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“The most impressive thing about Project Kaleidoscope and the DSC [dynamic social
compliance] process is that the systems have helped foster a culture of communication and
mutual respect...Workers feel empowered because they feel that they can speak out and will
be heard...To the senior management team, the DSC process serves as an “advanced warning
system” for managers, who can use the survey results to gauge employee satisfaction, identify
problems they face and fix them before they become out of control”

— Owner of factory that participated in Project Kaleidoscope

“ We consider that the DSC process has enhanced the management and operation of the
factory. DSC process has set forth detailed objective indicators for the assessment and
evaluation of COC [code of conduct] compliance and requires monthly review of achievement
that allows more effective and timely forecast/planning. Besides, it creates more transparent
and effective communication between management and workers, as well as between the
factory and customers

— Manager of factory that participated in Project Kaleidoscope

“There is more communication and interaction between management and workers now.
Management is willing to listen to workers’ opinions. The relationship is closer. This may
enhance the development of the factory!

— Worker in factory that participated in Project Kaleidoscope

PREFACE

The kaleidoscope can serve as a powerful image. When you rotate a
kaleidoscope, internal pieces shift, changing their relationship to one another
so that you see them in a new and different way. There are two components to
the experience—the pattern viewed and the person viewing it.

We can use the kaleidoscope as a symbol for a particular way of thinking.
Kaleidoscope thinking requires those who are looking at a phenomenon—a
situation, an issue, a set of facts—to be willing to look at it in a new and
different way. When they do, they see a different pattern—perhaps new causal
relationships, perhaps a new solution. The moment that new pattern emerges is
a kaleidoscope moment.

Project Kaleidoscope was the creation of a Working Group that was willing to
reconsider our views and explore new ways to approach our goal—improving
working conditions in global supply chains. Expanding our perspectives and
expanding the functions of major components of the current code of conduct
compliance approach were both essential to the project.

Since the early 1990’s, when global companies began to establish workplace
standards for their suppliers, many stakeholders have taken a fresh look at the
issues and come up with new ideas. We built on this progress and hope our
work in Project Kaleidoscope will advance it.
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NOTE ON SOURCES

Except as otherwise noted, the personal perspectives included in this report are extracts from statements provided at the

request of the Project Kaleidoscope Working Group. Those of factory owners, managers and workers were collected and

translated, when necessary, by Disney field staff and McDonald's agencies. We have made minor stylistic edits but, so far as

possible, have kept the wording intact. The two perspectives from Professor Qu Ning were drawn from a single statement,
which was translated by a member of the Disney Hong Kong
office. We edited them and also the statement from Pei Bin of The
Asia Foundation, but only to reduce them in length and improve
clarity, where needed.

The example of how a factory found, fixed and set up or
strengthened systems to prevent recurrence of a compliance
issue was provided by Disney field staff, based on their ongoing
reviews of the factory's reports and hands-on work with factory
managers. We present it in a format that closely tracks the way it
was reported to us.



EXECUTIVE SUMMARY

Project Kaleidoscope was a collaborative effort initiated and
guided by a multi-stakeholder Working Group consisting

of representatives of the McDonald's Corporation and The
Walt Disney Company and other organizations that work on
international labor issues. We, the Working Group, sought to
improve working conditions in facilities that produce products
for corporate supply chains. We believe this is not only a
worthwhile objective in and of itself, but also a way to help
protect against reputational risk and to enhance long-term
shareholder value.

To these ends, we developed and field tested an alternative
approach to promoting and enhancing long-term, sustained
compliance with corporate codes of conduct. We called it
Dynamic Social Compliance (DSC) because it reflects the
dynamic factors that can affect compliance at the facility
level.

The DSC approach consists of two basic components—
robust factory-level communications and feedback
mechanisms and dynamic internal compliance management
systems. Our assessments suggest that the approach can
achieve its objective. We, therefore, present this report in a
spirit of optimism. We believe the DSC approach represents
a promising alternative to the traditional code of conduct
compliance process. However, further tests would be needed
to determine if it can achieve comparable results in other
situations and over a longer timeframe.

An Expanding Circle of Stakeholders

Members of the Working Group include representatives of
two global companies—the McDonald's Corporation and The
Walt Disney Company—and seven organizations that engage
in diverse efforts to improve working conditions in global
supply chains. Some of them are investors in the brands.’

* As You Sow Foundation

* Center for Reflection, Education and Action (CREA)
» Connecticut State Treasurer's Office?

* Domini Social Investments LLC

* General Board of Pension and Health Benefits of the
United Methodist Church

* Interfaith Center on Corporate Responsibility (ICCR)
* Missionary Oblates of Mary Immaculate

As the project evolved, we reached out to include other
stakeholders, including an in-country project coordinator,
several local civil society organizations (CSOs), McDonald's

creative agencies for promotional items, Disney field staff,
the owners of the ten factories where the approach was
piloted and factory employees at all levels—workers and line
supervisors as well as managers.

A Kaleidoscope of Perspectives

We chose the name Project Kaleidoscope for several
reasons. The most important have to do with the new and
different perspectives a kaleidoscope offers a viewer who
will rotate the lens and look again. For us, this symbolized the
type of thinking the project required—a willingness to re-view
assumptions and expectations, an openness to seeing new
patterns in facts and new functions for components of the
established compliance approach.

From Project Goals to Compliance
Approach

We began by developing a consensus on what an optimum
compliance approach would achieve and what it would
include. Both reflected our own past experience and

the experience of many other organizations involved in
international labor issues.

The approach evolved over time—through dialogue, both
among ourselves and with other stakeholders, and through
learnings during the course of the project. An early, critical
step was to conceptualize a compliance process. That
process aims to identify opportunities to support timely, self-
initiated correction of compliance issues so that acceptable
performance levels can be sustained and working conditions
continuously improved.

We focused on opportunities in the existing McDonald's and
Disney compliance processes. These processes are very
similar. To identify potential opportunities for improvement,
we analyzed the processes and the results of past
compliance audits. Such audits are a key element in both
brands’ approaches.

In the processes themselves, we perceived certain inherent
limits. Among the most important is the fact that conventional
audits provide only a “snapshot” of facility conditions at a
particular point in time. They may also identify as compliance
issues problems that have been corrected while, at the same
time, missing certain current compliance issues.® Another
limit is that negative findings are linked to potential loss

of business. Facilities, therefore, may focus on securing
passing scores, rather than on identifying opportunities for
improvement.

! Information about our organizations is available in Chapter 11l and Appendix A.

2 The Connecticut State Treasurer's Office is engaged in its capacity as principal fiduciary for the Connecticut Retirement Plans and Trust

Funds.

3 Compliance issues may elude auditors for various reasons. One is that they necessarily focus on samples, both for record reviews and
interviews. They also generally focus on only parts of a facility. However, a facility may have many buildings and many thousands of workers.



EXECUTIVE SUMMARY continued...

For results of the audit process, we looked at past findings
for the ten factories that had agreed to participate in the
project. Over the years, auditors had found a spectrum of
issues. Some reappeared in succeeding years, even though
corrective action plans had been developed to address
them. We concluded that sustainable solutions to systemic
issues required something different from corrective actions
triggered by conventional audits.

Out of these analyses grew an approach that recognizes
facilities’ intrinsic business interests in code of conduct
compliance, gives them ongoing responsibilities for the
compliance process and helps them develop effective
internal compliance management systems that engage all
factory personnel in the compliance process.

A Collaborative, Dynamic Approach to
Compliance

The Project Kaleidoscope compliance approach has two
principal components. One is two-way communications—
bottom-up, as well as top-down—that seek to engage key
stakeholders, including workers and supervisors, as well as
managers, in collaborative efforts to identify issues, develop
solutions and monitor progress.

The other component is an internal compliance management
system that registers and responds to the many internal

and external factors that can affect compliance at the

facility level. These factors are dynamic—changes in product
demand or specifications, labor availability, power outages
and so forth. We, therefore, concluded that a system for
managing compliance should also be dynamic.

The two components converge in what we are calling a
DSC system. It consists of ongoing monitoring processes
and feedback mechanisms that enable designated factory
personnel to find, fix and initiate strategies to prevent
recurrence of compliance issues rather than await results
of external audits. Factories affirmatively demonstrate their
compliance efforts and are not penalized for issues they
successfully correct. Audits still assess compliance, but they
also focus on the functionality of each factory's internal
systems and opportunities for improving them.

Implementing the Project

We piloted our approach in ten factories in southern China
that produce products for McDonald’s restaurants and
Disney licensees. We selected factories that would allow us

to test our approach in different environments. The factories
range in size from approximately 450 to approximately
17,000 employees. They supply different types of products,
including apparel, footwear, toys and other promotional items.
At the outset of the project, they also had diverse compliance
histories.

Building on the McDonald's and Disney codes of conduct,
we developed a set of compliance guidelines—the Project
Elements—to serve as a uniform code for the purposes of the
project* We then developed a self-assessment tool and an
audit tool to reflect the Project Elements and our systems-
based approach.

Consistent with the principal components of the approach,
further implementation focused on two types of activities.
One was in-factory workshops to facilitate two-way
communications and collaborative problem-solving. The other
was written guidance and hands-on training to support DSC
system implementation.

Communications Workshops

The communications workshops used a participatory rapid
appraisal (PRA) process to open up dialogue and communal
engagement® Through team exercises and discussion, PRA
facilitators engaged workers, supervisors and managers

in collaborative efforts to identify factory strengths,
opportunities for improvement and potential solutions to
issues.

Factory Guidance and Training

Factories were introduced to the DSC approach and given
a self-assessment tool to help them develop internal
compliance systems. Audits conducted shortly thereafter
indicated a need to provide more detailed guidance.

This insight led to the development of a full-fledged
implementation manual, with separate chapters showing how
each standard in the Project Elements could be translated
into the six system components we had defined.®

The factories then received hands-on training in how to use
the manual to establish systems and address issues the
systems would help them identify. The training programs
were tailored to the needs and operations of each factory.
However, all programs introduced factory employees to the
Project Elements and the systems-based approach, and all
the programs included more specific training for personnel
with implementation responsibilities.

“For the complete text of the Project Elements, see Appendix B.

5 Participatory rapid appraisal was originally called participatory rural appraisal because it originated as a methodology for working with
farmers. In a factory setting, PRA seeks to capture the value of workers’ perspectives by converting top-down communications to a
collaborative process in which managers, supervisors and workers analyze issues from their differing perspectives and jointly develop,

assess and refine solutions.

6 The system components are the major parts of a DSC system, i.e, documented compliance requirements, written policies, procedures
and processes, internal assessments, methods for communicating applicable requirements to employees, and systems for tracking and

reporting on compliance and progress.



Assessing the Project

Our goal was long-term, sustained compliance with corporate
codes of conduct. Given the timeframe of the project, we
knew we could not definitively determine whether our
systems-based approach and the implementation methods
we used could achieve this goal. We, therefore, decided to
assess the project in part by measuring the participating
factories’ progress toward sustained compliance, as indicated
by findings in external audits. We also used a worker survey,
followup interviews and feedback from factory owners and
managers.

Results of these assessments indicate that:

* The systems-based approach is becoming
a regular part of business operations in the
participating factories. The factories have made
improvements in their systems for communicating with
workers and receiving feedback. They have also initiated
periodic internal monitoring processes and related
reports and used the results to find, fix and endeavor to
prevent recurrence of compliance issues.

« Conditions for workers have improved in
areas they consider high priorities. Between
78% and nearly 100% of workers surveyed at the
participating factories said conditions had improved
since the systems-based approach was implemented.
Improvements identified by the highest percentages
of respondents parallel certain priorities indicated by
worker input during PRA workshops, e.g, timely pay,
good living conditions.

* The factories see value in actively managing the
compliance process. They perceive its advantages
for their business interests. They appreciate the greater
clarity of expectations and their ability to monitor and
address potential problems. They have endeavored, by
and large successfully, to carry out their responsibilities
for monitoring and demonstrating compliance.

EXECUTIVE SUMMARY continued...

» The factories have made progress toward
sustained compliance with the Project Elements.
Systemic issues, such as excessive working hours and
wage payments inconsistent with the law, were found in
far fewer of the factories at the end of the project than in
earlier audits. Indeed, one formerly systemic issue—failure
to pay required insurance—was not found at all.

We attribute these results to the entirety of the approach
rather than to any one particular component. Indeed, we
believe that the various components had different impacts
in different factories and that the combined components
operate synergistically.

Whether the factories integrate the entirety of the approach
into their routine operations remains to be seen. However, we
believe substantive progress has been made.

Major Learnings

Project Kaleidoscope evolved through an
ongoing learning process. Some of the
most important learnings transcend any
particular phase of the project.

* Active participation by all key
stakeholders advances efforts to
achieve compliance and continuous
improvement in workplace conditions.

* Introducing a systems-based
compliance approach takes time and persistent effort.

* Everyone involved must be open to change—not only
initially, to a new concept, but on an ongoing basis.

* Relationships built on trust are essential.

* Expectations must be clearly formulated, and guidance
must be specific and relevant to facility operations.

* Training and communications must go hand in hand with
system implementation and ongoing internal compliance
management.

From a Factory Owner

From a Factory Manager

From a Factory Worker

PERSPECTIVES ON PROJECT KALEIDOSCOPE

Since implementing DSC, our system has become more transparent, and workers can understand more about the
factory and the code of conduct. The system helps us monitor the trends of code of conduct and employee health
and safety performance. With all the data and trends, together with the suggestions from workers, we can react to
any issue in a timely manner, and the reaction will be more focused to workers' needs.

After Project Kaleidoscope was introduced at the factory, we all experienced a long period of grinding and
carving—between the factory and client, the factory management and the workers and the factory’s corporate social
responsibility department and the other relevant departments. However, when compared to the traditional process,
the project offers more chances and room for improvement, which strengthens the factory’s aggressiveness in taking
corrective actions. This, in turn, reinforces mutual trust between the factory and the brand.

Since DSC was implemented, we find that the management has made much progress, particularly in the area of
health and safety. In addition, we have more channels to communicate with the management.
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Project Kaleidoscope was a collaborative effort initiated
and guided by a multi-stakeholder Working Group. We, the
Working Group, sought to improve working conditions in
facilities that supply products for corporate supply chains.
This was something we all had been working on for many
years, individually and in other coalitions.

Together, we developed and tested an alternative compliance
approach—one we hoped would enhance and promote long-
term, sustained compliance with corporate codes of conduct
for suppliers and licensees. Our assessments suggest that
the approach can achieve this objective. However, the sample
size in our pilot was limited, and the timeframe was relatively
short. Further tests would be needed to determine whether
and to what extent the approach can achieve the desired
results throughout a global supply chain.

Project Kaleidoscope Timeline

The approach evolved as we worked together, changing

and refining it as we learned from one another, from the
results of our efforts and from an expanding circle of project
participants. We believe that openness—to other stakeholders
and to changing our views—is essential to projects like ours.

We attribute the results of the project to the entirety of the
approach, rather than to any one particular component.
Indeed, we believe the combined components operate
synergistically and that different components may prove
most critical in different situations. So what we offer is not a
template, but an account of the approach and tools we used.

This report traces the evolution of the approach and the
major steps we and our partners took to implement it. It
presents the results of the assessments we conducted, what
we learned and what we believe we can conclude.
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GENESIS OF PROJECT KALEIDOSCOPE

Formation of the Working Group

Project Kaleidoscope originated in dialogue between two
multi-national corporations—McDonald’s Corporation and
The Walt Disney Company—and seven organizations that
engage in diverse efforts to improve working conditions
in global supply chains. Some of them are investors in the
corporations:

* As You Sow Foundation

* Center for Reflection, Education and Action (CREA)
+ Connecticut State Treasurer's Office

* Domini Social Investments LLC

* General Board of Pension and Health Benefits of the
United Methodist Church

* Interfaith Center on Corporate Responsibility (ICCR)
* Missionary Oblates of Mary Immaculate

McDonald’s and Disney both have complex, extensive
relationships and supply chains reaching around the world,
and both have been actively engaged for some years in
promoting safe, fair working conditions in facilities that
produce products for them and/or with their trademarks.”
While Disney purchases products for sale at its properties,
a substantial portion of products manufactured with its
trademarks are the result of agreements with approximately
6,000 licensees around the world, including McDonald'’s. The
licensees engage factories in their respective supply chains
to produce the trademarked products.

The seven other organizations all have a long history of
engaging and working with companies to address social
compliance challenges in global supply chains. For more
than a decade, they have advocated the development of
codes of conduct for suppliers, internal and independent
compliance monitoring, training on code requirements for
suppliers and their managers and workers and compliance
reports to shareholders and the general public. They seek to
advance human rights, social, economic and environmental
sustainability and, if investors, to enhance protection of their
interests as shareholders. All believe that improved working
conditions in corporate supply chains can serve the business
interests of suppliers, e.g, by reducing turnover, while also

helping to protect corporations from reputational risk and
enhancing long-term shareholder value.®

In the late 1990's, these groups, with other institutional
investors, actively engaged McDonald’s and Disney, through
dialogue and shareholder resolutions (both proposed and
withdrawn), to address matters related to the development
and implementation of their respective codes of conduct and
to report progress to shareholders. The companies initially
responded separately, by meeting with the shareholder
organizations. The organizations followed up with further
questions and views. These led to further meetings and
ultimately to collaboration.

Over time, information-sharing and debate evolved into

open dialogues on supply chain compliance issues. The
engagement and dialogues contributed to enhancements in
both companies’ compliance programs. Yet all agreed that
the current compliance processes did not effectively prevent
problems that had been corrected from recurring and, indeed,
might not identify all problems that needed correction. This
laid the foundation for an agreement to merge the separate
dialogues in a collaborative exploration of ways to promote
sustained code of conduct compliance.

As we began canvassing issues and options, we came to the
view that we should take a fresh, holistic look at the whole
compliance process and experiment with an alternative
approach. Developing and testing that approach became our
goal.

Project Kaleidoscope in Perspective

Project Kaleidoscope grew out of and is part of a broader
continuing evolution in multi-stakeholder efforts to improve
supplier workplace practices.

In the early 1990s, major corporations began adopting
voluntary codes of conduct establishing key labor rights
requirements in their supply chains.® Some have gone on

to invest resources in auditing supplier facilities, identifying
instances of noncompliance with their codes, leveraging their
influence to improve working conditions in the facilities and
improving transparency. These processes have evolved over
time.

" Disney initiated its international labor standards program in 1996. McDonald's supplier social accountability program dates back to 1998.

8 For benefits they believe corporations can realize by ensuring responsible workplace practices in their supply chains, see, for example,
Sourcing Standards: Concerns for Investors, Amalgamated Bank, Christian Brothers Investment Services, Connecticut State Treasurer's
Office, Principal Fiduciary for the Connecticut Retirement Plans and Trust Funds, Interfaith Center on Corporate Responsibility and New

York City Employees Retirement System (2004).

® The percentage that have done so is, however, still relatively low. A 2006 review of the S&P 500 by the Social Issues Service of
Institutional Shareholder Services found that, at year-end 2005, 79 of the companies in the S&P 500 (15.8%) had vendor codes for
suppliers, up from 64 in 2004. Social Issues Service, 2007 Background Report—Global Labor Standards , Institutional Shareholder

Services, page 19.



GENESIS OF PROJECT KALEIDOSCOPE continued...

A wide range of organizations have influenced the shape and  As in Project Kaleidoscope, various multi-stakeholder
direction of corporate code of conduct compliance programs.  coalitions have adopted or piloted innovative approaches to

In some major industries, companies and their associations promoting code of conduct compliance—for example, worker
have developed voluntary codes of conduct. Local, national complaint systems, factory certification processes, worker
and international non-governmental organizations (NGOs) and management training and capacity-building in factories

and trade unions have played an important role in identifying ~ and local communities.®
worker concerns in specific factories and industries,
addressing systemic abuses and focusing attention on
worker empowerment.

Project Kaleidoscope built on these collective efforts and
aimed, from the outset, to contribute to them.

10 Major ongoing coalitions of this sort include the Ethical Trading Initiative, the Fair Labor Association, Social Accountability International,
the International Council of Toy Industries CARE program, the Electronic Industry Code of Conduct Implementation Group and the Workers
Rights Consortium.



LAYING THE FOUNDATION

Our Starting Point

We began by developing a consensus on what an optimum
compliance process would achieve:

* Prevention of foreseeable and recurrent compliance
issues.

+ Sustained acceptable performance—from one audit to
the next and in the intervals between.™

* Timely correction of the full range of issues covered by
workplace standards.

+ Effective mechanisms for workers to participate,
particularly to raise concerns.

* Accountability throughout the supply chain.

+ Continuous progress aimed at improving working
conditions.

Achieving these goals, we believed, would involve moving
beyond the approach embodied in conventional audits to an
approach that would drive continuous improvement through
the factories’ own ongoing, active involvement.

We established two further criteria for our prospective
compliance approach:

* Its results would be verifiable according to consistent,
quantifiable criteria.

* It would be replicable, Ze, an approach that could
potentially be extended beyond the pilot sample to other
geographic areas and industries.

Getting from these criteria to an actionable approach
involved a step-by-step process that evolved as we learned
from the results of our efforts.

Developing a Framework for
Collaboration

As we formulated the criteria, we found we needed a
clearer common understanding of the processes we would
follow as we worked together. So we developed a project
framework—a compendium of agreements on a range of
issues related to group interactions, major tasks and project
administration.

Clarifying expectations and working through potential issues
laid a foundation for trust and gave us a deeper appreciation
of our collective strengths and perspectives. As a result,
many of the ground rules we established were ultimately
superseded by freer flowing group dynamics. However, we
continued to use the framework as a resource for resolving
issues, and three understandings governed our collaboration
from start to finish—confidentiality, decision-making by
consensus and an agreement that any public statements
about the project would be made by the Working Group as a
whole.

Establishing Compliance Guidelines for
the Project

Any approach we developed had to be based on specific
workplace standards. Thus, our next major task was to
develop a set of compliance guidelines—the functional
equivalent of a corporate code of conduct for the purposes
of the project. The expectations established in the
McDonald’s and Disney codes had to be incorporated, since
suppliers and licensees were contractually obligated to
comply with the codes. But we wanted to take a broader
view of the possibilities.™

We began by examining the two codes, other relevant codes
of conduct and the core conventions of the International
Labor Organization (ILO). We debated at some length what
the guidelines should include and how expectations should
be expressed. The final product—the Project Elements—is
included here as Appendix B.

Our aim was not to translate our vision of an ideal code

of conduct into specific standards. Rather, we sought

to establish a platform for a compliance approach that
could produce consistent, reliable results and continuous
improvement. We, therefore, formulated a set of clear,
reasonable expectations that were generally consistent
both with the ILO conventions and with the McDonald's and
Disney codes of conduct.

" For the purposes of the project, we defined “sustained compliance” as “maintenance of a working environment which operates within a
pre-established range of tolerances over time” Definition of a specific range of tolerances would depend on various factors, e.g,, the nature
of the issue, the frequency with which it occurs, what would be required to address it effectively, how long corrective action would be likely

to take.

'2 The intention was not to pave the way for modifications in McDonald's or Disney's code of conduct, nor should the Project Elements be

understood as changing either code.

V.



LAYING THE FOUNDATION continued...

before and that we work very happily together.

company is more open and that they respect us.

canteen.

THREE WORKERS’ VIEWS OF THE PROJECT’S IMPACT

Implementation of the Dynamic Social Compliance System not only improves our working condition, but also
our living standard. DSC has given more working opportunities to us and enhanced the communication between
departments democratically. ... Under this program, we feel that the management has cared [about] us more than

We can see that the factory has installed a number of new facilities for workers to use, including computers and
notice boards. We can access different information easily, at our convenience. We feel that the management of the

Through the program, | came to understand that management welcomes workers’ feedback and is eager to improve.
What has impressed me most is that there has been improvement in temperature control in my shop. And since |
Joined the Canteen Committee, management of the canteen has improved. More workers are willing to dine at the

Engaging the Participating Factories
We had decided early on to pilot whatever approach we
developed in factories in southern China that produced
products for the McDonald’s System'® and Disney licensees.

Selecting the Factories

We selected ten factories in the Pearl River Delta region

of Guangdong Province in southern China. We focused on
the Pearl River Delta region because a number of factories
there manufacture items both for McDonald’s and for

Disney licensees,'* and one of our selection criteria was that
suppliers for both brands be represented. The other selection
criteria were diversity in size, types of products produced and
compliance history.

All ten factories produce products for Disney licensees—
among them, McDonald's. They vary in size from
approximately 450 to 17,000 workers. Two of the factories
produce for Disney licensees and other customers. One
manufactures apparel, the other footwear. The remaining
eight factories produce not only Disney-licensed products,
but also other premiums for McDonald's restaurants—
principally, plush, plastic and electronic toys. McDonald's
two principal agencies for premiums have, for many years,
worked closely with these factories to improve compliance
performance and management-worker communications.

The percentage of total production committed to the brands
varies considerably—from less than 1% in one factory to
90% or more in four of the factories.” Two of the factories

have been producing for one or the other of the two brands
for about five years. For two others, the relationship dates
back more than 20 years. Two of the factories were selected
to participate as part of a reinstatement process. Agreements
with them had been terminated several years prior to Project
Kaleidoscope because of systemic, unremediated code
violations.

The Engagement Process

We worked continuously on refining the systems-based
compliance approach. By mid-2003, we had defined major
components it should include. Beyond this, we had more
questions than answers.

We, therefore, decided to engage the factories as
participants in the development of the approach, rather than
have them serve only as test sites. This was an important
mind-set shift—a kaleidoscope moment. We had begun

by thinking about what we would do to effect changes in
the factories. Now we were looking at the factory owners,
managers, supervisors and workers as colleagues in a
collaborative effort to achieve change.

A group of us met with the factory owners to explain our
goals, our working concept and the role we hoped they
would play. We assured them that compliance issues
identified in the course of the project would not result in
negative consequences, so long as they participated in
good faith, and that their identities and the identities of their
factories and employees would remain confidential.'®

13 The McDonald's System includes both company-operated restaurants and restaurants operated by franchisees and as joint ventures. The
company’s code of conduct and its compliance program cover suppliers that provide products or services for any or all of these.

'“ Under a license agreement with Disney, McDonald's sometimes uses premiums tied to Disney's brand properties.

'® Appendix C presents the sample, with its diversification.

'® To honor the agreement, this report identifies factories by a code we developed for project documents, rather than by name or exact
location. For the same reason, quotations are provided without attribution.



It took time to build trust. We were, after all, asking factory
managers to voluntarily disclose issues that could put
relationships with customers at risk in the context of
conventional audits. We were asking them to understand that
we were interested in learning from mistakes and supporting
continuous improvement, not in faulting them.

As the project progressed, factory owners and managers
came to appreciate the ways our approach could strengthen
their internal management systems and thus allow them to
actively manage the compliance process.'” The prospect of
increasing worker satisfaction was also important to them.

This was—and remains—especially compelling because
a variety of social and economic developments have
contributed to high turnover and increased recruitment
challenges in the Guangdong area.’

We, in turn, developed a better appreciation of the complexity
of factory operations, the external environment that affects
them and the programs the participating factories already
had in place.

Developing a Compliance History

Our next step was to develop a compliance history for the
factories, using the findings of past audits. The history
showed that, over the years, auditors had found a spectrum

LAYING THE FOUNDATION continued...

of issues. These, we understood, had been addressed by
corrective action plans. Yet they sometimes reappeared in
succeeding years. Compliance may have been achieved at a
particular point in time, but it was not consistently sustained.

The historical review also provided information about
specific types of issues. For example, some types of issues,
e.g, compensation inconsistent with the law, excessive
working hours and insufficient rest days, were much more
common than others. On the other hand, certain issues that,
historically, had raised major concerns—notably, child labor
and harassment—were not found at all.

We recognize that lack of findings is not the same as
absence of issues. As discussed in Chapter V, conventional
audits provide a “snapshot” of facility conditions. Thus, some
issues may elude identification because they existed for

only some limited period of time between audits and are

not reflected in facility records. Others may be ongoing and
reflected in facility records but not in the samples used for
the audit process. Still other ongoing issues are unlikely to be
identified unless raised in worker interviews. The approach
we developed sought to address such limits through ongoing
internal monitoring, robust feedback mechanisms and related
internal record-keeping.

A FACTORY OWNER ASSESSES THE PROJECT

The most impressive thing about Project Kaleidoscope and the DSC process is that the systems have helped foster
a culture of communication and mutual respect. The systems encourage an interactive approach to management.
Workers feel empowered because they feel that they can speak out and will be heard, especially when they see that
efforts are being made to address their concerns. To the senior management team, the DSC process serves as an
“advanced warning system” for managers, who can use the survey results to gauge employee satisfaction, identify
problems they face and fix them before they become out of control.

It is also heartening to see real changes resulting from the DSC process and workers reaping tangible benefits. For
example, accident rates have dropped, the quality of canteen meals is getting better and working conditions such as
shop temperature and air quality have improved.

As the labor pool shrinks in southern China, workers demand more than a paycheck. | think this emerging culture of
communication is helping us attract and retain the cream of the crop.

'7 See Appendix E: Initial Factory Management Feedback.

'8 For a summary of all major advantages factory owners and managers reported, see Appendix H: Major Advantages and Challenges of
Project Kaleidoscope Cited by Factory Owners and Managers Toward End of Project.



LAYING THE FOUNDATION continued...

Establishing a Baseline

We next had a special round of audits conducted to establish
a baseline for measuring the factories’ progress toward
sustained compliance during the course of the project. They
were conducted in October and November 2003 by the
teams that regularly audit the factories for McDonald's and
Disney and used the brands’ standard audit tools.

The results reflected a range of issues in all major categories.

However, except for working hours and, in one case, social
insurance payments, specific issues in the particular factories
differed from those identified in the reports we used for

our historical review.'® Thus, for most issues, the factories
seemed able to correct specific problems but often unable to
prevent other problems from occurring.

Auditors also noted that two factories had taken positive
actions to address prior issues. These included a computer
for employees to check their working time records and a
wage verification area with calculators, instructions and
employee training.

Broadening the Collaboration
Local Civil Society Organizations

We decided, at the outset, that we would need the
participation of local civil society organizations (CSOs) to
ensure credibility, cultural sensitivity and localized expertise in
relevant issues, particularly those related to workers. We had
relationships with some CSOs in southern China but decided
to cast a wider net.

We engaged The Asia Foundation (TAF) to help us identify
candidates. With a long history of work in China and past
worker-related projects in the Pearl River Delta region, TAF
had both relevant expertise and the requisite local network.
Using criteria we provided, it used a three-phase process to
identify and then screen potential candidates.

In the first phase, TAF interviewed individuals in twenty-

two organizations with operations related to labor issues

in Guangdong Province, Beijing and/or Hong Kong.
Interviewees represented a wide range of organizations—
academic institutions, CSOs, corporations and government
agencies. They were asked a series of questions designed to
identify a large pool of potential candidates with experience
in one or more of the areas relevant to project needs.

The interviews and other research yielded an initial pool of
thirty-seven individuals and organizations. Of these, nine
individuals representing seven organizations were selected
for further review. TAF conducted face-to-face interviews
with the short-listed candidates, using a set of approximately
twenty questions based on our selection criteria. They
explored:

» The institutional capacities and resources of the
organizations.

* Their direct experience with factories in southern China.
* Their familiarity with global labor issues and standards.

* Their relationships with factory owners and managers,
the government, multinational companies and donor and
other organizations involved in labor issues.

* Their current constraints, e.g, staff capacity.

* Their willingness to work comfortably within project
guidelines, e.g, protection of confidentiality.

Working Group members conducted further interviews

with top candidates. Based on everything we had learned,
we decided to engage two local CSOs and, in a related
decision, selected an in-country project coordinator. The final
selections were:

* Professor Qu Ning of Guangdong Women'’s Professional
Technical College, to serve as in-country project
coordinator.

* Guangdong Participatory Development Appraisal
Network (PDA Network), to conduct participatory rapid
appraisal (PRA) workshops.

* Zhongshan University, to develop and administer a
survey of workers in the participating factories.?!

The selection process did more than identify qualified local
CSO0s. It also gave us a better understanding of local CSO
experience and capacities. We learned that the organizations
tended to specialize in one type of activity or another and
that relatively few had the expertise and resources to
significantly expand their work. Increasing their involvement
in social compliance efforts would depend on long-term
capacity-building—something to which we could contribute.

"9 For more detailed results, see Table Ill in Chapter IX.

20 The PRA workshops were intended both to facilitate communications and joint problem-solving in the participating factories and to
provide us with a broader understanding of conditions in the factories. They are discussed in Chapter VII.

2! On the recommendation of the in-country project coordinator, we later engaged the Center for Media and Social Change at Shenzhen
University to conduct a final worker survey. Appendix D provides background on all participating CSOs and Guangdong Women'’s

Professional Technical College.
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LAYING THE FOUNDATION continued...

PEI BIN

SENIOR PROGRAM OFFICER
THE ASIA FOUNDATION (BEIJING OFFICE)

Since 1999, The Asia Foundation has provided training and other direct labor services for more than 300,000
workers through collaboration with local civil society organizations, academic institutions and the local government.
By providing various services for workers, our local partners in Guangdong have gained a solid understanding of
workers’ needs and factory conditions.

Because of our expertise, we were asked to do an assessment of potential local partners for Project Kaleidoscope.
After several rounds of interviews and other research, we recommended seven organizations that were found to
be the most reputable and capable. Some of the organizations are strong in training, while others are strong in
assessment or monitoring.

The Asia Foundation is very happy to see that Project Kaleidoscope is working with some of these local partners.
The local partners have not only added value to the project. They have also gained enormous learning and growth
during the process. The project has helped broaden their perspectives on workers' needs and factory conditions,
and it has helped incorporate workers' participation into the whole compliance system. The broad-based stakeholder
participation is a learning process for all, and the sum is more than the parts.

In-Country Project Coordinator judgment, both locally and within the global labor rights
community. Her involvement helped ensure both the

As indicated above, TAF's research helped us select an o ;
credibility of the effort and relevant expertise.

in-country project coordinator—Professor Qu Ning of

Guangdong Women'’s Professional Technical College. On an ongoing basis, Professor Qu supervised the work
This choice proved to be one of the more critical success of the local CSOs, helping to ensure relevance to project
factors for the project. Through her past work, Professor objectives and quick resolution of issues that could have
Qu had earned a high level of respect for her commitment jeopardized project completion. She was, for us, an ongoing
to workers' causes and her competency and independent source of valuable advice.

PROFESSOR QU NING
IN-COUNTRY PROJECT COORDINATOR

Project Kaleidoscope was a challenging project with an important goal—the healthy development of a valid, effective
social responsibility management system. The involvement of diverse partners, especially workers and CSOs,
offered transparency and multiple angles from which to observe and analyze problems.

It is really meaningful to participate in all these creative and constructive ideas and actions and to provide some
valuable practical experience, along with help in achieving the objective of the project through effective organization,
coordination and implementation. Participation has also been a process of exchanging learnings and enhancing
capabilities.
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V.

DEVELOPING A SYSTEMS-BASED APPROACH

We had formulated criteria for our approach and some ideas
about what it would include. The momentum that got us

to a model we could pilot was set by our decision to make
the approach systems-based. This was a key kaleidoscope
moment—actually, a series of kaleidoscope moments as we
developed the concept and then, with other participants, the
tools for implementing it.

We began with two complementary analyses—an examination
of the compliance processes used by McDonald'’s and
Disney and an exploration of what we knew about factory
environments, successful internal management systems and
what can drive sustainable change.

McDonald’s and Disney Compliance
Programs

The McDonald’s and Disney code of conduct compliance
programs have many components in common. These
characterize a number of corporate compliance programs.
They include:

* A code of conduct that
establishes compulsory
workplace standards
for suppliers and
subcontractor facilities.

* Requirements that the
provisions of the code
be communicated to
employees in the local
language.

* Training for suppliers,
licensees and factory
operators to develop an
understanding of what is
expected.

* Periodic external audits using specific criteria derived
from the codes.??

* Development of corrective action plans to address
issues identified by the audits.

* Follow-up during subsequent audits to determine
whether the plans have been successfully implemented.

Except in cases of egregious violations, McDonald's and
Disney both prefer to provide facilities with opportunities to
remedy issues, and they work with them to this end or expect
their suppliers and licensees to do so.

Opportunities for Improvement

We sought to build on the McDonald’s/Disney approach
and, therefore, focused on opportunities to improve it. Some
relate to the dynamics of the conventional compliance
assessment process:

» Assessments are based on a “snapshot” of facility
conditions—the situation at the time auditors are visiting.

 Audit reports indicate whether a facility complies with
code requirements, according to certain objective tests.
A violation of a standard during any part of the period
under review will usually result in a negative finding, even
if the issue has been resolved.

* Given the time lapses between audits and other inherent
limits, e.g, sampling, it is difficult to accurately measure
progress over time—within a facility or a supply chain.

* For facility owners and their managers, the identification
of a compliance issue is often perceived primarily as a
potential threat to the customer relationship, rather than

a stimulus to progress.

Our reviews of the participating
factories’ past audit reports had
confirmed another type of limit in
the existing approach—the uneven
effectiveness of corrective action
plans. We had seen that they could
effectively address specific findings,
but did not, in all cases, prevent
recurrence of the same type of
issue. We, therefore, concluded that
sustainable solutions to systemic
issues called for something more.

We began focusing on ways to

encourage and support internal
compliance management systems and effective two-way
communications channels. Some participating factories
already had components of internal compliance management
systems and various two-way communications channels. But,
at this point in the project, these did not reflect an alternative,
comprehensive compliance approach.

22 Disney also has audits conducted by staff specialists. McDonald's requires its suppliers to conduct internal audits of their facilities and

subcontractor facilities that produce products for the System.
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DEVELOPING A SYSTEMS-BASED APPROACH continued...

The Systems-Based Alternative

Essentially, we wanted to foster effective internal compliance
systems—to convert periodic, reactive responses to findings
by external auditors into an ongoing process in which
factories would find, fix and endeavor to prevent recurrence
of compliance issues. This objective reflects certain basic
premises.

* Working with suppliers, facility managers and other
employees to develop and implement internal
compliance management systems can more effectively
engage them in affirmative efforts to achieve and sustain
compliance than finding faults and demanding corrective
actions within externally-imposed timeframes.

* Internal compliance management systems should:

— Engage the entire factory community—workers and
supervisors as well as owners and managers.

— Enable responsible factory personnel to find, fix
and implement strategies to prevent recurrence of
compliance issues.

— Be designed to anticipate, register and respond to the
dynamic factory environment.

— Be transparent so that those affected can monitor and
help improve performance.

 Factories should be accountable for the internal
management systems and their results.

» External audits should assess not only code compliance
but the functionality of the internal systems and the
accuracy of the records they produce.

* Factory employees at all levels should receive education
and training so that they understand their roles and
responsibilities, the outputs of the systems and how they
can provide feedback.

* Factories have business interests in code of
conduct compliance that can be tapped to engage
active leadership by top
management, e.g, improved
customer relations, reduced
turnover and accident rates,
increased productivity.

+ Corporate customers can
enhance the business
advantages of code of
conduct compliance by
recognizing and rewarding
factories for successful
internal compliance
management and continuous
improvement.

In short, the systems-based

approach seeks the same goals

as the established approach—

sustained compliance with the

applicable code of conduct and

continuous improvement. It also

includes the same basic components—a code of conduct,
training and external audits. However, the components serve
enhanced functions because compliance is the result of
dynamic, internal management systems, which include active
participation by workers and supervisors, as well as owners
and managers.

13



VL.| REFINING THE SYSTEMS-BASED APPROACH

Defining and Implementing a System
Talking about systems was not enough. We had to define our

co

ncept in terms that would provide a framework for factory-

level code of conduct compliance operations, supporting
tools, training and external audits. We decided that, for the

pu

rposes of Project Kaleidoscope, a system would consist of

six major components:

1. Alaw, industry standard or Project Element. (In no
instance does a Project Element establish a lower
standard than an applicable law or industry standard.
Certain Project Elements do, however, go beyond legal
requirements in most jurisdictions, e.g, in the breadth of
prohibited bases for discrimination.)

2. In-house documentation of the applicable requirements. 4. Internal assessment procedures to ensure that
3. Relevant, documented internal processes and policies, actual practices are consistent with the applicable
including: requirements.
a. Processes for updating the documentation, as 5. Methods for communicating the applicable
necessary. requirements to employees.
b. Written policies that align operating procedures with 6. Systems for tracking compliance with the applicable
the applicable requirements. requirements and the capacity to report on

. , . measurements and progress.
c. Written processes and procedures for implementing Preg

these policies. Specific implementation practices flow from the system
components.

SAMPLE KEY PERFORMANCE INDICATORS

Year-to-date number of weeks in records reviewed with equal to or less than 60 hours x 100%

Year-to-date number of weeks

Year-to-date number of weeks in records reviewed with a rest day x 100%

Year-to-date number of weeks

Number of employees paid legal overtime rate x 100%

Total number of employee records reviewed

Number of employees confirmed voluntary work x 100%

Number of employees interviewed

Number of employees holding own personal documents x 100%

Number of employees interviewed

As with other types of management systems, performance in a dynamic compliance system is measured and tracked
quantitatively against key performance indicators (KPIs). In the course of the project, we and our partners in the field,
developed a number of KPIs for use in piloting our approach.
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REFINING THE SYSTEMS-BASED APPROACH continued...

PROJECT ELEMENTS
GENERAL PRACTICES

Manufacturers will maintain and implement processes that demonstrate:
+ Current possession and understanding of all applicable laws and standards.
* Appointed individual accountable for maintenance and update of such laws and standards.
+ Current possession of contact information to obtain updates and seek clarifications.
* Internal operational policies and procedures designed to ensure adherence to these laws and standards.

All business activities of manufacturers must conform to all applicable national and local legal requirements, customs
and published industry standards pertaining to employment and manufacturing. If statutory requirements and
published industry standards conflict, suppliers must, at a minimum, be in compliance with the one which, by law, takes
precedence.

Manufacturers will maintain processes that provide continued and consistent operational adherence to governing laws
and standards which, at minimum, will include:

+ Training process which educates all staff, including management and supervisors, to understand and comply with
applicable laws and standards.

» Ongoing development and implementation of operational policies and procedures consistent with applicable laws
and standards.

* Maintenance of self-monitoring process which systematically verifies and documents effectiveness of existing
policies and practices.

* Ability for customers to verify compliance with Project Elements, including but not limited to a) on-site inspections
of manufacturing facilities and employer-provided housing, b) reviews of books and records relating to employment
matters and c) private interviews with employees.

Manufacturers will maintain onsite all documentation needed to demonstrate compliance with these Project Elements.

Manufacturers will communicate their policies and procedures to all employees in an effort to create effective
communication mechanisms between management and employees. Communication of policies and procedures
includes, but is not limited to:

+ Orientation and communication process to educate workers on such elements; communication must exist in various
formats (e.g. pictorial, oral, written) to ensure worker comprehension.

+ Maintenance of interactive communication mechanism(s) whereby employees may raise concerns with
management. These mechanisms should provide workers with the option of communicating confidentially and/or
working in a collaborative manner to address workplace issues.

Manufacturers will provide regular training for their employees and be able to provide documentation of their training
programs.

When using subcontractors, manufacturers will:
* Fully disclose the use of subcontractors of any merchandise or components upon request.

 Ensure all subcontractors understand and adhere to applicable law, as well as all manufacturing and compliance
expectations and requirements set forth in this document.

* Ensure that manufacturer maintains proper records and documentation of all subcontracted items, including
adherence to the Project Elements.
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REFINING THE SYSTEMS-BASED APPROACH continued...

The Why and How of Dynamic Systems

Work environments are inherently dynamic—continuously
affected by a host of internal and external factors that

can impact compliance status. A sudden spike in product
demand or change in product specifications, a delay in the
delivery of raw materials, a labor shortage, a power outage or
flood—all these and more can exert pressures on a factory’s
compliance with workplace standards.

When a factory has effective internal compliance
management systems, processes that are characteristically
centered in periodic external audits—data collection and
analysis, issue identification, corrective action—become part

of ongoing operations. If dynamic inputs are dynamically
managed, desired outputs, ie, documented code compliance,
continuous improvement and transparency, should remain
relatively constant over time.

Inclusive Participation

In the Project Kaleidoscope vision, the entire factory
community participates in the compliance process and works
to ensure its success. The factory owner and personnel at

all levels have specific roles and responsibilities. These are
complementary and often collaborative. Communications
flow in all directions—bottom-up, top-down and laterally.

TABLE I: ROLES AND RESPONSIBILITIES

Facility leadership

Policies to ensure compliance with applicable laws and code
Budget allocations to support compliance
Authorizations to conduct compliance activities

Oversight of entire process and integrity of results

Other actions to create a compliance culture

Facility compliance systems
manager

Overall guidance on planning, operations and resource allocations
Documentation and updating of all system elements

Oversight of system implementation

Reports and recommendations to senior management

Documentation of self-assessments for customers and external auditors

Facility workers, worker
committees and line
supervisors

Communication of concerns and complaints

Suggestions for improvement

Participation in factory self-assessments
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IMPLEMENTATION OF SYSTEMS-BASED

APPROACH: PHASE 1

Initial Systems-Based Tools

We initially thought that factory managers could implement
the systems-based approach if they just understood what we
meant by “systems” and had tools to help them assess their
compliance status and existing systems, if any. As discussed
below, we soon learned that more would be necessary.

We created two initial tools—a self-assessment tool and a
tool for potential use by external auditors.

The self-assessment tool presented the system
components.?® It then laid out a series of questions, indicating
how each component would apply in each major issue area
of the Project Elements. For each issue area, it also provided
several performance measures—some numeric and others
yes/no questions.

The audit tool provided a specific format for determining

both compliance with the Project Elements and the existence
of the system components that should be in place. For the
system part of audits, we defined six “requirements,” each
correlated to one of the major components in our definition
of “system* As the extract indicates, the numbers were
then used in the tool to identify the system requirements that
should be in place for each compliance standard.

The tool was used for the next round of audits. It
subsequently served as the foundation for a more refined
tool, which was used for the remaining audits conducted
within the lifetime of this project.

Initial Training Workshops

In March 2004, we conducted interactive training workshops
for participating factory owners and managers. We
introduced the concept of systems, explained the major
system components and discussed implementation steps.
We gave participants the self-assessment tool and an initial
opportunity to use it in a group exercise.

Assessment of Results

In June and July 2004, McDonald's and Disney's auditors
conducted another round of onsite audits. The reports
indicated progress in certain categories—notably, wages and
benefits—and persistent problems in others. For example,
excessive working hours were found in six factories. In all but
one of them, the same issue had been found in the baseline
audits. Similarly, health and safety issues were found in all
the factories where they had been found in the baseline
audits.®

Auditors identified numerous positive actions factories had
taken beyond what would be required to comply with our
Project Elements. These included a wide variety of initiatives
to promote worker health and safety, improvements in
working and living conditions, enhanced communications
with workers and recreational and personal development
opportunities.

The findings on system requirements had more impact on
project development. Auditors found some evidence of what
could be classified as system components at eight of the

ten factories—mostly equipment, training and other matters
related to worker health and safety. However, they found
monitoring system components at only two factories—one for
wage payments and one for workshop temperatures.?

EXTRACT FROM AUDIT TOOL

Freedom of Employment Questions
1. s all work performed on a voluntary basis?

Practice

[y [N

System Requirements

(01 o s [2 [5

to refuse overtime work?

1.1. TEST: Is there a system that provides employees the right

[y [IN

(not requiring OT to complete)?

1.2. TEST: Can line quotas be achieved during a regular shift

[y [N

23 See Chapter VL.

24 This does not mean that all system requirements applied to all issue areas. For most issue areas, the tool identified the first five.

% For more detailed results, see Table [l in Chapter X,

% As indicated earlier, the baseline audits had identified partial wage payment systems at two other factories.
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IMPLEMENTATION PHASE | continued...

We concluded that the support we had thus far provided

did not offer factory managers sufficient guidance in
translating the systems-based approach into specific

policies, procedures and programs. The self-assessment

tool told them, in general terms, what auditors would find if

a compliance system were in place, but it did not help them
figure out how to implement such a system. This was another
of our kaleidoscope moments.

We also had some questions about
whether the auditors fully understood
what systems audits involved and

how audits should change under

the systems-based approach. Again,
we realized that we may have
underestimated the need for more than
an introduction to the systems concept
and an assessment tool.

While we moved to translate these

learnings into additional tools and

training, we concurrently addressed

the other primary component of our approach—enhanced
bottom-up/top-down factory-level communications.

Participatory Rapid Appraisal Process
Our Goals for a PRA Process

We decided to use a PRA process to promote open, two-
way management-worker communications.?” We also looked
to the process for a fuller understanding of the factory
environments. Audit reports had been our main source of
factory-specific information. Thus, worker input had been
confined to the compliance-focused interviews that were
part of the audits. With a PRA process, we could tap the
perspectives and experience of employees at different levels
and open up the discussion to a wider range of factory
strengths and opportunities for improvement.

Background on PRA

PRA begins with the premise that the members of a local
community are knowledgeable and creative and that their
perspective has value. Applied in a factory setting, local

community members are those involved in the day-to-day

operations of the factory, particularly workers.

PRA seeks to capture the value of workers’ perspectives

by converting top-down communications to a collaborative
process. In this process, managers, supervisors and workers
analyze issues from their differing perspectives and jointly
develop, assess and refine solutions.

To initiate the process, a
PRA facilitator uses group
exercises to build trust,
demonstrate the value of
collective problem-solving,
initiate engagement and
introduce tools for issue
identification, analysis and
resolution.

The PRA Sessions

The PRA workshops for

Project Kaleidoscope were

two to four days in length
and involved a series of in-factory sessions. The PRA team
selected participants, with guidance from the in-country
project coordinator, who also oversaw the entire process.
Selection criteria provided for balance by gender, job
category and length of employment at the factory.

The workshops varied somewhat from factory to factory and,
within a factory, from session to session. Generally speaking,
the first session was with top managers, to introduce the
project and the PRA process. It was followed by separate
sessions with groups of employees at each level—top
managers, mid-level managers, supervisors, workers and,

in some factories, production line leaders. A final session
brought representatives of all the participating groups
together to review the results of the separate sessions and
provide top management an opportunity to respond.

Most sessions centered on an exercise in which participants
individually identified the advantages offered by the factory
and the aspects that needed improvement and then, as a
group, ranked the issues and discussed possible solutions.

27 For further information on the PRA process, see Robert Chambers, From PRA to PLA and Pluralism: Practice and Theory, Institute of
Development Studies, July 2007, http://www.ids.ac.uk/ids/bookshop/wp/wp286.pdf.
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IMPLEMENTATION PHASE | continued...

SAMPLE INFORMATION COLLECTED FROM WORKER REPRESENTATIVE SESSION AT FACTORY PK5

What are the Comfortable living environment
advantages of our - Clean dormitory
factory? - Sufficient “green” [space]

- 24-hour hot water supply
Pay on time
No fine or deposit

Fixed rest day every week
Get on well with supervisor

I Source: PDA Network Report

“Home of employee”—good facilities, a clinic, certain amenities

PDA staff used participants’ assessments and ideas,
combined with their own observations and analyses, to
develop conclusions identifying strengths and opportunities
for improvement, sometimes with specific suggestions.

Copies of the reports were shared with us, as well as with
factory management, and we learned a good deal from them.
For example, at the outset of the project, a core question was
whether the established Disney and McDonald's compliance
programs were identifying all the types of issues that might
be present in factories like those in the pilot. We were
particularly concerned about issues that might be difficult

to discern through regular audit processes—impermissible
disciplinary practices, for example. We thought the PRA
process might surface such issues, but it did not. Indeed,
workers in nine of the ten factories cited the way they were
treated as an advantage of the factory.

As with audits, the fact that certain issues were not raised
does not mean they did not exist. Moreover, at some
factories, workers did raise concerns that indicated possible
compliance problems. In three factories, including Factory
PKb, workers spoke of hygiene issues in the canteen and,
in two, of sanitation problems in the dormitories. A few
complaints about the working environment also suggested
possible compliance problems.

Most reports indicated certain common desires for
improvement, as well as a number of factory-specific
opportunities. To a marked degree, workers focused on their
living conditions. Food issues and leisure-time opportunities
ranked high on their “need to improve” lists. Compensation
was the only type of issue that surfaced with greater
frequency. %

Conversely, good living environments and leisure-time
opportunities were cited as advantages at seven of the
factories. Looking at programs the factories already had

in place, we can see that many understood the extent to
which worker satisfaction depends on living, as well as
workplace, conditions. For us, however, understanding how
important quality of life issues are for workers was another
kaleidoscope moment.

Generally speaking, code of conduct compliance programs
focus more on working conditions than living conditions. They
may, like the McDonald’s and Disney programs, extend health
and safety standards to living conditions. These, however,

do not encompass all the quality of life issues that workers
raised during the PRA sessions. Clearly, worker satisfaction
calls for intelligent, responsive management practices that

go beyond what any code can feasibly mandate. However,
we believe that validation of a DSC system should include
management responses to employee feedback.

% The majority of issues here related to wage structures, e.g, lack of differentials for salary or productivity, lack of monetary incentives for

good performance.
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IMPLEMENTATION PHASE | continued...

Participants’ Responses to the Process

Responses to the PRA process were basically positive.
When factories provided initial formal feedback on Project
Kaleidoscope, improved communications were cited more
often than any other advantage.?® Four of the factories
specifically cited the PRA process as an advantage. These
and two others subsequently adopted PRA methods for their
own communications programs.

A FACTORY MANAGER ASSESSES
THE PRA PROCESS

The methodology used for the PDA [PRA]
communication workshop was a vivid breakthrough.
It collected abundant feedback and comments

from factory employees from every level. The whole
process, from the kinds of activities conducted to the
final conclusions, was a revelation and an enormous
help in making the factory’s communication system
more complete.

When later asked about the process, workers said they liked
the interactive aspects and felt the sessions gave them an
opportunity to express their ideas and feelings openly.®°
They also said they found the sessions informative and
believed the sessions improved communications. Workers

in two factories credited the process with overall factory
improvement.

Results and Implications of the PRA Process

Our later assessments of the project indicate that some
factories moved to address specific concerns raised during
the PRA sessions.®' For example, in five factories, workers
interviewed by the in-country project coordinator cited
improvements in compensation and also in menu variety
and/or sanitation in their canteen.®? A canteen committee
was established in an another factory where workers were
not interviewed.

To fully assess the impact of the PRA process, we must
look beyond the positive feedback and specific changes,
important as these are. We believe the process may also
have broader impacts arising from the methodology itself.

Specifically, the process of asking for suggestions and then
compiling them for consideration communicates a message
that can set the stage for changes in roles and relationships.
It tells participants that their views are valued and can help
improve factory conditions. It defines them as members of a
community collaboratively focused on improvement, rather
than solely by their operational functions. As they engage,
they move from a passive role, in which they experience
situations, to a potential active role in effecting change.

Thus, if integrated into factory operations, the process

can lay a foundation for collaborative efforts to achieve
sustained compliance with codes of conduct and continuous
improvement. It does not, of course, spell an end to conflicts
and disagreements. Rather, it offers a way to surface and
address them productively by drawing on and, ideally,
synthesizing the complementary experiences and roles of
workers, supervisors and managers.

if any.

THREE WORKERS’ VIEWS OF THE PRA PROCESS

Everyone was open during this first occasion of face-to-face communications and enjoyed the games [group
exercises]. Many ideas were put forward and highly valued by the factory, leading to great improvements.

The PRA activities are a good opportunity to raise issues. The method is very cooperative, interactive and
informative. Every issue raised can be responded to for timely improvement. We will take part in more such activities,

We like this form because we can raise issues directly in an intelligible way and gain more information.

2% We visited the participating factories in June 2005. During our visits, the factories made formal and informal presentations, including their
views on the advantages and limits of the systems-based approach. For this feedback, see Appendix E. A tabulation of later feedback is

provided in Appendix H.

30 As part of our final assessment process, the in-country project coordinator interviewed workers at six of the participating factories. The
information and quotations here are drawn from her reports. The interview process and results are discussed in more detail in Chapter IX.

3! See Chapter IX.

92 For a discussion of the interview process and additional results, see Chapter IX. See also Appendix G.
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IMPLEMENTATION OF SYSTEMS-BASED
APPROACH: PHASE 2 VIIL.

The June—July 2004 audits told us that factory managers For each issue area in the Project Elements, the manual has
needed better implementation guidance. This kaleidoscope a chapter that:

moment led to two major advances in project design—the
development of a comprehensive dynamic social compliance

(DSC) systems implementation manual and followup hands- * Provides specific language for the policy that will
on training at the factory level. represent leadership commitment to the Project Element.

* Reiterates in full the relevant Project Element.

+ Specifies the factory owner's responsibilities for ensuring

Dynamic Social Compliance
y s © P adequate management understanding and authority.

(DSC) Manual

We developed guidelines for the DSC manual, but the task of
actually drafting it was assigned to Disney local field staff*®
and McDonald’s agencies,* with the understanding that they
would engage some factory owners and managers in the
effort.

* Describes procedures for implementing the policy,
including methodologies and KPIs for periodic
monitoring reviews and reports.

Both the development process and the outcome marked a
further major evolution in the project.

* The process produced a comprehensive, fully articulated
definition of the systems-based approach.

* The lead role played by individuals with factory
operations experience helped ensure that the
procedures were feasible, relevant and described in
terms factory owners and managers could translate into
action.

» The process engaged participating factory owners and
managers—something we could build on and extend
through further implementation activities.

The manual underwent a series of revisions. Ultimately, it
included the Project Elements, overviews of the systems-
based approach from several perspectives and issue-specific
guidance. This detailed guidance is the heart of the manual.

% Disney has an office in Hong Kong with ongoing responsibilities for implementation of its social compliance program in factories that
produce for the company and its licensees throughout the Asia/Pacific region. It was staff in this office that participated in development of
the manual and other project design and implementation activities. A second Disney office, in Guangzhou, is responsible for the company’s
extensive direct monitoring of factories in China.

34 As previously indicated, McDonald’s agencies had, for many years, worked closely with the factories to help improve compliance
performance and internal communications. They had, for example, regularly provided onsite training in various areas and had worked with
individual factories to develop corrective action plans. They had also developed educational materials for workers.
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IMPLEMENTATION PHASE 2 continued...

EXTRACTS FROM DSC MANUAL

FREEDOM OF EMPLOYMENT
71.1. Code
Manufacturers will not use forced, bonded or prison labor. Manufacturers will not unnecessarily restrict movement of
any kind. Manufacturers must ensure all work, including overtime, is optional and maintain processes which demonstrate
worker selection.

7.1.2. Policy
All employees shall work voluntarily. The company shall not subcontract any work or services to any organization that
uses forced, bonded or prison labor.

7.1.3. Responsibility and Authority

The company is responsible for ensuring that its management representatives have an adequate level of understanding
and authority to ensure the following:

. That employees are hired on a voluntary basis

. That company policies are adequately disseminated throughout the company

7.1.4. Key Procedures

71.4.1 Hiring

At the time of hiring, the function responsible for this facility shall communicate the free employment policy to all new
employees and ask them to sign the section within the employee contract or employee handbook or sign a voluntary
work statement for regular and overtime work. If such documents are used, then they shall form part of the employees’
employment files.

71.4.2 Workplace Freedom

The workshop supervisors will ensure that the workplaces are not locked during working hours. Employees are free
to leave the workplace on a medical needs basis. Employees may leave the workplace for personal reasons with their
supervisors’ approval.

7.1.5. Monitoring and Reporting

The System Manager and Manager Representative shall assess on a regular basis the implementation of the key
procedures using the following method.

Thirty employees or 5% of total employees (whichever is smaller) shall be randomly selected and their personal
documents and payroll ledgers reviewed to see whether:

. A voluntary employment acknowledgement has been completed
. A voluntary overtime acknowledgement for the month is signed
. A valid labor contract is in place

These thirty or fewer employees shall be interviewed to see whether they have:

. Worked voluntarily, including overtime

. Understood their rights of freedom in employment, including free resignation
. Had free access to drinking water and sanitary facilities

. Could freely exit and re-enter the dormitory during non-working hours

. Held their own personal identification papers

7.1.5.1 Voluntary Employment Statement
Calculation:
Number of employees that have acknowledged the statement x 100%
Number of employees reviewed
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IMPLEMENTATION PHASE 2 continued...

The factories received the manual in March 2005. It was The manual is a living document, likely to evolve through
intended—and generally understood—as a guide only, not a further experience and factory feedback. For example, in
blueprint. Thus, the systems that factories established varied  their June 2005 feedback, several factories noted needs
somewhat according to their existing structure, processes, to eliminate what they viewed as duplicative or irrelevant
resources and management preferences. However, the KPlIs. On the other hand, our experience also suggests that
expectations established by the manual and the audit tool additional KPls may be needed to alert factories to potential
remained the same and applicable to all factories. issues in certain areas, e.g, performance of subcontractors

For example, one factory already had separate self- and contract personnel.

assessment processes for code of conduct compliance and
employee health and safety. It integrated these and added
steps to incorporate statistical analyses, periodic reports
and display of the results for review by the entire factory
community.

SELF-ASSESSMENT PROCESS PRESENTED
TO WORKING GROUP BY FACTORY PK3

+

Issue Improvement
Request Form
(IRF) Based on
Target Line

Prepare Internal
Assessment Plan

Prepare
Assessment

. Prepare Root
Checklist

Cause Analysis

Perform
Assessment

Perform
Improvement/
Preventive Action

Issue Reports
and Statistical
Analysis

Re-Assess
Non-Compliance
Issue

Display If Non-
Statistical Compliance
Results Found

Close Related
Non-Compliance Issue
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IMPLEMENTATION PHASE 2 continued...

Hands-On Training and Other Support
Responsibilities for Factory-Level Support

Each of McDonald’s two agencies provided implementation
support for the factories that produced the products it
supplied to the McDonald’s System. Disney field staff
provided similar support for the factories that produced
products solely for Disney licensees.

Each of the three groups developed its own implementation
support program, and each adapted its program to address
the needs of the individual factories and the systems and
procedures they already had in place. Thus, each factory-
level program was, to some extent, unique. However, all

the programs reflect common goals, objectives and basic
concepts.

Onsite Training Programs

We had integrated onsite, capacity-building training into

our project design, so it was a major component of all the
implementation support programs. Formal training programs
began about the time factories received the implementation
manual and continued, at intervals, for about three months.

For the factories in the Disney group, training was provided
by TUV Rheinland Group—an international certification,
training and consulting services company. The two
McDonald's agencies provided training for the factories for
which they were responsible.

All the programs had certain common characteristics.

» For employees in all categories, the programs included
an introduction to the systems-based approach, as
defined in the DSC manual, and a review of workers’
rights and protections under the Project Elements. In
most, if not all instances, participants also received
training in relevant provisions of national and local laws
and regulations.

» The programs all involved curricula individually tailored
to different levels and types of responsibilities within the
factory.
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* Training for supervisors covered essential
implementation concepts, e.g, performance indicators,
self-assessments, communications methods and skills.

* For supervisors and/or the designated compliance
teams, additional sessions dealt with the how-to's of
the DSC process, e.g, data collection and analysis,
corrective action plan development and verification,
worker interviews.

* In a number of factories, workers received additional
training on health and safety issues and procedures.

* Training methods included illustrated classroom lectures,
small group discussions and interactive exercises such
as role playing.

* Learning generally was validated by a written or oral
quiz and, for some factories, by followup evaluations of
performance.

McDonald's agencies and Disney field staff have since
provided followup training and focused assistance with
problem-solving on an as-needed basis.

Intensive hands-on training is essential to the kind of
capacity-building the systems-based approach requires—at
least in facilities like those in our pilot. It also presents

some challenges. For corporations and/or their licensees or
agencies, it is a resource-intensive process. The investment
may, however, be largely a start-up cost. Factories have
their own employee training programs and so may develop
the capacities to provide DSC-related training themselves.
Indeed, all the factories in our pilot have integrated DSC into
their existing training programs.

For factories themselves, scheduling is an issue, particularly
for workers and line supervisors. A partial solution, suggested
by techniques used in some of the Project Kaleidoscope
training, may be to combine hands-on, interactive training
with communications that minimize group time off the floor,
e.g, posters, internal broadcasts, online information systems.



The Factories Implement the DSC
Approach

By summer 2005, the factories were monitoring their
compliance performance against at least some of the KPls in
the DSC manual. By fall, they were all reporting their results
monthly to Disney field staff or the responsible McDonald's
agency. They were not, however, all reporting results for all
the KPlIs in the DSC manual. Nor were they all calculating all
results correctly. The reports nevertheless helped initiate the
essential process of regular data collection and disclosure.

McDonald's agencies and Disney field staff say the reports
have helped them focus on immediate needs for corrective
action and that they have worked with the factories to
develop solutions. This process further builds internal
capacities, as well as short-circuiting potential systemic
issues.

Ongoing internal communication of compliance performance,
as measured by KPlIs, is, in our view, a key to continuous
improvement. If done effectively and in conjunction with
appropriate training, it educates and engages workers

and supervisors in the process and also helps ensure the
integrity of the system. Beyond this, it helps effect—and
communicate—a change in the company culture, as
management becomes more open about matters that it

IMPLEMENTATION PHASE 2 continued...

traditionally has not disclosed. The practice thus goes hand
in hand with the training and other communications and
feedback mechanisms that are essential components of our
systems-based approach.

In June 2005, when the Working Group visited the factories,
many were displaying results of their monitoring for a
number of KPIs in areas frequented by workers. These
displays varied and represented the different stages in an
evolving process. In one factory, for example, a handwritten
sign was posted in a workshop indicating the average
hours worked there. In several others, sophisticated colored
posters conveyed the full range of KPI data that were
being collected. By mid-2006, all factories were displaying
their monitoring results, providing an important new type of
transparency for all personnel.

Systems Training for Auditors

The June—July 2004 audit reports suggested more than the
need for a different approach with the factories. We also saw
a need to further educate auditors in our expectations for
the factories and how to adapt their work to the systems-
based approach. Therefore, at our request, the firm that was
conducting the external audits for our project conducted a
two-day workshop for its auditors. Subsequent audit reports
clearly indicate that the auditors benefited from this training.

freedom of movement policy inaccurately.

worker and new foreman training.

policy.

A FACTORY FINDS, FIXES & PREVENTS
CASE PROVIDED BY FIELD STAFF FROM WORK WITH FACTORY PK1

Performance Indicator: Employees confirming they understand their right to freedom of movement.
Finding: Three workers interviewed said they were not allowed to move freely during working hours.

Root Causes: Workers were new hires, and topic had not been covered in new worker training. Foreman had explained
Corrective/Preventive Action: Provide immediate training to all foremen and newly-hired workers. Add topic to new

Followup Assessment Result: In next internal review cycle, all interviewees understood the freedom of movement
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Data collection and analysis were core components of
Project Kaleidoscope. From the outset, we sought to assess
the impact of the project and its various components on
compliance with the Project Elements, internal factory
communications and feedback mechanisms, training related
to code of conduct compliance and other improvements

affecting workers.

IX.| ASSESSMENTS AND RESULTS

As previous chapters indicate, we used various types of
information and further developed our approach, based

on what we learned. In this chapter, we discuss our data
collection methods and present specific results. Our major
conclusions about the project are presented in the following
chapter.

Data Sources and Uses
The following identifies and describes each of the data sets we used and, where applicable, its relevance to project evolution.

Data Set

AB DATA D FOR PRO A

Description

Baseline compliance
data (October—November
2003)

Findings in reports of audits conducted shortly before project implementation. Provided a
baseline for measuring progress during the lifetime of the project. Findings summarized in
Chapter IV.

June—July 2004
compliance data

Findings in reports of audits conducted shortly after factories had been introduced to the
systems-based approach. Indicated the need for more specific guidance and factory-specific,
hands-on training. Findings discussed in greater detail in Chapter VII.

Reports on PRA sessions
(September 2004/
April-May 2005)

Provided worker, supervisor and management views of factory strengths and aspects needing
improvement. Increased our understanding of conditions at factories and what was important to
workers. Results discussed in greater detail in Chapter VIL.

Initial factory feedback

Presentations for Working Group during factory visits. Provided factories’ initial views on

compliance data

(June 2005) advantages and challenges of the systems-based approach and PRA process. Feedback
presented in Appendix E.

September 2005/ Findings in audit reports conducted after dissemination of DSC manual and intensive in-factory

February 2006 training. Indicated substantial progress toward DSC implementation but also, for most factories,

further work to do. Results summarized and discussed below.

Factory responses to
communications inquiry
(December 2005)

Provided specifics about internal management-worker communications mechanisms and
impacts of project on these. Discussed in more detail below. See also, Appendix F.

Final factory feedback
(January—February 2006)

Provided factory management views on advantages and challenges of the systems-based
approach after nearly a year of experience with implementation. Discussed in more detail below.
See also, Appendix H.

Results of worker survey
(February 2006)

Provided information on a range of issues important to the project, including workers’
opportunities to raise issues, training they had received and their perceptions of their working
and living conditions. Discussed in more detail below.

Reports on worker
interviews (March 2006)

Provided more in-depth information about workers' views of factory conditions and their
assessments of the PRA process. Discussed in more detail below. See also, Appendix G.

October 2006—0October
2007 compli