1 – The Ministry of Labour and Employment (MTE) inspected 67 companies in
Zara Brasil’s supply chain, and found 7.017 workers harmed by violations of the
labour laws after the aforementioned agreement was signed. This includes: 46
employees working without a formal contract in eight different companies; two
cases of child labour; 22 companies violating regulations related to working
hours; 23 companies with FGTS debits; and 46 companies violating health and
safety regulations. According to the agreement, says the MTE, Zara Brasil
should have detected and corrected such violations. Given that the company
has not fulfilled its obligations as laid down in the agreement, the Ministry says
that fines might reach 25 million reais (R$). What does Inditex has to say about
it?
We were never notified of any irregularities
First of all, we should clarify that these alleged violations refer to a long period of
time between June 2012 and February 2015. During all that time, the Department
of Employment never notified Zara Brasil of any irregularities whatsoever.
In any case, most of the alleged violations are administrative infringements that
took place two or three years ago and were also discovered through Inditex's own
audits and consequently solved. Inditex made those suppliers correct the
irregularities as a result of those audits. Of course in any new inspection new
failures can be found. It must be highlighted that Zara Brasil accounted for less than
15% of these suppliers' total production.
It is surprising that in many of these cases companies inspected by the Regional
Department of Employment also were not notified. As a result, no steps were taken
to correct them and in many cases they were not recorded in the department's
records.
Allow us to stress the importance of this point. According to the Good Conduct
Undertaking (TAC) signed on 19 December 2011, these violations should have
been notified beforehand so they could be corrected within ten days:
2.6.2. Em caso de constatação de desconformidades em
FORNECEDORES da ZARA BRASIL ou em TERCEIROS que ainda não
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tenham sido sub metidos à auditoria descrita no parágrafo 5° da Cláusula
1", a autoridade competente pela fiscalização comunicará o fato à ZARA
BRASIL, que se responsabilizará, no prazo de 10 dias contados da
ciência da notificação, a celebrar com o FORNECEDOR o Plano de Ação
Corretiva.

Allow us also to point out the major contradiction implied in denouncing violations in
Brazilian textile business's facilities as serious yet not taking any immediate
corrective action to ensure an improvement in employment conditions.
In any case, it is important to notice that the Inditex’s voluntary audits’ procedure is
not replacing in any case the labour authorities inspection. Both have their
differenciated aim and are perfectly complementary.
One should also bear in mind the legal obligation to inform the employer before
issuing any Violation Order. If these alleged violations were proven, it would also
have been necessary to have taken minutes at the premises being inspected. This
is a compulsory requirement under the Employment Laws Consolidation Act (CLT)
and Decree no. 4,552/02 to ensure the truthfulness of the report's contents. The
minutes must be signed either by the alleged offender or by witnesses.
The fact that they were neither notified nor documented at the time makes it
especially difficult to gather evidence in order to investigate each of the cases
raised.
In any case, our CSR teams have attempted to link the extensive documentation
received with cases that specifically concern the process of auditing Brazilian
companies that worked for Zara Brasil and other Brazilian textile brands during that
period.
Inditex carried out 2,800 audits during that period
During the period to which the orders refer, Inditex acted with necessary diligence
in carrying out 2,800 audits in Brazil. It audited 453 companies, which obviously do
not work exclusively for the group, as Inditex accounts for less than 15% of their
total production. The rest is produced for other Brazilian brands.
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In Annex I we have provided examples of these audits, selecting those related to
cases you have asked about, and stated the corrective action taken. They were all
correctly carried out and we can assure you that, when any irregularity such as you
have mentioned was pinpointed, during the period of June 2012 to April 2015,
Inditex required the violators to completely rectify them and carry out the relevant
administrative processes.
As you can see, many of the cases are similar to those the orders concern. That
shows that our audits have been focused in the same direction as the MTE's work.
These data have always been available to you. During the last three years, Zara
has carried out a regular half-yearly audit of all of its suppliers (in the last year
alone, it carried out more than 1,700 audits of 210 suppliers). We keep both the
MPT and the MTE promptly informed of them and they have never expressed any
disagreement of any kind with them.
Appeals against the orders
We should point out that Zara Brasil's legal teams have appealed the orders as
they contain major inconsistencies. Our lawyers argue that they are unfounded and
do not contain any specific facts that breach the TAC. One of the inconsistencies is
that 5 of the 67 companies on which the SRTE/SP's order focuses have never been
Zara Brasil suppliers, as we will seek to prove further below (question 5).
No child labour.
The accusation of alleged child labour that you mention in your question is
particularly serious. If Inditex did not have the control system it operates, which
enables it to refute the accusation, it could have seriously affected the company's
reputation.
The minors mentioned in the Department of Employment's report are all formal
employees aged 17 or 16. Their employment is perfectly legal and they are siblings
who work for the company owned by their parents. The company allegedly
identified in this case, Utech, is not currently part of Zara's supply chain, so Zara
cannot speak for them, although it does continue to produce for other Brazilian
textile brands.
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All of these cases are administrative infringements. There is not a single
case of violation of fundamental rights.
All of the cases presented concern administrative matters that can be easily
corrected when the irregularity is discovered.
With regard to the cases you refer to in your question we can confirm you that in all
cases the corresponding audits have been implemented with its own correction
plans.
-

Employees working without a formal contract in eight different companies
After checking the information sent by the MTE, we can only see 17
workers not registered. The information sent by the SRTE/SP does not
clarify as the list of all the companies with not registered workers does not
fit with actual non-compliance of in the single files of each of these
companies.
Apparently, some or many of these workers could be in the five companies
that were not part of the supply chain
Also, our the audits show that it is not eight but six companies who were
actually part of the supply chain. Two of them, even being listed in the TAC
suppliers’ list, they were blocked for different reasons prior to manufacture
any garment.
All these six companies were audited between July 2012 and July 2014
The audits show that there was also one not registered worker issue in
2013 that was of course solved.
None of these eight Companies work anymore in the scope of Inditex.
They have left to be suppliers between December 12 and July 14.

-

Companies with excess of working hours
We could only confirm 16 of the Companies with these issues from the
information sent by the MTE.
One of them is blocked and never manufactured in the supply chain.
Of the other 15, one does not work anymore in the supply chain.
The audits for the other 14, suggested to two of them correction plans to
eliminate any excess of working hours, which has been implemented.
No other issues remain in this sense
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-

Companies with FGTS debits
In this case we could confirm all the 23 companies listed by the Labour
Authority.
Six of them were blocked and never manufactured in the supply chain.
The other 17 have been audited between July 2012 and April 2015.
These audits also have found and corrected five FGTS debts.
Six of these companies with no major current issues remain in the supply
chain.

-

Companies with Health and Safety deficiencies
We can confirm that the audits of all these companies have been
performed correctly and on time and that the audits show a permanent task
for improving health and safety standards.

Current situation: only 34 of the Brazilian companies mentioned in the report
work in our supply chain.
Zara currently only works with 34 of the 62 Brazilian companies the SRTE/SP's
orders concern. Zara can confirm that there are no relevant irregularities, as shown
by the audit reports produced by international firms that specialise in such
inspections: SGS, Intertek and Apcer.
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In order to provide you with a snapshot of the current production chain in Brazil,
only the following companies are relevant. As you can see, Zara accounts for less
than 15% of their total production as the rest is basically produced for Brazilian
retail companies:

We can confirm you that the map of audits of these companies show only minor
administrative issues are either being corrected or in the way of correction.
Therefore, the audits are performed and have immediate effect and corrective
actions are carried out, as we have demonstrated. Zara works with prestigious
external auditing firms: SGS, Intertek and Apcer in this case. It continually invests in
surprise inspections of its suppliers and external offices. All of these companies are
audited at least every six months and any new supplier or product that becomes
part of our supply chain goes through a strict pre-assessment process.
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As the documentation shows, if the audits find any nonconformity a Corrective
Action Plan is immediately put into practice to resolve it. And if the plan is not
carried out, the supplier in question is deauthorised.
By carrying out this work, Zara has managed to eliminate any possibility of
precarious employment in its production chain.
2 – The Ministry of Labour and Employment also fined Zara Brasil for
discriminatory conduct, given that the company supposedly has restricted the
access of workers, for geographical origin reasons, in its supply chain. The
Ministry argues that the company has used its private social audits to identify
and unilaterally exclude suppliers with immigrant employees from its supply
network. Instead of that, Zara Brasil should identify real situations of labor
rights violations, correct them and report them to the authorities. Thus,
immigrant workers, especially of Bolivian origin, are no longer part of its
supplier’s workforce. How does Inditex respond to these allegations?
Zara does not have any capacity to intervene in the recruitment of employees by the
companies with which it maintains commercial relationships, for whom Zara is just one
more client among many others, as has been seen in the list of providers.
To accept this premise would be to accept that all Brazilian business people that
contract these suppliers apply this alleged discriminatory practices, given that
production by Zara in these factories implies less than 15% of the total, as it has been
mentioned.
To base this surprising, and completely untrue, accusation on the fact that inspectors
have not been able to find workers of Bolivian origin in some of Zara's suppliers leads
to the somewhat absurd conclusion that this same discrimination is produced in any of
the Brazilian companies that do not have Bolivian or Spanish employees (or any other
nationality, origin or race).
Also, this allegation of discrimination is not supported by facts. Zara is a multinational
company and naturally employs people from different origins and nationalities.
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It is important to remember that Zara has been fighting against precarious
employment for years, with various initiatives and specific investment in Brazil. Since
2011 the company has invested R$14 million in various programs, fundamentally for
immigrant support.
This social investment is focused on two aspects:
- Training and support for micro-companies and immigrant employees to assist
elimination of irregular practices in the textile sector of this country.
- Emergency assistance and support for social and labour integration of the
immigrants.
This task is carried out in collaboration with notable NGO's (such as CDHIC, CAMI or
Missão Paz) and also includes actions such as the funding necessary for the creation
of the Centre for Integration of Immigrants to Citizenship, in collaboration with the
Secretary of Citizenship and Justice of the State of São Paulo. The Centre intends to
attend to 1000 immigrants per day, assisting with migratory standardisation and
promoting professional education.

3 – The Ministry of Labour and Employment (MTE) also says that, in 64 different
cases, Zara Brasil sent to the authorities social audit reports pointing out labour
issues in its suppliers. According to the agreement signed in December 2011,
these issues should demand Corrective Action Plans. However, the company
did not inform the MTE the adoption of any Corrective Action Plans related to
these issues. Why?
There are two audit reports available that have been sent to Superintendence. From
the first moment, Inditex has sent the authorities reports on the relationship with all
suppliers that formed part of the supply chain at all times, and has provided the
documentation that is requested at all times.
During the period mentioned in the reports, there has been no request from the
authorities for the performance of any Plan, nor has Zara been informed of any nonconformance in relation to compliance with the TAC.
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In any case, as can be verified in the list of audits performed, there has been a
permanent surveillance of control and permanent improvement of conditions of each
the Brazilian suppliers that have worked with Zara.
Here we have attached an example of the communications with the MPT in this sense,
aimed at understanding the actions in relation to the TAC.
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4 – In November 2014, the MTE inspected a group of three sewing workshops
(MARYFASHION BRASIL COM. LTDA., LETICIA PANIAGUA VERDUGUES ME,
and MARINA COCA DO NASCIMENTO ME), that kept 37 workers subjected to
conditions analogous to slavery. At the time, these workshops, all operating as
a corporate group, were producing clothes for another retailer (Lojas Renner
S/A). However, a year earlier, in 2013, at least one of these sewing workshops
was a supplier of Zara Brasil (MARYFASHION BRASIL COM. LTDA). The Ministry
says that Zara Brasil did not report any irregularities on this particular supplier.
This situation, according to the Ministry, reveals the inefficiency of the
company's social audits to identify cases of slave labour. How does Inditex
respond to this allegation?
While the company MARYFASHION BRASIL COM. LTDA was a supplier company of
Zara, it was subject to the strict audit procedures established by Zara and stated in the
TAC, without any relevant infractions being produced or any work situations that could
be comparable to that of a slave. To doubt these facts does not only affect Zara itself,
but also the specialised companies of recognised international prestige that performed
the social audits during this period (see the most recent audit performed by the
mentioned company below).
Zara has fully complied with the Behaviour Terms in the sense of eliminating any
possibilities of the existence of work situations of slavery and has improved the
conditions of the chain of production. None of the audits have ever found verified
situations of serious irregularities. On the contrary, the only issues have been minor
non-conformances that, with guidance and implementation of the measures
suggested, have easily been resolved.
The irregularities that may have been produced afterwards, apart from not having any
relation to Zara, would in any case imply a ratification of the suitability of the control
system developed by Zara and of the benefits of the procedure established in the TAC
that, having lost its effect, would impede the maintenance of control of these
situations.
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5 – Another finding of the inspection was the existence of five subcontracted
companies producing Zara’s clothes although they were not included on the list
of suppliers that Zara Brasil needs to send to the MTE. This also represents a
violation of the agreement, given that the company should inform the
authorities about all companies in its supply chain. What does Inditex has to
say about it?

The traceability system established by Zara, through the performance of frequent
production audits in the facilities of the manufacturers, permits reliable insurance that
there has been no alleged subcontracting as mentioned in the question.
The non-existence of this specific case has been expressly stated by the audit
company SGS (see document below), issuing the corresponding certification. The
auditor confirms that neither Loja Delamare Ltda., nor Olanda Teixeira Faccao, nor
Leonardo Evaristo, nor Oziel Ferreira Estamparia, nor Tres R Textil Ltda. formed part
of the chain of suppliers of Inditex at any time.
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