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Key points:

In the context of the EU's sustainable finance strategy, sustainability due diligence is one
of the pre-conditions for sustainable activities as defined by the EU Taxonomy
Regulation and green financing under the SFDR, including green bonds. France,
Norway and Germany have adopted legislation that requires large companies to carry out
due diligence with respect to all of their activities and business relationships.

The European Commission is planning to publish a proposal for EU-wide legislation in
February 2022, with the objective to harmonise the diverging national requirements, and
provide a level-playing field, which would benefit in particular companies with domestic
value chains as well as responsible global businesses. The directive is likely to be
negotiated during the Czech presidency.

Business experience with due diligence shows positive effects on a company's
performance and growth. Companies witness less fluctuation in their supply chains,
higher resilience to a crisis, and improved relationships with investors and financial
institutions.

Due diligence is a risk-oriented process, which helps companies to identify and focus on
salient human rights issues (e.g. child labour). In most sectors, human rights risks are
predictable, which makes it easy for companies to identify whether they are or are not
exposed to such typical risks of severe impacts.

If a company is connected to potential or actual severe impacts, it should take
appropriate action based on the company's position, its involvement in adverse
impacts, and its ability to influence these impacts. For example, good due diligence
practice in high-risk supply chains (e.g. cotton, palm oil) means that the company knows its
chain, assesses new suppliers, and engages with them.
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Frank Bold:

Frank Bold is a purpose-driven law firm using the power of business and non-profit approaches to
solve social and environmental problems. The organisation initiated the Alliance for Corporate
Transparency project, which is analysing the corporate disclosure on sustainability issues by the
1000 largest companies operating in the EU. We are changing the current practice of sustainability
reporting and related legislation on the EU level in cooperation with leading civil society
organisations, progressive companies and other experts in the field.
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