The
task force is in the process of formulating a group-wide envi-
ronmental philosophy, which will form the basis for an in-
creasingly open and constructive dialog with environmental
protection agencies and other concerned groups.

Environmental guidelines at Gruner + Jahr and Arvato

Effective environmental protection must be firmly anchored
throughout a company’s operations. Gruner + Jahr and Arvato
have drawn up Environmental Guidelines that are binding for
all employees and departments. They represent a commitment
by the companies and their employees to act in an environ-
mentally responsible way, including the ecological and effi-
cient use of raw materials, an optimized use of resources, and
reduced emissions. Communications with customers, sup-
pliers, and employees should promote ecological conscious-
ness and businesses should be developed with a goal of sus-
tainability. Dialog and collaboration with public authorities
and important social groups, along with the transparency of
our ecological commitment, are alive and well. The Environ-
mental Guidelines themselves are constantly evolving.

THE GEO SAVES THE RAINFOREST INITIATIVE HAS SPARKED OR BACKED NEARLY
50 PROJECTS IN THE TROPICS
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PAPER, CHEMICALS, RECYCLING: MOHN MEDIA HAS ISSUED REGULAR REPORTS ON ITS ENVIRONMENTAL ACTIVITIES SINCE 1991

Exemplary Projects

-l

Bertelsmann’s companies and divisions are committed to a wide variety of environmental projects.

B In 1991, Mohn Media (Arvato) became one of the first
printing companies to summarize its activities to protect the
environment in an annually published Ecological Report and
in environmental statements. The company has been certified
to the global environmental standard ISO 14001 since 1997.
The printing plant in Giitersloh is one of four companies in
Germany to be certified by the international FSC (Forest
Stewardship Council) for its printing processes. Over the next
few years, the Arvato division will draw up environmental
guidelines and publish them annually in an environmental re-
port. A year ago, Arvato appointed an Environmental Protec-
tion Delegate, who is responsible for environmental matters
worldwide. The state-of-the-art large-scale printing plant cur-
rently under construction in Treviglio, Northern Italy, will ex-
ceed all environmental requirements imposed by law and
will remain well below the stipulated emission ceilings.

As a publishing company that produces magazines and
newspapers in locations that include plants along the Elbe
River in Hamburg and Dresden, Gruner + Jahr is committed
to this European river and the people that live along it.
The project Elbe Alive, jointly founded by Gruner + Jahr
and the German Environmental Aid Foundation in 1997, is a
comprehensive protection concept that covers the entire
river, from its source in the Czech Republic all the way to
the North Sea. The project supports more than 400 active

environmental organizations. A great number of world-
famous natural and cultural assets lie along the Elbe River.
Gruner + Jahr’'s Elbe Alive project is also pushing for the
river landscape to be included in UNESCO’s World Cultural
Heritage list, which would make it the first cultural landscape
on the list to transcend national borders. In August 2003, a
high-profile symposium attended by international experts laid
the first cornerstone in this campaign. The “First International
Elbe Swim Day,” organized by Gruner + Jahr and the German
Environmental Aid Foundation in July 2002 proved just how
interested the population along the Elbe is in their river. More
than 80,000 people at 55 locations in the Czech Republic and
Germany showed up to celebrate the quality of the water,
which has been improving for many years.

Gruner + Jahr also has a strong commitment to preserving
the world’s rainforests. The “GEO schiitzt den Regenwald
e.V.” (GEO Protects the Rainforest) society set up in 1989 has
initiated and supported nearly 50 protection and development
projects in the tropics to date. For instance, the society
organizes the import and sale of wild coffee from the
Ethiopian highlands, the motherland of the coffee plant (“GEO
hilft der Bohne” — GEO Helping Beans). This makes harvesting
the wild beans worthwhile again for farmers in the Kaffa
province, thereby helping to preserve the diversity of the
rainforest and its coffee plants.

www.mohn-media.de, www.guj.de




