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< Social Accountability Audit

Training Outline

¥ Michaels Social Accountability Program Structure & Overview

¥ Social Accountability Audit content and emphasis

o Based on COC and SA 8000

o Audit Report, audit type and audit rating
o Critical and Zero Tolerance Issues

o Corrective Action Plans (CAP)

#* How Do We Track Compliance?
¥ Important Contacts

¥ Open Discussion
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< Social Accountability Audit

Program Structure

¥ The Michaels Companies Legal Department Establishes Company Policy

o Establishes standardized policies and procedures for all vendors that provide product to
The Michaels Companies

#* The Michaels Companies Product Integrity (Pl) Operations and Social Accountability (SA) Team
Owns Implementation

o Pl Operations Manager is responsible for SA Policy and resolution of escalated SA issues

o SA Specialist monitors factory compliance with SA program, maintains SA reports in
MiPCS, reviews and dispositions SA reports, manages Corrective Action Plans (CAP) as
needed and monitors CAP progress

#* 34 Party Service Provider (SGS) Owns Execution of Audit

o SGS performs audits
o SGS facilitates audit scheduling
o SGS tracks annual recertification audits and reaches out to vendor to schedule
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< Social Accountability Audit

Michaels Social Accountability Program Overview

¥ Provide transparent, measurable, verifiable standards for certifying the performance of
our private brand vendor's factories in essential areas

¥ The audit program is based on the Michaels Code of Conduct and focuses on employee
welfare and safety.

¥ Factories must be audited annually if there are active POs

¥* We do not currently accept audits performed outside of our program or audits performed
on behalf of another retailer or organization

¥ SGS is the only approved 3@ party audit provider
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< Social Accountability Audit

The Michaels Companies Private Brands (PB)

Includes the following brands, but is not limited to these brands.
If product makes any other reference to Michaels or Darice, SA is required
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< Social Accountability Audit

Based on The Michaels Companies Code of Conduct and SA 8000

% QOur audit focuses on worker welfare and safety
# QOur audit is based on SA8000, a leading industry guidance program

# Our audit follows our Code of Conduct

Social Accountability Best Practices
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< Social Accountability Audit

SA Reporting

¥ Michaels has an established audit format and all audits will be conducted and

communicated using the standard format

o Includes a cover page with factory and vendor details

o0 Includes the audit, auditor observations and comments as well as scoring

for each evaluation point
o Includes a Corrective Action Plan page

o The Michaels Companies Team receives a copy of all audit reports
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< Social Accountability Audit

SA Reporting

FACTORY INFORMATION
Audit Number:|
Factory Name (all CAPS):
Factory Address
(include Country & Postal Code):
Factory GPS coordinates: Factory ID No.:
Factory Phone: Fax:
E-mail: Website:
Business Registration Number: Agent:|NA
Number of Management: Number of QC/QA Staff: Annual Turnover in USD:|
Number of Workers:
Minimum wage for standard hours: RMB 1860 per month,RMB 10.69 per hour
Vendor Name: Vendor Contact: Vendor Number:
[ nitial Assessment Recertification Assessment - _
Assessment Type: [J CAP Follow Up Assessment [J Other (List on line below) L], Resnemtion - Py REGe
Other:
Date of Evaluation: 11/17/17 Auditor(s): | Irene Chen
Previous SA Score: 84.40% Previous SA Date: [ 6/13/16
THE MICHAELS COMPANIES 3
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< Social Accountability Audit

SA Type

¥ Initial Audit — refers to the first time a factory is audited for Michaels

¥ Recertification Audit — refers to the annual audit.
¥ Re—audit — refers to a Corrective Action Plan (CAP) follow up audit.
o CAP - refers to the detailed plan of how and by when non—conformances will be corrected.

o Re—audits are always unannounced

¥ Unannounced Audit — Michaels reserve the right to conduct unannounced audits at any time
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Social Accountability Audit

SA Reporting

ASSESSMENT RESULTS
Area of Evaluation Maximum Score Actual Score Percentage
Child Labor 70 70 100.0%
Forced Labor 110 110 100.0%
Management Practices 60 60 100.0%
Freedom of Association & Right to Collective Bargaining 20 20 100.0%
Subcontractors 50 50 100.0%
Discrimination 20 20 100.0%
Disciplinary Practices 50 50 100.0%
Working Hours 40 20 50.0%
Wage Benefits 70 60 85.7%
Environmental Protection 20 20 100.0%
Health & Safety 290 280 96.6%
Health & Safety: Dormitory/Eating Area 80 80 100.0%
Total Score: 880 840 95.5%
Final Audit Result: Exceptional [ Acceptable [] Unacceptable Total Score [ Unacceptable: Critical Failure
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Social Accountability Audit

SA Reporting

All audits must be conducted by SGS. No alternate audit forms will be accepted
in lieu.

Result Key:
Darice Global Sourcing SaRL reserves the right to conduct announced and unannounced factory audits at any time, regardiess of prior Social Accountability audit

scores. Factorfes thaf receive passing Social Accountability audit scores that may still be audited without prior notice.
Indicates that the factory will be allowed to correct the item while the auditors are at the factory. If 11.1 is corrected at the time of
the audit with the auditors present, it will no longer be considered a critical violation; however, the points will still be lost/deducted

for that line item.

I Failures on these items are considered CRITCIAL failures.

80-100% with NO CRITICALS - Exceptional Rating - Mext Audit will be conducted within 1 year.

50-79% with NO CRITICALS - Acceptable Rating - Next Audit will be conducted within 1 year.

<50% with NO CRITICALS - Unacceptable Rating - Next Audit to be conducted within 2 months.

Any score that includes a CRITICAL failure - Unacceptable Rating - Next Audit to be conducted within 2 months for Critical Failures not including
Child/Forced Labor. For Critical Failures including Child/Forced Labor, the factory will be immediately contacted for further instruction.
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< Social Accountability Audit

SA Reporting

Health and Safety 230 220 TOTAL
The Facidity has an appropriate number of fire exits in both the production and No CAP required.
fving areas. All are unlocked, clear of obstacles and equipped with appropriate 20172018 30 30
11.1=ignage and emergency lghting.
‘The Faciity has an appropriate number of fire alamms in both the production Mo CAP required. 2017110011 n 20
11.2|and living areas.
The facility practices fire safety training at least once every sto months in both Mo CAP required. 2017110011 m a0
11.3|the production and living areas and provides traiming for all shifts. -
The facility has an appropriate number of fire extinguishers in the production No CAP required.
area and living area. All are charged, visble, accessible to all workers and are 20171104111 o 20
11.4|inspected for functionalty on a regular basis.
11.5|Proper evacuation plans are displayed within the Facility and lving area. No CAF required. 20171011 10 10
11.6|Walkways (including stairs, aisles, etc.} are free of obstruction. No CAP required. 2017101 ig 10
Fadciity will ensure working conditions are acceptable in relation to noise lewel,
temperature, ventilation, humidity and lighting and wil comect any such issues
that cause poor working conditions.
2017110811 10 0
Based on reviewing the noise and air qualty test report of workshop, it was
85.4dB(A) which exceeded local law limited (85dB) in crushed and mixing
'workshop, Mareover, the factory did not provide occupational disease health
The warking conditions in the Facility are acceptable. (2.g. noiss kewel, examination for hazardous( the noise of crushed and mitdng ) operators on a
1.7 |temperature, wentilation, humidity and ighting). regular basisionce per year), the latest was 19 Jul, 2018
The facility has appointed a senior management representathee responsible for Mo CAF required. 0171041 0 10
11.8|the health and safety of al personnel.
All electrical equipment (=.g. wiring. plugs. junction boxes, etc.} used in the S E T L ST 07 10
11.8|Facility are properfy marked and in safe condition
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< Social Accountability Audit

Typical Challenges and Opportunities

¥ Factories usually have the most opportunity for improvement in the following audit areas:

o Health and Safety

o Emergency Exit Lighting and Signage

o Working Hours and Wage Benefits

o Factory must provide accurate attendance and wage records

o Required Social Insurances
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< Social Accountability Audit

SA Audit Ratings

¥ Exceptional — score of 80% —100% with NO CRITICALS.

o Next audit to be conducted within 1 year unless otherwise directed by The Michaels Companies
% Acceptable — score of 50% — 79% with NO CRITICALS

o Next audit to be conducted within 1 year unless otherwise directed by The Michaels Companies
¥ Unacceptable — score of less than 50%

o Next audit to be conducted within 2 months unless otherwise directed by The Michaels
Companies

#* Critical — any rating combined with a critical issue or zero tolerance issue

o Next audit to be conducted within 2 months or timeline determined by Pl Operations Manager

The Michaels Companies reserves the right to conauct unannounced audiits at any time.

THE MICHAELS COMPANIES
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< Social Accountability Audit

Critical and Zero Tolerance Issues

¥ Child Labor or Human Trafficking (Zero Tolerance)

¥ Attempted Bribery (Zero Tolerance)

¥ Corporal Punishment, Physical, Verbal or Mental Abuse (Zero Tolerance)
¥ Missing Business License or Permit to Operate

¥ Unauthorized Subcontracting

¥ Emergency Exits and Appropriate Lighting & Signage

Any allegations of Zero Tolerance or Critical Issues will be escalated to Proauct Integrity
Operations Manager immediately.

THE MICHAELS COMPANIES
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< Social Accountability Audit

Subcontracting

¥ We require audits for subcontracting facilities if:

o The subcontracting facility is in possession of items or component parts that
reference Darice or Michaels private brands

¥ Vendors/Factories must disclose ALL subcontracting situations

o Failure to disclose subcontracting situations can result in shipment delays.
These delays are costly and we must work to prevent delays due to

unauthorized subcontracting
o If you are unsure if there is a subcontracting situation that requires an audit,
please reach out to us!
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< Social Accountability Audit

Subcontracting

In some cases, a process is conducted outside of the production facility, however,
it may be a manufacturing step that does not require an SA audit. Below are a few

of examples of off site manufacturing steps that do not require an SA audit:

*Printing Facility (packaging printing)
*Carton Manufacturing
*Packaging Warehouse (where items are stored for shipment or inspection)

*Cottage or Village Manufacturing

THE MICHAELS COMPANIES .
M':M‘S | 'agm | PaICaIan’s | garicen | I@RUSTREE'



< Social Accountability Audit

Subcontracting — Example

¥ Factory ABC produces Michaels private brand frames. The factory subcontracts the
painting process for the frame turnbuckles. The same painted turnbuckles are used
in all of the frames produced at Factory ABC. The turnbuckles have no reference to
The Michaels Companies or any of The Michaels Companies private brands. The
turnbuckles are also not specific to Michaels production. Factory ABC simply has all
of their turnbuckles painted at the off—site facility. Is an audit required?

#* Answer: No, because the subcontractor does not have items that reference
Michaels or a Michaels private brand.
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< Social Accountability Audit

Subcontracting — Example

¥ Factory ABC subcontracts the screen printing process for a Recollections
brand pen. The pen barrels are sent to the subcontracting facility where a
screen print of The Michaels Companies private brand name "Recollections” is
applied. The pen barrels are then returned to the primary manufacturing facility
where they are assembled, packaged, and shipped. Is an audit required?

* Answer: Yes! Because the subcontracting facility is in possession of an item
that bears reference to one of The Michaels Companies private brand names.
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< Social Accountability Audit

Corrective Action Plans

¥ A Corrective Action Plan (CAP) may be required when factories do not meet our
audit requirements

¥ CAP may be required for audits of any rating

* CAP is ALWAYS required when the total audit score is 75% or lower, or, if a
Critical or Zero Tolerance violation is observed

¥ CAP may or may not require a follow up re—audit

¥* The SA Team monitors CAP progress to help our factories stay on track and be
successful with our audit program — continuous improvement is key!

THE MICHAELS COMPANIES
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< Social Accountability Audit

Corrective Action Plans

¥ Corrective Action Plans must address all non—conformances noted on the report

¥ CAP should state the individual responsible for ensuring the correction is made

¥ CAP must state the root cause of the non—conformance

¥ CAP must detail actions taken to correct the non—conformance

¥ CAP must detail actions taken to ensure the non—conformance does not occur in the future

¥ CAP must include photo evidence of corrections

¥ The most common format for Corrective Action Plans is either Excel or Power Point format.
Not bigger than 5MB.
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< Social Accountability Audit

How Do We Track Compliance?

#* Michaels Product Compliance System (MiPCS) provides visibility to factory base
o Vendors associate their vendor number with factory
o Vendors associate their items with factory

¥* SA audit reports are stored in MiPCS for easy compliance tracking

¥ Custom query alerts SA team when any items on open POs are associated with
factories that do not have a current passing audit on file

* SGS monitors audit anniversaries and will reach out to the vendor to schedule the
recertification audit prior to the expiration of the current audit
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< Social Accountability Audit

Program Contact Information

Pl Operations Manager, based in US, Michaels:
Stephanie Cook

Saaudit@Michaels.com

SA Specialist, based in Ningbo, Darice
Zoe Zhou

Saaudit@daricecn.com
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SGS Account Management Team:
Queena Wu, based in China

Queena.wu@sgs.com

Arthur Chen, based in US

Arthur.chen2@sgs.com
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< Social Accountability Audit

Open Discussion

QKA 7?
Thank you!
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