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ABSTRACT

Environmental, social, and governance (ESG) governance has emerged as a critical component of corporate
sustainability, requiring organizations to adopt transparent and accountable practices. Internal audit, traditionally
focused on financial and compliance activities, is now expected to play a strategic role in ESG oversight. This
article proposes a conceptual framework that defines internal audit’s contribution to ESG governance through
its core roles: assurance, risk assessment, and advisory services. The framework highlights how these roles
influence governance outcomes by enhancing ESG risk management and improving the quality of sustainability
reporting, which act as mediating mechanisms. Additionally, it incorporates moderating factors such as board
oversight and regulatory pressure that shape the strength of these relationships. By integrating governance
theories—Agency, Stakeholder, and Institutional—the study advances theoretical understanding while offering
practical guidance for boards, audit committees, and practitioners. The findings emphasize the internal audit’s
transition from a compliance-driven function to a strategic partner in achieving ESG objectives. This work
provides a foundation for future empirical research and offers actionable insights for organizations seeking to
enhance accountability, transparency, and long-term sustainability through effective ESG governance.
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INTRODUCTION

ESG factors have become essential to corporate sustainability and are a key concern for stakeholders worldwide.
Today, organizations face increasing pressure from investors, regulators, and the public to show accountability
and transparency in managing ESG risks (Ding et al., 2024). This rising demand has shifted corporate priorities
beyond just financial results, focusing more on ethical governance, environmental care, and social responsibility.
As a result, internal audit functions, which have traditionally focused on financial compliance and operational
efficiency, are evolving to take on a more strategic role in supporting ESG efforts (Sabauri, 2024).

Despite the growing importance of ESG governance, many organizations lack a clear framework that
incorporates internal audit into their ESG governance process. While internal audit departments are expected to
provide assurance on the accuracy of ESG reports and evaluate related risks, their roles often remain unclear
(Rakipi & D’Onza, 2023). Some organizations view internal audit as an advisory partner in ESG integration,
while others limit its involvement to compliance checks (Sabauri, 2024). This lack of clarity creates a gap
between theory and practice, raising questions about how internal audit can most effectively contribute to ESG
governance and improve organizational accountability.

This study aims to define the role of internal audit in ESG governance by creating a framework that emphasizes
its assurance, advisory, and risk assessment functions. It aims to demonstrate how these roles can enhance the
quality of ESG reporting, improve risk management, and promote overall governance effectiveness. In doing so,
this article addresses two key research questions:

How can internal audit contribute to strong ESG governance structures?
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Which aspects of internal audit are most impactful in achieving this goal?

The importance of this study lies in its ability to improve theoretical understanding and offer practical guidance.
Academically, the proposed framework bridges internal audit theory with ESG governance, contributing to the
growing literature on sustainability assurance. Practically, it provides actionable insights for internal audit
leaders, audit committees, and boards on utilizing internal audit capabilities to meet regulatory requirements,
build stakeholder trust, and achieve long-term sustainability objectives.

LITERATURE REVIEW

ESG Governance: Concepts and Evolution

ESG governance has become a crucial part of modern corporate management, reflecting the increasing
recognition of sustainability as a key driver of organizational resilience and long-term success. ESG governance
encompasses a set of principles and practices designed to ensure that companies operate responsibly, ethically,
and in alignment with societal and environmental expectations (Huzooree & Yadav, 2025). It extends beyond
merely complying with legal standards, focusing on proactive strategies to manage climate risks, promote social
equity, and maintain robust governance systems (Lokuwaduge & De Silva, 2020). Over time, ESG governance
has shifted from a voluntary initiative to a regulatory requirement in many areas, with global frameworks and
guidelines influencing disclosure and reporting practices (Nicolo’ & Andrades-Pefia, 2024).

Internal Audit and Corporate Governance

Internal audit is an essential part of the corporate governance system, traditionally responsible for assuring
financial reporting, risk management, and internal control systems. Its primary role has historically been to
ensure compliance, protect assets, and detect fraud (Ziorklui et al., 2024). Nevertheless, the function has
progressively expanded to encompass strategic supervision and advisory services (Ali & Akter, 2023). This
change has been driven by the increasing complexity of business operations and stakeholder demands for greater
accountability (Ma, 2021). Today, an internal audit is expected to deliver objective insights that enhance
governance and support organizations in managing emerging risks, extending beyond financial concerns.

Intersection of Internal Audit and ESG

The integration of ESG into organizational strategies has introduced new dimensions of risk and opportunity,
prompting a reassessment of the internal audit’s role. Unlike traditional financial risks, ESG risks are
multidimensional, long-term, and often involve reputational concerns (Lokuwaduge & De Silva, 2020). Internal
audit is uniquely positioned to support ESG governance by evaluating control adequacy, verifying the reliability
of sustainability data, and advising on risk mitigation strategies (Sabauri, 2024). Furthermore, internal audit can
help improve ESG reporting accuracy and ensure alignment with international standards. Its involvement not
only enhances transparency but also builds stakeholder confidence in ESG disclosures (Gherai et al., 2024).

Gaps in Existing Research

Although ESG governance is widely recognized as important, research specifically examining the internal audit's
role in this area remains limited. Most existing studies focus on sustainability reporting or external assurance,
neglecting the internal processes that support ESG accountability. There is a lack of empirical and conceptual
models explaining how internal audit functions interact with ESG governance structures to add value (Rakipi &
D’Onza, 2023). Additionally, the scope of internal audit’s ESG responsibilities remains unclear, especially
regarding the balance between assurance and advisory roles (Sabauri, 2024). These gaps highlight the need for
a conceptual framework that positions internal audit as a vital facilitator of ESG governance and clarifies its role
in contributing to organizational sustainability goals.
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THEORETICAL UNDERPINNINGS
Agency Theory

Agency theory describes the relationship between principals, such as shareholders, and agents, like managers,
where conflicts often arise due to differing interests (Moloi & Marwala, 2020). In ESG governance, these
conflicts become more complex as organizations face increasing demands from stakeholders for sustainable
practices (Yeh et al., 2023). Managers may focus on short-term financial results, while stakeholders prioritize
long-term environmental and social objectives. Internal audit serves as a monitoring tool that helps reduce
information gaps and promotes accountability. By providing independent assurance on ESG reporting and risk
management, internal audit helps mitigate agency conflicts and foster trust between management and
stakeholders (Sabauri, 2024).

Stakeholder Theory

Stakeholder theory expands the traditional shareholder-focused view by acknowledging that organizations have
responsibilities to a broad range of stakeholders, including employees, customers, regulators, and local
communities (Pesqueux & Damak-Ayadi, 2005). ESG governance closely aligns with this theory, as it requires
companies to consider environmental and social impacts alongside financial results (Wang, 2024). Internal audit
plays a vital role in ensuring these diverse interests are addressed by checking compliance with ESG standards
and evaluating the success of sustainability efforts (YYan et al., 2024). Through advisory and assurance activities,
internal audit helps strengthen an organization’s ability to meet stakeholder expectations and maintain its
legitimacy in the market.

Institutional Theory

Institutional theory highlights how organizations conform to external pressures and norms to gain legitimacy
and stability. The increasing focus on ESG governance reflects institutional influences, including regulatory
demands, industry best practices, and societal expectations (Ahmad et al., 2023). Organizations adopt ESG
practices not only for ethical reasons but also to stay competitive and protect their reputation (Solaimani, 2024).
Internal audit plays a crucial role in ensuring compliance with ESG regulations and guiding the implementation
of practices that align with institutional norms (Rakipi & D’Onza, 2023). Its role ensures that ESG commitments
are integrated into organizational processes, rather than being seen as mere symbolic gestures, thereby
strengthening both compliance and credibility.

METHODOLOGY

This study adopts a conceptual research design to develop a framework that explains the internal audit’s role in
ESG governance. It draws on a synthesis of peer-reviewed academic literature sourced primarily from Scopus,
Web of Science, and Google Scholar databases, covering the period from 2018 to 2025. The selection focused
on studies related to internal auditing, ESG governance, sustainability reporting, and risk management. The
literature was critically evaluated based on theoretical relevance, empirical strength, and thematic alignment
with ESG integration. The framework is theoretically grounded in agency, stakeholder, and institutional theories.
It integrates findings from recent studies to identify key roles of internal audit and the mechanisms through
which they influence ESG outcomes. This methodological approach ensures that the framework is both
theoretically robust and practically relevant, paving the way for future empirical validation.

CONCEPTUAL FRAMEWORK

The proposed framework positions internal audit as a vital enabler of ESG governance, emphasizing three key
roles: assurance, risk assessment, and advisory services. These roles play a key role in enhancing ESG
governance effectiveness by improving the quality of sustainability reporting and strengthening ESG risk
management (Miao, 2024). The assurance role ensures the transparency and dependability of ESG disclosures
through independent verification. In contrast, the risk assessment role detects, evaluates, and tracks ESG-related
risks, integrating them into overall risk management (Eulerich et al., 2022). The advisory role supports these
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efforts by advising on the design of governance structures, implementing internal controls, and enhancing
reporting systems.

The framework suggests that the impact of internal audit on ESG governance is achieved through two primary
mechanisms: effective ESG risk management and high-quality sustainability reporting. These factors turn
internal audit activities into meaningful governance results (Fernandez et al., 2025). Additionally, external and
internal factors—such as board oversight and regulatory pressure—serve as moderators, enhancing the impact
of the internal audit’s contributions. When boards actively supervise ESG strategies and regulations demand
compliance, the value generated by internal audit becomes more significant (Yan et al., 2024).

Overall, the framework views internal audit not just as a compliance function but as a strategic partner in ESG
integration, providing assurance, risk insights, and advisory input that together improve organizational
accountability and sustainability performance.

Diagram 1: Conceptual framework for ESG governance effectiveness

Mediator Variables

= ES5SC Rizk Management
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Quality

Independent Variables

Internal Audit Rolez Dependent Variable
*  Aszurance ESG Governance
* Rizk Aszezzment Effectiveness
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As shown in Diagram 1, the framework outlines the relationships between several key components that influence
the effectiveness of ESG governance. The framework identifies three primary independent variables (1Vs): the
internal audit’s roles in assurance, risk assessment, and advisory services. Each role contributes uniquely to ESG
governance. Assurance focuses on the verification and reliability of ESG disclosures, while risk assessment
evaluates the organization’s exposure to ESG-related risks. The advisory role guides the development and
enhancement of ESG strategies and internal control mechanisms. Together, these roles form the foundation of
the internal audit’s influence on ESG practices.

The dependent variable (DV) is ESG governance effectiveness, which reflects the extent to which an
organization successfully embeds ESG principles into its strategic, operational, and reporting processes. The
framework also introduces two key mediating variables (MedVs): ESG risk management and sustainability
reporting quality. These act as pathways through which internal audit functions translate into improved
governance outcomes—Dby identifying ESG risks early and enhancing the transparency and credibility of
disclosures. Additionally, moderating variables (MVs)—namely, board oversight and regulatory pressure—
influence the strength of these relationships. When boards are actively engaged and regulatory frameworks are
stringent, internal audit’s contribution to ESG governance becomes more impactful and strategically significant.
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IMPLICATIONS AND CONTRIBUTIONS
Theoretical Implications

This conceptual framework advances the theoretical development of internal auditing and ESG governance by
integrating established governance theories—Agency theory, Stakeholder theory, and Institutional theory—
within the context of ESG. Historically, the internal audit literature has focused on financial controls,
compliance, and operational efficiency, with limited attention to sustainability issues. This study expands that
focus by suggesting that internal audit plays a vital role in ensuring ESG governance effectiveness through
assurance, risk assessment, and advisory functions, as stated by Sabauri (2024). The framework introduces
mediating variables, such as ESG risk management and the quality of sustainability reporting, which illustrate
the pathways through which internal audit affects governance outcomes. It also includes moderating factors,
such as oversight and regulatory pressure, providing a more comprehensive understanding of the conditions that
strengthen or weaken these relationships. By doing so, the study lays a foundation for future empirical testing
and comparative research across industries and jurisdictions.

Practical Implications

From a practical standpoint, the proposed framework offers actionable insights for boards, audit committees,
and internal audit professionals. Organizations are facing increasing scrutiny from regulators, investors, and the
public regarding the credibility of their ESG commitments and disclosures (Tamasiga et al., 2024). Internal audit
can address this challenge by providing independent assurance on the accuracy of ESG data, ensuring
compliance with reporting standards, and incorporating ESG risk assessments into enterprise risk management
frameworks. This shift positions internal audit as a strategic partner rather than solely a compliance function, as
mentioned. Boards and audit committees can use the framework to clearly define the role of internal audit,
allocate resources for ESG-related audit engagements, and enhance oversight mechanisms. For regulators and
professional bodies, the model provides guidance for developing policies and standards that encourage internal
audit involvement in ESG reporting and governance. Ultimately, the effective implementation of this framework
can enhance stakeholder confidence, mitigate the risk of greenwashing, and support the organization's long-term
sustainability goals.

FUTURE RESEARCH DIRECTIONS AND CONCLUSION

This study presents a conceptual framework that positions internal audit as a vital enabler of effective ESG
governance. The framework emphasizes three primary roles of internal audit—assurance, risk assessment, and
advisory—and describes how these roles impact ESG governance through mediating factors such as ESG risk
management and the quality of sustainability reporting. Additionally, the model includes moderating factors,
specifically board oversight and regulatory pressure, which influence the strength of these relationships. By
aligning internal audit functions with ESG goals, organizations can move beyond compliance-based strategies
to adopt proactive measures that improve transparency, accountability, and long-term value creation.

The conceptual framework makes two main contributions. First, it broadens the scope of internal audit by
including ESG governance. Second, it offers practical guidance for organizations aiming to strengthen ESG
governance and align with stakeholder expectations in a more regulated environment. The framework highlights
that the internal audit’s role in ESG governance extends beyond traditional assurance, also to include strategic
advice and risk-based input, making the function a key part of sustainable business practices.

Future Research Directions

While this study offers valuable insights, it is limited by its conceptual approach and lack of empirical validation.
Future research should focus on testing the proposed framework across various industries and geographic regions
to evaluate its applicability and robustness. Quantitative studies could measure the strength of relationships
between internal audit roles and ESG governance outcomes. At the same time, qualitative research could
examine organizational practices and challenges in implementing ESG-focused internal audit activities.
Comparative studies between developed and emerging markets would further deepen understanding of
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contextual differences affecting ESG governance practices. Additionally, longitudinal research could assess how
the internal audit’s ESG role evolves in response to regulatory changes and stakeholder demands.

By addressing these areas, future studies can enhance both theoretical and practical understanding, ensuring that
internal audit continues to play a crucial role in helping organizations transition toward sustainable governance.

CONCLUSION

Through the development of this conceptual framework, the study concludes that internal audit plays a pivotal
role in enhancing ESG governance effectiveness. When internal audit roles—namely assurance, risk assessment,
and advisory—are strategically aligned with ESG priorities, they enable organizations to adopt a more structured
and credible approach to sustainability. These roles do not operate in isolation but influence ESG outcomes
through key mediating mechanisms such as ESG risk management and the quality of sustainability reporting.
These pathways ensure that internal audit efforts are not merely procedural but meaningfully contribute to
strengthening transparency, stakeholder confidence, and organizational legitimacy.

Furthermore, the effectiveness of this contribution is amplified or diminished by contextual moderating factors,
particularly board oversight and regulatory pressure. In environments where boards are proactive and regulatory
frameworks are stringent, the value derived from internal audit involvement in ESG matters becomes more
profound. This reinforces the notion that internal audit must evolve beyond a compliance-focused function and
embrace a strategic, integrated approach to sustainability governance. Overall, this framework lays the
groundwork for future empirical validation and provides practical direction for both corporate governance actors
and policymakers seeking to embed ESG values into the organizational fabric.
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