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Towards a mandatory EU regulation of due diligence along supply chains

On 23 February 2022, the EU Commission adopted a proposal for a Directive on corporate sustainability due diligence. The aim of
this Directive is to foster sustainable and responsible corporate behaviour and to anchor human rights and environmental
considerations in companies’ operations and corporate governance.

Obligations for Companies

The Directive sets out a proposed EU standard for
human rights and environmental due diligence
(HREDD) that would have to be adopted by all EU
member states.

It will set out a consistent framework to foster the
contribution of businesses to the respect of the
human rights and environment in their own
operations and supply chains inside and outside
Europe.

The Directive will apply to the Following

Companies

EU Companies

Group 1: more than 500 employees and a net worldwide
turnover of more than EUR 150 million; or

Group 2: more than 250 employees and a net worldwide
turnover of more than EUR 40 million—provided that at least
50% of this net turnover was generated in a “high-risk” sector
(which includes textiles, clothing and footwear, agriculture,
forestry, fisheries, food and extractives).

Non-EU Companies

The Directive has extraterritorial effect.

Companies (and subsidiaries) active in the EU but without a
physical presence with turnover threshold aligned with Group
1and 2, generated in the EU.

SMEs

Although small and medium-sized companies (below the
thresholds above) are not directly affected by the law, they are
indirectly affected, for example, as suppliers to large
companies.

For companies in Asia that are not "in scope" but are part of
the supply chain of a company with an EU nexus, they will
need to consider how the Directive would indirectly affect
them (i.e. their customers will pass on the increasing
requirements to them).

100% recycled paper

The Directive establishes a corporate due diligence duty
consisting in:

. Integrate Due diligence into company policies and
management systems

. Identify actual or potential adverse impacts on human
rights and environment, and take appropriate action to
prevent, mitigate and remedy them

. Establish and maintain a compliance procedure

. Provide transparent and public information on the
performance of their due diligence obligations, including
an annual report

. Monitor the effectiveness of these measures

Directive Enforcement

o Directive provides that Member States shall implement
rules on sanctions for non-compliance. Sanctions should
be effective, proportionate and dissuasive and may
include financial penalties based on a company’s
turnover.

. Civil Liability regime: Member States shall ensure that
victims get compensation for damages resulting from the
failure to comply with the obligations of the new
proposals.

Estimated Costs of the New Rules for
Companies Directly Affected by the Directive

. Businesses will have to bear the costs of establishing and
operating the due diligence procedures, and

. Transition costs, including the expenditure and
investments to change a company’s own operations and
supply chains to comply with the due diligence
obligations, if needed.

. Businesses will have a responsibility to ensure that their
suppliers do not violate human rights and environmental
principles.

For more information please refer to
the following link:
https://ec.europa.eu/info/business-eco
nomy-euro/doing-business-eu/corpora

te-sustainability-due-diligence_en
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