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answers that were provided by 103 internal auditors and financial specialists (with an 81.1%
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y . I, response rate) as well as documentary evidence obtained from 45 firms on the Tadawul that were
Corporate social responsibility X : . .
disclosure analyzed for the period 2021-2023 in order to create an index of CSR disclosure and calculate
Internal auditor return on assets (ROA) and return on equity (ROE). The statistical analyses relied on partial least
Financial performance squares structural equation modeling (PLS-SEM) and fixed-effects panel regressions. The results
Return on assets demonstrate a negative correlation between CSR disclosure and financial performance for the entire
Return on equity sample, while the internal auditor construct does not show any significant direct influence.
Saudi Arabia However, the study conducted a further analysis of the data based on company size that showed an

important discrepancy: among the large companies there is a significant positive correlation
between CSR disclosures and audit effectiveness in relation to ROA and ROE, while the overall
correlation is negative. This conclusion allows for drawing the observation that the effects of CSR
disclosure are shaped by company size and the specific pressures imposed by the post-COVID-19
recovery.
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1. Introduction

Corporate social responsibility (CSR) is no longer an undercurrent in corporate discourse but is now a core aspect of modern
business strategies. Its impact can be most clearly seen in the financial services sector. Banks, insurance companies and
financial services companies play a very important role in every economy since they function as intermediaries between
capital providers and the users of this capital. Due to this fact, the actions of such companies have an immense impact on
overall economic development, financial stability and the level of trust in society (Scholtens, 2009; Wu & Shen, 2013). The
way these businesses communicate their social engagement towards stakeholders is via CSR reporting, i.e. disclosures which
allow narrowing the information gap between managers and stakeholders. The process of CSR disclosure allows increasing
accountability of corporate organizations, as the level of trust and ethical behavior in the financial services area is constantly
growing. Within this governance architecture, internal auditors have a critical but little-studied role. Acting as an independent
assurance function, the internal audit function exists within the organization itself, performing a variety of functions assessing
internal controls, implementing risk-management process assessments, and assuring compliance with both legal and ethical
requirements. Existing research indicates that internal auditors may be beneficial in ensuring reliability in both financial and
non-financial disclosures, thereby helping with disclosure processes and assisting the audit committee in verifying the
accuracy of the information provided to stakeholders and ensuring that the provided information complies with the
corporation’s policies (Mnif Sellami & Borgi Fendri, 2017; Ackers, 2016; Dineva, 2019). In theory, this implies that having
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a good internal audit function would also mean having a good quality of CSR disclosures and that this would result in better
overall performance.

Yet, the empirical connection between CSR disclosure and financial performance remains unresolved. There are substantial
studies indicating a positive connection owing to reputation effects, stakeholder confidence, and lower financing constraints
(Platonova et al., 2018; Ashraf et al., 2017; Magbool and Zameer, 2018). On the contrary, certain research suggests low,
insignificant, or even destructive impacts, especially if the disclosure was more cosmetic than strategic or at an organizational
environment that is still being developed (Djalilov & Hartwell, 2023; Zraqat et al., 2021; Saadaoui & Ben Salah, 2023). This
difference shows that disclosure performance connection depends on contextual factors such as industry, quality of
governance, company size, and time period of measurement. The value of disclosures in banking and insurance can operate
indirectly through risk reduction and legitimacy rather than through direct financial returns.

Saudi Arabia is a unique and timely place to study this relationship. The Kingdom has always depended on its hydrocarbon
wealth, but it has now started a massive diversification program, called “Vision 2030”, where sustainability, transparency,
and good corporate practices play an important role in its development. The CMA now requires listed companies to tighten
internal controls and report about social responsibility, which means that CSR reporting has turned from a voluntary action
into a corporate governance need. However, even with all this movement, the quality of reporting in Saudi Arabia is not
always high and there is little research evidence to show how internal audit is affecting CSR reporting and how that report
influences financial performance (Sabauri, 2024; Omair Alotaibi & Hussainey, 2016).

The intersection of internal audit functions, corporate social responsibility (CSR) disclosure, and financial performance has
garnered substantial scholarly attention, particularly as regulatory frameworks and stakeholder expectations evolve globally.
Within the Saudi context, this nexus is further shaped by the transformative agenda of Vision 2030, which has intensified
pressures on financial institutions to enhance transparency, governance, and sustainability reporting (Alharbi, 2021). Internal
auditors are increasingly positioned as pivotal actors in this landscape, not merely as compliance enforcers but as strategic
advisors who assure the credibility and reliability of CSR disclosures (Soh & Martinov-Bennie, 2015). Their involvement
extends to verifying environmental, social, and governance (ESG) data, thereby reducing information asymmetry and
enhancing stakeholder trust, mechanisms that are particularly critical in the banking sector, where reputation and legitimacy
are paramount (Suchman, 1995; Simpson & Kohers, 2002).

The theoretical underpinnings of this relationship draw heavily on stakeholder theory (Freeman, 1984), which posits that firms
must address the diverse interests of stakeholders to secure long-term viability. In this vein, CSR disclosure serves as a
communicative tool that signals corporate commitment to social and environmental responsibilities, thereby influencing
investor perceptions and, consequently, financial performance (Aras et al., 2010; Flammer, 2015). However, empirical
evidence on the direct effect of CSR disclosure on financial performance remains mixed. For instance, Beck et al. (2018) and
Boukattaya and Omri (2021) found positive associations in cross-country and French contexts, respectively, while others have
documented nonlinear or conditional effects (Jahmane & Gaies, 2020). In the banking industry specifically, Belasri et al.
(2020) demonstrated that CSR engagement enhances bank efficiency, and Wei et al. (2021) confirmed that CSR practices,
coupled with innovation, positively impact banks' financial outcomes. Conversely, Cheung and Mak (2010) reported weaker
linkages in commercial banking, suggesting that industry-specific factors and institutional environments moderate the
relationship.

Governance mechanisms play a crucial mediating and moderating role in this dynamic. Studies have consistently shown that
robust corporate governance structures, including board independence, audit committee effectiveness, and ownership
concentration, significantly enhance the extent and quality of CSR disclosure (Ebaid, 2022; Jizi et al., 2014). In the Saudi
context, Habbash (2017) and Kouaib and Amara (2022) confirmed that governance attributes are strong predictors of CSR
transparency among listed firms, with direct implications for investment decisions and market performance. Alnohoud et al.
(2022) extended this line of inquiry by demonstrating that CSR disclosure mediates the relationship between corporate
governance and bank performance, underscoring the indirect pathways through which governance influences financial
outcomes. These findings align with the agency theory perspective (Jensen & Meckling, 1976), wherein effective governance
reduces agency conflicts and facilitates value-enhancing disclosures.

Within this governance framework, the internal audit function emerges as a critical enabler. Internal auditors not only assess
the reliability of CSR-related information but also provide assurance on the processes used to generate such data, thereby
enhancing the credibility of disclosures to external stakeholders (Soh & Martinov-Bennie, 2015). Their role becomes
particularly salient in emerging economies like Saudi Arabia, where institutional voids and weaker regulatory enforcement
may undermine the quality of voluntary disclosures (Ebaid, 2022; Habbash, 2017). Moreover, the strategic alignment of
internal audit with CSR objectives has been linked to improved investment efficiency and operational performance, as credible
CSR reporting reduces information risk and cost of capital (Benlemlih & Bitar, 2018; Rossi et al., 2021). Rossi et al. (2021)
further found that board characteristics, such as gender diversity and independence, moderate the CSR—financial performance
relationship, suggesting that governance actors, including internal auditors, collectively shape the effectiveness of CSR
strategies.

Nevertheless, the literature reveals notable gaps. While cross-country and European studies provide robust evidence (Aras et
al., 2010; Beck et al., 2018; Rossi et al., 2021), region-specific research on the Middle East, and particularly Saudi Arabia,
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remains nascent. Most Saudi-focused studies have concentrated on governance—disclosure linkages (Habbash, 2017; Kouaib
& Amara, 2022) or the impact of Vision 2030 on CSR practices (Alharbi, 2021), yet few have systematically examined the
mediating or moderating role of internal audit quality in the CSR disclosure—financial performance nexus. Furthermore, the
banking sector, given its unique regulatory environment and societal impact, warrants dedicated investigation (Simpson &
Kohers, 2002; Belasri et al., 2020). As such, this study aims to fill these lacunae by exploring how internal audit functions
influence CSR disclosure practices and, in turn, affect the financial performance of Saudi financial institutions, thereby
contributing to both academic discourse and policy development in the context of Vision 2030.

This study fills the existing gap by including the three concepts of CSR disclosure, internal audit efficiency, and financial
performance from one collective empirical framework and applying it to the financial entities of Saudi Arabia Exchange from
2021 to 2023. Based on the stakeholders, legitimacy, and agency theory approaches, it explores whether the internal auditing
has a positive effect on CSR disclosures, whether those disclosures have a further impact on financial performances based on
accounting measures, such as return on assets (ROA) and return on equity (ROE), and whether there is a relation between all
these variables and the company’s size. In terms of methodology, it combines various techniques, namely, partial least squares
structural equation modeling (PLSSEM) and fixed effects panel regression and triangulates the findings from the survey with
archival content analysis of annual reports.

The contribution of this research is threefold. Firstly, the study positions the internal auditor explicitly as a governance device
when it comes to CSR disclosure in the Saudi financial industry instead of treating the two subjects separately. Secondly, by
providing a breakdown of the results with respect to the size of the company, the research reconciles the inconsistent findings
present in the CSR—performance literature showing that the direction of the relationship varies based on the scale of the
organization. Thirdly, this research provides recommendations for regulators and managers who want to take advantage of
disclosure requirements.

2. Theoretical Framework and Hypotheses Development
2.1 Theoretical Framework

2.1.1 Stakeholder and Legitimacy Perspectives

According to stakeholder theory, a company is not only responsible for its shareholders but to all parties who might impact
the firm or are impacted by their actions, including employees, clients, and government authorities (Freeman, 1984). CSR
disclosure can be seen from this angle as a relational tool that allows companies operating in financial sectors to meet the
demands of their diverse stakeholders, establish trust, and obtain legitimacy which is crucial for the long-term success of their
operations. Legitimacy theory supports this idea by viewing disclosure as a tool for presenting coherence between behavior
of the firm and the social norms of the society where this firm operates (Suchman, 1995). In conditions when changes in
regulations and society happen rapidly, like it happens in Saudi Arabia in accordance with Vision 2030, companies have to
be under pressure to show their compliance with national priorities and ethical norms and rules determined by the Capital
Market Authority.

2.1.2 Agency Theory and the Internal Audit Function

In agency theory, it is stated that the need for internal audit exists because of the separation between ownership and control
and the various information asymmetries and conflicting interests that arise from the said separation (Jensen & Meckling,
1976). Use of monitoring instruments that increase the flow of trustworthy information can decrease the agency costs and
limit the opportunism on the part of the management. The internal audit service belongs to such instruments because it gives
independent assurance of the systems that generate financial and non-financial information and brings credibility to corporate
reporting, thereby narrowing the gap between what managers know and what is verifiable by the stakeholders (Mnif Sellami
& Borgi Fendri, 2017; Rainsbury et al., 2009). Regarding the CSR, this means that the internal audit can act as the gatekeeper
of quality of disclosure by checking how the process of obtaining the information on social responsibility is done and therefore
minimizing the chances of merely symbolic disclosure. However, how much potential this role could play in reality depends
on the authority, independence, and competence of the internal audit service.

2.1.3 The Triple Bottom Line and CSR Disclosure

The triple bottom line gives a new meaning to businesses’ performance that today depends not only on economics, but also
on social and environmental outcomes. According to this theory organizations should be evaluated by their contribution to
people, planet, and profits (Elkington & Rowlands, 1999). The reason for raising the importance of CSR disclosure is that
corporate responsibility denotes instead of merely an informative action, a serious strategy implying the significance of non-
financial performance for the long-term success of a business. Regarding the specific aspects of the financial institutions, we
may assume that the information about human capital, product responsibility and community engagement is a way for
explaining how social investments are managed and linked to organization's strategic goals. However, the idea has to be taken
into account that with no certain indicators and real devoted leaders sustainability reporting can only demonstrate the
responsibility of a corporation, but not its essence.
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2.2 Literature Review and Hypotheses Development

The literature related to this study consists of three streams of research that advanced largely independently from each other:
the effect of internal auditing on performance, the function of internal auditing in CSR assurance, and the relationship between
CSR disclosures and financial performance. Integration of these three streams highlighted the existing evidence and the gap
that this study aims to bridge.

2.2.1 Internal Auditing and CSR Disclosure

The findings about the role of internal audit in CSR reporting are promising in theory but rather weak in practice. Ackers
(2016), studying the case of listed companies in South Africa, finds that even if the internal audit function increasingly
performs CSR assurance activities in compliance with the standards of professionalism, this assurance is mainly targeted at
internal stakeholders, with almost no reference in public reporting of the companies. Empirical and conceptual studies support
this view: Dineva (2019) and Ramadhan et al. (2023) claim that internal auditors may serve both as CSR assurance providers
and as strategic facilitators of CSR only if they can achieve a balance of independence, competencies, and organizational
alignment of goals. Setyahuni et al. (2022) estimate that internal audit and corporate governance significantly influence the
quality of financial reporting while having no influence on CSR performance, which means that corporate governance could
act as a substitute for disclosure. Al-Qadasi et al. (2025) provide a more complex picture, identifying a negative correlation
between the amount of investment in internal audit and the quality of integrated reporting of companies with a well-organized
committee responsible for CSR activities, in line with the substitution approach to overlapping bodies. Two points recur across
the studies: The internal audit-CSR relationship is context-dependent, and it has not been studied in financial institutions that
are subject to regulations, including those in Saudi Arabia. However, with the Vision 2030 emphasis on the role of governance
structure in promoting non-financial reporting, it is reasonable to expect some positive effect, which leads to the first
hypothesis.

Hi: The role of internal auditors has a positive effect on the quality of corporate social responsibility disclosure in Saudi
financial institutions.

2.2.2 CSR Disclosure and Financial Performance

The relationship between disclosure and performance is complex and hard to define. For example, Platonova et al. (2018)
affirm that, in the case of Islamic banks in the Gulf Cooperation Council countries, a higher share of CSR disclosures
corresponds to a higher return on asset and equity ratios. Similarly, Ashraf et al. (2017) provide evidence of a favorable
relationship between CSR expenditures and ROA, ROE, and earnings per share among banks in Asia. Also, Ta and Bui (2018)
report a significant positive relationship between CSR disclosures and ROA in Vietnam. The positive influence of CSR
disclosures can be interpreted through the lenses of reputation and stakeholder theory (Wu & Shen, 2013; Magbool & Zameer,
2018). Concurrently, there is a growing number of studies reporting insignificant or even negative links between CSR and
performance. For example, Saadaoui & Ben Salah (2023) prove CSR disclosures are connected to lower ROA and ROE ratios
for French banks in connection with stability of bank financials; Zraat et al. (2021) provide evidence of a negative relationship
between CSR disclosures and market value in Jordan; and Djalilov and Hartwell (2023) prove that CSR disclosures reduce
the efficiency of unprofitable banks and contribute to value creation only in the cases when the banks are already successful.
By synthesizing available literature on the topic, it can be concluded that CSR-disclosure-performance relations are
characterized by non-linearity and depend on situational factors that lead to positive or negative relationships (CSR is
beneficial only in cases when it is strategically embedded in the context of sufficient resources).

Hz: Corporate social responsibility disclosure has a positive effect on the financial performance of Saudi financial
institutions.

2.2.3 Internal Auditing and Financial Performance

The relationship between internal auditing and financial performance has yielded mixed results so far. According to Okolocha
(2015) and Okello et al. (2019), there are significant positive correlations between various internal audit traits—competence,
independence, quality, and leadership—on the performance of banks in Nigeria and Kenya respectively. Hazaea et al. (2021)
focus only on the impact of the internal audit quality, but not independence or the frequency of meetings, on the performance
of banks in Yemen. On the contrary, Dianita (2015) argues that the role of the internal auditor is not important in the
performance of state-owned banks in Indonesia as the satisfactory performance is due to large-scale governance mechanisms,
such as the governing board and audit committee. Finally, Abbas (2022) provides a ratio analysis indicating that the internal
audit assists in performance diagnosis but does not establish a direct impact relationship. Thus, it seems that internal auditing
helps improve performance only if it has a broader scope beyond compliance. Given the concept of Vision 2030 and the
emphasis on good governance within it, the third hypothesis can be proposed.

Hs: The role of internal auditors has a positive effect on the financial performance of Saudi financial institutions.
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2.2.4 The Joint Role of Internal Audit and CSR Disclosure

Since both the internal audit as well as CSR disclosures deal with governance mechanisms, it is possible that the two are not
completely independent in their impact on performance. If it is assumed that assurance of the disclosure process improves the
quality of CSR information, in practice the relationship between CSR disclosures and performance may become stronger.
However, Al-Qadasi et al. (2025), and Setyahuni et al. (2022) provide evidence of the substitution relationship. That means
that where audit and disclosure coincide, either of them may obtain less important marginal contribution depending on the
presence of the other. That implies that this relationship may be analyzed in the form of the research question. It may be added
that the size of a firm is expected to moderate its relationship with internal audit and CSR disclosures as large firms can make
use of their significant internal and external resources for CSR purposes as well as attract more public attention (Godfrey,
2014).

Ha: The role of internal auditors positively moderates the relationship between corporate social responsibility disclosure and
financial performance in Saudi financial institutions.

3. Research Methodology

3.1 Research Design

This study uses a quantitative explanatory method involving both primary and secondary data to verify the suggested
relationships. This approach is intentional. The opinion about the function of the internal auditor can be evaluated well through
survey among professionals performing this role, while CSR and financial performance are better evaluated using data from
archival records that were audited. The research will be conducted among listed companies in Saudi Arabia (Tadawul), as this
market presents an interesting and regulated environment with ongoing changes in CSR reporting and internal governance
practices. Two statistical methods will be utilized, namely partial least squares structural equation modeling (PLS-SEM) to
examine the measurement model and latent structural relationships and fixed-effects panel regression for investigation of the
impact of disclosure and auditing on performance while holding the size of the company constant.

3.2 Population and Sample

The population of the study consists of financial organizations operating on Tadawul stock exchange while the sample of the
research comprises 45 institutions that were investigated through the years of 2021 to 2023 including 12 banks, 6 diversified
financial services firms, and 27 insurance companies. The specified period for the study was selected because of two reasons:
political changes that resulted in new dimensions of corporate reporting and presence of enough data on liabilities of the
entities and their accounts. For the purpose of primary research, a specially designed questionnaire was distributed online
among internal auditors and financial managers of 127 organizations mostly located in Saudi Arabia while only 103
questionnaires were successfully filled apart from several missing answers for calculation of response rate. While being sure
that everyone would complete the questionnaire before submitting it helped to collect all responses and successfully analyze
them. While 29.1% of responders are from banks, 17.5% are from diversified financial services and insurance companies.
The procedure of collecting secondary data in relation to CSR disclosure statements together with separate entries in the
balance sheet was completed manually based on information presented in annual reports of all participants of the study.

3.3 Variable Measurement

Financial performance, which represents the dependent construct, is measured through two of the most common accounting
metrics. Return on assets (ROA) is defined as net income divided by total assets and gives an idea of how efficiently the
organization uses its assets to earn profit; return on equity (ROE) is likewise defined as net income divided by shareholders’
equity and shows the return on the owners' capital. These indicators are among the most used financial performance indicators
in the fields of corporate social responsibility and performance assessment (Ta & Bui, 2018; Platonova et al., 2018).

CSR disclosure (CSRD) is quantified by employing a disclosure index that was produced by performing content analysis of
the annual report of each entity to be assessed against a list of criteria that encompassed four dimensions—human capital,
stakeholder alignment, product responsibility, and social opportunities. Each criterion was graded by using a binary scale and
added to create an index value that varied between zero and one, where higher values were indicative of greater disclosure.
The index allows determining the transparency and accountability level of the organization’s social reporting, and it does not
take the dollar value of CSR spendings into consideration, which gives an opportunity to better assess the quality of
stakeholder communications.

The role of internal auditors (RIA) is measured using a ten-point scale in the same pop-up menus used in the five-point Likert
model from “strongly disagree” to “strongly agree”. The items included in the scale cover the contribution of internal auditors
to disclosure policies, the accuracy of information reported, oversight of socially responsible practices, and adherence to laws
and moral norms. The size of the firm (SIZE) used for control purposes is reflected by the natural logarithm of the total assets
already existing because typically bigger companies operate in a more careful manner and face different motivations in terms
of disclosures. Finally, the interaction term (CSRD x RIA) is added to check whether the internal audit function influences
the relation between performance and disclosure.
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3.4 Model Specification

The PLS-SEM framework was applied initially to estimate the associations between different latent constructs, which
confirmed that CSR disclosure and the role of the internal auditor have the power to forecast financial performance and that
the role of the internal auditor has the potential to forecast CSR disclosure as well. In order to study the impact of each
indicator on the relevant accounting variable and to take into account the scale, as well as possible interactions, two fixed-
effects panel regressions were carried out:

ROE; = fo + BiCSRD;, + B:RIA; + Bs(CSRDXRIA ), + BiSIZE; + & (D
ROA; = o + BiCSRD;, + B:RIA; + Bs(CSRDXRIA); + BaSIZE; + & 2)

where the subscripts i and t index institution and year respectively, Po is the intercept, f1—4 are the parameters of interest, and
€it is the idiosyncratic error term. A positive and significant ; would support Ha, a positive B, would support H3, and a positive
B3 would support the moderation stated in Hy.

3.5 Analytical Procedures

There were two stages of analysis. The first evaluated the reflective measurement model in SmartPLS for internal consistency
(Cronbach’s alpha, Composite reliability), convergent validity (average variance extracted (AVE)) and discriminative validity
(the Fornell-Larcker criterion and the heterotrait-monotrait ratio, HTMT). The indicators were eliminated based on the weak
outer loadings. Later on, another estimation of the model was done, and distribution of fit was examined using standardized
root mean square residual (SRMR) and related indices, whereas structural paths were tested with bootstrapping with 5,000
resamples. In the second stage, the panel regressions based on equations (1) and (2) were calculated in EViews using fixed
effects. Further, the sample was divided into two groups: small- and medium-sized vs. large institutions to assess the
heterogeneity in sizes. The diagnostic checks included the Durbin-Watson statistic.

4. Results and Analysis

4.1 Sample Profile and Descriptive Statistics

Table 1 provides data on responses from the different segments of the institutions. Insurance companies have provided the
maximum number of responses (53.4%) followed by banks with 29.1% and diversified financial services with 17.5%. The
percentages depict the extent of the listed companies present in the market and the opinions of the complete Saudi financial
sector.

Table 1

Distribution of respondents by institutional segment
Segment Frequency Percent (%)
Banks 30 29.1
Financial services 18 17.5
Insurance 55 534
Total 103 100.0

Table 2 reports the descriptive statistics for ten different items designed to evaluate the internal auditor's role in CSR
disclosures. The mean ratings range from 3.65 to 4.45, indicating a consensus among respondents that the internal auditor has
a significant role in the disclosures. The item rated the highest was that the internal auditor must check if the organization is
complying with laws and ethical standards that govern social responsibility (M = 4.45, SD = 0.696), while the most poorly
rated item was monitoring of accounting and financial risks related to CSR activities (M = 3.65, SD = 1.177). The large
variance here, coupled with the larger-than-normal standard deviations for some of the other items, indicates that opinions
vary significantly as to what functions the auditor must fulfill in the banking or in the insurance and financial services sectors.

Table 2

Descriptive statistics for the internal-auditor role items
Item Mean SD
Improves overall CSR disclosure and reporting policies 3.92 1.177
Improves the quality of CSR information in annual reports 4.24 0.785
Enhances investor confidence in CSR programs 4.21 0.824
Ensures the quality and integrity of financial statements 3.83 1.322
Assures internal control and CSR-risk management processes 3.99 1.248
Strengthens disclosure, transparency and accountability 421 0.812
Monitors accounting compliance and CSR financial risk 3.65 1.177
Develops systems to evaluate CSR risk-management procedures 3.82 1.036
Ensures accuracy and integrity of social data 4.09 0.806

Reviews legal and ethical compliance related to CSR 4.45 0.696
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Table 3 presents descriptive statistics for the CSR disclosure index and its various components are shown. The overall index
indicates the mean score of 0.794 (SD = 0.310), implying that the institutions in the sample disclose almost around 79% of
the variables captured in the checklist. Human capital reporting shows the highest level of disclosure (M = 0.85) in comparison
to stakeholder alignment (M = 0.84), while social opportunities reporting is the least availed reporting type (M = 0.64), along
with having the highest level of dispersion (SD = 0.482). These results indicate that, though workforce-related and
stakeholder-related reporting has become common practice, engagement with the community development and social welfare
reporting remains inconsistent, displaying diversity in strategies taken by different organizations or the disparities in intensity
of regulations enforced on the organizations.

Table 3

Descriptive statistics for the CSR disclosure index
Dimension Min Max Mean SD
Human capital 0.00 1.00 0.85 0.354
Stakeholder alignment 0.00 1.00 0.84 0.364
Product responsibility 0.00 1.00 0.83 0.373
Social opportunities 0.00 1.00 0.64 0.482
CSR disclosure index 0.00 1.00 0.7937 0.31002

Table 4 shows the descriptive statistics for both measures of performance. The mean ROA was an inconspicuous 1.23%,
which varied from —19.31% to 16.59%, while the mean ROE was marginally negative at —1.20%, with a standard deviation
of 0.425, and whose minimum was —357.7%. A negative average ROE and an extremely low lower bound indicate that some
institutions went through financial distress during the analyzed period. Such dispersion can be viewed through the lens of the
ambiguous economic situation during 2021-2023, which combined the period of COVID-19 with a recovery phase
characterized by high operating costs.

Table 4

Descriptive statistics for financial performance
Measure Minimum Maximum Mean (SD)
Return on assets (ROA) -0.1931 0.1659 0.0123 (0.0575)
Return on equity (ROE) -3.5767 0.2503 —0.0120 (0.4245)

4.2 Measurement Model Assessment

Table 5 summarizes the reliability and convergent validity of the three reflective constructs. The CSR disclosure index and
the financial-performance construct comfortably satisfy the recommended thresholds: their Cronbach's alpha values (0.727
and 0.842) and composite reliability (0.846 and 0.910) exceed 0.70, and their AVE values (0.653 and 0.835) exceed 0.50,
confirming strong internal consistency and convergent validity. The internal-auditor construct is reliable (o = 0.758, composite
reliability = 0.761) but records an AVE of 0.362, below the 0.50 benchmark. This shortfall indicates that the ten indicators do
not converge tightly on a single latent dimension, a measurement limitation that must be borne in mind when interpreting the
structural paths involving this construct.

Table 5

Construct reliability and convergent validity
Construct a CR (rho_c) AVE Finding
CSR disclosure index 0.727 0.846 0.653 Acceptable
Financial performance 0.842 0.910 0.835 Excellent
Role of internal auditor 0.758 0.761 0.362 Validity concern

To examine discriminant validity, both the heterotrait-monotrait method (shown in Table 6) and the Fornell-Larcker method
(shown in Table 7) were used. All the HTMT results fell well below the benchmark of 0.90, with the highest HTMT ratio
being 0.222 between CSR disclosure and financial performance therefore confirming that constructs are truly distinct. Fornell-
Larcker matrix also confirms that the square root of every construct AVE is greater than the correlation value with the other
constructs respectively. Financial performance had an AVE of 0.914 while that of CSR disclosure was 0.808.

Table 6
Discriminant validity: heterotrait—monotrait ratio (HTMT)
Construct CSRD FP RIA
CSR disclosure index (CSRD) —
Financial performance (FP) 0.222 —
Role of internal auditor (RIA) 0.199 0.141 —
Table 7
Discriminant validity: Fornell-Larcker criterion
Construct CSRD FP RIA
CSR disclosure index (CSRD) 0.808
Financial performance (FP) -0.185 0914

Role of internal auditor (RIA) -0.219 -0.070 0.602
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Table 8 presents the outer loadings. The performance indicators show very strong association with their construct
(ROA=0.984; ROE=0.838), as do the disclosure indicators (k11=0.934; k3=0.831). Regarding internal-auditor measures, two
indicators, q7 (0.436) and q22 (0.460), were less than 0.50 and were eliminated from the analysis to enhance the measurement
model, which led to a new round of remote analysis.

Table 8

Outer loadings of indicators on their constructs
Indicator CSRD FP Indicator RIA
ROA 0.984 q6 0.901
ROE 0.838 Rql 0.592
k11 0.934 q5 0.560
k3 0.831 q8 0.544
Rk4 0.629 q22 (removed) 0.460

q7 (removed) 0.436
Note: Indicators q7 and q22 were removed for outer loadings below the 0.50 threshold; the model was subsequently re-estimated.

The model-fit indices for the re-explained model can be found in Table 9. The saturated model score of SRMR = 0.104 is a
score close to adequate fit, while the normed fit index (NFI) equals to 0.622 that does not meet the commonly accepted 0.90
standard. These numbers reflect, in some way, the previously discussed weak measurement of internal auditor construct;
therefore, they imply caution, but do not disprove the validity of the good measurement of the relationships between
disclosures and performance described in the main findings of this investigation.

Table 9

Model fit indices
Index Saturated model Estimated model
SRMR 0.104 0.136
d_ULS 0.716 1.255
d_G 0.251 n/a
Chi-square 139.310 n/a
NFI 0.622 n/a

4.3 Structural Model and Hypothesis Testing

Table 10 shows the bootstrapped structural paths that were calculated. The relationship between CSR reporting and financial
performance is a negative and statistically significant one (f = —0.560, t = 2.060, p = 0.039), thus suggesting that a higher
amount of reporting is linked to lower accounting performance. This is a statistically valid result but contradicts the expected
positive vision set in H,, so the hypothesis itself is not confirmed positively. Both links having the “internal-auditor” construct
are non-significant: RIA — CSRD ( = —0.083, t = 0.973, p = 0.331) and RIA — financial performance (f = -0.117, t =
0.573, p = 0.566). Due to that, H; and Hs are not supported. There is a reason to say that the non-significant paths in the
internal-auditor construct are symptomatic of not only low AVE but also other issues related to measuring.

Table 10

Structural path coefficients and significance
H Path B t-value p-value Result
H, CSRD — Financial performance -0.560 2.060 0.039 Sig. (negative)
H, RIA — CSR disclosure index —-0.083 0.973 0.331 Not supported
H; RIA — Financial performance -0.117 0.573 0.566 Not supported

4.4 Panel Regression Results

The panel regression analyses taken from Eq. (1) and Eq. (2) provide a second & complementary test and allow the use of
firm size as a control and partitioning factor. The pooled ROE model is presented in Table 11. The model is jointly significant
(F =2.746, p = 0.033) and explains approximately 10.1% of the variance in ROE. None of the independent variables, CSRD
(B=0.445,p =0.678), RIA (B =0.182, p = 0.410), and their interaction (p = —0.123, p = 0.636) is significant, and only firm
size has a statistically significant positive coefficient (f = 0.052, p = 0.004), indicating that larger firms have more returns on
equity. The Durbin-Watson statistic value of 1.507 indicates mild positive autocorrelation only.

Table 11

Panel regression results, dependent variable: ROE (full sample)
Variable Coefficient Std. error t-Statistic Prob.
C —-1.8877 0.9775 -1.9311 0.0564
CSRD 0.4454 1.0684 0.4169 0.6777
RIA 0.1821 0.2201 -0.8272 0.4101
CSRD x RIA —-0.1232 0.2596 —0.4745 0.6362
SIZE 0.0516 0.0172 2.9966 0.0035
R? 0.1008 Adj. R? 0.0641
F-statistic 2.7463 Prob(F) 0.0325

Durbin—Watson 1.5070
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The use of firm size as a categorization criterion (the ROE model, Table 12) results in a complete transformation of the picture.
In the case of small-scale and medium-sized enterprises, none of the disclosure or audit-related variables show significance,
while only the size variable itself is statistically significant (f = 0.245, p =0.011). In the case of large firms, on the other hand,
CSR disclosure appears to be statistically significantly positive (f = 0.405, p = 0.011) and so does the role of the internal
auditor (B = 0.077, p = 0.021), while the interaction CSRD x RIA is negative and statistically significant (§ = —-0.087, p =
0.022). The model is found to possess a better explanatory power concerning large corporations (R? = 0.217). These results
imply that the potential advantages of disclosure and audit are obtained mostly by large firms in accordance with the legitimacy
and stakeholders’ logic theories. The negative interaction, however, implies that thorough audit supervision may reduce the
positive outcomes of the disclosure effect when both factors are present in the process.

Table 12

Panel regression results, dependent variable: ROE (by firm size)
Variable SME B SME t SME p Large B Large p
C —5.0623 -2.4011 0.0196 -0.1170 0.6190
CSRD —-0.1899 —-0.0960 0.9238 0.4049 0.0111
RIA 0.1597 0.3991 0.6912 0.0772 0.0211
CSRD x RIA —-0.0420 —0.0881 0.9301 —-0.0875 0.0222
SIZE 0.2446 2.6130 0.0114 —0.0046 0.5331
R?/F (p) 0.1394 F=2.391 (0.061) 0.2166 F=2.350 (0.074)

The models for ROA in Tables 13 and 14 provide a similar result. In the pooled ROA regression on Table 13 there is little
confidence that the whole model is significant at 5% (F = 2.290, p = 0.065); CSRD ( =0.192, p =0.179), RIA (8 =0.044, p
= 0.136) and the interaction (B = —0.056, p = 0.109) all lack significance, while firm size is almost significant (§ = 0.004, p =
0.098). Again, dividing firms into small/medium and large ones (Table 14) shows the asymmetry: for large companies CSR
disclosure (B = 0.229, p = 0.001) and the contribution of the internal auditor ( = 0.054, p < 0.001) is significantly positive
while the interaction is significant and negative (§ = —0.056, p = 0.001), with 45.7% of the variance of ROA explained by the
model, while small- and medium-sized companies only show a significant influence of firm size (f = 0.038, p = 0.002). In
sum, the results obtained through the panel and PLS-SEM converge towards one conclusion: the disclosure-performance
relationship is negative or nonexistent at the sectoral level, while for large companies both disclosure and the effect of internal
audit are positive, but there is a negative interaction between the two.

Table 13

Panel regression results, dependent variable: ROA (full sample)
Variable Coefficient Std. error t-Statistic Prob.
C —0.2360 0.1325 -1.7812 0.0780
CSRD 0.1923 0.1421 1.3531 0.1791
RIA 0.0440 0.0293 1.5025 0.1362
CSRD x RIA —-0.0558 0.0345 -1.6190 0.1087
SIZE 0.0042 0.0025 1.6732 0.0975
R? 0.0855 Adj. R? 0.0482
F-statistic 2.2902 Prob(F) 0.0651
Durbin—Watson 1.3638

Table 14

Panel regression results, dependent variable: ROA (by firm size)
Variable SME B SME t SME p Large B Large p
C —-0.8233 —2.8084 0.0067 —-0.0305 0.7024
CSRD 0.0532 0.2147 0.8307 0.2286 0.0006
RIA 0.0273 0.5447 0.5880 0.0542 0.0002
CSRD x RIA -0.0396 —-0.6628 0.5101 —-0.0560 0.0006
SIZE 0.0380 3.2469 0.0019 —-0.0065 0.0061
R%/F (p) 0.2494 F=4.902 (0.002) 0.4573 F=7.163 (0.000)

To sum up, there is no confirmation for H; and H3; on the other hand, H> is not confirmed in its projected positive direction
(the relation being found to be strongly negative in relation to the pooled sample) and Hy4 gets only conditional confirmation:
the interaction factor is significant, but its sign is negative and occurs only with large institutions. The analysis of firm size is
thus essential for the correct interpretation of the findings.

5. Discussion

The central and, at first, perplexing conclusion is that, across the industry, CSR disclosure has a negative correlation with
financial performance. More than being an exception, this finding matches a body of banking research that has indicated
negative or conditional relationships between the two variables in specific institutional and temporal contexts (Saadaoui &
Ben Salah, 2023; Djalilov & Hartwell, 2023; Zraqat et al., 2021). Logically, there are two contextual mechanisms underlying
the finding. The first mechanism is the cost of disclosure. Disclosure involves expenditures on gathering, assuring, and
reporting information about social responsibility. In particular, if such reporting is done for the sake of satisfying the regulatory
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requirements, the costs of disclosure may outweigh its benefits, which is consistent with the legitimacy theory mechanism.
The second mechanism is directly linked to the study period. The years of 2021-2023 cover the period following the fallout
of the COVID-19 pandemic and the gradual recovery that was marked by operating costs and instability in earnings (confirmed
by an extremely negative minimum ROE) and therefore, in such conditions, no major profitability can be expected from
disclosure.

The analysis on firm size refines this interpretation, thus presenting the most enlightening conclusion of the research. For
large companies, CSR reporting has positive, significant correlation to ROA and ROE, and the internal auditor's impact is
also reported to be positive and significant. This asymmetry can be explained by stakeholder and legitimacy theory: large
financial companies are being scrutinized the most, have enough resources to effect the change of financing from disclosure
into real capital of reputation, and have developed corporate governance functions which contribute to the credibility of
information being reported (Bazhair, 2021; Platonova et al., 2018). In contrast with large firms, smaller ones cannot afford to
benefit from the disclosure profit, although they still incur significant costs associated with the disclosure, which accounts for
the fact that pooled measures fail to capture the significant connection present among large players.

The interaction between CSRD and RIA in large companies is complex and can be interpreted in different ways. At first blush,
it seems that the finding contradicts the theory of complementarity proposed in H4, but it is in line with the findings of Al-
Qadasi et al. (2025) and Setyahuni et al. (2022), according to whom similar governance tools neutralize each other’s effects.
There are reasons to think that if a company has to disclose a lot of information, even stronger control would raise financial
expenses for compliance and thus would reduce margins gained from disclosure. The possibility of the data-related issue
related to the interaction terms should also be considered — negative coefficient might be caused by the multicollinearity issue
linked to the disclosure variable, auditing variable, and their interaction.

The absence of any substantial direct influence of the internal auditor's role on either performance or disclosure calls for
careful interpretation rather than a hasty rejection. There are two possible explanatory accounts. In essence, the finding
reassures Dianita (2015) and the literature on compliance-based audit: the role of the auditors may be insignificant given that
they work within the frameworks of narrow mandates that only deal with financial compliance and the new role requirements
of the auditors in CSR assurance envisaged within the Vision 2030 have not yet been put into practice. The low convergent
validity of the internal auditor construct (AVE = 0.362) also lowers the significance of structural paths and increases the
chances of Type II error, which means that the insignificant results cannot be accepted as proof of the absence of influence.
The contradiction between insignificant overall estimates and significant estimates for large companies means that the
contribution of the auditor, in contrast to what one would like to think, is real, although it depends on what kind of organization
is involved and the strength of the mandate of the function.

In summary, the outcomes of the study add to the existing knowledge in two domains. On one hand, they confirm the belief
that the relationship between CSR and performance is not universally positive or stable but depends on the size of the
company, the level of institutionalization of the environment in which the company operates, and the phase of the economic
cycle. Thus, they contribute to explaining the inconsistencies in this field that have existed for a long time. On the other hand,
they expand the governance angle of CSR by introducing the finding that corporate auditing and CSR disclosure do not merely
add up, which has been ignored by previous research examining these constructs in isolation.

6. Implications
6.1 Theoretical Implications

The study adds to the literature on stakeholder, legitimacy, and agency theories by showing that prediction is scale-dependent
even within a specific regulated sector. The disclosure-performance relationship predicted by the stakeholder and legitimacy
theories applies only to a certain range of large firms, which indicates that the reputational and trust benefits of disclosure
become visible only if a certain level of visibility and resources is achieved. The negative impact of disclosure and audit
contradicts the theories on the governance complementarity which says that strategies that are beneficial on their own can be
substitutes. The inclusion of disclosure, assurance, and performance into a single model allows making a more complete
conclusion about the governance than what was done by using separate channels in the past.

6.2 Practical and Managerial Implications

For the managers of financial organizations in Saudi Arabia, the findings indicate the need for a strategy-focused approach to
CSR reporting as opposed to ensuring compliance. Since generic disclosures seemingly suppress short-term outcomes,
financial institutions have to use a materiality-driven approach and focus on the social and environmental factors that have
the greatest impact on their strategy and stakeholders thus ensuring that the final cost of immaterial reporting is low while its
positive reputational effects are maintained. Management should, in addition, redefine CSR (which is usually perceived as a
cost center) as a means of risk aversion, employee recruitment, and brand-building and make such connections directly clear
in their disclosure.

6.3 Policy and Regulatory Implications

When it comes to the role of regulators, namely the Capital Market Authority and Saudi Central Bank, the supporting evidence
seems to show that they would benefit more from strengthening the role of internal audit, rather than merely mandating further
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disclosure. Adding the responsibility of internal audit to provide assurance on non-financial and corporate social responsibility
information and taking possession of the specialized training related to sustainability reporting would enable internal audit to
function more effectively than before. Regulators should also think of proportional reporting requirements based on the size
of the business, so that small companies do not carry reporting burdens for which they cannot currently obtain a return on
investment.

7. Conclusion

This study was conducted to determine if the use of internal auditors has a positive effect on CSR disclosure and/or financial
performance of firms quoted on the Saudi market using an integrated approach informed by the PLS-SEM and fixed-effects
panel regression method from 2021 to 2023. The findings of the research present complications. For the sector as a whole,
CSR disclosure is significantly and negatively related with financial performance, meaning that the usage of internal auditors
does not have any direct positive influence either on CSR disclosures or any of the performance measures under consideration.
However, when analyzing the findings according to the size of the companies, it can be noted that large companies have a
positive and significant relationship between CSR disclosure and efficiency of internal audit, although their interaction appears
to have a negative effect on firm performance.

In theory, this study provides a reading of stakeholders, legitimacy, and agency perspectives that is sensitive to scale and
introduces an evidence of interchangeability between the two governance mechanisms that are usually believed to be
complementary. From the perspective of practice and policy, it suggests a materiality perspective, based on strategic framing
for making disclosures, and more sufficient argumentation of the case for the internal audit mandate concerning non-financial
reporting. In the context of emerging markets that is developing under the impact of the regulation and is characterized by
fast-paced governance transformation, such findings provide a true description of the cases when, and for whom corporate
social responsibility disclosure and internal assurance can bring financial benefits.

8. Limitations and Future Research

Several limitations must be noted regarding these conclusions and subsequently signal the opening of directions for further
investigation. First, the internal auditor construct shows only modest convergent validity (AVE = 0.362), diminishing the
paths associated with it, which means that it cannot be said that audit effects are definitely insignificant — future research
should improve the measurement scale or even replace it with an alternative scale validated by other researchers or model the
complex nature of audit as a formative factor. Second, 2021-2023 coincides with the time of the pandemic and its recovery,
meaning that the negative interaction between disclosures and performance might be just the result of a transitive cost issue
instead of the equilibrium; longitudinal studies for five to seven years would be able to distinguish between moment cost and
cumulative value creation. Third, the cross-sectional nature of the questionnaire does not allow making causal statements
about the role of the internal auditor.

Finally, the sample in this study consists of publicly listed financial institutions belonging to a particular exchange. Therefore,
the results can only be generalized with caution to non-financial sectors and other countries, even within the Gulf Cooperation
Council. Given the peculiarities of the Saudi system of regulation, future studies could investigate the model by introducing
some additional moderators such as independence of audit committees, the composition of boards of directors, and the quality
of the internal audit function. In addition, the study could include market indicators along with accounting outcomes and
perform a cross-country analysis in order to identify whether the size-dependent approach presented in the current study is
applicable to other institutional contexts.
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