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Objective: The objective of this study is to analyze the indicators of effective internal
auditing in Iran’s public sector and examine their impact on good governance using
a grounded theory approach.

Methodology: This qualitative study was conducted using the grounded theory
methodology. Data were collected via a structured questionnaire distributed to four
groups of professionals: university financial experts, auditors at the Supreme Audit
Court, treasurers and experts from the Ministry of Economic Affairs and Finance,
and members of the internal audit profession. Multiple regression analysis was
employed to assess the relationship between internal audit effectiveness and five key
indicators. A qualitative modeling framework was also used to identify causal
conditions, intervening factors, contextual elements, strategies, and consequences
related to internal audit performance.

Findings: The findings indicate that internal audit effectiveness in Iran’s public
sector is influenced by five critical indicators: advisory mechanisms and processes,
internal control evaluation, audit-reporting communication, accountability and
financial reporting, and assurance of processes and operations. These indicators were
integrated into a comprehensive model that can guide policy-making and improve
internal audit performance in the public sector.

Conclusion: Effective internal auditing is recognized as a crucial pillar for improving
governance quality in the public sector. Identifying and reinforcing key indicators
can significantly enhance transparency, accountability, and the efficiency of
governmental institutions.

Keywords: Audit indicators, internal auditing, Iranian public sector, grounded
theory, good governance.
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EXTENDED ABSTRACT
Introduction

Internal auditing plays a pivotal role in public sector governance by promoting transparency,
preventing fraud, and enhancing operational efficiency (Msindwana & Ngwakwe, 2022). A strong internal
audit function not only safeguards public funds but also bolsters citizens' trust in government institutions
(Aghaei Ghaleche, 2023; Raeisi et al., 2024; Zivari Kamran & Fakhari, 2019). Despite its importance, there is a
lack of a systematic framework for evaluating the effectiveness of internal auditing in relation to good
governance. Current literature focuses on various models and standards to assess internal audit
performance, with increasing emphasis on governance-enhancing capabilities (Rostami et al., 2019; Yazdan
Panah & Ahmadi Mousavi, 2023). However, studies addressing the multidimensional factors influencing
effective auditing in the context of public sector governance remain sparse (Pour Saeed & Mohammadipour,
2019). To address this gap, this study utilizes the grounded theory approach to explore the key indicators
of internal audit effectiveness and their impact on the quality of governance in Iran's public sector.

Grounded theory, developed by Glaser and Strauss in 1967, is a data-driven, inductive research
methodology aimed at generating theory directly from empirical data (Deering & Williams, 2023). It
emerged as a response to positivist approaches and prioritizes critical over instrumental rationality
(Rochmah et al., 2020). This methodology is particularly valuable in exploring understudied or complex
phenomena, such as internal audit governance structures in the public sector. Prior research highlights
factors such as auditor independence, organizational culture, and control frameworks as determinants of
audit performance (Alqudah et al., 2019; Asadzadeh & Nikbakht, 2024; Mashayekhi & Yazdanian, 2019).
However, there is still a pressing need to contextualize these factors within a comprehensive and localized
model. This study addresses that need by examining expert perspectives on internal audit performance
and its influence on governance indicators. By generating a grounded theoretical model based on data
from Iranian institutions, this research contributes to the theoretical development and practical
implementation of effective auditing mechanisms.

Methodology

This qualitative study was conducted using a grounded theory approach to explore the relationship
between internal audit effectiveness and good governance in Iran's public sector. Semi-structured
interviews were conducted with experts selected via purposive and snowball sampling, ensuring
representation from four groups: university financial professionals, auditors from the Supreme Audit
Court, officials from the Ministry of Economic Affairs and Finance, and professional auditors from audit
associations. Data collection continued until theoretical saturation was achieved, which occurred after 16
interviews. The responses were transcribed and analyzed using Strauss and Corbin’s coding method: open
coding, axial coding, and selective coding.

In addition to interviews, a structured questionnaire was developed to validate the model with a
broader audience. The sample included 193 respondents from across the four target groups. The data were
analyzed using SPSS, specifically the t-test, to evaluate five hypotheses linking internal audit indicators
to good governance outcomes. The study also constructed a grounded theoretical model identifying causal
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conditions, contextual and intervening factors, strategies, and consequences related to internal audit
effectiveness.

Findings

The analysis revealed five core indicators that significantly influence the effectiveness of internal
auditing in the Iranian public sector: (1) advisory mechanisms and processes, (2) evaluation of internal
controls, (3) audit-reporting communication, (4) accountability and financial reporting, and (5) assurance
of processes and operations. These indicators were categorized into 14 components through selective
coding.

The t-tests validated all five hypotheses, indicating a strong, statistically significant relationship
between internal audit indicators and governance outcomes. For example, the first hypothesis regarding
advisory mechanisms and effective relationships with audit committees was strongly supported, with a
mean score above the expected threshold. The second hypothesis, linking internal control evaluation and
risk management with improved governance, also demonstrated statistical significance. Similarly, the
third, fourth, and fifth hypotheses—focusing on infrastructure development, financial reporting, and
compliance assurance—were all supported by significant t-values, confirming their positive influence on
governance indicators.

Additionally, the model identified causal conditions (e.g., professional independence of auditors),
contextual conditions (e.g., regulatory environment and institutional quality), and intervening variables
(e.g., auditor expertise and political neutrality) that influence audit effectiveness. Strategic
recommendations included revising budget structures, leveraging information technology, strengthening
legal engagement, and promoting citizen oversight. The model concluded that comprehensive reforms in
internal auditing can lead to improvements in public transparency, accountability, and operational
effectiveness.

Discussion and Conclusion

The results of this study underscore the integral role of effective internal auditing in enhancing
good governance within the public sector. By identifying and validating five key indicators, the research
offers a robust model that public institutions can utilize to evaluate and strengthen their internal audit
systems. Advisory processes, internal control evaluations, and communication of audit results contribute
significantly to improving transparency and reducing corruption risks. These processes ensure that public
organizations are not only compliant with regulations but also accountable to citizens and stakeholders.

The strategic recommendations derived from the grounded theory model emphasize the need for
systemic reforms, including performance-based budgeting, modernization of public accounting standards,
and the adoption of advanced audit technologies. Moreover, enhancing auditor independence and
professional training are critical to fostering a governance culture rooted in integrity and efficiency. The
participatory approach involving experts from multiple domains ensured the relevance and applicability
of the model to diverse public institutions.

Overall, this study advances the discourse on internal audit governance by offering empirical
insights and a grounded theoretical framework that align with international governance standards.



Implementing these findings can significantly contribute to policy-making processes aimed at institutional
reform and public sector improvement. As countries strive to meet global expectations for transparency
and accountability, the internal audit function must evolve as a cornerstone of effective governance.
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