





STREAMLINED PROCEDURES

MAKING OUR STRUCTURE MORE EFFICIENT

In 2009, we streamlined our governance structure to
be more effective by clarifying Committee structures
and focusing the Members' Assembly on core strategic
issues (= p. 7). We formalised new priorities for
2009-2014 and set as our vision to be the leading
business solution for improving working conditions in
the global supply chain.

A STRONGER BSCI SYSTEM

STRENGTHENING THE BSCI SYSTEM IS A HIGH
PRIORITY

The Code of Conduct was updated to integrate changes
in our best practice SA8000 and to align the Code with
ILO Conventions and Recommendations related to the
agriculture sector.

As of 1st January 2009, BSCl members broadened their
commitment by including suppliers of hard goods (e.g.
electronics, furniture, construction materials) as well
as soft goods.

In addition, in 2009, we strengthened the BSCI member
commitment formula. The previous commitment
required members to demonstrate that they had
audited 2/3 of their supply chain in the BSCI process.
The new, stronger commitment has a focus on specific,
measurable results that must be achieved within a
specified timeline. With this new commitment, we
believe we will accelerate improvements in the labour
situation of workers globally.
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CycLE 1

i/
Showing Good

or Improvements
Needed

BSCI members
commit themselves
to reach the following
requirements, 3 %

years after joining the
initiative:

QUANTITATIVE REQUIREMENTS

Involve 2/3 of buying volume or 2/3 of suppliers
of goods (non-food) in risk countries in the
improvement process and be audited (first audit].

QUALITATIVE REQUIREMENTS

Show audit or re-audit results rated with
“good” or “improvements needed” for /3 of
the suppliers in risk countries.

CycLE 2

Showing Good
or Improvements
Needed

BSCI members
commit themselves
to reach the following

requirements 5 %
years after joining the
initiative:

QUANTITATIVE REQUIREMENTS

Involve 2/3 of buying volume or 2/3 of suppliers
of goods (non-food) in risk countries in the
improvement process and be audited (first audit].

QUALITATIVE REQUIREMENTS

Show audit or re-audit results rated with “good” or
“improvements needed” for 2/3 of the suppliers in
risk countries.




We updated the BSCI complaint mechanism, launching
a hotline that is open 24 hours a day for workers’
complaints about factory situations in China and

India. During the audit process in 2010, workers will
receive a card with the phone number and email for

a complaint hotline. Workers can use this system to
raise confidential concerns that cannot be addressed
within the company. The concerns raised are then dealt
with by the most relevant organisation, including local
stakeholders, coordinated by the Executive Office.

Another accomplishment included developing
recommendations on buying practices as we believe
poor purchasing practices can undermine the true
implementation of the BSCI Code. We encourage our
members to use those recommendations to better
organise their business relations with suppliers.

Finally we increased our follow-up on implementation
of the Code of Conduct. We suspended 11 companies
and terminated membership of 2 companies who did
not adequately fulfill their commitments.
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A DIVERSE AND GROWING
MEMBERSHIP

EXPANDING OUR MEMBERSHIP FROM 245 TO 430
MEMBERS

A major success was increasing the diversity of our
membership in terms of size, products and sectors.

We have grown from 20 members in 2003 to 430
members at the end of 2009 representing over 300
billion € turnover (see our website for a complete list
of members: = www.bsci-eu.org). We gained several
large retail companies (e.g. Praktiker and Tokmanni],
brands (e.g. Marc 0’ Polo and 0’Neill], leading food
companies (e.g. Delhaize and Univeg) and many
SMEs, most notably importers.

BSCI MEMBERS GROWTH
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To better serve our growing membership, we added
two country representatives in China and India.

They will help members and their suppliers in the
implementation of the BSCI process, coordinate
training sessions and support local stakeholder Round
Tables. We also grew internally by recruiting two

new administrative staff and one capacity building
manager.

In addition, we supported the six member-driven
National Contact Groups (NCGs], providing members
a forum for interacting at the country level.
Achievements in included fruitful dialogue with

NGOs such as “Save the Children” in Sweden, local
stakeholder relations in The Netherlands and member
training and exchange of best practices in Denmark,
Germany and Finland.
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THE SWISS NCG: MORE COOPERATION AND
VISIBILITY LOCALLY

The Swiss NCG was created as a platform

to coordinate the activities of the 24 BSCI
members in Switzerland. Members benefit from
exchange of best practices, bi-annual meetings
and local trainings and seminars focusing on
BSCl and social responsibility related issues in
the local language.

coordinate media relations and stakeholder
dialogue with local NGOs and governmental
organisations. This has allowed BSCl members
in Switzerland to present a single voice to

the stakeholders and provides a central
resource for handling general media requests
for members. It also is a helpful resource for
answering questions from potential members,
thus playing an active role in generating more

They have created a communications hub to
' synergies within the BSCI.
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We joined BSCI in 2009 because we are
committed to being a socially responsible
company and the BSCI system is the preferred
social management system for many of our
customers. We believe that the best way to
get the BSCI process started is to put in a

lot of effort at the preparation phase. With
this approach we have experienced that our
suppliers take their involvement in the BSCI
process as a compliment and make concerted
efforts to improve conditions at the factories.

Maiken Kortegaard
CSR manager
Actona Company (Member since 2009)

J
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China represents a major sourcing country

for most BSCI member companies. On a daily
basis, | help BSCI representatives in Asia follow
BSCl rules, understand the audit procedures
and answer specific questions related to such
issues as working hours and overtime. | also
support organising stakeholder meetings to
discuss important issues of mutual concern.

Jingwei Li,
BSCI China Representative
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HIGHER QUALITY AUDITS

ENSURING EXTERNAL AND UNBIASED AUDITS

(L

The only reliable way to ensure suppliers’
operate responsibly is to rely on international
audit and certification systems.

A comprehensive system such as the BSCI
enables us to fulfill the requirements. In our
opinion, the BSCI audit process is a win-win
alternative for buyers as well as suppliers and

their workers alike. , ,
Helena Frilander

Corporate Responsibility Advisor
KESKO (Member since 2005)

In 2009 we implemented several measures to improve
the quality of our audits.

We revised and updated our auditing tool in regards to
the new Code of Conduct and other improvements, such
as the increased audit duration for better evaluation
of the situation on the factory floor and renewed
assessment of working hours. We also created an
Employee Interview Sheet to clarify the characteristics
of the workers’ interviews.

In 2009, we also ran three calibration meetings for
auditors (two in Brussels and one in India), doubled
the number of surveillance audits performed in 2008,
covering all major supplying countries (by conducting
25 surveillances) and dedicated a staff person to
managing our internal quality review program.

The growth in our membership resulted in an increased
demand for BSCI audits in 2009. To respond to this
additional demand, we contracted with three additional
auditing companies (CISE, APCER and ABS Quality
Evaluations]. Members can now select from a total of
15 accredited bodies and nearly 800 qualified auditors
available to perform BSCI audits.

In addition, we successfully held the first BSCI
auditor workshop focused on the methodology for
primary production.

Employee interviews are essential to the audit
process for gaining a better understanding

of what is happening at the factory level

on a day-to-day basis. Fifty percent of the
interviews are conducted confidentially and
individually and the other half is done in-group
interviews, off-site if necessary. The auditor
selects the workers to be interviewed, in order
to ensure that they represent a cross section
of the population of the factory, including
different genders, positions, seniority and
other personal characteristics (e.g. pregnant
worker, apprentice, migrant worker].

The systematic approach and ongoing
calibration of auditors has allowed BSCI to
gather valuable data on the status of its supply
chain and to identify weaknesses and areas in
need of improvement.

J

Doug DeRuisseau

Director of Field services and lead

accreditation auditor

Social Accountability Accreditation Services (SAAS)
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MORE CAPACITY-BUILDING WORKSHOPS

DELIVERING OVER 50 CAPACITY-BUILDING WORKSHOPS TO

2000 SUPPLIERS FROM 10 COUNTRIES

BSCI SUPPLIERS AND MEMBERS TRAINED PER COUNTRY IN 2009 (PARTICIPANTS)

In 2009, we focused on expanding our
infrastructure to deliver more capacity-building
workshops to our members and their suppliers.
We improved our training materials and organised
over 50 workshops. A key achievement was

the overwhelming success of the workshops,
which were well attended and received positive
evaluations, with over 70% of the participants
rating them as very good.

Capacity-building workshops in 2009 included:

e 27 Awareness Raising Workshops

e 32 Advanced Workshops in partnership with
China National Textile and Apparel Council
(CNTAC)

e 10 Days of trainings for members: four days of
Professional Training Workshops in partnership

with SAI (Germany and The Netherlands]; six
Information Seminars (Belgium)
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[ china (3109)
- Bangladesh (376)
- Vietnam (239)

- Europe (training to members) (181)

BSCI Information Seminars are a valuable
part of the system. The seminars help our
staff understand the BSCI principles, the
specific aims of the audit process and the
approach for continuous improvement at
production facilities.

Johann Ziiblin
Head of Standards and Social Compliance
Migros (Member since 2003)

(£

| attended a BSCI Advanced Workshop on
employee relationships in December last year
in Guangzhou. | gained valuable knowledge
regarding BSCI’s Code of Conduct, had the
opportunity to meet with other managers facing
similar issues and learned about new tools to
resolve worker-manager issues.

Peter Song ,

Manager of H.R. Dept.
Shenzhen Maniform Lingerie Co., LTD.

=) pagel?




MORE ENGAGEMENT WITH STAKEHOLDERS

£c

TACKLING TOUGH CHALLENGES TOGETHER

An important objective in 2009 was strengthening
our engagement with stakeholders in Europe and in
supplying countries.

We welcomed two new members in our Stakeholder
Board (= page 11]) and organised several Round Tables
and stakeholder meetings in Europe and sourcing
countries to promote dialogue, exchange experiences
and encourage local ownership.

We had discussions with the Fair Wear Foundation,

an international verification initiative dedicated to
improving social conditions in the garment industry.
We identified areas of potential collaboration, including
hosting Round Tables in supplier countries and working
together to avoid duplication of audits.

Round Tables:

5 February 2009, New Delhi, India

5 May 2009, Agadir, Morocco (with GLOBALGAP)
21 May 2009, HCMC, Vietnam

7 October 2009, Dhaka, Bangladesh

4 March 2009, Lima, Peru

9 March 2009, San José, Costa Rica
16 March 2009, Sao Paulo, Brazil
19 October 2009, Brussels, Belgium

. Stakeholder Meetings:
. 24 November 2009, Brussels, Belgium
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WHAT STAKEHOLDERS TOLD US

As Chair of the October 19 Stakeholder Meeting,
I'identified a number of key positioning and
business development questions for BSCI to
consider as it enters 2010.

1. For whom is BSCI auditing? It is essential
to be clear about primary information
recipients, both internal and external to the
membership, and also about the objectives
of communicating audit results to different
audiences.

2. How inclusive is the process? Members
need to better understand their options
for external partner involvement in the
auditing framework, with a view to improving
transparency and legitimacy.

3. How to go beyond CSR as an instrument?
Embedding external issues in internal
processes cannot be disconnected from
overall business strategy. Environment
Social Governance [ESG) activity within
the firm needs executive leadership if it
is to avoid being used as a reactive tool,
instead of proactive business development
approach.

4. What comes next? Companies have a vested
interest in better identifying the emerging
ESG trends in their sector and operating
environments, and the drivers and actors
behind them. This poses a related challenge
regarding skills and talent management and
the knowledge capability of the firm.

5. What is sustainable? Corporate
responsibility is a continuous management
process for better commercial and £SG
performance. It is not clear how auditing
can incentivise such an approach, but its
potential role needs careful consideration.

Simon Pickard

Director of European Academy of

Business in Society (EABIS) ,
Member of the BSCI Stakeholder Board
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i The Asian Floor Wage (AFW) campaign was launched
. in 2009 by a large number of NGO's and trade
unions in Asia, Europe and the US. One of the main
proposals is setting a minimum living wage for

Asian workers in the garment industry.

Wages are an important social issue being
addressed through the BSCI Code of Conduct.
Our Code takes a two-pronged approach to wage |
© payments, requiring compliance to a legal minimum
wage and allowing a living wage to be pursued on

a voluntary basis by each supplier. The experience
tells us that the payment of a legal minimum wage
is often already a challenge, however in some |
countries is not enough for enabling workers to
© make a living.

. The legal minimum wage should be sufficient

. for people to have a decent living. In 2009, we

. started putting the topics of wages on the agenda
of Round Tables in supplying countries. It is !
important to involve local stakeholders, notably
local governments as they bear the responsibility to
ensure the well-being of the workers in the country.

BSCI Annual Report 2009
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FOCUS ON STAKEHOLDER ROUND
TABLES

INDIA: ADDRESSING THE ISSUE OF CHILD LABOUR

In February 2009 BSCI participated in the CSR Round
Table hosted by the Northern Indian Organisation of
Chambers of Commerce (PHDCCI) in New Delhi. Nearly
40 participants from a diversity of sectors discussed
the question of child labour remediation. It was
stressed by participants that the challenge of child
labour was linked to education. India is a country with
an important population under 25 years, but many
young people drop out of school, gravitating towards
work. The BSCI has developed a clear position on child
labour detailing its auditing and remediation approach
and we will continue to engage on this important topic.

MOROCCO: SETTING UP PRACTICAL GUIDANCE FOR
AUDITORS

In May 2009, in collaboration with GLOBALGAP, we
hosted a Round Table with local stakeholders in
Morocco. The focus was on understanding Moroccan
labour law and its interpretation by BSCl and
GLOBALGAP. The Round Table concluded with concrete
and practical guidelines on how the local labour law
should be applied and interpreted by auditors.




BANGLADESH: ROUND TABLE ON SOCIAL COMPLIANCE
NEWLY FORMED

In October 2009 the Government representatives -
among them the Minister of Commerce as key guest -
buyers, suppliers, NGOs, trade unions, think tanks,
business associations met in Dhaka to re-launch the
Bangladesh Round Table on Social Compliance to set a
neutral forum to dialogue necessary improvements in
the garment industry. It was noted that the different
set of compliance Codes raises production costs,
highlighting the value that the BSCI Code of Conduct
offers to Bangladesh suppliers.

The stakeholders identified future topics for
discussion, including safety and health, management,
workers relations (including the Workers Participation
Committee], ethical buying and minimum wage
reform. However, communication was the most
common listed and is an important underlying issue
which needs to improve, within the factories but also
among the stakeholders. This stakeholder dialogue is
meant to be a continuous forum to foster cross-table
understanding and is a trust building effort achieving
result-orientated cooperation. In view of the many
incidents and the social unrest, sustainable change
in Bangladesh is imperative to keep the trust of
international buyers.

VIETNAM: COMPARING THE BSCI REQUIREMENTS AND
NATIONAL LAW

In May 2009 stakeholders, including various industry
and association members such as the Leather and
Footwear association (LEFASO], the Textile and Apparel
Association (VITAS) and private audit and training
consultants attended a Round Table in Ho Chi Minh
City. A core issue discussed was BSCI’s transparency
and other standard requirements with regard to
national regulations. Specific issues were identified
for the next Round Table in 2010, including: how to
increase participation of government organisations
and associations, creating a comparison between the
BSCI standard and the national labour code, developing
a map showing current CSR activities in Vietnam and
identifying a format to increase the exchange of best
practices among local actors.

£ page?20
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ENHANCED COMMUNICATIONS

HELPING MEMBERS COMMUNICATE THEIR
COMMITMENT TO SOCIAL RESPONSIBILITY

As the BSCIl has become a major player in the social
compliance field, we have been able to develop our
reputation in the CSR expert community. We want

to increase our visibility towards all stakeholders,
including consumers, to create greater awareness of
the issue of working conditions and demonstrate the
impact of our activities.

To reach out to all our stakeholders we continued to
distribute our publications, such as the BSCI Echo,
which updates over 2000 people worldwide on our
latest developments and activities. We also published
a transparent and comprehensive Annual Report 2008.

In 2009 we participated in several international shows
and conferences in Europe and Asia to explain what we
do and detail our achievements and challenges thus
far. In addition, we published several press releases
which were picked up by some European and Asian
newspapers and magazines. We also proudly received
the DNWE prize for “Business Ethics” at the end

of 2009.

In a booming organisation such as the BSCI,
membership communication is key. To ensure a smooth
communication among the 430 BSCI members, we
regularly published our internal newsletter BSCI News
which is distributed to 616 BSCI company contact
persons directly involved in the BSClI implementation.
We also updated and increased the information
resources on our website which receives approximately
8000 visits a month.

In addition, our members play an important role in the
communication about BSCI. Since 1st January 2009,

all BSCI members agreed to actively communicate their
BSCI membership in their corporate communication
tools. We launched a new BSClI members’ logo to help
them to be transparent and communicate to their
stakeholders their commitment to social responsibility,
increasing recognition and support of our work.
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Rapid membership growth increases the risks of
negative incidents in the supply chains and negative
media coverage. In 2009, we also put a lot of effort
into helping members respond to press and consumer
inquiries and explain the complexity of the issues at
stake and the positive changes brought by the BSCI.

DNWE GIVES ETHICS PRIZE TO BSCI - A CLEAR
RECOGNITION OF OUR APPROACH

The German Business Ethics Network (DNWE]
has awarded the BSCI for having taken a leading
role in providing a solution for companies to
respond to a key challenge in business ethics.
BSCl is not about charity, but it aims at a
process towards change in companies’ value
chains and management structures which
brings along also changes in its core business.
The DNWE award to BSCI underlines the
initiative’s determination to achieve change in
the future. BSCI and its members have decided
to go this challenging path, which deserves
support and acknowledgement. ’
Prof. Dr Albert Lohr ,
Chairman of DNWE

The BSCI will use the award to engage with the
international development organisation Cordaid
(= www.cordaid.com) in a micro-credit finance
project to reinforce the economic perspective
for women with low incomes in India.

/
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THIS IS THE BSCI IN 2009

Area 2009 objectives Measures taken Level
Governance Improve BSCI governance and Restructured Committees and nominated chairmen Medium
clarify strategy Focused Members’ Assembly on core strategic issues

Revised System Rules and Functioning
Defined a long-term vision and medium and short term

actions
System Strengthen and improve BSCI Adoption of: High
system - Arevised version of the Code of Conduct

- A stronger commitment formula
- Recommendations on buying practices
- Extended scope of food module to processed food

Strengthen complaint procedure Adoption of a complaint mechanism for workers in China High
and India
Membership Expand infrastructure to support Designated representatives in China and India High
members Welcomed administrative staff for Executive Office

Supported six National Contact Groups
Organised six BSCl Information Seminars

Expand membership and increase ~ Welcomed 176 new members: many new SMEs and large High
diversity of members companies from the food sector

Auditing Improve audit process, capacity and Created an on-line commitment and alert systems of High
tools re-audits in the database of suppliers

Updated auditing tools in regards to new Code of Conduct,
audit duration and workers interviews
Contracted with three new auditing companies

Improve quality of audits Doubled the number of SAAS surveillance audits High
Increased the internal quality audit review program with one
manager assigned

Organise training for auditors Organised three calibration meetings for auditors Medium
Organised one training session for food auditors
Capacity Improve training materials and tools  Started working on user-friendly BSCI training materials: High
Building e-learning tools on BSCl implementation and internal

management system in the food supply chain, on-line
database learning module

Use colors to rate level: Green for high, yellow for medium
and red for low.

Increase training sessions for Trained 4063 people at over 2000 suppliers High
suppliers Organised 27 Awareness Raising Workshops and 32

Advanced Workshops in 10 countries

Invited more food suppliers to trainings

Increase training for buyers and Developed recommendations on buying practices Medium
workers Offered 8 Professional Training Workshops in partnership
with SAl
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Area

Stakeholder
Engagement

Communications

BSCI Annual Report 2009

2009 objectives

Measures taken

Level

Cooperate with other initiatives

Disseminated information on the Responsible Supply Chain
Management web portal

Partnered with SAl on Professional Training series and with
CNTAC on training sessions in China

Cooperated with GLOBALGAP on Round Table in Morocco

Medium

Create a network of external trainers

Started the development of an on-line service provider
directory
Postponed train-the-trainer project with CNTAC to 2010

Low

Enhance impact of Stakeholder
Board

Organised two meetings of the Stakeholder Board
Welcomed 2 new members to Stakeholder Board

Medium

Continue dialogue with other
European stakeholders

Organised two ad-hoc Stakeholder meetings and several
bilateral meetings with various relevant stakeholders
Launched the Chinese version of the Responsible Supply
Chain Management Laboratory

High

Strengthen stakeholder dialogue in
supplying countries

Supported and initiated Round Tables and other stakeholder
meetings in Bangladesh, Brazil, Costa Rica, India, Morocco,
Peru and Vietnam

High

Create closer cooperation with other
initiatives

Signed MOU with GLOBALGAP

Developed closer cooperation with ICTI on the basis of MOU
Held discussions with SAl, GSCP, Fair Wear Foundation,
Rainforest Alliance and Fairtrade Labelling Organisations
Started setting up a project with SAl and the German
Technical Development Agency (GTZ) for capacity building
in India

High

Increase BSCI's visibility

Publish 5 press releases and generate press coverage
related to increasing stakeholder relations, workshops in
supplying countries, DNWE Prize and the Swiss National
Contact Group

Published two BSCI Echo newsletters, sent to more than
2000 stakeholders worldwide

Medium

Encourage members to
communicate about BSCI

Launch of a new BSClI member logo to be used in corporate
communication

High

Support the BSCl and its members

Provided support to members in communicating during
campaigns
Engaged with several stakeholders to discuss solutions

High

Expand communications to
members

Published BSCI News monthly
Increased information accessible for members on website

Medium




OUR CHALLENGES 4|

SOME OF THE KEY CHALLENGES WE FACED IN 2009
ARE HIGHLIGHTED BELOW:

Tackling specific and complex non-compliance
challenges: Two key, on-going challenges we

face in light of the organisation’s rapid growth

are building our capacity to meet an even more
significant improvement in audit results and
helping suppliers overcome specific and complex
non-compliance challenges in four key areas:
working time, compensation, health and safety and
management practices.

Need to engage stakeholders to tackle complex
issues: Social compliance is a complex issue that
raises many economic and political questions that
we cannot address alone. Many non-compliance
issues, such as working time and compensation,
can only be solved through a large-scale, systemic
shift that will require all concerned stakeholders,
including governments and consumers, to mobilise.

Supporting specific needs of SMEs: A growing
percentage of our new members can be described
as SMEs. These members, mostly small importers,
face specific challenges in implementing the

BSCl system due to a lack of human and financial
resources, little knowledge in the field of social
compliance and less leverage with suppliers

than members with large buying volumes. These
members need additional support during the
implementation phase.

Training the workers: We did not implement any
specific training for workers in 2009. Nevertheless,
we believe that by continuously raising the
awareness and monitoring the implementation of
freedom of association and the right to collective
bargaining, we enable workers to set up structures
that will empower them on social rights.
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More progress on implementing concrete projects
needed: One objective in 2009 was to engage the
Stakeholder Board and Round Tables to develop and
implement concrete projects. We started to meet
this objective by beginning on a long-term capacity
building project that will be implemented with SAI
and the German Technical Development Cooperation
(GTZ) in India. We will continue to engage other
Round Tables in similar projects.

Members questioned by stakeholders and media:
In 2009, we became the largest business initiative
for social compliance in the supply chain. Along
with our success, some of our biggest members
also faced more exposure. Although our members
are clearly at the forefront of good social practices,
demonstrating measurable commitment to social
compliance in their supply chain, we need to better
explain to stakeholders and the media what we do
and how we do it.

Focus on social compliance limits environmental
scope: In 2009, we explored the possibility of
including environmental issues in the BSCl process.
However, we decided to stay true to our strategic
focus on social and labour issues and continue seek
collaboration and partnerships to help suppliers
address environmental challenges.
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OUR PRIORITIES

2009-2014

OUR NEW ACTION PLAN OUTLINES OUR LONG-TERM
OBJECTIVES AROUND FOUR KEY PILLARS:

* Increase Impact
e Broaden Stakeholder Engagement
e Build Capacity

e Pilot Innovation

With the support of our member companies and
Stakeholder Board, our expanded staff and newly
installed country representatives in Asia, we are
well positioned in 2010 to make progress towards
these objectives.

INCREASE IMPACT

Our long-term objectives to increase BSCl’'s impact
include:

* Increase the level of compliance in audits by
achieving 66% 'Good" or 'Improvement Needed’
results by 5% years after joining the BSCI

e Strengthen the quality of audits
* Improve tools for members and auditors
e Develop partnerships with other systems

* Increase external visibility through improved
communications

e Build stronger relationships with the media

BUILD CAPACITY

Building the capacity of BSCl members, suppliers and
auditors is a key pillar of the BSCI long-term strategy.
Our goal is to:

Create a strong network of service providers
Increase training capacities in producing countries
Deliver more advanced trainings for suppliers

Enhance capacity-building programs in the
food sector

PILOT INNOVATION

Meeting the growing needs of our membership will
require BSCI to think outside of the box and experiment
with new approaches. For 2010, we have identified two
areas worthy of pilot projects:

e Ensure a smooth communication flow with members

* Expand membership to capture increased synergies

BROADEN STAKEHOLDER ENGAGEMENT

In the long run, we want to strengthen our working
relationships with stakeholders and achieve:

e Alarge and representative Stakeholder Board
e An active network of Round Tables

* Productive stakeholder dialogues leading to
strategic collaborations

BSCI Annual Report 2009
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SMEs: A key goal for 2010 is to launch a pilot
project that develops innovative approaches for
meeting the needs of SMEs and provides them
with a tool to smoothly and more easily implement
the BSCI.

Public Entities: BSCI has also identified a need
among public entities (e.g. public authorities and
publicly-owned companies) for a tool that enables
them to implement CSR in their supply chain. Since
public procurement programs must adhere to
specific rules, different from that of a business,
BSClI plans to pilot a project that will determine
how such organisations can use BSCl as a tool for
improving social compliance in their supply chains.




WE ARE 430 MEMBERS STRONG!

As of 31 December 2009, we have 430 members with
over 300 billion € turnover, representing 1 million
direct employees and 616 contact persons dedicated to
BSCl implementation.

ADVANTAGES TO BSCI MEMBERSHIP
By joining the BSCI, you will:

* Enhance working conditions in your global supply
chain

* Reduce costs and save time by sharing audit
information in the BSCI| database of suppliers

* Boost your supplier productivity and
competitiveness

* Increase your credibility and company reputation
for fairness

* Be partof an effective and well-established
platform of companies devoted to the same goal

BSCI MEMBERSHIP OBLIGATIONS

However, membership also brings obligations. To be a

BSClI member means to:

* Commit to the implementation of the BSCI Code of
Conduct in your supply chain

e Share audit results in the BSCI database

* Support the improvement process of suppliers by
involving them in capacity building activities

e Be active in BSCI life

e Communicate about your involvement

Details on how to join BSCl can be found on our web

OUR MEMBERS

We joined BSCI for its standardised approach to
improving social compliance in the supply chain
and because the system is applicable in an
agricultural work environment.

BSCl’s system allows retailers and importers to
learn from each other, reduce duplication, make
life easier for suppliers and, most importantly,

to work together across the supply chain to

improve working conditions. ’ ’

Hugo Byrnes
Director Product Integrity
Royal Ahold (Member since 2005)

y

site: = www.bsci-eu.org.
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APPENDIX I:

OUR AUDIT RESULTS

EVALUATION PROCESS

THE AUDIT EVALUATES THE SUPPLIERS AGAINST THE
BSCI CODE OF CONDUCT

The suppliers of BSCl members are evaluated in a
three-part questionnaire:

e Part A (“Master Data”) gathers information about
the structure of the company, such as the location
of production units and number of sites, sub-
contractors and sub-suppliers. It also gathers data
about business activities and revenue, production
and employment structure.

e Part B (“BSCI Social Requirements”) translates
the requirements of the BSCI Code into concrete
questions. The assessment and implementation of
Part B is mandatory.

e Part C (“Best Practice for Industry”) is based
on the criteria of our best practice, SA8000. It
concerns questions such as the implementation of a
living wage, remediation in case of child labour, full
responsibility for sub-suppliers, the existence of a
CSR policy and CSR communication with the factory.
During a BSCI audit, the auditor has to assess if
the supplier has complied with the more ambitious
criteria of Part C; however, the implementation of
Part C is not mandatory.

All suppliers who are able to satisfy part B and
part C of the audit questionnaire are encouraged to
apply for the SABOOO certification. Many suppliers
face challenges complying with the more stringent
requirements of SABO0O. However, 175 suppliers of
BSCl members are SAB0OO certified.

PART B: BSCI SOCIAL REQUIREMENTS
B.1 Management Practice
B.2 Documentation
B.3 Working Time
B.4 Compensation
B.5 Child Labour
B.6 Forced, Prison Labour/ Disciplinary Measures
B.7 Freedom of Association/ Collective Bargaining
B.8 Discrimination
B.9 Working Conditions
B.10 Health and Social Facilities
B.11 Occupational health and Safety
B.12 Dormitories
B.13 Environment
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The implementation of each social requirement is
assessed through a set of questions. A subset of the
questions is considered crucial - if suppliers do not
pass a crucial question, they will be rated overall as
“Non-Compliant”.

For example, crucial questions include:

B.1 Management Practices: Is there a procedure to
recruit subcontractors based on their ability to meet
social requirements?

B.3 Working Time: Do employees receive one free day
following six consecutive days of work?

B.4: Compensation: Is overtime paid at the individual
hourly rate?

THE EVALUATION GRADING SYSTEM

To assess the compliance of the supplier, we use an
evaluation grading system based on four rates.

e Good (G): The factory audit shows no deviation or
only minor deviations from the BSCI requirements.
In addition, full protection of employees is given
in regards to implementation of the ILO Core
Conventions. An auditor can assess an audit as
good, if there are not more than two deviations in
non-crucial points. If a factory is rated as “Good”,
it does not require a re-audit. Even when a factory
is graded as “Good” in many categories, it will
be in non-compliance if it fails to pass a crucial
requirement.

e Improvements Needed (IN): The factory audit
shows that there is fulfillment of at least half of the
requirements and no deviation on crucial points.

e Non-Compliance (NC): The supplier is in non-
compliance with half of the requirements and/or in
crucial points.

e Non-Applicable (NA): The requirements do not
match the company structure. This is mainly the
case related to dormitories.




OVERALL AUDIT RESULTS

WE SEE REAL PROGRESS, BUT STILL OBSERVE SUBSTANTIAL CHALLENGES

To assess the improvement that implementation

of the BSCI process brings to factories, we need to
compare the results of those suppliers who completed
a full audit cycle in 2009 (completing both an initial
audit and a re-audit if necessarg]. In 2009, for
companies who completed a full audit cycle, 3461
initial audits were conducted at factories; of these,
2876 required re-audits. The charts included in this
section summarise the results of the initial audits and
re-audits by country.

The re-audit figures are sometimes lower than the
number of initial audits because if a factory is rated
as “Good”, it does not require a re-audit. In other
instances, the number of re-audits is higher than the
initial audits because more than one re-audit was
conducted at some factories. In addition, while the bar
charts may show high rankings in many categories, a
factory’s overall ranking will be “Non-Compliant” if it
does not pass one of the crucial questions (see box
above on Part B for details]).

SUPPLIERS WITH BSCI CYCLE COMPLETED IN 2009

INITIAL AUDIT RESULTS (8824)

[ Good (19%)

Improvements Needed (13%)

[ Non-Compliant (68%)

While the results of the re-audits show an improvement
of the social conditions at factories, we still

observe substantial difficulties creating sustainable
improvement for working time (B3) and compensation
(B4]). Tackling these issues will require shifting
systemic, economic and politically sensitive issues,
therefore, we work to address these issues through our
on-going stakeholder dialogues and advanced trainings
for suppliers.

Improvement in management practice (B1) and health
and safety (B11) is also lagging. To tackle these
non-compliances require the development of specific
training sessions.

RE-AUDIT RESULTS (6360)

B cood (48%)

- Improvements Needed (18%)

[ Non-Compliant (34%)

Audit Overview 2009: Overall Results for All Countries Audits Re-Audits
Suppliers in the process 8824 6360
Suppliers having performed an entire BSCI cycle (initial audit and re-audit) 3461 2876

£ page?8

BSCI Annual Report 2009



OVERALL AUDIT AND RE-AUDIT RESUTS FOR ALL COUNTRIES - PART B

B.1 Management Practice

B.2 Documentation

B.3 Working Time

B.4 Compensation

B.5 Child Labour

B.6 Forced, Prison Labour/ Disciplinary Measures
B.7 Freedom of Association/ Collective Bargaining
B.8 Discrimination

B.9 Working Conditions

B.10 Health and Social Facilities

B.11 Occupational health and Safety

B.12 Dormitories

B.13 Environment

0% 10% 20% 30% 40% 50% 60% ©70%

INITIAL AUDIT RESULTS RE-AUDIT RESULTS

- Good Improvements Needed - Non-Compliant - Good - Improvements Needed

PROGRESS PER COUNTRY

DISTRIBUTION OF INITIAL AND RE-AUDITS BY COUNTRY IN 2009

- China (78%)
B s2ngiadesh (6%)

Other (5%)

- India (4%)
Turkey (3%)
I vietnam (2%)
- Indonesia (1%)
|:|Thailand (1%)

BSCI Annual Report 2009 ) page?29

80% 90% 100%

- Non-Compliant



CHINA

Despite the fall in foreign exports experienced by the
country in 2009, China is clearly the most important
supplying country of our members (78% of audits
conducted]. The effects of the economic crisis were
offset by the growth in domestic consumption and the
huge recovery plan launched at the end of 2008.

At the social level, the crisis has unfortunately
delayed and limited the positive effects of the social
progresses foreseen in the Labour Contract Law that
entered into force in January 2008. The economic
development in China has been more rapid in coastal
provinces than in the interior. Approximately 200
million rural workers and their dependents have
relocated to urban areas to find work that does

not require high skills, such as the manufacturing
industries. China is facing a huge challenge to sustain
those jobs and contain potential social strife due to the
economy rapid transformation. In this context, CSR is a
concept that is increasingly recognised by the Chinese
central government and provincial governments.

Regarding the BSCl results, a total of 2685 initial
audits were conducted in China by the end of 2009,
18% rated as “Good” and 71% as “Non-Compliant”. After
2242 re-audits, “Non-Compliance” was significantly
reduced to 34% and “Good” increased to 50%.

Despite our substantial progress in organising more
training opportunities, it is challenging to create
sustainable improvement for working time (B3)

and compensation (B4]). There is also room for
improvement in management practice (B1) and health
and safety (B11].

In partnership with the China National Textile and
Apparel Council (CNTAC], we conducted training
activities to support factories to better understand
the BSCI process, Code of Conduct and how to achieve
better social performance in specific areas. We also
assigned a new China representative to increase
support for members (= p. 15].

Audit Overview 2009 Audits Re-Audits
Suppliers in the process 6168 4862
Suppliers having performed an entire BSCI cycle (initial audit and re-audit) 2685 2242
TOTAL RESULTS INITIAL AUDITS TOTAL RESULTS RE-AUDITS

Good (18%) Good (50%)

Improvements Improvements

Needed (11%) Needed (16%)

Non-Compliant

Non-Compliant

(71%) (34%)
Capacity Building 2009 Participants ~ Workshops  Dates Location
. 25 May - 5 June Hangzhou and Guangzhou
Awareness Raising Workshops 2302 4 5 _ t November Wi 276 GuamEien
Sahrmeed o kslhens 2117 32 25 May - 5 June Hangzhou and Guangzhou

2 — 5 November Ningbo and Guangzhou
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BANGLADESH

Bangladesh is among the poorest countries in the
world with 36% of the population living below the
poverty line. The Bangladesh economy has not suffered
too much from the international crisis because

of low financial integration of the country in the
world’s economy.

Nearly two-thirds of Bangladeshis are employed in

the agriculture sector, with rice as the single most
important product. The Ready Made Garment Industry
has enormously contributed in the diversification of
the economy from a mainly agricultural country to

a growing export orientated industry. It employs 3.5
million workers of which 2/3 are less-privileged women
from rural area. However, the country saw an erosion of
exports due to depressed world demand for textiles.

Regarding the auditing results, about 6% of our audits
are conducted in Bangladesh. A total of 133 initial
audits were conducted in 2009, with 12% rated as
“Good” and 67% as “Non-Compliant”. After 57 re-audits,
“Non-Compliance” was significantly reduced to 32% and
“Good” increased to 28%. Most important social issues
are related to working time (B.3), compensation (B.4],
management practice (B.1) and health and safety
(B.11).In 2009, we implemented 4 Awareness Raising
Workshop sessions. Repeated accidents in factory
clearly underline the need for those trainings to be
continued in 2010. In addition, last October we initiated
a successful Stakeholder Round Table (= p. 20).

Audit Overview 2009 Audits Re-Audits
Suppliers in the process 517 527
Suppliers having performed an entire BSCI cycle (initial audit and re-audit) 199 178
TOTAL RESULTS INITIAL AUDITS TOTAL RESULTS RE-AUDITS

Good (12%) Good (28%)

Improvements Improvements

Needed (21%) Needed (40%)

Non-Compliant

Non-Compliant

(67%) (32%)
Capacity Building 2009 Participants ~ Workshops  Dates Location
Awareness Raising Workshops 376 4 5-8 October Dhaka
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INDIA

In 2009, India regained its pace of growth to a level
close to that which existed before the international
financial crisis. This performance is attributed to
domestic demand, driven by purchases of consumer
durables and automobiles, and the public recovery
plan. Exports, which play an important role in India’s
economy, fell but India remains the second largest
supply country of BSCI members (4% of audits
conducted]. On the social level, India's challenges
include widespread poverty, inadequate social
infrastructure, limited employment opportunities,
and insufficient access to basic and higher education.
Over the long-term, a growing population and changing
demographics where the working age population

is growing faster than the total population make

it urgent to enforce existing social, economic, and
environmental legislations.

Regarding the BSCl auditing results, at the end of
2009, a total of 174 initial audits had been conducted,
with 49% rated as “Good” and 37% as “Non-Compliant”.
After 95 re-audits, “Non-Compliant” was significantly
reduced to 24% and “Good” increased to 58%.

While the improvement rate in the re-audit results

is remarkable, we still observe non-compliances in
terms of working time (B3], compensation (B4]) and
management (B1]. In addition, discrimination (B8]
and child labour (B5] are significant challenges, but
are often difficult to track through audits.

We held four Awareness Raising Workshop sessions.
In addition, we initiated a Stakeholder Round Table in
Delhi (= p. 19) where the main topics of discussion
were the impact of the financial crisis on the Indian
economy and the BSCl approach to child labour.

Audit Overview 2009 Audits Re-Audits
Suppliers in the process 616 207
Suppliers having performed an entire BSCI cycle (initial audit and re-audit) 174 95
TOTAL RESULTS INITIAL AUDITS TOTAL RESULTS RE-AUDITS
Good (49%) Good (58%)
Improvements

Improvements
Needed (14%)

Non-Compliant
(37%)

Capacity Building 2009

Participants

Workshops Dates

Needed (18%)

Non-Compliant
(24%)

Location

Awareness Raising Workshops 146

2 — 5 February Mumbai and Chennai
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TURKEY

Despite its vulnerability to external trends, the Turkish
economy had to suffer a significant slowdown in 2009
but not as severe as expected. Turkey's economy is a
complex mix of modern industry and commerce along
with a traditional agriculture sector that still accounts
for about 25% of employment. The largest industrial

sector is textiles and clothing, which accounts for one-

third of industrial employment and is very dependent
of European demand; it faces stiff competition in
international markets with the end of the global
quota system. However, other sectors, notably the
automotive and electronics industries, are rising

in importance and have surpassed textiles within
Turkey's export mix. On the social level, the country
has to face booming unemployment in a country
where people under the age of 28 represent half the
population.

Regarding the BSCl auditing results, most suppliers in
Turkey come from the garment sector, with just under
3% of BSCI audits conducted there. A total of 98 initial
audits were conducted in 2009, with 21% rated as
“Good” and 63% as “Non-Compliant”. After 82 re-audits,
“Non-Compliant” was significantly reduced to 29%

and “Good” increased to 56%. Most non-compliances
are related to working time (B.3), compensation

(B.4) and management practice (B.1]). Even though
audits are not always showing violations regarding
discrimination and freedom of association, experience
shows that more efforts have to be undertaken to
improve compliance in this field. In partnership with
the Istanbul Textile and Apparel Exporters’ Association
(ITKIB), we held two Awareness Raising Workshop
sessions.

Audit Overview 2009 Audits Re-Audits
Suppliers in the process 426 229
Suppliers having performed an entire BSCI cycle (initial audit and re-audit) 98 82
TOTAL RESULTS INITIAL AUDITS TOTAL RESULTS RE-AUDITS

Good (21%) Good (56%)

Improvements Improvements

Needed (16%)

Non-Compliant

Needed (15%)

Non-Compliant

(63%) (29%)
Capacity Building 2009 Participants ~ Workshops  Dates Location
Awareness Raising Workshops 153 21 October Istanbul

BSCI Annual Report 2009

=) page33




VIETNAM

Vietnam went through the global financial crisis by
keeping a positive growth of its economy based on
arecovery plan of the government. Although the
agricultural sector employs 60% of the population,
industry is the main engine of growth. The major
export industries are textiles and footwear, paper and
furniture and food. On the social level, deep poverty
levels have declined significantly, unemployment is
stable for the time being and Vietnam is working to
create jobs to meet the challenge of a labour force that
is growing by more than one million people every year.
Globally, the labour law of Vietnam is protective of
workers and follows broadly the ILO Conventions.
However, law enforcement is lacking, due to the limited
labour inspectors. In addition, the awareness of
corporate social responsibility has to be improved.

Most suppliers in Vietnam come from the garment
sector, with just under 2% of audits conducted there.
A total of 68 initial audits were conducted, with 10%
rated as “Good” and 80% as “Non-Compliant”. After
63 re-audits, “Non-Compliance” was significantly
reduced to 40% and “Good” increased to 41%. Most
non-compliances are linked to working hours (B.3],
compensation (B.4) and health and safety (B.11]. In
2009, we delivered three Awareness Raising Workshop
sessions and initiated a fruitful stakeholder Round
Table meeting (= p. 20).

Audit Overview 2009 Audits Re-Audits
Suppliers in the process 208 127
Suppliers having performed an entire BSCI cycle (initial audit and re-audit) 68 63
TOTAL RESULTS INITIAL AUDITS TOTAL RESULTS RE-AUDITS
. Good (10%) Good (40%)
Improvements Improvements
Needed (10%) Needed (19%)
. Non-Compliant Non-Compliant
(80%) (41%)
Capacity Building 2009 Participants ~ Workshops  Dates Location
Awareness Raising Workshops 239 3 19-21 May Ho Chi Minh City
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APPENDIX I1:

FINANCIAL OVERVIEW

FINANCIAL OVERVIEW

INCOME

QOur total income for 2009 was 2,385,000 € and came from two
sources: member companies and audit fees.

Member Companies (81%)

Audit Fees (19%)

EXPENDITURES

In 2009, the majority of our expenses went to member support,
capacity building, external quality assurance for audits and
communications/stakeholder activities.

- Members’ support (62%)
- Capacity building (17%)
External quality assurance for audits (8%)
- Communication and stakeholder activities (6%)
Members’ support in supplying countries (4%)

- Database and other management tools (3%)
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APPENDIX [11:
GRI CONTENT INDEX

GRI TABLE

G3 DISCLOSURE ITEMS

The structure and content of the BSCI annual report
2008 has been designed to meet the requirements of the
Global Reporting Initiative (GRI). As G3 guidelines define
the structure and general content of sustainability
reporting of corporations, this report follows as closely
as possible the G3 disclosures items but cannot respect
them in all detail. On other essential questions, the BSCI
reports goes beyond the GRI criteria. Application level C.

1: STRATEGY AND ANALYSIS

1.1 Statement from the most senior decision-maker

of the organization 3
1.2 Description of key impacts, risks, and

opportunities 5,6,12

2: ORGANIZATIONAL PROFILE

2.1 Name of the organization 1
2.2 Primary brands, products, and/or services 6
2.3 Operational structure of the organization

and major divisions, operating companies,

subsidiaries, and joint ventures /
2.4 Location of organization’s headquarters 38
2.5 Number of countries where the organization

operates 12
2.6 Nature of ownership and legal form 2
2.7 Markets served 12
2.8 Scale of the reporting organization 37
2.9 Significant changes during the reporting

period regarding size, structure and ownership 4
2.10 Awards received in the reporting period none

3: REPORT PARAMETERS

4: GOVERNANCE, COMMITMENTS & ENGAGEMENT

Governance
4.1 Governance structure of the organization ’
4.2 Indicate if the Chair of the highest governance

body is also an executive officer Ferry Den Hoed
4.3 Number of members of the highest governance

body that are independent and/or non-executive

members. not applicable
4.4 Mechanisms for shareholders and employees

to provide recommendations or direction to

the highest governance body ?’
4.5 Linkage between compensation and the

organization’s performance for members
of the highest governance body, senior

managers, and executives. not applicable*

4.6 Processes in place for the highest governance body

to ensure conflicts of interest are avoided none
4.7 Process for determining the qualifications and

expertise of the members of the highest

governance body ’
4.8 Internally developed mission and values

statements, codes of conduct, and principles 6,8
4.9 Processes for overseeing the organization’s

identification and management of economic,

environmental, and social performance not available

4.10 Processes for evaluating the performance

of the highest governance body not available

Commitments to External Initiatives

4.11 Explanation of whether and how the
precautionary approach or principle is

addressed by the organization not applicable

4.12 Externally developed sets of principles or
initiatives to which the organization
subscribes or which it endorses 2,11

4.13 Memberships in associations 2

Stakeholder Engagement
4.14 List of stakeholder groups engaged by the

Report Scope / Profile organization 1
31 Reporting period 1 4.15 Basis for identification and selection of
3.2 Date of most recent previous report (if any] - stakeholders 11
33 Reporting cycle 2 4.16 Approaches to stakeholder engagement,
3.4 Contact point for questions regarding the report including frequency of engagement 711
or its contents 37 4.17 Key issues and concerns raised through
Report Scope and Boundary - stakeholder engagement 18-20
3.5 Process for defining report content 4 Details
3.6 Boundary of the report 3* *3.6 Due to the BSCI’s structure as a non-profit organisation the core
3.7 State any specific limitations on the scope or indicators are not applied. They are too detailed in nature and
boundary of the report 3* tailored to a corporate setting.
3.8 Basis for reporting on joint ventures, subsidiaries, *3.7 The Annual Report only applies to the activities performed by BSCI
leased facilities, outsourced operations, and or related to its functions. It does not preclude sustainability
other entities not applicable reporting by its Members.
3.9 Data measurement techniques and the bases *3.9 The audit statistics included in the “Progress” chapter have been
of calculations 3* derived from the BSCI supplier database.
3.10 Explanation of the effect of any re-statements *3.13  BSCl regrets that it cannot allow external verification of its audit
of information provided in earlier reports none data in the database, as it contains highly sensitive business

3.11 Significant changes from previous reporting periods
in the scope, boundary, or measurement methods
applied in the report. none

GRI Content Index

3.12 Table identifying the location of the Standard

Disclosures in the report. see above

Assurance
3.13 Policy and current practice with regard to

seeking external assurance for the report not applicable*

£ page36

information of BSC| Members and their suppliers.

*4.5 FTA and BSCl are non-profit.

*4.7 The BSCI Members’ representatives in the Members’ Assembly
usually hold responsible positions within the corporate social
responsibility or social compliance departments of their
respective companies.
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6 years

experience
improving working
conditions in supply
chains worldwide

15 auditing
: companies
13 Meetlngs experienrc)edin BSCI audits
of National Contact Groups
in Europe

176 v THE Bscl IN 2009

company members

430 total members with over 4 m I | | I 0 n workers
300 billion € reached via BSCI audits

turnover and 1 million employees

A membership network of 616 contact
9 Sta ke h 0 |d er persons dedicated to BSCl implementation

Round Tables and meetings
in supplier countries

8000 visits
per month to our website

over 2000 suppliers

trained at more than 50 capacity-
building workshops in 10 countries —

An initiative
of the Foreign Trade

Business Social Compliance Initiative Association (FTA)

c/o FTA - Foreign Trade Association
Avenue de Cortenbergh 168 - 1000 Brussels - Belgium
info@bsci-eu.org - www.bsci-eu.org




