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INTEGRATING ESG (ENVIRONMENTAL, SOCIAL, GOVERNANCE) CRITERIA 

INTO M&A DUE DILIGENCE 

Nune Nagaraju* 

INTRODUCTION  

The most important exercise that a transaction lawyer undertakes in an M&A transaction is 

conducting due diligence of the target company. The purpose of due diligence is to uncover the 

critical details and information of the target company, which might otherwise be overlooked, 

and to ensure that all potential risks and issues are identified and addressed before the 

consummation of the transaction. Under the caveat emptor, buyers must exercise caution and 

thoroughly investigate the products or services they intend to acquire.  

The principle emphasizes self-reliance and vigilance, ensuring that buyers are aware of what 

they are purchasing and any potential defects or issues that may arise, legal due diligence 

exercise typically starts on the execution of the term sheet between the investor and the target 

company. Investor or the investing parties are usually referred to as the buy side and the target 

company is referred to as the seller side and typically it is the buyer side that engages a team 

of professionals to conduct due diligence on the target company. Different kinds of due 

diligence are carried out like financial due diligence, Technical Due diligence, Real Estate Due 

diligence, Forensic Due Diligence, and Legal Due Diligence. 

Integrating Environmental, Social, and Governance (ESG) criteria into mergers and 

acquisitions (M&A) due diligence is increasingly recognized as a key strategy for identifying 

risks, ensuring compliance, and enhancing the long-term value of a deal. In the past, due 

diligence primarily focused on financial, operational, and legal risks. However, as ESG factors 

have become a priority for stakeholders—investors, regulators, consumers, and employees—

incorporating ESG considerations into the M&A process is now essential.  
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 It offers a comprehensive view of the risks and opportunities inherent in a potential deal. It not 

only helps avoid potential pitfalls but can also unlock strategic value by aligning the merger or 

acquisition with long-term sustainability goals. Moreover, as the market continues to prioritize 

sustainability, integrating ESG factors into due diligence is becoming a standard practice that 

can differentiate a deal as forward-thinking and socially responsible. 

NATURE OF PROBLEM  

Integrating Environmental, Social, and Governance (ESG) criteria into M&A (Mergers and 

Acquisitions) due diligence is a complex, multifaceted process that can present several 

challenges for companies and advisors. These challenges stem from the nature of ESG itself, 

its evolving regulatory landscape, the difficulty in quantifying certain ESG factors, and the 

need for specialized expertise. Some of the key problems faced when incorporating ESG 

criteria into M&A due diligence, like lack of standardization and consistency in ESG metrics, 

availability and reliability, Evolving regulatory landscape, Difficulty in quantifying ESG risks 

and opportunities, Integration Complexity post-merger. 

RESEARCH QUESTIONS 

1. What are the key challenges in integrating ESG criteria into M&A due diligence 

processes? 

2. How do environmental risks affect the financial valuation of an M&A target? 

3. What social should be prioritized in M&A due diligence? 

4. How do governance structures and practices influence the attractiveness of a target 

company in M&A deals? 

HYPOTHESIS 

The hypothesis mainly in M&A transactions that integrate ESG criteria during due diligence is 

more likely to result in improved regulatory compliance and risk mitigation strategies post-

merger but the ESG due diligence helps identify potential compliance issues (e.g., 

environmental violations, and labor disputes), allowing the acquirer to address them 

proactively, thereby minimizing legal or financial risks after the merger.  
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RESEARCH METHODOLOGY 

The research methodology is a doctrinal method for this paper, the research uses the conceptual 

analysis method. The research relied upon primary sources of source material, judicial 

documents, case studies, various journals, and government websites. 

TENTATIVE CHARACTERISATION 

The following is the characterization of the paper. 

1. Introduction It introduces the concept of Integrating ESG (Environmental, Social, 

Governance) Criteria into M&A Due Diligence 

2. Definition This chapter deals with the concept of Integrating ESG (Environmental, 

Social, Governance) Criteria into M&A Due Diligence which is relevant to the paper 

and also discusses the concept of Integrating ESG Criteria into M&A Due Diligence 

3. Types of Integrating ESG (Environmental, Social, Governance) Criteria into M&A Due 

Diligence 

4. Scope of Integrating ESG (Environmental, Social, Governance) Criteria into M&A Due 

Diligence  

5. Suggestion and conclusion 

CHAPTER 1 

INTRODUCTION 

In recent years ESG considerations have emerged as critical factors influencing corporate 

decision-making and investor sentiment worldwide. ESG refers to a set of criteria used to 

evaluate a company's performance and sustainability in three key areas environmental impact, 

social responsibility, and corporate governance practices. As the world becomes more 

conscious of the pressing global challenges such as climate change, social inequality, and 

ethical business practices, companies in India are increasingly recognising the significance of 

incorporating ESG principles into their operations. While the framework of ESG is highly 

pertinent and in line with sustainable goals, the practical employment of the same needs to be 

assessed with the market and the economic conditions of the nation. Thereby, the liability lies 

not in the framework but in its operational aspects.  To assess the way forward for the 

enforcement of ESG constructively, measures such as.  Strengthening regulations or 
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guidelines. -Improved rules and recommendations for corporations to report their ESG 

performance and risks have recently been implemented by India's regulatory organizations, 

including the Securities and Exchange Board of India (SEBI) and the Ministry of Corporate 

Affairs (MCA).  However, there is still room to make these rules and recommendations holistic 

and more enforced. Increasing awareness and education.  

Driving change in India requires an increasing understanding of the value of ESG norms among 

businesses, investors, and stakeholders. Initiatives like workshops, seminars, and other training 

methods can help with this building. - Companies in India must be able to adopt ESG standards, 

which include having data collection and analysis tools. By giving businesses, the appropriate 

tools and help. Such as technical support and training, can be accomplished, by Encouraging 

long-term thinking Instead of being viewed as a distinct and short-term priority, ESG factors 

should be included in long-term business strategy and decision-making processes.  

Encouraging stakeholder engagement to understand and manage their ESG concerns, as well 

as to develop trust and a positive reputation, businesses should interact with their stakeholders, 

including employees, clients, suppliers, and local communities. Encouraging investors to 

integrate ESG considerations. ESG factors should be considered by investors when making 

investment decisions and strategies because doing so is not only ethical but also profitable. 

Encouraging government and private institutions to collaborate. To create a favorable climate 

for businesses to implement ESG standards and for investors to invest in ESG-compliant 

enterprises, the Government, commercial institutions, and civil society should work 

collaboratively.   

Alternatively, in arguendo, against the stringent application of ESG norms in India, a 

developing country, the author wants to address the principle of "common but differentiated 

responsibilities" which gives the expansive scope to least developed or developing countries to 

adapt to climate change or other norms with a relaxed threshold of compliance. By engaging 

with either an eased threshold or with the aforementioned suggestions, companies, investors 

and even the Government can adequately promote sustainable and healthy industry practices 

which is in line with the global objective. To help ensure comprehensive ESG integration in 

M&A due diligence, firms should develop an ESG due diligence, A review of the target 

company’s environmental practices and impact, and social policies regarding labor, diversity, 

community relations, and product safety. Governance practices, including board structure, 
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executive compensation, and compliance. Identifying any key risks, liabilities, or opportunities 

related to ESG factors.  

Analysis of relevant ESG reports, certifications, and audits. Incorporating ESG criteria into 

M&A due diligence offers a comprehensive view of the risks and opportunities inherent in a 

potential deal. It not only helps avoid potential pitfalls but can also unlock strategic value by 

aligning the merger or acquisition with long-term sustainability goals. Moreover, as the market 

continues to prioritize sustainability, integrating ESG factors into due diligence is becoming a 

standard practice that can differentiate a deal as forward-thinking and socially responsible. 

CHAPTER-2 

DEFINITION 

ESG stands for Environmental, Social, and Governance, and refers to the three central factors 

used to evaluate the sustainability and societal impact of an organization or investment. ESG 

criteria help assess how a company performs in areas that go beyond financial metrics, focusing 

on its impact on the environment, its treatment of people, and the quality of its governance 

practices. Environmental, this aspect focuses on a company’s environmental impact and 

practices, such as Climate change the company is addressing climate-related risks, including 

carbon emissions, energy consumption, and efforts to mitigate climate change. Resource 

management is the company's policies on waste management, water usage, and conservation 

of natural resources. Sustainability practices the implementation of eco-friendly policies, such 

as using renewable energy, minimizing environmental footprint, or promoting circular 

economy practices. Social, this criterion evaluates a company's relationships with its 

employees, customers, suppliers, and the communities where it operates. 

 Key considerations include Labour practices, Fair wages, employee health and safety, working 

conditions, and respect for workers' rights. Diversity and inclusion efforts to create a diverse 

workforce, including gender, racial, and cultural diversity. Community impact as Contributions 

to local communities, including philanthropy, volunteer efforts, and addressing social issues 

such as poverty or education. 

In Governance, this factor looks at the company's leadership, executive pay, audits, internal 

controls, and shareholder rights. It encompasses, board composition showing the diversity and 

independence of the board of directors, and how it aligns with stakeholder interests. 
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Transparency includes the disclosure of financial performance, risks, and ESG-related policies 

and outcomes. Ethical business practices show the company’s approach to combating 

corruption, and fraud and ensuring fair treatment of shareholders.  

The ESG matters in Investment Decisions as ESG criteria are increasingly important to 

investors who consider them as indicators of long-term sustainability and risk management. 

Risk Management includes Companies that excel in ESG factors and are seen as lower risk, 

particularly in areas like regulatory compliance, reputation, and operational continuity. Social 

Responsibility role ESG emphasizes the importance of businesses acting responsibly in the 

broader societal context, ensuring they contribute positively to the world. ESG is a framework 

for assessing a company's non-financial performance in critical areas that affect the planet, its 

people, and its governance practices, offering a more comprehensive view of a company's 

overall sustainability. 

Integrating environmental, social, and governance (ESG) considerations into mergers and 

acquisitions (M&A) due diligence is the process of methodically adding ESG considerations 

to the assessment of a possible merger or acquisition. The target company's sustainability 

policies, risks, and overall impact on the environment, society, and governance structures are 

taken into account in addition to conventional financial analysis. By including ESG factors in 

due diligence, buyers may more accurately evaluate any risks and possibilities that might not 

be immediately visible in the financial statements. This helps them make smarter decisions and 

guarantees the transaction's long-term success. 

Mitigation of Risk-like ESG integration aids in identifying possible risks, such as labor 

disputes, environmental liabilities, or governance shortcomings, that may have an impact on a 

deal's long-term value. Early identification of these risks allows acquirers to renegotiate terms 

or structure the transaction to reduce exposure. Creating Value like Future expansion and 

profitability of a business can be directly impacted by ESG performance. Businesses with 

strong sustainability credentials or those ahead of regulatory requirements, for instance, may 

have a competitive advantage. Better decision-making regarding synergies and post-merger 

growth potential can result from an understanding of these factors. Expectations of stakeholders 

and investors as Investors, consumers, and other stakeholders expect businesses to be good 

corporate citizens as sustainability gains traction. ESG can improve a company's reputation and 

foster long-term value creation by showing stakeholders that the acquirer takes environmental 

stewardship, social responsibility, and good governance seriously. 
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Adherence to Regulations as Businesses must increasingly report their ESG performance and 

adhere to changing regulatory frameworks (such as the SEC's climate-related disclosures and 

the EU's Sustainable Finance Disclosure Regulation). Future compliance problems and fines 

can be avoided by making sure that ESG criteria are included in due diligence. Following the 

merger. 

ESG considerations are important for post-merger integration. The merger may encounter 

integration or reputational problems if the acquiring company fails to appropriately account for 

the cultural, operational, or regulatory challenges associated with ESG. By coordinating ESG 

principles and practices between the two companies, early due diligence can aid in the planning 

of a more seamless integration process. 

CHAPTER-3  

TYPES OF INTEGRATING ESG CRITERIA INTO M&A DUE DILIGENCE 

Environmental, social, and governance, or ESG, are the three main criteria used to assess an 

organization's or investment's sustainability and societal impact. ESG criteria, which 

concentrate on a company's effects on the environment, how it treats people, and the caliber of 

its governance practices, aid in evaluating how well it performs in areas other than financial 

metrics. Environmental: This component focuses on a business's actions and effects on the 

environment, including, Climate change, the business is handling risks associated with climate 

change, such as energy use, carbon emissions, and mitigation initiatives. 

Resource management, The organization's guidelines for water use, waste disposal, and natural 

resource preservation. Sustainability practices like the application of environmentally friendly 

laws, such as those about the use of renewable energy, reducing environmental impact, or 

encouraging the circular economy. Governance, Examining the target company's corporate 

governance practices and structures, including executive compensation, board of directors 

composition and effectiveness, transparency, ethical business practices, regulatory compliance, 

and any past corruption or legal issues. Due Diligence in the Environment 

Understanding how the target company handles its environmental risks and opportunities is the 

main goal of this kind of ESG integration. It looks at Assessing energy use, carbon reduction 

tactics, greenhouse gas emissions, and climate change risks known as the "carbon footprint" 

and "climate risk. Adherence to Regulations: evaluating the possibility of environmental 

liabilities and examining adherence to environmental laws and regulations. 
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Practices for Sustainability: examining how the business uses energy efficiency, waste 

reduction, renewable resources, and product lifecycle management (such as environmentally 

friendly production methods).  

Resource Management: Evaluating the company's attempts to implement circular economy 

principles and how it handles natural resources like energy, raw materials, and water. Social 

Due Diligence focuses on assessing the target company's social impact and practices. Important 

areas consist of Labor Practices & Human Capital: Examining diversity and inclusion 

programs, training, workplace safety, employee satisfaction, pay policies, and employee 

relations. Health & Safety Standards: Examining the business's dedication to health and safety, 

especially if it works in hazardous industries like chemicals or manufacturing. Community 

Engagement Evaluating the company's involvement in and support of local communities, 

including corporate social responsibility (CSR) programs, community development, and 

philanthropic endeavours. Supply Chain Management: Analysing the company's supply chain 

management practices about fair wages, labor rights, supplier diversity, and ethical sourcing.  

Leadership Due Diligence: Assessing the target company's corporate governance practices and 

framework is the main goal of governance due diligence. Important components consist of 

Board composition and structure: evaluating the board of directors' independence, diversity, 

and experience to see if it complies with best governance practices. 

 Executive Compensation & Alignment: Examining the executive compensation plan to make 

sure it incorporates performance metrics that encourage sustainability and moral conduct and 

is in line with the long-term creation of shareholder value.  

Transparency & Reporting: Examining how the business reports, especially when it comes to 

ESG issues. This covers the accuracy of the company's ESG data as well as whether it discloses 

it by accepted standards (such as TCFD, SASB, and GRI). ESG Risk Evaluation This strategy 

focuses on identifying and reducing particular ESG-related risks that could affect the acquiring 

company's finances or reputation. Important dangers consist of Environmental Liabilities: 

Possible liabilities for pollution, contaminated land, or noncompliance that may lead to 

penalties or cleanup expenses. 

Social Controversies: Dangers that could damage the company's reputation or result in legal 

ramifications that stem from its labor practices, diversity concerns, community relations, or 

customer complaints. Governance Failures: The dangers of bad governance, such as possible 
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conflicts of interest, executive wrongdoing, or regulatory noncompliance, may result in fines 

from the government or erode investor confidence. Regulatory Compliance The dangers of 

breaking changing ESG rules, like anti-bribery laws, diversity quotas, and carbon emissions 

standards. 

CHAPTER-4 

SCOPE OF INTEGRATING ESG CRITERIA INTO M&A DUE DILIGENCE 

The range of environmental, social, and governance (ESG) factors that are assessed when 

evaluating a target company is referred to as the scope of incorporating ESG criteria into M&A 

(Mergers and Acquisitions) due diligence. ESG due diligence incorporates an evaluation of the 

company's governance structure, social practices, and environmental impact in addition to 

standard financial and operational analysis. Acquirers can reduce risks, make better decisions, 

and find chances to create long-term value by combining these variables. Depending on the 

industry, the acquirer's strategic objective, and the nature of the transaction, the scope of ESG 

integration in M&A due diligence can be wide and complex. 

Environmental (E) Scope Assessing the target company's environmental impact involves 

looking at how it uses resources (such as energy, water, and raw materials), how it manages 

waste, how much pollution it produces, and how much carbon it emits. Climate Change Risk: 

Examining the company's exposure to risks associated with climate change, both transitional 

(such as market shifts toward sustainability) and physical (such as extreme weather events), 

and evaluating its mitigation and adaptation plans. Environmental Liabilities as Determining 

any past or prospective obligations about environmental harm, such as pollution, hazardous 

waste, or pollution, and assessing a business's adherence to environmental rules and laws. 

Sustainability Practices and Innovation as Examining how a business has implemented 

sustainable practices, such as waste reduction, recycling, energy efficiency, renewable energy 

use, and product sustainability. Regulatory Compliance is Making certain that the intended 

business is. Social (S) Scope Labor Practices: Assessing how the organization treats its 

employees, their working conditions, pay, work rights, diversity and inclusion policies, and 

union relations. Human Rights. 

Evaluating whether the business upholds human rights throughout its supply chains and 

operations, taking into account any potential hazards of child labor, forced labor, or worker 

rights violations. Health and Safety, Examining the organization's policies, workplace injury 
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statistics, and steps taken to protect workers' health and safety, especially in high-risk 

industries. Community Relations and Social Impact: Examining the target company's 

philanthropic endeavors, social investments, and community development initiatives to 

determine how it engages with and affects nearby communities. 

Examining the company's customer relations, product quality, safety regulations, and 

complaint-handling practices to ensure customer satisfaction and product safety. Governance 

(G) Extent Board Composition and Structure: Examining the composition, independence, 

diversity, and experience of the board of directors. A diverse, well-organized board is regarded 

as a crucial sign of sound governance. Corporate Culture and Ethics: Examining the company's 

ethical behavior, corporate culture, and dedication to integrity, including whistleblower 

protections, business ethics, and anti-corruption initiatives. 

Executive Compensation: Examining whether the target company's executive compensation 

policies are in line with performance metrics, sustainability objectives, and long-term 

shareholder value. Transparency and Reporting: Assessing the company's ESG reporting 

procedures and transparency, including whether it uses established frameworks (such as the 

TCFD, SASB, or GRI) to disclose its ESG performance and the caliber and correctness of the 

information provided. Legal risks and regulatory compliance: examining the business's 

adherence to pertinent laws, such as labor laws, securities laws, and anti-corruption and anti-

bribery laws. 

CHAPTER V 

CONCLUSION AND SUGGESTION 

Making informed, sustainable, and value-driven business decisions now heavily relies on 

incorporating ESG (Environmental, Social, and Governance) criteria into due diligence for 

mergers and acquisitions (M&A). The scope of due diligence has changed as consumers, 

regulators, and investors place a higher value on moral, sustainable, and responsible business 

practices. ESG considerations are essential for determining an acquisition's long-term 

feasibility as well as for spotting possible risks and opportunities that go beyond financials.  

Social problems like labor practices, environmental risks like climate change, and governance 

issues like corporate ethics can all have a big impact on a target company's future operational 

stability, profitability, and reputation. Additionally, ESG integration promotes innovation, 

increases operational efficiencies, finds synergies, and makes sure the merged business is 
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positioned, creating a thorough ESG framework by putting in place a methodical way to assess 

ESG considerations during due diligence.  

In addition to being customized for the particular industry and regions involved in the 

transaction, this framework ought to be in line with globally accepted standards (such as GRI, 

TCFD, and SASB). Work Together with ESG Experts: To carry out in-depth analyses, enlist 

the help of ESG experts like environmental consultants, social impact analysts, or governance 

specialists. This will guarantee a comprehensive examination of possible hazards and prospects 

that might be missed by a due diligence procedure that is solely focused on finances or 

operations. Assess Long-Term Opportunities and Risks: Pay attention to long-term elements 

that may impact the target's competitive advantage, reputation, and business model in addition 

to immediate ESG risks.  

Examine the target's ability to adjust, for instance, to changing consumer preferences, changing 

regulatory environments, or climate change. Integrate ESG into Valuation Models: The target 

company's financial valuation should take ESG considerations into account. Consider how the 

target's ESG performance can increase its market value (e.g., through stronger brand reputation 

or cost savings from sustainability efforts) and account for any ESG-related liabilities (e.g., 

environmental fines, legal risks, or remediation costs). 

Execute Scenario Analysis: Perform scenario analyses that take into account the possible 

financial effects of ESG risks in various scenarios. For instance, how might the target's 

operations and financial results be impacted in the future by more stringent climate regulations, 

social unrest, or governance issues, Early Stakeholder Engagement: Make sure that early on in 

the process, all pertinent parties are consulted, including investors, staff, clients, and regulators. 

The due diligence procedure and post-acquisition integration plans can benefit from their 

insightful opinions on ESG priorities and expectations. 

Integrating ESG criteria into M&A due diligence is a critical step in ensuring that acquisitions 

are not only financially profitable but also ethically responsible, sustainable, and future-proof. 

Acquirers can generate long-term value, reduce possible risks, and cultivate a good rapport 

with stakeholders by assessing ESG risks and opportunities. Incorporating ESG considerations 

into the due diligence procedure improves decision-making quality overall and aids in 

navigating the intricacies of the quickly evolving business environment of today. 
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