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1. THE INSPECTION

The 11" round of labour inspection was carried out betwdh and 28' of
August 2015.

Table 1-1: The 1 round of labour inspection — participating facésri

Factory City/Province/Classificatidn|  Inspected
before ?
Fuzhou Uniontex Garments Fuzhou/Fujian/ll No
Fuzhou Fashion Flying Fuzhou/Fujian/II No
Fuzhou Rainbowtex Garmerits Fuzhou/Fujian/ll No

The general results from this round of inspectie@mesented in Chapter 2.

Stormberg has been trading with suppliers in Ckinae 1998, and they seek to
form long-term business partnerships with compaares factories who share its
commitment to quality and values. This also inchidEuirementhat suppliers
are compliant with labour and environmental laws.

All the selected factories in this round are sulggédo inspection for the first
time. They are all located in the same city — Fughhbe capital city of Fujian
province. All these factories are Chinese privatged enterprises but at
different sizes: from a small size of 80 employéesa middle size of 260
employees and to a large size of 500 employees.

Chapter 3 is dedicated to the topic in focus: onertpractices among textile and
garment enterprises.

Chapter 4 is dedicated to another topic in focabolir relations in terms of
unionization, collective bargaining and worker'dommation, participation at
workplace.

® Classification in terms of provincial minimum waged social security basic rate. For
example, the current minimum wage of class | indfuprovince is 1500 RMB/month, while
the minimum wage of class Il in the same provirsc&350 RMB/month.

“ Special thanks to Karen from A-One and Jessiaa fRainbow for their assistance and
cooperation in this inspection round.



2. The general results from this round of inspectio

2.1 General information

All the inspected factories are located in the saitye— Fuzhou, the capital city
of Fujian province. Fujian province covers an acfal2l 400 krh on the
southeast coast of mainland China. Fujian is thénlarad province which is
closest to Taiwan. Fujian province has a poputatio38 million people.

Because of the geographic location with Taiwanjadfuhas been considered the
battlefield frontline in a potential war betweenimand China and Taiwan for a

long period between 1949 and late 1970s. Henaeastdeveloped much slower
than the rest of China before 1978. Since 1978nv@@na opened to the world,

Fujian has received significant foreign investmieoin overseas Chinese around
the world and largely from Taiwan. Fujian graduddgcame a major production

base in China for textile/garment products, shoesedectronic products.

Today, although Fujian is considered as one ofaéalthier provinces of China,
its GDP accounts for less than 4 pct. of the tGIaP of mainland China (ranks at
11" place among all provinces in 2014). Its GDP paitaais only about the

average of China's coastal aredSgBice among all provinces in 2014).

2.2 Labour conditions

Employment

As above-mentioned, these three inspected factarees different sizes: from a
total employment of 80 to a total employment of 26@ to nearly 500. About
80-90% of the employees work as first-line work&®&-— 80% of the workers are
migrant workers who come from the rural areas béomainland provinces. All
the employees are holding a written labour contagcthe Labour Contract Law
requires. All the labour contracts are kept in fdé the municipal labour
authorities in line with the regulation.

All the inspected factories reported that they ngaiato keep a stable working
force during the past year in spite of a tightéolar market for skilled workers.
Most of the employed migrant workers found theiyvwack to the factories after
the Chinese New Year vacation.

Working time

In average, the workers in the inspected factomak 10 hours a day and 6 days
a week. It makes a working week of 60 hours, whgthb0 pct. more than a
(legally stipulated) standard working week of 4Qifs



More about those aspects around overtime is eladgbna Chapter 3.

Wage
» According to Fuzhou Municipal Bureau of Statistitt®e average monthly
salary income in Fuzhou was 4900 RMB last year. aB@are that this
income calculation is all inclusive and not adjdst®r overtime and
benefits/bonuses.

 The mandatory minimum wage in Fuzhou is curren®d RMB per
month.

« According to AFWA’s formula for living wage calculation, the living
wage level in Fuzhou should be around 2700 RMBnpanth.

» The average wage level in the inspected factosi@&800 — 3500 RMB per
month. It is about 150 pct. higher than the mimmwage and about 25
pct. higher than the living wage level.

» Adjusted for the actual working hours (as above4merd), the average
wage level in the inspected factories is about 2 R&MB per month for a
standard working week of 40 hours. It is only 68. gugher than the
minimum wage however 16 pct. lower than the catealdiving wage.

Other benefits
There are some benefits for the workers which shbel considered as part of
their actual income besides the wage, such as:

» Food and accommodation allowance: 250 RMB per month
* No-leave bonus: 100 RMB per month

» Service year bonus: 10 RMB per month per serneze y

« Summer allowance: 30 RMB per month (June — August)

*The Asia Floor Wage Alliance (AFWA), an internatidmlliance of garment trade unions and
labour rights activists from across Asia, came tiogein 2005 to demand workers are paid a
living wage. They calculated a formula for definiadigure for what a living wage should be
across all Asian garment producing countries, basegurchasing power. According to their
calculation, the living wage in China stands at4 5.6 times minimum wage level depending
on province. Since Fuzhou (Fujian province) is sloowe on the average, we assume that the
living wage in Fuzhou should be 2 times minimum atandard.
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Some wage levels
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Social security contribution

All employers are obligated to pay social securdgntribution for their
employees after the Chinese Labour Contract Law ot effect in 2008. As
for many small private enterprises, it brought ighler labour cost since they did
not really have this obligation before.

Seven year after, the actual implementation andtipe has become more
complicated and diversified:

 None of the inspected factories has actually fudbmplied with this
regulation. The coverage on their employees isvb&0 pct.

» The local government and labour authorities aréonger insisting on full
compliance.

 Many employees, especially those migrant workems,nat willing to be
covered/reported to the social security schemkarhbsting city because:

a) They are already covered by “New Rural CorporatiMedical
Insurance” from their hometowns. They don’t wamtpay double
and to be double insured.

b) They are not interested in pension insurance, sthee current
system doesn't have a national converting and feamsg
mechanism. They are not able to take with thenr tresined pension
rights back to their hometowns.

c) Because of the floating character of migrant waskeine migrant
workers have more uncertainties in relation to rtlegicupational
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lives. The current social security scheme is tonmaated for them
to associate with.

One can say that there are still many shortcomimgise social security scheme
in China which makes it difficult and unrealistar ffull compliance according to
the Labour Contract Law both for employers and viarkers, especially for

migrant workers.

2.3 Working environment, health and safety

The working environment in all the inspected faew®ris fairly good. The

workshops are equipped with ventilation, air-coodit or cooling/warming

facilities. Lighting at the workshops is adequakére fighting devices are
properly placed, the emergency exits are clearlgkethand kept unblocked, and
the emergency lights are properly installed.

At least two fire exercises are carried out atffotories under the supervision of
local fire departments.

2.4 Basic labour rights

Neither child labour nor forced labour was discedeiunder the inspection.
There has been no severe labour conflict repottélceae factories. All factories
have implemented major requirements from the Cleirlebour Contract Law.
Standard written labour contracts are signed beitwbe employers and the
employees.

2.5 Labour relations

See chapter 4.

2.6 Suppliers outlook

The situation for textile and garment industry isrgening. A lot of factories had
no choice other than shut-down.

All the inspected factories have seen some garnfectories nearby have
suffered the fate of closure.

Fortunately, all the inspected factories have rgabthat they are doing fine. In
spite of all the difficulties, they managed to nmain a stable access to orders and
a stable production.



They still have a strong confidence to survivedéhenomic downturn. However,
they admit that it is more demanding and requiresennnovative and efficient
management to be able to move forward.

All the inspected suppliers are holding a goochfamd trust in Stormberg. They
all praise the good relationship and cooperatiadh Stormberg.




3. Topic in focus: overtime
According to the Chinese Labour Law, overtime stidaé paid as following:

» Overtime out of a normal working day (8 hours) dddwe paid at 150% of
the wage.

« Overtime in weekend (Saturday and Sunday) shoulghizbat 200% of the
wage.

« Overtime in holidays (such as Ma3l 4nd National Day) should be paid at
300% of the wage.

We are aware from the previous inspections thatofisevertime is a common
practice among the textile and garment enterprisés seldom that the overtime
is paid as the Labour Law stipulates.

In this inspection round, we intended to look deep® the overtime question.

> How much is the overtime now, and how much is thertome in high and
low seasons.

All the inspected factories said that there wasonger clear distinction between
high and low season. The production volume hasrbeavener over the year.

On the customer’s side, they take Stormberg a®d grample where Stormberg
always places order in good time and leaves thelieup sufficient time for
planning, further working and completing. The piaetof Stormberg does help
the factories to even out high and low seasons.

On the enterprise’s side, they are interestednmoee smooth production rhythm
over a year.

However, the problem is that overtime has becorpara of “normal” working
time - a kind of branch norm and standard.

In average, a worker works 10 hours a day, andy§ daveek. It means use of
overtime at 20 hours a week, where 10 hours overtioring the normal working
days and 10 hours overtime on Saturday.

> Do workers get overtime pay according to the Law?



If a factory complies fully with the Labour Law, géhworkers should get
compensation for overtime as follows:

* 50 pct. extra pay for 10 hours overtime during tiormal working
days;

* 100 pct. extra pay for 10 hours overtime workorgSaturday.

Unfortunately, it is normally not the case. The kes often get no extra pay for
the overtime. They may get a free meal or 3 RMBefach incident of overtime
(not for each overtime hour).

Given that a worker normally works 60 hours a wkelka monthly wage of 3400
RMB as reported by the factories, the “correct” thbhwage should be at 4800
RMB if the overtime was paid according to the Lafdding on different
allowances and bonuses, the worker should havenghlgancome above (rather
than below) the average monthly income level inféuzat 4900 RMB.

Some wage levels
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One of the inspected factories (Fashion Flying)nota that they actually paid
overtime according to the Law. Given the fact tihat average wage level in this
factory is not obviously higher than that of otli@ctories, it means either they
have a lower basic wage or they don’'t have muchtiove use.

> Why becomes overtime a common practice



If a factory wants to eliminate or reduce overtinieey should expand the
capacity by hiring more workers.

When employers don’t have the burden of paying ex# for overtime, there
Is no incentive for employers to eliminate or redue the use of overtime while
they are at the same time able to maintain the fleility in employment
facing kinds of uncertainties in operation.

If employers have to take on extra costs for onetithey will have no choice
other than reducing or eliminating overtime.

> How “voluntary” are workers to work overtime?
As described above, a worker is facing the follaysin

* |f you don’t want to work any overtime, only aasidard working week
of 40 hours, you can get an income at about 2258 Riva month, which
is higher than the minimum wage, but lower thanltheg wage;

* you can work overtime as you are required andkw&f® hours a week
without any extra overtime pay. Then you will geboat 3400
RMB/month, which is about 25 pct. higher than tkiany wage;

* If your employer pays you extra for the overtimg the Law says, you
should have a monthly pay over 5000 RMB, whichvisrehigher than the
average wage level in society. However, you woattigin reality, maybe
just a free meal as the overtime compensation.

In a sense, a worker doesn’'t have a choice otlaar working longer so as to
reach an income level above the living wage level.

The so-called “voluntariness” of workers on ovesdim just about that.

Of course no worker is nowadays forced to stay wertone. As the inspected
factories reported, the employers will make neagssadjustment and
arrangement if some workers don’t work overtimeg ao worker will get any
penalty for not working overtime. No-leave bonusesh’t apply for overtime
which means a worker won'’t risk missing no-leavau®when he/she refuses
overtime.



4. Topic in focus: labour relations

4.1 unionisation and collective bargaining

According to All-China Federation of Trade Unio#sOFTU), which is the only
legally allowed trade union organisation in maiml&@hina, there are 290 million
trade union members in China. Over 80% of all gmiges and entities of all
kinds of ownership are organised. And over 80% rgbhnised enterprises have
collective bargaining and collective agreements.

Based on our experiences from earlier inspectiamas, we know that the
majority of enterprises in textile and garment lotaare small and private-owned
ones, and thus we assume the situation shouldrbehsaw like this:

* More and more of them have been organised oveyadbel0 years;

» Most of them should have a trade union in the @nis now;

 Not many factory trade unions are active and cagyout trade union
activities;

» Few factory trade unions actually conduct colleztpargaining.

Our findings in this inspection round reflect thesality but with some positive
surprises.

* The smallest one of the inspected factories (t@r) is not organised.

* The largest one of the inspected factories (Bav) has a trade union
which was established for 5 years ago. The fadi@ge union has little union
activities. No collective bargaining is carried .out

* The third one (Fashion Flying) has 260 employaad has had a trade
union since 2003. The employees elect their remtasves — employee

representatives, and those employee representateesa trade union committee
and a chief union officer (trade union chairpersdie factory trade union does
carry out a collective wage bargaining with thetéag management every year.
During the annual wage negotiation, the trade umind the management will
agree upon a wage increase frame — for instance. 8vpge increase on all piece
wages for 2015. The bargaining demands were cellemtd formed based on the
opinions from the employees through those emplossg@esentatives. The
factory trade union reported that they had a veopdg relationship and

cooperation with the factory leadership/managemé&hey feel great support
from the employer to the trade union.
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It is a positive surprise for us since it is thestftime we find one of Stormberg’s
suppliers who conducts collective wage bargaining.good labour relation,

through real collective bargaining and through ga@logue and cooperation
between the social partners, plays an essentialfoola sound development of
enterprise. Fashion Flying, being a relatively kavad private-owned enterprise,
has reached a higher goal which few of similar gmiges has been able to do so.

4.2 \Worker’'s information and involvement

* General meeting is often functioned as the maiformation channel
between workers and management. As a rule atdeastjeneral meeting will be
held in each month.

* Information board is another important channelifdormation. Important
notices such as work plan, overtime, benefits/piaegie standard, are often
written on the information board. In case of ilidey, an oral message is
guaranteed to be given. In one of the inspectetbiias, a large LCD-board is
used as information board. It shows real time wagkiempo at each working
station and for each worker. Since the working termapnnects directly to the
income, the factory believes it contributes to $rzarency at workplace.

* If the factory has a trade union, workers have i@iormation channel
through the trade union and their union shop stdsvar

* The factories often operate with a so-called fopn box”. Workers can
put their opinions, suggestions or complaints inttem into this box. The
employer/management shall give a feedback in tifhe. “opinion box” is often
managed by the trade union.

* All the inspected factories said that they weltways open for direct
communication between employees and employersnyncase, the employees
are welcomed to make direct contact/conversatidh the management.

Through these abovementioned information channiis, factories believe
adequate information concerning workers’ wage, wayktime, safety and
working environment, activities (including uniontiaties), is provided. Active
involvement of the employees is encouraged.

4.3 Training possibilities

* New employees are always provided with a trairgsngrse (1 day). On this
training course, all information with regard to wmg procedures, rules and
regulations, working conditions, rights and bersefliealth and safety, shall be
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gone through. New employee training course mustdreied out within one
month after arrival.

* At the situation of shortage of skilled workethe factories are open for
recruitment of inexperienced and unskilled workdirshey are really interested
in working in the factory and in this branch, thve§l be given a training program
as apprentice. The training/apprentice period gafiem 1 month to 6 months,
depending how fast he/she learns. She/he getsapaatding to the actual “non-
failure” products.

* Any current employees who want to acquire higbldtls or advance to a

higher technical position, will be given a chanoe ihternal training or learning
by doing according to the qualification.
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