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Abstract:

The introduction of the Securities and Exchange Board of India's (SEBI) Business Responsibility and
Sustainability Reporting Core (BRSR Core) framework marked a significant shift in India's corporate ESG
landscape. Originally conceptualized in July 2023, this mandatory "reasonable assurance" regime aimed to
eliminate greenwashing by bringing financial-grade audit rigor to non-financial metrics.

By targeting the NIFTY 500 companies through a phased rollout, SEBI created a structural divide in the
Indian capital markets: Mandated Sustainability Assurance vs. Real Operational Performance.
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INTRODUCTION

The friction between regulatory compliance and actual performance impacts capital allocation, corporate
expenditure, and market valuations across the Indian corporate landscape.

The Structural Shift: BRSR Core vs. Traditional ESG

Unlike generic ESG frameworks that rely heavily on voluntary disclosures, the BRSR Core mandates
audited verification across nine key attributes: [1]

Feature Traditional BRSR Disclosures Mandated BRSR Core Assurance

Data Self-reported, management-approved Mandatory Reasonable Assurance by independent
Veracity data. auditors.

Scope of Confined strictly to operations within Extends to Value Chain disclosures (Top 250 listed
Impact legal entities. firms by FY 2024-25).

Focus Exhaustive, often qualitative 9 KPI attributes focusing heavily on intensity (GHG,
Metrics narratives. water, waste).

Audit Low operational or regulatory liability High professional liability, aligning ESG metrics with
Liability for errors. statutory audit rules.
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The Friction: Assurance vs. Real Performance[1,2,3]

The core friction stems from the divergence between compliance auditing and genuine environmental/social
impact.

1. The Compliance Premium vs. Greenwashing Eradication:

The mandate forces NIFTY 500 companies to build extensive internal data ecosystems. However, "assured
data" does not naturally equate to "better performance.” A company can be fully compliant, possess
flawlessly verified data, and still maintain high emission levels. This creates an institutional paradox:
foreign capital requires the assurance, but domestic operational realities dictate the performance.

2. The "Value Chain" Bottleneck:

By pushing assurance requirements onto the value chain (upstream suppliers and downstream distributors),
larger NIFTY 500 enterprises face friction. Small and Medium Enterprises (SMES) serving as suppliers
frequently lack the infrastructure to capture financial-grade ESG data, leading to supply chain strain or
artificially inflated compliance costs passed up to the listed entity.

Impact on Capital Allocation

The mandate has reshaped how domestic institutional investors (DIIs) and foreign portfolio investors (FPIs)
allocate capital to NIFTY 500 firms.

. Bifurcation of Foreign Capital Flows: FPIs bound by strict SFDR (Sustainable Finance Disclosure
Regulation) or global mandates are actively redirecting capital toward BRSR Core-compliant entities.
NIFTY 500 firms failing to clear reasonable assurance criteria risk being excluded from global ESG index
inclusions.

. Rise of Targeted Public Impact Investing: As highlighted by recent academic data, public impact
investing relies heavily on the verifiable metrics provided by BRSR Core. Capital is increasingly flowing
toward green capexs—such as sustainable agriculture or clean energy projects—where the ROI is anchored
by assured metrics. [1]

. Increasing Cost of Capital for Laggards: Banks and domestic mutual funds are implementing
differentiated lending rates. Firms showing verified performance improvements receive a premium on
sustainability-linked bonds, while firms with poor numbers (even if assured) face higher borrowing
costs.[4,5,6]

Market Valuation Dynamics

Market participants are adjusting their valuation models from "intent-based" metrics to "risk-adjusted,
verified performance™ metrics.

. The Assurance Premium: Firms that achieve early, clean reasonable assurance reports witness lower
stock price volatility during macro market contractions. Investors treat the BRSR Core compliance as a
proxy for high-quality corporate governance.

. Discounting Unverified Pledges: The market has begun punishing companies that announce
aggressive "Net Zero" targets but show stagnant or worsening year-over-year operational indicators (e.g.,
energy/water intensity trends). Real performance improvement—such as verified water-positive statuses or
advanced circular waste recycling—is directly correlating with EBITDA margin protection and earnings
multiple expansion. [1]

DISCUSSION

India mandates third-party reasonable assurance for sustainability disclosures through the Business
Responsibility and Sustainability Report (BRSR) Core framework, regulated by the Securities and
Exchange Board of India (SEBI).
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Key Details in India

* Scope: Applies to the top listed entities in India based on market capitalization.

» Mandatory Assurance Standard (BRSR Core): Requires independent, reasonable assurance on specified
Key Performance Indicators (KPIs) spanning environmental, social, and governance (ESG) attributes.

» Assurance Provider Rules: Providers must possess specialized ESG expertise and maintain strict
independence (statutory auditors are eligible if conflicts of interest are managed, whereas internal auditors
are ineligible). Accepted standards include ISAE 3000 or the Institute of Chartered Accountants of India
(ICAI) standards like SSAE 3000.

The Securities and Exchange Board of India’s (SEBI) introduction of the BRSR Core (Business
Responsibility and Sustainability Reporting Core) framework represents a paradigm shift in corporate
transparency, fundamentally rewriting the rules of capital allocation in the Indian market. By transitioning
ESG (Environmental, Social, and Governance) data from a subjective, marketing-driven narrative into an
audit-ready financial discipline, SEBI has provided institutional investors with the precise, verified metrics
needed to price risk and allocate capital efficiently. [7,8,9]

The Structural Foundation: What is BRSR Core?

BRSR Core is a targeted subset of the broader BRSR framework, featuring 49 quantifiable Key
Performance Indicators (KPIs) across 9 ESG attributes. Unlike traditional self-reported sustainability
metrics, BRSR Core mandates third-party reasonable assurance—an rigorous level of validation akin to
financial auditing—rolled out progressively from the top 150 listed entities in FY 2023-24 to the top 1,000
listed entities by FY 2026 [1, 2, 3]

Crucially, it introduces mandatory value chain disclosures, requiring anchor companies to report on
upstream and downstream partners accounting for 75% of their purchases or sales by value. [1, 2]

4 Ways BRSR Core Shakes Up Capital Allocation

1. Shifting Capital from "Intent" to "Assured Alpha"

Historically, ESG capital allocation suffered from the threat of greenwashing. Investors hesitated to
premium-price "sustainable” companies because the underlying data lacked verification. By mandating
reasonable assurance using global auditing benchmarks like ISAE 3000, SEBI has eliminated this
ambiguity. Capital is now actively fleeing companies that only offer vague, forward-looking climate
promises and is consolidating around firms with traceable, verified operational efficiency. [1, 2, 3, 4, 5]

2. The Supply Chain "Flywheel Effect" on Credit and Equity

Because top companies must audit 75% of their value chain, the capital allocation impact cascades
downstream to unlisted suppliers and MSMEs. [1, 2]

. Equity Allocation: Institutional funds are looking beyond a company's direct operations. A large
enterprise with high Scope 1 and 2 efficiency but an opaque, carbon-heavy supply chain faces a higher cost
of capital and potential divestment. [1, 2]

. Debt Allocation: Indian banks and financial institutions are integrating these supply-chain ESG
metrics into corporate credit risk models, offering preferential loan rates to "green” ecosystems. [1]

3. Standardizing Global and Domestic Fund Inflows[10,11,12]

SEBI introduced India-specific KPIs into the core framework—such as job creation in small towns and
gross wages paid to women—alongside global metrics like revenue-adjusted intensity ratios based on
Purchasing Power Parity (PPP). This dual-design makes Indian corporate data instantly comparable for
foreign portfolio investors (FPIs) and sovereign wealth funds, de-risking cross-border capital flows and
directing global pools of green liquidity straight into top-tier ESG-compliant Indian equities. [1, 2]

4. Driving Internal Capital Expenditure (CapEx)

BRSR Core acts as a strategic internal mirror. Because companies are legally held accountable for metrics
like water consumption intensity, energy efficiency, and waste management, boardrooms are restructuring
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their own internal capital deployment. Capital that once went toward traditional expansion is increasingly
being allocated toward sustainable infrastructure upgrades, renewable energy integration, and waste-to-
wealth technologies to protect company valuations and maintain access to public markets. [1, 2, 3, 4]
Bridging the Compliance Timeline

The strategic repositioning of capital follows a strict regulatory glide path set by SEBI, establishing when
assured metrics alter the cost of capital for various market caps: [1, 2]

Financial ~ Applicability for Assured Value Chain Capital Market Impact

Year BRSR Core Reporting Scope P P

FY 2023- : . . . . ,

24 Top 150 listed entities Voluntary tracking  Blue-chip re-rating by foreign ESG funds.
FY 2024- Top 250 listed entities Top 2.50 (Comply-or- Domestic mutyal. fund.s mandate verified
25 explain) data for portfolio inclusion.

FY 2025- Top 500 listed entities Top 250 (Limited Supply_ .chaln compllan.ce becomes a
26 Assurance) prerequisite for vendor capital.

Current Operational Friction Points
While the impact on capital allocation is overwhelmingly positive for market health, it introduces immediate
macroeconomic hurdles:[13,14,15]

. The SME Compliance Strain: Smaller unlisted vendors lack the data infrastructure to provide
comprehensive ESG metrics, risking their inclusion in major corporate supply chains. [1, 2]
. Assurance Capacity Deficits: India faces a short-term deficit of qualified, independent third-party

ESG assurance professionals capable of performing thorough site-level validations. [1, 2]

Ultimately, SEBI’s BRSR Core strips away the optional, "feel-good” nature of corporate social
responsibility and transforms sustainability into a hard line-item on the corporate balance sheet. Over the
coming years, companies that master data traceability within their ecosystem will secure lower borrowing
costs, premium equity valuations, and sticky institutional capital, while laggards will face capital starvation.
[1,2,3,4,5]

RESULTS

The NIFTY 500 Index represents the top 500 companies listed on the National Stock Exchange of India
(NSE), capturing approximately 90% of the exchange's total free-float market capitalization. This index acts
as a primary benchmark for the Indian stock market, capturing all three major market segments: Large-cap,
Mid-cap, and Small-cap companies. [1, 2, 3, 4]

Core Valuation Metrics

The primary valuation gauges reveal that the broad Indian market is currently trading in a historically
attractive or moderately undervalued zone: [1]

. Total Market Capitalization: The total market cap of the NIFTY 500 index constituents stands at
~%4.01 Crore Crores (approx. ¥401 Trillion INR). [1]

. Price-to-Earnings (P/E) Ratio: The current index P/E stands at 21.00.

o Valuation Context: This is about 11% below its 5-year historical median P/E of 23.59.
Historically, a P/E around 21 indicates that the index is sitting in a "fair to cheap” territory relative to its
historical performance. [1, 2, 3]

. Price-to-Book (P/B) Ratio: The current index P/B stands at 3.07.
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o Valuation Context: This has cooled off from its 3-year historical average of 3.79, signaling a
healthy correction in core asset valuation. [1, 2]

. Dividend Yield: The trailing dividend yield is 1.28%. [1]

Comparison: NIFTY 500 vs. NIFTY 50 Valuations[16,17,18]

The NIFTY 500 offers a different valuation dynamic compared to the headline blue-chip NIFTY 50 index:

i . NIFTY 500 NIFTY >0 : .
Valuation Metric (Large-Cap Valuation Interpretation
(Broad Market)
Only)
Current P/E Ratio 21.00 19.30 Broad_ mgrk_et incll_Jdes high_er-growth mid & small
caps, justifying a slight premium over large caps.
Historical 3Y 2421 9250 Both indices are currently trading below their
Median P/E ' ' historical averages (Relative Undervaluation).
Market ~90% of NSE ~60% of NSE NIFTY 500 offers a diversified picture across
Representation Free-Float Free-Float cyclical and structural growth sectors.

Valuation Concentration & Methodology

1. Free-Float Weighting Structure: The NIFTY 500 valuation is calculated using the Free-Float Market
Capitalization Method. This means a company’s valuation weight in the index depends solely on the value
of shares available for public trading (excluding promoter holdings). [1, 2]

2. Top Megacaps: Due to the weighting methodology, a massive chunk of the index value is driven by
India’s largest companies like Reliance Industries, Bharti Airtel, HDFC Bank, and ICICI Bank. [1, 2]
3. Sector Breakdown: The valuation is heavily impacted by the Financial Services sector, which holds

the highest structural weight at over 31%, followed by Information Technology, Oil & Gas, and Fast-
Moving Consumer Goods (FMCG). [1]

CONCLUSIONS

The NIFTY 500 is an Indian broad-based stock market index of the companies listed in the National Stock
Exchange.l*! It contains top 500 listed companies on the NSE. The NIFTY 500 index represents about
92.04% of free float market capitalization and about 84.07% of the total turnover on the National Stock
Exchange (NSE) in India as on 30 March 2026.11 The index's base date is 01 January 1995, and is
rebalanced semi-annually. Financial services are the highest constituent of the index with 31.58% weight,
followed by capital goods and healthcare[19]

NIFTY 500 companies are disaggregated into 72 industry indices. Industry weights in the index reflect
industry weights in the market. For example, if the banking sector has a 5% weight in the universe of stocks
traded on the NSE, banking stocks in the index would also have an approximate representation of 5% in the
index.*l NIFTY 500 can be used for a variety of purposes such as benchmarking fund portfolios, launching
of index funds, ETFs and other structured products[20]
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