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Abstract:

This study aimed to identify and explain the effective roles of internal auditors in non-governmental public institutions, with
a focus on Mashhad Municipality. This qualitative study was conducted within an interpretive paradigm using the systematic
grounded theory approach. The research population comprised managers, financial officials, audit-related personnel, and
internal auditors of Mashhad Municipality. Participants were selected through purposive expert sampling, and eight
individuals with direct professional experience in internal auditing ultimately participated in the study. Data were collected
through in-depth, unstructured interviews, each lasting approximately 50 minutes on average. After verbatim transcription,
the interviews were analyzed using MAXQDA through open, axial, and selective coding. Data analysis yielded 86 open codes,
17 axial categories, and four core categories. The four major roles identified were interaction with independent auditors,
assurance services, advisory services, and issuance of internal audit reports. Advisory services were the most frequent axial
category, with 12 open codes accounting for 13.95% of the total. This was followed by reviewing and recommending
procedural improvements with 11 codes and 12.79%, identifying weaknesses with 9 codes and 10.47%, preparing reports for
senior managers with 8 codes and 9.30%, and monitoring compliance with higher-level laws and regulations with 7 codes and
8.14%. Assurance services constituted the broadest core category in terms of the number and diversity of its subcategories.
The findings showed that the effective role of internal auditors in Mashhad Municipality is multidimensional and extends
beyond traditional financial control to include assurance, advisory services, process improvement, risk assessment, regulatory
compliance, interaction with independent auditors, and reporting to senior management.
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Extended Abstract

Introduction

Internal auditing has evolved substantially from a conventional control-oriented function focused primarily on financial
transactions, compliance checking, and error detection into a broader organizational function concerned with assurance, risk
management, internal control, governance, advisory services, and organizational value creation. In contemporary
organizations, internal auditors are increasingly expected to provide independent assurance while also contributing to
managerial decision-making, process improvement, risk identification, and the strengthening of organizational accountability.
This transformation has become particularly important in complex organizations in which multiple stakeholders, extensive
regulatory requirements, technological developments, and growing expectations for transparency have expanded the scope
of internal audit activities. Recent evidence indicates that internal audit effectiveness is shaped by a combination of
organizational characteristics, professional competencies, managerial support, independence, and audit quality, while high-
quality internal auditing can strengthen stakeholders’ willingness to rely on audit outputs (Nguyen et al., 2026; Pham, 2025).

The importance of an effective internal audit function is particularly pronounced in public-sector and quasi-public
institutions because these organizations are accountable not only for financial efficiency but also for the lawful, transparent,
and responsible use of public resources. Internal auditing in public organizations can contribute to accountability, regulatory
compliance, internal control, operational effectiveness, and the prevention of misuse of organizational resources. Research
in the public sector has demonstrated that independence, senior management support, organizational positioning, auditor
competence, and communication quality are among the factors that significantly influence internal audit effectiveness
(Veledar et al., 2025). Moreover, evidence from governmental settings suggests that the role of internal auditors is not static;
rather, it may develop from a conventional control role toward advisory, facilitative, and reform-oriented functions as
institutional requirements and governance structures change (Volodina et al., 2023).

One of the central functions of internal auditing is the provision of assurance regarding organizational controls, financial
and operational processes, regulatory compliance, and risk management. Effective internal auditing can improve the
reliability of financial information and contribute to higher-quality financial reporting (Hussein & Alshammari, 2024; Wanja &
Ibrahim, 2023). Internal audit quality has also been associated with the accuracy of managerial financial forecasts, indicating
that internal auditors contribute not merely to ex post verification but also to the quality of information used in managerial
decision-making (Khalili et al., 2024). In addition, independent auditors may assess and rely on the work performed by internal
audit units when internal auditors possess adequate competence, objectivity, and professional quality (Khodabakhshi Parijan
& Gerami, 2024). Accordingly, the effectiveness of internal auditors can affect both internal organizational governance and
the broader assurance framework surrounding an organization.

Risk management has similarly become a major domain of internal audit activity. Contemporary risk-based internal
auditing attempts to direct audit resources toward areas with greater exposure and higher potential consequences, thereby
supporting the organization’s risk management processes (Attaf & Bensbahou, 2025). Internal audit activities, together with
senior management support and systematic risk management, may also contribute to fraud mitigation and the prevention of
organizational misconduct (Younes Alazzabi et al., 2023). Internal auditors are therefore increasingly expected to identify

vulnerabilities before they result in major losses or misconduct rather than merely detect irregularities after they have

occurred.
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The preventive role of internal audit is also closely connected with professional ethics and whistleblowing. Internal
auditors frequently encounter situations requiring ethical judgment, professional courage, and decisions concerning the
reporting of inappropriate conduct. Organizational ethical culture, audit experience, and ethical awareness can influence the
ethical judgments made by internal auditors (Khademi Khuzani & Aghaei Chadgani, 2025), while psychological capital and
moral courage may contribute to internal audit effectiveness (Karamshahi et al., 2025). Organizational factors also affect
internal auditors’ judgments and decisions regarding the reporting of unethical conduct (Khalif Rashid et al., 2025), and
integrated ethical decision-making perspectives suggest that whistleblowing intentions result from an interaction between
ethical evaluations and contextual conditions (Antoh et al., 2024). The scope of internal auditing has even expanded into
specialized areas such as anti-money laundering and forensic-oriented activities, emphasizing the profession’s potential role
in detecting suspicious transactions and strengthening preventive controls (Ismail et al., 2025).

Another major development has been the increasing importance of advisory services. Due to their broad understanding
of organizational processes, risks, controls, and weaknesses, internal auditors are well positioned to provide
recommendations for process improvement and management decision-making. Research on internal audit planning has
shown that improved business process modeling may strengthen audit planning and facilitate the identification of
organizational areas requiring attention (Ardha et al., 2025). In Iran, conceptual models of internal audit performance likewise
emphasize the importance of evaluating internal auditing through multiple technical, organizational, and performance-
related dimensions (Heydari et al., 2025). The effectiveness of this advisory role, however, depends heavily on the
organizational context. Organizational culture and professional ethics may influence internal audit quality (Ardestani Rostami
et al., 2024), while auditor-related and organizational factors such as independence, competence, and managerial support
affect internal audit effectiveness (Khanam, 2024). The maturity of the internal audit function is likewise influenced by several
organizational and professional factors that determine the range and sophistication of roles it can perform (Maia et al., 2024).

Technological transformation has further changed internal auditing. Information technology enables auditors to access
and analyze larger volumes of organizational data, although its effective integration may be constrained by infrastructural,
professional, and organizational barriers (Masoumi Bilandi et al., 2025). Effective use of information technology can enhance
internal audit quality (Meilani et al., 2025), while auditors’ technology acceptance and organizational readiness influence the
digital transformation of the function (Liovi¢ & Barisic, 2024). Artificial intelligence and deep learning are increasingly used to
detect anomalies in financial data (Farhadi Touski & Doustian, 2025), and internal auditors’ knowledge and professional
skepticism influence their willingness to adopt artificial intelligence tools (Moshayekhi & Amirollah, 2025). Technology can
consequently improve internal audit performance when appropriately integrated into audit processes (Eulerich et al., 2025).
Blockchain technology may similarly reshape audit control and transaction verification (Aminipour & Gholamnia Roshan,
2024; Zhang & Shah, 2023), while information technology auditing requires specific technical, human, and structural
capabilities (Shadkami et al., 2025). Cybersecurity has also become a significant area of internal audit responsibility,
particularly as organizations increasingly depend on digital infrastructures (Ferreira et al., 2025).

More broadly, effective internal audit systems have been associated with improved organizational performance (Hazaea
et al., 2024), greater control over earnings-management behavior (Bamari et al., 2025), and governance arrangements that
influence internal audit quality (Ginesti et al., 2024). Internal auditing is also expanding toward environmental and broader

corporate citizenship responsibilities (Ghorbaniyan et al., 2024). These developments are highly relevant to municipalities
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because such organizations combine extensive financial activities, regulatory obligations, service provision, public
accountability, and interactions with numerous subsidiary organizations and external stakeholders. Nevertheless, despite the
expanding literature on internal audit effectiveness, comparatively limited attention has been devoted to identifying the
specific effective roles that internal auditors should perform within Iranian non-governmental public institutions, particularly
municipalities. Therefore, the present study aimed to identify and explain the effective roles of internal auditors in non-
governmental public institutions through a case study of Mashhad Municipality.

Methods and Materials

The study was conducted within an interpretive paradigm using a qualitative and inductive research approach. Because
the objective was to understand how experienced professionals perceive and interpret the effective roles of internal auditors
within their actual organizational context, the systematic grounded theory approach was adopted. The study focused on
Mashhad Municipality as a large non-governmental public institution characterized by multiple municipal districts, affiliated
organizations, diverse financial and operational processes, and an established internal audit function.

The research population consisted of individuals with direct professional knowledge and experience of internal auditing,
financial management, internal control, audit committees, or related supervisory activities within Mashhad Municipality and
its associated units. Participants were selected through purposive expert sampling because the study required individuals
capable of providing information-rich accounts of internal audit practices and organizational expectations. Eligibility was
based on relevant professional experience, familiarity with the internal audit function, direct exposure to financial or
supervisory processes, and willingness to participate. Invitations were distributed to eligible individuals, and eight experts
ultimately participated in the study.

Data were collected through individual, in-depth, unstructured interviews. The interviews began with broad questions
concerning the current status of internal auditing, its organizational position, the need for internal auditing, and factors
influencing its performance. The discussions were then progressively directed toward effective internal audit roles, assurance
activities, advisory services, internal control, risk management, regulatory compliance, interaction with independent auditors,
reporting, and process improvement. Follow-up questions were used to clarify participants’ experiences and obtain practical
examples. Each interview lasted approximately 50 minutes on average. With participants’ permission, interviews were
recorded and transcribed verbatim. Analytical and field notes were also maintained throughout the data collection process.

Data analysis was performed using the systematic grounded theory procedures of open, axial, and selective coding.
Interview transcripts were imported into MAXQDA and repeatedly reviewed. During open coding, meaningful segments of
the interviews were identified and assigned conceptual codes. Through constant comparison, similar codes were combined,
refined, or differentiated. During axial coding, the open codes were organized into broader categories and relationships
among them were examined. In selective coding, the major categories were integrated around higher-level core categories
representing the principal effective roles of internal auditors. Data collection and analysis proceeded iteratively, with
emerging concepts being compared continuously against the original interview data.

Findings

The qualitative analysis resulted in 86 open codes, which were subsequently organized into 17 axial categories and four

core categories. The four principal roles identified were interaction with independent auditors, assurance services, advisory
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services, and issuance of internal audit reports. Together, these categories represented the multidimensional role expected
from an effective internal auditor within Mashhad Municipality.

Assurance services constituted the broadest core category and contained the largest number of axial categories. These
included monitoring and controlling organizational activities, periodic audits, ad hoc audits, reviewing and recommending
improvements to procedures, preventing misconduct, strengthening the internal control structure, monitoring compliance
with higher-level laws and regulations, identifying weaknesses, assessing risks and hazards, comparing budget with actual
performance, and the broader provision of assurance services. Among these, reviewing and recommending procedural
improvements accounted for 11 open codes, representing 12.79% of all extracted codes, and appeared in seven of the eight
interviews. Participants repeatedly emphasized that effective internal auditing should not end with the identification of
deficiencies; auditors should also recommend feasible changes to improve processes, reduce inefficiencies, strengthen
controls, and correct problematic procedures.

Identifying organizational weaknesses was another prominent axial category, accounting for nine open codes or 10.47%
of the total. Participants distinguished internal auditing from punitive inspection and emphasized that the purpose of
identifying weaknesses was to support correction and prevent future problems. Monitoring compliance with laws and higher-
level regulations represented seven open codes, or 8.14% of all codes, and appeared in five interviews. This finding reflected
the regulatory complexity of municipal operations and the perceived importance of internal auditors in evaluating compliance
across financial, revenue, urban development, technical, construction, and municipal service activities.

Advisory services emerged as the single most frequent axial category, accounting for 12 open codes and 13.95% of all
codes and appearing in six interviews. Participants viewed internal auditors as professional advisors capable of helping
managers address operational problems, improve financial procedures, develop or revise instructions, and make more
informed decisions. The findings suggested that advisory services are not regarded as secondary to assurance activities but
as a central dimension of effective internal auditing.

The issuance of internal audit reports constituted another core category. Six open codes, representing 6.98% of the total,
referred directly to internal audit reporting, while eight open codes, or 9.30%, concerned the preparation and submission of
reports to senior management. Participants emphasized that well-documented, defensible, and carefully developed reports
are the primary mechanism through which internal auditors influence organizational decisions. Direct access to senior
management, particularly the mayor, was regarded as important because reports submitted to the highest organizational
level were more likely to receive attention, generate follow-up instructions, and result in corrective action.

Interaction with independent auditors formed the fourth core category. It included general interaction with independent
auditors, annual general meetings, and efforts associated with improving the acceptability of independent audit reports.
Participants reported that independent auditors were interested in internal audit findings and that discussions often took
place before external audit reports were finalized. However, participants also stressed that the ultimate objective of internal
auditing should not merely be to obtain an unqualified or acceptable independent audit opinion; rather, the primary purpose
should be to resolve actual control and procedural deficiencies.

Overall, the findings portrayed the effective internal auditor as substantially more than a financial compliance inspector.

The effective role encompassed assurance provision, regulatory oversight, risk assessment, identification of weaknesses,
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process improvement, advisory support, communication with independent auditors, and the preparation of decision-relevant
reports for senior management.

Discussion and Conclusion

The findings indicate that the effective role of internal auditors in non-governmental public institutions is inherently
multidimensional. Within Mashhad Municipality, internal audit effectiveness was associated not with a single control activity
but with the integration of assurance, advisory, reporting, and coordination functions. The breadth of the assurance category
demonstrates that municipal internal auditing must cover financial, operational, regulatory, and risk-related domains
simultaneously. This is particularly important in a municipality because the organization manages diverse activities and public
resources while operating within a complex regulatory environment.

The prominence of process improvement and weakness identification suggests an important shift from a punitive
conception of auditing toward a corrective and developmental one. Participants did not view the effective auditor primarily
as someone who detects errors after they have occurred. Instead, auditors were expected to identify underlying weaknesses,
determine why problems emerged, and recommend practical changes capable of preventing recurrence. Thus, the value of
internal auditing lies not merely in identifying deficiencies but in improving the systems that produce organizational
outcomes.

The strong emphasis on advisory services further confirms that effective internal auditors are expected to contribute to
managerial problem-solving. Their broad access to organizational information and familiarity with controls and processes
enables them to provide insights that may not be readily available to operational managers. Nevertheless, the advisory role
should remain compatible with auditor independence. Internal auditors can recommend alternatives, identify implications,
and support decision-making, but responsibility for executive decisions should remain with management.

Another significant finding concerns the role of internal audit reporting. A technically sound audit process has limited
organizational value if its findings do not reach decision-makers or if recommendations are not translated into corrective
action. The participants’ emphasis on direct reporting to senior management shows that organizational positioning and
reporting channels are crucial components of audit effectiveness. Reports that are evidence-based, clear, actionable, and
directly accessible to senior executives are more likely to influence organizational behavior.

Interaction with independent auditors also illustrates the broader governance role of internal auditing. Coordination can
reduce duplication, improve the exchange of risk information, and strengthen the overall assurance environment. However,
the study also demonstrates that internal audit performance should not be reduced to the objective of improving external
audit opinions. The more fundamental objective is to strengthen organizational processes and controls so that improved
audit outcomes emerge as a consequence of genuine organizational improvement.

In conclusion, the study identified four interconnected effective roles for internal auditors in non-governmental public
institutions: providing assurance services, delivering advisory services, interacting with independent auditors, and issuing
influential internal audit reports. These roles show that effective internal auditing in Mashhad Municipality extends beyond
conventional financial supervision and includes risk assessment, regulatory compliance, process improvement, internal
control enhancement, identification of weaknesses, prevention of misconduct, managerial consultation, and communication

with senior decision-makers. Accordingly, the effectiveness of internal audit units in public institutions should be evaluated
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not merely by the number of audits or reports completed, but by the extent to which their activities improve organizational

processes, reduce risk, strengthen internal controls, support managerial decisions, and enhance institutional accountability.
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