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Let’s Clean up Fashion 2008: Next Submission

Dear Martin

Thank you for your email of 14 May 2008 inviting Next to submit information
regarding our continuing action and progress on living wage.

As we have said previously, achieving compliance to the living wage is a major
challenge but one to which we remain committed. During the last 12 months we
have continued to develop our understanding of this issue and importantly, as you
will see below, have begun to take steps to use this learning.

Living Wage

During 2007 we initiated a series of country studies of the living wage in our key
sourcing countries. We are continuing to gather information from our local in
country staff working on ethical trade in relation to wages and comparing living
wages with minimums and sector averages.

The conclusion of this project provided us with valuable and important learning and
information. One such significant outcome was reinforcement that different drivers
are required to produce positive and sustainable change for workers; we have
remained conscious to including those workers that are marginalised for example,
migrant and homeworkers.

We have therefore now initiated a number of pilot projects in different countries and
regions. These projects have been initiated to test different solutions with a view to
achieving widespread and lasting change. These are highlighted below:

China

Productivity

This initiative has been prompted specifically with the intention of improving wages
for workers. From some previous work that we had done in China to reduce
overtime, we have identified that, on average, most factories are able to improve
overall productivity by approximately 10% in about 6 months with training and
assistance. If productivity is increased and unexpected work stoppages are being
resolved more efficiently, workers have reported that their earnings also increase.
This work also drew our attention to issue of high labour turnover, which affects
overall factory productivity and thus has an adverse effect on factories paying
workers a higher wage. We have identified 12 of our factories where average wages
are low and which also suffer from high employee turnover and are introducing a
number of actions to raise wages for workers.
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These include redesigning the wage structure for both supervisors and workers with
a view to giving a greater degree of incentive for supervisors to help workers with
low efficiency introducing a productivity concept which will reward workers with high
productivity and perform a wage analysis at regular intervals.

Sri Lanka

Overtime Project

In Sri Lanka we are in the advantageous position of having our own factory which is
owned and operated by our sourcing arm, Next Sourcing Ltd. We have undertaken
an initiative to share the vast amount of expertise and experience we have within our
own organisation to other factories in the area. We are working with the industrial
engineering departments within other factories and providing information and skills
on the implementation of management systems which will help reduce overtime and
improve wages by improving productivity. In addition to this we continue to provide
other assistance and advice as required on ethical issues.

Mauritius

Living Wage and Migrant Labour

We have been working in collaboration with Arcadia Group Ltd to achieve a number
of objectives in relation to living wage and migrant labour in Mauritius. Working
with one supplier we share in Mauritius we introduced in January 2008 a piece rate
system. Reviews of the first five months of this year have shown that an average
worker has seen their earnings improve by at least 38% compared to the same period
last year.

Further, the way in which the migrant workers were recruited has been reviewed,
with significant changes made to the recruitment cost structure. Historically,
migrant workers had to pay fees to the Recruiting Agent in their home country, in
addition to many other charges. Following a complete review of hiring practices and
contracts, the supplier will pay the Recruiting Agent fees, and the only costs to be
borne by a new worker from Bangladesh, for example, are a) passport, b) medical
expenses and c) Advance Income Tax.

Our collective focus in Mauritius, particularly on migrant labour, will continue and we
have drawn upon our learning to date to help form a forthcoming project. The
project will begin in August 08 with an extensive stakeholder engagement
programme, to acquire the active participation of industry bodies and government
departments and others, from which we will establish a working group for the
duration of the project.

This will be followed with a programme of research with suppliers to establish
current wages and benefits in the region and how these differ between migrant and
local workers and derive the level of a living wage as well as other outputs.

This focus on migrant workers in Mauritius has been the catalyst in identifying the
need for a global approach to this issue.

Marginalised Workers

Migrant Labour

Over the past 2 years we have seen a growing focus on migrant labour and
recognised the need to map this area of our supply chain and work towards
understanding the depth and complexity of recruitment, movement and even
trafficking of migrant labour.

These workers are often in the most vulnerable positions through lack of formal
working terms and conditions, irregularity of work and exploitative practices of
those around them.
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To date we have identified specific issues related directly to recruitment of foreign
migrant labour, including wage related issues such as;

- Differing wage rates to local and other nationality migrant workers.

- Extremely low wage rates, sometimes below local legal minimum.

- Extortionate recruitment agency fees charged to workers, with and without
factories knowledge.

- Other fees charges by sub, sub sub and local brokers to workers, creating huge
debt.

- Poor traceability of wages; payments to bank accounts of agents or collective
payments in one account.

This list is by no means exhaustive

An important element for us to incorporate in our living wage work is ensuring
inclusion of this marginalised and vulnerable workforce. To do this we need to
further understand what actual and living wages are; not only in the country or
region of employment but in the workers native country or region, and what an
individual’s outgoings are against their total net pay.

To date we have undertaken an initial scoping study with all of our suppliers in
sourcing regions known to use migrant labour and we now hold a full analysis of
nationality and gender breakdowns and recruitment agencies. Each primary factory
is fully assessed against our code as matter of course, including specific focus on
wage analysis and terms of employment.

Alongside this we have embarked on a programme of visiting each recruiting agent
in its native country, to understand their part in the supply of migrant labour, and
comprehend the depth and complexities of fees and financial practices, sub agents,
sub sub agents and local brokers in remote villages. Additionally, and in
collaboration with a fellow retailer, we have been developing in Mauritius, a
benchmark model of recruitment procedures for the migrant workers as well as a
migrant labour policy and guidelines, which will be communicated across our supply
base alongside our Code of Practice standards.

This project work is at early stages, but all of the information gathered will be
collated and used in our work of both ensuring the welfare of migrant workers in
addition to the fair and equal payment of wages.

Homeworking

Another area of marginalised workers is homeworkers, who are an often invisible or
unacknowledged, but vital part of some supply chains. They remain exposed to
exploitation and extremely low payment for their skilled work, unable to negotiate a
fair wage which they can live on, as they fall into the informal sector.

We have undertaken to conduct a wages study through 4 supply chains of
embellished product. The work will analyse each stage of the manufacturing
processes, including handwork or beading being distributed to homeworkers. Focus
will be on each stage of sub contractor and local contractors, looking at the cost for
each layer and ultimately what is taken off the price prior to it reaching the
homeworker.

The work will be conducted over a period of 6 months and study results are
expected in December 2008. In addition, we have employed an Embellishment
Technologist in India whose expertise are specific to understanding the complex



supply chains. This role will link directly to this study and provide key input to
implementing sustainable remediation and improvement.
-4-

Bangladesh Project

Working together with Arcadia Group Ltd we have identified a shared factory in
Bangladesh where we plan to carry out an extensive wage study.

We will do this through the gathering of detailed information on current wage rates,
including benefits, and after deduction, what is the labour component of the finished
goods cost and the retail price. We will consider the level of automation in each
factory and opportunities to offset increased labour costs in order to assure
sustainability.

Bangladesh

ETI Wages Project

Through participation in this project we and other ETI members hope to raise wage
levels in a sample of garment factories in Bangladesh in a manner that is
sustainable, replicable and credible to all participating organisations.

This work as we have said is ongoing and we will be happy to respond to any further
queries or clarification you may have on our work on this important issue.

Yours sincerely

Pamela Batty
Next Global Code of Practice Manager
Address: Next Retail Ltd, Desford Road, Enderby, Leicester, LE19 4AT



