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Abstract: The German Due Diligence Law (GDDL) and the upcoming EU
Sustainability Due Diligence Directive (CS3D) intend to make companies more
accountable to protect human rights along their value chains, and to consider
environmental aspects that can consequently lead to human rights violations. Especially
in the construction sector, there is a substantial risk of violations worldwide. To prevent
this from happening in the future processes must be implemented that meet the
requirements of the GDDL and CS3D.
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I ntroduction

Since 1987, with the publication of the fina report of the United Nations
World Commission on Environment and Development (Brundtland Report) and
the subseguent UN Conference on Environment and Development in Rio de
Janeiro in 1992, the idea of sustainability has become increasingly important in
the lives of the population.

The topic of sustainability has become an integral part of political,
economic, and social activities. In addition to the best-known topics of climate
change and its consequential damage, i.e., the ecological area, sustainability
also includes economic and socia areas. Thisis described in the literature as the
sustainability triangle or the three pillars of sustainability.

One sub-area of the topic of sustainability is the social aspect of supply
chains, and another sub-area is the supply chains in construction projects of
production facilities of automotive suppliers.

It is now widely known that in many countries raw materials are exploited
and inhumane working conditions prevail to increase the prosperity of other
countries’.

Germany is the third largest importing country in the world after the USA
and China. With a turnover of more than 500 billion euros, the automotive
industry and suppliers are the strongest economic sector in Germany?. The
automotive and supplier companies have locations al over the world where
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their production takes place. In addition, they also need additional third-party
goods for their production, which are often manufactured in different countries
and transported to their production facilities so that their finished products can
then be exported worldwide. As a result, Germany has a large share of
international supply chains.

To strengthen human rights in the supply chain of companies, Germany
has passed the “ Supply Chain Due Diligence Act” (GDPR), or “Supply Chain
Act” for short. The law came into force on 01.01.2023 and aims to strengthen
the exercise of due diligence by companies aong their value chain by
establishing a risk management system to prevent or minimize environmental
and human rights risks’.

In addition to the GDDL, the European Union is developing an EU
Corporate Sustainability Due Diligence Directive (CS3D). The draft was
adopted by the Permanent Representatives of the Member States on 14 March
2024. The draft is to be published by June 2024 and transposed into national
law by member states by June 2026. CS3D aims to promote responsible and
sustainable corporate behavior by considering the activities of companies, their
subsidiaries, and the global value chain. Risks must be identified and
eliminated. In addition, the directive also requires information on measures to
achieve the 1.5°C target®.

Compared to the GDDL, the draft of CS3D has significantly stricter
regulations in several areas, which must therefore be integrated into the GDDL
by June 2026 at the latest.

To meet the legal requirements already in force and at the same time to be
able to implement the established future requirements, processes are required to
ensure that both the goals set by the legislator and the Group's own goals are
successfully implemented. To create an optimal process, known process models
are examined and analyzed to subsequently adapt it to the required conditions.

Resear ch M ethodology

Every company has its own sustainability goals. The challenge is to
combine the company's sustainability goals with the already legally required
goals of the GDDL and to combine them into a process for the future new goals
resulting from the CS3D.

For the general design of business processes, various approaches are
shown in the literature. Central steps on the way to a new or improved business
process model are aways the identification and anaysis, modeling,
implementation, and evaluation of the processes.
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Current State Target State
 Legal Identification Process Implementation Evaluation of the Optimization
requirements and and as-is analysis modeling oIPth':gszlcess process model of ﬂ':gxlc ess

Corporate targets

Fig. 1. Smplified process model [1]

To develop a process that is pragmatic for companies, the following steps
must be conducted, documented, and in some cases reviewed and adapted
severd times:

The starting point in the process model is the identification of al
requirements coming from the GDDL and CS3D and what this means
specificaly in terms of implementation. For this purpose, the legal texts of
GDDL and directive draft of CS3D are analyzed regarding the application of the
company's own business area. The current state of a company must also be
examined to be able to evaluate which requirements of the GDDL and CS3D are
adready met, partialy fulfilled, and thus need to be improved, or which
requirements need to be completely reintegrated. Considering the resulting
requirements, the process development for the repositioning of the company
begins.

As anext step, existing processes will be analyzed from the literature. From a
content and process engineering point of view, existing processes serve as a
comprehensive source of information for the development of the required modules.
The included criteria are then sorted, selected and, if necessary, weighted according
to relevance for the company and thus serve as atemplate for process modules.

The process components are transferred into a process sequence and
assessed in practice based on tests and then analyzed regarding weak points,
potential for improvement and optimization. In a further step, the knowledge
gained from this is used to start modelling new or improved business processes.
In addition, benchmarking is another approach. By looking at best practice
companies, projects or existing company benchmarks, insights can be gained
about the modular process steps and their design in connection with process
development for sustainable supply chains. Relevant literature sources and the
state of research also provide a starting point for module definition and design.
Module development is aso supported by the conclusions drawn from the
identification and analysis of existing internal supply chain and sustainability
processes.

Results

The process of creating and implementing the general process for verifying
and complying with the GDDL and later the CS3D can be divided into 3 phases:
1. Phase I: Identification of the required input (Step 1 according to Fig. 1)
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2. Phase Il: Conversion of input to output (steps 2 and 3 according to Fig. 1)
3. Phase IlI: Application of output in business activities (step 4-6
according to Fig. 1)

Phase 1: Identification of therequired input

The required input includes, in addition to the company's requirements
regarding sustainability, also legal requirements. Both GDDL and CS3D intend
to make companies more accountable by encouraging companies to better
protect human rights along their value chains, and to consider environmental
aspects that can consequently lead to human rights violations.

The GDDL, which is aready in force, contains a comprehensive catalogue
of eleven internationally recognized human rights conventions. Guidelines of
conduct or prohibitions of entrepreneurial activity are derived from the legal
interests protected there to prevent a violation of protected legal positions. The
directives include, in particular, the prohibition of child labor, slavery and
forced labor, the disregard for occupational health and safety, the deprivation of
a decent wage, the disregard for the right to form trade unions or workers
representatives, the denial of access to food and water, and the unlawful
deprivation of land and livelihoods’.

It focuses on actual and potential adverse impacts on human rights and the
environment through a company's own operations (see Fig. 2), its subsidiaries
or through the chain of activities of its business partners. The law gives
companies even greater responsibility not only for their own business areas, but
also for their direct suppliers and, to a limited extent, indirect suppliers. This
means that the responsibility of companies no longer ends at their own factory
gates but exists along the entire supply chain.

The GDDL obliges companies with their headquarters, administrative
headquarters, registered office, or branch office in Germany to respect human
rights by implementing defined due diligence obligations. To achieve this,
companies must design their processes in such a way that human rights are
upheld within their own company and with suppliers’.

One of the core elements of due diligence is the establishment of a risk
management system to identify the risks of human rights violations and
environmental damage. Only by specifically determining risks can measures be
developed to avoid or minimize the risks from the outset. The law specifies
what preventive and remedial measures are necessary and requires complaints
procedures and regular reporting®.

If companies do not comply with their legal obligations, the GDDL
provides that fines can be imposed. In addition, if a fine is imposed above a
certain minimum amount, there is the possibility of being excluded from public
procurement.
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CS3D aso covers these requirements, but in addition, the catalogue of
human rights obligations of companies is expanded to include further rights and
prohibitions. Among others, additional aspects must be taken into account: the
prohibition of arbitrary or unlawful interference in private life, the right to
freedom of thought, conscience and religion, or the prohibition of restricting
access to adequate housing for workers. In contrast to the GDDL's limited
catalogue of environment-related prohibitions, the canon of prohibitions on
measurable environmental damage is extended by a further seven international
agreements. These include the Convention on Biological Diversity (CBD) of
1992, the Washington Convention on International Trade in Endangered Species
of Wild Fauna and Flora (CITES) of 1973 or the Montreal Protocol of 1987 on
substances that deplete the ozone layer. In addition to the expanded
environmental bans, companies must prepare and implement an annually
updated transition plan in line with the European directive “Corporate
sustainability reporting directive” (CSRD) to ensure that their business model
and strategy are consistent with the transition to a sustainable economy and
limiting global warming to 1.5°C under the Paris Agreement. The CS3D
considers that companies submitting a transition plan on climate change
mitigation in accordance with Articles 19a, 29a and 40a of Directive (EU)
2013/34 have complied with their obligation®.

Another key difference between GDDL and CS3D is the business partners
to consider. While GDDL refers to direct subcontractors and indirect
subcontractors are only to be considered if they present “substantiated
knowledge” of breaches of the GDDL's obligations, CS3D is aimed at chains of
activity of companies’. This includes al activities of a company's upstream
business partners in connection with the manufacture of goods or the provision
of services by the company, including the planning, extraction, procurement,
manufacturing, transportation, storage and supply of raw materials, products or
parts of the products, and the development of the product or service. In addition,
the chain of activity includes the activities of an undertaking's downstream
counterparties in connection with the distribution, transport, storage, and
disposal of the product, where the business partners conduct those activities
directly or indirectly for the undertaking or on behalf of the undertaking. Thisis
also intended to cover the product marketing chain accordingly.

Due to the requirements of the GDDL, companies are now subject to the
following due diligence obligations:

1. Establishment of arisk management system.

2. Define internal responsibilities.

3. Regular risk analyses.

4. Publish a policy statement.
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5. Anchoring preventive measures in the company's own business area and
vis-arvis direct and indirect suppliers.

6. Implement remediation.

7. Establishment of acomplaint’s procedure.

8. Documentation of the implementation of the requirements and
reporting’.

The CS3D includes six steps of due diligence:

1. Integration of due diligence obligations into corporate policy and
management systems.

2. ldentify and assess adverse human rights and environmental impacts.

3. Preventing, stopping, or minimizing actual and potential adverse human
rights and environmental impacts.

4. Evaluation of the effectiveness of the measures.

5. Communication.

6. Provision of remedies’.

Phase 2: Conversion of I nput to Output

This phase includes the definition of process steps and their conversion
into outputs.

- Applicability Development of
Dte)fu_}mon oL i study and additional BEE
asic process : optimization
conclusion targets

Fig. 2. Process Setup Flowchart [2]

The influencing variables from the input result in the requirements and
tasks for the design of the modules of the process to be devel oped.

In summary, the approach to general process modelling presented above is
the starting point for the design of a general process model for the development
of sustainable supply chains. Considering the current state of research and
technology, the analysis of existing sustainability processes and projects as well
as framework conditions to be defined, the supply chain sustainability processis
derived as achain of tasksin afirst step.

As a result of this specification, the following core processes could be
identified:

1. Regulations Management — Strategy Development and | mplementation
— Define, implement, and improve corporate strategy considering regulations
with company-wide relevance.

2. Risk management — analyzing risks and mitigating them through
preventive measures.

3. Incident Management — Monitor potential incidents and stop breaches.
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4. Training — Guidance and training of employees and suppliersin relation
to GDDL and CS3D

5. System review — review and consistent improvement of the process

6. Reporting — Internal and external reporting on the system and its results

With the help of the entrepreneurial and sustainable specifications, the
previously derived process steps of the task chain are worked out into detailed
process modules and structured in a model. This results in a model template,
which in the next step is subjected to an entrepreneurial adaptation through the
inclusion of concrete sustainable goals and strategies. The resulting
instrumentalized tools support the implementation as well as the final evaluation
and optimization of the process model.

To meet the complex requirements of the core processes in the time
available until the mandatory implementation of the GDDL, a further division
into work packages is required. The various work packages will be worked on
in paralel and coordinated with each other at regular intervals, so that a
comprehensive overall package of measures will be created, which will be put
into practice.

For strategy development and implementation, various work packages
were defined based on the requirements and the boundary conditions to be
considered.

Work package 1 covers the area of Abstract Risk Analysis and Supplier
Identification. The two main tasks of this work package are to develop a
concept for the analysis of industry risk and a prioritization process for supplier
selection.

The second work package includes the Concrete Risk Analysis and a Deep
Dive Methodology. Development of a supplier desk-based risk assessment and
responsible value chain related audit guidelines.

Work package 3 deals with the Risk Mitigation and Prevention Concept. In
this area, the CAP guidelines, as well as the supplier training and escalation
management.

Software, reporting and internal management will be dealt with in work
package 4.

Work package 5 includes instruction development, trainings, and
communication. This work package refers to the training of the own employees
and the development of instructions for documentation, communication.

The core risk management process is divided into two work packages. The
first package deals with abstract risk analysis and supplier identification. For
this purpose, a concept is being developed to be able to assess the industry risk
considering the country risk. Another focus is the prioritization methodology, in
which criteria are defined to select appropriate suppliers. This will be necessary
for existing suppliers as well as for new suppliers and must be adapted
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accordingly. The goal is to get a selection of suppliers that need to be looked at
in more detail.

In the second work package, the concrete risk analysis and the Deep Dive
Methodology will be developed. To this end, selected suppliers are subjected to
an individual risk analysis in which supplier data is checked and suppliers are
actively involved. The results are classified and documented with the help of an
evaluation card. The follow-up of the risk analysis includes various measures:
Initiate/Support audit process, Mitigation/Escalation process, supplier
performance evaluation and commercia impact.

Incident management includes the Mitigation and prevention concept as
well as software, reporting and interface management work packages. The
Mitigation and Prevention concept covers five areas that contribute to the
prevention of violations of GDDL and CS3D. To this end, supplier training,
audit mitigation, contract clauses and escalation levels and procedures are
devel oped.

In order to centrally record al information and evauations from the
previous work packages and make them accessible to the relevant employees,
reporting offices and institutions, suitable tools are required. This is the subject
of the work package Software, reporting and interface management.

In the core process of instruction development, training and
communication, internal guidelines as well as instructions for supplier selection
and the required training materials are developed. The design of internal and
external reporting is aso an aspect that will be worked out by this work
package.

All developed measures must first be assessed in a test phase on pilot
projects. As a result, optimization opportunities can be implemented before the
measures have to be applied to all employees of a company in a binding
manner.

Phase 3: Application of the output in the planning and execution phase

The starting point for the introduction of “formalized rules and
procedures’ are the results of the core processes. Regions and suppliers were
divided into distinct levels of prioritization. As a first step, the measures are
implemented at important suppliers who are rated as high-risk before suppliers
are considered from the next higher priority level.

Conclusion

The Supply Chain Due Diligence Act provides companies with important
incentives to deal with thisissue more intensively. Companies are encouraged to
work with their business partners to promote compliance with appropriate
standards throughout the value chain by identifying, preventing, and minimizing
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risks of negative impacts on human and environmental rights in their operations
and supply chains, including appropriate grievance mechanisms and reporting.
Companies expect their suppliers to respect human and environmental rights as
set out in applicable laws. In addition, suppliers are required to implement
appropriate due diligence processes. Companies need to support their business
partners and especially their suppliers, e.g., through appropriate monitoring
systems, corrective action plans and training.

As can aready be seen, the topic of sustainable supply chains is complex,
with many requirements, possibilities, and measures. In such complex
situations, formalized rules and processes for humans should be introduced with
the help of instrumentalized tools and integrated into the strategic and
operational processes [3].

In the meantime, there is still room for improvement in the practical
implementation. To minimize additional costs for companies, processes and
measures should be designed in such a way that the GDDL already in force is
covered on the one hand and the even more extensive EU regulation on supply
chains (Corporate Sustainability Due Diligence Directive (CS3D)) in the future.
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IMPUJIIATAHE HA TEPMAHCKUSA 3AKOH 3A HAJIVIE2KHA
ITPOBEPKA HA BEPUTI'ATA HA JIOCTABKH,
KATO CE UMA ITPEJABUJI AMPEKTUBATA HA EC
3A HAJIUIEXKHA ITIPOBEPKA HA YCTOMYMBOCTTA
B CTPOUTEJIHUA TPOEKTHU
HA MEXKXJIYHAPOJIHU ABTOMOBHUJIHA JOCTABUNIIN

Huxous Cepropesn
Ynusepcumem no 6ubiuomexosnanue u uHGOPMaAyUOHHU MEXHONOSUY

Pe3tome: ['epmaHCcKHAT 3aK0H 3a HamiexHa mposepka (GDDL) u mpexacrosmara
Hupektuea Ha EC 3a Hamre:xxHa mposepka Ha ycroiunoctTa (CS3D) mmar 3a men 1a
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HaIpaBsAT KOMIIAHUKMTE TO-OTTOBOPHU 3a 3all[MTaTa Ha IpaBaTa Ha YOBEKa 110 TEXHUTE
BEPUTH 3a Ch3[aBaHe Ha CTOMHOCT W J1a B3eMar Mpe/IBU/I EKOJIOTHYHHUTE aCleKTH, KOUTO
BIIOCJICICTBIE MOTaT Ja JIOBeAaT A0 HapylleHHs Ha mpaBara Ha 4oBeka. OcoOeHo B
CTPOUTEIHUSI CEKTOp MMa BUCOK PHCK OT HapylIeHHs B CBETOBEeH Maial. 3a aa ce mpe-
JOTBPATH TOBA Jia ce CIy4u B Objelle, TpsAOBa Ja ce MIpUIOKaT IPOLecH, KOUTO OTroBa-
paT Ha n3ucksanusta Ha GDDL u CS3D.

KatouoBn aymu: 3akoH 3a Haaje)kHa NIpOBEpKa Ha Bepurara Ha JOCTAaBKA
(GDDL), Ananu3 Ha pucka, YcroitunBoct, IupextrBa Ha EC 3a HamnexxHa npoBepka Ha
ycroitunBoctTa (CS3D).

3a aBTOpa
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