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SMETA Declaration

| declare that the audit underpinning the following report was conducted in accordance
with SMETA Best Practice Guidance and SMETA Measurement Ciriteria.

(1) Where appropriate non-compliances were raised against the ETl code / SMETA Additions & local law
and recorded as non-compliances on both the audit report, CAPR and on Sedex.

(2) Any Non-Compliance against customer code alone shall not be uploaded to Sedex. However, in
the CAPR these '‘Variances in compliance between ETl code / SMETA Additions/ local law and
customer code' shall be noted in the observations section of the CAPR.

Any exceptions to this must be recorded here (e.g. different sample size):

Auditor Team (s) (please list all including all interviewers):

Lead auditor:  Nicole Xiong APSCA number: 21701292
Lead auditor APSCA status: Registered

Team auditor: N/A APSCA number: N/A
Interviewers: Nicole Xiong APSCA number: 21701292

Report writer: Nicole Xiong
Report reviewer: Alex Jiang

Date of declaration: July 31 2019
Note: The focus of this ethical audit is on the ETI Base Code and local law. The additional elements will not be audited in
such depth or scope, but the audit process will still highlight any specific issues.

This report provides a summary of the findings and other applicable information found/gathered during the social audit
conducted on the above date only and does not officially confirm or certify compliance with any legal regulations or
industry standards. The social audit process requires that information be gathered and considered from records review,
worker interviews, management interviews and visual observation. More information is gathered during the social audit
process than is provided here. The audit process is a sampling exercise only and does not guarantee that the audited
site prior, during or post—audit, are in full compliance with the Code being audifed against. The provisions of this Code
constitute minimum and not maximum standards and this Code should not be used to prevent companies from
exceeding these standards. Companies applying this Code are expected to comply with national and other
applicable laws and where the provisions of law and this Code address the same subject, to apply that provision which
affords the greater protection. The ownership of this report remains with the party who has paid for the audit. Release
permission must be provided by the owner prior to release to any third parties.

I
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Audit Results by Clause

0A: Universal Rights covering UNGP
[Click here to return to summary of findings)

0.A. Guidance for Observations

0.A.1 Businesses should have a policy, endorsed at the highest level, covering human rights impacts and
issues, and ensure it is communicated to all appropriate parties, including its own suppliers.

0.A.2 Businesses should have a designated person responsible for implementing standards conceming
Human rights

0.A.3 Businesses shall identify their stakeholders and salient issues.

0.A.4 Businesses shall measure their direct, indirect, and potential impacts on stakeholders (rights holders)
human rights.

0.A.5 Where businesses have an adverse impact on human rights within any of their stakeholders, they shall
address these issues and enable effective remediation.

0.A.6 Businesses shall have a transparent system in place for confidentially reporting, and dealing with
human rights impacts without fear of reprisals towards the reporter.

Note for auditors and readers. This is not a full Human Rights Assessment, but instead a check onthe
business'simplementation of processes to meet their Universal rights covering UNGP responsibilities.

Current Systems and Evidence Examined
To complete ‘cument systems’ Audifors examine policies and wriffen procedures in conjunction with relevant managers, fo
understand, and record what controls and processes are currenfly in place e.g. record what policies are in place, what relevant
procedures are carried ouf, who is /are responsible for the management of this item of the code. Evidence checked should detail any
documentary or verbal evidence shown fo support the systems.

Current systems:

1. Factory had established policy covering human rights impacts and issues.

2. Factory had a designated | I Acmin manager was responsible for implementing standards
concerning Human rights

3. Facility have a policy which require labour standards of its own suppliers and asked them to countersign
and sent back to factory, making sure that it is communicated to all appropriate parties and they are also
focus on the human rights.

Evidence examined - to support system description (Documents examined & relevant comments. Include
renewal/expiry date where appropriate):

Details:
web site with human rights statement, and employee handbook, some anonymous grievance material from
the confidential e mail

Any other comments:
Nil
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0B: Management system and Code Implementation
(Click here to return to summary of findings)

0.B.1 Suppliers are expected to implement and maintain systems for delivering compliance to this Code.
0.B.2 Suppliers are expected to be operating legally in premises with the correct business licenses and
permissions and to have systems to ensure that all relevant land rights have been complied with

0.B.3 Suppliers shall appoint a senior member of management who shall be responsible for compliance with
the Code.

0.B.4 Suppliers are expected to communicate this Code to all employees.

0.B.5 Suppliers should communicate this code to their own suppliers and, where reasonably practicable,
extend the principles of this Ethical Code through their supply chain.

Current Systems and Evidence Examined
To complete ‘cumrent systems’ Audifors examine policies and written procedures in conjunction with relevant managers,
fo understand, and record what conirols and processes are cumrently in place e.g. record what policies are in place, what
relevant procedures are carmied ouf, who is/are responsible for the management of this item of the code. Evidence checked
should detail any documentary or verbal evidence shown to support the systems.

Current systems:

During this audit, auditors crosschecked attendance records provided by management with related
production records collected from workshops and interview 10 sample workers. No inconsistency was
noted.

Evidence examined - to support system description (Documents examined & relevant comments. Include
renewal/expiry date where appropriate):

Details:

The auditors checked the Statutory Documents such as Business registration certificates, Local minimum
wage nofice, Labour contracts, Payment receipt of social insurance schemes, Fire prevention certification,
Work permits for special & dangerous operations, etc; Non-Statutory Documents such as Employment
registration records, Fire drill records, Floor plan, Employee handbook, Factory regulations, First aid
certificates, Training records, etc and Production Records such as daily production output reports, product
inspection records, broken needle records, material in & out records in warehouse etc.

Any other comments:
Nil

Management Systems:

A:In the last 12 months, has the site been subject to []vYes
any fines/prosecutions for non—-compliance to any X No
regulations?e Al: Please give details: No fine in the factory.

B: Do policies and/or procedures exist that reduce the | [X] Yes

risk of forced labour, child labour, discrimination, [ INo

harassment & abuse?2 B1: Please give details:

Sufficient procedures had been established to
prevent forced labour, child labour,
discrimination, harassment and abuse.

I
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2: Freedom of Association and Right to Collective Bargaining are Respected
(Click here to return to summary of findings)
(Click here to return to Key Information)

ETI
2.1 Workers, without distinction, have the right to join or form trade unions of their own choosing and to
bargain collectively.
2.2 The employer adopts an open attitude fowards the activities of trade unions and their organisational
activities.
2.3 Workers' representatives are not discriminated against and have access fo carry out their representative
functions in the workplace.
2.4 Where the right to freedom of association and collective bargaining is restricted under law, the
employer facilitates, and does not hinder, the development of parallel means for independent and free
association and bargaining.

Current Systems and Evidence Examined
To complete ‘cumrent systems’ Audifors examine policies and written procedures in conjunction with relevant managers, fo
understand, and record what conirols and processes are currently in place e.g. record what policies are in place, what relevant
procedures are carmied ouf, who is/are responsible for the management of this item of the code. Evidence checked should detail any
documentary or verbal evidence shown to supportf the systems.

Current systems:

There was a worker committee in the factory. Suggestion box was used for employees to put forward any
idea. The right to freedom of association and collective bargaining was only restricted under law, the
employer facilitates. According to workers interview, they were free to join organizations of their own
choice, the factory management recognized and respected their rights to freedom of association and
collective bargaining, and the factory were not subject to infimidation or harassment in the exercise of their
right to join or to refrain from joining any organization.

Evidence examined - to support system description (Documents examined & relevant comments. Include
renewal/expiry date where appropriate):

Details:

Minutes of the works committee meeting
Site policy on freedom of association
Interview with workers

Interview with worker's committee members
Interview with managers

Any other comments:
Nil

A: What form of worker [] Union (name)
representation/union is there on site¢ Worker Committee
[] Other (specify)

[] None

B: Is it a legal requirement to have a | [] Yes
union?2 X No

C: Isit alegal requirement to have a []Yes
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Work Place: (1) In case of transferring or loading the chemicals purchased info a
new container, it is required to mark clearly the descriptions of these chemicals
on the newly adopted container. As fo those hazardous chemicals that have
been fransferred or loaded info a new container, it is necessary to stick a safety
precautions mark on the new container. (2) The original safety precautions mark
upon those containers that contain hazardous chemicals shall not be replaced
before these containers have been cleansed.

ETl requirement

A safe and hygienic working environment shall be provided, bearing in mind the
prevailing knowledge of the industry and of any specific hazards. Adequate
steps shall be taken to prevent accidents and injury to health arising out of,
associated with, or occurring in the course of work, by minimising, so far as is
reasonably practicable, the causes of hazards inherent in the working
environment.

Recommended Corrective Action:
It is recommended that management adopt practices and conftrols to ensure
that all chemicals stored or being used in the factory is posted with labels.

Action by: I / cmin manager
Time frame: 30 days

3. Description of non-compliance:

X] NC against ETI X NC against Local Law [] NC against customer 3. Objective evidence
code: observed:
It was noted that 1 out of 2 cutting employees did not wear provided earplugs. Per factory tour, please

refer to NC photo No. 4
Legal Requirement:

In accordance with Article 42 of Law of the People’s Republic of China on
Production Safety, business entities must provide their employees with labor
protection products meeting the national or industry standards, and supervise
and educate their employees on wearing or using such products in accordance
with the rules of use.

ETl requirement

A safe and hygienic working environment shall be provided, bearing in mind the
prevailing knowledge of the industry and of any specific hazards. Adequate
steps shall be taken to prevent accidents and injury to health arising out of,
associated with, or occurring in the course of work, by minimising, so far as is
reasonably practicable, the causes of hazards inherent in the working
environment.

Recommended Corrective Action:

It is recommended that management adopt practices and conftrols to ensure
that necessary personal protective equipments are provided to relevant
employees and measures are taken fo ensure that employees use such personal
protective equipment appropriately.

Action by: I / cmMin manager
Time frame: 30 days

Audit company: Bureau Veritas Report reference: [} Dcte: 31/07/2019 Sedexglobal.com @
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4: Child Labour Shall Not Be Used
(Click here to return to summary of findings)
(Click here to return to Key Information)

ETI
4.1 There shall be no new recruitment of child labour.
4.2 Companies shall develop or participate in and contribute to policies and programmes which provide for
the fransition of any child found to be performing child labour to enable her or him to attend and remain in
quality education until no longer a child.
4.3 Children and young persons under 18 shall not be employed at night or in hazardous conditions.
4.4 These policies and procedures shall conform to the provisions of the relevant ILO Standards.

Current Systems and Evidence Examined
To complete ‘current systems’ Audifors examine policies and written procedures in conjuncfion with relevant managers, fo
understand, and record what confrols and processes are currently in place e.g. record what policies are in place, what relevant
procedures are carmied ouf, who is/are responsible for the management of this item of the code. Evidence checked should detail any
documentary or verbal evidence shown to supportf the systems.

Current systems:

1. The factory establishes a policy that will never employ and use any child labour under the age of 16 years
old.

2. The factory will verify all workers' original ID cards at the time of recruitment and keep the photocopies of
workers' ID cards in the personnel files.

3. Sufficient numbers of employees’ personal files were provided for review. Each employee file includes a
bio-data sheet, a recent photo and the age documentation, which is in the form of photocopied national
identification card. The card lists the employee's name, household address and the date of birth.

4. The employees between 16 to 18 years old would be registered to the Department of labour.

Evidence examined - to support system description (Documents examined & relevant comments. Include
renewal/expiry date where appropriate):

Details:

Non-child policy review

Child labor recognized procedures. Child labor and young worker procedures
Management interview

Worker interview

Latest list of employees

Records of any health checks

Any other comments:
Nil

A: Legal age of employment: 16

B: Age of youngest worker found: 21

C: Are there children present on the work | [_] Yes

floor but not working at the time of X No
audite
D: % of under 18's at this site (of total 0 %
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5: Living Wages are Paid
(Click here to return to summary of findings)
(Click here to return to Key information)

ETI
5.1 Wages and benefits paid for a standard working week meet, at a minimum, national legal standards or
industry benchmark standards, whichever is higher. In any event wages should always be enough to meet
basic needs and to provide some discretionary income.
5.2 All workers shall be provided with written and understandable information about their employment
conditions in respect to wages before they enter employment and about the particulars of their wages for
the pay period concerned each fime that they are paid.
5.3 Deductions from wages as a disciplinary measure shall not be permitted nor shall any deductions from
wages not provided for by national law be permitted without the expressed permission of the worker
concerned. All disciplinary measures should be recorded.

Current Systems and Evidence Examined
To complete ‘cumrent systems’ Audifors examine policies and written procedures in conjunction with relevant managers, fo
understand, and record what confrols and processes are cumently in place e.g. record what policies are in place, what relevant
procedures are carmried ouf, who is/are responsible for the management of this item of the code. Evidence checked should detail any
documentary or verbal evidence shown to supportf the systems.

Current systems:

Per the factory management stated that all employees were paid hourly rate. The auditors reviewed the
payroll and attendance records of 10 samples from the most recent paid month June 2019, 10 samples from
February 2019, 10 samples from October 2018. It was noted that the minimum wage paid to the employees
were CNY 10.92 per hour, which met the local minimum wages requirement CNY 8.62 per hour or CNY 1500
per month since July 2017. All 30 sample employees were paid at 150% and 200% of the normal wages for
the overtime working hours occurred on the normal days and weekend days. There was no overtime
working hours occurred on the holidays.

According to the social insurance payment receipt provided by factory management, it was noted that
only 5 out of 39 employees were provided with pension, accident and maternity insurance, only 4 out of 39
employees were provided with unemployment insurance, only 3 out of 39 employees were provided with
medical insurance in June 2019. Remark: factory provided a commercial insurance to 29 employees valid
from September 9 2018 to September 8 2019. Factory provided another commercial insurance to 10
employees valid from May 19 2019 to May 18 2020.

Evidence examined - to support system description (Documents examined & relevant comments. Include
renewal/expiry date where appropriate):

Details:

Document review

Worker interview

Local and national laws

Wages and benefits policy

Local legal minimum wage documents

Payroll records of last 12 months

Leave records

Social insurance and payment receipts from the local labour department
Labour contracts for all employees (fo examine agreed wage rates)
Resignation records

Payslips of all workers interviewed

Hours records to check hourly rates and any overtime premiums
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fime cards

computerised time logging system

sample pay slips with recorded hours all workers interviewed

workers' contracts

12 months' hours records to establish highest and lowest hours over all employees
Quality and production records to cross check hours

Any other comments:

Nil
Non-compliance:
1. Description of non-compliance: Objective evidence
X NC against ETI X NC against Local Law  [_] NC against customer observed:
code: Per attendance records

It was noted that 19 out of 30 sample population employees worked in excess of | review.
the statutory overtime hour limits.

A review of 30 sample population employees’ fime records (10 samples from the
most recent paid month June 2019, 10 samples from February 2019, 10 samples
from October 2018) yielded the following:

10 out of 10 sample population employees worked in excess of 36 overtime hours
per month (i.e. 40 to 62 hours) in June 2019, which was not in compliance with
the legal requirement;

9 out of 10 sample population employees worked in excess of 36 overtime hours
per month (i.e. 56 hours) in October 2018, which was not in compliance with the
legal requirement.

Local law:

In accordance with Article 41 of the Labor Law of the PRC, after consultation
with the tfrade union and employees, the employer may extend working hours
due tfoits production or business needs, but the extended working hours shall not
generally exceed one hour a day; in special circumstances that require an
extension of working hours, the extended working hours shall not exceed 3 hours
a day and 36 hours a month on condition that the health of employees is
guaranteed.

ETl requirement:
Working hours must comply with natfional laws, collective agreements.

Recommended corrective action:
It is recommended that factory management adopt practices and controls to
ensure that employee overtime hours do not exceed the statutory limifs.

Action by: I / cmMin manager
Time frame: 60 days
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8: Regular Employment Is Provided
(Click here to return to summary of findings)
(Click here to return to Key Information)

ETI
8.1 To every extent possible work performed must be on the basis of recognised employment relationship
established through national law and practice.
8.2 Obligations to employees under labour or social security laws and regulations arising from the regular
employment relationship shall not be avoided through the use of labour-only contracting, sub—contracting,
or home—working arrangements, or through apprenticeship schemes where there is no real infent to impart
skills or provide regular employment, nor shall any such obligations be avoided through the excessive use of
fixed—term contracts of employment.

Additional Elements: Responsible Recruitment
8.3 Suppliers have full understanding of the entire recruitment process and assess all labour recruiters and
intermediaries against legal and/or ethical requirements.
8.4 There are effective management systems in place to identify and monitor the hiing and management
of all migrant workers, confract workers, agency workers, femporary or casual labour The supplier shall
implement processes fo enable adequate control over agencies with regards the above points and related
legislation.
8.5 Employment agencies must only supply workers registered with them.
8.6 Workers pay no recruitment fee at any stage of the recruitment process.
8.7 Worker contracts accurately reflect the agreed payment and terms in the recruitment process and are
understood and signed by workers.

Current Systems and Evidence Examined
To complete ‘current systems’ Audifors examine policies and written procedures in conjunction with relevant managers, fo
understand, and record what controls and processes are cumrently in place e.q. record what policies are in place, what relevant
procedures are carmried ouf, who is/are responsible for the management of this item of the code. Evidence checked should detail any
documentary or verbal evidence shown to support the sysfems.

Current systems:

The factory signed labour contracts with all workers to establish the employment relationship and confirm
the rights and obligations of the employment conditions. According to worker interview, after signing
contract, the factory gave a copy to them.

Evidence examined - to support system description (Documents examined & relevant comments. Include
renewal/expiry date where appropriate):

Details:

The hiring and termination practises (not formalised)
Personal files

Payroll records were provided for review.

Contracts

Any other comments:
Nil

Non-compliance:
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SMETA Declaration

| declare that the audit underpinning the following report was conducted in accordance
with SMETA Best Practice Guidance and SMETA Measurement Criteria.

(1) Where appropriate non-compliances were raised against the ETl code / SMETA Additions & local law
and recorded as non-compliances on both the audit report, CAPR and on Sedex.

(2) Any Non-Compliance against customer code alone shall not be uploaded to Sedex. However, in
the CAPR these '‘Variances in compliance between ETl code / SMETA Additions/ local law and
customer code’ shall be noted in the observations section of the CAPR.

Any exceptions to this must be recorded here (e.g. different sample size):

Auditor Team (s) (please list all including all inferviewers):
Lead auditor: Nicole Xiong

Team audifor: N/A

Interviewers: Nicole Xiong

Report writer: Nicole Xiong
Report reviewer: Alex Jiang

Date of declaration: July 31 2019

Note: The focus of this ethical audit is on the ETI Base Code and local law. The additional elements will not be audited in
such depth or scope, but the audit process will still highlight any specific issues.

This report provides a summary of the findings and other applicable information found/gathered during the social audit
conducted on the above date only and does not officially confirm or certify compliance with any legal regulations or
industry standards. The social audit process requires that information be gathered and considered from records review,
worker interviews, management interviews and visual observation. More information is gathered during the social audit
process than is provided here. The audit process is a sampling exercise only and does not guarantee that the audited
site prior, during or post—audit, are in full compliance with the Code being audited against. The provisions of this Code
constitute minimum and not maximum standards and this Code should not be used to prevent companies from
exceeding these standards. Companies applying this Code are expected to comply with national and other
applicable laws and where the provisions of law and this Code address the same subject, fo apply that provision which
affords the greater protection. The ownership of this report remains with the party who has paid for the audit. Release
permission must be provided by the owner prior to release to any third parties.
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Guidance

The Corrective Action Plan Report summarises the site audit findings and a corrective, and preventative
action plan that both the auditor and the site manager believe is reasonable to ensure conformity with the
ETlI Base Code, Local Laws and additional audited requirements. After the initial audit, the form is used to re-
record actions taken and to categorise the status of the non-compliances.

N.B. observations and good practice examples should be pointed out at the closing meeting as well as
discussing non-compliances and corrective actions.

To ensure that good practice examples are highlighted to the supplier and to give a more ‘balanced’ audit
a section to record these has been provided on the CAPR document (see following pages) which will
remain with the supplier. They will be further confirmed on receipt of the audit report.

Root cause (see column 4)

Root cause refers to the specific procedure or lack of procedure which caused the issue to arise. Before a
corrective action can sustainably rectify the situation, it is important to find out the real cause of the non-
compliance and whether a system change is necessary to ensure the issue will not arise again in the future.

See SMETA BPG Chapter 7 ‘Audit Execution’ for more explanation of “root cause”.
Next Steps:

1. The site shall request, via Sedex, that the audit body upload the audit report, non-compliances,
observations and good examples. If you have not already received instructions on how to do this
then please visit the web site www.sedexglobal.com.

2. Sites shall acfion its non-compliances and document ifs progress via Sedex.

Once the site has effectively progressed through its actions then it shall request via Sedex that the
audit body verify its actions. Please visit www.sedexglobal.com web site for information on how to
do this.

4. The audit body shall verify corrective actions taken by the site by either a "Desk-Top" review process
via Sedex or by Follow-up Audit (see point 5).

5. Some non-compliances that cannot be closed off by “Desk-Top" review may need to be closed off
via a "1 Day Follow Up Audit” charged at normal fee rates. If this is the case, then the site will be
notified after its submission of documentary evidence relating to that non-compliance. Any follow-
up audit must take place within twelve months of the initial audit and the information from the initial
audit must be available for sign off of corrective action.

6. For changes to wages and hours to be correctly verified it will normally require a follow up site visit.
Auditors will generally require to see a minimum of two months wages and hours records, showing
new rates in order to confirm changes (note some clients may ask for a longer period, if in doubt
please check with the client).
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Guidance on Root Cause

Explanation of the Root Cause Column

If a non-compliance is to be rectified by a corrective action which will also prevent the non-
compliance re-occurring, it is necessary to consider whether a system change is required.

Understanding the root cause of the non-compliance is essential if a site is to prevent the issue re-
occurring.

The root cause refers to the specific activity/ procedure or lack of activity /procedure which
caused the non-compliance to arise. Before a corrective action can rectify the situation, it is
important to find out the real cause of the non-compliance and whether a system change is
necessary to ensure the issue will not arise again in the future.

Since this is a new addition, it is not a mandatory requirement to complete this column at this fime.
We hope to encourage auditors and sites to think about Root Causes and where they are able to
agree, this column may be used to describe their discussion.

Some examples of finding a “roof cause”

Example 1

Where excessive hours have been noted the real reason for these needs to be understood, whether due to
production planning, bottle necks in the operation, insufficient fraining of operators, delays in receiving trims,
etc.

Example 2

A non-compliance may be found where workers are not using PPE that has been provided to them. This
could be the result of insufficient fraining for workers to understand the need for its use; a lack of follow-up
by supervisors aligned to a proper set of factory rules or the fact that workers feel their productivity (and thus
potential eamings) is affected by use of items such as metal gloves.

Example 3
A site uses fines fo control unacceptable behaviour of workers.

Intferational standards (and often local laws) may require that workers should not be fined for disciplinary
reasons.

It may be difficult fo stop fines immediately as the site rules may have been in place for some fime, but fo
prevent the non-compliance re- occurring it will be necessary fo make a system change.

The symptom is fines, but the root cause is a management system which may break the law. To prevent the
problem re-occurring it will be necessary fo make a system change for example the site could consider a
system which rewards for good behaviour

Only by understanding the underlying cause can effective corrective actions be taken to ensure
continuous compliance.

The site is encouraged to complete this section so as to indicate their understanding of the issues raised and
the actions to be taken.
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