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The Corporate Sustainability Due Diligence Directive
(CSDDD),
establishes a framework at the EU level under which

which came into force on 25 July 2024,

companies are obliged to check and monitor their
operations and these of their value chains, mainly from the
perspective

consideration,

of human rights and environmental
in order to prevent potential negative
impacts, to mitigate and eliminate such if they exist, and

to be accountable for the results.

Although mainly large companies operating in the EU are
directly subject to the CSDDD, it may also apply to
companies outside the EU, such as Japanese companies. In
addition, Japanese companies may be required by their
business partners in the value chains to follow the
CSDDD through contracts or other means.

1. Introduction: The first human and

environmental due diligence regulation at EU- level

rights

The CSDDD makes it mandatory for companies above a
certain size to conduct self-due diligence for environmental
considerations and human rights protection.

The main requirements of the due diligence are as follows:
(1) integrating due diligence into company policies and risk
management systems; (2) identifying actual and potential
negative impacts; (3) preventing, ceasing, mitigating or
minimizing negative impacts; (4) providing remediation for
actual negative impacts; (5) carrying out of meaningful
engagement with stakeholders; (6) establishing notification
and complaints systems; (7) monitoring the effectiveness of
the due diligence policy; and (8) publicly communicating
the results of due diligence.

The CSDDD was published in the Official Journal of the EU
on 5 July 2024 and came into effect on 25 July 2024, after the
European Parliament adopted the proposed directive on 24
April 2024 and the European Council gave its final approval
on 24 May 2024.
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The features of the CSDDD are as follows:
- The CSDDD
obligations

imposes cross-sector due diligence

regarding any human rights and
environmental considerations including labor and
human health issues.

- The CSDDD

requirements

the
encompass

incorporates same disclosure

that the
requirements such as in the Non-Financial Disclosure
Directive (NFRD) and the Corporate Sustainability
Reporting Directive (CSRD).

- Although the CSDDD directly targets large companies

in the EU (the

Companies"), it also impacts business partners in the

reporting

and groups operating "Target
value chains and as such, significantly affects SMEs and
non-EU companies.

2. Scope of application

(1) Companies inside the EU

Inside the EU, the CSDDD applies to companies established
in the EU which have more than 1,000 employees and have
a net worldwide turnover exceeding EUR 450 million in the
last financial year. The CSDDD is only applicable when such
conditions are met for two consecutive financial years.

In addition, the CSDDD applies under the same conditions
to an ultimate parent company within a group in the case
where all the entities of the group collectively reach the
thresholds even if the parent company alone does not reach
them (Article 2, Recitals 27 and 28).

outside the

(2) Companies EU (including Japanese

Companies)

The CSDDD applies also to non-EU established entities
which have generated a net turnover of at least EUR 450
million in the EU in the last financial year. The CSDDD is
only applicable when such a condition has been met for two
consecutive financial years.

In addition, the CSDDD applies under the same conditions
to an ultimate parent company within a group in the case
where all the entities of the group collectively reach the
thresholds even if the parent company alone does not reach
them (Article 2, Recitals 27 and 29).
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There are also separate thresholds based on the amount of
the royalties to be paid with respect to franchising and
licensing agreements in the EU (Article 2 and Recital 28).

(3) Impact on subsidiaries and business partners

The CSDDD lays down rules on obligations for Target
Companies regarding adverse impacts in the field of human
rights or environmental protection with respect not only to
their operations but also to these of their subsidiaries and of
their business partners in their value chains. This is because
impacts are inevitable given the life cycle of a product or
service (Article 1 and Recital 24).

The impacts extend to upstream business partners in the
value chains (notably charged with designing products
services, sourcing raw materials and manufacturing) who
are and who are not direct contractual partners of the Target
Company. However, among downstream business partners
(notably charged with distribution, transport and storage),
only those who carry out activities for or on behalf of the
Target Company are concerned, with the exception of
partners in charge of the disposal of products (Article 3).

Consequently, although SMEs are not directly captured
under the scope of the CSDDD’s obligations, they can be
subject to due diligence as business partners in the value
chains (Recital 19). As a result, they could, for example, be
asked to submit information related to human rights or
environmental considerations, the results of which could be
made public or incur costs.

Although the CSDDD requires Target Companies to have
their direct business partners commit to comply with the
Target Companies' code of conduct, both at the stages of
prevention and curation (Articles 10 and 11, Recital 46), in
consideration of the burden on smaller companies, the
CSDDD also contemplates cases where the Target Company
must obtain the information necessary to identify negative
impacts directly from business partners in the value chains
who may be the main source of the impacts (Recital 41).

In practice, the Target Company would require its business
partners in the value chains to conduct due diligence in the
form of contractual obligations. If this is the case, a business
partner would run the risk of being suspended from doing
business with the Target Company or not being selected as
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a candidate for a new transaction if the due diligence is not
fully implemented.

3. A phased-in implementation: A gradual expansion of
Target Companies

Each EU Member State must enact corresponding national
transposition legislation by 26 July 2026. The enacted
national laws will implement the new rules in accordance
with the timeline below (Article 37):

- Target Companies with more than 5,000 employees
(not applicable to non-EU companies) and exceeding
EUR 1,500 million worldwide turnover (or EU turnover
for non-EU companies) will have three years after entry
into force to implement the rules: 26 July 2027;

- Target Companies having more than 3,000 employees
(not applicable to non-EU based companies) and
exceeding EUR 900 million worldwide turnover (or EU
turnover for non-EU companies) will have four years
after entry into force to implement the rules: 26 July
2028; and

- Target Companies having more than 1,000 employees
(not applicable to non-EU based companies) and
exceeding EUR 450 million worldwide turnover (or EU
turnover for non-EU companies) will have five years
after entry into force to implement the rules: 26 July
2029.

4. Obligations for the Target Companies: Strict and far-
reaching duties

The due diligence prescribed by the CSDDD is a risk-based
approach to human rights and environmental due diligence
and consists of six steps (Article 5, Recitals 20 and 38). The
Target Company is required to conduct due diligence
covering these various steps.

It should be noted that parent companies falling under the
scope of the CSDDD are allowed, under certain conditions,
at a group level, to fulfil the obligations on behalf of their
subsidiaries (Article 6 and Recital 21). However, this does
not exclude civil liability of the subsidiary or joint liability
with the parent company (Article 2 and Recital 22).

(1) Integrating due diligence into company policies and risk
management systems
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The policies shall be developed in prior consultation with
the Target Company’s employees and their representatives
and shall contain (a) a description of the Target Company’s
approach to due diligence, (b) a code of conduct including
rules and principles to be followed by group companies and
business partners, (c) and processes including a mechanism
to verify compliance with the code of conduct and to
disseminate it to business partners. The policies must also
be reviewed at least every 24 months (Article 7).

Apart from these policies, a separate climate transition plan
for minimizing climate change risks must be established and
updated every year (Article 22).

(2) Identifying and assessing adverse human rights and
environmental impacts

This consists of mapping these impacts, both actual and
potential, all the way from the Target Company down to the
value chains (Recital 41), and in identifying and evaluating
them based on their degree of severity and likelihood
(Article 8 and Recital 19). Such a step shall be implemented
at least every 12 months (Recital 41).

(3) Preventing, ceasing or minimizing actual and potential
adverse impacts

In considering preventive measures, it is first necessary to
consider where the adverse impacts to be prevented may
exist. In other words, it is necessary to know at what level of
the Target Company, subsidiary, or business partner the
adverse impacts may occur.

If it is not possible to simultaneously address all of the
adverse impacts identified as a result of the assessment of
these impacts to be prevented, the most serious ones are
prioritized for action (Article 9 and Recital 19).

Then, the following preventive measures must be taken:
promptly formulating a prevention action plan, concluding
agreements with direct business partners to ensure
compliance with the Target Company’s code of conduct
(and compliance with the action plan when necessary),
causing these business partners to ensure the same level of
compliance by indirect business partners, investing in
business premises, manufacturing facilities and other
infrastructure, both financially and non-financially, making
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adjustments and improvements to the business plans and
practices of the Target Company, and providing support to
the SMEs with which business is undertaken (Article 10).

In considering elimination measures, it is again necessary to
consider where the adverse impacts to be eliminated exist.
In other words, it is necessary to know at what level of the
Target Company, subsidiary, or business partner the
adverse impacts are occurring.

Then, there is an obligation to bring to an end to or minimize
the actual adverse impacts. If all immediate steps cannot be
taken, a corrective action plan should be developed. The
Target Company must also conclude agreements with direct
business partners to ensure compliance with the Target
Company’s code of conduct (and compliance with the action
plan when necessary), cause these business partners to
ensure the same level of compliance by indirect business
partners, and must implement financial and non-financial
investments, etc. (Recital 54). And in some cases such as
state-imposed forced labor, for those business partners for
whom compliance cannot be reasonably expected, the
Target Company may be obliged to suspend or terminate
the business relationship (Article 11 and Recital 50).

(4) Monitoring and assessing the effectiveness of measures

The measures and operations to be periodically assessed are
those of the Target Company, those of its subsidiaries, and
where related to the value chains, those of its business
partners, and monitoring as regards the effectiveness of
plans shall be carried out without undue delay after a
significant change occurs, but at least every 12 months
(Article 15 and Recital 61).

(5) Publicly reporting annually

This entails publishing an annual statement on the Target
Company’s website, together with the duty to keep records
for at least five years (Articles 4, 5 and 16, Recital 62). The
content of the statement will be subject to future guidelines.

(6) Providing remediation for actual adverse impacts

This involves the Target Company restoring, by financial or
non-financial means, the situation before the adverse
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impact, and is independent of any civil liability or sanctions
as explained below (Articles 3 and 12, Recital 58).

The Target Company shall also provide a mechanism for
notifications from negatively affected persons and a
mechanism for responding to complaints. And both need to
be transparent, collaborative rather than non-retaliative,
and accessible to the same persons entitled to seek liability
as explained below (Article 14 and Recital 59).

5. Sanctions: Dual accountability via civil liability and
penalties

The Target Company can be held liable for any damage
caused to a legal or natural person’s legal interests, provided
that it intentionally or negligently failed to comply with
specific obligations of the CSDDD. And such a legal or
natural person has a right of claim for a five-year period at
least, and can be represented by trade unions, associations
or organizations in a lawsuit (Article 29, Recitals 84 and 85).

The Target Company held liable must compensate for
damages in accordance of the national law of the Member
State.
compensate for damages but it shall not be liable for

The Target Company held liable must fully

overcompensation such as punitive or treble damages, nor
shall it be held liable for damage caused solely by its non-
compliant business partners in the value chains (Article 29).

The CSDDD requires each Member State to designate one or

more national supervisory authorities in charge of

monitoring and  investigating  compliance, and
administering sanctions (Article 24), and the latter will also
have the authority to determine penalties (Article 25). These
authorities will form a European network to facilitate the

uniform implementation of the CSDDD (Article 28).

The sanctions are left to the discretion of the Member States
and will take into account the nature, and duration of the
violation, as well as the severity of the adverse impacts etc.
Each Member State must provide for dissuasive penalties
including fines of at least 5% of the Target Company’s
worldwide net turnover, together with public “shaming and
naming” if the fines are not paid by the deadline (Article 27).
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6. Impact on Japanese companies

As mentioned above, Japanese companies can also directly
be subject to the CSDDD if their group companies in the EU
exceed the above thresholds or have a certain turnover in
the EU. Even if the company is not directly subject to the
CSDDD, if it is a business partner in the value chains, it may
be requested by a Target Company or its business partners
to comply with its obligations under the CSDDD.

Japanese companies must prepare for such impact from now
even if the new rules of the CSDDD will likely kick-in from
2027 at the earliest. This is made clearer due to the fact that
all of the steps involved, and the content of the compliance
procedures are time-consuming, and that sanctions in the
case of non-compliance with the CSDDD are severe.

If you are a business partner in a value chain that includes
EU companies, it may be useful to obtain advice from legal
professionals on how to integrate with the new rules, such
as reviewing the terms of your contracts.

Also, to understand the full scale of the CSDDD, it must be
noted that it will operate in synergy with other sustainable
EU regulations, notably the CSRD (see our previous
newsletter). For example, because some of the provisions of
the reporting obligations under the CSRD overlap with
those of the CSDDD, despite the CSRD’s scope of
application differing from the latter’s, complying with
certain reporting obligations of the CSRD will be equivalent
to fulfilling the corresponding obligation to communicate as
part of the due diligence under the CSDDD (Recital 62).

Also, the relationship between the CSDDD and other
Member States regulations should be noted. Indeed,
Member States may implement stricter duties in addition to
the obligations imposed by the CSDDD (Article 4 and
Recital 84). Also, because some Member States have already
national ESG reporting or due diligence laws such as the
Duty of Vigilance Law in France, the CSDDD will
complement these laws.

Finally, the CSDDD can be seen as rendering mandatory a
number of already existing international ESG standards
such as the UN Guiding Principles on Business and Human
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https://www.kitahama.or.jp/english/wp-content/uploads/2024/05/Newsletter-on-International-Legal-AffairsEurope-Vol.56.pdf
https://www.ohchr.org/sites/default/files/documents/publications/guidingprinciplesbusinesshr_en.pdf
https://www.ohchr.org/sites/default/files/documents/publications/guidingprinciplesbusinesshr_en.pdf
https://www.oecd-ilibrary.org/finance-and-investment/oecd-guidelines-for-multinational-enterprises-on-responsible-business-conduct_81f92357-en
https://www.oecd-ilibrary.org/finance-and-investment/oecd-guidelines-for-multinational-enterprises-on-responsible-business-conduct_81f92357-en
https://www.kitahama.or.jp/english/wp-content/uploads/2024/05/Newsletter-on-International-Legal-AffairsEurope-Vol.56.pdf
https://www.ohchr.org/sites/default/files/documents/publications/guidingprinciplesbusinesshr_en.pdf
https://www.ohchr.org/sites/default/files/documents/publications/guidingprinciplesbusinesshr_en.pdf
https://www.oecd-ilibrary.org/finance-and-investment/oecd-guidelines-for-multinational-enterprises-on-responsible-business-conduct_81f92357-en
https://www.oecd-ilibrary.org/finance-and-investment/oecd-guidelines-for-multinational-enterprises-on-responsible-business-conduct_81f92357-en
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Our firm has attorneys with expertise in EU legislation and
who can assist companies wishing to comply with the
CSDDD. If you have any questions regarding the contents of
this newsletter, do not hesitate to contact the authors below.
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KITAHAMA PARTNERS

Claude Kaneda is a French qualified attorney who has
knowledge of business transactions involving French
corporations as well as contractual and compliance matters
for subsidiaries of French corporations in Japan. He has also
been involved in cross-border M&A transactions and in
cases regarding European competition law.

Claude Kaneda, Associate - Tokyo Office
Ckaneda@kitahama.or.jp

TEL: +81-3-3217-1052

Miyako Ikuta is a Partner who has been dealing with
investment matters. She has

IP/Data M&A
transactions, mainly relating to Europe, as well as corporate

inbound and outbound

extensive experience in Protection,
transactions as well as international dispute resolution, and
recently, she has been handling global compliance matters.
She is also very experienced with corporate governance
matters, serving as an outside auditor for listed companies.
Miyako Ikuta, Partner - Tokyo Office
Mikuta@kitahama.or.jp

TEL: +81-3-5219-5131

Jun Kawanami is a Partner who has handled a number of
international cases, including the acquisition of local
businesses, dealing with legal disputes after such expansion,
and conducting cross-border commercial transactions. He is
also active in advising and providing in-house training and
seminars on ESG issues, in particular on Business and
Human Rights.

Jun Kawanami, Partner - Osaka Office
Jkawanami@kitahama.or.jp

TEL: +81-6-6202-1088
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