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German Act On Corporate Due Diligence In Supply Chains

By Dr. Karl Sidhu
SvS Rechtsanwälte

On June 11, 2021, the German Bundestag passed the Act on Corporate Due Diligence in 
Supply Chains (Gesetz über die unternehmerischen Sorgfaltspflichten in Lieferketten, or 
LkSG). It will become effective on January 1, 2023. The corporate obligation to uphold human 
rights and environmental standards in supply chains  previously considered a matter for 
corporate self-regulation  is thus now enshrined in law. Companies that fall within the scope of 
the Act will now have less than one-and-a-half years to adapt to its requirements. It is therefore 
advisable to make the necessary preparations as soon as possible.

I. Scope of application

The Act applies to companies that have their head office, principal place of business, 
administrative headquarters, or registered office in Germany. It also covers companies that 
have a branch office in Germany. However, the company in question must employ at least 
3,000 employees in Germany (1,000 employees as of January 1, 2024). 

II. Protected legal positions

The Act enumerates 12 legal positions whose violation is to be prevented through corporate 
duties of care (Section 2 (2) LkSG). These legal positions can roughly be divided into the 
following five categories: (1) fundamental human rights (such as the prohibition of forced 
labor); (2) employee-related human rights (such as freedom of association); (3) prohibitions on 
discrimination (based on sexual orientation, gender, age, political opinion, political views, or 
disability); (4) social standards (such as the prohibition of unlawful eviction); (5) and 
environmental obligations. Regarding environmental obligations, the LkSG refers to 
international conventions. Therefore, to identify the protected legal positions and risks, these 
conventions must be consulted, which complicates the legal identification process.

III. The term “supply chain” 

The LkSG is based on a very broad meaning of the term “supply chain.” The term “supply 
chain” refers to all products and services of a company (Section 2 (5) LkSG). It includes all 
steps in Germany and abroad that are required to manufacture the product and provide the 
service. Covered are the actions of a company in its own business area, the actions of a direct 
supplier, and the actions of an indirect supplier.
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IV. Specific obligations

The LkSG specifies a number of due diligence obligations, none of which, however, 
establish the obligation to positively ensure that human rights violations in one's own supply 
chain are categorically excluded. However, due diligence requirements must be fully 
implemented and must also be suitable for preventing, detecting, and eliminating human rights 
violations. Section 3 (1) LkSG stipulates that the respective duties are to be observed in an 
appropriate manner. In this respect, the companies have a certain scope for assessment. 

Due diligence obligations covered by the Act, in a nutshell, include:

 Establishing a risk management system

 Designating a responsible person or persons within the company

 Performing regular risk analyses

 Issuing a policy statement

 Laying down preventive measures in its own area of business and vis-à-vis direct 
suppliers

 Taking remedial actions

 Establishing a complaints procedure

 Implementing due diligence procedures with regard to risks at indirect suppliers

 Documenting and reporting

Companies must establish an appropriate and effective risk management system that 
enables the company to identify and minimize human rights and environmental risks, and 
prevent, end, or minimize the extent of any violations (Section 4 LkSG). In particular, employee 
training, regular checks, and the review of contractual partners will be required.

Once a year, as well as on an ad hoc basis, if a significantly changed or expanded risk 
situation in the supply chain must be anticipated, the company must conduct a risk analysis in 
order to determine the human rights and environmental risks in its own business area and at its 
direct suppliers (Section 5 LkSG). In this respect, it seems advisable for a company to first 
obtain an overview of its own procurement processes and the structures and players at the 
supplier and, on this basis, to draw up a risk profile with regard to business areas, 
locations, products, and countries of origin.

The Act stipulates that appropriate preventive measures in the company´s own business 
area, and also with regard to direct suppliers, must be taken without delay if risks are identified 
during the risk analysis (Section 6 LkSG). If the company discovers that a violation of a human 
rights or environmental obligation has occurred or is imminent, it must immediately take 
appropriate remedial action to prevent or stop the violation, or to minimize the extent of the 
violation (Section 7 (1) LkSG). In this respect, Section 7 (3) LkSG also provides
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for the termination of business relationships but attaches high preconditions to this 
requirement. If these preconditions are met, but a direct supplier cannot be easily replaced, it 
should be possible to continue business relations, at least on a transitional basis. In any case, 
it should not be necessary to break off business relations if this could jeopardize the company's 
existence.

Pursuant to Section 8 (1) LkSG, companies must also ensure that an internal complaints 
system is set up within the company to enable persons to draw attention to human rights and 
environmental grievances. Furthermore, pursuant to Section 10 (2) LkSG, companies are 
required to prepare an annual report on the fulfillment of their due diligence obligations
and to make it available on their website. Pursuant to Section 12 (1) LkSG, this report must 
also be sent to authorities for review. Trade and business secrets need not be disclosed, yet 
difficult decisions can arise when it comes to disclosing information that may lead to the 
identification of direct or indirect suppliers.

V. Sanctions

A breach of specific duties, as mentioned beforehand, constitutes an administrative offense 
and can accordingly lead to a fine against the company. For companies with an average annual 
turnover of more than 400 million euros, the fine can amount to as much as 2% of the average 
annual sales. The turnover of all companies is to be taken as a basis, as far as these operate 
as an economic unit (Section 24 (3) LkSG).

Furthermore, there is the threat of exclusion from the award of public contracts, Section 22 
LkSG.

VI. Prospects

On March 10, 2021, the EU Parliament called on the EU Commission to adopt a directive on 
corporate due diligence and accountability. The bill proposed by the EU Parliament is more 
stringent in key respects than the German LkSG, which thus will have be tightened once the 
European directive passes.
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The law firms in the Concilium Compliance, Investigations & Enforcement Defense Network provide 
trusted, proven sources of local knowledge and representation in the high-stakes, complicated, and 
constantly changing area of corporate compliance and defense law.
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