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1 Purpose

This Guideline sets out the approach of adidas’ Social & Environmental Affairs ("SEA”) Department
enforcement of adidas’ Workplace Standards ("Standards”) when a supplier fails to comply with the
Standards. This document provides an overview of how and where to find relevant information to assist in
enforcement actions which maps out the process of investigation, remediation and enforcement, and the
parties involved in that process.

2 Scope

This SOP is applicable to all suppliers for all adidas Sourcing entities, licensees, agents or other similar third-
party business entities which source suppliers to make adidas product. (see the detailed definition in point 2
of Section 11 Notes and Terms)

3 Regulations

All steps and procedures set out in this Guideline must be followed strictly. Any exceptions to these
procedures must receive the explicit approval of the Global VP for SEA.

4 Principles

SEA believes in firm but fair enforcement of adidas’ Standards. Underlying a policy of firm but fair
enforcement are the principles of:

e  Proportionality in the application of the Standards and in ensuring compliance with them.
o  Flexibility of approach by SEA toward all suppliers and across all regions.

e Transparency in relation to how the SEA operates and how the Standards should be implemented,
i.e., providing clear information about what suppliers may expect from us and what we in turn expect
of them.

e Targeting appropriately the recipients of any sanctions or other enforcement action.

41 Proportionality

The concept of proportionality requires that any action taken to protect workers, the environment or
adidas’ brands must be balanced against the risks and costs associated with that action.

Breaches of the Standards, in particular those relating to workplace health and safety, may cause or have
the potential to cause serious risk of injury or death to workers. Other breaches of the Standards may
interfere with workers’ rights or may adversely impact the environment or local communities. SEA’s
priority is to prevent harm to workers, the environment, or local communities from occurring. Where
adverse impacts have occurred, SEA strives to end or minimize those impacts. In each case, the
enforcement action taken by SEA will be proportionate to the risks posed by, and the seriousness of, the
breach of the Standards.
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4.2  Flexibility

SEA aims to achieve consistency in the advice we provide to suppliers about the Standards and our
responses to any non-compliance with the Standards. This requires us to adopt a similar approach in
similar circumstances where the Standards have been breached to achieve a similar outcome - the
outcome being protection of workers and the environment through compliance with the Standards.

However, SEA recognizes that consistency does not mean simple uniformity. We need to take into account
many variables, such as the scale of the non-compliance, the attitude and actions of supplier management,
and any history of previous incidents or breaches of the Standards. Any decision to take enforcement action
against a supplier, for example to issue a stop work notice at a particular manufacturing site, restricting
or limiting production until all Threshold Issues have been remediated, or to recommend termination of a
Manufacturing Agreement, is a matter of professional judgement, and SEA will exercise its discretion in
this area, in consultation with the impacted Sourcing Unit(s) and other stakeholders, where relevant.

The use of professional judgement also extends to the timelines that are detailed within this Guideline
relating to the issuing of Warning Letters along with their terms and conditions. While adidas strives to
ensure that non-compliances are remediated in a timely manner — generally in three months’ time or less
— this is dependent on a variety of factors that need to be considered. Regardless, adidas will always defer
to what is the best outcome for the affected workers or the local community while using the Organization
for Economic Cooperation and Development (OECD) Guidelines for Multinational Enterprises and the United
Nations’ Guiding Principles on Business and Human Rights as the basis for our team’s guidance and decision
making when it comes to utilizing available leverage to enforce our Standards.

4.3 Transparency

Transparency is important in maintaining supplier confidence in SEA. Suppliers who want to comply with
the Standards need to understand what is expected of them and what they may expect from SEA in return.
It also requires that SEA provides clear reasons as to why any action to enforce the Standards is necessary,
and that any actions are clearly communicated to suppliers and relevant internal and external Sourcing
Units.

Transparency is essential to the conduct of SEA. adidas provides ongoing training to SEA and continuously
reviews and develops SEA's procedures to ensure that:

1. When a supplier does not comply with the Standards and remediation is required, it is clearly explained
why the steps outlined in an action plan are necessary and must be carried out - and that there is a
distinction in the action plan between implementation of best practice and meeting minimum
compliance requirements;

2. An opportunity is provided to SEA and the supplier to discuss and clarify the requirements before any
remediation steps are taken — unless urgent action is required, for example, to protect workers from
imminent and serious danger or to prevent extreme environmental damage; and where urgent action
to enforce the Standards is required, a clear and complete written explanation of the reasons will be
provided.


https://www.oecd.org/daf/inv/mne/48004323.pdf
https://www.ohchr.org/sites/default/files/documents/publications/guidingprinciplesbusinesshr_en.pdf
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4.4  Targeting

Targeting means making sure that any enforcement action is directed appropriately at those primarily
responsible for the breach of the Standards, and is focused on those areas which present the greatest risk or
are the least well-controlled. Ultimately it is suppliers who are directly responsible for the risks at their
manufacturing sites and who are best positioned to control those risks.

SEA has systems in place that help us prioritize and respond to risks as we become aware of them. They

include:

1. Methods for responding to complaints received directly from workers, worker representatives, trade
unions and/or other affected stakeholders or third parties.

2. Assessing the risks to worker health & safety and the environment posed by the manufacturing
operations.

3. Reviewing the management systems, which regulate human resources practices, industrial
relations, and environmental, health & safety.

4. Acting on the independent reports of third-party auditors and monitors.

In all cases, the attitude of management and the actions it takes (or fails to take) to promote compliance
with the Standards are of critical importance. Repeated incidents or breaches of the Standards may be an
indication of an unwillingness to comply with the Standards, to change unacceptable behaviors, or an
inability to achieve sufficient control. This may require a total review of the relationship with the supplier,
and in order to continue doing business, considerable investment by both adidas and the supplier. A chronic
lack of management commitment can be cited as a Threshold Issue, as well.

5 Bribery

SEA and all authorized third-party auditors are held to a straightforward and unconditional code of
professional conduct which means they cannot, directly or indirectly, seek or accept monetary "kickbacks" or
any other benefit [e.g., gifts, free products, favors, promises of future work, etc.) in connection with an audit or
any related follow-up work.

adidas is opposed to all forms of bribery and corruption. The offer and/or acceptance of a bribe is a clear
breach of adidas’ Business Code of Conduct. Where the offer or acceptance of a bribe is reported, and
proven, it will likely result in a termination of our business relationship with a supplier and, for our own
staff, their dismissal. Similarly, if an authorized third-party auditor is accused of soliciting or accepting a
bribe, they and their employer can have their SEA accreditation revoked.

6 Unauthorized Production

If a supplier has not received the required SEA authorization, and there are adidas branded products
found in production, the factory concerned will be considered unauthorized and adidas’ Intellectual
Property (IP) team will be immediately notified.

When any individual within a Sourcing entity places orders with an unauthorized supplier and there is
clear and irrefutable evidence that they have knowingly ignored, or bypassed, the company’s approval
procedures, then this may warrant disciplinary measures being taken against that individual.
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If an approved factory was found engaging in unauthorized subcontracting, such production will be
treated as such, and SEA will inform the related Sourcing entity and Legal department who will take
action and issue a breach of contract letter. Licensees and agents are also required to issue breach of
contract letters to their suppliers, when they have engaged in unauthorized subcontracting. The business
unit within adidas that is managing the licensee or agent should liaise with Legal to ensure that the
licensee or agent takes the necessary action to police the unauthorized subcontracting. A failure by a
licensee or agent to take proper steps to control unauthorized subcontracting, may lead to a breach of
their own agreements with adidas. In such cases Legal would enforce adidas’ contractual rights.

In cases of unauthorized production, adidas’ Intellectual Property (IP) team will be immediately notified,
with all the legal and operational consequences. SEA will also assess the situation and use its
professional judgement to determine the best course of action to ensure the health and wellbeing of the
workers at the unauthorized facility e.g., SEA might request the unauthorized facility to hire a consultant
to address certain areas of concern related to the factory’s working conditions, or require an Initial
Assessment to be conducted, etc.

7 Denial of Access

This occurs when SEA, external monitors, project partners or consultants are refused entry to the
manufacturing site, access to documents, or permission to interview workers. All of these activities are
required for monitoring of the workplace. If management does not permit such activities to proceed, then
the supplier is obstructing the work of SEA. In rare cases, an emergency may genuinely preclude access,
such as a strike or natural disaster or pandemic, and in such instances, the supplier would not be
penalized.

Denial of access is considered to be an extremely serious issue that can result in the factory being
designated 'SEA Rejected’ for a proposed supplier, or ‘'SEA Terminated’ for an existing supplier. As such,
the obligation to provide free and unobstructed access to the SEA and third-party monitors is included in
the Manufacturing Agreements signed by suppliers. Therefore, denial of access will be treated as a legal
issue and not necessarily a compliance issue. Where SEA members are denied access, this will be reported
to SEA Management, who will discuss appropriate actions with adidas’ Legal department. In those cases
where there is no signed Manufacturing Agreement, denial of access is still treated as an extremely
serious issue, and appropriate action will be taken by adidas.

8 Defining Serious Non-Compliance

In the course of monitoring the manufacturing sites of suppliers, SEA regularly uncovers breaches of the
Standards. In most cases, such incidences of non-compliance are not as severe in nature as to require
sanction. Normal practice for SEA or an external monitor is to issue an action plan setting out negotiated
timelines for supplier management to resolve any breaches of the Standards, which are not considered
severe or place the business partnership at risk.

On other occasions, the breaches are more severe and may threaten the lives or well-being of workers,
suppress fundamental human rights, or result in irreparable damage to the environment. The types of
breaches or workplace issues which are considered to be extremely serious in nature are categorized as
Zero Tolerance (ZT) and Threshold Issues (Tl), requiring commitment from the supplier to take immediate
action. Otherwise, enforcement action is considered to be taken against the supplier.
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9 Enforcement Actions

This section sets out a variety of remedial actions which the SEA may rely on, as illustrated in Enforcement
Guideline Procedure Flowchart. The purpose of such remedial actions is to bring the non-compliance or
violation to an end and to prevent, end or minimize the extent of the non-compliance or violation. In all
cases, the impact of such action(s) on the workforce or the local community should be considered and
balanced against the need to introduce sanctions or take other enforcement action. The remedial actions
are to be applied on a case-by-case basis and are not mutually exclusive. For example, a supplier who has
received several warnings may face other sanctions, such as a reduction in orders or, ultimately,
termination of the manufacturing engagement.

In all cases, other than issuing of stop work notices (see directly below), no action will be taken against a
supplier unless there has been extensive consultation with the relevant parties (e.g., Sourcing Unit, factory
leadership, worker representatives, unions, etc.) This is to ensure that all parties fully understand why SEA
is recommending enforcement action, and to determine whether the necessary changes can be made
without the need for enforcement action.

The nature and timing of Enforcement action will also take into account other concurrent legal processes
and enforcement mechanisms.

9.1 Stop Work Notices

Where it is warranted based on the circumstances, a temporary stop work notice may be issued, requiring
suspension of operations at a manufacturing facility until certain requirements are met. A stop work notice
may be issued where:

1. Incidents or breaches of workplace health and safety are life-threatening or likely to lead to injury of
workers, or which have the potential for such consequences; or

2. Manufacturing operations have significant negative consequences for the environment, or which have
the potential for such consequences.

Effectively, this is an instruction to the supplier to shut down (or ‘power-down’] the relevant production
line(s) or production areas until the danger to workers, or other significant harm, is removed. Such action
will only be taken by the SEA in extremely dangerous or serious circumstances, with a proper regard for
balancing the production schedule against the risk associated with not issuing the notice.

SEA has designated staff, qualified and expert in the area of health, safety and environment that have the
authority to issue a stop work notice if they are on-site. All other members or third-party monitors are
required to contact and consult with their region’s Senior Director or Vice President to determine whether
a stop work notice should be issued. In all cases, SEA will first consult with supplier management and
relevant Sourcing Unit, if any, on-site before stopping production. For practical reasons, and due to the
nature of the extreme conditions that would require a stop work notice to be issued, notice will be given to
management verbally in the first instance. However, a written record of the case will then be made by SEA
and provided to all relevant parties.
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9.2  Third-Party Investigations

An independent, third-party investigation may be recommended where there are persistent or repeated
breaches of the Standards or SEA requirements at the same manufacturing site or group of factories, and
it has become a matter of public interest. In such cases, where adidas has been unable to influence
supplier management over an extended period, prior to termination being recommended, an independent,
third-party may be invited to:

. investigate the causes of non-compliance;

e  evaluate the impact of such non-compliance on the workforce; and

e recommend a plan of remediation.

In most cases, the third-party will choose to publish its findings and recommendations. adidas also will be
required to make public disclosure in relation to the supplier’s response and development of action plans
and other steps to remedy poor compliance with the Standards.

9.3 Review of Orders

In cases of proven non-compliance, or where a stop work notice or warning to a supplier has already been
issued, SEA may recommend a review of orders. The relevant Sourcing Unit may then choose to reduce or
relocate current orders, or reduce or temporarily suspend any new orders being placed with the supplier.
Such action would be appropriate, for example, in the following cases:

e where the non-compliance relates to excessive working hours;

e  where workers have complained of unreasonable production targets or excessive pressure being
exerted by supervisors with the consent of management; or

e  where itis determined that the supplier has misrepresented its capacity to complete and deliver the
product on time, regardless of whether adidas is the sole ‘buyer’.

Where a supplier has been issued a second warning letter, orders are authorized only for the existing
Sourcing Units until:

a) all requirements set out in the warning letter have been met; and
b] SEA has verified that all items of non-compliance have been remediated satisfactorily and has
designated the manufacturing site in question "SEA Accepted”.

9.4  Financial Contributions and Project Work

In addition to its auditing and monitoring work, SEA is engaged in a number of projects aimed at making
compliance more sustainable. The projects are diverse and cover a range of issues and due diligence,
from the development of a mechanism to establish fair wage levels, workers grievance channels,
women’s empowerment, occupational health education and training, the implementation of human
resources management systems, and best environmental practices in the manufacturing sites of
suppliers who are more sophisticated in their management of environmental impacts. SEA partly funds
these projects internally from the budget allocated to consultancies and project work on an annual basis.

Where poor compliance with the Standards results in the need to establish a plan of remediation involving
project work by third-party consultants, monitors or local NGOs, the supplier will be expected to fund the
remediation work and the costs of any external party. Examples of such work are provided below:
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Where there is no adequate grievance process or system of appeal against unreasonable or unfair
disciplinary action - an independent body may be established with a local project partner to act as a center
for receiving worker complaints and to assist management in building the proper grievance systems within
the Human Resources or personnel departments.

Where there is no effective management-worker communication or the industrial relations in the
manufacturing site are very poor - the development and delivery of appropriate training modules for
management and union officers (or other worker representatives) by local arbitration institutions, the ILO,
or other experts in the industrial relations area.

Where the health of workers is particularly poor or there is an unusually high incidence of chronic disease
(e.g., tuberculosis, anemia, ‘grey lung’) - immediate health checks and medical assessment of all
employees by local medical professionals, and a thorough review of the capacity of the clinic on site, its
procedure and treatment provision.

Where there is severe contamination or pollution of the local environment due to improper or uncontrolled
manufacturing processes - an immediate environmental impact assessment and, where appropriate,

clean-up operations.

9.5 Warning Letters

A Warning Letter is a written notification that, in the opinion of SEA, a breach of the Standards has been
committed and that inadequate action has been taken by management to remedy the non-compliance. A
record of Warning Letters issued by SEA will be maintained and such letters will be referred to in any
subsequent recommendation either to reduce or suspend orders, or to terminate the manufacturing
engagement. On any given issue, failure to remedy non-compliance after the issuance of Warning Letter
2 will usually result in a recommendation by SEA to the Sourcing Unit to terminate the business
relationship; see Section 9.7.

SEA will consider the following factors in deciding whether to issue or escalate a Warning Letter:

e The effect of the non-compliance on the workforce

The circumstances leading to the non-compliance

The intent of the supplier (either at the individual manufacturing site level or at a group/corporate level)
The history of Standards performance of the supplier

The attitude of the supplier in discussions with the SEA regarding Standards requirements

Any remedial steps taken to address the non-compliance.

The above list of factors is not exhaustive, and those which are relied on to issue the warning will vary from
case to case. It is not simply a matter of weighing the number of factors for and against the supplier, in
respect of its Standards performance. SEA will decide how important each factor is, given the specific
circumstances, and will make an overall assessment before reaching a final decision. In select cases, prior
to a Warning Letter being issued, Sourcing and SEA will send a written memorandum to the supplier’s
management, to prompt early action.

A Warning Letter will only be issued when the SEA has fully consulted with relevant Sourcing Unit and
believes that all other avenues of dialogue with the supplier have been explored and have not yielded any
result. A formal letter will also be issued to the parent company whenever it is applicable.
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9.5.1 Remediation Timeframes for Warning Letters

1)

2)

3)

4)

5)

6)

All action items in Warning Letter 1 (WL1) must be remediated within six months, in order to close
the identified Threshold Issue (T). This does not mean that all action items have a six-month time
frame, as some may require immediate attention, if workers health and safety are in grave
danger, while otherissues require significantly less time than 6 months to resolve. Typically, most
non-compliance can be resolved within 3 months, when supplier cooperation has been secured.
SEA Field Monitors or SEA Lead Champion must set priorities based on the nature of the non-
compliance and the timeframes negotiated with supplier management. SEA Field Monitors
should contact their manager if there is any doubt as to the timeframe for remediation.

In extraordinary circumstances, a non-compliance might require more than six months’ time to
remediate given various considerations and factors. For example:

al Where capital investment is required for new equipment or major engineering works that are
environmentally beneficial or improve electrical, fire or building safety.

b] Where specific remediation is pending the results of a government or police investigation into
the cause of an accident, death or injury; which may lead to a legal prosecution or other
penalties.

c] Where a non-compliance is the subject of an independent judicial process, which will
determine the legality of an action; as in the case of the dismissal of workers, following strike
action.

In these instances, SEA will use its professional judgement to determine the appropriate timeline
required to ensure that the non-compliance is remediated in a timely and sustainable manner.

As soon as all action points have been completed, and SEA or a third-party monitor has verified
that they have been done satisfactorily, the FFC Designation changes to “SEA Accepted” and the
supplier's KPI scores, if applicable, will be updated (i.e., WL1 will no longer affect the KPI). For
Licensee suppliers, this can impact the Licensee Report Card performance rating).

If no substantial improvements have been made or if new Threshold Issues are identified, a WL2
will be issued. In general, this will be done in three to six months after the WL1 was issued.,
However, SEA reserves the right to adjust these timelines as conditions warrant and will weigh
up any consequential impacts. For example, if the cancellation of upcoming orders in effect forces
the supplier into closure or leads to layoffs.

If after the agreed upon timeframe cited in the WL2 has passed and if there is still no sustainable
improvement, the recommendation for termination will be made to Sourcing and its Legal
Department and a Notification of Termination must be issued.

The SEA Field Monitors must maintain frequent dialogue with their line managers and other
relevant staff (e.g., the Country Manager or SEA Operational Contact, production or materials
managers, and any adidas licensee or agent sourcing colleagues) during the Warning Letter
process. adidas is seeking continuous improvement from its suppliers, therefore in order to avoid
escalating a case to a WL2 or a Notification of Termination, it is critical that SEA Field Monitors
engage colleagues in Sourcing and/or within licensees/agents, to seek their support in resolving
non-compliance problems at the supplier.
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9.5.2 Expiration Timeframes for Warning Letters

1)

2)

3)

If the supplier remediates the Threshold Issues (Tls) set out in WL1 and there are no new or
repetitive Tls within 18 months of WL1 being issued, WL1 will expire. WL1 will be kept on record in
the SEA database but will be regarded as inactive. Further, if there have been sustainable
improvements in relation to all Tls set out in WL1, the supplier’s KPI will not be affected.

WL2 will be issued in instances where WL1 has already been issued, but the Tls are recurring or
new Tls are identified within 18 months of the WL1 issuance. If any additional Tls are identified after
18 months of WL1 having been issued, a new WL1 will be issued and the remediation and expiration
timelines are reset to zero.

There is no expiration timeframe for WL2. This means that a WL2 will always be active in the FFC,
and any non-compliance, either new or repetitive in nature, will lead to a Notification of
Termination. However, if there has been sustainable remediation of all action points in WL2, the WL
will no longer affect the supplier's KPI.

9.5.3 Warning Letter Standard Operating Procedure

The Warning Letter Flowcharts, within the Appendix/Attachments section, detail the steps to be taken
when a WL is issued based on whether the factories are internal coverage by SEA, sourced directly by
adidas, or external coverage by approved external monitors, sourced indirectly through third-party
business entities such as licensees or agents. These are usually indicated in Custom Data 2 in Account
Information Page in FFC.

*Timeframes for WL: Drafting the WL: within 5 working days after the decision to issue a WL is taken;
Collecting signatures: within 5 working days after the WL and its attachments are ready.
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9.5.4 Warning Letter Scenarios based on different business entities

The table below illustrates the basic principle to have one major/primary sourcing party to sign off
the Warning Letter. It also serves as a guidance for SEA member and the business entity in preparing the
Warning Letter.

Scenario Which Who signs the Warning Letter (WL)? Which term to be
Business used in the WL?
Entity is
involved?
Scenario A: Only LO Signed by Sourcing and SEA Sr. Mgmt. | ‘Manufacturing
adidas Letterhead Agreement’
is used with LO and other Signed by Sourcing and SEA Sr. should be used
corresponding LO Business Mgmt. Other BEs are copied.
address Entities (BE*)
Scenario B: Only BU Signed by Head of BU and SEA Sr. If there is no
Letterhead of the | (other than Mgmt. Manufacturing
BU is used LO) Agreement signed,
please use the
Business Unit(s) BU Direct Sourcing: Letterhead of the | more general
and/or BU is used. Signed by Head of BU and | term,
Licensee(s) SEA ‘Manufacturing
sourcing Engagement’
together BU Indirect Sourcing: Letterhead of the
major/primary BU/Licensee is used
(based on larger % of order volume).
Other BEs should be copied
Scenario C: Only Licensee Signed by the Head of Licensee
Letterhead of the (no need for SEA to sign)
Licensee is used Multiple Licensees| Signed by the Head of the Licensee
who has the major/primary
relationship (based on larger % of
order volume) (no need for SEA to
sign, but SEA must be copied on
outgoing letter)
SEA informs the designation, instead of
sending the letter to other licensees,
to avoid any business conflict.
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9.6 Termination of Manufacturing Agreements & Engagements

SEA recognizes that recommending termination is a matter of last resort that should only be done after full
consideration of all the consequences, especially any adverse impact on the workforce. A decision to terminate
must be discussed and agreed with senior management level from the relevant Sourcing Unit.

Where a Zero Tolerance issue, or other such severe issue has been identified, and where all other options and
opportunities for leverage have been exhausted and a supplier is still unwilling or unable to comply with the
Standards, SEA will recommend termination of the Manufacturing Agreement or Manufacturing Engagement.

(Note: In case a supplier which has a ‘Compliance Override’ designation for fast-track onboarding fails to
remedy the relevant non-compliances within the agreed time frame, SEA will issue a Notification of
Termination letter).

Once a supplier has been terminated, it is permanently disqualified from production for adidas.

10 Fair Factories Clearinghouse Designation

When any enforcement action is taken against a supplier, the factory’s Designation in the Fair Factories
Clearinghouse (FFC], adidas’ compliance database, will be updated. In doing so, the following tasks will be
completed: a) update the Designation; b) change the Designation “status update” to the date the Warning
Letter was issued; c) remove prior or outdated Designation comments; d) update the Designation comments
toinclude a brief explanation on why the Warning Letter was issued; and e) upload a copy of the signed Warning
Letter as an attachment to the Factory Account page in the FFC. The Designations are as follows:

a.  When SEA has issued the first Warning Letter, the SEA Field Monitor or Service Provider will update
the FFC Designation to “On Probation - WL 1 Issued.”

b.  When SEA has issued the second Warning Letter, the SEA Field Monitor or Service Provided will
update the FFC Designation to “On Probation - WL 2 Issued.”

c. Assoon as all sustainable remediation and action points have been completed, and SEA or
Service Provider has verified that they have been done satisfactorily, the Designation
changes from “On Probation - WL 1 Issued” or “On Probation - WL 2 Issued” to “SEA
Accepted”. (Note: see section 9.5.2 which deals with expiration timeframes for Warning
Letters.)

The Designation "Pending Termination™ is issued to an existing supplier who has been issued a Notification of
Termination letter under the Enforcement Guideline and termination is being processed, existing production
on the line can be completed. Once production is completed, the Designation changes to "SEA Terminated.”
This applies to an existing supplier who has been terminated on SEA's recommendation, because Zero
Tolerance or Threshold Issues were discovered and the supplier would not remediate these issues in a
sustainable manner.

For some situations, Business Entities may choose to deactivate the factories based on business reasons
before the issuing of the Warning Letter. In such cases, Warning Letter may not be issued but the intention to
issue the Warning Letter shall be reported in the Designation Comment by SEA in the FFC to keep the
compliance history of these factories.
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Designations and Order Authorizations

When enforcement action is taken against a supplier, SEA or the SEA-designated Service Provider will
update the designation for the relevant manufacturing site in the FFC as follows:

Designation

Definition

Order Authorization

SEA Accepted - Risk of
Enforcement

Applies to existing suppliers where
Threshold Issues have been discovered
in a previous Desktop or Performance
Audit, which requires the factory to
remediate the Threshold Issues prior
to their next audit or risk facing
enforcement action (ex. Warning Letter
1). Follow-up audit must take place
within 3-6 months of the factory being
designated “SEA Accepted—Risk of
Enforcement”.

Orders are authorized.

On Probation - WL1 Issued

The supplier has been issued Warning
Letter 1.

Orders are authorized only for the
existing Sourcing Units. Any new
Sourcing Units cannot place orders
without first getting authorization
from SEA.

On Probation - WL2 Issued

The supplier has been issued Warning
Letter 2.

Orders are authorized only for the
existing Sourcing Units during the
remedial period. Future order may
be suspended or capped. The
continuation of adidas production is
subject to the completion of all
required remedial actions outlined
in this Warning Letter. Any new
Sourcing Units cannot place orders
without first getting authorization

Pending Termination

The supplier has been issued with a
notification of termination. SEA is
awaiting confirmation from a) adidas
Legal Department that the
Manufacturing Agreement has been
terminated*, and b) Sourcing Unit
that production is complete.

Orders are not authorized.

SEA Terminated

SEA has received confirmation that
the Manufacturing Agreement/
Engagement with the supplier has
been terminated and there is no
production in process.

The supplier may not be re-instated
as an active supplier by adidas or
any other business entity doing
business with or on behalf of adidas.

*Note: This only applies to those cases where there is a signed Manufacturing Agreement in place. Otherwise,
confirmation from Sourcing Unit is sufficient.
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(N Notes and Terms

1. This Guideline will be updated from time to time. SEA will advise adidas colleagues, suppliers and other
relevant business entities of any significant changes in the approach of the SEA to enforcement and
termination procedures.

2. Supplier in this document refers to the factory (including subcontractors), i.e., manufacturing site for any
type of production regardless of what kind of product for adidas. It also covers a broader term to reflect
any sourcing and/or legal relationship including manufacturer, parent company or individual
manufacturer, or other organization from whom adidas sources product directly (including, and in

particular, those suppliers with whom adidas has signed a Manufacturing Agreement) or indirectly
through a third-party business entity such as a licensee or agent.

APPENDIX/ATTACHMENT

Notification of Termination - ZT Identified Template
Notification of Termination Template

Notification of Termination Attachment

Warning Letter 1 Template

Warning Letter 1-2 Attachment

Warning Letter 2 Template

Zero Tolerance (ZT) and Threshold Issues (TI)

Warning Letter Flow Diagram




Place on appropriate letterhead

& insert the fields from (1) to (29) and finalize the letter by removing different reminding Notes.

Note: Please refer Warning Letter SOP on “Warning Letter Scenarios based on different business entities” 











NOTIFICATION OF TERMINATION



[(1) Insert Date using Month/Day/Year format]



[(2) Insert Name of Factory Owner or Manager]

[(3) Insert Title

[bookmark: Text3][(4) Insert Full Factory/Supplier Name]

[(5) Insert Full Address, including the country name]

Sourced by: [(6) List out all engaged adidas Business Entities i.e. Business Unit, LO, Licensee etc.]



NON-COMPLIANCE WITH ADIDAS WORKPLACE STANDARDS “STANDARDS”





[bookmark: Text5]Dear [(7) Insert factory owner or manager's surname, referring to (2) above e.g. Mr Chan],



[bookmark: Text9][bookmark: Text7][bookmark: Text8]On [(8) Insert most current audit date, using Month/Day/Year format], [(9) Insert EITHER SEA team member's name OR External Monitoring Company Name] conducted an [(10) Insert EITHER an audit OR a visit] at [(11) Insert the audited Factory Name], where non-compliances with our Zero Tolerance Standards were identified.



The severe breaches identified include:

1. (12) By point form, list out the summary of Threshold issue(s)

2. 

3. etc.





The attachment to this letter provides more detail about the non-compliance items above. A full report on all audit findings is available in the Fair Factories Clearinghouse (FFC).



These non-compliances are so grievous in nature and place your workers at such risk that they are considered ‘Zero Tolerance’. Not only does this jeopardise our business relationship and the reputation of adidas but indicates lack of concern for your workforce and little regard for the local labour laws. The workers who make adidas products are a primary concern. Therefore, we would like to notify you of our mutual decision to terminate business with you. You will receive formal notification of the termination of the [Choose EITHER (13a) Manufacturing Agreement with (please Insert the name of adidas entity/entities), OR (13b) Manufacturing Engagement with (please Insert the name of sourcing unit that issue this warning letter)]



[bookmark: Text12]In the meantime, should you wish to discuss this matter in more detail, please feel free to contact [(14) Insert the name of SEA Regional Manager] by phone: [(15) Insert phone number], or by email: [(16) Insert email address]. (Note: If this is a supplier for licensee only, the details for (14) – (16) will be from the licensee.)



Please acknowledge receipt of this letter and the attachment by signing and returning a copy of this letter to [(17) Insert the name of the sender from the sourcing unit]

















Best regards,

For and on behalf of [(18) Insert EITHER adidas OR the name of sourcing unit that issue this letter]. 







[(19) Sign off or Insert the signature]



____________________________________

[(20) Insert EITHER the name of Country Manager OR VP/Head of the sourcing unit]; 

[(21) Insert Title]

[(22) Insert the name of the sourcing unit]







[(23) Sign off or Insert the signature]



____________________________________

[(24) Insert the name of adidas SEA Regional Head - where the concerned factory is located]

[(25) Insert the title, adding adidas Social and Environmental Affairs]



Note:  For information (18) – (22), if this is a supplier for licensee only, the inserted information will be licensee’s details, and there will be no SEA signature needed so information (23) – (25) requires no insertion.





Acknowledged Receipt by:

[(26) Insert the factory name]











____________________________ 			____________________________  

[Representative’s signature]	 			[Date]



____________________________			 ____________________________ 

[Representative’s Name] 				[Representative’s Title] 



____________________________			 ____________________________ 

[Representative’s E-mail] 				[Representative’s Phone Number] 





Attachment:

· List of Serious Non-Compliance Items



[bookmark: Text15]cc:	[(27) Insert the name of CEO/President/Supplier Contact, Name of supplier]

[(28) Insert (a) the name of adidas Legal Department contact, (b) main decision maker, (c) operational contact, (d) SEA Field Monitor, (e) Regional/Area Manager, (f) Lead Champion and others]

[bookmark: Text18]	[(29) Insert other names as relevant and necessary]
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Place on appropriate letterhead

& insert the fields from (1) to (30) and finalize the letter by removing different reminding Notes.

Note: Please refer Warning Letter SOP on “Warning Letter Scenarios based on different business entities” 







NOTIFICATION OF TERMINATION



[(1) Insert Date using Month/Day/Year format]



[(2) Insert Name of Factory Owner or Manager]

[(3) Insert Title

[bookmark: Text3][(4) Insert Full Factory/Supplier Name]

[(5) Insert Full Address, including the country name]

Sourced by: [(6) List out all engaged adidas Business Entities i.e. Business Unit, LO, Licensee etc.]



NO RESOLUTION TO NON-COMPLIANCE WITH ADIDAS WORKPLACE STANDARDS (“STANDARDS”)





[bookmark: Text5]Dear [(7) Insert factory owner or manager name, referring to the field (2) e.g. Mr. Chan,



On two previous occasions we have written to you regarding severe non-compliance with the Standards. Please refer to our letters dated [(8) Insert the date of Warning Letter One, using Month/Day/Year format and [(9) Insert the date of Warning Letter Two, using Month/Day/Year format.



[bookmark: Text9][bookmark: Text7][bookmark: Text6][bookmark: Text8]Our letters clearly outlined the Threshold areas of non-compliance identified in the factory and had attached a detailed listing of the problems and corresponding action plans for your factory. On [(10) Insert the most current audit date, using Month/Day/Year format], [(11) Insert EITHER SEA team member's name OR External Monitoring Company Name] conducted an [(12) Insert EITHER an audit OR a visit] at [(13) Insert the audited Factory Name]. It is clear that little or no action has been taken to resolve these issues of non-compliance. Not only does this jeopardize our business relationship, but indicates lack of concern for your workforce and little regard for the local laws and regulations.



[bookmark: Text20]The workers who make adidas products are a primary concern. Therefore, we would like to inform you of our mutual decision to terminate our business relationship with you. You will be contacted by us and [(14) Insert all other engaged business entities i.e. Business Unit, LO, Licensee etc.]** with formal notice in due course. **Remove these wordings when this letter is issued by licensee.





[bookmark: Text12]In the meantime, should you wish to discuss this matter in more detail, please feel free to contact [(15) Insert the name of SEA Regional Manager] at [(16) Insert phone number] or by email: [(17) Insert email address]  .



(Note: If this is a supplier for licensee only, the details for (17) – (19) will be from the licensee.)



Please acknowledge receipt of this letter and the attachment by signing and returning a copy of this letter to [(18) Insert the name of the sender from the sourcing unit]





Best regards,

For and on behalf of [(19) Insert EITHER adidas OR the name of sourcing unit that issue this letter]. 





[(20) Sign off or Insert the signature]



____________________________________

[(21) Insert EITHER the name of Country Manager OR VP/Head of the sourcing unit]; 

[(22) Insert Title]

[(23) Insert the name of the sourcing unit]





[(24) Sign off or Insert the signature]



____________________________________

[(25) Insert the name of adidas SEA Regional Head - where the concerned factory is located]

[(26) Insert the title, adding adidas Social and Environmental Affairs]



Note:  For information (19) – (23), if this is a supplier for licensee only, the inserted information will be licensee’s details, and there will be no SEA signature needed so information (24) – (26) requires no insertion.





Acknowledged Receipt by:

[(27) Insert the factory name]







____________________________ 			____________________________  

[Business Name] 					[Date] 



____________________________			 ____________________________ 

[Representative Name] 					[Representative Title] 



____________________________			 ____________________________ 

[Representative E-mail] 					[Representative Phone] 









Attachment:

· List of Serious Non-Compliance Items





[bookmark: Text15]cc:	[(28) Insert the name of CEO/President/Supplier Contact, Name of supplier]

[(29) Insert (a) the name of adidas Legal Department contact, (b) main decision maker, (c) operational contact, (d) SEA Field Monitor, (e) Regional/Area Manager, (f) Lead Champion and others]

	[(30) Insert other names as relevant and necessary]
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Place on appropriate letterhead

Note: Please refer Warning Letter SOP on “Warning Letter Scenarios based on different business entities” 







-2-





NON-COMPLIANCE WITH ADIDAS WORKPLACE STANDARDS

DETAILED LIST OF NON-COMPLIANCES





1. Zero Tolerance / Threshold Non-Compliance Issue 1

· 

· 

· 

· 

· 

· 



2. Zero Tolerance / Threshold Non-Compliance Issue 2

· 

· 

· 

· 

· 

· 



3. Zero Tolerance / Threshold Non-Compliance Issue 3

· 

· 

· 

· 

· 

· 



4. Zero Tolerance / Threshold Non-Compliance Issue 4

· 

· 

· 

· 

· 

· 



5. Zero Tolerance / Threshold Non-Compliance Issue 5

· 

· 

· 

· 

· 

· 



6. Zero Tolerance / Threshold Non-Compliance Issue 6

· 

· 

· 

· 

· 

· 
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Place on appropriate letterhead

& insert the fields from (1) to (30) and finalise the letter by removing different reminding Notes.

Note: Please refer Warning Letter SOP on “Warning Letter Scenarios based on different business entities” 







[bookmark: Text2]

WARNING LETTER 1





[(1) Insert Date using Month/Day/Year format]



[(2) Insert Name of Factory Owner or Manager]

[(3) Insert Title

[(4) Insert Full Factory/Supplier Name]

[(5) Insert Full Address, including the country name]

Sourced by: [(5) List out all engaged adidas Business Entities i.e. Business Unit, LO, Licensee etc.]



NON-COMPLIANCE WITH ADIDAS WORKPLACE STANDARDS (“STANDARDS”)



[bookmark: Name][bookmark: Text5]Dear [(7) Insert factory owner or manager's surname, referring to (2) above e.g. Mr Chan],



[bookmark: Text9][bookmark: Text7][bookmark: Text19][bookmark: Text8]On [(7) Insert the most current audit date, using Month/Day/Year Format], [(9) Insert EITHER SEA team member's name OR External Monitoring Company Name] conducted [(10) Insert EITHER an audit OR a visit] at [(11) Insert the audited Factory Name], where non-compliances with the adidas’ Threshold Issues were identified.



A summary of Threshold issues are:

1. (12) By point form, list out the summary of Threshold issue(s)

2. 

3. etc.



The attachment to this letter provides more detail about the Threshold Issues listed above. The complete audit report listing all of the findings is available in the Fair Factories Clearinghouse (FFC).



We would like to remind you that adidas’ Workplace Standards are a condition of your [Choose EITHER (13a) Manufacturing Agreement with (please Insert the name of adidas entity/entities), OR (13b) Manufacturing Engagement with (please Insert the name of sourcing unit that issue this warning letter)] and any non-compliance cannot be tolerated. In addition, the items listed above constitute a violation of local laws and regulations. This places both our businesses at serious risk.



This Warning Letter 1 serves as notification that continued non-compliance will jeopardize our long-term business relationship. Failure to remediate the non-compliances detailed in this letter and the attachment, within the agreed upon timeline outlined in the Corrective Action Plan will result in a Warning Letter 2 being issued. If it becomes necessary to issue a Warning Letter 3, at that point, the company’s Social and Environmental Affairs department will recommend that adidas’ business relationship with your factory be terminated.



Moving Forward

[bookmark: Text13]We need to agree on the details and a timeline for action in regard to the non-compliances that are listed. Please provide us with a response detailing both how you plan to remediate and by what date for each of the non-compliances listed in the attachment. Please send this response to us by [(14) Insert the deadline date].  



[bookmark: Text12]Should you wish to discuss this matter in more detail, please feel free to contact [(15) Insert the name of SEA Field Monitor] by phone: [(16) Insert phone number], or by email: [(17) Insert email address]. (Note: If this is a supplier for licensee only, the details for (15) – (17) will be from the licensee.)



Finally, please acknowledge receipt of this letter and the attachment by signing and returning a copy of this letter to [(18) Insert the name of the SENDER from the sourcing unit]  



Best regards,

For and on behalf of [(19) Insert EITHER adidas OR the name of sourcing unit that issue this letter]. 







[(20) Sign off or Insert the signature]



____________________________________

[(21) Insert EITHER the name of Country Manager OR VP/Head of the sourcing unit]; 

[(22) Insert Title]

[(23) Insert the name of the sourcing unit]







[(24) Sign off or Insert the signature]



____________________________________

[(25) Insert the name of adidas SEA Regional Head - where the concerned factory is located]

[(26) Insert the title, adding adidas Social and Environmental Affairs]



Note:  For information (19) – (23), if this is a supplier for licensee only, the inserted information will be licensee’s details, and there will be no SEA signature needed so information (24) – (26) requires no insertion.





Acknowledged Receipt by:

[(27) Insert the factory name]











____________________________ 			____________________________  

[Representative’s signature]	 			[Date]



____________________________			 ____________________________ 

[Representative’s Name] 				[Representative’s Title] 



____________________________			 ____________________________ 

[Representative’s E-mail] 				[Representative’s Phone Number] 





Attachment:

· List of Serious Non-Compliance Items



[bookmark: Text15]cc:	[(28) Insert the name of CEO/President/Supplier Contact, Name of supplier]

[(29) Insert (a) the name of adidas Legal Department contact, (b) main decision maker, (c) operational contact, (d) SEA Field Monitor, (e) Regional/Area Manager, (f) Lead Champion and others]

[bookmark: Text18]	[(30) Insert other names as relevant and necessary]
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Place on appropriate letterhead

Note: Please refer Warning Letter SOP on “Warning Letter Scenarios based on different business entities” 







-2-





NON-COMPLIANCE WITH ADIDAS WORKPLACE STANDARDS

DETAILED LIST OF NON-COMPLIANCES





1. Threshold Non-Compliance Issue 1

· 

· 

· 

· 

· 

· 



2. Threshold Non-Compliance Issue 2

· 

· 

· 

· 

· 

· 



3. Threshold Non-Compliance Issue 3

· 

· 

· 

· 

· 

· 



4. Threshold Non-Compliance Issue 4

· 

· 

· 

· 

· 

· 



5. Threshold Non-Compliance Issue 5

· 

· 

· 

· 

· 

· 



6. Threshold Non-Compliance Issue 6

· 

· 

· 

· 

· 

· 
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Place on appropriate letterhead

& insert the fields from (1) to (32) and finalize the letter by removing different reminding Notes.

Note: Please refer Warning Letter SOP on “Warning Letter Scenarios based on different business entities” 







WARNING LETTER 2

[bookmark: Text2]

[(1) Insert Date using Month/Day/Year format]



[(2) Insert Name of Factory Owner or Manager]

[(3) Insert Title

[bookmark: Text3][(4) Insert Full Factory/Supplier Name]

[(5) Insert Full Address, including the country name]

Sourced by: [(6) List out all engaged adidas Business Entities i.e. Business Unit, LO, Licensee etc.]



CONTINUED NON-COMPLIANCE WITH ADIDAS WORKPLACE STANDARDS (“STANDARDS”)





Dear [(7) Insert factory owner or manager name, referring to the field (2) e.g. Mr. Chan,



On [(8) Insert the date of Warning Letter One, using Month/Day/Year format, we wrote to you regarding a number of serious non-compliance issues. This was following [(9) Insert EITHER an audit OR a visit] conducted by [(10) Insert EITHER SEA team member's name OR External Monitoring Company Name].



[bookmark: Text8]In our earlier letter, i.e., the first warning letter, we listed out [Choose EITHER (11a) the major areas of non-compliance. We have set them out below again for your benefit OR (11b) a number of major non-compliances. In addition to those problems, we have now identified further Threshold Issues in breach of our Standards"]



As stated in the first warning letter, the Standards are a term of your [Choose EITHER (12a) Manufacturing Agreement with (please Insert the name of adidas entity/entities), OR (12b) Manufacturing Engagement with (please Insert the name of sourcing unit that issue this warning letter)] and any non-compliance of such term shall constitute breach of contract and** cannot be tolerated. **Remove these wordings when no Manufacturing Agreement is signed.



In addition, your factory may complete and produce adidas orders during the remedial period, but the continuation of adidas order production is subject to the completion of all required remedial actions outlined in this Warning Letter.  



A summary of non-compliances are:

1. (13) By point form, list out the summary of Threshold issue(s)

2. 

3. etc.



[bookmark: Text12]A full report on all non-compliances and a corrective action plan is available in the Fair Factories Clearinghouse (FFC). It is also attached for your reference. You will see that all the action items have deadlines attached to them, with the majority of deadlines to be met by [(14) Insert the date - usually giving 3 months]. Otherwise we will issue a final warning noting continued non-compliance and a lack of cooperation by factory management. 



You have been provided a previous opportunity to meet and maintain the requisite level of compliance with the Standards. Should we continue to find non-compliance with our Standards, a final letter will be issued to serve notice to you that our business relationship with you should be terminated by [(15) Insert the name of sourcing unit]. 



Moving Forward

Please provide us with your response to each of the items set out in the attachment by [(16) Insert the deadline date]. 



Should you wish to discuss this matter in more detail, please feel free to contact [(17) Insert the name of SEA Field Monitor] by phone: [(18) Insert phone number], or by email: [(19) Insert email address]. (Note: If this is a supplier for licensee only, the details for (17) – (19) will be from the licensee.)



Please acknowledge receipt of this letter and the attachment by signing and returning a copy of this letter to [(20) Insert the name of the SENDER from the sourcing unit]    





Best regards,

For and on behalf of [(21) Insert EITHER adidas OR the name of sourcing unit that issue this letter]. 





[(22) Sign off or Insert the signature]



____________________________________

[(23) Insert EITHER the name of Country Manager OR VP/Head of the sourcing unit]; 

[(24) Insert Title]

[(25) Insert the name of the sourcing unit]





[(26) Sign off or Insert the signature]



____________________________________

[(27) Insert the name of adidas SEA Regional Head - where the concerned factory is located]

[(28) Insert the title, adding adidas Social and Environmental Affairs]



Note:  For information (21) – (25), if this is a supplier for licensee only, the inserted information will be licensee’s details, and there will be no SEA signature needed so information (26) – (28) requires no insertion.





Acknowledged Receipt by:

[(29) Insert the factory name]





____________________________ 			____________________________  

[Business Name] 					[Date] 



____________________________			 ____________________________ 

[Representative Name] 					[Representative Title] 



____________________________			 ____________________________ 

[Representative E-mail] 					[Representative Phone] 



Attachments:

· List of Serious Non-Compliance Items

· Full Report on all Non-Compliances, incl. Corrective Action Plan



cc:	[(30) Insert the name of CEO/President/Supplier Contact, Name of supplier]

[(31) Insert (a) the name of adidas Legal Department contact, (b) main decision maker, (c) operational contact, (d) SEA Field Monitor, (e) Regional/Area Manager, (f) Lead Champion and others]

	[(32) Insert other names as relevant and necessary]
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INTERNAL COVERAGE
- SEA Field Monitor takes the lead

Manager, Regional Manager or Regional Head depending on region.

SEA Field Monitor discusses audit findings and proposed enforcement action with SEA Area

. =

SEA Field Monitor discusses with all relevant sourcing parties, if any, a) audit findings &
remediation requirements; b] compliance / remediation history. When Warning Letter is
recommended, SEA Lead Champion should be informed earlier than sourcing colleagues. In
case there is any concern from Lead Champion, Lead Champion should discuss that with
Field Monitor as well as the Field Regional Manager who will have the final decision.

the WL template.

If WL is agreed to be issued, SEA Field Monitor prepares the draft and attachment(s) using

.

SEA Field Monitors and Program Operations in that region
attachment(s). Lead Champion will support in collecting signature)

depending on region; and b] Lead and Regional Champion(s) as necessary.

1) collects the signature preferably from the primary sourcing entity and finalize the WL and

2) sends WL to supplier, copying all relevant sourcing parties as well as a) AM, RM, or RH

. B

SEA Field Monitor
1) updates the factory’s FFC Designation to reflect enforcement action.

received back with the factory’s signature.)

2] uploads a copy of the WL as an attachment under the relevant factory account in the FFC.
(The updated FFC designation date will be the date it was mailed and not the day it was

. B

SEA Field Monitor

1) works with the factory to achieve all remedial targets and all Warning Letter requirements.

2] verifies remediation actions are occurring in accordance with the WL's timeline.

3) keeps the SEA Lead/Regional Champion(s] informed of progress and update the factory’s
CAP in the FFC to document the remediation activities.

4) updates the FFC designation to reflect the latest compliance performance of factory.
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EXTERNAL COVERAGE
- SEA Lead Champion takes the lead

SEA reviews and discusses audit findings based on the report from external monitoring
companies

. B

SEA discusses with all relevant sourcing parties: a) audit findings & remediation
requirements; b) compliance / remediation history.

If a WL is agreed to be issued, SEA prepares the draft and attachments using the WL template

to

For adidas Business Units sourcing
through supply chain
intermediaries [single or multiple

and updates the FFC’s designation on that date that the Warning Letter is ready to send
For Third party licensee/dist

sourcing.
(single sourcing relationship

ributor

)

sourcing relationships)

.

SEA Lead Champion sends the draft
letter to the primary sourcing entity to
print the WL on their letterhead, and that
date will be the effective date for the WL;
put all the relevant people on the cc list

to the licensee to print the WL o

the Warning Letter.

SEA Lead Champion sends the draft letter

company’s letterhead. /n cases where there
are multiple licensees, the licensee with the
primary/major relationship will be issuing

n their

1 B N !

Both VP of the Business Unit and Head of
SEA sign off the WL. The BU sends it to
the factory for their signature, and
uploads the signed WL to the FFC within
the factory’s account page.

The Licensee

1) signs the WL and sends it to t
and gets their signature;

2) uploads the signed WL to the
the factory account’s page.

he factory

FFC within

N i i

BU

1) works with the factory to achieve all
remedial targets and all Warning Letter
requirements.

2) verifies remediation actions are
occurring in accordance with the WL’s
timeline.

3) keeps the SEA Lead/Regional
Champion(s) informed of progress and
updates the factory’s CAP in the FFC to
document the remediation activities.

The Licensee

1) works with the factory to achieve all
remedial targets and all Warning Letter
requirements.

2) verifies remediation actions are
occurring in accordance with the WL's
timeline.

3) keeps the SEA Lead/Regional
Champion(s) informed of progress and
update the factory’s CAP in the FFC to
document the remediation activities.







adidas

Social Zero Tolerance & Threshold Issues

Zero Tolerance

1.

Prison Labour

Includes any form of manufacturing, whether ‘illegal’ or ‘unauthorized’ or part of a
legitimate work program, conducted within the confines of a prison, or by prisoners who
have been sent to the manufacturing site, regardless of whether the prisoners are paid for
their work.

Slavery and Human Trafficking, including Forced Labour

Presence of any form of forced labor, whether in the form of prison labor, indentured
labor, bonded labor or otherwise; or evidence of the trafficking in persons for the purposes
of forced labor. No employee may be compelled to work involuntarily through force or
intimidation of any form, or as a means of political coercion or as punishment for holding
or expressing political views.

Child Labour

Business partners must not employ children who are less than 15 years old, or less than
the age for completing compulsory education in the country of manufacture where such
age is higher than 15. For example: any finding of child labor in a newly nominated factory;
and any finding of the presence of child labor in a current and approved supplier, where
there is evidence that the issue is so embedded or prevalent that it cannot be remedied to
secure the long-term future and education of the child labourer.

Critical, Life-Threatening Health, Safety and Environmental Conditions

A factory building that is structurally unsound and may collapse (either partially or
completely) causing serious injury or death. An immediate and serious fire hazard is
present, such as a large quantity of flammable chemicals or materials placed on site
without any proper control system in place. Any other set of circumstances, which may
cause danger or life threat to anyone in the factory premises, including use of chemicals
or environmental risks.

Repetitive and Systematic Abuse

The abuse may be sexual, physical, or psychological/emotional in nature, and must form
part of the management style of the supplier, i.e., must be part of the day to- day
management of the factory. For example, physical punishment is used to discipline
workers; workers are regularly locked inside the factory and unable to leave; there is
widespread sexual harassment of workers. Systematic abuse would not include isolated
actions.

Business Registration
The company does not hold a valid business registration or license document to legally
operate the business.
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List B: Threshold Issues

1. Restrictions on Freedom of Association
Limiting or prohibiting workers' right to join organizations of their choosing, including
trade unions; Intentional discrimination and harassment against the representatives or
members of a union. This includes discrimination and harassment in the form of:

a. Block-Llisting or other forms of discrimination in the recruitment/hiring process
and throughout the worker’s life cycle;

b. Allowing or instructing supervisors to threat, harass union members or
representatives through use of abusive language, allocating 'dirty’ jobs, rotating
between departments;

c. Interfering with union activities or preventing access to members and workers by
the union, including: failure to recognize a union; in multi-union scenarios,
favoring one union over another;

d. To threaten to make use or use the presence of local authorities, police, military or
other security forces, to prevent, disrupt or break up any activities that constitute
an exercise of the right to freedom of association and/or workers’ freedom of
assembly;

e. Failure to promote or provide other advancement opportunities or rewards to
union members;

f.  Unfair dismissal/termination of union members;
g. Failure to comply with legal order in reinstatement cases;

h. Failure to recognize the rights of collective bargaining and upholding terms of the
CBA.

2. Working Hours and Excessive Overtime

2a. Excessive Overtime

Excessive overtime means exceeding the maximum of 60 hours per week as a general
practice. This applies to any individual production line worker. This excludes drivers and
security guards, in which case 72 hours is the allowable weekly maximum.

2b. Rest Days
Missing rest days, such as consecutive Sundays worked without compensatory time off.
2c. Management Systems - Working Hours

No time recording system, or one that is not verifiable (e.g., worker signatures are
accepted as means of verification).

3. Non-Payment of Wages - Timing
Non-payment, for the purposes of defining Threshold Issues, means failure to pay
workers:

a. within 30 days of the end of the pay period; or
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b. within the amount of time specified by local law if less than 30 days and a
frequency of more than one time during the previous 12 months.

4. Non-Payment of Wages - Amount
Supplier must pay wages in full. Partial payment of wages will be considered as non-
payment of wages. For the purposes of this Threshold Issue, Wages includes the following
standard items of a worker’s wage package, i.e.:

a. the monthly minimum or basic wage (basic wage may be higher than the local
legal minimum wage);

b. All overtime payment due to the worker for the pay period

c. all fixed amounts, for example technical allowance, seniority allowance, meal
allowance, night shift allowance, hardship, or position allowance

d. any non-fixed amounts, which are calculated based on the productivity or
output for that pay period, for example a monthly efficiency or productivity
bonus, which is provided, based on the performance/output of the worker'’s
unit or the individual worker.

e. upon termination of the employment relationship, the payment of severance
dues in accordance with legal requirements or adidas’ guidelines, whichever is
higher.

f. any additional wage and benefits as agreed to by the collective bargaining
agreement (if applicable)

For the purposes of this threshold issue,” wages” do not include any discretionary bonuses

which management may provide workers from time to time, e.g., those payments based on
the financial performance of the factory or local custom.

5. Fraud & Exploitation
Double book-keeping or other fraudulent practices in evidence.

6. Management Attitude and Systems

a. The attitude of the factory management is so poor that the monitor believes there will
be nil or minimal cooperation on the part of the supplier in any remediation process. It
must form part of the management style of the supplier, i.e., it is not a problem of just
one or two uncooperative members of the management team. For example, the owner
or general manager tells the monitor that the factory refuses/will refuse to comply
with the Standards, or members of the management team consistently lie to the
monitor throughout factory visits or in general communications.

b. The systems are so poor as to be beyond remedy. There is a complete lack of
commitment from management, and no sense that any further improvements will be
made in good faith. For example, management may indicate that it has absolutely no
capacity or willingness to implement systems that will help manage the workforce and
supplier compliance.
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C.

There is strong evidence to indicate that the factory management is taking inadequate
steps to remediate issues and pending/unresolved issues remain open from previous
audits with little to no demonstration of progress to close the issue.

7. Serious Labour Problems

7a. Wages and Benefits

1.

ARSI R N

No payment records, pay system, or undocumented practices, such as workers being
paid ‘off-the-books'.

Failure to implement the legal minimum wage.

Failure to implement proper overtime or holiday rates.

Use of apprentices or trainees as regular workers with pay below minimum wage.
Fines or monetary penalties used as a form of discipline.

Failure to provide or properly contribute to all legally required social and medical
benefits (including but not limited to: accident insurance, health insurance,
maternity/parental benefits, unemployment insurance, retirement fund)

7b. Child Labor

No proper age documentation on personnel files.

Child labor was found in current and approved suppliers and the supplier has not
undertaken the appropriate remediation to minimize and remove the further risk of
recruiting workers under the legal age of employment and/or secure the long-term
future and education of the child laborer as per the guidance given in our Employment
Guidelines.

7c. Violence, Harassment & Abuse

Retaliation against workers who report problems.

Harassment & Abuse - Failure by the factory to properly investigate and/or address
instances of harassment & abuse, which may be verbal, sexual, physical, or
psychological/emotional in nature and may occur as isolated cases, due to abuse of
power from managers/supervisors, or between peers.

Gender Based Violence (GBV] - Failure by the factory to properly investigate and/or
address instances of violence and harassment directed at workers because of their
sex or gender or affecting persons of a particular sex or gender disproportionately and
includes sexual harassment. Forms of violence and harassment include unacceptable
behaviors and practices, or threats (isolated incidences or systemic practices) that
create physical, psychological, sexual, or economic harm, and includes gender-based
violence and harassment.
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7d. Forced Labor Indicators

1. Exploitative recruitment practices, including recruitment fees or related costs being
borne by workers in contravention of adidas’ Responsible Recruitment Policy’.

2. Involuntary retention of original worker documentation, such as passports, without
worker access.

3. Restrictions on freedom of movement within designated work areas, including
restricted or lack of access to bathroom facilities, fresh drinking water, or necessary
medical attention, and unreasonably restricting employees from exiting production
areas, the factory grounds or dormitories. Restrictions on freedom of movement may
also include non-physical restrictions, for example preventing freedom to resign from
one's employment (e.g., undue penalty)

7e. Discrimination

1. Deliberate discrimination, including failure to implement equal pay for equal work,
based on a protected class or the worker’'s employment status (e.g., contract labor)
that is not in full compliance with the law or good industry practice.

2. Discrimination against pregnant workers through employment terms, including
dismissal, passing over for promotion, demotion, or reduction in wages. Failure to
comply with legally required protections and benefits regarding pregnancy, maternity
leave, and postnatal employment protections, benefits, and pay.

7f. Hazardous Work

Juvenile and pregnant workers are placed in hazardous positions that compromise their moral
integrity, spiritual, and moral development. The juvenile workers are allowed to work
overtime.

79. Management Systems
1. Terms of employment (e.g., contract status, duration] in violation of legal
requirements. Includes improper usage of short-term contracts to manage regular

business/production orders.
2. No proof of employment in personnel files or worker records system.

8. Extremely Poor Health Safety and Environmental (HSE) Conditions

8a. Health, Safety & Environmental Management Systems

Valid permits and / or licenses should be held by the factory for their premises. A supplier
with multiple factory locations shall have a set of valid permits and / or licenses specific to
each factory location. Reference should be made to the relevant Country Profile and

' See https://www.adidas-group.com/en/sustainability/transparency/policies/#/responsible-
recruitment/
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associated Standard Permit Requirement Form for legal licensing and permitting
requirements.

8b. Poor Fire Safety Practices

1. no evacuation drills within last 6 months;

2. no, or minimal, functioning basic fire safety equipment, such as an alarm system and
fire extinguishers;

3. no, or minimal, or extremely poorly designed, emergency lighting;

4. lack of proper fire detection and alarm system in material, chemical, finished goods
warehouse and kitchen?;

5. very poor housekeeping practices or electrical installation, which creates a fire
hazard.

8c. Poor Health & Safety Practices

1. Exposure to restricted chemicals®in the workplace; Missing SDS and/or substance
identifiers: e.g., name, CAS or EC number* in SDS.

2. No, or very minimal, protection (such as personal protective equipment, ventilation, or
extraction systems) provided for workers who are exposed to hazardous substances,
such as VOC or toxic dust.

3. Use of high-risk machinery with the potential to cause major injury or result in fatality,
which is insufficiently safequarded or lacking in safety devices, e.g., censors or
emergency stop buttons.

4. Lack of safety controls or other precautionary systems in high risk working areas,
such as the boiler and power plants.

5. Dormitories are in the same building as warehousing and/or production facilities.

6. Hygiene presents a health risk in non-production areas including kitchens, canteens,
dormitories, and toilets.

8d. Significant Adverse Environmental Impacts

Operations have significant detrimental consequences for the environment, people, or
communities. These include but are not limited to: major oil or hazardous chemical spillages
that may potentially lead to water and/or soil contamination, direct discharge of untreated
wastewater to the ground or water body, improper dumping of waste both hazardous and non-
hazardous, no/minimum controls on air emissions (e.g. from boilers, furnaces etc.).

2 0nly applies to factory kitchens used for cooking meals for workers.

3 Currently we have the following 12 chemicals considered as restricted; they are Benzene (71-43-2], Toluene
(108-88-3) , Methylene Chloride (75-09-2), Trichloroethylene (79-01-6), Perchloroethylene (127-18-4), Carbon
Tetrachloride (56-23-5), N-Dimethylformamide (68-12-2), Phenol (108-95-2), Cellosolve (110-80-5), Cellosolve
Acetate (111-15-9), Methyl Cellosolve (109-86-4), Methyl Cellosolve Acetate (110-49-6)

“* The identification of a restricted chemical will be verified through the presence of substances identifiers.
Missing SDS and/or missing substances identifiers signify that the absence of restricted chemicals from any
chemical substance used by the factory could not be verified.
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Environmental Zero Tolerance & Threshold Issues

Zero Tolerance

Any form of illegal or unauthorized discharge, dumping or emission activities from the
manufacturing sites, which can cause significantly critical impact on people or on the
environment.

Threshold Issues

a.

e}

Permits

Facility must have the relevant valid permits for all environmental area aspects for each

of their facilities. It can include, but is not limited to operation license, water extraction

permit, wastewater discharge permit, and waste permit. If required by law, to have a

qualified and dedicated person to manage the environmental program will be included.

Wastewater /Effluent management

Wastewater generated from facility’ must be treated by one of the follows means

before discharging to open body:

Onsite wastewater treatment

Onsite wastewater treatment refers to the wastewater treatment plant managed and
owned by the facility. Wastewater treated using the onsite effluent treatment plant
(ETP) can only be directly discharged into the environment if the below conditions are
met. Requirements for on-site wastewater treatments are as follows:

Facilities must perform regularly monitoring and ensure discharge wastewater fulfills
their local legal requirements®. All results in the monitoring process must be well
documented. In the case of contradictory wastewater test results, adidas test result
will supersede.

Partial onsite wastewater treatment

Partial onsite wastewater treatment refers to wastewater that is firstly treated inside
the facility, and subsequently sent to an off-site 3rd party treatment plant (i.e.,
centralized effluent treatment plant - ETP) for further treatment before discharging
into the environment. Requirements for partial onsite wastewater treatments are as
follows:

i.  Facilities must ensure that discharge wastewater meet requirement from
centralized ETP, AND

5 Facility with wet processing or facility without wet processing but with its domestic wastewater discharge
requires permit from government.

¢ Local legal requirement refers to government discharge permit and discharge service agreement with
Industrial Park.
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ii.  Provide evidence of a valid service agreement between the facility and the
centralized ETP provider. In the absence of service agreement, facility must
provide a permit to show that they are allowed to discharge into the offsite-
waste water treatment plant when service agreement is not required by
local regulation. A service agreement will be required during verification for
all facilities in China.

o Offsite wastewater treatment
Offsite wastewater treatment or third-party wastewater treatment refers to the
wastewater from facility that is sent to a contracted/public wastewater treatment
facility or a regional wastewater treatment facility (i.e., industrial park, industry zone
etc.) for treatment. Requirements for off-site wastewater treatments are as follows:

i. Facilities must ensure that wastewater discharge meet requirement from
centralized ETP if applicable, AND

ii.  Facilities must provide evidence of a valid service agreement between the
facility and the centralized ETP provider. In the absence of service
agreement, facility must provide a permit to show that they are allowed to
discharge into the offsite-waste water treatment plant when service
agreement is not required by local regulation. A service agreement will be
required during verification for all facilities in China.

c. Chemical Management

Facilities must ensure that restricted chemicals’ are not used in the adidas production
processes. Facilities should present the updated chemical inventory record to prove that
the restricted chemicals are not in use.

d. Waste Disposal

o Facility must demonstrate all waste types have been identified, tracked and recorded.

e Onsite incineration® is not allowed for all types of waste.

e Facilities must hire certified/ licensed waste contractors for all waste transport and
disposal.

e. Energyuse

7 Currently we have the following 12 chemicals considered as banned chemicals; they are Benzene (71-43-2),
Toluene (108-88-3) , Methylene Chloride (75-09-2), Trichloroethylene (79-01-6), Perchloroethylene (127-18-4),
Carbon Tetrachloride (56-23-5), N-Dimethylformamide (68-12-2), Phenol (108-95-2), Cellosolve (110-80-5),
Cellosolve Acetate (111-15-9]), Methyl Cellosolve (109-86-4), Methyl Cellosolve Acetate (110-49-6). The
identification of a restricted chemical will be verified through the presence of substances identifiers. Missing
SDS and/or missing substances identifiers signify that the absence of restricted chemicals from any chemical
substance used by the factory could not be verified. N-Dimethylformamide (68-12-2) is exempted in PU synthetic
leather facilities until technology is available.

® No exception for onsite incineration which is approved by government.
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e Facilities must demonstrate all purchased and generated energy sources’ have been

identified, tracked and recorded.
e No new installation of onsite coal-fired boiler, or other sources of coal-fired heat and

power generation.

f. Water use

Facilities must demonstrate all purchased and extracted water sources'® have been
identified, tracked and recorded.

g. Black-listed record

Any facility identified as an unresolved non-compliance or blacklisted facilities by an
NGO or Government due to negative environmental activities e.g., IPE"".

?Energy sources including both direct and indirect sources and used for production and non-production

activities within factory boundary.
" Water sources include but is not limited to municipal water, groundwater, rainwater and drinking water.

" Any blacklisted supplier identified in the IPE platform will be subjected to the IPE enforcement action and
follow specific standard operation procedure.
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