

THE ROLE OF ESG (ENVIRONMENTAL, SOCIAL, AND GOVERNANCE) COMPLIANCE IN M&A DEALS
INTRODUCTION
In today’s dynamic corporate environment, ESG compliance is increasingly shaping investment strategies and corporate policies. The ESG framework covers a wide array of non-financial indicators such as carbon emissions, efficient resource use, labor relations, diversity, and internal governance, all of which affect risk and sustainable value. In India, ESG has gained significant traction following regulatory interventions by the Securities and Exchange Board of India (SEBI) and the Ministry of Corporate Affairs (MCA), particularly through initiatives like the Business Responsibility and Sustainability Report (BRSR), which is mandatory for the top 1000 listed companies from FY 2022-23 onward. (SEBI, 2023)
Mergers and Acquisitions (M&A) serve as powerful tools for strategic growth, market consolidation, and innovation enhancement. In India, M&A activity has surged in sectors such as renewable energy, fintech, pharmaceuticals, and e-commerce—domains where ESG compliance plays a material role in deal-making. ESG now significantly impacts due diligence processes, valuation frameworks, and post-merger integration strategies.
Amid rising investor expectations, the growth of sustainability-linked financing, and tightening regulatory mandates, ESG compliance is no longer a peripheral concern in Indian M&A—it has become a core strategic factor. It now shapes the entire lifecycle of M&A transactions, from identifying target companies to negotiating deal terms and managing post-acquisition integration. ESG is increasingly emerging as a defining force in the way modern deals are evaluated and executed.
This article explores the evolving role of ESG compliance in M&A transactions, examining how it drives value creation, mitigates risks, and influences strategic decision-making. It delves into the increasing importance of ESG in investment trends, the integration of ESG in due diligence practices, its impact on deal structuring and valuation, and the challenges that companies face in aligning with ESG frameworks. The article concludes by offering a forward-looking perspective on the future of ESG in shaping M&A landscapes, particularly in the Indian context, with references to global best practices.
1. The Growing Importance of ESG in M&A
1.1 The Shift Toward Sustainable and Responsible Investment
India has witnessed a paradigm shift in how capital markets approach ESG. The SEBI-mandated BRSR framework is a landmark move, aligning Indian corporate disclosures with global sustainability norms. (SEBI, 2021) Institutional investors like the Life Insurance Corporation of India (LIC) and SBI Mutual Fund have begun factoring ESG metrics into portfolio decisions. (Ghosh, 2022; RBI, 2021) Moreover, the Reserve Bank of India (RBI) has encouraged banks and financial institutions to assess environmental and social risks in lending and investment practices.
Internationally, asset managers such as BlackRock have integrated ESG into their core investment thesis, declaring climate risk as investment risk. However, India's momentum has been locally driven through the NITI Aayog’s Sustainable Development Goals Index, the National Voluntary Guidelines on Responsible Business Conduct, and market-led initiatives such as ESG rating agencies (e.g., CRISIL ESG scores).
This regulatory push and investor awakening are prompting Indian companies to embed ESG into their operating models. Companies are not only adopting ESG principles to enhance their sustainability image but also to unlock investment opportunities and improve risk management. As a result, ESG is rapidly becoming a strategic lever in Indian M&A activity, with stakeholders increasingly prioritizing these factors in assessing both domestic and cross-border deals.
1.2 ESG as a Value Driver in M&A Transactions
In India, companies with high ESG performance are increasingly perceived as resilient, future-ready, and lower-risk acquisition targets. For instance, Tata Power's pivot toward renewable energy and its improved ESG disclosures have boosted its valuation and acquisition interest from both domestic and international investors. (Zhu, Q.,Jin, S., Huang., Yan, C., Chen, C., 2022) Similarly, Infosys has capitalized on its long-standing ESG commitments in governance and human capital management to enhance its attractiveness in global partnerships and buyouts.
Robust ESG performance acts as a value driver in three key ways: it reduces reputational and regulatory risks, enhances stakeholder trust, and aligns with global capital flows that prioritize sustainability. Research by CRISIL (2022) demonstrated that firms with higher ESG scores had lower equity volatility and stronger financial performance over a five-year horizon—an insight highly relevant for potential acquirers.
Moreover, ESG compliance enables firms to anticipate emerging legal requirements and reputational challenges. As stakeholders across the value chain—from investors to consumers—increasingly demand accountability, firms that proactively engage with ESG are better positioned to navigate the dynamic business environment. For acquirers, this makes ESG-compliant companies more attractive, not only for financial reasons but also for long-term strategic alignment.
1.3 ESG-Driven Market Trends in M&A
Certain sectors in India are particularly sensitive to ESG dynamics and have emerged as primary arenas for ESG-driven M&A. These include renewable energy, electric vehicles (EVs), agritech, and financial services. (Kasinath, A., Fudala-Ksiazek, S., Szopinska, M., Bilinski, H., Artichowicz, W., Remiszewska-Skwarek, A., & Luczkiewicz, A. 2021) The Indian government’s ambitious commitment to achieve net-zero emissions by 2070 and its promotion of green finance have significantly elevated ESG’s role in deal selection and execution, particularly in infrastructure and climate technology sectors.
Cross-border transactions are also profoundly impacted by ESG considerations. Indian companies seeking to acquire or merge with entities in jurisdictions such as the European Union or the United States must comply with extraterritorial ESG regulations, including the EU Sustainable Finance Disclosure Regulation (SFDR) and the Corporate Sustainability Reporting Directive (CSRD). Conversely, foreign investors eyeing Indian targets are closely scrutinizing compliance with the BRSR framework, domestic data privacy standards, and supply chain transparency.
Collectively, these developments signify that ESG is no longer a secondary filter in deal-making. It has become a directional compass in India’s M&A landscape, guiding both strategic choices and operational execution. M&A participants—be they buyers, sellers, or financiers—must now consider ESG as a central determinant of value, risk, and post-deal success.
2. ESG Due Diligence in M&A Transactions
2.1 The Role of ESG in Pre-Merger Due Diligence
Due diligence has long been a critical aspect of M&A transactions, traditionally encompassing financial audits, legal assessments, and operational evaluations. However, with ESG becoming an essential component of enterprise value and risk, Indian acquirers are increasingly integrating ESG factors into pre-merger assessments. Conducting ESG-specific due diligence enables acquirers to determine whether a target entity adheres to sustainability goals and governance best practices. This holistic analysis helps uncover hidden liabilities, reputational risks, and regulatory gaps that may not be evident through conventional due diligence.
In India, ESG due diligence is gradually being institutionalized, particularly under the influence of SEBI’s BRSR guidelines. Companies are now required to disclose material ESG risks and sustainability strategies, allowing acquirers to identify red flags such as non-compliance with environmental laws, lack of diversity and inclusion (D&I) policies, or opaque governance structures. A 2023 KPMG India report indicated that more than 65% of large Indian acquirers now include ESG metrics in their due diligence frameworks, particularly in high-impact sectors such as manufacturing, pharmaceuticals, and logistics.
Furthermore, third-party audits and ESG consultants are being deployed to validate disclosures and assess real-time ESG maturity. These assessments typically cover key areas like emissions management, employee welfare, board diversity, data protection, and supply chain ethics. Investors and acquirers are also reviewing alignment with India’s broader sustainable development goals and compliance with applicable laws such as the Environment Protection Act, 1986 and the Companies Act, 2013.
2.2 Evaluating Environmental Factors in M&A
Environmental diligence focuses on understanding the ecological impact and sustainability profile of a target company. For Indian acquirers, this includes assessing carbon emissions, waste disposal mechanisms, water usage, and the target's compliance with national and state-level environmental regulations. Companies operating in polluting industries such as chemicals, textiles, and construction are under heightened scrutiny due to increasing enforcement by bodies like the Central Pollution Control Board (CPCB).
Environmental risks are not just legal liabilities—they can directly influence the financial feasibility of a deal. For instance, failure to disclose past violations or pending environmental litigation can result in post-merger penalties, site remediation costs, or reputational damage. In one notable case, an Indian infrastructure company faced significant financial setbacks after acquiring a legacy manufacturing unit with a history of environmental violations. The absence of thorough environmental due diligence led to unexpected compliance burdens and reputational harm.
As India aligns with global environmental norms, such as those under the Paris Agreement, buyers are also beginning to assess a target’s future readiness. This includes evaluating alignment with the Task Force on Climate-related Financial Disclosures (TCFD), net-zero roadmaps, and renewable energy adoption. ESG-savvy acquirers are leveraging environmental performance as a criterion not only for risk mitigation but also for identifying growth opportunities in green sectors.
2.3 Assessing Social and Governance Risks
Social and governance factors are equally crucial in shaping the outcome of M&A transactions. Social due diligence involves evaluating a company’s labor practices, community engagement policies, gender and caste diversity, workplace safety records, and human rights compliance. (Desai & Iyer, 2023) Governance diligence, on the other hand, scrutinizes board independence, audit quality, shareholder rights, executive compensation, and ethical conduct.
In India, non-compliance with social standards such as the Sexual Harassment of Women at Workplace (Prevention, Prohibition and Redressal) Act, 2013 (POSH Act), poor working conditions, or the absence of robust grievance redressal mechanisms can derail M&A transactions. Similarly, companies with a history of related-party transactions lacking transparency or poor audit oversight present serious governance red flags. These issues can significantly affect the perceived integrity and sustainability of the target firm.
Governance risks are gaining even more attention in light of India's recent push towards data privacy regulations. With the enactment of the Digital Personal Data Protection Act, 2023, acquirers must now assess whether the target company adheres to stringent data governance and privacy norms, particularly in data-driven sectors like IT, fintech, and e-commerce.
Foreign investors are also applying governance standards that reflect global norms, requiring Indian companies to match expectations on ESG transparency, risk management, and board accountability. As a result, Indian acquirers and targets alike are reconfiguring their governance frameworks to ensure smoother and more credible M&A outcomes.
3. ESG's Impact on Deal Structuring and Valuation
3.1 ESG Premium or Discount in Valuation
In the Indian M&A context, ESG performance is emerging as a pricing determinant, influencing how target companies are valued and negotiated. Firms that demonstrate strong ESG credentials—such as robust environmental compliance, transparent governance, and proactive social responsibility—are likely to attract higher valuations. (Schoenmaker & Schramade, 2019) This premium is often justified by the long-term value creation and risk mitigation ESG practices offer. For example, companies with clean energy portfolios, supply chain traceability, or strong data governance may command a valuation uplift of 5–10% over less compliant peers.
A 2022 EY India report observed that sustainability-aligned companies often attract more competitive bids and better financing terms, particularly in sectors such as technology, logistics, renewable energy, and financial services. Acquirers are increasingly including ESG considerations in their discounted cash flow models, adjusting projections based on climate transition risks, potential penalties, or the value of sustainability-linked revenue streams.
On the other hand, companies lacking in ESG preparedness may suffer valuation discounts. Legal liabilities, exposure to reputational risks, or lack of data privacy compliance can force buyers to renegotiate terms or build in financial buffers such as indemnities. In some cases, poor ESG performance can become a deal-breaker altogether.
3.2 Structuring M&A Deals with ESG Considerations
ESG concerns are also reshaping the structure and documentation of M&A transactions in India. (Weber & Feltmate, 2016; Eccles & Klimenko, 2019) Legal advisors are now incorporating ESG-related representations, warranties, and indemnity clauses into Share Purchase Agreements (SPAs), Asset Purchase Agreements (APAs), and Business Transfer Agreements (BTAs). These contractual provisions are designed to protect buyers from unforeseen ESG-related liabilities that may arise post-acquisition.
Innovative structuring mechanisms, such as sustainability-linked earn-outs, are also being introduced. Under this model, a portion of the deal consideration is deferred and tied to the achievement of agreed ESG performance metrics—such as emissions reductions, gender diversity benchmarks, or community development targets—within a defined timeframe post-acquisition. This aligns the interests of both parties while reinforcing long-term ESG accountability.
Financing arrangements are reflecting this shift too. Indian banks and private equity players are deploying sustainability-linked loans and green bonds to fund ESG-positive acquisitions. These instruments often come with interest rate incentives based on ESG milestones. Regulatory encouragement from the Reserve Bank of India (RBI) and policy nudges from the Ministry of Finance are further driving the adoption of such financial tools.
3.3 The Role of ESG in Post-Merger Integration
Post-merger integration (PMI) is where ESG strategies can truly make or break the long-term success of a transaction. In India, where target companies often differ in ESG maturity, integration efforts must align the sustainability policies, reporting mechanisms, and cultural values of both entities. This is especially critical when the acquiring firm operates in a highly regulated or public-facing industry.
PMI teams are now expected to unify ESG-related reporting practices—often under frameworks like the BRSR, GRI, or SASB. (Ioannou & Serafeim, 2017; Eccles, Ioannou, & Serafeim, 2014) They must also establish joint ESG committees or governance bodies to oversee implementation, track progress, and report outcomes to stakeholders. Workforce engagement and internal communication play a key role in ensuring that ESG principles are embedded into the combined entity’s ethos.
An illustrative case is the Tata Steel-Bhushan Steel merger, where post-merger efforts went beyond operational consolidation to include harmonization of environmental practices and employee welfare programs. Today, successful ESG integration is not just a moral imperative—it is a strategic necessity for maintaining investor confidence and regulatory compliance.
4. Challenges and Future of ESG in M&A
4.1 Key Challenges in ESG Compliance for M&A
Despite significant progress, several challenges persist in integrating ESG into M&A in India. A major challenge lies in the absence of uniform ESG reporting frameworks, complicating comparability and evaluation. (Clark, Feiner, & Viehs, 2015; Lyon & Montgomery, 2015) While SEBI's BRSR initiative is a major step, Indian companies continue to follow varied disclosure standards, including global frameworks such as GRI, SASB, and TCFD. This lack of uniformity complicates benchmarking and comparability, particularly in cross-border transactions.
Greenwashing remains a key concern, with companies often overstating or misrepresenting their ESG initiatives. (Lyon & Montgomery, 2015) With ESG becoming a marketing advantage, some companies exaggerate or misstate their sustainability credentials. The absence of rigorous third-party assurance or regulatory penalties for false claims heightens the risk of acquiring companies with misrepresented ESG performance, leading to long-term liabilities.
Additionally, fragmented regulatory oversight remains a barrier. SEBI, RBI, MCA, and other authorities have issued ESG-related directives, but there is limited coordination or convergence in enforcement. This regulatory fragmentation creates uncertainty for both domestic acquirers and foreign investors evaluating Indian targets.
Capacity constraints further inhibit ESG adoption, especially among SMEs. Smaller firms often lack the technical expertise, human resources, and financial capacity to implement and monitor comprehensive ESG programs. As a result, these firms may struggle to meet ESG expectations, even if they are otherwise attractive acquisition targets.
4.2 Future Trends in ESG and M&A
Looking ahead, several trends are poised to reshape ESG’s role in Indian M&A. A major development will be the creation of a unified ESG taxonomy and data repository by Indian regulators. This would streamline disclosures, improve access to comparable ESG data, and reduce due diligence complexities.
Technological innovation will also play a crucial role. AI-driven ESG analytics, predictive risk modelling, and automated compliance tools are being developed to support due diligence and integration. (Grewal, Serafeim, & Yoon, 2016) These tools can identify potential ESG red flags in real-time, providing acquirers with sharper insights into the target’s sustainability profile.
Institutional investors and private equity funds are expected to further embed ESG criteria into their investment and acquisition frameworks. Firms like ChrysCapital and Everstone have already started using ESG checklists in deal sourcing and post-deal monitoring. Globally, ESG-focused funds are increasing their exposure to Indian companies that can demonstrate long-term sustainability strategies.
Sustainability-linked financing instruments will also continue to expand. Regulatory incentives for green bonds, sustainability-linked loans, and blended finance structures will encourage acquirers to adopt ESG-aligned capital strategies.
Finally, India's commitment to achieving net-zero emissions by 2070, combined with a growing policy focus on sustainable development, ensures that ESG will remain a key pillar of the M&A landscape. Companies that internalize ESG principles are likely to enjoy preferential access to capital, smoother regulatory approvals, and enhanced brand equity.
CONCLUSION
The role of ESG compliance in M&A transactions is no longer optional or peripheral—it is central to strategic decision-making and long-term value creation. In India, regulatory developments such as SEBI’s BRSR framework, combined with evolving investor expectations, are driving a shift toward more responsible and sustainable deal-making.
This article has explored how ESG influences various stages of the M&A lifecycle—from target identification and valuation to due diligence, deal structuring, and post-merger integration. ESG not only helps mitigate risks and build resilience but also enhances stakeholder trust and unlocks new avenues for capital access and competitive advantage.
Despite existing hurdles like reporting inconsistencies, greenwashing, and regulatory fragmentation, the future trajectory is clear. ESG is rapidly transitioning from a formality to a core strategic component, driven by technological innovation, increased investor oversight, and societal demands. (Amberg, N., & Friberg, R. 2016).
For Indian corporates and investors, this presents a unique opportunity to lead the global ESG movement from the front. By embedding ESG principles into the fabric of M&A decision-making, businesses can drive sustainable growth, create inclusive value, and contribute meaningfully to the country’s long-term development agenda.
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