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Abstract 

Public listed companies are increasingly recognizing the importance of corporate social 

responsibility in their sustainability initiatives. Supporting the stakeholder theory, a commitment 

for social responsibility activities that reflected by CSR performance as a strategy of firms has 

created a positive image from stakeholder perceptions. This study examines how corporate social 

responsibility performance affects companies financing and the role of audit quality. To test the 

study’s hypotheses, the authors applied linier regressions model on panel data by observing 

samples of Indonesian Islamic listed companies from 2018 to 2022. The results show that a better 

CSR performance is associated with lower cost of debt and cost of equity. Moreover, this study 

also reflect upon the importance of audit quality that proxied by the BIG 4 auditors is found 

significantly moderates in both cost of debt and cost of equity. Thus, a better corporate social 

performance with the existence of BIG 4 auditor implies the ability of firms accessing to lower-

cost capital by minimized the long term risks. The existence of BIG 4 auditors demonstrated the 

credibility effective monitoring as a good signals for capital provider or lenders. Our study 

represents a novelty to enrich the relevant literature on the corporate social responsibility by 

expanding it towards the role of audit quality on both cost of capital proxies. 
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INTRODUCTION 

External pressure from stakeholders can create an intensive for companies to engage in 

sustainability practices (Freeman, 1994). This is consistent with the environmental damage and 

socio-economic problems caused by corporate activities. As a result, companies are required to 

report more comprehensively on social, economic and environmental activities (Mai et al., 

2023). These sustainability practices are reported through the disclosure of corporate social 

responsibility reports as a form of the company's commitment to meet the demands of 

stakeholders (Freeman, 1984; Mai et al., 2023). 

Corporate social responsibility disclosure continues to gain recognition from various 

sectors around the world, especially in the context of stakeholder and shareholder debates. 

Corporate sustainability is closely related to corporate social responsibility (CSR) because 

corporate sustainability can create firm’s competitive advantage, so companies need good 

sustainability management to fulfill their social responsibility (Bhuiyan & Nguyen, 2019). CSR 

activities are carried out in order to fulfill stakeholder demands, increase legitimacy and 

improve economic performance. If the company can make a positive impression on investors 

by disclosing CSR information so it may exceeds stakeholder expectations (Nguyen et al., 

2022). 

According to stakeholder theory, which date back to Freeman (1994), a company must 

maximize its value in favor of all stakeholders, including costumers, debtors, employees, 

shareholders and the community where the companies operate.  In this paradigm, CSR activities 

developed a sustainable business model that adds value for investors and other stakeholders to 

improve stakeholder trust and the social reputation. As a result, shareholders and investors will 

perceive their investments as less hazardous and demand higher returns on their capital. CSR 

initiatives also strengthen by the Indonesian government regulation NO .51/POJK.03/2017, 

which requires business to publish their corporate social responsibility report either through a 

sustainability report as a part of annual report.  

Most of the previous studies focused on accounting performance as well as market 

performance with various differences in results found such as research (Alghizzawi et al., 2022; 

Rahi et al., 2022; Zarefar et al., 2022). However, there has not been much research on the effect 

of CSR on costs such as debt costs and equity costs that are borne by the company. The cost of 

equity reflects investor’s expected return from their capital or the debt they lend to the company. 

Meanwhile, the rate of return that companies must pay off their debts is reflected by the cost of 

debt (Hmaittane et al., 2022). Further, Xu (2015) studied the correlation between CSR 

performance and capital structure both cost of equity capital, and found that firms with higher 

CSR scores have significantly lower cost of equity capital. More specific, they find that 

investments in improving CSR towards investors make the greatest contribution to reducing 

firms’ equity financing costs and the cost of capital effects is more significant in recessions than 

in economic booms.  

Besides, the risk of firm can be reduced by using qualified auditors.  The investors will 

see the risks of companies as a consideration before making an investment. If investors perceive 

a company as high risk, their expected rate of return will also increase. Therefore this can lead 

into a high companies equity costs (Saraswati et al., 2020). On the other hand, the more 

investment risk that might be faced by investors, the higher expected return that investors want 
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as a compensation. This means that companies are transparent to report their financial statement 

and reflect the value of audit quality getting bigger and better. Firms which prioritize honesty 

and transparency in their operations by working with audit firms that have a strong commitment 

to environmental responsibility and pursuing high standards in their reporting will be more 

trusted, consequently making it easier to obtain financing from lenders and investors (Trpeska 

et al., 2017). 

Some previous studies believe that disclosure and underwriting of social responsibility 

reports can reduce information asymmetry, reduce investor monitoring costs and thus lower the 

cost of capital because the cost of capital reflects investors' risk expectations of the company. 

Yi et al (2020) in his research found that the company's involvement in poverty alleviation 

through social responsibility can reduce information asymmetry, reduce agency costs through 

a decrease in the cost of capital. On the other hand, Xu et al (2021) found that companies will 

show a much lower cost of debt and more easily receive access to bank loans in the long run 

when the company can disclose CSR practices in its sustainability report. Contrary to the 

research conducted by Fandella (2023) which found that CSR proxied by ESG performance has 

no influence on the cost of capital or the cost of debt in companies in BRICS countries. 

Therefore, the purpose of this work is to enhance the empirical results on the effects of 

CSR activities and companies financing, understanding whether and how CSR activities and 

audit quality affect on the overall debt financing. Our contribution is trying to fill the gap in the 

empirical literature on the role of audit quality in CSR performance on cost of debt and cost of 

capital as proxy of companies financing, extending the traditional research on CSR beyond the 

focus on cost of equity or performance. Moreover, from a practical point of view, this study 

expect that by analyzing the link between CSR and audit quality towards companies financing 

managers will be able to understand the effect of CSR activities on firm’s financing costs, with 

relevant implications for strategic planning. 
 

RESEARCH METHOD 

This study used a quantitative data from the annual financial reports of Islamic Islamic public 

companies in Indonesia from 2018 to 2022 with purposive sampling technique to ensuring that 

the sample is representative of the population and the data is relevant to the research question. 

The first criteria is public companies that was registered in Indonesian Sharia Stock Exchange. 

The second is Islamic public listed companies that published annual financial reports. The third 

is Islamic public listed companies that has CSR assessment  based on GRI standard from 

Refinitiv database Thomson Reuters Eikon. 

The panel data multiple linear regression is used as an analysis technique. To ensure that 

the equation model met the BLUE criteria, the classical assumption testing is conducted and we 

used Eviews 10 software to processing the data. Furthermore the Common Effect Model, Fixed 

Effect Model, and Random Effect Model is used to test the model specification by selecting the 

best model through the chow test, hausman test, or lagrange multiplier test to make sure that 

the model selected is appropriate for the data and research question. The dependent variable in 

this study is cost of debt (CoD) and cost of equity (CoE). The cost of debt is an actual rate a 

firm pays on all its bank loan, bond and other interest debt capital. Im operative terms, the cost 

of debt is the yield to maturity on the firms debt as the capitalto be refunded with debt 

instruments to the investors. The formultaed of cost of debt derived by research Fandella et al 
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(2023) and Kordsachia et al (2022)  that  can be computed as: 

CoD = (rf + credit risk rate ) (1-t) 

Where rf is the risk-free rate companies and the credit risk rate is the average cost of debt 

financing that the business has contracted with outside investors. The parameter t is the 

corporate tax rate marginal. The cost of equity is compensates shareholders for the risk of 

purchasing the company’s stock. The CoE is determined using the capital asset pricing model 

as follows   Fandella et al (2023) and Bhuiyan & Nguyen (2019), in accordance with the 

following formula, and it expresses shareholders assessment of the riskiness of a company’s 

free cash flow that can be computed as: 

CoE = rf + β(rm- rt) 

Where rf is the risk free-rate of return, rm is the return on the market portfolio, rm- rt is the 

market risk premium and β is the asset’s sensitivity to returns on the market portofolio well-

known as beta. The moderation variables in this study are corporate social responsibility and 

audit quality. This study use CSR GRI standard as reported by Thomson Reuters ASSET 4. The 

range of CSR scores varies from 0 to 100. The audit quality is measured by dummy variable, 1 

if companies affiliated to big 4 companies, 0 if  they are not affiliated to the BIG4 auditor 

following the research by (Saraswati et al., 2020; Trpeska et al., 2017) 

Meanwhile, the control variable included in the model is ln total asset as follows 

Fandella et al (2023), Kordsachia et al (2022) and Sveva & Izzo (2016). The first model in this 

study is multiple regression estimation to examine the effects of CSR performance on capital 

financing as follows: 

CoD= α + β1CSRit + β2BIG4it + β3SIZEit  + et……………………………….…… (1) 

CoE= α + β1CSRit + β2BIG4it  +  β3SIZEit + et……………………………………… (2) 

The second model in this study is moderated regression analysis to examine the role of audit 

quality in the relationship between CSR performance and capital financing as follows: 

CoD= α + β1CSRit + β2AQit + β3CSRXBIG4 + β4SIZEit  + et………………….…… (3) 

CoE= α + β1CSRit + β2AQit + β3CSRXBIG4 + β4SIZEit  + et…………………….… (4) 

Where: α = constanta; CSR = Sustainability Reporting Score ; BIG 4 = Audit Quality, SIZE = 

LN Total Asset; CoD = Cost of Debt; CoE = Cost of Equity;  β1- β2 = coefficient; i = 2018-

2022 and et = error term. 

 

RESULTS AND DISCUSSION 

Results 

Descriptive Statistic 

In this section, we used descriptive statistics in order to describe of each variable. The sample in 

this study is 12 Islamic public listed firms between 2018 to 2022 with the 60 of total number 

observations. As shown in the table 1 the mean of COD (Cost of Debt) ratio is 0.05 however the 

maximum value COD is 0.19. Meanwhile the COE (Cost of Equity) ratio has mean value -0.01 

while the maximum is 0.18. The corporate social responsibility performance variable has a 

minimum value of 52.33 while the maximum value of 65.12 which mean that the sample of this 

study has a good commitment in carried out their social responsibility activities. Therefore, the 

audit quality variable has a maximum value of 1 and a minimum value of 0 with an average of 

0.91, which means that 91% of the sample companies are affiliated with BIG4 auditors. 
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Table 1. Descriptive Statistics 

Variable N Mean Max Min Std.dev 

COD 60 0.05 0.19 0.00 0.03 

COE 60 -0.01 0.18 -0.27 0.12 

CSR 60 57.30 65.12 52.33 4.85 

BIG4 60 0.91 1.00 0.00 0.27 

LNSIZE 60 29.81 32.83 9.84 6.06 

Source: Data obtained from the financial reports of each companies 

 

Table 2 represents the results of best model testing. Applying the panel data modelling, this 

study used Pooled OLS as the estimation technique. As shown in the table 2, the Chow 

probability value of Cross-section F of 0.00 from Chow test specification was less than the 

significance of the alpha probability value of 0.05. This means that H0 is accepted and H1 is 

rejected, so the Fixed Effect Model (FEM) is better than the Common Effect Model (CEM). 

However, from Housman specification test suggested that FEM is suitable. Therefore, based on 

Chow and Housman specification test shows that the probability value Chi-Square probability 

is 0.0041 which less than probability value of 0.05. This means that H0 is accepted and H1 is 

rejected, best model that suitable in this study is Fixed Effect Model. 

 

Table 2. Best Model Testing 
 Prob. Evidence 

Chow 0.00 Fixed Effect Model 

Housman 0.00 Fixed Effect Model 

Lagrange Multiplier 0.00 Random Effect Model 

 

Moreover, we also used classical assumption test to meet best, liner and unbiased 

estimation. Based on the normality test, it can be concluded that probability value of first model 

is 0,42 and the value of probability in the second model is 0.28 which greater than the alpha 

significance of 0.05 so the data is normally distributed. The multicollinearity test results in the 

first and second model using the pairwise correlation method indicate that all variables have a 

correlation value of less than 0.80. Therefore, there is no multicollinearity problems in this 

model. The Park test method used in the heteroscedasticity test shows that all variables in the 

first and second model have a probability value greater than the significance of 0.05, which 

means that there is no heteroscedasticity problem in the residual research model. Table 2 

presents the estimated parameters of the FEM for the equation 1 and 2. 

 

Discussion 

Our study used a t-test to determine the association between the role of audit quality in the 

relationship between corporate social responsibility (CSR) and companies financing. The result 

of first hypothesis suggest that there is a negative correlation between CSR performance and 

cost of debt. This implies that enhancing level of corporate social responsibility performance 

could lower cost of debt in Indonesian sharia listed companies. In line with stakeholder theory 

(Freeman, 1994; Freeman et al., 2010), these findings may be attributed to the fact that business 

with higher CSR performance demonstrate their socially conscious business practices, which 
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not only strengthens their companies but also raises expectations for sustained financial 

performance and reduced risk. 

 

Table 3. Fixed Effect Model Regression  
Variable Cost of Debt Cost of Equity Cost of Debt Cost Of Equity 

I II III IV 

C -1.32 -9.40 -0.96 -3.90 

CSR -0.00*** -0.01** -0.00*** -2.03 

BIG4 2.77 12.44 2.16 5.55 

CSRXBIG4   -0.00*** -0.01*** 

LNSIZE -0.37*** -0.04*** -0.03*** -0.01 

Adjusted R2 0.72 0.42 0.77 0.53 

Prob. (F. Stat) 0.00 0.00*** 0.00*** 0.00*** 

Source: Eviews 12 (processed, 2024) 

Significance levels in 1%(***), 5%(**) and 10%(*) 

 

 Investors typically view CSR performance as a strategic project and firms that use this 

strategy can obtain loans at lower interest rate. Moreover, CSR disclosure can reduce asymmetry 

information based on agency theory because CSR disclosure provides more information for 

investors to make decisions. Yeh et al. (2019) explain that the decision is related to whether or 

not investor or lender  will invest and how much their expected rate of return they will get. Thus, 

the companies that showing better CSR performance might benefit from pay lower interest rates 

on debt because indicates the good corporate governance of the companies and reduce 

asymmetry information. This result supports (Rosa et al., 2017) which find that firms with good 

CSR performance will having a lower cost of debt in listed Europe non-financial firms. The 

result is also linier with previous research conducted by Bhuiyan & Nguyen (2019), Xu at al. 

(2021) and Yeh et al. (2019) which found a negative inverse relationship between CSR 

disclosure and CoD. 

The result of second hypothesis suggest that the CSR performance has a negative and 

statistically significant relationship with cost of equity. This implies that the higher is the level 

of corporate social responsibility performance, the lower is the cost of equity in Indonesian 

sharia listed companies. In line with stakeholder and agency theory, CSR activities developed a 

sustainable business model that adds value for investors and other stakeholders to improve 

stakeholder trust and the social reputation. In the context of risk, CSR can reduce a firm’s risk 

in many ways which has been widely investigated such as by reducing a firm’s idiosyncratic 

and systematic risk (Yi et al., 2020); influence the risk expectations of investors  by decreasing 

operating risk (Chen, 2021) and by reducing reputational risk towards mitigating public 

information asymmetry and creating good public opinion. Thus, investors are more likely to 

maintain companies stocks in the air of obtaining higher returns in the future due to expectations 

of future value enhancement and risk reduction, and the risk-sharing of larger shareholder 

demand will also lower the cost of equity capital. This finding supports the argument in the 

literature Chen (2021) and Yi et al. (2020) that CSR performance can significantly reduce cost 

of equity in China  and also Bhuiyan & Nguyen (2019) in the Australian listed firms. 

The result of third hypothesis suggest that the big 4 auditor moderates the influence of CSR 

performance and the cost of debt in Indonesian sharia listed companies. This suggest that a high-
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quality audit enhances a company’s reported earnings and lowers its cost of financing by 

providing more trustworthy and dependable information.  According to Xiao et al (2020) the 

big four auditing companies are not only independent and provide quality financial services but 

also likely to encourage the proliferation of new reporting requirements (like CSR reporting) 

which could make their information and assurance duties stronger. This finding supports Bacha 

et al. (2021) and Zahid et al. (2022) who found that audit quality can moderates the relationship 

between corporate social responsibility activities performance and cost of debt. The big 4 play 

a crucial role in enhancing the accuracy and credibility of financial disclosure, particularly in 

cases when a company exhibits a strong commitment to corporate social responsibility. 

Companies can demonstrate that they prioritize honesty and transparency in their operation by 

choosing audit firms that have strong commitment to CSR activities and sustaining high 

standards in their reporting. Thus this can improves investor and lender confidence for making 

it easier to obtain financing thus reducing the interest of debt. 

The result of fourth hypothesis suggest that the big 4 auditor moderates the influence of 

CSR performance and the cost of equity in listed Islamic Indonesian companies. This can be 

caused that higher audit quality leads financial information to be more credible and reliable both 

improving accuracy of a company outcomes and reducing information risk therefore reducing 

the cost of equity. As stated by Coffie et al. (2018) auditors reduces informational risk for the 

users of financial statements which eventually results in the reduction of return rate expected by 

all investors. Audit quality decreases information risk including the strategy of CSR, which 

result cheaper funding cost. This implies that the big 4 auditor possess the ability to detect 

information distortion, improve information quality and reduce investment risk.  This finding 

supports Bacha et al. (2021) and Zahid et al. (2022) who found that audit quality can moderates 

the relationship between corporate social responsibility activities performance and cost of 

financing. This finding also in line with Yi et al. (2020) who state that big 4 auditor is associated 

with lower cost of equity. 

 

CONCLUSION 

Over the past few years, CSR activities around the world has improved which leads increasing 

to the sustainable issues. This study highlight the importance of reducing financial risk and 

improving financial decision by integrating CSR activities and transparency into business 

strategy. Using GRI standard from Refinitiv database Thomson Reuters Eikon as an indicator 

of CSR performance to analyze its effect on firms financing decisions among Indonesian Islamic 

listed companies from 2018 to 2022 period of time, the empirical evidence shows that CSR 

performance is significantly negative associated with cost of debt and cost of equity which 

indicate that better CSR performance tends to have lower use of debt financing and lower equity 

cost.  Furthermore, the role of Big 4 auditors in reducing financial risk and enhancing corporate 

transparency is significantly moderates the CSR performance and firms financing which means 

that higher audit quality leads to make disclosure information more credible and reliable 

therefore reducing agency problem. 

This article contributes to the accounting and finance literature in several important areas 

of the role audit quality in the relationship between sustainability performance and Indonesian 

Islamic listed companies financing decision. This study also provide widening insights and 

highlight the importance role of BIG 4 audit quality in shaping the discussion of this field. 
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Therefore, we suggest that listed Islamic companies might improve their quality of CSR 

activities disclosure information for the firm’s strategy to build the trust among stakeholders 

which can reduce financial risk and fosters companies to be more prudent in their financing 

decision. 

Our study has two main limitations: first, the sample is limited only in Indonesian Islamic 

listed companies. Second, the limited range of companies and reporting periods. We suggest 

that future research might examine all the public Indonesian listed companies compare to 

Indonesian Islamic listed companies and it is also essential to analyze another board members 

that have important role to the corporate strategy.  
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