EU Pay Equity
and Transparency

AT A GLANCE




ESG issues including pay equity are still holding center stage for employers as
53% of respondents to our said that

social and cultural issues are of substantial concern in the context of workplace
management, and most employers (79%) increased their focus on ESG initiatives
over the past 12 months.

The concept of pay equity - that employers must pay men and women equally for work of equal value
- will not be new to many employers, both within a global legal compliance framework and as a
central part of an effective environmental, social and governance (ESG) framework. Nonetheless, a lack
of transparency in pay systems and complex procedural barriers have been perceived as obstacles to
achieving pay equity.

In June 2023, the EU introduced binding and significant measures regarding pay equity, pay
transparency, and reporting via the EU Pay Transparency Directive. EU countries have until June 7,
2026, at the latest, to take action to put the Directive's requirements into local laws. However, an
employer's obligations will be assessed using data from before this deadline (see Key Obligations
below). The Directive introduces a host of new obligations beyond broad pay reporting requirements,
which will intersect with all aspects of an employer’s recruitment and people processes, including
remuneration, pay structures, and job frameworks.

Although the Directive only sets out minimum levels of compliance, with detailed implementation
being left to the different EU countries, there are broad principles that will span all countries

to which employers will need to adhere. With the deadline of June 7, 2026 fast approaching -
employers need to start preparing now for their global approach.

“The concept of work of equal value hasn’t been a
focus in the EU as it has been in the UK. That is set
to change as the Pay Transparency Directive will

put this concept center stage with potential for an
increase in equal pay litigation as a result. Now is
the time for employers to assess their risks before
it’s all out in the open.”

Nicola James, Partner
United Kingdom



https://www.littler.com/files/2024_littler_european_employer_survey_report.pdf
https://www.littler.com/people/nicola-james
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The Directive applies to all “workers” who have an employment contract or employment
relationship. The preamble to the Directive says “workers” should include fixed-term
workers, and agency workers as well as workers in management positions. In addition,
other atypical workers such as domestic workers, on-demand workers, intermittent
workers, platform workers, trainees and apprentices may also be within the scope.
Certain provisions regarding transparency during recruitment will apply to applicants
for employment.

The definition of pay is wide and includes basic wage, salary and other direct or indirect
consideration from an employer, which can also be non-monetary or ancillary or
variable pay (e.g., bonus, overtime pay, allowances, etc.)

This concept is a fundamental pillar of the Directive and requires the calculation of
the difference in the average pay levels of female and male workers expressed as a
percentage of the average pay level of male workers.

Employers need to appreciate the challenging exercise of considering whether two
workers in ostensibly different jobs are carrying out “work of equal value.” Equal value
assessments are a key issue, and the Directive envisions employers' assessing equal
value on the basis of objective, gender-neutral criteria as agreed to with workers’
representatives (where they exist) such as skills, effort, responsibility and working
conditions. To assist employers, EU countries are required to make available analytical
tools or methodologies. However, this assessment is still likely to be a highly complex
and time-consuming task.

“As many Irish employers are not unionized,
we anticipate that the Directive’s requirements
with regards to pay audits and consultation
with an employee representative will be a

novel challenge for Irish employers.”

Niall Pelly, Office Managing Shareholder

Ireland

page 3


https://www.littler.com/people/niall-pelly

> AR 7 M
WOYWX

WHAT ARE THE KEY OBLIGATIONS?

Mandatory gender - Employers must report information on their gender pay gap by categories of workers
pay gap reporting performing the same work or work of equal value. Employers must provide such
reports to relevant public authorities, workers, and workers' representatives.

The size of the employer dictates when and how regularly reporting is required.
Employers with:

- 250 workers or more must report by June 7, 2027 and every year thereafter
- 150 to 249 workers must report by June 7, 2027 and every 3 years thereafter
- 100 to 149 workers must report by June 7, 2031 and every 3 years thereafter

- employers must report on data relating to the previous calendar year.

Employers with fewer than 100 workers are not required to report, but are not
prevented from doing so. EU countries can choose to put in place lower pay reporting
thresholds (as is currently the case in some countries).

« Therefore, employers with 150 or more workers with pay gaps that are unresolved
by January 1, 2026 will have these gaps publicized in the organization’s first
mandatory report.

Obligations - Covered employers will also be required to undertake a joint pay assessment
to investigate (essentially an audit) to identify, remedy and prevent differences in pay, where:
and remedy

- the pay gap report identifies a difference in average pay levels (i.e., gross annual
gender pay gaps

and corresponding gross hourly pay) of at least 5% for any category of workers
doing the same work or work of equal value;

- the employer has not justified such difference on the basis of objective gender-

neutral criteria; and .

- the difference is not remedied within 6 months of the submission of the report. o N

- Importantly, joint pay assessments cannot be carried out “behind the scenes.” They
must be conducted in cooperation with workers’ representatives and be made . cL
available to workers, their representatives and the applicable local law-monitoring L
body. The local labour inspectorate and equality body for that country will also have a
right to receive the joint pay assessment upon request. S

- If the joint pay assessment identifies an unjustified difference in pay, this must be Nt
remedied within a reasonable period of time in close cooperation with the workers’
representatives and in accordance with national laws/practices.
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New pay
transparency rights
for workers

New pay
transparency rights
and obligations

for applicants
during hiring

Employers must make the criteria (which must be objective and gender-neutral) used
to set workers’ pay, pay levels and pay progression easily accessible. However, EU
countries are permitted, if they choose, to exempt employers with fewer than 50
workers from making such pay progression criteria accessible to workers.

Workers will have new rights to request and receive information about their pay and
the average pay levels broken down by sex for workers doing the same work or work
of equal value. Employers must remind workers annually of this right and provide

the information within a reasonable time period (and no later than two months after
the request).

Employers must not prevent workers from disclosing their pay to enforce their right

to equal pay, which includes prohibiting contractual terms that restrict workers from
disclosing pay information (such as confidentiality clauses).

Employers must provide applicants with information about pay or pay ranges in a
manner to ensure a transparent and informed negotiation on pay prior to the job
interview or otherwise.

Employers must not ask applicants about their pay history.

Job vacancy notices and job titles must be gender-neutral and recruitment processes
led in a non-discriminatory manner.

“Many employers struggle to comply with current
French gender pay gap reporting requirements,
so there is no time to lose when getting one’s

compliance in order.”

Laura Jousselin, Partner
France
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This is for individual EU countries to set. However, the Directive requires each country to ensure
minimum enforcement mechanisms are available, including the right for workers to bring
individual claims, with uncapped compensatory remedies (e.g., recovery of back pay and bonuses),
non-victimization provisions, the power for courts or other competent authorities to issue orders
for compliance or to stop infringement, and national penalties.

By way of example, in Spain, the national law is already fairly aligned with the Directive. In
2023, the Labour Inspectorate initiated 12,206 actions related to equality issues, including those
concerning pay equality. This resulted in penalties amounting to a total of €3.5 million. Sanctions
have also been issued by the courts. For example, an employer was fined €91,000 for a pay gap of
up to 77.8%, lack of a pay register, and a missing equality plan. In another instance, a court ruled
that an employer must pay €13,000 in compensation to a female employee who was underpaid in
comparison to a male counterpart occupying the same role.

“Employee representatives are actively watching
how Denmark will implement the Directive as it
may ease their ability to bring pay equity

claims on behalf of employees who have the

burden of proof to show work of equal value.”

Christian Bonne Rasmussen, Partner
Denmark
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ARE THESE NEW CONCEPTS?

Currently, many EU countries have some form of gender pay reporting requirements, but often
such requirements do not require employers to rectify any gaps identified. Very few countries
have additional pay transparency requirements or such broad worker information rights. Our

summary below shows the current baseline obligations. The current state of the law in the following

countries shows just how far many of them will need to go to meet the Directive's new pay

transparency obligations.

European Do applicants

Country have a right
to receive pay
information?
(Directive Art. 5)

Austria

Belgium

Denmark

France

Germany

Ireland

Italy

Netherlands

Norway

Portugal

Spain

Switzerland’

UK?

1 Switzerland is not a Member State of the EU and is not subject to nor has implemented the Directive. It has been included for

comparative purposes only.

Is the employer
prohibited from
asking questions
about the
applicant's pay
history?

(Directive Art. 5)

Do workers have
a right to receive
information
regarding

pay levels

for existing
workers?

(Directive Art. 6-7)

Is there a

category of
employers
required to
report gender

pay gap
information?

(Directive Art. 9)

Are there
sanctions or
penalties for not
reporting

or for showing
an existing

pay gap?
(Directive Art. 23)

2 The UK is made up of England, Wales, Scotland and Northern Ireland. However, employment law in Northern Ireland and

Scotland varies from England and Wales. This publication refers to the UK but focuses on the law in England and Wales. The UK
is not a Member State of the EU and is therefore not required to implement the Directive (although the position is different for
Northern Ireland and is outside the scope of this publication). The UK is included for comparative purposes.

EU PAY EQUITY AND TRANSPARENCY
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WHAT SHOULD EMPLOYERS DO TO PREPARE?

Given the timeframes set by the Directive, it is important to start considering the impacts now!

Remember, employers with 150 or more workers with pay gaps unresolved by
January 1, 2026 will have these gaps published in the organization’s first mandatory report.

Employers can prepare by:

1. Making this a C-Suite issue
HR and legal functions need to raise the topic and make their C-Suite aware of the potential
legal, operational and reputational risk of the new obligations, particularly with respect to
gender pay reporting, joint pay assessments, and the new information and transparency
obligations. This issue should be flagged as a priority.

2. Building the right team
Employers should consider including stakeholders from areas such as:

Human Resources

Payroll

Compensation and benefits
Legal

Data analytics

A range of key stakeholders will need to be involved from the outset as the implications
will cross multiple operational functions. This will be a key 2025 project and should be
resourced accordingly.

Just 21% of respondents to our Littler European Employer Survey Report 2024
feel very prepared to comply with the EU Pay Transparency Directive. This is a
4-percentage point drop from 2023. There was an even steeper decline among
those who say they’re moderately prepared (33%, compared to 40% in 2023).
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3. Gathering data

To prepare for implementation, employers will need to understand their current position on
the basis of existing data. Employers should not underestimate how long this information-
gathering stage can take.

For example, employers should gather data on:

Worker headcount across the EU and in each country to determine whether the gender pay
gap reporting obligations and joint pay assessment rules will apply and if so, from when.

The criteria currently used to set workers’ pay, pay levels and pay progression.

The “pay” for their workers. Remember, pay is defined broadly and is not just limited
to salary but also includes benefits and other consideration that are directly or
indirectly received.

The type of work each worker is doing and how workers are (and should be) grouped in
their organization. Employers should consider any grades/bandings that are in place and
how these are used across the organization. Remember that employers will have to provide
information on and potentially report on the different “categories of workers” doing the
same work or work of equal value.

Levels of market pay for workers in the applicable sector and how their business compares
- although note that pay structures based entirely on market pricing can cause issues as it
can mean employers lose sight of their comparative internal pay levels and structures.

“Currently, reporting obligations in Germany are
very limited. For the Directive, employers will
need to be prepared to compile significantly more
complex information and data.”

Dr. Sabine Vianden, Senior Associate
Germany
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Conducting an internal audit

Conducting a trial run on current data will help employers identify their risk areas and
mitigate them before the need to publicly report. Even if the organization will not be
required to undertake pay gap reporting or a joint pay assessment, workers and their
representatives still have a right of access to this information, which will lead to increased
scrutiny and employee relations pressures or even additional equal pay claims. Conducting
an audit can help deter some of these issues now.

Including lawyers when completing this initial assessment is advisable so that legal
privilege can be asserted (so far as possible) over the findings, which means the results

are not disclosable. As part of the practice run, employers should consider how best to set
and then document the organization’s job frameworks, including, but not limited to: pay
philosophy, pay structures, progression criteria and job descriptions to the extent this

has not already been done. Having this prepared and considered now will help employers
prepare for the information and reporting obligations both in terms of content and ongoing
resourcing required to manage such requests for information.

Reviewing recruitment processes and hiring practices

In addition to the pay reporting, joint pay assessments and information rights, employers
will also need to prepare for the other transparency obligations. Employers should:

Check their worker contracts and associated agreements.

Review and amend existing recruitment documents, policies and practices to incorporate
new obligations and rights.

“We anticipate that the Spanish government will
continue to require many employers to continue to
submit gender equity plans and to provide salary
transparency. Thus, we strongly recommend that
employers review their pay policies because they

will have to explain it to employees and unions.
However, with the Directive, Employers will need to
be prepared to intensify their efforts to reduce any
gap to below 5%, a threshold that will be new to
Spanish employers, introduced by the Directive to
eradicate wage discrimination.”

Patricia Madrona Garcia, Senior Associate
Spain



https://www.littler.com/people/patricia-madrona-garcia

EU PAY EQUITY AND TRANSPARENCY

TIMING SUGGESTIONS FOR COMPLIANCE PLANNING

Individual country implementation, the size and categorization of the workforce, payroll cycles,
and other elements will heavily influence the timing and details of planning. For employers
starting this process, we provide some general guidance:

First Quarter » Confirm C-Suite support and resourcing

2025 . Create the working group, including engaging legal early on to advise on the
compliance planning process, legal privilege, and disclosures

- Develop a detailed project plan
- Conduct data-gathering exercises related to internal job and remuneration structures

Second Quarter - Conduct a trial pay audit on 2024 pay data and analyze the results
2025 . Consider justification behind any identified pay gaps

- Review recruitment processes and hiring practices to identify gaps with the
Directive’s baseline requirements

Third Quarter - Develop a plan to:
2025 - Remedy risks and gaps identified in the trial pay audit; and
- Implement any new recruitment and hiring practices

« Prepare employee communication, internal policies and training related to remedies
and new recruitment and hiring practices

Fourth Quarter » Begin to implement remedies, employee communications, training and new
ployis recruitment and hiring practices

January 2026 - Depending on member state implementation status, this is likely the beginning of the
reporting period for employers with 150 or more workers
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Littler brings deep global, yet local understanding and vital insight to the implementation of the EU
Directive. In conjunction with Littler’s team of data analysts, our attorneys are poised to support
employers navigate the challenges of this new Directive by conducting pay audits, identifying gaps
and advising on solutions, designing pay policies and practices, providing training, and supporting
job evaluation reviews. Littler is local, everywhere; to find a country-specific attorney or for
additional resources, please visit Littler's EU Pay Transparency Directive information page.

This information provided by Littler is not a substitute for experienced legal counsel and does not provide legal
advice or attempt to address the numerous factual issues that inevitably arise in any employment-related
dispute. Although this information attempts to cover some major recent developments, it is not all-inclusive,
and the current status of any decision or principle of law should be verified by counsel.

At Littler, we understand that workplace issues can’t wait. With access to more than 1,900 employment attorneys in over 100 offices
around the world, our clients don’t have to. We aim to go beyond best practices, creating solutions that help clients navigate a complex
business world. What’s distinct about our approach? With deep experience and resources that are local, everywhere, we are fully focused
on your business. With a diverse team of the brightest minds, we foster a culture that celebrates original thinking. And with powerful
proprietary technology, we disrupt the status quo - delivering groundbreaking innovation that prepares employers not just for what’s
happening today, but for what’s likely to happen tomorrow. Since 1942, our firm has harnessed these strengths to offer fresh perspectives

on each matter we advise, litigate, mediate, and negotiate. Because at Littler, we’re fueled by ingenuity and inspired by you.
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