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“This report contains a great deal of information
that many companies have not provided publicly,
and includes valuable insights from a company
that we believe is sincerely struggling with these
complex issues.”

Public Reporting Working Group:

Adam Kanzer, Esq., Domini Social Investments LLC

Alya Z. Kayal, Esq., Calvert Group Ltd.

Conrad MacKerron, As You Sow Foundation

Ruth Rosenbaum, TC, Ph.D., CREA: Center for Reflection,
Education and Action, Inc.

David M. Schilling, Interfaith Center on Corporate Responsibility

For the full text of the Public Reporting Working Group’s
statement regarding this report, please see Page 28.

Main cover photo: Xiuxia, 26, works in
the inspection department of a Gap Inc.-
approved garment factory in southern
China. The factory is one of approximately
241 Gap Inc.- approved facilities in China.
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Executive Summary

When | decided to join Gap Inc. in the fall of 2002, one of the
first things my teenage daughter asked was, “Doesn’t Gap use
sweatshops?” | was able to tell her how the company was
working to fight sweatshop practices and improve garment
factory conditions around the world.

Her question didn’t surprise me, though. Our company hasn't
done enough to tell people about our efforts. We have an
opportunity to improve our transparency and better
communicate with our employees, shareholders and other
concerned stakeholders. This social responsibility report,

our company's first, is a big step toward that goal. For several
years, we have provided an overview of our ethical sourcing
practices on our company's \Web site, gapinc.com. This report,
also available online, discusses our efforts more thoroughly.

It provides comprehensive monitoring data about factory
conditions and greater insights into the complex
challenges we face, our collaborations '
with stakeholders worldwide and the
longer-term solutions we believe are
necessary to achieve lasting change
in the garment industry.

We believe that garment and other
manufacturing workers around the world
deserve better than the reality that many
unfortunately face. We recognize and
embrace our duty to take a leadership

role. While we know firsthand that positive
change is possible, we also have learned
that creating sustainable and scalable
solutions across the retail apparel and
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j’ President and Chief Executive Officer

garment manufacturing industries is immensely difficult. We
are working to effect change in factories that produce apparel
for many apparel retailers. And while some of these retailers
share our commitment, others may not.

More collaboration is needed. To foster greater compliance
with labor standards in garment factories, we support multi-
stakeholder efforts currently under way to develop a universal
code adopted and enforced by all apparel brands and retailers.
We would endorse a universal code that is at least as stringent
as our current standards, including a commitment to freedom
of association, and that is consistent with the International
Labour Organization’s (ILO) core labor

standards. We believe a strong universal
code, with consistent enforcement by all
apparel brands and retailers, will promote
more collaboration and result in more
effective use of industry monitoring and
compliance resources.

Capacity building is another issue
important to us. Improving one factory is
challenging enough. Creating sustainable
change across a country or region often
seems impossible. In many countries,
governments simply don’t have the

resources or the will to enforce laws

and regulations. Non-governmental

‘
‘ organizations (NGOs) struggle to develop the skills and

find the financial resources necessary to support meaningful
change on a broader scale. Retailers, manufacturers,
governments, unions and NGOs must work together more
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effectively to create a stronger framework. To that end,

we are working with partners worldwide to complement our
efforts. As international trade agreements are negotiated, we're
supportive of additional efforts to strengthen compliance with
national laws and international labor standards. We continually
work to encourage greater ownership and responsibility by
garment manufacturers for conditions in their factories.

We are convinced that collaborative, multi-stakeholder
engagement is the only way to create sustainable change
industrywide. That's why we've been expanding our global
partnerships and significantly broadening our work with outside
groups. For example, we recently joined Social Accountability
International’s (SAI) Corporate Involvement Program, the Ethical
Trading Initiative (ETI) and the United Nations’ Global Compact.

We're constantly learning how to work smarter and more
effectively. We've been evolving our program since the early
1990s, when we first developed labor guidelines for garment
manufacturers. In 1996, we developed a more comprehensive
Code of Vendor Conduct. The code clearly prohibits child labor,
forced labor and discrimination, and protects freedom of
association and other rights for workers.

—JIlmproving garment factory conditions is a central element
of our overall commitment to social responsibility, which is
why we’'ve made this work the primary focus of our first
report. But our social responsibility commitments don’t stop
there. Community giving and volunteerism also are deeply

embedded in our company’s culture and values, as well as a commitment

to the environment, to strong corporate governance and ethical business
practices, and to making sure we’re continually developing and supporting
our more than 150,000 employees worldwide.

We have a comprehensive internal monitoring program.

Today we have a global network of more than 90 full-time
employees who hold garment manufacturers accountable for
respecting workers' rights and providing acceptable conditions.
Our compliance team embodies our commitment to socially
responsible and ethical business practices.

The goal is not only to improve ongoing compliance with our
standards, but also to show factories what success looks like
and how operating in a socially responsible way can improve
their business. When problems are found, our team works
with garment manufacturers to fix them. In doing so, we try
to build trust and create an environment that fosters continual
improvement.

We know that if we were to pull out of a factory every time

a problem was found, management might feel inclined to hide
violations rather than work with us, and issues would never

be resolved. Workers' jobs also may be put at risk. However,
sometimes we have no choice. If garment manufacturers refuse
to work with us, we won't keep working with them. When
serious or excessive problems are discovered and remain
uncorrected, we often make the difficult decision to leave.
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[ 1We are convinced that collaborative,

multi-stakeholder engagement is the
only way to create sustainable change
industrywide. That's why we've been
expanding our global partnerships and
significantly broadening our work with
outside groups.

In 2003, we revoked the approval of 136 factories. Sometimes,
garment manufacturers also stop doing business with us
because they believe our standards are too stringent.

To complement our internal compliance efforts we have been a
leader in supporting independent monitoring in Central America
and elsewhere, and sponsoring supervisor and worker training
initiatives such as the Cambodian Labor Training Coalition.
These third-party initiatives are an important part of our
program. In this report, four case studies, focusing on Central
America, Lesotho, Cambodia and China, illustrate the
complexities of creating sustainable improvements. Also
included is stakeholder feedback we've received on what we
do well and what we can do better, from groups such as the
Magquila Solidarity
Network (MSN).
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Improving garment factory L '1.

conditions is a central ..«-
element of our overall
commitment to social
responsibility, which is
why we've made this
work the primary focus
of our first report. But
our social responsibility
commitments don’t stop
there. Community giving

and volunteerism also are

deeply embedded in our
company'’s culture and values, as well as a commitment to
the environment, to strong corporate governance and ethical
business practices, and to making sure we're continually
developing and supporting our more than 150,000 employees
worldwide. These efforts also are highlighted in this report.

Our Board of Directors strives to maintain the highest ethics
and integrity in every aspect of our business. Independent
directors comprise our Governance, Nominating and Social
Responsibility Committee, which oversees our corporate
governance and social responsibility practices. Independent
directors also represent a majority of our Board.

Giving back to our communities is a vital part of our culture.

In 2003, Gap Inc. employees volunteered nearly 22,000 hours
through company-sponsored programs. We cleaned community
parks and restored creek habitats, helped kids with art projects
and fed the homeless. In December 2003, our employees in the
United States and Canada adopted more than 1,000 families for
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the holidays and ensured that they received gifts on their wish
lists. Throughout the year, we support volunteerism by providing
full-time employees the opportunity to take paid time off for
volunteer activities. Through our “Money for Time" program, we
donate $150 for every 15 hours an employee volunteers to a

community organization.

Through our Gap Foundation, we've donated approximately

$60 million in grants during the past five years, or approximately
one percent of net earnings before taxes for the period, to
organizations worldwide that are

JGiving back to our communities is a

vital part of our culture. In 2003, Gap Inc.
employees volunteered nearly 22,000
hours through company-sponsored
programs. We cleaned community parks
and restored creek habitats, helped kids
with art projects and fed the homeless.

in need. Product donations and employee volunteerism
significantly extend our financial support to communities in

which we live, work and do business.

As we continue to evolve in our social responsibility efforts,

we are committed to communicating our progress and

challenges, and soliciting ongoing feedback from
our employees, shareholders and other concerned
stakeholders. We want to hear from you. A
feedback form is included in this report. You also
can email us at social_responsibility@gap.com.

focused on helping children, youth @
and families. In the United States,
our Foundation has provided
national support to Boys & Girls

Clubs of America and to the

| am proud of the passion and dedication of our
employees worldwide. Every day, they honor the
values of this company and exemplify our belief
in doing business in a socially responsible way.

Lorraine Monroe Leadership
Institute, which provides training
to public school principals. We
also make substantial product
donations (more than $12 million
in 2003, for example) to
organizations that help people

We've accomplished a lot, as shown in this report,
but there's always more we can learn and do. How we do
business is as important to us as what we do—and we'll
continue working hard to ensure that our actions consistently

Bt B et

support our values.



S s

OUR GLOBAL COMPLIANCE PROGRAM

Anne Gust
Executive Vice President,
Chief Administrative and Compliance Officer

- Developing Our Program

Conducting our business with integrity is a core value of

Gap Inc. As the company’s Chief Administrative and Compliance
Officer, a big part of my job is ensuring that we live up to that
value every day. My team is responsible for making sure our
ethics policies are more than just words on paper. Our codes

of conduct, whether for garment manufacturers or for our own
employees, reflect how we run our business. Both our CEO and
Board of Directors hold my group accountable for making sure
Gap Inc. operates in a socially responsible way.

Members of my team are responsible for most of the areas
covered in this report, from environmental policies and
community involvement to corporate governance and global
garment manufacturer compliance. We work to make sure
our policies are embedded in all of our business practices.

Although only one aspect of our broader commitment to

social responsibility, we have focused most of this report

on our ongoing efforts to achieve sustainable and measurable
improvements in garment factory conditions and labor standards.

Since the early 1990s, when Gap Inc. and a few other
companies in our industry began to focus on working
conditions in the global garment industry, we have greatly
evolved our approach to this issue. We started with a strong
foundation—our Code of Vendor Conduct—which is based on
internationally accepted labor standards and is published in 24
languages. It lays out our operating requirements for any
garment manufacturer that wants our business. No garment
manufacturer or factory is in full compliance with all
requirements all of the time. But our expectations for
continuous improvement are clear. Our code’s eight key
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Our Code

Gap Inc.'s Code of Vendor Conduct consists of eight major areas:
Local labor laws

Environmental

Discrimination

Forced labor

Child labor

Wage and hour requirements

Working conditions

VvV VvV VvV VvV VvV VvV v v

Freedom of association
For the complete Code of Vendor Conduct, visit us at gapinc.com.

sections are highlighted on this page.

We believe our program has helped improve conditions in the
factories that make our apparel. Our focus now is to help foster
more sustainable solutions across the industry. Our challenge
is to determine how best to work with stakeholders, including
NGOs, unions, governments and other apparel brands and
retailers, to move garment manufacturers toward global and
sustainable improvements in labor standards. These efforts will
create a stronger framework to more consistently enforce labor
standards among all garment factories and help drive greater
ownership of labor standards by manufacturers.

The information on Page 7 shows how our program has evolved
and how we rate ourselves today against our objectives.
Continuous improvement is important to us and to many of

our stakeholders. This report demonstrates our strengths and
opportunities, and our desire to more fully engage stakeholders
while addressing challenges and creating global, industrywide
capabilities to achieve lasting improvements.
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Gap Inc. began addressing conditions in third-party garment
manufacturers in 1992, with the development of our first set
of labor, health and safety standards for manufacturers. Since
that time, we have steadily evolved our program, as the chart
below illustrates. Our standards, as detailed in our Code of
Vendor Conduct, form the foundation of our efforts and set
clear expectations for the garment manufacturers that produce
our merchandise. We enforce those standards through a
comprehensive global monitoring program. In the past few
years, we have begun to broaden our focus beyond monitoring,
recognizing the need for broader stakeholder engagement and
capacity building to more fully address issues in the garment
industry longer term.

We believe these efforts, coupled with our ongoing monitoring,
will help create and support more sustainable solutions. Critical
to this goal is continuing to drive greater ownership by garment
manufacturers of labor, health and safety standards in their own
factories, rather than having standards imposed by apparel
brands and retailers. Capacity building efforts with governments,
NGOs and civil societies worldwide is important in ensuring that
comprehensive frameworks exist to support and enforce
internationally recognized standards.

Supplier monitoring for compliance with company standards ))
Supply chain alignment with CSR practices )
External engagement with NGOs/stakeholders »
Transparency >
Industry collaboration >
Public policy engagement »

i > EE S B
Assessing our own performance against our objectives
(illustrated above), we believe our record demonstrates
leadership in monitoring garment factory conditions and
enforcing established standards. In other key areas, such as
external stakeholder engagement and public policy engagement,
we believe our efforts show progress against our objectives.

At the same time, we believe we have more work to do to
establish leadership in the areas of supply chain alignment,
transparency and industry collaboration.

Our efforts are described in detail in this, our first report,
and represent our commitment to greater transparency.
Additional information can be found at gapinc.com.

GLOBAL OWNERSHIP p

COMPLIANCE

SUSTAINABLE SOLUTIONS -

STAKEHOLDER ENGAGEMENT

'98 ‘99 ‘00 ‘01 ‘02 ‘03 ‘04 Ongoing
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- Our Program Today

YEAR

MILESTONE

1992

p Gap Inc. develops Sourcing Guidelines outlining general labor standards for
vendors to follow; Quality Assurance employees oversee this initiative.

1995

p Labor conflict at Mandarin International factory in El Salvador (see Page 20)
increases company's awareness of factory conditions and the need to ensure
vendor commitment to Sourcing Guidelines.

1996

b In the wake of Mandarin incident, Gap Inc. partners with three outside
organizations to form the Independent Monitoring Working Group, which
pioneers the industry’s first independent monitoring program in El Salvador.

p Gap Inc. forms internal compliance organization, hiring first Vendor Compliance
Officers, and begins to separate compliance from Quality Assurance function.

p Sourcing Guidelines replaced by comprehensive Code of Vendor Conduct.

1999

p Gap Inc. is one of many apparel retailers named in Saipan lawsuit (see Page 9),
an experience that highlights the need to refine and better articulate
requirements for foreign contract garment workers.

p To further strengthen compliance function, Gap Inc. separates compliance from
sourcing, establishing independent Global Compliance department reporting
into company's Chief Administrative and Compliance Officer.

2000

p Journalist alleges child labor violations at Cambodian garment factory; Gap Inc.
requires additional age verification in that country (see Page 24).

) Gap Inc. becomes second corporate partner of Global Alliance as part of
multiyear commitment to identify garment worker needs, develop training for
workers and management and provide community-based services.

2001

) Gap Inc. implements guidelines to help protect rights of foreign contract

garment workers, including freedom to return to their home country (see Page 9).

2002

p Gap Inc. supports formation of Public Reporting Working Group (see Page 28).
) Gap Inc. pilots program to rate factory compliance (see Page 16).

p Global Partnerships group formed within Global Compliance department to
focus on stakeholder dialogue and engagement.

p Gap Inc. supports Cambodian Labor Training Coalition on an initiative to
improve factory conditions and relations between workers and management
(see Page 25).

2003

b Gap Inc. strengthens external engagement by joining SAl's Corporate
Involvement Program and the United Nations' Global Compact
(in April 2004, Gap Inc. joined ETI).
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More than 90 full-time employees work in Global Compliance.
Most are Vendor Compliance Officers (VCOs) who work to
improve labor conditions among the garment manufacturers that
produce our apparel and operate approximately 3,000 garment
factories in about 50 countries.

Most VCOs are from the region or country they oversee.
They represent about 25 nationalities and speak as many
languages. Some have worked in factories as managers or
on the production line. Others have experience in education
and government or with NGOs. Still others were local labor
organizers or lawyers. We believe this diversity and localized
approach greatly enhances the team’s commitment and
effectiveness. A profile of one of our VCOs, VannChhai Leng,
is included with the Cambodia case study on Page 25. Other
profiles can be found at gapinc.com.

Headed by Dan Henkle, Vice President of Global Compliance, our
Global Compliance department is separate from and independent
of our sourcing organization and focuses on improving factory
working conditions and labor standards.

While factory monitoring is an important part of our program,
we know that it isn't enough to support sustainable change.
Most garment manufacturers work with many customers.

Our influence on a given manufacturer’s practices is limited
when we represent only a fraction of its production. So, in 2002,
we initiated a strategy to collaborate with partners worldwide in
an effort to foster longer-term solutions.



Dan Henkle, Vice President of Global Compliance
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“There are no easy answers to complex problems.
Monitoring helps, but sustainable change across our industry
will only occur through collaboration with partners worldwide.”

Because NGOs often have close relationships with garment
workers, they are able to provide us with insights into factory
conditions that our compliance team may not see. By working
more closely together, we've found that we are often able

to resolve issues before they escalate into a crisis. Such
partnerships also give us the chance to address broader
issues, from a variety of perspectives.

To date, we've engaged with three types of organizations:

e Multi-stakeholder groups such as SAl, ETI, and the Global
Alliance for Workers and Communities (GA), where we work
with other companies and organizations on shared concerns.

e Groups with global reach, such as MSN and Union of
Needletrades, Industrial and Textile Employees (UNITE), which
provide us with critical information and expertise as exemplified
in the Lesotho case study on Page 22.

e Local groups, such as the Cambodian Labor Training Coalition
(see Page 25), which address country-specific challenges.

A number of stakeholders have commented on our efforts,
highlighting what we do well and what we can do better (see
Page 18). In particular, the five organizations we've partnered
with to form our Public Reporting Working Group—Domini
Social Investments, the Calvert Group, the As You Sow
Foundation, the Center for Reflection, Education and Action
(CREA), and the Interfaith Center on Corporate Responsibility
(ICCR)—have provided their views on this report and our
progress toward transparency (see Page 28).

Protecting Foreign Contract Workers

In January 1999, a U.S. federal class-action lawsuit was filed against
18 apparel retailers, including Gap Inc., that purchased merchandise
made in Saipan, part of the U.S. Commonwealth of the Marianas
Islands. Almost every garment manufacturer on the island also was
sued. The lawsuit alleged poor factory conditions and mistreatment
of immigrant workers who came from China, the Philippines and other

countries after signing employment contracts for jobs on Saipan.

We vigorously defended ourselves because we felt strongly that the
allegations against us were untrue. The lawsuit treated all retailers
and manufacturers the same, regardless of specific factory conditions
and company practices. We had production in only a small number of
the factories sued, and we monitored those factories on an ongoing
basis. In September 2002, we entered into a settlement. The agreement
benefited all parties by establishing Saipan’s first independent factory

monitoring program.

The lawsuit increased our awareness about “foreign contract” workers
and the unique vulnerabilities they face at the hands of recruitment
agents and factory management. To obtain a job, these workers
typically incur debt that must be repaid before they can return home.

In 2001, we implemented strict guidelines to better protect foreign
contract workers in the approximately five percent of Gap Inc.-
approved factories that employ them worldwide. Employment contracts
must be written in the workers’ native languages and workers must be
paid at least the local minimum wage. Factory management must allow
workers to control their own travel documents and wages. Most
importantly, workers must be free to leave the factory and return home
at any time and management must agree to assume a proportionate

amount of the returning workers’ debt.
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- Manufacturer and Factory Approval Process

Our initial factory evaluation process is a cornerstone of

our program. Before any order is placed, we must evaluate and
approve the manufacturer and each garment factory it intends
to use for our production.

The initial evaluation process applies to all garment
manufacturers, their factories and subcontractors. Our sourcing
team assesses factories before an approval request is sent to
Global Compliance. Approval involves a multi-step qualification
process, outlined below. The process can take from a week to
more than a year to complete. Approximately 90 percent of the
factories we evaluate fail the initial inspection. While most
factories correct problems and are eventually approved, we
ultimately reject about 16 percent of all new factories evaluated.

No garment factory is perfect. But this process helps ensure
that we screen out the worst factories and look for those that
have the ability to meet our standards, provide decent
conditions and treat workers fairly. While we strive to help
approved factories make ongoing improvements, some factories

The Approval Process in Action:

Our approval process can 7/15/03

consistently fail to live up to their commitments.

Our approval process involves three steps:

1) A manufacturer’s written commitment: A manufacturer
must sign our compliance agreement, stating its commitment
to abide by our Code of Vendor Conduct. The manufacturer is
required to provide a profile of each facility it plans to use for
our order and its workers. The manufacturer also must agree
to allow us unrestricted access to factory workers, working
and living facilities and employment records. Manufacturers
sometimes remove themselves, or we may remove them, from
consideration at this stage because they either cannot, or will
not, meet our standards.

2) Our initial evaluation visit: Once the required paperwork
has been reviewed, a VCO schedules a visit. A detailed
assessment of factory conditions is conducted based on the
eight sections of our code. Any violations are documented.
Our policy is that no garment factory is approved without an
inspection by one of our VCOs.

take from one week to more

than a year to complete.

This timeline shows an

7/24/03 8/07/03 8/08/03|
REQUEST DOCUMENTATION EVALUATION
Gap Inc.'s regional sourcing office  Compliance staff sends required Factory management submits VCO based in
in Miami requests that our documents to factory. completed documents. Guatemala
compliance team evaluate a new schedules a

actual approval process in
the second half of 2003 for
a new factory in Guatemala.

factory in Guatemala for approval.

In this example, the process
took just under four months.

_ 10  GAP INC. 2003 SOCIAL RESPONSIBILITY REPORT

factory visit.
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NUMBER OF FULL-TIME

GLOBAL COMPLIANCE

REGION* EMPLOYEES
Greater China 17
North Asia 6
Southeast Asia 18

Indian Sub-Continent

Persian Gulf

Y Y A W W W W W A W .-
o

North Africa & the Middle East 2
Sub-Saharan Africa 4
Europe (including Russia) 5
United States & Canada 19**
Mexico, Central America & the Caribbean g
South America 1
Total 93

NUMBER OF NEW
GARMENT FACILITIES
EVALUATED APPROVED NOT APPROVED PENDING
101 80% 15% 5%
36 94 3 3
118 84 8 8
101 76 18 6
4 100 0 0
40 50 25 25
40 60 18 22
99 66 26 8
23 83 4 13
67 81 15 4
24 58 21 21
653 75% 16% 9%

*For a list of countries in each region, please see the inside back cover of this report. **Includes headquarters staff based in San Francisco.

3) A decision by our compliance team: After analyzing the
paperwork and the results of the evaluation, our Global
Compliance staff determines whether the manufacturer is able
to comply with our code. At this point, the manufacturer and
applicable factories may be approved—meaning orders can be

9/17/03 \ 9/19/03

placed—or additional corrective action may be required.
Follow-up evaluations may be needed. If a manufacturer does
not satisfactorily correct the problems, or is unable or unwilling
to make necessary changes, it will be rejected. Approved
garment factories are then monitored on an ongoing basis.

10/07/03 10/31/03 11/04/03

EVALUATION

®e VCO notifies management of

Iie— A

VCO conducts

initial evaluation

of the factory.

-1 ventilation system in the spot
cleaning area and providing

protective equipment for handling
chemicals.

VCO conducts a

q corrective actions required to gain  follow-up visit to

~ approval, which include installing a  check status of
requested changes
and provides further feedback to
workers with appropriate personal  factory management.

DECISION

VCO conducts a
third visit and

48 Factory is approved and
“activated,” making it eligible

to receive Gap Inc. orders.
issues are

resolved. Evaluation is submitted to
Global Compliance administration
staff.
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- Ongoing Factory Monitoring

We strive to monitor all approved garment factories at least
once in a 12-month period. In 2003, our VCOs conducted

: . . APPROVED FOR APPROVED FOR
approximately 8,500 visits to garment factories around the

world. The chart at the right shows the percentage of factories NUMBER OF PERCENT OF NUMBER OF  PERCENT OF
o . GARMENT FACILITIES GARMENT  FACILITIES
visited in each region, both for those that were on our approved REGION* FACILITIES VISITED FACILITIES VISITED
list for all of 2003 and those that were approved for any part of Greater China 4 252 100% 464 89%
the year. The percentages in the second column are lower than North Asia 4 100 100 200 95
in the first column as some facilities are removed from our Southeast Asia 4 425 99 672 90
approved list during the year before a visit can be conducted. Indian Sub-Continent 4 370 9% 592 90
Persian Gulf 4 22 91 42 83
We monitor garment manufacturers and factories for their North Africa 4 41 83 91 66
compliance with the eight main sections of our Code of & the Middle East
Vendor Conduct. The chart on Pages 14-15 shows the regional Sub-Saharan Africa ¢ e s U i
distribution and the extent of verified code violations in 2003. Europe . 1 KU E = L
(including Russia)
United States 4 104 80 188 70
Few factories, if any, are in full compliance all of the time. & Canada
If they were, we wouldn't need a code or the extensive Mexico, 4 143 94 298 87
resources we devote to monitoring. When we find problems, Central America
. ) & the Caribbean
we work with management to try to resolve them as quickly
South America 4 44 91 68 90

as possible. We will stay with a manufacturer as long as we

Total 1,690 944%™ 3,010 86% "

* For a list of countries in each region, please see the inside back cover of this report.
** A number of factors, including staffing and limited transportation to remote regions,
prevented some facility visits in 2003.

believe it is committed to making ongoing improvements.

Any violation concerns us, but we pay
particular attention to violations of core
areas of our code, including serious issues
such as forced or child labor. We also take

note when violations occur frequently, such While we consider all areas of our code important, there are
as in the area of health and safety, or if we core aspects of it that significantly impact working conditions.
see a pattern develop over time. In 2003, These range from wage and hour issues, such as correct

we terminated our business with 136 payment of wages, voluntary overtime and at least one day
factories for serious or excessive breaches off in seven, to our prohibition of forced labor, child labor and
of our Code of Vendor Conduct. physical abuse and a worker’s right to freedom of association.

_ 12 GAP INC. 2003 SOCIAL RESPONSIBILITY REPORT
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We monitor core areas through a visual inspection of the
factory, a thorough review of timecard, production and payroll
records and by talking with workers. When violations are found,
our VCOs work with management and sometimes workers to
design and implement remediation plans. If we find that wages
or overtime rates have not been paid in full, we typically require
the factory to provide workers with back pay.

Violations in some core areas, such as freedom of association
and discrimination, can be especially difficult to uncover and
prove. When we investigate complaints, we often find
ourselves grappling with different perspectives and conflicting
views. Because allegations often involve disputes between
workers and management, there are usually two or more sides
to the story. Although our data in these areas for 2003 shows
only a few verified cases, we believe violations were more
widespread than our data suggests. We are currently working
with our VCOs and external stakeholders to make our
monitoring more effective in these areas.

A single serious violation—such as forced or child labor or
knowingly falsifying records—threatens our relationship with a
manufacturer. In 2003, we verified two instances of underage
workers. In one case, the worker was considered underage
because she was a few weeks shy of her sixteenth birthday,
the minimum working age in that country. In the other, the
worker was not properly registered with local authorities as a
"young worker.” We terminated business with both factories.

Some code violations, such as in the area of health and safety,
tend to occur frequently. This is, in part, because they are often
temporary—an aisle blocked by a moveable cart, for example—
and, in part, because they are easier for our monitors to spot
during a factory inspection. Although such violations vary in
severity, most are addressed quickly. As we work with
manufacturers over time, we tend to see significant

improvement in this area.

Violations of local law also tend to occur often. Sometimes this
is because laws are unclear or contradictory, making compliance
difficult. In other cases, government enforcement is insufficient
or nonexistent. In still others, local regulations may not be
publicized and manufacturers are unaware that the law even
exists. To address this, our VCOs work to maintain a list of
relevant local laws for the areas they monitor. However, given
the complexity of the legal landscape and lack of transparency
in some countries, this remains an ongoing challenge.

Our goal is to help manufacturers improve their overall level

of compliance over time. As a result, we pay attention not only
to the type and frequency of violations, but also to the patterns
in which they occur. We become concerned when we see the
same violation occur over and over again, as it suggests either
a lack of commitment on the part of management or a deeper
systemic problem. To address these types of issues, we've
begun to introduce training programs and other projects
designed to target the root causes of problems. The four case
studies on Pages 20-27 describe some of our efforts.




OUR GLOBAL COMPLIANCE PROGRAM

Our Code of Vendor Conduct outlines eight categories of
labor and operating standards. All new garment manufacturers
must be pre-approved before orders are placed. Once approved,
factories are monitored on an ongoing basis. The chart below
illustrates the regional distribution and frequency of code
violations documented by Gap Inc. VCOs in approved factories

in 2003.
- 2003 Code Violations

MEXICO,

NORTH CENTRAL

INDIAN AFRICA & SUB-  EUROPE AMERICA
GREATER NORTH SOUTHEAST SUB-  PERSIAN MIDDLE  SAHARAN (INCLUDING USs. & & THE SOUTH
REGION* CHINA ASIA ASIA CONTINENT GULF EAST AFRICA  RUSSIA)  CANADA CARIBBEAN  AMERICA
No. of active factories 464 200 671 592 42 91 118 277 188 298 68
No. of factories revoked for compliance violations 42 1 42 31 6 1 4 9 0 0 0

Lacks full compliance with local laws
Restricted access of Gap Inc. representatives

Lack of environmental management system or plan

Insufficient notification procedures in case of
environmental emergency

Employment
Wages & benefits

Use of any kind of involuntary labor, including prison
labor, debt bondage or forced labor

For foreign contract workers, non-payment of
agency recruitment fees and/or requiring workers
to remain in employment against their will

Workers are not 14 years old or do not meet
minimum legal age requirement

Not in full compliance with child labor laws
Failure to allow eligible workers to attend night
classes and/or participate in educational programs

Poor age documentation

Pay is below minimum wage

Overtime pay rates are below legal minimum
Work week in excess of 60 hours

Workers cannot refuse overtime without threat of
penalty or punishment

Workers do not have at least 1 day off in 7
Violation of local laws on annual leave and/or
holidays

Unclear wage statements

*For a list of countries in each region, please see the inside back cover of this report.
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LEGEND

No code violations verified

Violations verified in less than 1% of factories

Violations verified in between 1% and less than 10% of factories
Violations verified in between 10% and less than 25% of factories
Violations verified in between 25% and less than 50% of factories
Violations verified in more than 50% of factories

MEXICO,
NORTH CENTRAL
INDIAN AFRICA & SUB-  EUROPE AMERICA
GREATER NORTH SOUTHEAST SUB-  PERSIAN MIDDLE  SAHARAN (INCLUDING US. & & THE SOUTH
REGION* CHINA ASIA ASIA CONTINENT GULF EAST AFRICA  RUSSIA)  CANADA CARIBBEAN  AMERICA

Physical punishment or coercion
Psychological coercion and/or verbal abuse
Violation of local laws on working conditions
Insufficient lighting

Poor ventilation

Insufficient or poorly marked exits
Obstructed aisles, exits or stairwells

Locked or inaccessible doors and exits

Insufficient number of and/or inadequately
maintained fire extinguishers

Insufficient number of fire alarms and/or
emergency lights

Not enough evacuation drills

Machinery lacks some operational safety devices
Inadequate personal protective equipment
Insufficient access to potable water

Inadequate first-aid kits

Unsanitary toilets and/or restricted access

Inadequate storage of hazardous and combustible
materials

Workers are not free to choose whether or not to
lawfully organize and join associations

Penalization or interference with workers' lawful
efforts to organize

General Principle—Lack of knowledge about, and compliance with, local laws is a common issue worldwide (see Page 13).

Environment—Common violations included inadequate environmental plans and documentation.

**Discrimination—We believe violations in this area are more widespread than this data suggests. Examples of verified violations included a stated preference for female workers, wrongful
termination of pregnant employees, pregnancy testing, inadequate hiring policies and procedures, and higher wages paid to local workers versus foreign workers.

Forced Labor—\We verified one technical violation involving a contractual provision that required workers to remain employed at the factory for a minimum period following overseas skills
training. This category includes an additional sub-set of provisions (not shown) specific to foreign contract workers (see Page 9).

Child Labor—We require manufacturers to ensure that workers are at least 14, the minimum age under our code, or the minimum working age allowed in the country, whichever is higher. In
the two verified cases of child labor violations in 2003, both workers were older than 14, but one was younger than the country's legal minimum age and one was not properly registered
as a “young worker.” We terminated business with both factories.

Wages & Hours—Inaccurate recordkeeping, incorrect or non-payment of wages and excessive overtime hours are common violations. We regularly review timecard, payroll and production
records and verify their accuracy through worker interviews. When violations are discovered, we typically require back-payment of wages as appropriate.

Working Conditions—While outright physical punishment and psychological coercion is rare, examples of violations verified by our team included verbal harassment by supervisors, factory
regulations permitting physical labor as a disciplinary measure (such as sweeping floors), failure to display clear and fair disciplinary procedures and coaching of workers prior to a VCO's
visit. Violations of most other health and safety requirements, while common, were usually minor. This category also includes a sub-set of provisions (not shown) specific to factory-
provided housing or dormitories.

***Freedom of Association—We believe violations in this area are more widespread than this data suggests. Verified violations included failure by management to meet with and recognize lawfully
organized unions, retaliation or fear of retaliation against workers who sought to organize and employment applications requiring job candidates to indicate their union affiliation.
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COUNTRY

El Salvador
Guatemala
Honduras
Lesotho
Cambodia

China

1
1
4
1
1
g

LEVEL 5 LEVEL 4 LEVEL 3 LEVEL 2 LEVEL 1
TOTAL IMMEDIATE
NUMBER NEEDS ATTENTION

OF FACTORIES EXCELLENT G0oD FAIR  IMPROVEMENT REQUIRED
9 0 3 2 0 4

1 0 3 0 0 4

18 2 7 4 3 2

16 1 1 3 4 7

33 3 17 10 2 1

M 1 7 86 48 25

- Rating Factories

For long-term improvement of working conditions, we believe
our monitoring will be more effective when we can assess how
factories perform over time. Compliance isn't just about the
issues we identify during a visit, but the types of violations,
how quickly they are resolved and how often they are repeated.

In 2002, we developed a tool to help us assess a factory's
overall level of compliance through quantifiable metrics. The
current rating tool rates factories according to the number, type
and pattern of compliance violations during a 12-month period.

Rating factories is harder than it sounds. It requires us to make
subjective decisions about the relative importance of different
social issues. For example, core issue violations (see Page 12)
will negatively impact a factory’s rating more significantly than
non-core issues. We have been piloting the tool for the past
year and a half and the process has been a learning experience.
When we evaluated the initial results in mid-2003, we found the
ratings did not accurately reflect conditions on the ground. So
we revised the metrics, expanded the scale and introduced new
weightings according to the severity of the issue.

The chart above shows the 2003 revised ratings for the six
countries featured in the case studies that follow. Due to the
technical limitations of our system, we are unable to provide
data on a global scale at this time. Toward the end of 2004,
we will undergo a database conversion that will enable us to
capture more detailed information on our monitoring efforts.
This new system will allow for more sophisticated analysis of
our data and help us to refine our facility rating criteria further.
However, as important as these improvements will be to our
ongoing reporting efforts, we will be unable to make future
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comparisons with our 2003 data. Our pilot phase will continue
through this system conversion and we will continue to evaluate
the tool for accuracy and effectiveness.

Our current rating tool uses a point scale, which is impacted by
the number and type of violations found and the time needed to
address them. This scale is grouped into the following levels:

LEVEL 5: Excellent

LEVEL 4: Good

LEVEL 3: Fair

LEVEL 2: Needs Improvement

LEVEL 1: Immediate Attention Required

A factory receives one of five ratings, from Level 5—excellent,
where we typically find few or no documented violations, to
Level T—immediate attention required, where we might see
many violations, including core and habitual ones. Level 1
factories face losing our business unless management shows

immediate improvement in their compliance practices.

Conditions vary from factory to factory. The type of issues
(e.g., core, non-core or habitual), the number of times they
occur and the time it takes to address them can be present in
a variety of combinations. For example, a factory can fall into
Level 1 because there are many non-core issues, those issues
are habitual and it takes a long time for factory management
to address them. On the other hand, another factory at Level 1
may have relatively few non-core issues but a number of core
issues identified. In other words, factories with very different
compliance pictures can receive the same level rating.



Introduction

CENTRAL AMERICA

As our factory monitoring and engagement efforts have
evolved, we've found that working directly with stakeholders
and leveraging our collective efforts produces the best results.

In the section that follows, we provide a view into our program:

how we put it into action, how key stakeholders view our
efforts and where we see our program going.

The case studies included here show the kinds of issues we
deal with and how each factory and stakeholder interaction
presents us with opportunities. From our experience with
independent monitoring in Central America and freedom of

association in Lesotho, to the unigue challenges offered by
countries such as Cambodia and China, we believe that the
lessons we've learned help us to continually improve and

enhance our program and impact.

We are grateful to our stakeholders who were willing to
provide us with their feedback on our program and on this
report. This information, taken together with what we have
learned from our work in factories around the world, has
allowed us to better focus on what we still need to do and
to develop our goals for 2004.
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Stakeholder Feedback

We recently asked some key stakeholders for their views on
where our program is and where it should be heading. Each

shared insights we can learn from; some themes also emerged.

Participants included: Ineke Zeldenrust, International
Coordinator, Clean Clothes Campaign International (CCC);
Stephen Coats, Executive Director, United States Labor
Education in the Americas Project (US/LEAP); Dan Rees,
Director, Ethical Trading Initiative (ETI); Lynda Yanz, Coordinator,
Maquila Solidarity Network (MSN); Alice Tepper Marlin,
President, Social Accountability International (SAI); Carol
Michaels O’Laughlin, Executive Director, Global Alliance for
Workers and Communities (GA); Maggie Burns, Trustee,
Women Working Worldwide; and Bruce Raynor, President,

Union of Needletrades, Industrial and Textile Employees (UNITE).

Most stakeholders felt that we do a good job engaging with
manufacturers and other stakeholders to address problems as
they arise. Our support of training programs for workers and
supervisors on workplace issues was viewed as important.
They were encouraged by the increased inclusion of multiple
stakeholders in the search for more sustainable solutions.

Criticisms focused on how we could evolve our program and
business practices. We were called upon to drive adoption of a
universal code of conduct and institute external verification of
our program. Many want us to evaluate production timelines
and the prices we pay. By better managing both, they believe
we could help decrease overtime needed to fill orders and help

manufacturers justify the cost of complying with our code.
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We also asked for their thoughts on what, in general, they thought
multinational companies should be focusing on to have a greater

impact on factory conditions.

“If significant progress is to be made in the areas of wages
and hours, freedom of association and other problematic
issues, sourcing strategies need to be rethought, and the
drive to reduce costs at any expense must end.”

Ineke Zeldenrust, CCC

“Addressing working hours is challenging partly because

the issue needs to be tackled on a number of different levels.
Persistent low wages put workers in the position of needing to
work excessive hours, that in turn can be detrimental to their
long term health. More work needs to be done on the concept
and application of the Living Wage.”

Dan Rees, ETI

“Multinationals should be sending a clearer message to
suppliers and local governments that compliance with
labor standards is an incentive to sourcing.”

Lynda Yanz, MSN

“Companies need to implement sustainable solutions that
bring positive benefits to workers and also translate into
good business sense for both the brand as well as the
manufacturer.”

Maggie Burns, Trustee, Women Working Worldwide



CHALLENGES

“There hasn’t been enough
emphasis across the
industry on empowering
workers to exercise their
rights. In many cases
workers are not even aware
of what those rights are.”

Dan Rees, ETI*

“Some recent changes being perceived
about Gap Inc. are its willingness to
learn from others, its willingness to
engage with multi-stakeholder
initiatives and its move toward
sustainable programming as opposed
to a policing model of compliance.”

Maggie Burns, Trustee, Women Working Worldwide

“Any country where there is no strong
base of civil society groups like
NGOs and unions is problematic.”

: When an

issue or
problem in a
factory arises,
it'’s imperative
for companies
to involve
external

Ineke Zeldenrust, CCC

“We've had our
differences with Gap in
the past, and we may
in the future, but when
we started talking with
them, we realized we
could work together
and create positive

change for workers.”
Bruce Raynor, UNITE

stakeholders
at an early

19
While it's encouraging
that Gap Inc. has accepted
freedom of association and
collective bargaining as
unassailable rights, they
need to improve their

- . ”

enforcement in this area.

Stephen Coats, US/LEAP

Alice Tepper
Marlin, SAI*

* We are members of both SAl's Corporate Involvement Program and ETI.




CHALLENGES

- Independent Monitoring

In 1995, the National Labor Committee (NLC), a New York-
based workers’ rights group, reported alarming abuses at the
Mandarin International factory in El Salvador. We dispatched
employees to investigate and they returned with firsthand
accounts of low pay, excessive overtime and reported union-
busting. Most apparel brands and retailers doing business
with the manufacturer stopped production and left.

beginning of the first
independent monitoring program
in El Salvador and in the apparel
industry globally.

As we learned the benefits of

independent monitoring, we

Concerned labor organizations challenged us to take a different
approach. They encouraged us to keep production in the factory
and work with them to improve conditions. We chose to be part
of the solution, instead of just leaving the problem behind.

We collaborated with three NGOs—Business for Social
Responsibility (BSR), the Center for Reflection, Education,
and Action (CREA), and the Interfaith Center on Corporate
Responsibility (ICCR)—to form the Independent Monitoring
Working Group (IMWG). The IMWG engaged the Grupo de
Monitoreo Independiente de El Salvador (GMIES), a group of
representatives from Salvadorean civil society who sought to
help workers in the maquila sector. The effort marked the
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expanded the program to Guatemala in 2000, Honduras and
Nicaragua in 2002, and Kenya in 2003.* We have found
that independent monitoring can complement our program.
Independent monitors are respected members of the local
community and enjoy credibility among factory workers.
Because they visit fewer factories than our team does, they
can focus more deeply on specific facilities, build a greater
rapport with workers and discover problems that our team
might miss on a given visit. Their independence from both
factory managers and us is extremely valuable.

Yet independent monitoring is not without its challenges. We
were fortunate in Central America and Kenya to find capable
and respected grassroots organizations. Independent monitoring
is a relatively new field and many countries simply do not have
groups with the necessary skills and resources to take on the
task. It takes time and is costly to implement. Unlike external
monitoring programs that involve a one-time audit, independent
monitoring is an ongoing process of collaboration. Once an
issue is identified, our compliance team discusses the findings
with the independent monitors and then negotiates a
remediation plan with the manufacturer. Our compliance team
also continues to maintain their regular monitoring schedules

in each factory.

*In Guatemala, independent monitoring is conducted by the Commission for the
Verification of Corporate Codes of Conduct (COVERCO). In Honduras, we work with the
Independent Monitoring Team of Honduras (EMIH). In Nicaragua, we have engaged
Profesionales por la Auditoria Social Empresarial (PASE), which was formed in 2002 as an
outgrowth of the Movimiento de Mujeres Trabajadoras y Desempleadas “Maria Elena
Cuadra” (MEC). In Kenya, we partner with Africa Now.



CHALLENGES
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In 2002 and 2003, the expansion of our sourcing base to
Nicaragua and Kenya—two countries with a long history of
labor and social strife—provided a testing ground for a different
approach to independent monitoring. For the first time, we
incorporated independent monitors into our initial approval
process to provide valuable expertise on the ground from the
start. During evaluations of new factories, our compliance team
focused on health and safety
inspections and reviewed
documents while the independent
monitors interviewed workers. By
the end of 2003, our team and the
independent monitors found that
none of the four facilities
evaluated in Nicaragua met our
standards, while four of 11

We're also working with our independent monitoring colleagues
in Central America and other partners to expand worker and
management training. We've learned that most cases of non-
compliance are signs of bigger challenges. By designing
programs that target the root causes of problems and educate
and empower workers, we hope to eliminate some of the
factors that lead to non-compliance.

Our experience at Mandarin and beyond has taught us that
change doesn't happen overnight. But we have learned that real
effort does yield real progress. Through continued collaboration
with independent monitoring groups, we will strive to continue
taking steps forward.

reviewed in Kenya were approved.

Working With Gap Inc. in Central America
The Regional Initiative for Social Responsibility
and Decent Jobs (IRSTD)**

Gap Inc. is one of the few
companies doing business
in Central America that has
adopted social responsibility
as part of its business policy,
taking seriously the issue of complying with labor rights.

Its suppliers are advised that respect for human rights is part of
the company’s code of conduct and that producing quality goods
in a culture of compliance is a mandatory business requirement;

it forms part of the new rules of international commerce. Gap Inc.
strengthens these policies by educating their suppliers on how to
comply with them. This type of activity is not only improving labor
conditions in factories, but also providing an example to the rest of
the national and international industrial sector. It also provides an
incentive for more businesses to include good practices as a
performance indicator of their suppliers.

Certainly there are difficulties to be overcome in order to achieve
more improvements and sustainable advances both in physical
conditions and in labor relations. Suppliers do not always agree to
improve