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CORPORATE GOVERNANCE AND ESG COMPLIANCE: EMERGING

CHALLENGES AND OPPORTUNITIES
MAHETA AMIT KIRITBHAIL
ABSTRACT

Corporate governance has undergone a remarkable transformation in recent years due
to increasing emphasis on Environmental, Social, and Governance (ESG) principles.
Investors, regulators, consumers, and other stakeholders have shifted their
expectations from traditional profit-oriented corporate models towards sustainable
and responsible business practices. ESG compliance has emerged as a significant
mechanism for promoting transparency, accountability, ethical conduct, and long-
term value creation. In India, several regulatory developments, including the
Companies Act, 2013, the Securities and Exchange Board of India (SEBI) regulations,
and the Business Responsibility and Sustainability Reporting (BRSR) framework,
have strengthened the integration of ESG considerations into corporate governance
structures. Despite these advancements, corporations face numerous challenges in
implementing ESG standards effectively. Issues relating to lack of uniform reporting
standards, greenwashing, inadequate data disclosure, increased compliance costs, and
difficulties in balancing profitability with sustainability objectives continue to hinder
ESG adoption. At the same time, ESG compliance presents substantial opportunities
for enhancing corporate reputation, attracting responsible investments, improving
stakeholder confidence, and ensuring sustainable economic growth. This paper
critically examines the relationship between corporate governance and ESG
compliance, analyses the existing legal and regulatory framework, identifies emerging
challenges, and explores the opportunities created by ESG-oriented governance
mechanisms. The study further provides recommendations aimed at strengthening

ESG integration and promoting sustainable corporate practices in India.
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I. INTRODUCTION

Corporate governance constitutes the framework of rules, principles, and processes
through which corporations are directed and controlled. Traditionally, corporate
governance focused primarily on protecting shareholders' interests and maximizing
profits. However, globalization, environmental concerns, social inequalities, and
increasing stakeholder activism have transformed the understanding of corporate
governance into a broader concept encompassing sustainability and ethical
responsibility. Corporate governance principles have evolved globally through
international frameworks emphasizing transparency, accountability, and stakeholder
participation. The Organisation for Economic Co-operation and Development (OECD)
has recognized effective corporate governance as a foundation for sustainable

economic growth and responsible corporate behaviour.

Environmental, Social, and Governance (ESG) factors have emerged as essential
indicators for evaluating corporate performance and long-term sustainability. ESG
principles encourage corporations to consider environmental protection, social
welfare, employee rights, ethical business conduct, and effective governance
mechanisms while making strategic decisions. Consequently, ESG compliance has

become an indispensable component of modern corporate governance systems.

Globally, organizations such as the United Nations, the Organisation for Economic Co-
operation and Development (OECD), and the World Economic Forum have
emphasized the importance of sustainable corporate practices. The United Nations
Sustainable Development Goals (SDGs) have further accelerated the integration of
ESG principles into corporate governance frameworks. Similarly, investors and
financial institutions increasingly evaluate companies based on their ESG

performance before making investment decisions.>2

In India, the evolution of ESG governance has been significantly influenced by
legislative and regulatory measures. The Companies Act, 2013 introduced provisions
relating to corporate social responsibility, independent directors, and enhanced
disclosures. Furthermore, SEBI has implemented several initiatives, including the

Business Responsibility and Sustainability Reporting (BRSR) framework, to improve

2 Andrei Shleifer and Robert W Vishny, ‘A Survey of Corporate Governance’ (1997) 52 Journal of
Finance 737.
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transparency and accountability among listed entities. Although ESG compliance
offers several benefits, corporations encounter various practical and legal challenges
in its implementation. The absence of universally accepted standards, inconsistent
disclosure requirements, greenwashing practices, lack of expertise, and increased
regulatory burdens have complicated the process of ESG integration. Nevertheless,
effective ESG compliance has the potential to generate competitive advantages,
strengthen stakeholder relationships, and contribute to sustainable economic
development. The present study aims to analyse the evolving relationship between
corporate governance and ESG compliance, evaluate the regulatory framework
governing ESG practices in India, identify the major challenges faced by corporations,
and examine the opportunities arising from sustainable governance practices. The
paper further seeks to propose recommendations for enhancing ESG implementation

and promoting responsible corporate behaviour.3
II. RESEARCH OBJECTIVES

The present study seeks to examine the evolving relationship between corporate
governance and Environmental, Social, and Governance (ESG) compliance in the
context of modern business organizations. The specific objectives of the study are as

follows:

» To analyse the concept and significance of corporate governance and ESG
compliance.

» To examine the legal and regulatory framework governing ESG practices in
India.

» To study the role of the Companies Act, 2013 and the Securities and Exchange
Board of India (SEBI) in promoting sustainable corporate governance.

» To identify the emerging challenges associated with ESG implementation and
compliance.

» To evaluate the opportunities and advantages offered by ESG-oriented
governance mechanisms.

*» To compare Indian ESG practices with international standards and best

practices.

3 Robert G Eccles, Ioannis Ioannou and George Serafeim, ‘The Impact of Corporate Sustainability on
Organizational Processes and Performance’ (2014) 60 Management Science 2835.
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» To suggest measures for strengthening ESG compliance and improving

corporate governance frameworks.

III. RESEARCH QUESTIONS
The present study attempts to answer the following research questions:

e What is the relationship between corporate governance and ESG compliance?

e How has ESG emerged as an important component of modern corporate
governance?

e What are the major legal and regulatory mechanisms governing ESG practices
in India?

e What challenges are faced by corporations in implementing ESG standards?

e How do ESG principles contribute to long-term value creation and sustainable
development?

e What lessons can India learn from international ESG frameworks and
practices?

e What measures can be adopted to ensure effective ESG compliance and
corporate accountability?

IV. RESEARCH METHODOLOGY

The present research is doctrinal and analytical in nature. It primarily relies upon
secondary sources of data, including books, journal articles, research papers, reports
published by international organizations, government publications, statutes,
regulations, and judicial decisions. The study adopts a qualitative approach to analyse
the existing legal framework and corporate governance mechanisms relating to ESG
compliance. Various reports issued by the Securities and Exchange Board of India
(SEBI), the Ministry of Corporate Affairs, the Organisation for Economic Co-operation
and Development (OECD), the World Economic Forum, and the United Nations have
been referred to for understanding contemporary developments in ESG governance.
The research also employs a comparative approach to evaluate international best
practices and their relevance to the Indian corporate landscape. Through analytical
examination, the study identifies emerging challenges and proposes suitable
recommendations for strengthening ESG integration in corporate governance

systems.
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V. REVIEW OF LITERATURE

A review of existing literature reveals that corporate governance and ESG compliance
have become increasingly interconnected in recent years. Various scholars,
institutions, and international organizations have emphasized the importance of
integrating sustainability concerns into corporate decision-making processes.
According to Shleifer and Vishny (1997), corporate governance refers to mechanisms
through which investors ensure returns on their investments. Their study primarily
focused on shareholder protection and managerial accountability. However,

subsequent developments expanded the concept beyond shareholder interests.?

Cadbury (1992) highlighted in the Cadbury Report the importance of transparency,
accountability, and ethical conduct as fundamental principles of corporate
governance. 4These principles later became central to ESG-oriented governance

frameworks.

Eccles, Ioannou, and Serafeim (2014) argued that companies adopting sustainable
governance practices generally outperform those that neglect environmental and
social considerations. Their research demonstrated that ESG factors contribute to

long-term value creation and organizational resiliences.

The Organisation for Economic Co-operation and Development (OECD) has
consistently advocated for integrating sustainability into corporate governance
systems. According to the OECD Principles of Corporate Governance, responsible
business conduct and stakeholder engagement are essential components of effective

governance.®

The World Economic Forum has emphasized that ESG metrics are increasingly
becoming crucial indicators for evaluating corporate performance. It has advocated
for standardized reporting frameworks and greater transparency in sustainability

disclosures.”

4 Adrian Cadbury, Report of the Committee on the Financial Aspects of Corporate Governance (1992).
5 Robert G Eccles, Ioannis Ioannou and George Serafeim, ‘The Impact of Corporate Sustainability on
Organizational Processes and Performance’ (2014) 60 Management Science 2835.

6 Organisation for Economic Co-operation and Development, OECD Guidelines for Multinational
Enterprises on Responsible Business Conduct (OECD Publishing 2023).

7 World Economic Forum, Measuring Stakeholder Capitalism: Towards Common Metrics and
Consistent Reporting of Sustainable Value Creation (2020).
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In the Indian context, the Companies Act, 2013 introduced several provisions aimed
at improving governance standards, including mandatory Corporate Social
Responsibility (CSR), enhanced disclosure requirements, and independent
directorship. These reforms have contributed significantly to the evolution of
responsible corporate governance. SEBI has further strengthened ESG governance by
introducing the Business Responsibility and Sustainability Reporting (BRSR)
framework for listed entities. The BRSR framework aims to enhance transparency,
comparability, and accountability regarding sustainability-related disclosures. Several
scholars have also pointed out challenges associated with ESG implementation. These
include the absence of universally accepted standards, increased compliance costs,
lack of expertise, and the growing phenomenon of greenwashing. Such concerns
highlight the necessity for robust regulatory frameworks and improved disclosure
mechanisms. Overall, the existing literature indicates that ESG compliance is
gradually transforming traditional corporate governance models into broader
stakeholder-oriented frameworks that prioritize sustainability, accountability, and

long-term economic development.
VI. CONCEPT OF CORPORATE GOVERNANCE AND ESG

Corporate governance refers to the system of rules, practices, and processes by which
a company is directed and controlled. It involves balancing the interests of a company’s
many stakeholders, including shareholders, management, customers, suppliers,
financiers, government, and the community. The fundamental objective of corporate
governance is to ensure transparency, accountability, fairness, and ethical conduct in
corporate decision-making. Traditionally, corporate governance was narrowly focused
on shareholder wealth maximization. However, modern governance frameworks have
expanded this scope to include stakeholder interests and long-term sustainability. This
shift has been significantly influenced by Environmental, Social, and Governance
(ESG) principles.8

ESG represents three critical factors used to evaluate a company’s ethical impact and

sustainability performance:

8 Organisation for Economic Co-operation and Development, G20/OECD Principles of Corporate
Governance (OECD Publishing 2023). Global Reporting Initiative, GRI Universal Standards (2021).
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» Environmental factors include climate change policies, carbon emissions, waste
management, energy efficiency, and environmental conservation practices.

» Social factors include employee welfare, human rights, diversity and inclusion,
consumer protection, and community engagement.

» Governance factors include board structure, executive compensation, audit

systems, transparency, and shareholder rights.

The integration of ESG into corporate governance reflects a paradigm shift from short-

term profit orientation to long-term value creation and responsible business conduct.
VII. EVOLUTION OF ESG COMPLIANCE

The concept of ESG has evolved gradually over several decades. Initially, corporate
governance was driven by financial reporting and compliance with legal obligations.
However, global financial crises, environmental degradation, and social inequality

highlighted the limitations of traditional governance models.
KEY DEVELOPMENTS IN ESG EVOLUTION INCLUDE:
1. 1970S—1990S: ETHICAL INVESTING PHASE

Investors began excluding companies involved in unethical activities such as tobacco,

weapons, and pollution-heavy industries.
2.1990S—2000S: CORPORATE SOCIAL RESPONSIBILITY (CSR) EXPANSION

CSR became a mainstream concept, emphasizing voluntary corporate contributions to

social welfare.
3. 2000S—2010S: SUSTAINABILITY INTEGRATION

ESG factors began to be integrated into investment decisions, risk management, and

corporate strategies.
4. 2015 ONWARDS: GLOBAL STANDARDIZATION ERA

The adoption of the United Nations Sustainable Development Goals (SDGs) and Paris

Climate Agreement strengthened global ESG commitments.

5. PRESENT ERA: REGULATORY ESG COMPLIANCE
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ESG is now increasingly mandatory rather than voluntary, with strict disclosure

requirements introduced by regulators such as SEBI in India.?
VIII. LEGAL AND REGULATORY FRAMEWORK IN INDIA

India has developed a robust regulatory framework to support corporate governance
and ESG compliance. Key legislative instruments include the Companies Act, 2013 and

SEBI regulations.
8.1 COMPANIES ACT, 2013

The Companies Act, 2013, is a landmark legislation that strengthened corporate

governance in India through various provisions:

» Mandatory Corporate Social Responsibility (CSR) under Section 135
» Requirement of independent directors in listed companies

* Formation of audit committees and nomination committees

» Enhanced disclosure norms in financial reporting

» Protection of minority shareholders’ rights

These provisions collectively promote transparency, accountability, and ethical

governance.1°
8.2 SEBI REGULATIONS AND BRSR FRAMEWORK

The Securities and Exchange Board of India (SEBI) has introduced several governance
reforms to enhance ESG compliance. The most significant development is the Business
Responsibility and Sustainability Reporting (BRSR) framework, which replaced the
earlier Business Responsibility Report (BRR). BRSR requires top listed companies to

disclose ESG-related performance indicators, including;:

* Environmental impact and resource usage
» Social responsibility initiatives
» Governance practices and ethical standards

» Risk management and sustainability strategy

9 United Nations Environment Programme Finance Initiative, Principles for Responsible Investment

(2023).
10 The Companies Act, No. 18 of 2013, India Code
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This framework aligns Indian corporate reporting with global sustainability standards

and enhances investor confidence.
8.3 OTHER REGULATORY DEVELOPMENTS

» National Guidelines on Responsible Business Conduct (NGRBC)

» Reserve Bank of India (RBI) sustainability initiatives in the financial sector

» Climate-related disclosure expectations aligned with global frameworks such as
TCFD

IX. ROLE OF ESG IN MODERN CORPORATE GOVERNANCE

ESG has become a central pillar of modern corporate governance due to its ability to

enhance long-term sustainability and risk management.
9.1 RISK MITIGATION

ESG frameworks help companies identify environmental and social risks such as

climate change, labour disputes, and regulatory penalties.
9.2 INVESTOR CONFIDENCE

Institutional investors increasingly rely on ESG ratings to make investment decisions.

Companies with strong ESG performance attract more capital.

9.3 ENHANCED CORPORATE REPUTATION

Strong ESG compliance improves brand value and stakeholder trust.
9.4 LONG-TERM VALUE CREATION

ESG-focused companies are better positioned for sustainable growth and resilience in

volatile markets.
X. Importance of ESG in Corporate Governance
The importance of ESG in corporate governance can be summarized as follows:

» Ensures ethical and responsible business conduct
* Promotes sustainable development goals
» Enhances transparency and accountability

» Improves access to global capital markets

u Securities and Exchange Board of India Act, 1992, No. 15, Acts of Parliament, 1992 (India)

VVJL 275

Verdict Voices Law Journal




VVLJ | VERDICT VOICES LAW JOURNAL VOLUME 1 ISSUE 1

» Reduces regulatory and reputational risks

» Strengthens stakeholder engagement

ESG is no longer optional but a strategic necessity for modern corporations operating

in a globalized economy.!2
XI. INTERNATIONAL COMPARATIVE ANALYSIS
11.1 EUROPEAN UNION (EU)

The EU has one of the most advanced ESG regulatory frameworks, including the
Corporate Sustainability Reporting Directive (CSRD). It mandates detailed ESG

disclosures and sustainability reporting for large companies.
11.2 UNITED STATES

In the US, ESG regulation is more market-driven than mandatory. Agencies like the
SEC have proposed climate disclosure rules, but ESG compliance is largely driven by

investor pressure.
11.3 UNITED KINGDOM

The UK has integrated Task Force on Climate-related Financial Disclosures (TCFD)
requirements into corporate reporting, making climate risk disclosure mandatory for

large firms.
11.4 INDIA

India’s approach is evolving through SEBI’s BRSR framework, CSR provisions under
the Companies Act, 2013, and increasing emphasis on sustainability reporting. India

is moving toward a hybrid model combining mandatory and voluntary ESG
XII. CASE STUDIES
12.1 TATA GROUP (INDIA)

Tata Group has been a pioneer in corporate governance and sustainability. Its
companies actively integrate ESG principles into operations, focusing on

environmental conservation, employee welfare, and ethical governance.!3

12 Task Force on Climate-related Financial Disclosures, Recommendations of the Task Force on
Climate-related Financial Disclosures (2017).
'3 Tata Group, Sustainability Report (2023).
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12.2 INFOSYS

Infosys has adopted strong ESG reporting practices and is committed to carbon

neutrality, diversity, and transparent governance structures4.
12.3 UNILEVER

Unilever is globally recognized for its Sustainable Living Plan, integrating ESG into its

core business strategy, leading to long-term profitability and brand strength?s.
XIII. FINDINGS AND ANALYSIS
The study reveals several key findings:

» ESG has evolved from voluntary CSR initiatives to mandatory governance
frameworks.

= Regulatory bodies like SEBI have significantly strengthened ESG compliance in
India.

» Companies with strong ESG performance demonstrate better long-term
financial stability.

» However, implementation gaps exist due to lack of standardization and skilled
professionals.

» Greenwashing remains a major threat to ESG credibility

XIV. CONCLUSION

Corporate governance is undergoing a fundamental transformation with the
integration of ESG principles. ESG compliance has emerged as a key driver of
sustainable development, responsible investment, and long-term corporate success.
In India, regulatory reforms such as the Companies Act, 2013 and SEBI’'s BRSR
framework have significantly strengthened ESG governance. However, challenges
such as lack of standardization, greenwashing, and implementation costs must be
addressed to ensure effective ESG integration. Overall, ESG represents not merely a
compliance requirement but a strategic shift toward sustainable and responsible

capitalism.

14 Infosys, ESG Report, 2023
15 Unilever, Sustainable Living Plan Report (2023).
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