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How Should Chinese Suppliers Deal with Corporate Social Responsibility Audit?

In recent years, an increasing number of MNCs have incorporated Corporate Social
Responsibility (CSR) terms into their procurement contract, requiring the supplier to
pass an extensive social responsibility audit conducted by an independent third-party
accreditation body as a condition to obtain orders. If a supplier fails to pass the audit
and any periodic assessments in the future, the supplier will lose its qualification and
orders may be cancelled. How should Chinese suppliers respond to CSR audit? The
Labor Law Team of Dacheng Law Offices summarizes the key issues and offers our
comments for your guidance.

1. What is the Corporate Social Responsibility Audit?

Corporate Social Responsibility (Hereinafter may referred to as CSR) refers to the
principle that an enterprise shall undertake social responsibilities towards its
employees, customers, its community and environment during process of generating
profits and serving the shareholder interests.

Corporate Social Responsibility audit involves a vendee or an independent third-party
accreditation body representing the vender conducting an on-site audit on the supplier,
covering issues surrounding health, safety, child laborer, labor protection, working
hour, remuneration, disciplinary measures, environmental impact, etc.

2. What are the contents of CSR standard?

SA8000%, short for Social Accountability 8000, is the one of the global social

responsibility standards; the main requirements on labor management include:

(1) No direct or indirect use of child labor.

(2) No direct or indirect use of forced or compulsory labor.

(3) A normal workweek, not including overtime, shall not exceed 48 hours. Overtime
shall be performed on a voluntary basis, and shall not exceed more than 12 hours
per week. All overtime hours shall be compensated.

(4) Atthe minimum, all workers shall be compensated by the legal minimum wage to
sufficiently meet the basic needs.

(5) Provide a safe and healthy workplace, such as hygienic toilets, decent dormitories,
etc.

It is important to note that the SA8000 is not the sole compulsory international

1SA8000 is one of the world's first social standards that has improved the lives of over a million workers in 65
countries, launched by Social Accountability International (SAI), a non-governmental, international,
multi-stakeholder organization.
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standard. For instance, McDonald’s conducted CSR audits on all of its suppliers in
2011 using the SA8000 as a standard in addition to more add-on requirements.

3. How to positively respond to CSR audits with the help from professional
attorneys?

The business culture will increasingly demand more and more supplier and purchaser
of intermediate links to face CSR audit, and we believe that only by participating
audit actively with the help of compliance professionals, the business can generate
more profits in the long run and build a good reputation. Following are some of the
compliance key areas we have listed that the enterprises should pay special attention
to:

(1) Exercise due diligence on investigation and preliminary review. Conduct
thorough investigations on the enterprise and make any corrections necessary
according to CSR standards and report the findings in the preliminary review.

(2) First meeting. The auditor and auditee will hold a first meeting to analyze the first
round of findings. The attorney will analyze the reports, vendor policies, collect
documents related to the audit.

(3) Internal training. The attorney will provide internal trainings to help various
personnel familiarize with the audit standard, compliance strategies and guide
them through the implementation process.

(4) Document review. The attorney will assist with the drafting and reviewing of
various documents concerning labor and human resource, rebuilding and
designing process to ensure the compliance is up to standard.

(5) On-site Audit. The attorney will participate in the inspection process, to help
ensure the key areas such as manufacturing workshop, warehouse, dormitory,
canteen, toilet, bathroom, entrance guard, infirmary, special equipment safety, fire
control, storage of dangerous goods and other environmental protection
safeguards all in compliance with the CSR standard.

(6) Accompany interview. The attorney will attend the meetings between the auditor
and the enterprise administrative staff to address any concerns relating to the
audit and provide legal advice on other related issues.

(7) Remedial measures. The attorney will propose remedial measures to bring the
deficiencies up to meet the CSR standard.
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Case Study: Corporate Social Responsibility Audit, Supplier Must Face

On March 30", 2012, Fair Labor Association (FLA), the US nonprofit institution,
conducted an investigation in three Foxconn factories. The FLA team inspected the
manufacturing area, dormitory and other facilities, and also examined the living and
working conditions of the 35,500 employees. In its report, the FLA team reported that
Foxconn violated dozens of labor rights rules and regulations, on issues such as not
meeting the overtime work hours and pay standard, etc.

Some of the main problems disclosed in the report are:

1. Significantly surpassing the work hours legal limit. In the past 12 months,
workers in all the aforementioned factories have worked well beyond the Chinese
labor law standard and FLA standard of 60 hours a week.

2. Significant delay in overtime compensation. 14% of the Foxconn employees may
be delayed or not be able to receive their overtime salary for hours worked
beyond the limitations stated in their employment contract. The reason being is
that Foxconn calculates overtime pay by an increment of 30 minutes, meaning
that the employee will not be compensated if the overtime period is 29 minutes.
And if overtime period is 58 minutes, only 30 minutes will be credited.

3. Many health and safety concerns. Selectively record accidents that ceases or
hinders the production process, blocked fire exits, insufficient protective
equipment, etc.

The company’s main commitments and remedial measures are:

1. The factory promised to be completely in compliance with legal requirements in
China and the standard of FLA, including confining overtime limit within 49
hours a week by July 2013.

2. Compensate overtime pay on a fair basis, and will compensate for owed and
delayed overtime pay.

3. Take health and safety measures. The company promises that all supervisors and
employees shall report every single accident that leads to injuries. The company
also promised to pay closer attention monitoring the work health and safety
conditions.

Through this typical case, we can clearly see that failing to meet the CSR audit
standards will cause an adverse impact on the enterprise production and management
as well as damaging the company reputation. If supplier and purchaser of intermediate
link can shift the passive obedience attitude to actively embracing the social
responsibility and incorporate it into the business vision and culture, the benefits will
ultimately elevate the enterprise strength, competitiveness, image and reputation.

This newsflash is prepared by the Labor Law Team of Dacheng Law Offices,
including Susan Shan, Novel Sun, Kent Xu, John Zhou, Maggie Kong, Anderson
Zhang and Elle Gao. If you have any inquiries regarding the PRC employment law
matters, please contact us at laborlaw@dachenglaw.com.
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Disclaimer: this newsflash is for reference only and does not constitute any legal
advices. Readers may contact us for legal advice on any particular issues. The
copyright of the entire content is owned by our team. Reproduction and
distribution of this newsflash in whole or in part without the written permission
of our team is expressly prohibited and we reserve all the lawful rights.
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