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Introduction

Companies have increasingly adopted environmentally and socially

conscious strategies in times marked by a heightened global awareness
of sustainable practices and ethical
operations. These voluntary efforts, aimed

.the European Union has at enhancing their sustainability and

introduced the Corporate addressing serious issues such as child

Sustainability Due Diligence labor, modern slavery, and environmental

Directive. also known as CSDDD degradation, are commendable. However,

or CS3D. This robust legal they often fall short of creating the systemic
framework sets a new standard change needed to ensure true effectiveness

in corporate responsibility, and consistency. Recognizing the limitations

compelling companies of self-regulation and the necessity for

within the EU to meet strict more rigorous oversight, the European
environmental and human rights Union has introduced the Corporate
Sustainability Due Diligence Directive, also
known as CSDDD or CS3D. This robust legal

framework sets a new standard in corporate

standards in their supply chain.

responsibility, compelling companies within
the EU to meet strict environmental and human rights standards in their
supply chain. By doing so, it provides a structured approach to enforce
sustainable business practices. This article explores the nuances of the
CSDDD, examining its significant role, scope, and the specific obligations
it imposes on businesses, ensuring they promise to improve and are
actually held accountable to these promises.
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Key facts
about
CSDDD:

The Corporate
Sustainability Due
Diligence Directive

(CsDDD or CS3D)

Goal CSDDD

is designed to forge a
common path forward
within the European
Union for rigorous
corporate sustainability.

Under CSDDD,
companies are required
to implement effective
governance and
management systems
that proactively:

o identify

o prevent

o mitigate
adverse impacts in
their operations and

throughout their value
chains.

A significant component
of the CSDDD s its
requirement for large
companies to align their
business strategies with
the ambitious goal of

1.5°C

limiting global warming

1. CSDDD Overview

The Corporate Sustainability Due Diligence Directive is designed
to forge a common path forward within the European Union

for rigorous corporate sustainability. This directive aims to
transition businesses from voluntary commitments to a

legally binding regime that comprehensively addresses human
rights and environmental adverse impacts. Under CSDDD,
companies are required to implement effective governance and
management systems that proactively identify, prevent, and
mitigate adverse impacts in their operations and throughout

their value chains.

A significant component of the CSDDD is its requirement for
large companies to align their business strategies with the
ambitious goal of limiting global warming to 1.5°C, thereby
reinforcing their commitment to the Paris Agreement. This
alignment demonstrates the EU’s broader commitment to
sustainable development and positions the CSDDD as a critical
tool in the global effort to combat environmental and social

challenges.
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2. The Importance of CSDDD

Addressing Critical
Global Issues

Systemic Change Through Legal

Enforcement

Detailed
Obligations

Human Rights Environmental
(Child Labor &

Modern Slavery)

Large Scope
Degradation

Ensuring Transparency and Impact on Financial and Market

Public Trust

Performance

Figure 1: 4 key elements of the CS3D importance

n Addressing Critical Global Issues

The importance of CSDDD stems from its direct response to

pressing global issues that affect millions of lives:

Human Rights
(Especially Child Labor and
Modern Slavery):

With millions of children involved
in labor and many more ensnared
in modern slavery conditions,
CSDDD provides a framework for
companies to actively prevent and
mitigate these injustices rather
than merely reporting on them.

o

Environmental Degradation:

As the planet faces
unprecedented environmental
challenges (climate change,
loss of biodiversity, and many
more), CSDDD mandates that
companies not only minimize
their environmental impact
but also align their strategies
with the global commitment
to limit warming, as outlined

in the Paris Agreement.
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n Systemic Change Through Legal Enforcement

CSDDD is crucial because it transitions corporate sustainability
from an optional set of guidelines to a legally EU-wide enforced
standard. This shift is vital for several reasons:

& e
S ~ T

Large Scope: Detailed Obligations:

By covering all major companies Companies are required to
operating within the EU, including implement systematic checks
significant non-EU companies, throughout their supply chains,
the directive ensures that its ensuring that every aspect of
impact is widespread and that their operations meets stringent

businesses cannot merely relocate standards. This level of detail
activities to avoid compliance. extends beyond simple compliance
to foster a culture of genuine

corporate responsibility.

H Ensuring Transparency and Public Trust

One of the directive’s most significant aspects is its emphasis on
transparency and public communication. Companies must regularly report
on their due diligence activities, which not only holds them accountable
but also builds trust with consumers and investors. By mandating such
openness, CSDDD encourages a more informed public discourse about
corporate practices, enabling stakeholders to make better decisions based

on a company’s ethical and environmental standards.

4 Impact on Financial and Market Performance

The directive also acknowledges the financial implications of non-
compliance. With potential penalties amounting to significant proportions
(up to 5%) of a company’s global turnover, CSDDD emphasizes the
economic benefits of sustainable practices. Companies that align with
these standards are likely to experience not just regulatory benefits but
also improved market performance and investor confidence, as sustainable
practices increasingly correlate with financial stability and growth.
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3. Timeline and Scope

Here’s a breakdown of the key milestones in the timeline of the CSDDD directive:

Feb
2022

Phase 2
2028

Phase1l
2027

Phase 3
2029

Sep
2023

| Quarter

2024 2026

Negotiation Phased
and Finalization Implementation

Figure 2: Key milestones in the timeline of the CS3D directive

D Early Stages

February 2022:

The initial draft of the CSDDD was commissioned. This early
draft laid the groundwork for what would become a detailed
legislative framework aimed at regulating the activities of

companies within the EU.

D Negotiation and Finalization

September 2023: First Quarter of 2024:

The directive underwent trilogue The final version of the
negotiations. This critical phase directive was officially
involved discussions between adopted. This marked the
the three key EU institutions, completion of the legislative
the European Commission, the process and set the stage for
European Parliament, and the its implementation across EU
European Council, refining the member states.

directive’s scope and provisions.
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n} Phased Implementation

11

The CSDDD applies not only to large corporations but also

progressively includes smaller groups; by staggering the

implementation over several years, the EU aims to provide

companies with adequate time to adjust their operations

and align with the new legal requirements.

2026:

Transposition of the directive
into national laws begins.
Member states are required
to integrate the directive
into their own legal systems,
adapting their national laws
to meet the directive’s

standards.

2028 - Phase 2:

The second phase broadens
the directive’s reach to
include companies with
more than 3000 employees
and a €900 million turnover
threshold.

b b

2027 - Phase 1:

The first enforcement phase
affects companies with over
5000 employees and a turnover
exceeding €1500 million. These
large companies are expected
to comply first, given their
significant impact on the

economy and the environment.

2029 - Phase 3:

The final phase extends
compliance requirements to
companies in high-risk sectors
with over 1000 employees and

a turnover of more than €450
million. This phase ensures that
smaller entities, which might still
have substantial environmental
and social impacts, are also
regulated under the CSDDD.
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4. CSDDD Risks

The CSDDD, while a groundbreaking framework, faces several

inherent risks and challenges, including:

B

Financial Penalties and

Legal Challenges

Companies that fail to comply
with the CSDDD face severe
financial penalties, up to 5% of
their annual global turnover. This
presents a significant financial
risk. Additionally, there’s the risk
of civil liability, where companies
could be sued for failing to
adequately prevent or mitigate
adverse impacts on human
rights and the environment.

The legal uncertainties and
potential for significant
penalties and lawsuits may also

discourage foreign investment.

o

&
»

Scope and Limitations:

The directive’s scope, while
large, does not initially include
certain sectors, such as the
financial sector, although this
may be reassessed in the future.
This exclusion could lead to
gaps in the directive’s coverage
and effectiveness. Moreover,
while it aims to regulate

SMEs indirectly (through their
business relationships with
larger firms), the actual influence
on these smaller companies
might be limited, potentially
leaving significant parts of the

market under-regulated.
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4. Due Diligence Obligations

By meeting these obligations, firms not only comply with

regulatory requirements but also contribute positively to global

sustainability efforts.

Article 5

Corporate Policy
Integration

Companies must embed risk-based due diligence
into their governance frameworks, ensuring that
identifying and managing potential risks is central
to their operational and strategic policies.

Article 6
Risk
Identification

and Assessment

Firms are required to proactively identify and
assess potential and actual adverse impacts
on human rights and the environment across

their operations and supply chains.

Article 7 & 8

Impact
Prevention and
Mitigation

Businesses must take effective actions
to prevent potential adverse impacts and
address the actual impacts that occur, aiming

to minimize and remediate any damage.

Article 9

Grievance

Mechanisms

Companies need to establish accessible grievance
mechanisms, allowing stakeholders to raise
concerns or complaints about the company’s

impacts on human rights and the environment.

Article 10

Monitoring
Effectiveness

Regular monitoring and updating of due diligence
practices are essential to ensure they effectively

address any risks or impacts identified.

Article 11

Monitoring

Effectiveness

Transparency is important; companies must
publicly report on their due diligence activities
and their effectiveness, enhancing trust

and accountability with stakeholders.
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5. Chain of Activities

By meeting these obligations, firms not only comply with
regulatory requirements but also contribute positively to global
sustainability efforts.

(O Upstream Due Diligence:

Companies must consider their relationships
with upstream partners involved in various
stages of the product lifecycle, such as design,
extraction of raw materials, manufacturing,
transportation, storage, and supply. This due
diligence is necessary if these activities are part

of the company’s overall “Chain of activities.”

# Inherent Operational Scope:

The company’s business operations are always
within the scope of the due diligence process.
This underscores the company’s responsibility
for direct operations in terms of sustainability
impact.

EQ Downstream Due Diligence:

Similar to upstream, the downstream direct
business partners are included in the scope
if they are a part of the company’s “Chain of
activities.” This encompasses roles such as
distribution, transportation, storage, and the
final disposal of products, including recycling

and waste management.
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6. How SESAMm Supports Compliance
with CSDDD Regulations

SESAMmM plays a critical role in helping companies meet the

requirements of CSDDD. These are the aspects of this regulation

that SESAMm can help cover:

Article 5 Article 7 & 8

Integration of risk-based due Prevention, mitigation, and

diligence into corporate policies. minimization of potential and
actual impacts.

Article 6 Article 10

Identification and assessment of Monitoring the effectiveness of

potential adverse impacts.

policies and actions.

¢6
.. SESAMm is committed

to ethical practices and
supports companies
in achieving broader

environmental and social

objectives and obtaining ESG

controversy insights through
their supply chain using
advanced data analysis and
supplier monitoring.

b b

With a data lake of over 25 billion
web documents from 4 million
sources in more than 100 languages,
SESAMm is committed to ethical
practices and supports companies

in achieving broader environmental
and social objectives and obtaining
ESG controversy insights through
their supply chain using advanced
data analysis and supplier monitoring.
However, It is pertinent to note

that while SESAMm’s services are
instrumental in several areas, aspects
like grievance mechanisms (Article 9)

and direct environmental targets fall outside our scope.
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Conclusion

In conclusion, the Corporate Sustainability Due Diligence Directive
(CSDDD or CS3D) represents a shift towards legally binding corporate
sustainability within the EU. By mandating companies to address
environmental and human rights standards seriously, CSDDD aims

to ensure that ethical practices are becoming a fundamental part of
business operations. This initiative aligns with global efforts to combat
social and environmental challenges and sets a precedent for integrating
legal compliance with corporate responsibility. As businesses adapt to
these regulations, the CSDDD is expected to drive significant systemic
change, underscoring the EU’s commitment to a sustainable and
equitable future.

Request a demo here
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