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A. EXECUTIVE SUMMARY

The purpose of this study is to examine apparel factory | abor compliance in the three
most important textile  -producing regions of India: Tiruppur, Bangalore, and Haryana.
Specifically reviewed are wages and working hours through the lens of prevailing local
practices, Indian labor law, and brand codes of conduct (COCs) implementation. Also
examined is the prevalence of child labor within the supply chain and steps that brands

can take to reduce their associated risks.

Factories in the three regions being studied have evolved distinct practices with

respect to w orker recruitment, labor contracting, shift assignments, and providing

benefits. When unique practices prevail throughout a local industry, it can be difficult

for one factory to institute new systems or practices without inter nal and/or external
resistanc e. One striking example is the resistance by managers and workers over

moving away from a piece rate payment system or maintaining accurate working -
hours records for all workers. Distinct practices mean that one region uses a 12 -hour
shift standard while t he other two do not. Another region typically employs workers

through third -party contractors, as opposed to being directly employed.

Beyond obstacles related to regional practices, brands implementing COC compliance

programs also face a variety of other challenges. First, suppliers continue to falsify

their records in order to hide both wage and working Phours practices that donOt
comply with buyer and legal expectations. This issue is magnified further by the

continued Ocomply or die® and Ocookie cutter® approach used by most brands in
implementing their codes. Second, apparel subcontracting systems and links to the

informal economy in India are not only pervasive, but complex and lie outside the

scope of nearly all brand monitoring. Thus, from a complian ce program perspectiv e,
sub - contracting in India cannot be ignored or treated the same as in other countries

The most common negative media reports from India focus on child labor. However,

the layers of subcontractors outside most brand monitoring prog rams, and the social
acceptance of child laborers in India , mask the extent of the issue. Brands should be
actively alert to the possibility of unauthorized subcontracting especially related to

certain product types. Specifically, brands should be: provid ing auditors with

production information for onsite tracking; using only formal factories, or where
necessary work centers that can monitored; using regular unannounced visits; having

a child labor remediation plan; staying aware of local nhongovernmental o rganization
(NGO) activities and perspectives on child labor. For example, some NGOs recommend

a sharp departure from outright bans on child labor, which often serve to drive the real

working conditions of children further underground. Instead, they envisi on a time
when children can both study and earn income for their families while working in safe
conditions.

Maximizing compliance efforts in India requires a unique and relevant strategy. Some
recommendations include: assume common local practices prevai [; focus on
transparency with respect to labor practices & subcontracting; be conscious of your

own sourcing practices impact on the factory; build stronger partnerships with key

suppliers; institute strict chain -of-custody procedures to track all work; su ggest
incremental improvement goals (rather than too much at one time); insist on
excellence in auditing techniques and results; encourage and facilitate factory capacity

building; create a child labor remediation policy and crisis plan; experiment with

different ways to improve compliance; and know oneOs audit providers and any
conflicts of interest in their business streams.
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In conclusion, brands can improve supplier performance on wages and working hours

in India through management systems that include strong auditing and regular
unannounced follow -up, close tracking of all subcontractors, and achieving
transparency and real partnership with suppliers.

B. INTRODUCTION B TEXTILE INDUSTRY AND NATIONAL
CONTEXT

The three geographic regions examined in t his paper are the three largest garment
exporting centers of the country. Tiruppur is known as the OKnitwear CapitalO or
OTextile ValleyO of India (a derivation of Silicon Valley). ! Located in the state of Tamil
Nadu, it is the largest garment exporter by sales at USD $2 hillion per year. 2 Second to
it is Bangalore, capital of Karnataka state, with an estimated 2,000 textile producers.
Karnataka produces 70% of IndiaOs famous silk. Close behind is Haryana, a similarly
wealthy state in India where textile e xports continue to grow as manufacturing
increases its share of Gross State Domestic Product (almost a third) while agriculture
continues a long decline in its share of GSDP (23.3% in 2005 -06, down from 32% only
6 years earlier). * Faridabad and Gurgaon are two important textile centers in Haryana,
located south of New Delhi.

3

Nationally, the textile industry provides approximately 4% of IndiaOs Gross Domestic
Product and 35% of its Export Earnings. ® Manufacturing is the second largest sector in
share of GD P (after services and ahead of agriculture) and yet employs only 12% of
IndiaDs 516 million workers. © Those 62 million manufacturing workers generally have
better lives and incomes than the vast majority of the population engaged in
agriculture.

IndiaOs economy is estimated to be growing around 8.5 to 9% per year according to

outside estimates, ' although the governmentOs statistical agency reports 14% to 15%

GDP growth over the last two years. 8 Government data show Haryana state as the
fastest -growing eco nomy in the nation with almost 19% state GDP increase in 2006 -
07 over the previous year. °® The economic boom in manufacturing and services is
propelling part of the country into modern capitalism and creating a new class of
consumers. At the same time, more attention is being focused on the classes (or
castes) who are being left behind and continue to live in deep poverty.

! http://en.wikipedia.org/wiki/Economy_of Tamil_Nadu
% Olnvestment Climate in Tamil Nadu,O by the India Brand Equity Foundatitober 2008.
www.ibef.org/download/Tamil_Nadu_80Oct_08.pdf
% OlIndian States Economy and Business: KarnatakaO by the India Brand Equity Foundation, October 2007.
www.ibef.org/download/KARNATAKA_160608.pdf
4 OEconomic Survey of Haryana 20080 by Governent of Haryana.
http://webl1.hry.nic.in/budget2k7/Economic%20Survey%20200pdf
® These statistics are widely published in a variety of articles; looking for primary source.
® OThe World Factbook: IndiaO published by US Central Intelligence Agency, ICxi6Be
glttps://www.cia.gov/library/publications/thaorId—factbook/geos/in.html#lntro

Ibid.
8 OStatement: Gross State Domestic Product at Current PricesO by the Directorate of Economics & Statistics
gf Respective State Governments and forlAdia Cental Statistical Organization, February 2008.

Ibid.
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Conservative estimates are that a quarter of Indians live below the poverty line, which

the World Bank describes as being unable to mee t basic needs. According to 2004
data, 44% of rural and 36% of urban Indians live below the poverty line. % Those
below the poverty line generally work in the informal sector that is estimated to
produce well over half of IndiaOs domestic production (60% by some measures). !
Against this backdrop of a large informal sector and widespread poverty, garment

export manufacturers operate businesses that are substantially above the normal level

of wages and working conditions. In addition, they have a wide choice of suppliers,
whether formal or informal, who operate at a variety of price points and quality. For

the workers of India, being involved in this supply chain is one way of participating in

the rising tide of the Indian economy.

The garment sector straddl  es both the formal and informal economic sectors. Brands

source from formal companies, however there continues to be significant participation

from a multi -layered network of subcontractors involving small workshops and home -
based businesses that perform e mbellishment and handwork (sequins, beads, buttons,

hand embroidery, special trims, or other decoration). Buyers generally have programs

for authorizing the use of subcontract factories and yet unauthorized subcontracting

(subs to the Ofirst tierO subcontr  actors) is still a common phenomenon. A garment can

pass down through two or three levels of handling to the point where its exact location

is not traceable to the buyer. At this point, it reaches a home or small workshop and is

outside the original factor ~ yOs control (and any Code of Conduct policy).

C. VARIANCES IN PRACTICE AND LAW
Legal System

India has a robust legal system founded upon its 1950 Constitution. The national
parliament, state  and union territory legislatures make the laws; the Supreme  Court is
the head of an extensive national court system charged with interpreting laws in
accordance with implementing regulations and legal precedents as well as local
customs. 2 The legal system is not widely accessible to the public; hence it does not

serve workers well as a mechanism for obtaining their legal rights to wages and

benefits. Because courts are backed up and pursuing a case is expensive, most
workers will never be able to seek legal remedy.

According to Transparency International (TI), peopl e around the world ranked the
judiciary branch as the second most corrupt public service (after police) in its 2007
Global Corruption Barometer. Citizens in India reported that they paid bribes 25% of

the time they needed to obtain a government service (in cluding all services such as
police, judicial, educational, medical, and utilities) . With respect to the legal system, Tl
reported , OThe main problem in the region is the lack of resources to solve the huge
backlogs of court cases. It would take 350 years for IndiaOs 670 judges to clear

®World Bank Poverty Calculator, known as PovcalNet.
http://web.worldbank.org/WBSITE/EXTERNAL/EXTDEC/EXTRESEARCH/EXTPROGRAMS/EXTPOVR
ES/EXTPOVCALNET/0,,contentMDK:21867101~pagePK:64168427~piPK:64168485##PK:5280443,
00.html

1 AndiaOs Informal Econor®fFacing the 2% Century,O by Barbara Harrighite, April 2002.
www.arts.cornell.edu/econ/indiaconf/harrighite2.pdf

12 http://supremecourtofindia.nic.in/new_s/constitution.htm
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present backlogs.O *? Within such environment, the efforts of brands to verify and push
for legal compliance should be a helpful tool for guaranteeing the protection of
workersO rights.

Brand Code of Conduct (COC) programs use IndiaOs labor laws as a basis for supplier
standards. Starting with the Factories Act of 1948 and continuing through legislation
addressing gratuity pay, pensions, insurance, and minimum wage increases, there is

an extensive body of regulations governing workplaces and industrial relations.

Regional variance s

Factory customs in the three regions being studied have evolved distinct practices with
respect to worker recruitment, labor contracting, shift assignments, and providing
benefits. When such practice s prevail throughout a local industry, it can be difficult for
one factory to institute new systems or practices without resistance. Thus, managers
and workers, who may both be accustomed to a particular practice, need time to adapt
and seriously consider  the pros and cons of new expectations. For example:

Tiruppur

In Tiruppur, work shifts are scheduled on a 12 -hour basis, called 1 ! shifts. Owing to
break times, the actual work time during these 12 hours is about 10.5 hours. Workers

are usually paid in ac  cordance with their number of shifts, which ignores the fact that
2.5 hours of each day are entitled to 200% pay. There is no use of overtime wage
rates and this system leads to workers being underpaid for overtime by about 20%.

Also in this region, som e factories in the
knitwear industry have adopted the

OSumangali® scheme, a work camp VI (el

arrangement whereby young female Level Works visited a Tiruppur factory for this
workers are housed in restricted access report and found the following practices:
sites in poor conditions. They are not ¥ 12 hour standard shift (8am H8pm) Bonly 8

hours documented

¥  OT of 2 hours recorded on some days to
indicate that factory complies with OT
regulations and records overtime

allowed to come and go freely and are
paid low wages, from which housing and
food costs are deducted. They join with

the promise of a large payout (for their ¥  OT on many days beyond the 12 hours but
dowry) at the end of two or three years; never documented

however, such payouts may be empty ¥  Sunday work not recorded

promises resulting in the workers getting ¥ Women work after 7pm

nothing.

Bangalore

In Bangalore, wor  kers can be characterized as better educated and aware of their legal

rights than in other regions. The cityOs literacy rate is estimated at 83 -85%, the
second highest rate in India after Mumbai. !> The textile workforce is 75% female, a

higher ratio than th e 50/50 male/female workforce in Tiruppur. The base wages,

13 hitp://www.transparencorg/news_room/in_focus/2007/gcr_2007

4 The Hindu, OForum demands abolition of Ocamp labour® scheme,O June 8, 2007.
www.hindu.com/2007/06/08/stories/2007060800440200.htm

Frontline,OCaught in a weave,O Volume 24, Issue 20, Octelfrad07.
www.hinduonnet.com/fline/fl2420/stories/20071019508010700.htm

!5 Bangalore Facts web siteww.karnataka.com/tourism/bangalore/facts.html

Page 6 of 35 www.levelworks.com Jan09




benefits, and canteen conditions often meet legal standards and in some cases exceed
them. There is a production quota system called OO.C. WorkO or OTarget OvertimeO
which results in off -the-clock overtime for those who cannot meet a set production
amount during the scheduled shift. The use of such targets often results in unpaid
overtime.

Haryana
HaryanaOs distinct industry traits are a) most textile workers are observed to be male

(over 90%) and  b) a significant part of the workforce is comprised of contract labor
through third party agencies. Furthermore, many workers are migrants from nearby
poorer states (Bihar, Jharkhand, and Uttar Pradesh) and are mostly illiterate. This
leaves them vulnerabl e to not receiving their legal wages and benefits.

Brand variance s

There are specific legal regulations governing almost every aspect of the workplace for

a registered place of business. In some cases there might be room for interpretation

or, in the ca se of working hours, the limit on overtime might be so out of line with
existing practice that the law is not seen as realistic (third party audit firms report that

some buyers do not track whether the 50 hour overtime limit per quarter is in place).
Please see Appendix A for an issue  -by-issue listing of variances among brands and the
actual conditions that can be found in factories.

D. RECORD FALSIFICATION

Records falsification is pursued in different countries for different reasons. In India, the
stri ct legal limit on overtime hours (50/quarter) and the requirement of double pay for
overtime are two of the main drivers for keeping overtime hours off the books.
Factories may also have other goals such as:
¥ Reducing or eliminating Provident Fund (PF) and EmployeesO State Insurance
(ESI) contribution amounts
¥ Using rest day work without a compensatory day off
¥ Avoiding annual leave pay, gratuity pay, and termination benefits
¥ Demonstrating minimum wages for workers who are on piece -rate schemes
that are notre vealed to buyers
¥ Unwillingness to show external monitors real records due to confidentiality
reasons

The item of greatest concern to brands is a lack of acceptable records demonstrating

identity and proof of age. Knowing that child labor is a major risk i n India, buyers
cannot afford to have incorrect or incomplete documentation. Any factory that employs

a falsified registration or permit is at a high risk for having underage workers because

of lax management systems.

India garment factories employ the us e of record falsification at very high rate.
However, the specific percentage of factories that will falsify their records for a
particular buyer audit will depend in large part on the buyer program itself

specifically how itOs communicated and perceived by the factory. With that said, based

on our field work, Level Works believes that falsification is used by as many as 70% of

factories for at least some buyer compliance programs. Factories are much more likely

to provide falsified records to buyers that employ a strict audit/re -audit, Ocomply or
die® philosophy.
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This means that the majority of factories are ready and willing to provide incomplete
and/or manipulated records to at least some of their buyers. Thus, depending on the
program, external and in  ternal auditors should be finding evidence of falsified records
at varying levels (see Table 1). Furthermore, if external auditors are used, and a
continuous improvement methodology is undertaken by the buyer, it is critical that the
external auditor is pr  operly trained and aware of the philosophy and communication
strategy. If the external monitor cannot deliver the appropriate message to the factory

in compelling fashion, the willingness of the factory to show real records will be
minimized.

Table 1: Survey of Transparent Factories

State Numbgr of Transparent:1 Tr_ansparent: , Total of all
factories one record multiple records transparent ftys
Haryana 90 15 (17%) 16 (18%) 34%
Karnataka 70 11 (16%) 20 (29%) 44%
Tamil Nadu 38 12 (32%) 5 (13%) 45%

Survey data by Level Works 2006-2008.

! These factories record all wage and working hours data in one set of records.

2 These factories show all their data but use multiple records to separate overtime hours and wages from normal
hours and wages. Such systems atisfy variations in client requirements.

Negative program i mpact of falsified records
Brands may need to spend some effort convincing factories to show their real records,
since most factories believe it is in their economic interests to hide such info rmation as

real overtime hours and wage payments. Managers and workers both may wish to
minimize tax payments and benefit costs. Unfortunately, this practice means:

¥ Data gathered on factory compliance is unreliable because documentation
cannot be trusted

Difficult to understand the true context of factory employment practices
Monitoring program may not be measuring or managing risk adequately
Monitoring expenses, time and energy are wasted

No way to track and measure improvements over time

Difficult to off er useful technical assistance to suppliers

KK KK K

Reasons why falsified records are not being detected

+K

Auditors are not properly trained or experienced enough to find evidence

¥ Auditors believe thatthe clientOs COC program is not serious about particular
issue s such as excessive overtime

¥  Avoiding conflict with the factory, particularly local auditors in smaller
communities

¥ Auditor bribery

¥ Thereis n o oversight or quality  system to track each auditor Os ability to find
falsified records

¥ Brand/buyer may not be aw are of the reasons why falsified records are
widespread

¥ Brandf ield staff are not empowered to find and report the issue (whether

because of pressure by production staff, or not staying current on the issues)
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Surviving without complying

Most brand labo
factories several opportunities (2

r compliance programs are structured in such a way that allows
-4) to bring themselves into compliance before being

terminated. Although itDs generally considered good practice to avoid Ocutting &
runningO in response to p oor audit results, it can be frustrating to observe minimal or

no compliance improvements. Figure 1 shows the cycle of

program and how a factory can remain an active supplier without complying
12-24 month period. Unfortunat

assumes the factory has no ability or inte

of a non -compliant factory up to 24 mon ths.

ely, this structure provides factories multiple
opportunities to either fool the assigned auditor with fake or incomplete records,

and/or bribe the auditor in exchange for a more favorable report. This, of course,

ntion of complying. If the factory is
successful in bribing or fooling the auditor, most programs will suspend audit activity,
once theyOve received a favorable report, for one year. In turn, this can extend the life

a common brand compliance

over a

Figure 1: Typical Brand Compliance Program Cycle

Identify —
Factory [*

1 month

1 month 1 month

Sign Code of

Conduct and

commitment
letter

Brief Pre-
production audit
conducted by
agent or other

Receive program
details

Active Status.

Pass Production starts

3 months

Follow-up audit.
Factory falsifies
records

7-12 month
exemption

Initial audit
conducted.
Factory falsifies
records

1 year
exemption

Fail

3 months 3 months

4-12 Month
exemption

Furthermore, as shown in

uncovering and reporting record falsification, the factory will typically be given

additional chances before termination by the buyer. A similar number of chances is
provided to factories that provide their real records, but are not meeting legal
expectations. Juxtaposed with the inadequacies, and lack of integrity that exists
among s ome audit companies and auditors, along with the inflexibility of some buyers,
most factories view records falsification as the most logical strategy.

Although Figure 1 shows a program cycle that allows for production to begin wit
full compliance a udit, many brand s do require factories to pass

Figure 1 , even if the auditor is competent in their duties by

hout a

a full audit prior to
production starting.

Page 9 of 35 www.levelworks.com

Jan09




E. OBSTACLES TO COMPLIANCE, TRANSPARENCY, AND
REMEDIATION

In order to achieve a compliance -friendly environment it is important to understand
the systemic obst acles that work against compliance, transparency, and a factoryOs
ability and willingness to remediate.

1. Unrealistic expectations

Unfortunately, most brands use a Ocookie cutter® approach to corrective action plans
for their factories. This approach us ually requires factories to take corrective action in
response to audit findings within set time frames corresponding to the type of issues

found. This process is primarily driven by the threat of being terminated as a supplier

after 2 -3 failed opport uniti es to achieve compliance. Although this approach is less
time consuming and does generate decent results in some countri es, it can also
become a barrier to transparency . In fact, a strong argument can be made that this

status quo model is driving issues un derground as the majority of factories seek to
"pass" compliance audits using record falsification, coaching workers , and/or bribing
auditor s.

Corrective Action Matrix example *

. . . . Expected Time
Non-Compliance Finding Necessary Corrective Action P Frame
Minimum wage not being paid to Ensure all normal working hours are
probationary workers paid at least local minimum wage Immediately
Overtime hours in excess of 50 / Decrease overtime hours to meet legal
quarter limits 30 days
Age verification documentation not Maintain copies of valid age
maintained for all workers documentation for all workers 30 days
Inadequate number of toilets Install additional 15 toilets on the first
q floor 180 days
*The above time frames are an example of how OstandardO answ ers might not fit a particular factory situation.
It is doubtful that all these issues can be handled on an urgent basis without creating great upheaval in the
workforce. Changes to wages and hours must be preceded by training, for example. Factories must find ways

to reduce hours without hurting wages or the current labor force will resign.
2. Lack of Enforcement

When factories operate in an environment that lacks law enforcement, they become
accustomed to setting their own rules and norms without oversi ght. It can then be a
Oculture shockO when buyers mandate legal compliance as a minimum standard. The

shock goes both ways, since factories may not take seriously the requests or
standards that their customers are communicating to them. This can surprise b uyers,
who find that their remediation plans are virtually ignored.

The different perceptions of the rule of law (and labor law in particular) are at the base

of a wide gap in expectations between factories and brands. Brands often see rules as
a far more rigid and serious requirement consistent with how they are viewed in their
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own home country (usually the USA or Western Europe). In contrast, factories may
view rules as principles or aspirations.

New and/or small suppliers will not usually have any int ernal OdriverO or person that
pushes the business to adapt to COC requirements from buyers. If a production
manager or senior manager can see concrete benefits to new processes, then they will

more likely become champions of change. Otherwise, a lack of un derstanding of the
buyerOs concerns and related expectations may persist throughout the business
relationship.

3. External audit firms / Limits to transparency

Regardless of how much leverage a brand has with a particular factory, ultimately the
factory must decide whether or not to be transparent about their real practices. You
cannot force transparency! Instead a factory must be made to feel comfortable

showing a brandOs audit staff (internal or external) their real practices. Building this

trust with  the factory directly is an essential factor in achieving this comfort level.

However, the practice of auditing the same factory for multiple brands, which typifies

most external audit firms, creates a clear and real obstacle to building a factoryOs

comfort level. This plays out in the following way.

1. Brand A builds trust with factory, and factory is transparent about their real
practices during the external audit firm audit.

2. The same a udit firm is hired by Brand B to audit the same factory
3. Audit firm alre ady knows the real practices of the factory and is thus obligated
to report those findings to Brand B.

4. Brand B terminates the factory
5. In response the factory becomes unwilling to show external audit firm real
practices again

Although this truth may not b e fashionable with regards to brand collaboration, it
presents a real obstacle and concern to factories. Furthermore, it underscores that a
brand cannot force transparency. Thus, collaboration is best formulated between
likeminded brands prior to pushing f or transparency.

4. Brand Sourcing P ractices

Brand sourcing practices are often criticized by factories and labor activists  as being an
impor tant catalyst for poor labor practices. As the contractual relationship between the
factory and brand primarily stipulate s the timely delivery of goods, according to
specification , compliance with the law and/or Code of Conduct is usually sacrificed
when the factory feels pinched . Specifically, the sourcing practices most often criticized
are:

¥ Short turnaround  times

¥ Falling prices

¥ OTake it or leave itO pricing

¥ Last minute changes

¥ Urgency of new fashions

¥ Small orders and many styles

¥ Lack of order consistency

There also exists the general belief that compliance staff charged with COC
implementation are simply not on the same page as sourcing staff, merchandisers,
and production managers. This is often due to brand compliance team s that operate in
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silos, separate from the rest of the compa niesO core business activities.  This lack of
cohesion with regards to communicati on and priorities can often lead to passionate
appeals to meet labor laws by compliance staff on the one hand, while their production

related co -workers demand better, cheaper, and faster product . In light of this, it
seems reasonable that many vendor/fact ories consider labor compliance programs a
game. However, as it relates to transparency, Level Works has also received feedback

from factories that they prefer that brand compliance and production staffs are not

working closely together because production staffs are likely to know the real hours
they are working. With more separation between brand departments compliance staffs

are more likely to accept falsified and/or incomplete records.

5. Production = Management Practices

Assuming a factory has the fina ncial means and will to reme diate, there must also be
comple mentary production management systems in place that help, not hinder their
efforts . Those management systems (or lack of) that have shown to have a negative

impact are as follows:

Poor production planning by factory leading to high overtime

Poor quality management which leads to rework and additional overtime

Poor management of raw material suppliers

Poor inventory control

Factories accepting more orders than they have capacity to fill

Poorly trai ned and inexperience d managers & supervisors

Lack of investment in improving workersO skills

No time spent on analyzing and preventing problems/business crises

Reliance upon sub -contractors who are outside factory control and often have
compliance problem s (see Table 2)

KK KK KK K K K

Table 2: Wages & benefits paid by Sub -Contractors

No. of No. of Pay minimum .
State factories contractors wage Pay benefits
Haryana 90 31 26 19
Karnataka 70 6 3 1
Tamil Nadu 38 9 8

Survey data by Level Works 2006-2008.

6. W orke rturnover

The rising inability  of factories to recruit, train and maintain their work force has
quickly become one of th e leading concerns of factories . Worker turnover is typically a
range of 15% to 25% percent annually. In turn, this has intensified co mpetition
between fact ories, industrial clusters, and states to attract the necessary amount of
qualified workers .

7. Piece Rate Wage System
The piece -rate wage payment system has been adopted as the preferred method of

payment by many garment factories . Although piece rate payment may provide real
productivity incentives and rewards to a cross -section of workers, it can create several
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barriers to the remediation and the verification of factory practices during the audit
process. The first barrier create d by the piece rate system is that the minimum wage is
usually not guaranteed as a wage OfloorO.

The second barrier created by the piece rate system is the lack of accurate working

hour records maintained by factories. Because factories are paying a fixed amount per
piece, regardless of when the work is being done, they are not overly concerned about

tracking specific work hours (consequently, workers also may not be concerned).

Instead, most factories maintain a general attendance sheet. This is problemat ic for
two reasons. First, without access to actual/real working hour records itOs impossible to

determine whether the factory is paying wages per legal requirements. Second,

because the majority of factories are not paying legal OT premiums, they have lit tle
incentive to reduce OT work hours, as their labor cost per unit remains constant. Thus,

brand appeals to improve labor productivity as a solution to wage issues is not always

seen as a worthwhile undertaking by the factory. In contrast, under an hourly

payment system, there exists a direct relationship between the reduction of work -
hours/unit and the cost/unit, creating a clear incentive for factories to improve labor

productivity.

The third barrier to remediation of a piece -rate system is that worker s become
accustomed to the simple method of calculation. If b or when D they are introduced to
another system, such as base wage plus incentive pay, they may legitimately fear a

drop in their income. A change of the pay structure could result in lower mora le,
suspicion, or even a wave of resignations. A risk of such a reaction from workers is

also heightened if the factory is alone in making such changes within the local factory
community. As a result, most factories prefer to implement a wage verification
procedure to ensure legal compliance rather than affect the pay calculation method

that is well known to workers. However, verification procedures require vigilant

recording of working hours by workers themselves b something they would otherwise
not do. Tr aining and enforcing workers to clock in and out can be a tiresome process

for busy factory managers, especially when the workers are ultimately being paid by

piece.

8. Change management

Managing change is a tough feat for companies of all sizes. Any fa ctory that makes a
dramatic change to its management practices in order to comply with a brand COC is

faced with a rather difficult challenge: how does it communicate the need for
improving practices without exposing itself to liabilities for previous prac tices? As an
example: if overtime wage calculations are changed, will workers demand back pay for

underpaid hours? In other words, how are new systems put into place without
damaging managementOs reputation or causing anger and uncertainty among the

workfo rce? The goal is to update and improve systems in a way that increases
confidence in management and leads towards greater worker retention.

Discussions about remediation ought to be sensitive to the communication needs that
will arise from tackling major improvements. That factor will impact timelines and also
morale in the workplace. If the messages and training materials are not properly
prepared, then there is a risk of losing skilled workers to companies that offer the Oold
wayO of work. Careful planni  ng will ensure that every worker feels informed about and
involved in the changes taking place.
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9. Endemic corruption & auditor bribery

Corruption and b ribery presents a serious obstacle as it provides factory management
with an alternative to achievin g compliance . According to Transparency International Os
2006 Bribe Payers Index (BPI) , India is the worst performing of the 30 largest export
countries in the world. It is the nation where firms are most likely pay bribes , whether
measured from an internat ional or local point of view . In an environment where
corruption is endemic, and where salaries are generally low, it should be no surprise

that bribery among labor compliance auditors exist s, and it should be noted that such
business practice affects all areas of the business, not only the compliance function.
Factories have been known to offer amounts ranging from about USD200 to USD500

as bribes. Many of them also have the practice of offering a vehicle for the auditorOs

personal use or expensive gifts b efore major festivals (like the Diwali festival), calling

it a tradition in India.

F. REALISTIC EXPECTATIONS FOR REMEDIATION

In calibrating a brand Os program to the chall enges of Indi a, it is important to
remember the social and economic context in whi ch the factories are operating. Each
factory will have different motivations to comply based upon local industry practices,

workforce composition, supplier type, customer mix, and sourcing trends. Therefore,
there must be systems in place to  identify facto ries that will commit to best practices.
Identifying such factories should be based on the following variables.

Identifying _committed factories:

¥ Ownership profile and attitude

Brand @ perce ntage of business and where it is within the buying chain (dir ect,
via vendor, agent, etc.)

Marketing va lue of the buyer for the manufacturer

The financial health  of the factory

Climate of legal enforcement in the local area

The ability to offset greater workforce costs via increased productivity or prices
The prese nce of like -minded buyers that share the factory and are willing to
share resources and collaborate

Factory size and location

Consistency of brand orders

Presence of local civil society organizations that pay attention to workersO rights

KK K K K

K K K

Creating Realisti ¢ Improvement Plans

The key to creating realistic improvement plans can be broken down into a few
important elements

a. The brand must realize that a percentage of their factories are not, and will not

be open to improving and remediating regardless of th eir efforts. To the extent
that a brand can identify these factories before production begins , the better.

b. Brand representatives must be able to demonstrate knowledge and
understand ing of the realities of India with regards t o COC compliance and
variance in local business practices

c. The brand must demonstrate an ability and interest in address ing record
falsific ation.
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d. The brand must ma ke record transparency a top requirement for doing

business. Gaining transparency requires creating a comfort zone for fac tories :
0 Ensuring the factory will not be terminate d based on findings if they are
transparent unless they fail to make realistic progress ;
o Ensuring confidentiality of informatio n gathered (no sharing real
practices with other brands unless the factory give S permission );
0 Understand that audit firms that will visit the same factory for other
brands present an obstacle to factory transparency that must be

addressed by using internal staff or firms that agree to stop this practice
for select factories.
e. The bra nd must exerc ise flexibility and realistic/ sincere intentions in response
to transparent factories.
f. Improvement plans must be unique to each factory situation , especially related
to wages. For example, improvement targets should be based on:
0 existingand projected orders
the published minimum wage in the factoryOs geographical area
the market wage in the factoryOs geographical area
wages currently being paid by the factory
factory capacity for improvement with regards to existing management
systems and s taff sophistication
g. A stronger oversight relationship must be established with the factory which
requires more frequent visits to the factory (even if very short).
h. Create milestones for wage improvement based on management systems and
minimum wage . For e xample:
0 Create reliable systemtotrack all hour s
Monthly min wage
Hourly min wage
Premium payment for OT hours
Premium payment at 20 0% for OT hours

O o0 oo

O O oo
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G. RECOMMENDATIONS

1 b Start with local practices as the baseline

Section C highlighted some varian ces in regional practices, such as the 12 -hour work
system in Tiruppur. When an entire industry engages in an employment practice, it is

difficult for one factory to break with the practice. If the factory were to do so, it might

have trouble recruiting ne  w workers, who would be reluctant to work at a company

that they fear would pay them less than the prevailing local wage.

Therefore, a brand should assume that local practices always prevail as the standard

practice. If a factory claims otherwise, it shou Id have the burden of proof to
demonstrate how and why they are able to break from the norm. For example, it is not

logical that a worker, under normal circumstances, would choose to move from a 12 -
hour shift to an 8 -hour shift employer and be paid less mo ney. That change is too
dramatic and the income loss is too sudden for most workers to consider. It is not an

issue of wanting to work more hours, but of income dependence.

If a brand assumes local industry practice as the starting point for factory empl oyment
practices, it will have a more realistic viewpoint about where the opportunities for
improvement can be found. Further, the brand will also know what questions to ask to

discover the presence of major risks. For example, if the practice of OSumangal i0 is
known to exist (ref. page 7), then the brand or auditor should take special steps to

verify its presence or absence within local factories.

2 D Re -establish transparency

Simply stated, breaking through the record falsification issue is required if any
progress is expected in the areas of work hours, wages, and benefits. There must be a
systematic effort to achieve transparency, first and foremost. Experience has shown

that factories are willing to be open and transparent with their buyers if the fol lowing
variables are in place:

a. Brand sets transparency as a top priority minimum expectation

b. Brand does not share the factoriesO real practices with other buyers unless
factory gives prior approval

c. Brand generates support from other middle men (agents, v endors, etc.)

d. The auditor is either a brand employee or from an auditing firm that is willing to
not audit the factory for other buyers. This is important because once the
auditor knows the factories real practices they will be inclined (or obligated) to
report such activities to other clients if requested by them to audit the same
factory at a later date. Factories know this.

e. Expectations of remedial steps and time frames are considered realistic from an
operational and economic perspective

f. Factory is guar anteed to not be terminated if they remain transparent and on
course with realistic remedial expectations

g. Brand demonstrates an understanding of real market conditions

h. Brand establishes an ethics policy for compliance staff and external auditors
and commu nicates it to the factory as part of the audit process.
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3 b Promote socially responsible sourcing practices

¥ Minimize the risk of child labor by sourcing first from factories that keep all
processes in -house on controlled sites.
¥ As asecond choice, use  subcontractors that can be regularly monitored

¥ Seek ways to better manage the Ocritical pathO of the timing of design,
production, delivery and launch
¥ Communicate information with factories at the earliest possible stage with

regard to design changes and  specifications

¥ Assist vendors to plan factory capacity and accept orders accordingly

¥ Train designers and buyers on the impacts of their decision -making on
suppliersO ability to deliver a quality product in time without causing undue
stress on factory com  pliance efforts.

¥ Establish a communication channel for factories to report unethical behavior,
whether by compliance staff or any brand representative.

4 P Create stronger partnerships

¥ Consolidate factory base to the extent possible by building capacity with
strategic suppliers

¥ Collaborate with like -minded brands to  use similar COC policies and increase
leverage with shared factories related to improvement targets

¥ Understand your m arketing value for the factory

¥ Analyze your percentage of business with a factory to help better allocate
resources

¥ Offer information, updates, or technical resources to factory management. For
example, let them know about training opportunities and other resources.

5 b Establish a chain - of - custody procedure at the highest stan dard

¥ Track the movement of all pieces

¥ Obligate subcontractor to track all supplier work and the location of all pieces at
all times (both on/off site)

¥ Conduct unannounced auditing and verification (such as capacity review): tier
one subcontractor and belo  w

Most brands know that child labor is the biggest risk they face in India. However, most
brands continue to employ the same supplier and subcontractor management
procedures that they might use anywhere else in the world. The exception to this is
Gap, whi ch announced that it had modified its chain of custody procedures for
handwork after last yearOs crisis involving a subcontractor. 16

Knowing that the network of subcontractors involves several layers down from the

Otier oneO subcontractor, brands should co nsider researching and implementing the
highest standard possible for tracking chain -of-custody of garments as they are
processed. It would be naeve to assume that a garment stops at the tier one
subcontractor. The prominence of IndiaOs informal sector and its high degree of
integration into the formal sector result in a significant chance that garments sent out

of a factory will eventually be located in an unregistered business. This may be a small
workshop or home and it will have none of the oversight pr ocedures involving age
documentation, hours documentation, or other systems.

18 www.gapinc.com/public/documents/India_Fact_Sheet_Update.pdf
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In addition to documenting the existence and location of tier one subcontractors, the

brand or its supplier should undertake auditing and verification procedures to track the

nex t stage of production and the movement/custody of pieces. The verification process
should include a full count of pieces and work capacity at the tier one subcontractor.

Tracking systems will rely upon auditing and documentation at the present time, but
the introduction of RFID technology (piloted at the retail level in 2008) holds promise
of a technological solution in the near future.

6 b Create incremental improvement goals for each factory

As discussed, the established formula for creating correctiv e action plans and the short
time frames associated with them fail to positively motivate factories. Alternatively,

brands should strive to allow for and support unique corrective action plans that are
developed and owned by the factory. Such plans should be detailed, incremental,
realistic considering market norms, and agreed upon at the highest level; preferably

by the factory ownership. Level Works Oexperience is that realistic corrective action
plans associated with wages and work hours should take year s, not months.
Furthermore, the monitoring of and support of p rogress must be more rigorous. In
doing so, unique company, industry, and country variables must be taken into
consideration. In many cases this means creating and executing unique program

cycle s that may vary by country and/or region.

7 b Demand excellence in auditing & reporting

Getting high quality auditing and reporting done is well within the grasp of any brand.

The most effective device in accomplishing this is being able to systematicall y compare
the audit results found in submitted reports of different firms against known market

realities. This also provides the best means of controlling auditor bribery.

Procedures to prevent and detect auditor bribery should be an integral part of any
brand®s monitoring program. Steps may include:

¥ Provide the brand ethics policy to all factories and inform them of specific
requirements such as no gifts and other rules

¥ Establish a communication channel for factories to report solicitation
¥ Train auditor s on ethics rules and how to report attempted bribery
¥ Rotate auditors (or use external firms) as a periodic quality check on results
¥ Track auditor statistics on detection of falsified records
Auditors, whether internal or external, must employ a full rang e of techniques during

the audit. Every workplace presents different circumstances and should be evaluated
thoroughly, not merely through standard and repetitive sampling processes. The
following practices illustrate the difference between a OdiligentO aud itor and an
OaverageO auditor. A diligent auditor will:

¥ Understand the production process at the factory: all steps from raw materials

intake to laundry/pressing to packing and shipping.
¥ Touch empty sewing machines to see if they are warm and were recentl y used.
¥ Investigate any area where pieces are clearly in process but no (or too few)

workers are observed at the workstation.
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¥ Check records such as factory clinic records, fire drill records, needle control,
and warehouse in/out records for the purpose of verifying the work days (and
hours) of workers at the factory.

¥  While using standard sampling procedures for hi/low season, check unexpected
records that the factory might not be prepared to show. For example, check the
Sunday before a holiday to see overti me amounts. Check the time records of
the day prior to the audit to compare workersO punch times to the computer
payroll record. Use unpredictable variations on the standard sampling
procedures.

¥ Be suspicious of all electronic time recording systems. They are easily
manipulated to hide excessive overtime hours.

¥ Request to see examples of the following: time records for workers who arrive
late or who forget their punch/swipe cards. Time records for workers whose
cards are damaged (mis -swiped) or workers who leave early as these are
normal issues that should always exist to some degree. It is not enough to see
the policy for these cases.

¥ Follow any lead or suspicion that might uncover off -the -books overtime work.

An average auditor will repeat standard samplin g processes and will accept the data
presented by management as being true. A diligent auditor will ensure that all facts

are verified by a second source and will not trust data from Otoo cleanO time records or
workers that were coached on interview answer s. A diligent auditor will look for both
standard and unusual indicators that flag potential compliance issues and lead to a
determination on record falsification.

In determining how many factories are falsifying records, a review of past audit
reports ne eds to be undertaken. Basically stated, there are 4 main types of compliance
reports that should be accepted for Indian factories.

a. Clean or OCompliantO reports  that show basic compliance with all wage and
working hour requirements. Such reports should onl y be considered legitimate
for showcase factories that work with high margin buyers and receive
overwhelming amounts of attention related to the importance of Ilabor

compliance. We estimate this group represents about 10-15% of export
factories in India.
Note: showcase factories may often have a network of hidden sub -contractors

whose practices confirm to market or below market norms.

b. Reports with inconsistencies (falsified records) that outline inconsistencies
between provided records (work hour and payro Il) and information gathered in
interviews, production records, or surveillance

c. Reports that show actual factory practices are generally found only when a
factory is trying to make sincere effort to work with the buyer and/or if the
factory has little e  xperience with the audit/re -audit process.

d. Inconclusive reports are reports that result in audits where the auditors have
very little evidence that the factory is falsifying their records, but nevertheless
the auditor believes they are doing so. Examples of weak evidence might be a)
one worker claimed to be working off the clock, or b) all the workers seemed
coached, or c) time in/out records are too close to have been punched by
different people. Unfortunately, audit firms are not empowered to give their
clients Oinconclusive® results. Brands should push them for this type of
subjective information. Auditing is based on a limited sampling. No matter how
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diligent an auditor is, there will be instances where they cannot catch factories
that are actively fal  sifying and deceiving. Identifying OinconclusiveO report is a
way to identify such instances and minimize their impact.

8 b Encourage factory capacity building

Local governments, industry associations, export bodies and civil society groups are all
sour ces for training and technical assistance. The types of courses that might benefit a
factory include:

General management systems concepts

Record keeping

Labor productivity enhancement

Alternative wage payment systems (non piece -rate)
Pre-production plann ing

Quality management

Worker committees or other methods of involvement

Two -way communication systems between workers and management

KK K K KK K K

9 b Child labor remediation policy and crisis plan

Brands can anticipate facing a child labor case somewhere in their su pply chain. To
prepare for this situation, consider taking the following steps:

¥ Adopt guidance on child labor remediation steps that consider not only the
childOs welfare, but also provision of the familyOs basic needs

¥ Identify workersO rights NGOs that a re active in preventing or rehabilitating
child workers in the areas where sourcing takes place

¥ Create a crisis plan that identifies key decision makers that will work together
to investigate and solve any alleged cases

¥ Consult with other companies that ha ve faced such issues in India to find out
their lessons learned (such as Gap and Primark)

¥ Track trends that may cause a rise in child labor such as natural disasters, lack
of local legal enforcement, rapid rise of adult minimum wages, or other factors

10 b Experiment

The curr ent state of remediation by brand labor compliance programs in India should
be a call to all brands that further experimentation with alternative local models is
desperately needed. Experimentation should be focused on sustainable and scalable
activities directed at all levels of the supply chain in cluding; factory owners, vendors,
licensees, factories, workers, and peer brands. Because of the evolution of locally
based labor practices, dialogue among industry as a whole might be a pre -requisite for
significant progress.

Experiments in other countries involve a wide range of partners and topics and are not

limited purely to COC requirements. Anecdotal evidence is beginning to suggest that
providing health services in the workplace, for example, dramatically increases
retention of female workers. Additional benefits such as literacy education and
financial skills training offer opportunity to build loyalty and morale in the workforce.
Potential partner organizations include the Internati onal Labor Organization (Better
Work), International Monetary Fund of the World Bank, national health services, local
nongovernmental organizations, and private foundations.

Page 20 of 35 www.levelworks.com Jan09




11 B Know your audit service providers and potential conflicts of interest

[tOs poorly understood how large suppliers and v endors influence the global
assessment firms conducting audits. Be aware that there is a strong likelihood that the
firm conducting the compliance audits is providing the vendor/supplier (often their
client) with one of their other services such as testing and/or inspections . Inspection
and testing services  categorically constitute much larger revenues sources for these
firms than compliance audits. For example, one of the large global assessment firms

has publicly reported that 30% is derived from work directly contracted by Asia
vendors. A nother global assessment firm has reported that it is strategically

posit ioning the company to grow its v endor business in Asia.  Although this fact doesnOt
necessarily translate into a conspiracy to pass factories during compliance audits, it

does help explain why such firms are not driving the compliance process improvement

agenda.

H. CHALLENGE OF CHILD LABOR

Scope

Root causes

NGO Recommendations for Brands

Level Works Reco mmendations for Brands

HowN R

1. Scope of Child Labor

Examining child labor in India is like the blind men touching parts of the elephant to
describe the animal.  There are so many sides to the issue that each side can lead to a
different point of view about sol utions . The challenge is to  evaluate the positive and
negative aspects of child labor as a threshold to managing it.

Estimates of the number of child workers are large . UNICEF estimates that 12% of
IndiaOs population age 5 to 14 years is working, with Owo rkO meaning a significant
number of hours devoted to either paid labor or domestic work. ' The Government of
India estimates that 12.66 million children work in India, based upon 2001 census

data. *® Statistics from  other sources are much higher. The US State Department
reports that NGOs estimate up to 60 million child workers. 9 The Global March Against
Child Labor cites unofficial sources claiming 25 -30 million child workers.  *° Other
sources go higher, as high as 77 mi llion to more than 100 million.

The major ity of child labor occurs in agriculture on small farms, hence these workers
are invisible to the media, urban residents, and even to public authorities. This
invisibility is heightened by the fact that approximately 40% of births are never

" UNICEF statistics are listed in the annual refléré State of the WorldOs Childréthe numbes
here can be found on the web site: www.unicef.org/infobycountry/india_statistics.html.

'8 National Child Labour Project of the Ministy of Labour and Employment.
http://labour.nic.in/cwl/ChildLabour.htm

9 US Department of Stat€ountry Reports on Humarights Practices2007.

%% Global March Against Child LaboReview of Child Labour, Education and PoverteAda,
India Country Report 2006vww.globalmarch.org/images/indiaport.pdf
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registered with  the state. * The Indian government calculates that 85% of child

workers are working on family farms 22 while the manufacturing sector employs less
than 1% of child workers. ~ # The US Department of Labor ~ suggests that child workers
are divided between  73.3% in agriculture and 12.4% in manufacturing. * The
manufacturing workers are easier to track by virtue of being located in urban settings.
The Indian governmentOs census numbers provide a conservative starting point for
measuring the size of the child labor wor k force in the three regions of this study.

Number of children working, 2001 (from census data 1971 to 2001) %

¥ Haryana 253,491 (includes Gurgaon and Faridabad)

¥ Karnataka 822,615 (includes Bangalore)
¥  Tamil Nadu 418,801 (includes  Tiruppur )

These numbers a re statewide nu mbers and include all industries, without breaking out

the textile industry . A survey done by the Ethical Trading Initiative in 2002 estimated

that Tiruppur Os garment industry had between 8,000 and 35,000 child workers out of a

total of more than 300,000 garment workers. % A study by a local nongovernmental
organization (NGO) concluded there are 50,000 child workers in textile production 2 n
Karnataka, Human Rights Watch reports 60,000 to 100,000 children are involved in

silk production.  ®

Discussion s of child labor often assume that it is bad in every ¢ ase. However, Dutch
academic G.K. Lieten and others suggest that the label might be too general and it

would be preferable to distinguish between Ochild workO and Ochild deprivation,O with

the former being acknowledged as a fairly standard occurrence that is not exploitative.

In fact, child work is widely practiced in every country, however it is not generally

performed at such a rate (in terms of number of hours per week) as to deprive a child

of an education. Therefore, the latter term is a more accurate description of practices

that are exploitative: Oa child labourer as one who is deprived of the right to education

and childhood.O % In the context where a child loses access to education, the chances
of ending poverty or having a better livelihood as an adult are slim.

2! Unicef, Birth Registratio®the Picture in India.
www.unicef.org/india/child_protection_1629.hzind Plan India press release on the promotion of
birth registration in India, 17 July 2008. www.prlog.org/100908B0drenvoicesaschange
agentsin-promotionof-birth-registration.html
2 Embassy of India Policy Statement®hild Labor and India
\Zlgww.indianembassy.org/policy/ChiId_Labor/chiIdIabor.htm

Ibid.
4 US Department of LabpFindings on théVorst Forms of Child Labi2006.
www.dol.gov/ilab/media/reprts/tda/tda2006/India. pdf
% National Child Labour Project of the Ministy of Labour and Employment
http://labour.nic.in/cwl/Census1971t02001.pdf
% Steele, DavidChild Labour in Tamil Nadu: An Initial Surveiarch 2002,
www.ethicaltrade.org/Z/lib/2002/@&hlabklit/index.shtml#chlab
" Centre for Social Education and Development, cited by Werner Scholten in lecture notes at
www.indienhilfe-herrsching.de/pdf/Child%20Labour%20Scholten.pdf
Human Rights Watcismall Change: Bonded Child Labor in IndiaOs Iikistry, January 2003.
www.hrw.org/reports/2003/india/india0103.pdf
? G.K. Lieten,The Causes for Child Labour in India: the Poverty Analysisdate given
www.childlabour.net/docs/PovertyAnalysis.pdf
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2. Root Causes

The issue of poverty is certainly front and center when discussing the causes of child

labor and attempts to eliminate it. The fact that many families are barel y subsisting
means that they must draw on every possible resource to acquire the basic necessities

such as food. There are additional factors at play such as Qack of awareness; lack of
access to basic and meaningful quality education and skills; high rate s of adult
unemployment and underemployment, and cultural values of the family and society. a°

When examining child labor through the lens of economic development, some see it as

a natural occurrence in poor nations lacking social programs to assist famili es.
International institutions such as the International Labor Organization acknowledge

this by setting the minimum age for work in less -developed countries at a slightly
lower age. Convention 138 on Minimum Age states that, O a Member [State] whose
economy and educational facilities are insufficiently developed may, after consultation

with the organizations of employers and workers concerned, where such exist, initially

specify a minimum age of 14 years.O In addition to this provision, there is an
allowance for Olight workO for children between the ages of 12 and 14.

The relevance to the apparel industry is that a lo wer working age is legal in India,
provided that manufacturers comply with fitness checks for workers age 14 to 18 and

identify them as such in  the workplace.  Unfortunately, government enforcement of
IndiaOs Child Labour (Prohibition & Regulation) Act, 1986, seems to lack forceful impact
because convictions are rare. A report by Human Rights Watch tracked how frequently
child labor cases were pro  secuted: Tamil Nadu had almost no criminal convictions of
employers, Karnataka had a conviction rate of less than 10% of prosecutions, and New

Delhi had a conviction rate of less than 4% of prosecutions 2! In the absence of an
effective level of enforcement , demand for child labor is virtually unrestrained. This
includes both the formal sector (registered, legal companies) and informal sector

(home workers, casual workers, unregistered companies).

The informal sector is substantial in size and relevance to income for poor families.
One study claims that 66.7% of total employment in Delhi is located in the informal

economy * (near to Gurgaon and Faridabad). The governmentOs statistical agency
calculated that fully 81% of urban workers in manufacturing are empl oyed in the
OinformalO sector. * Although the term OmanufacturingO would not suggest operations
performed i n the home, the structure of supplier networks in India has developed to
include substantial participation by such unregulated enterprises.

The infor mal economy is the system of survival devised by the urban poor to exchange
contract labor or services to the formal sector. The workers in this system receive no
social security of any type and usually make less than minimum wage. Due to being in

% 1LOBs International Programme on Elimination dfddbabor, Child Labour and Rsponses in
South AsiaMarch 2005.
www.ilo.org/public/english/region/asro/newdelhi/ipec/responses/india/index.htm

¥ Human Rights WatctSmall Change

% grivastavaRahul,The Informal Sector and Urban Poverfianuary 2005.
http://infochangeindia.org/200502056108/UrHadia/Backgrounder/Thenformalsectorand
urbanpoverty.html

% Ministry of Statistics and Programe Implementationinformal Sector and Conditions of
Empoyment in India, 20085 (Part I), NSS 61' round.
http://mospi.nic.in/rept%20_%20pubn/ftest.asp?rept_id=519 pl&type=NSSO
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an urban setting, it is not a surprise that child labor might be exposed in the media,
especially when involving major brands.

Gap faced a highly publicized situation in October 2007 when a supplier used an
unauthorized subcontractor to embroider product. The go vernment raided a Delhi
based subcontractor and found 14 children. Because of GapOs clear business rules and
processes, it enforced its Code of Conduct by cutting the unauthorized subcontractor

and reducing business to the primary vendor as a severe warnin  g. British retailer
Primark was also discov ered using child labor in June 2008 when three factories in
Tiruppur were found to employ child labor (also embroidery ).

Given the lack of social services, pensions , and credit resources, the use of child labor
is a logical way for famil  ies to deal with crise s, medical care, and urgent cash needs.
All of their scarce resources must be put towards achieving their basic needs.

3. NGO Recommendations for Brands

Stakeholder views on child labor tend to vary dependin g upon where the stakeholders
are based. Stakeholders outside India tend to see all child labor as harmful whereas

those inside India acknowledge that some circumstances will lead to child labor
because families have no other source of assistance in a cris is. Level Works
interviewed two  NGOs in Delhi to gather suggestions for mitigating child labor

The NGOs agreed on the following principles:
¥ Children have a right to contribute to family livelihood
¥ Children need safe workplaces
¥ Rescue and rehabilitation d  oes not work because the familiesO needs are still
unmet.

In their experience, children are almost always involved in the textile manufacturing

chain at some point ( as hand -sewers, embroiderers, or helpers to adults), but the
efforts to hide their involve ment are troublesome because they make them invisible
when they need to be visible. As long as children remain invisible, no one can check

their working conditions to be sure they are safe . Bans on child labor will not work
because they do not alleviate th e lack of resources to meet familiesO basic needs.

Ideally, the NGOs recommend allowing children the opportunity to work and to receive

a basic education at the same time. If such schemes were more widely available, they
might result in more children stay ing with their families and increase the workersO
chances of breaking the cycle of extreme poverty that is often multi -generational.

The role that brands can play in improving the lives of child workers includes the
following:

A. Permit child labor under sa fe conditions, with living wages and educational
support.

B. Seek transparency down through the layers of the supply chain to find where
child workers are contributing to production (e.g. printing, embroidery, sequins,
transporting goods between sites, sorti ng pieces, ironing, or as helpers to adult
workers).

C. Provide positive incentives for proper and legal employment of children. For
example, continue to give orders to suppl iers that provide safe  jobs to children.
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D. Support educational programs that benefit working children.

E. Educate western consumers on the rights of child workers under Indian labor
law.

F. Educate western consumers on the needs of child workers to contribute to their
families® survival.

G. In conversation with government officials, take note o f familiesO needs for
economic survival. Achieving universal primary education must take this factor
into account.

If brands, government and society can remove the stigma and penalties that
commonly apply to child workers, they can make legal and safe job S more available.
At the same time, enforcement efforts must continue against unsafe conditions,
excessive working hours, and low wages; these factors endanger the childOs future, are
contrary to Indian labor law, and cannot be accepted.

The NGOs noted th at there is a proposed national law called the Free and Compulsory
Education Bill (or Right to Education Bill) that is under consideration at this time. If it
becomes law, then education for children ages 6 -14 will become mandatory. Any
working child would  be required to be enrolled in school or such work would be illegal.

4. Level Works Recommendations for Brands

International brands sourcing in India have long been working on implementing Code

of Conduct standards that require adherence to local law, su ch as enforcing the
minimum age of employment in manufacturing at age 14 (with special regulations for

workers age 14 to 16). In addition to adopting Codes, there have been workshops and

trainings for factories to explain the consumer demand for good workp lace conditions
and how to meet  such expectations

The outstand ing issue is whether primary suppliers  have adequately communicated
such information an  d procedures to subcontractors . Regardless of how much training
occurs, the chances of subcontractors out sourcing their work and services to the
informal sector is  fairly high. Any piece -type of operation will be vulnerable to being
sourced to hom e workers or workshops

Subcontractors may not take seriously the intention behind Codes of Conduct. For one

thin g, child labor may not be perceived as a serious issue, but rather a fact of life for

poor families. In fact , local business communities may object to anti -child labor
efforts. During the Primark child labor case, while the retailer was undergoing protests

in London, the manufacturing community in Tiruppur was speculating about which
NGO might have made  up the story in order to gain money or create trade barriers for
t-shirts made in ~ Tiruppur .** The loss of orders B or future loss of orders b was seen as
a negative result of the media exposure. The local business community claimed to be

* Economic Times, ONo child labor involved in garment manufactuFingppurexportersO, 17

June 2008.(and various other media stories in Indian media)
http:/fleconomictimes.indiatimes.com/News/News_By_Industry/Cons_Products/Garments__ Textile
s/No_child_labour_involved_in_garment_manufacturing_Tirupur_exporters/articleshow/3138879.
ms

Page 25 of 35 www.levelworks.com Jan09




advocating on behalf of a nearby refugee camp, which ObenefittedO from receiving the
work.

Gap and Primark reacted to allegations about child | abor in different ways; the
examples can be instructive for other brands and buyers in India. Primark acted to
quickly cut out the suppliers who were caught b and those suppliers allegedly had
been business partners for more than 10 years. This sudden action may underlie the

hostile re action from Indian media and trade associations as well as from British
consumers who demon strated in London.  Gap followed the process for remediating
child labor by seeking assistance from a local NGO to follow the progress of children
returned to their f  amilies. Gap also committed funds to a womenOs association that is
setting up community centers for performing handwor k that can be monitored. Gap
has developed intensive supply chain tracking procedures to monitor where all
products are placed. This inclu des more monitoring of handwork operation s.

Drawing lessons from these two cases and from additional research , Level Works
offers the following recommendations for brands and buyers

A. Be aware of the high risks present in handwork operations such as hand
embroidery, sequins, beadwork, and printing:
o Child labor

0 Bonded labor
0 Lack of minimum wages and benefits

B. Plan a tracking method for learning where all pieces will be during the
production process

C. When possible, use factories for all production processes

D. As a second choice, NGO -monitored work centers may be considered for
subcontract operations. The value of work centers is that they can learn to
employ standard business practices  such as attendance records and be
subjected to regular monitoring.

E. Implem ent a robust program of monitoring contractors and subcontractors,
including unannounced visits.

F. Establish a plan for remediation of child labor: how will the children be tracked,
educated, and monitored to ensure they do not fall subject to worse forms o
employment

G. Be aware of local trends such as natural disasters that can increase the
presence of bonded labor (when such trends develop, additional due diligence
may be required)

H. Track NGO activities in production regions: review their research, report s, and
services offered to child workers.

I. If there are opportunities to interact with government officials, request updates
on enforcement activities and protections offered to child workers.

Within the Indian context, cases of child labor lead to two key qguestions: how will the
family maintain its income? And will the child be able to receive an education that
might break the cycle of poverty? In an environment where the government does not
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seem able to answer these questions, it is a challenge to find ef fective ways to address
these concerns. Dialogue with NGOs, academics, trade and export associations, and
child labor experts can help a brand to anticipate risks and find best practices for
mitigating such risks.
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APPENDIX A: LEGAL AND BRAND VARIENCES V

PRACTICES

.S ACTUAL

This section will map out the major variances that are observed between labor law and
actual practices within the textile industry.

1. M inimum wage

Law

The Minimum Wages Act 1948 requires payment of a minimum wage by industry.
State governments set the minimum wages by region and by industry and are
required to update them a minimum of every five years.

Current Minimum Wage

State Garment wage Garment wage Garment wage
Skilled Semi -skilled Unskilled
Tamil Nadu INR 2747 INR 2643 INR 2513
Karnataka INR 2800.46 INR 2761.46 INR 2644.46
Haryana INR 3664.77 INR 3794.77 INR 4054.77

Note: There are different rates within these States based on Zones but where applicable, the rates are for
the highest wage zone.

Brand variance

Those br ands which have joined the American & European Brands Ethics Working
Group agree that minimum wages must be guaranteed for all workers in a factory that
produce commercial product. A trainee is not allowed to work on garments for sale; if
this happens, the  minimum wage is required (by this consortium of buyers, not by
law). Therefore, all piece rate workers are guaranteed the minimum wage regardless
of production level. Third party auditors report that some clients will accept a training
wage for those pers ons who are designated as such.

Variances do appear in implementation occasionally, especially when Factories or
Groups of Factories have been known to dispute the minimum wages fixed, approach a

court over implementation of minimum wages and get a stay o rder on implementation
of the minimum wages. Some Brands and monitors have abided by the court orders

and allowed the factory to pay a lower minimum wage while others have insisted on

the factory paying the declared minimum wage.

Actual practice

Wages

In the last three years, the legal minimum
wages in India have gone up by about 60%
on average throughout the country, a fact

Level Works surveyed audit data from 2006 to
2008 and estimated that factories were paying
correct minimum wage at the following rates:

that the private sector has not completely Haryana: 82 of 90 factories (912/0)

absorbed. Some factories therefore hide the Karnataka: S @F 1Y e (55
Tiruppur: 33 of 38 factories (87%)

exact level of payment to workers. The

methodologi es used by factories to subvert

payment of minimum wages include:
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a. Show the legal wages on the payroll and other official documents. Workers sign
for it but receive a lower wage;

b. Show the legal monthly wages but mark the worker absent for a number of
days, thereby reducing the earned wages to a much lower level;

c. Do not include all workers on the payroll.

Some factories claim that that their currency appreciation against the US dollar has
affected their ability to pay increased wages; however, as the currenc vy fluctuates,
there are no gains that accrue to workers when the Indian rupee depreciates as buyers

tend to decrease their buying prices accordingly

2. O vertime premium

Law

Every hour past the 8 ™ hour in a day must be compensated at 200% according to the
Factories Act of 1948. The same law requires that piece rate workers be appropriately
compensated at 200% based upon their base piece rate during normal working hours.

Since all workers are guaranteed the minimum wage, this means that the hourly

minim um wage is the minimum basis for overtime paid to piece rate workers.

Brand variance
Brands agree on the interpretation of the requirement for overtime pay at a premium
rate of 200%.

Actual practice

This is the most common violation in India

and result s in complete falsification of Overtime Pay

time and pay record_s. Indian law r_eqUIres Level Works survey data showed that factories
the overtime premium to be twice the were paying correct overtime at the following
normal wage rate; factori es avoid the rates:

premium pay and deny the existence of Haryana: 35 of 90 factories (39%)
overtime in the factory. The practice of Karnataka: 60 of 70 factories (86%)
adjusting comp uterized time r ecords is Tiruppur: 10 of 38 factories (26%)
normal in India. Normally , the workers

clock their own OinO time and the factory

manipulates the OoutO time. BrandsO and buyersO objections to excessive overtime also
provide a motivation for adjusting the time record. Having adjusted the time re cords
to either (a) satisfy the Code of Conduct limits on overtime or (b) to show a maximum

of 50 hours per quarter, the factories, as an added measure, pay less than the legally

required compensation for the OmissingO hours.

3. Provident Fund (PF) and E mployeesO State |nsurance (ESI) benefits

Law

Provident Fund is a mandatory pension benefit provided by the Employees® Provident

Fund and Misc. Provisions (Amendment) Act of 1988 and affecting companies with 20

or more employees. The contribution amount is either 10% or 12% depending upon
industry. EmployeesO State Insurance is administered under the EmployeesO State
Insurance Act 1948 and covers illness, accidents, and occupational health claims. The
employer contributes 4.75% of wages and employee contribu tes 1.75% of wages
unless monthly wages are higher than INR 10,000.
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The definition of the wages to be covered for Provident Fund leaves some scope for
interpreting and many factories take advantage of this provision by splitting the legal
minimum wage in to different elements; they therefore end up covering the Provident
Fund benefit for only 50% to 60% of the minimum wage. The Provident Fund
Department is reluctant to give a clear direction on this.

Brand variance
Brands follow the law including its app licability to contract workers employed through
third party agencies. Employers are not permitted to falsely claim high wages for
purposes of avoiding contribution. Owing to the above -stated lack of clarity on
Provident Fund, a range of practices has emerg ed:
¥ Some brands (such as American & European Brands Ethics Working Group)
insist on Provident Fund coverage on the minimum wage at a minimum.
¥ Some brands do not have any norms and allow any amount to be covered.
¥ Some brands insist on PF coverage based up on the minimum wages but also
will allow a lower co verage if the factory obtain s a clearance letter from the
controlling Provident Fund Commissioner that the PF department is satisfied
with the coverage system followed by the factory.

Actual practice

The current Indian law says that any

employee whose normal monthly wage is TS

more than INR 6,500 need not be enrolled

for PF. The average minimum wages for Level Wo'rks survey data s_howed that fac_tories
skilled tailor is about INR 3.000. To were paying correct benefits at the following
eliminate the PF contribution,_ factories rﬁtSSana: 75 of 90 factories (83%)
document that workers rece ive a monthly e et 64 of 70 factories (91%)
rate of more than INR 6,500 and then Tiruppur: 33 of 38 factories (87%)
mark them as absent for a few days, thus

reducing their reported wages down to the

actual wages at which they were

contracted (less than half of the reported amount).

Some factories in North India have r ecently been showing wages above INR 10,000,
thus avoiding ESI contribution completely. In cases where they do pay it, the factories
do not record the overtime in the official books so that they can avoid the resulting

higher ESI contribution
4.0 ff-roll workers

Law

Factories are required to keep a list of all workers including contract workers according
to the Industrial Disputes Act, 1947, the Minimum Wages (Central) Rules, 1950, and
the Contract Labour (Regulation and Abolition) Act, 1970.

Brand Var iance
Auditors report that clients require contract workers to receive all legal entitlements
including minimum wage and benefits.

Actual Practice
In about 40% of the factories in North India and in certain pockets in Southern India,
the practice of emplo ying off -roll workers is common, not only to avoid payment of
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minimum wages and overtime premiums, but also to avoid enrolling the workers in PF
and ESI (as well as avoiding other benefits detailed below).

a. Factories avoid benefits which, if covered, would cost around 20% of the wages
paid.

b. Another reason for off -roll workers is to be within the limits of the specified
worker strength as allowed by the factory license.

c. If the workforce appears smaller, the employer can avoid providing Health &
Welfare benef its that are related to the number of workers, such as Canteen
and Ambulance Room, which would be required by laws , especially in Haryana
(and to a smaller extent, Tiruppur ).

d. By using labor through outside contractors, the factory can completely avoid all
management oversight of hours, wages and benefits. This is the most common
employment practice in northern India, including Haryana. Factories can more
easily increase and decrease contract workers (as opposed to permanent
workers) during different product ion seasons.

e. Contract workers are typically exploited with very low wages and nonpayment
of benefits. However, by virtue of their frequent rotation in and out of different
workplaces, the employers can avoid unionization efforts.

5. T ermination benefits

Law
Termination benefits include
¥ Pay in lieu of notice, Industrial Disputes Act, 1947 !
¥ Gratu ity: Payment of Gratuity Act, 1972 !
¥ Bonus for period worked after the last bonus paid: Payment of Bonus Act, 1965 !
¥ Cashing of unutilized leave: Factories Act, 1948 !

Brand Variance

There is no reported brand variance on termination benefits in the case of on -roll
factory workers. However, in the case of contractorOs workers, the principal employer
(the factory) is not responsible for these payments and hence most brands consider it

as not practical to look into this aspect.

Actual Practice
Many factories avoid paying termination benefits. Many workers are not aware that

they have termination rights whether being dismissed or voluntarily resigning, and
they may not unders tand how to seek these termination benefits. The aware ness
amongst the workers is greater in the metro cities such as Bangalore , Whereas

workers in small  towns such as  Tiruppur will not know their rights under the above -
mentioned laws . Factories in Norther n India also tend to get a letter signed by the
worker when he joins the factory which states that he has received all the payments

due to him on leaving the factory with the amounts and date not filled in.

6. E xtended normal working hours
Law
The Fact ories Act, 1948, permits 48 work hours per week, or 8 hours per day. There is

a provision allowing states to set certain exemptions to this.

Brand Variance
All brands use 8 hours for a normal workday and require overtime pay beyond that.

Actual Practice
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In certain pockets, for example Tiruppur in Southern India, the industry practice is to

work 12 hours a day (inclusive of lun ch time and breaks) leading to 10.5 hours of
normal work a day , which is sometimes followed by another 4 -8 hours of ove rtime, all
of which is paid incorrectly at normal rates instead of premium rates. Because of the
prevalence of the 12 -hour shift, auditors should closely check whether overtime
compensation is being made on the extra 2.5 hours.

In Haryana, some of the factories are k nown to declare that their lunch time is of 1 to
1 ! hours while it is actually ! hour.

7. E xcessive and/or unpaid overtime

Law
The Factories Act of 1948 restricts overtime hours to 2 hours a day, 12 hours a week
and 50 hours per quarter, with special ex emption permitted up to 75 hours.

Brand Variance

Third party auditors report that not all clients enforce this legal provision especially
with regard to the quarterly limit. Some are tracking it while others allow higher
amounts of overtime.

Actual Pract ice

India laws limit working time to not more

than 60 hours per week (48 normal and 12 Overtime Hours*

overtime), subject to a maximum of not
more than 50 hours of overtime in a quarter.
The majority of the factories work beyond

Level Works survey data showed that factories
were working on an average, weekly overtime at
the following rates:

these limits. Haryana: 22 hours (264 per quarter)
a. This might not affect all workers in Karnataka: 27 hours (324 per quarter)
the factory, as it is normally limited Tiruppur: 36 hours (432 per quarter)

rtain ion r gr f : i
to certa sections or groups o * These numbers are estimates. Transparent factories

Work?rs- In most cases it is voluntary typically have lower numbers that, taken on their own,
and in some cases subtle pressure understate the prevalence of OT in excess of the legal
tactics may be used. Most often, the limit.

workers are eager to accept and add

whatever amount to their wa ges as

they can. In this, the Indian factories (other than Tiruppur) differ from the
factories in China and Bangladesh, where the production plan is made on
extended working hours.

b. Irrespective of whether they pay the correct overtime premium or not, fact ories
tend to record and pay for these hours separately to avoid detection by Factory
Inspectors. Bangalore -based factories normally will compensate at the correct
overtime rate, even when it is off the books. Haryana and Tiruppur are likely to
pay below t he legally required OT rate.

c. The professional groups in the garment industry in India have well -structured
industrial engineering departments that decide the targets for each operation
by conducting time studies (particularly in Bangalore). The operational
managers such as the production manager and line supervisors are under
pressure to achieve the set targets. This often results in line supervisors
making workers stay beyond normal hours to reach the targets. Senior
management does not encourage overtime and insists that these OscientificO
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targets can be achieved in the normal shift. This being Ounauthorized overtimeO
(i.e., not needed per the time studies) the worker does not get paid for it.

8. Rest day work

Law
The Factories Act of 1948 specifies that rest day work must be compensated by a day
off within 3 days. Workers may not work more than 10 days without a rest day.

Brand Variance

Third party monitors reported that they usually verify that rest day work is exchanged

within the following 3 days. On e monitor reported that the compensatory day off could
be provided within either 30 days or the two months following the rest day work.

Some brands were insisting on a compensatory off plus payment of overtime for such

work for a long time due to a confusi ng interpretation of The Factories Act but
currently most brands agree that providing a compensatory rest day within 3 days is
enough.

Actual Practice

Many factories show that some of the workers have worked on a Sunday and mark

these workers as being on leave on another day to satisfy this clause. By showing that

some workers have worked on Sund ay, they ensure that any mistake in maintaining
OcorrectO production records are covered ; there is a simple  explanation for materials
and warehouse records s howing activity on a rest day. Surveillance procedures are
less reliable in a case where a factory had some of its worke rs present on the rest  day.

9. Annual leave benefit

Law

The Factories Act of 1948 specifies that workers are entitled to one paid day of lea ve
for every 20 days of work in a year with some conditions attached. When a worker

leaves the factory, the accumulated leave is to be paid in cash on a pro -rated basis.

Accumulation is allowed for 30 days after which the excess of leave over 30 days
canno t be carried forward.

Brand Variance

Brands and audit firms follow the Factories Act provision. However, most brands allow
factories to calculate the leave entitlement every year and pay the worker in cash
instead of allowing the leave to be taken.

Actua | Practice
The law is specific about leave benefits and many factories avoid granting of leave
benefits by adopting a three -pronged method:

a. Not informing the workers of their leave rights or being vague about it;

b. Denying leave days when requested

c. Manipul ating records to show that the worker has taken his leave.

The leave procedure is generally not well established or consistent across factories ;
hence, workers may not be aware of this entittement. Factories choose not to
communicate to workers about thi s benefit. Contract agencies in Haryana seldom, if
ever, grant this benefit. In Tiruppur , it is common to deny leave requests and promise

to pay out the cash to workers every year before an important festival . However, the
factory may not always pay out as promised especially to workers who have quit the

job, so the legal right is not effectively protected.
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10. Piece rate workers

Law
Piece rate workers are guaranteed minimum wages and other benefits afforded to
workers by the Factories Act, 1948, and Paym ent of Gratuity Act, 1972.

Brand Variance

Most Brands and auditors alike verify that they treat piece rate workers the same as

other workers with respect to wages, benefits, overtime pay, and other working

conditions. A few brands have taken the stand tha t payment to piece rate workers are
acceptable as long as the piece rate calculations exceed the wages calculated by
considering the minimum time rate calculations (including overtime).

Actual Practice

Piece rate workers normally end up ear ning more than the minimum wage by virtue of
their production output. According to factory management, these workers do not want
to be covered for PF and ESI benefits, as they might move from factory to factory to
maximize their earnings. (In many countries, it is commo nt o claim that workers asked
for Ooff the booksO wages to avoid taxes.) The piece rate workers also maximize their
earnings by working 10 to 14 hours a day. This leads to a few questionable practices
by the factories:
a. Show piece workers as minimum wage wo rkers and pay them the production
bonus off the books;
b. Show them as workers on piece rate but record only normal shift time and
create production records that show them earning merely the minimum wage;
c. Or document them as workers earning more than INR 6,5 00 or 10,000 and
thus avoid covering them for PF or for both PF and ESI.

It can be stated with assurance that the records shown for piece rate workers
(whether labeled as such by the management) by most factories are false.
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Level IM

Works &
Limited &

Level Works Limited is  a labor compliance and ¢ apacity enhancement service provider
operating in Asia , Latin America, and  the Middle East. Our management team boasts
extensive experience developing programs for retailers and manufacturers located in

the USA and Europe, managing internal programs for major retailers as well as ground
level factory operations. This well -rounded group has come together to shape services
that address the limitations of COC programs that abound today, which in many cases

offer poor value, drive factor y problems underground, and fail to mitigate risk.

Level Works challenges the idea that there exists a Oone size fits all® monitoring
solution. In contrast, we offer our clients a true long term partnership in monitoring

their supply chain with the inte ntion of lowering their own risk profile and benefiting all
supply chain stakeholders; most importantly production workers. In order to
accomplish this, Level Works believes that unique company, industry, and country
variables must be taken into considerat ion in order to expand the success of the
monitoring and corrective action cycle. In many cases this means creating and
executing unique client program cycles that may vary by country and/or region and

involve more collaboration amongst brands and retailer S.

For questions or comments related to the contents of this paper please contact Tara
Holeman, Director of Projects & Consulting, or James McMichael, Vice President, Level
Works Limited.

Level Works Limited

582 Market Street Suite 1217 -18
San Francisco, CA 94104
+1.415.440.4141

www.level -works.com
tholeman@level -works.com
jmcmichael@level -works.com
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