The International Council of Toy Industries CARE Process

The CARE (Caring, Awareness, Responsible, Ethical) Process is the
International Council of Toy Industries’ (ICTl) program to promote ethical
manufacturing, in the form of fair labor treatment, as well as employee health and
safety, in the toy industry supply chain, worldwide. lts initial focus is in China,
where 70% of the world’s toy volume is manufactured. Its intent is to provide a
single, fair, thorough and consistent program to monitor toy factories’ compliance
with ICTI's Code of Business Practices (the “Code”).

ICTlI's CARE Process begins with the Code, a monitoring protocol and a
guidance document, and runs straight through to corrective action plans and the
annual certification/recertification of participant factories. All member companies
of the 18 national associations that comprise ICTI are being asked to commit
themselves to a date certain after which they will order product only from
factories enrolled in the CARE Process. Over time, it is expected that this
program will become the standard for industry sector programs.

Factories are audited by independent auditing firms (six of whom are now
certified) who have themselves, together with their lead auditors, been trained to
audit toy factories against ICTIl's Code. While the number of major toy brands
signing on to the CARE Process is growing significantly, toy retailers have also
been invited to join in the Process and are increasingly doing so.

The entire CARE Process is overseen by the Governance Board of the ICTI
CARE Foundation, a nonprofit organization whose Chairman is Alan Hassenfeld
and whose President and CEO is Christian Ewert.
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The CARE Process
Seven Steps to ICTI certification of a toy factory

If a factory wants to be certified in compliance with the ICTI Code of Business Practices, then
it must follow these procedures:

1.

Information and application package is available at ICTI Asia Limited c/o
Federation of Hong Kong Industries, Room 407-411, Hankow Centre, 5-15
Hankow Road, Tsim Sha Tsui, Hong Kong. Same application package and
additional information can be obtained by emailing to icti-asia@ fhki.org.hk
or any one of the approved audit firms. List of such can be supplied by ICTI
Asia Limited.

Choose and contact an accredited ICTI audit company stating that you would
like to enter the certification process and to request a factory audit. The chosen
audit company will assist you to submit the completed Registration Form and
fee (current cost: US$500) to ICTI Asia Limited through their firm.

The cost of the factory audit should be negotiated between the applicant
company and the audit firm. After reaching an agreement, the factory audit
would be scheduled.

Upon factory audit, one should try to reach an agreement with the audit firm
on the findings of the audit and, if necessary, implement a corrective action
plan. The audit firm will perform a re-audit basing on the corrective action.
Additional cost may be charged by the audit firm.

If audit is successful, the audit firm then will provide the results to ICTI Asia
Limited, which will review and approve them.

Once the results are approved, ICTI Asia Limited will issue a seal of
compliance after the receipt of the confirmation seal fee (current cost: US$350)
through the audit company.

Such seal of compliance must be renewed annually, based on continuing, audit-
verified, annual compliance. ICTI Asia Limited will then reissue the seal for
the following year.
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FAQs on the ICTI Code/Ethical Manufacturing/ CARE Process

1. Why do we as an industry need an ICTI Code? Because it is the right thing to do
and because it makes good business sense. As an industry, we need to be able to
assure our customers that the toys they buy not only are safe, but are manufactured in
a safe environment where labor is treated fairly.

We have all seen what happens to companies and industries (e.g., the apparel
industry) when their contract manufacturers operated allegedly under “sweatshop”
conditions and this fact was brought to consumer attention. With 80+% of our
production sourced overseas (primarily in China), the toy industry would be equally
vulnerable if we weren’t taking steps to control the conditions under which our toys
are manufactured.

2. Come on, does the consumer really care? Aren’t we really talking to ourselves
here? Is this all really necessary? Consumers do care, both intrinsically and when
they are sensitized to do so by activists and the press. We have seen in the apparel and
sporting goods industries what can happen to brands’ images and sales when they are
linked to sweatshops and child labor. Sales drop off dramatically, and in some cases
brands have been tarnished beyond repair.

Government cares, too. In the diamond, coffee and chocolate industries, government
has gotten directly involved and, in some instances, has invoked laws permitting
offending products to be stopped at customs. Or it has forced industries to undertake
the kind of self-regulation we have undertaken without such pressure.

3. Iknow we have all signed on to the Code and to the monitoring process (CARE),
but is it really going to be effective? Yes, it has already begun to take effect, in a
couple of important ways. First, we have begun to audit factories for compliance with
the code and have begun to see positive changes in working conditions as a result.
Second, so far we have been much less likely as an industry to be targeted by activists
and the press regarding contract manufacturer labor conditions. This is in large part
because activists know we are working on the problem. In fact, as part of our effort,
we have been talking to key activist groups to make sure they know what we are
doing (HKCIC, Miserior).

4. But isn’t this just going to result in higher costs to me? No, it shouldn’t. Again for
a couple of reasons. In the past, factories have been audited by a number of different
customers (toy brands, retailers) individually, so that a single manufacturer could be
audited many times a year. Now, through ICTI’s convergence of codes effort, there
will eventually be just one audit required per year. This should actually reduce costs.

Also, because all members of the industry will have signed on to the process, audit
costs will be built into every factory’s pricing, so there will be no relative cost







