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Abstract: The aim of this study is to know how big the role of the auditor is in raising 
awareness of the application of sustainability reporting and the extent to which information 
is disclosed on the aspects of Environment, Social and Governance (ESG). Several 
previous studies were used as objects reviewed. The result underscores the multifaceted 
contributions of internal auditors, ranging from providing assurance on ESG disclosures 
and conducting due diligence on business partners to engaging in consulting activities and 
fostering a sustainable supply chain. This practice emphasizes that ESG-related expertise 
within Internal Audit Functions (IAFs) is crucial for promoting ESG maturity and effective 
reporting. Collaboration between internal and external auditors is vital to maintain 
independence and objectivity, ensuring the quality and reliability of ESG-related 
information. The trend of integrating ESG considerations into audit processes aligns with 
the broader global shift toward responsible business practices, and it positions internal 
auditors as valuable contributors to corporate governance and stakeholder trust. As ESG 
gains prominence, the internal auditor's ability to navigate the complexities of ESG metrics 
and controls becomes a competitive advantage, reinforcing their role as a key player in 
achieving sustainable and responsible business outcomes 
Keywords: Environmental Social Governance; Internal Auditor; Sustainability  

 
INTRODUCTION 

 
The world's population growth continues to increase which has led to an increase in 

development economic growth in many countries as well as Indonesia. This is also followed 
by the development and increase of various industries in the business world which of 
course have an important role in fulfilling the economic feasibility of the people. In fact, all 
areas of any business cannot be separated from responsibility, be it towards the 
environment, society, and corporate governance itself. While it is true that increasing profits 
as high as possible can help a company achieve its success, it will not necessarily make 
the company sustainable.  

Accordingly, the world of financial investment may undergo significant changes, 
which take into account the sustainability criteria, or ESG – Environment, Social and 
Governance. This standard is premised on the premise that companies will increasingly 
need to continuously generate indicators and demonstrate that they are monitoring the 
performance of their measures in order not to expose themselves to new ESG scenarios. 
In this scenario, audit will play an important role in the context of the new corporate 
sustainability and his ESG. In fact, audits should enhance their communication role to 
increase their support for corporate governance (Lopes da Silva & Onome Imoniana, 
2021).  
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If the company ignores just one aspect of this responsibility, then the company must 
be prepared to face the consequences that arise. According to a CFA Institute report, 85% 
of investment professionals in Europe, the Middle East and Africa consider. 

ESG issues most frequently in their research and investment decisions, followed by 
81% in Asia Pacific and the Americas. 68% of it's a percentage. While ESG investing is 
already mandatory for many institutional investors in Europe, a PwC report found that Asian 
institutional investors are "increasingly seeking managers with ESG capabilities." He also 
noted a growing body of research showing companies with strong ESG certification 
outperform underperforming companies. Additionally, companies are becoming better at 
disclosing their ESG performance. 

Based on data from the Directorate of Law Enforcement in 2022 regarding the LHK 
Performance Report of the Ministry of Environment and Forestry, it was conveyed that 
various crimes against the environment and forestry have occurred since the establishment 
of the Directorate General of LHK Enforcement in 2015. Based on the typology, it can be 
categorized, namely the problem of burning forests as well as land with the number 2 %, 
illegal logging with a rate of 15%, cases regarding the distribution of TSL with a rate of 9%, 
environmental damage with a rate of 1%, encroachment and mining with a figure of 14% 
as well as pollution of the environment at 57% (Gassman et al., 2021). 

 

 
Figure 1. Various crimes against the environment and foresty 

Sources: (Gakkum, 2022) 
 

The disclosure of environmental, social and governance (ESG) information is 
increasing due to the growing demand for information that understands how corporate 
activities affect society. As the pace and impact of social and environmental disruption 
increases, companies are increasingly seeking ESG certification. These problems make 
us more aware of the importance of implementing responsibility towards the environment, 
society and corporate governance. This has also become the government's attention by 
issuing a copy of POJK No. 51/POJK.03/2017 Concerning Sustainable Finance for 
Financial Services Institutions, Issuers and Public Companies which has also become a 
mandate in Law no. 32 of 2009 concerning Environmental Protection and Management. 
However, in environmental, social and governance disclosure and assurance. 
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ESG reporting first emerged in the 1970 as a stakeholder-driven strategy including 
non-governmental organizations, consumers and ethical investors to strengthen corporate 
accountability for the social and environmental impacts of company behavior. The rise of 
the global reporting initiative: A case of institutional entrepreneurship (Brown et al., 2009) 
As ESG grows, initiators are increasingly focusing on the expertise of financial accountants 
to increase their ESG reporting capacity to reach investors because from an investor's 
point of view, they are very interested in companies that care about ESG. Investor interest 
in ESG is underscored by the fact that in 2019 alone, 300 ESG-focused mutual funds 
received a total of $20 billion in net inflows, four times the 2018 total (Gillan et al., 2021) 
Financial accountants are trained to measure and communicate the financial information 
of listed companies to reduce information asymmetries between investors and their 
investees and increase market efficiency. (C. Gregory rogers, 2005). To ensure that the 
measurement and communication of financial information are comparable across 
organizations, financial accountants rely on reporting standards based on financial 
reporting models (Reformed Conceptual Framework for Financial Reporting). 

This model uses the concepts of 'materiality' and 'cost-effectiveness' to attempt to 
set thresholds for information disclosed in financial statements that is considered 'very 
useful'. Financial information helps investors make decisions when it is important to them. 
In other words, removing financial information from financial statements affects asset 
allocation. On the other hand, the “cost-effectiveness” rule helps limit the amount of 
information by stipulating that the benefits of disclosure must outweigh the costs to 
investors and producers (Thistlethwaite, 2015). Applying this expertise to his ESG 
disclosures, financial accounting expertise helps align her ESG information with the 
financial reports investors use to determine portfolio asset allocations. There is a role of 
accounting standards in it which helps investors make an assessment of the company. 
Therefore, this research was conducted to find out the role of accountants and auditors in 
implementing ESG in companies. In a company, there is an accountant as well as an 
auditor with the task of monitoring the company's activities. Between the auditor and the 
accountant must be held together and held together due to differences. In fact, for some 
companies, these two positions are handled by independent parties. Aired 23 Sep 2021 by 
Alifia Seftin Oktriwina. According to Investopedia news, an accountant is defined as a 
person who is professional in performing accounting functions including auditing, analyzing 
accounts, or analyzing financial reports. Accountants are generally in the finance 
department of a company. Accountants may also work for an independent accounting firm 
or open an independent accounting practice on their own. A new professional accountant 
can provide his services after receiving education and being certified which is recognized 
by the state. According to Investopedia, an auditor means someone who is authorized to 
review and verify the accuracy of records on the company's operations and administration. 
In addition, the auditor has a duty to ensure that the company being audited complies with 
the laws in force in the country where its operations are running. Another responsibility of 
the auditor is to protect the company from fraud and assist the organization in finding 
solutions to increase operational efficiency. Like accountants, auditors can work internally 
or independently. The company accountant is responsible for the following tasks: compiling 
financial reports, ensuring that existing financial documents are in accordance with the 
truth, maintaining existing financial reports, In carrying out their duties, an accountant will 
certainly work and support each other with the people in charge of the financial unit 
company. Meanwhile, an auditor has responsibilities with duties including: Carrying out 
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and monitoring the audit cycle in the company, Analyzing and evaluating financial and 
operational documents or files of the company, Developing the company's annual plan, 
participating in the development of ongoing knowledge about rules, regulations, company 
best practices, tools, techniques, and performance standards. In order for the work to run 
well, the auditor will work closely with all internal elements in the company. Because, an 
auditor needs to ensure that the company has followed and complied with regulations 
appropriately and runs with the principle of efficiency. 

M. Eulerich et al., 2022 Found a significant positive relationship between 
environmental, social, governance (ESG) assurance and Internal Audit Function (IAF) 
Participate in ESG processes and emphasize IAF contributions to promote safety. 
Additionally, these results provide evidence of the value of internal audit organizations 
through their support of ESG security. Furthermore, we found a significant positive 
association between ESG safety and high relevance of the environmental pillars, whereas 
there was a significant correlation between ESG safety and high ratings of the social or 
governance pillars. No relationship has been substantiated. These results suggest that 
rating environmental issues as highly relevant helps companies get their ESG reports 
audited. The auditor's ability to review and evaluate processes and controls for generating, 
collecting and disclosing information can provide a competitive edge in ESG assurance. In 
complex his ESG efforts, internal auditors have a good understanding of the processes 
and processes specific to risk firms and the controls to achieve goal-oriented alignment of 
his ESG-related activities, so they can act as a valuable stakeholder. (Hassan & Meyer, 
2022), (A. Eulerich & Eulerich, 2020), (MFlood, 2014). This demonstrates that internal audit 
supports governance elements and monitoring and control activities through independent 
and objective review and advice. In this way, internal audit has become widely accepted 
as an important element of corporate management (as of 2020). This result suggests that 
collateral growth has lagged relative to sustainability reporting (Alsahali & Malagueño, 
2022). 

Both survey and interviews with practitioners show that internal auditors lack 
supportive guidance, but are willing to work in this area. Taken together, these findings 
have implications for audit professionals as they highlight the need for action to educate 
and advance existing policies (Treadway Commission (COSO) and WBCSD – (Sustainable 
Organizing Committee sponsoring the World Business Council for Possible Development) 
.WBCSD), unconfirmed), (M. Eulerich & Lohmann, 2022).  

From research (Lopes da Silva & Onome Imoniana, 2021). Regardless of whether 
the investigation is internal or external, audit must be integrated into the corporate 
governance environment, ensuring hierarchical independence of auditors and reporting 
directly to the board of directors, for example. Auditors should be as knowledgeable about 
the subject of the audit as they are about the company being audited(chambers, 2017). 
LST is very important nowadays. The internal audit process has changed significantly and 
is receiving a new focus internationally. Organizations implementing an IAF are required 
to disclose their processes for evaluating and improving the effectiveness of risk 
management and internal controls (Soh & Martinov-Bennie, 2015). He also has a growing 
awareness of the role the IAF can and should play in contributing to better ESG governance 
and reporting as companies understand and respond to the risks associated with non-
financial disclosure. 2010). Due to its unique position within the organization and its shift 
to a more strategic approach, the IAF will play a key role in the transition to integrated 
reporting (Druckman, 2013). Research on IAF's ESG Engagement Shows Growing 
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Evidence of Internal Audit's Growing Focus and Role, Means Much of IAF's Work Is Now 
Focused on Non-Financial Issues It is therefore timely (IIA's International Conference).  

Based on the results of a global internal audit survey, internal auditors believe that in 
the near future, less emphasis will be placed on operational audits, compliance audits, and 
financial risk audits, and more emphasis will be placed on corporate governance and 
corporate governance. reportedly expected. The focus will be on risk management and 
strategy verification, social audits and sustainability, and ethical audits (Soh & Martinov-
Bennie, 2015). According to the Institute of Internal Auditors, when alluding to internal 
auditors, They must have the fundamental information, abilities and other competencies to 
perform their obligations. Generally, internal audit must have or have obtained the 
information, abilities and other aptitudes fundamental to perform the work. However, 
auditors who have the necessary training on ESG issues, who are strategically aligned with 
the company's business, and who adhere to best practices in risk analysis, audit planning 
and business conduct will work effectively for communication with stakeholders. Improving 
audit quality also goes hand in hand with efforts to improve audit communication and 
transparency (Lopes da Silva & Onome Imoniana, 2021).  

 
ENVIRONMENTAL ACCOUNTING  

Based on (Ikhsan, 2008) the definition of environmental accounting is as a precaution 
to avoid environmental impacts and moves in several ways, from correcting disaster-
causing events to activities carried out. The research conducted (Suaidah, 2018) shows 
that the implementation of environmental accounting has a significant impact on the value 
of a company as well as ownership of equity has a significant impact on company value. 
Ownership of shares also has a significant influence on firm value.  

(Effendi, 2021) Research and show that the application of environmental accounting 
has a positive influence on company value through the material input side. The research 
conducted (Sawitri & Setiawan, 2019) found that environmental performance has no effect 
on the value of a company and environmental accounting has a significant impact on the 
value of a company. This may be due to the paradigm shift between investors and 
companies (Azra sahira et al., 2022). 

Accounting and environmental revenue and cost information help companies clearly 
understand the relationship between business and the environment. Moreover, it enhances 
the company's reputation and image among domestic and foreign partners (Dang & 
Nguyen, 2020). Accounting, both social and environmental, has long been given attention 
by accountants. How important is this accounting where companies must communicate 
news about social activities and environmental protection to company stakeholders. 

The benefits of management accounting for companies include e.g. 1. Facilitate 
supervision and control of business activities. 2. As a reference in the company's business 
operations. 3. As a decisive aid to improve company performance. 4. Enter the correct 
information. 

The role of management accounting must be a tool for the appropriate, fair and 
efficient allocation and distribution of public funds to the public. The cost of providing 
services can be calculated using management accounting. The application of green 
accounting encourages the ability to reduce corporate environmental problems. The 
purpose of implementing environmental accounting is to increase the management of 
environmental problems by implementing environmental activities from the perspective of 
existing costs and their uses and impacts (santi gopal maji, 2023). 
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Environmental accounting serves as a reference point for measuring what costs a 
business takes out of costs associated with the environment. Starting with the cost of waste 
management and environmental protection. Operational costs can be saved with 
environmental management accounting. The effect of environmental problems on 
production costs is often unpredictable. 2. Environmental accounting can assist in decision 
making. Profitable decisions must be based on a large amount of important information. 

Why are accountants and accounting seen as causing social and environmental 
crisis problems? 

Accounting is accused of triggering an ecological and social crisis, because it 
encourages the state and economic actors to behave greedily and languidly in pursuing 
economic activities. Not all companies have to carry out environmental assessments in 
their companies. Therefore, this environmental assessment must be carried out by 
companies engaged in sectors regulated by special ministerial regulations. The concept of 
social and environmental accounting is a process of accounting measurement and 
recording that takes into account the company's social and environmental aspects. 

What obstacles are faced with the implementation of social and environmental 
accounting in Indonesia? 

There are two obstacles that make it difficult to implement social accounting in 
Indonesia. First, the lack of strong social pressure that demands corporate social 
responsibility. Second, there is a lack of awareness among Indonesian entrepreneurs 
about the importance of corporate social responsibility. The primary function of  
management accounting in the public sector is to produce accounting information that 
public managers can use in their organizational planning and control tasks. Management 
accounting is part of a unified management control system. With the existence of 
environmental accounting, a society that is more critical of the environment appears, and 
the community can play a direct role in controlling the waste produced by the company. 
The state also plays an active role in monitoring the environment. Green accounting or 
environmental accounting is the incorporation of information about environmental benefits 
and costs into various accounting practices and the incorporation of environmental costs 
into business decisions (Karino et al., 2004). This concept began to develop since the 
1970. 

PROPER is part of the board's policy, which aims to improve environmental 
management of companies in accordance with the law. Then PROPER is a symbol of 
transparency and democratization in environmental management in Indonesia. The 
Corporate Performance Evaluation Program in Environmental Management (PROPERA) 
is intended to carry out monitoring activities and implement incentive programs and/or 
incentives in the form of awards to those in charge of companies and operations. 
 

METHODS 
 

This research method is to use litelature studies supported by access to several related 
journals, as well as research conducted from various countries. The literature review in this 
research includes a series of activities regarding library data collection methods, reading 
and note-taking methods, handling research data objectively, systematically, analytically 
and critically regarding the role of the auditor in carrying out environmental, social and 
governance disclosures. The search for these journals was carried out using searches 
related to ESG and the role of internal audit in implementing ESG based on articles 
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published online. This research also analyzes various journals and articles from several 
international sites, so that the discussion in this article is not only related to one country. 
 

RESULTS AND DISCUSSION 
 

M. Eulerich & Lohmann, 2022. found a significant positive relationship between 
environmental, social and governance assurance and IAF's participation in the ESG 
process, emphasizing that IAF's contribution drives assurance. In addition, these findings 
provide evidence about the value of internal audit organizations through supportive ESG 
assurance. Furthermore, a clear positive correlation was found between ESG safety and 
the perceived high relevance of the environmental pillars, whereas high ratings of ESG 
safety and the social or governance pillars relationship has not been substantiated. These 
comes about recommend that rating natural issues as exceedingly important makes a 
difference companies get their ESG reports examined. The auditor's capacity to survey 
and assess the forms and controls utilized to create, collect and uncover data can give a 
competitive advantage in ESG affirmation. In complex ESG activities, inside inspectors are 
really important since they have a intensive understanding of not as it were the controls to 
realize goal-oriented arrangement of ESG-related exercises, but too hazard company-
specific forms and controls. (M. Eulerich et al., 2022), (M. Eulerich) In general, the starting 
point for value-added IAFs is provided by this three-factor model (M. Eulerich) The model 
states that internal audit supports governance bodies and oversight and oversight activities 
through independent and objective examination and advice. As a result, internal audit has 
become widely accepted as an integral part of good corporate governance (M. Eulerich & 
Lohmann, 2022).  

Research carried out by Rakipi & D’Onza, 2023, which held to 15 large public 
companies in europe stated that internal auditors play a pivotal role in ensuring the 
accuracy of environmental and social information presented in public sustainability reports, 
serving as a vital assurance mechanism to prevent the occurrence of misreporting. The 
Internal Audit Function is mandated to conduct due diligence on key business 
collaborators, encompassing suppliers and subcontractors, with the aim of fostering the 
establishment of a sustainable supply chain. Notably, there has been a recent uptick in the 
proportion of audit efforts allocated to verifying adherence to human rights and 
environmental protection standards. Engaging in consulting activities associated with ESG, 
constituting approximately 40% of the audit plan, offers advantages to internal auditors by 
enhancing their business acumen and providing them with the capability to comprehend 
the business from the perspective of managers. This, in turn, elevates managers' 
perception of internal audit as a value-enhancing endeavor. 

This result suggests that the growth of guarantees has lagged that of sustainability 
reporting (Alsahali & Malagueño, 2022). Both overviews and interviews with professionals 
appear that internal auditors need steady direction, but are willing to work in this zone. 
Collectively, these discoveries have suggestions for review experts as they show a require 
for assist preparing and expanded back for existing rules (Treadway Commission 
Sponsoring Organizing Committee).  

Research conducted by  M. Eulerich et al., 2022, stated that Internal auditors are 
encouraged to allocate resources for ESG training and professional development to 
elevate the maturity level of the Internal Audit Function (IAF) in ESG matters. This effort 
aims to actively support and encourage the company's commitment to ESG disclosure 
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because ESG-related expertise on part of IAFs is essential to promote ESG maturity and 
thereby ESG reporting. Conversely, the intricacy and authenticity of the environmental 
aspect have been underscored in both practical applications and academic discourse. This 
is due to the diversity of associated metrics and the general absence of comparability, 
leading to additional fragmentation of ESG, extending beyond environmental risk factors. 
Given the outlined disparity in ESG-related assurance and consulting tasks, it is advisable 
for internal auditors to leverage the expertise gained from consulting engagements to 
expand assurance activities. However, caution should be exercised regarding potential 
conflicts of interest, as these are noted to be particularly significant in this domain. The 
audit of ESG disclosures presents an appealing prospect for major auditing firms, 
particularly the Big Four, allowing them to broaden their operational reach. This expansion 
not only brings in substantial earnings but also offers an opportunity to refurbish the image 
of a profession often marred by scandals. Consequently, it is essential to underscore the 
significance of ESG and its associated activities, emphasizing the potential for the Internal 
Audit Function (IAF) to be recognized as an indispensable asset in the realm of ESG. There 
is a need for clarification on how internal auditors can actively participate in ESG initiatives 
while maintaining their independence. 

From research (Lopes da Silva & Onome Imoniana, 2021) Audit needs to be 
embedded in a corporate governance environment that maintains hierarchical 
independence of auditors, both internally and externally, for example reporting directly to 
the board of directors. I have. Auditee (chambers, 2017) and her knowledge of ESG are 
very important today, as the auditor must also have knowledge of the focus of the audit 
topic. ESG reporting may be a one of a kind region of private administration, molded and 
executed by universal and national accounting standards, proficient accounting 
organizations and specialists within the monetary and accounting industry. They point to a 
trend for accounting firms to use their expertise to prepare audits of corporate social and 
environmental reports by assessing whether the information disclosed is consistent with 
the objectives of the report (Thistlethwaite & Paterson, 2016). However, the study also 
explained that the measurement of ESG information is very complex, and contrasts with 
accounting logic designed to streamline the measurement and communication of financial 
information. The company may not have the relevant expertise and it will be very 
challenging for the company to find the right size to audit the reporting framework.  

There is research by (M. Eulerich et al., 2022). Researching the role of internal 
auditors on ESG disclosure and assurance. In that study, a survey was conducted of 107 
internal auditor participants who were at the ESG event. Where the results obtained a 
significant positive relationship between ESG disclosure and the maturity level of the ESG 
Internal Audit Function (IAF). These results indicate that IAF's ESG maturity encourages 
disclosure of ESG through public accounting standards, public accountants, in this case 
auditors, are able to firmly reject certain specific requests from clients if they are believed 
to violate or mislead (Benston, 2005). This makes investors believe that if a company has 
good performance and worthy of investment without having to question the truth of the 
resulting performance. 

In completing their duties, auditors from public accountants need to work closely with 
the company's internal auditors. There is research that tests the level of dependence of 
external auditors on internal audit work in a company. The results reveal that, external 
auditors are concerned about internal audit practices and their scope of work due to lack 
of independence and objectivity, so these factors lead to poor quality of work of internal 
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auditors. In fact, external auditors consider the role of internal auditors to potentially add 
value to their company. (Al-Twaijry et al., 2004). Internal audit functions (IAF) advisory 
activities now dominate ESG efforts. This indicates that the growth of assurance has 
lagged the growth of sustainability reporting by participating auditors, indicating that ESG 
engagement has not been demanded by stakeholders so far. These stakeholders are 
unlikely to have requested such participation, as they are unaware of the appropriateness 
and benefits of such participation. Therefore, clarifying the suitability and scope of the 
potential scope of internal auditor involvement is likely to result in increased stakeholder 
demand.  

 
CONCLUSION 

 
 In conclusion, the role of internal auditors in implementing Environmental, Social, 

and Governance (ESG) practices is paramount for organizations seeking to enhance 
sustainability and transparency. The findings underscore the multifaceted contributions of 
internal auditors, ranging from providing assurance on ESG disclosures and conducting 
due diligence on business partners to engaging in consulting activities and fostering a 
sustainable supply chain. The research emphasizes that ESG-related expertise within 
Internal Audit Functions (IAFs) is crucial for promoting ESG maturity and effective 
reporting. Moreover, the collaboration between internal and external auditors is vital to 
maintain independence and objectivity, ensuring the quality and reliability of ESG-related 
information. The trend of integrating ESG considerations into audit processes aligns with 
the broader global shift toward responsible business practices, and it positions internal 
auditors as valuable contributors to corporate governance and stakeholder trust. As ESG 
gains prominence, the internal auditor's ability to navigate the complexities of ESG metrics 
and controls becomes a competitive advantage, reinforcing their role as a key player in 
achieving sustainable and responsible business outcomes.  

Besides increasing the company's profit as high as possible, basically the company 
also needs to pay attention to the environment and other non-financial aspects in order to 
be able to help the company achieve its success, and make the company sustainable. 
Emerging the increased demand for information that captures how company actions affect 
society has strengthened the disclosure of environmental, social and governance (ESG) 
information. The expertise of the company's financial accounting and internal auditors can 
actually help align ESG information because there is a role in accounting standards that 
help companies consider decisions that are taken and so can help investors make an 
assessment of the company. The auditor has one of the roles and responsibilities, namely 
to participate in the process of continuous improvement in knowledge of company rules, 
regulations, best practices, tools, techniques and performance standards so that practices 
that are detrimental to society and the surrounding environment can be overcome. 
Therefore, the emphasis of the auditor should not only focus on financial aspects, but also 
focus on non-financial aspects. To achieve this, internal audit must completely possess, or 
obtain, the knowledge, skills and other skills needed to carry out its responsibilities.  

The auditor's capacity to survey and assess the forms and controls utilized to create, 
collect and uncover data can give a competitive advantage in guaranteeing natural, social 
and administration necessities. Internal auditors serve in governance, oversight and 
oversight activities through independent and objective judgment and advice. Internal audit 
has therefore become widely recognized as an essential component of good corporate 
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governance. However, practitioners point out that while internal auditors lack supporting 
guidelines, there is a great need for motivation and willingness to work in this area. Audit 
professionals therefore need to act in terms of further training and strengthening the 
promotion of existing guidelines. This research has limitations in collecting sharper literacy, 
especially the search for companies that have functioned their auditors to support the 
application of ESG, so that it can be a thought for further researchers.     
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