
 
EU-Commission proposal for a directive on 
Corporate Sustainability Due Diligence 
 
 

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 behavior and to 
anchor human rights and environmental considerations in companies’ operations and corporate 
governance. To achieve this the EU-Commission proposal wants to ensure that businesses avoid and 
address adverse impacts associated with their activities, including in their value chains inside and outside 
Europe. 

This brief primarily draws from information about the proposal shared by the EU-Commission itself.  

Why is the EU-Commission presenting this initiative? 

The transformation to a sustainable economy is a key political priority of the EU. While companies play a 
key role in creating a sustainable and fair economy and society, they need support in the form of a clear 
framework. EU-level legislation on corporate sustainability due diligence is seen as an instrument that can 
help advance the green transition and protect human rights in Europe and beyond. 

In addition to the European Parliament1 and Council, civil society as well as companies also call for action. 
Around 70% of companies participating in the 2020 preliminary Study on due diligence as well as the 
2021 Open public consultation agreed that a harmonized EU legal framework on due diligence for human 
rights and environmental impacts is needed. Based on 2020 consumer survey, nearly eight in 10 
respondents indicate that sustainability is important for them. 

Why is voluntary action by companies not sufficient to address human rights and environmental 
impacts? 

Some companies are already putting in place corporate sustainability strategies and procedures. In the 
2020 Study on due diligence requirements through the supply chain, a third of respondents from 
companies across all sectors, said that their companies undertake work in this area, taking into account all 
human rights and environmental impacts. Such commitments or voluntary initiatives are laudable and have 
helped tackle sustainability problems to a certain extent. 

However, voluntary action is often taken by companies that want to be industry leaders, face consumers or 
investor pressure of similar. Hence, implementation progress is slow and uneven. In 
addition, research shows that when companies take voluntary action, they focus on the first link in the 

                                                           
1 European Parliament Resolution on corporate Due Diligence and Corporate Accountability: 
https://www.europarl.europa.eu/doceo/document/TA-9-2021-0073_EN.html 



supply chains while human rights and environmental harm occurs more often further down in the value 
chain.  

Several EU-countries have taken steps to introduce mandatory due diligence legislation. While these 
legislations have overlapping aims, their specific designs differ, which can create unnecessary 
administrative burdens as well as an uneven level playing field for multinational companies. 

What are the potential benefits of the EU-Directive? 

For citizens: 

 Better protection of human rights, including labor rights. 
 Healthier environment for present and future generations. 
 More transparency enabling informed choices for consumers and retail investors 
 Better access to justice for victims.  

For companies: 

 Harmonized legal framework in the EU, creating legal certainty and level playing field. 
 Standardization of business-to-business sustainability related practices. 
 Better awareness of companies’ negative environmental and human rights impacts. 
 Better risk management and adaptability. 
 Increased attractiveness for talent, sustainability-oriented investors, and public procurers. 
 Better access to finance.  

Which companies and investors will be affected by the EU-Directive as proposed by the EU-Commission? 

 The new rules as proposed by the EU-Commission will apply to large, limited liability EU companies 
This includes EU companies and investors with 500+ employees and a net turnover over €150 
million worldwide. (expectedly = 9.400 companies)  
 

 2 years after the new rules start applying, new rules will also be extended to other limited liability 
EU companies with 250+ employees and a net turnover over €40 million worldwide, although only 
in sectors where a high-risk of human rights violations or harm to the environment has been 
identified and where OECD guidelines exist, i.e., in agriculture, textiles or minerals. (expectedly = 
3400 companies)  
 

 The Directive will also apply to non-EU companies active in the EU with a turnover threshold 
aligned with the above, generated in the EU. (expectedly = 4000 companies). 
 

Will SMEs be affected by the new rules? 

 As proposed by the EU-Commission, SMEs do not fall under the scope of the Directive. 
Nevertheless, they might be indirectly affected by the new rules because of the effect of covered 
companies' actions across their value chains. Therefore, the proposal foresees specific support 
addressed to SMEs, such as guidance and other tools to help them gradually integrate sustainability 
considerations in their business operations. Member States shall provide further technical support 



and may provide financial support to SMEs to facilitate adaptation. The proposal will also contain 
elements to protect SMEs from excessive requirements from large companies. 

What will companies be required to do? 

The new proposal sets out a corporate due diligence duty to identify, prevent, bring to an end, mitigate, 
track and account for adverse human rights and environmental impacts in the company's own operations, 
its subsidiaries and their value chains. The proposal builds on the UN Guiding Principles on Business and 
Human Rights and the OECD Guidelines for Multinational Enterprises and responsible business conduct. 

According to the proposal, a company’s “value chain” will include both upstream and downstream 
activities. “Value chain” will be defined in the Directive to include activities related to the production of 
goods or the provision of services by a company, including the development of the product or service and 
the use and disposal of the product, as well as activities of upstream and downstream business 
relationships. 

The proposal however limits the due diligence obligation related to value chain business relationships to 
“established business relationships”. A business relationship will be an “established business relationship” if 
it is expected to be lasting, in view of its intensity or duration and does not represent a negligible or merely 
ancillary part of the value chain. An established business relationship could be direct or indirect.  

According to the proposal, due diligence under this Directive, should be carried out with respect to all 
adverse human rights and environmental impacts identified in its annex. 

This means that companies must take appropriate action to prevent or mitigate impacts on the rights and 
prohibitions included in international human rights agreements. Companies are also required to take 
measures to prevent, end or mitigate negative environmental impacts that run contrary to several 
multilateral environmental conventions. 

In addition, the proposal requires certain large companies to adopt a plan to ensure that their business 
strategy is compatible with limiting global warming to 1,5 C   in line with the Paris agreement. 

What are the appropriate due diligence measures and how does it relate to liability? 

According to the proposal, companies will be required to take “appropriate measures” to implement due 
diligence: 

 Identify actual or potential adverse human rights and environmental impacts arising from their own 
operations, their subsidiaries and the established direct or indirect business relationships in their 
value chain. 
 

 Prevent potential adverse impacts identified, or adequately mitigate those impacts where 
prevention is not possible or requires gradual implementation; and 
 

 End actual adverse human rights and environmental impacts they had or should have identified. 

 

In addition, contractual assurances implemented as part of preventing or ending adverse impacts should be 
accompanied by measures to verify compliance. 



A measure will be appropriate if it can achieve the objectives of due diligence, commensurate with the 
degree of severity and the likelihood of adverse impact, and reasonably available to the company. Whether 
a measure is appropriate will also depend on the circumstances of the specific case, including 
characteristics of the economic sector and of the specific business relationship and the company’s 
influence, and the need to ensure prioritization of action. According to the proposal this approach is 
consistent with the UN Guiding Principles on Business and Human Rights and the OECD Guidelines on 
Multinational Enterprises. 

According to the proposal, a company could be held liable if it failed to comply with its obligation to take 
appropriate measures to prevent potential adverse impacts or bring an actual adverse impact to and end if, 
because of the failure, an adverse impact occurred and led to damage. 

What are directors obliged to do and how will their duties be enforced? 

The proposal also introduces duties for the directors of the EU companies that it covers. These duties 
include setting up and overseeing the implementation of the due diligence processes and integrating due 
diligence into the corporate strategy. In addition, when directors act in the interest of the company, they 
must consider the human rights, climate and environmental consequences of their decisions and the likely 
consequences of any decision in the long term. Companies must duly consider the fulfilment of the 
obligations regarding the corporate climate change plan when setting any variable remuneration linked to 
the contribution of a director to the company's business strategy and long-term interests and sustainability. 

The rules on directors' duties are enforced through existing Member States' laws. 

What happens if companies do not comply with the new rules? 

According to the proposal, EU Member States will supervise that companies comply with their due 
diligence obligations. Member States could impose fines to companies, or issue orders requiring the 
company to comply with the due diligence obligation. The proposal leaves it to Member States to decide on 
the level of the sanctions imposed. 

The proposal will also give those affected by harm the opportunity to hold companies to account. This 
means that victims will have the possibility to bring a claim before the companies themselves or bring a civil 
liability claim before the competent national courts. Such civil liability concerns companies' own operations 
and its subsidiaries and established business relationships with which a company cooperates on a regular 
and frequent basis, where the harm could have been identified, and prevented or mitigated, with 
appropriate due diligence measures. 

How will effective enforcement be ensured? 

According to the proposal, Member States will designate an authority to ensure effective enforcement. The 
proposal also requires Member States to adapt their rules on civil liability to cover cases where damage 
results from failure by a company to comply with due diligence obligations, building on their existing 
regimes on civil liability. 

At European level, the Commission wants to set up a European Network of Supervisory Authorities that will 
bring together representatives of the national bodies, to ensure a coordinated approach and enable 
knowledge and experience sharing. 

What are the costs for companies? 



To comply with the new rules, companies may incur costs related to establishing and operating due 
diligence processes and procedures. In addition, companies may also incur additional transition costs from 
investments needed to change their own operations and value chains to address adverse impacts. 

How will this proposal ensure EU companies remain competitive? 

Companies' competitiveness increasingly relies on their ability to ensure sustainable practices including 
along their value chains. Consumers are more and more aware of the choices they make with their 
purchases, raising demands for sustainable and responsibly sourced products and services. At the same 
time, investors are also increasingly considering businesses' sustainability when looking for new investment 
opportunities. The varying existing and planned national due diligence rules as well as numerous voluntary 
initiatives cause legal uncertainty for companies across the EU, fragmentation of the Single market, 
additional costs, and complexity. The proposal therefore aims to provide a harmonized, clear, and coherent 
framework with the potential to inspire similar approaches globally.  

By helping companies better address the impacts in their value chains, the proposal envisages to not only 
improve companies' competitiveness, but also their efficiency and financial performance, preparedness, 
and long-term resilience. 

What is the impact of the new rules on developing countries? 

The new rules could possibly bring multiple benefits for developing countries, including a better protection 
of human rights and the environment, better adoption of international standards and facilitation of better 
access to remedies for victims of harmful corporate practices, including when these occur in value chains. 

The EU-Commission wants to work further with EU trading partners to ensure mutually reinforcing 
initiatives, including development of voluntary sustainability standards, support of multi-stakeholder 
alliances and industry coalitions, as well as accompanying support provided through EU development policy 
and other international cooperation instruments. 

The proposal also aims to address potential negative effects on trading partners in developing countries, 
which could include companies withdrawing from very risky territories if they cannot mitigate harm due to 
systemic issues. In this regard, the proposal contains accompanying measures, such as capacity-building 
support for SMEs with a view to mitigating such possible impacts. The aim is to make clear that companies 
should prioritize engagement with business relationships in the value chain, instead of disengaging, which 
should stay a last resort. 

What are some of the contentious issues in the proposal? 

Company scope: 

Some stakeholders are of the position that it is important for the Company scope to stay the way it is in the 
EU-Commission proposal.  

Other stakeholders are of the position that more companies and investors should be covered. They think 
that there are more high-risk sectors not currently covered by the proposal. They also believe that SME’s 
can have adverse impacts on human rights and the environment and that as a minimum high-risk SMSs 
should be included. 



Value chain scope: 

Many stakeholders are against the concept of “established business relationships” in the proposal, but for 
different reasons. Some are of the position that the due diligence obligation in the Directive should only go 
as far as the 1st tier of the value chain or the supply chain while others believe that the due diligence 
obligation should cover the entire value chain but focusing on the highest risk to people and the 
environment, regardless of where in the value chain it is. Some also highlight that the “established business 
relationships” approach risks creating incentives for short term business relationships rather than longer 
term relationships. 

Due diligence obligations: 

Some stakeholders are of the position that the reliance of the proposal on contractual clauses and 
assurances as well as third party audits, codes of conduct, certifications schemes, etc. are appropriate to 
ensure compliance of companies with the due diligence obligation. Other stakeholders are of the position 
that these means are insufficient and will result in a tick-the-box exercise. 

Stakeholder engagement: 

Some stakeholders are of the position that the obligation set forth in the proposal is too far reaching. They 
believe that it should be up to companies to decide if, when and what stakeholders should be consulted as 
part of the due diligence process. Other stakeholders think it is wrong for the proposal to only oblige 
companies to engage stakeholders “where appropriate” when identifying impacts and when developing 
prevention and corrective action plans. They also believe that specific stakeholders such as indigenous 
peoples rights which have specific rights around consultation are missing from the proposal.  

Climate obligations: 

Some stakeholders are of the view that the proposal should not include climate obligations because the 
Paris agreement is only targeted at states. Other stakeholders are of the view that the proposal falls short 
in that it does not include a substantive obligation for companies to reduce their climate impacts. 

 Communication obligations: 

Some stakeholders are of the position that it is positive that the proposal does not introduce new reporting 
obligations for EU-Companies, as the proposal for a Directive on Corporate Sustainability Reporting already 
set those out. Other stakeholders find this insufficient, because they think companies should be obliged to 
communicate regularly about their operations and value chain, as well as their due diligence processes and 
the findings, activities, and outcomes thereof, including to impacted stakeholders. 

Public enforcement: 

Some stakeholders are against the idea, that it is up to EU Member States to decide on the level of 
sanctions and fines for violating the obligations set forth in the EU-Directive.  

Company-based complaint’s procedures, Civil liability and access to justice: 



Some stakeholders are of the position that it should be enough for the proposal to include company-based 
complaint’s procedures. Other stakeholders are of the position that civil liability is key, and that the 
proposal fails in not addressing the barriers to justice for people affected by abuse involving companies.  

Director’s duties: 

Some stakeholders think the provisions included on director’s duties are too far reaching while other 
stakeholders are of the view that the provisions are highly necessary but insufficient because the proposal 
does not outline specific sanctions in case of breaches. 


