German Supply Chain Act [LkSG]

Are you ready?
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What parts of your car were made by Uyghur forced laborers?

If you have bought a car in the last five Years, some of jts Parts were likely made by Uyghurs and others

Region), essentially making internationa| supply chains captive to repressive programs and systematic
forced labor.

In a six-month investigation undertaken by Layra T. Murphy, Kendyl salcito, Yalkun Uluyol, Mia Rabkin, and
a team of anonymous researchers, analysis of publicly available documents revealed massive and
expanding links N western car brands ang Uyghur abuses, in everything from the hood decals and
car frames to engine casings, interiors and electronics,

We found 96 Companies relevant to the auto industry mining, Processing, or manufacturing in the Uyghur
Region, including 38 with documented engagement in labor. transfer Programs. Over 109 international car
and car parts Mmanufacturers are at risk of sourcing from those Companies.
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On January 1st 2023, the German Supply Chain Act or Lleferkettensorgfaltspfl|chtengesetz (LkSG) will take into effect for flrms W|th more than 3,000
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employees. It will expand to smaller firms in 2024. The law carries new rules to ensure companies doing business in Germany meet the standards set out
in United Nations (UN) Guiding Principles on Business and Human Rights and the Organization for Economic Co-operation and Development (OECD)

Guidelines for Multinational Enterprises.

The law imposes due diligence obligations on companies that have a principal place of business, administrative headquarters, statutory seat, or branch
office in Germany to comply with human rights and environmental standards. It also exposes them to serious liabilities upon violations. The Act provides
a comprehensive list of obligations including the establishment of a risk management system for compliance. It also outlines the necessary preventive
and remedial measures, makes complaint procedures mandatory and requires regular documentation and reports.

Due diligence:

From 2023: Companies based in Germany with more
than 3,000 employees, or German-registered branches of
foreign companies with more than 3,000 employees. This
concerns approximately 600 companies.

From 2024: Companies based in Germany with more
than 1,000 employees, or German-registered branches of
foreign companies with more than 1,000 employees. It
will concern approximately 2,800 companies.

Environmental risks:

* Minamata Convention on Mercury

» Stockholm Convention on Persistent Organic
Pollutants (POPs)

» Basel Convention of the Control of Transboundary

Movements of Hazardous Wastes and their Disposal.

Human Rights Risks:

 Child labor

» Forced labor and all forms slavery

* Occupational safety and work related health hazards

» Freedom of association and right to collective
bargaining.

* Unequal treatment/discrimination

» Fair wages

+ Land rights

 Inappropriate use of security forces.
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Establish a risk management system

Define in-house responsibility for compliance.
Perform regular risk analyses.

Issue a policy statement.

Establish preventive measures in your own business
area and for direct suppliers.

Take remedial action.

Establish a complaints procedure.

Implement due diligence obligations with regards to
risks at indirect suppliers.

Document and report on due diligence activities.



Recently there have been numerous press articles regarding Chinese forced labor in the automotive sector. Whilst the reports focus on the automotive sector
the products involved cover a wide range from steel, aluminum, electronics, batteries to name a few and many companies could be impacted, if you have not
already conducted a due diligence on your Chinese supply chains now is the time to act. PwC is uniquely placed to help you conduct risk assessment and due
diligence of your supply chain.

1. Establishing

an effective risk

management
system.

T )

r Documentation 2. Risk analysis
and reporting

» The most important first step to prepare for the
Act is to map all your direct and indirect

suppliers.

» Conduct a risk assessment, considering their
locations, the nature of their businesses, the 5. Complaints 3. Preventive
types of people they employ, and the conditions procedure .m easures

they provide.

» Check that your suppliers are compliant with
labor, health and safety and environmental

legislation. 4. Remedial Correlation between risk analysis and other
> Make sure your paperwork is up-to-date. MEASHUIES. elements of the due diligence process Federal
Office for Economic Affairs & Export Controls.




Companies can consider making use of a supply chain transformation framework. This concept has
been cross-functionally refined by PwC, which brings together the organization’s collective
experience in the areas of risk, law, supply chains, human rights and sustainability.

The Act [LkSG] Section 4 requires that a Risk analysis should be conducted once a year.
Our subject matter experts are here to help you conduct a risk analysis on an annual basis to gain

an understanding of human rights and environmental risks in your company’s own business area
and within your supply chain, and to prioritize these risks for further processing.

We can also assist you:
» To conduct due diligence on your direct suppliers and where required your indirect suppliers.
+ Conduct a review of your risk management system.
+ Conduct a review of your policy statement as it applies to China suppliers.
* Provide guidance on a ad hoc basis to your compliance department.
* Conduct a review of your complaints procedure.
» Establish preventive measures and remedial action for any identified risks.
* Document and report on due diligence activities.

Objective: An appropriate and effective risk management along the entire supply chain

Own
business
area**

Indirect Direct
suppliers suppliers*®
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Ad hoc risk analysis Regular risk analysis according to
based on substantiated Section 5 ‘LkSG’
knowledge according to

Section 9{3} 'LkSG’

1

Ad hoc risk analysis triggered by a change in business activity according to Section 5(4) ‘LkSG’
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