DISCLOSE

Enabling our clients to make sustainable decisions

HOW DO LAWS SHAPE THE FUTURE OF SUSTAINABLE SUPPLY CHAINS?

The development of sustainable supply chains has become a crucial focus for businesses worldwide,
driven significantly by legislation. Laws and Regulations at both national and international levels provide
a robust framework for companies to integrate sustainability into their procurement processes,
ensuring corporate responsibility and fostering long-term sustainability.

History of Sustainability Laws in Supply Chains

The development of sustainability laws in supply chains is deeply rooted in the broader history of
environmental and social regulations. In the 19" Century, the Industrial Revolution brought about
significant industrial growth, which led to widespread environmental pollution and labor exploitation.
Early labor laws, such as the UK’s Factory Act, were enacted to address poor working conditions and
child labor. In the mid-20" Century, the environmental movement gained momentum, resulting in
foundational laws like the U.S. Clean Air Act (1970) and Clean Water Act (1972) to combat industrial
pollution and protect natural resources.
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The 1980s and 1990s saw the rise of the Corporate Social Responsibility (CSR) movement, where
companies began voluntarily adopting codes of conduct to ensure ethical practices. This period marked
a shift towards recognizing the broader impacts of business operations on society and the environment.
Global frameworks, such as the United Nations Global Compact (2000) and the UN Guiding Principles
on Business and Human Rights (2011), provided guidelines for businesses to align their strategies with
universal principles on human rights, labor, and environmental standards. ISO standards like ISO 14001
(Environmental Management) and ISO 26000 (Social Responsibility) further guided companies in
implementing sustainable practices.

In recent years, sustainability in supply chains has been formalized through stricter regulations and
reporting requirements. Laws like the UK Modern Slavery Act (2015) and the California Transparency
in Supply Chains Act (2010) were introduced to combat human trafficking and forced labor, requiring
companies to disclose efforts to ensure ethical supply chains. The EU Non-Financial Reporting Directive
(2014) mandated large companies to report on how they manage social and environmental challenges.
More recent directives, such as the Corporate Sustainability Reporting Directive (CSRD) and the
Corporate Sustainability Due Diligence Directive (CSDDD), have expanded the scope of corporate
sustainability reporting and due diligence, ensuring companies adhere to human rights and
environmental standards throughout their supply chains.

ESG Frameworks

ESG Frameworks provide a comprehensive guide on how to develop sustainability policies, measure
progress on ESG adoption and to generally create an implementation environment for ESG policies,
laws, and regulations. Some of the ESG frameworks which have been developed such as the Science
Based Targets initiative (SBTi), Corporate Sustainability Reporting Directive (CSRD), and the Corporate
Sustainability Due Diligence Directive (CSDDD) play pivotal roles in guiding companies toward
sustainable practices. These frameworks set clear guidelines and mandates for companies, requiring
them to align their practices with international sustainability goals.

Science Based Targets initiative (SBTi)

It is a set of guidelines for companies to set greenhouse gas emissions reduction goals aligned with
the latest climate science. This is not an ESG framework in the traditional sense as its major focus is
the Environmental aspect. It is a collaboration between the Carbon Disclosure Project (CDP), the United
Nations Global Compact (UNGC), the World Resources Institute (WRI), and the Worldwide Fund for
Nature (WWF). SBTi specifically provides companies with a clear path to reduce emissions and mitigate
climate change. The guidelines help companies set science-based targets for reducing greenhouse gas
emissions. SBTi can be an essential component of a company’s overall ESG strategy, particularly for
managing climate-related risks and opportunities.

Corporate Sustainability Reporting Directive (CSRD)

The CSRD is an EU regulatory framework aimed at enhancing corporate transparency and accountability
on sustainability issues. It requires large and listed companies to provide comprehensive and
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standardized reports on their ESG impacts, risks, and opportunities. The CSRD expands the scope of
mandatory reporting, introduces common standards through the European Sustainability Reporting
Standards (ESRS), mandates third-party assurance of reports, and ensures digital accessibility through
the European Single Access Point (ESAP). It seeks to improve the quality and comparability of
sustainability information for investors and stakeholders.

Corporate Sustainability Due Diligence Directive (CSDDD)

The CSDDD mandates companies to conduct due diligence on their supply chains to ensure adherence
to human rights and environmental standards. This directive aims to prevent adverse impacts and
promote ethical business practices throughout the supply chain. With CSDDD becoming law,
companies now face specific obligations to integrate duty of care into their policies and risk
management systems, incorporating these measures into their code of conduct and sustainability
reporting processes while verifying compliance.

Under CSDDD, companies must identify and assess actual and potential negative impacts on human
rights and the environment, prioritizing severe issues such as child labour, labour exploitation, pollution,
deforestation, and ecosystem damage. They are required to map and assess their activities and
business relationships, establish and maintain reporting tools, and set up grievance channels.
Companies must adopt transparent procedures for handling complaints, engage effectively with
stakeholders, take measures to prevent or mitigate negative impacts, and conduct periodic
assessments to evaluate the effectiveness of their due diligence measures. Additionally, they must
report their due diligence policies and measures in compliance with the EU CSRD directive and ESRS
principles.

Compliance and Enforcement

Regulations ensure compliance through enforcement mechanisms such as fines, sanctions, and
mandatory reporting requirements. These legal tools incentivize companies to adopt sustainable
practices by imposing penalties for non-compliance. Additionally, mandatory reporting creates a culture
of transparency, allowing stakeholders to assess a company’s ESG performance and hold them
accountable. This legal pressure pushes companies to continuously improve their sustainability efforts,
contributing significantly to the development of sustainable supply chains. Some of the case studies
on effective enforcement of ESG Frameworks are the Port of Rotterdam and Toyota Motor Corporation.

The Role of Boards and Corporate Governance in Sustainable Supply Chains

While laws provide the framework, corporate governance ensures the execution of sustainable
practices. Boards of directors and governance structures play a crucial role in embedding sustainability
into business strategies and operations.
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Strategic Oversight and Decision-Making

Boards are responsible for setting the strategic direction of a company, including its sustainability goals.
By prioritizing ESG considerations in their decision-making processes, boards ensure that sustainability
is integrated into the core business strategy. This includes approving sustainability policies, setting
performance targets, and allocating resources towards sustainability initiatives. Strategic oversight by
the Board ensures that the company’s sustainability efforts are aligned with its overall objectives, driving
long-term value creation.

Accountability and Transparency

Corporate governance structures enhance accountability and transparency in sustainability efforts.
Boards are tasked with overseeing management’s implementation of sustainability strategies and
ensuring that the company meets its ESG commitments. This involves regular monitoring of
sustainability performance, conducting audits, and reporting on progress to stakeholders. Transparent
reporting on ESG performance builds trust with investors, customers, and other stakeholders,
reinforcing the company’s commitment to sustainability.

Risk Management

Boards also play a critical role in managing ESG-related risks. When they identify and mitigate risks
associated with ESG factors, Boards create the ability protect the company from potential negative
impacts. This proactive approach to risk management helps ensure the resilience of the supply chain
and the overall sustainability of the business.

How ESG Disclose Can Help Companies Develop Sustainable Supply
Chains

ESG Disclose offers comprehensive solutions that help companies achieve their sustainability goals
and develop sustainable supply chains. It supports businesses in integrating sustainability into their
operations and meeting regulatory requirements by providing tools and resources for effective ESG
management.

Comprehensive ESG Reporting

ESG Disclose provides a platform for comprehensive ESG reporting, helping companies track and
report their sustainability performance. This includes metrics on carbon emissions, resource efficiency,
labour practices, and community impact. It enables companies to comply with regulatory requirements
and demonstrate their commitment to sustainability to stakeholders through facilitating detailed and
accurate reporting,.
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Strategic Guidance and Support

ESG Disclose offers strategic guidance to companies on best practices for integrating ESG criteria into
their supply chains. This includes advice on setting sustainability targets, implementing sustainable
procurement policies, and improving supplier management. Companies can enhance their sustainability
efforts and achieve their ESG objectives when they leverage ESG Disclose’s expertise.

Monitoring and Improvement

ESG Disclose provides tools for continuous monitoring and improvement of sustainability performance.
This includes regular assessments, audits, and feedback mechanisms to identify areas for improvement
and track progress over time. ESG Disclose not only helps companies stay ahead of regulatory changes
and evolving stakeholder expectations, but it also encourages continuous improvement thereby
supporting the development of sustainable supply chains.

Summary

The integration of ESG criteria into supply chains is essential for fostering sustainability and resilience
in business operations. Legislation plays a crucial role in driving this integration, ensuring compliance
and accountability. Additionally, competent corporate governance structures provide valuable support
to companies, helping them meet their ESG goals and develop sustainable supply chains. ESG Disclose
has a team of experts who provide a comprehensive guide on how to incorporate ESG practices into
ordinary business operations.
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