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Abstract

The present study aimed to design and explain an implementation model for operational auditing in Iranian
state-owned companies by considering environmental characteristics, legal requirements, organizational
conditions, and strategic needs of the public sector. This study employed an exploratory mixed-methods
design with a developmental-applied orientation. In the qualitative phase, the Multi-Grounded Theory
approach was utilized through in-depth semi-structured interviews with 14 academic experts and
experienced auditing professionals in the public sector, selected using purposive and snowball sampling
techniques. Qualitative data were analyzed through open, axial, and selective coding procedures. In the
quantitative phase, the extracted model was evaluated using a researcher-developed questionnaire
administered to 395 managers, financial specialists, and auditors of state-owned companies. Structural
Equation Modeling based on Partial Least Squares (PLS-SEM) was applied to validate the proposed
framework. The qualitative findings resulted in six major dimensions, including causal conditions,
contextual conditions, intervening conditions, the axial phenomenon, strategies, and consequences,
comprising 16 subcategories. The core phenomenon was identified as the “Establishment of an Integrated
Operational Audit System and Institutionalization of Continuous Performance Evaluation.” Structural model
analysis demonstrated that causal conditions (B = 0.461), contextual conditions (B = 0.605), and
intervening conditions (B = 0.424) exerted significant direct effects on the axial phenomenon. Furthermore,
the axial phenomenon (8 = 0.793) and intervening conditions (B = 0.347) significantly influenced strategic
actions, while strategies had a substantial impact on the model consequences (B = 0.665). The overall
model fit index (GOF = 0.711) confirmed an excellent model fit. The findings indicate that successful
implementation of operational auditing in Iranian state-owned companies requires the integrated
management of governance requirements, organizational contexts, resource limitations, and professional
implementation strategies. The proposed model provides a localized and evidence-based framework for
strengthening governance, accountability, managerial decision-making, organizational learning, and
efficient utilization of public resources within the public sector.

Keywords: Operational Audit, Performance Evaluation, State-Owned Companies, Organizational
Governance, Accountability, Structural Modeling.
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Extended Abstract
Introduction
In contemporary public governance systems, state-owned enterprises (SOES) are entrusted with
managing substantial financial, human, and infrastructural resources. The increasing complexity of
governmental organizations, coupled with growing public expectations regarding accountability,
transparency, and efficient resource utilization, has intensified the need for advanced auditing and
performance evaluation mechanisms. Traditional financial auditing primarily focuses on compliance
with accounting standards and financial regulations; however, it often fails to provide comprehensive
insights into organizational effectiveness, efficiency, and economy. Consequently, operational
auditing has emerged as a strategic management tool capable of evaluating organizational
performance beyond financial indicators and assessing the extent to which public organizations
achieve their intended objectives (Habashi, 2017; Raaum et al., 2017). Operational auditing examines
the relationships between inputs, processes, outputs, and outcomes, thereby providing decision-
makers with evidence-based information for improving organizational performance and public value
creation. International standards of supreme audit institutions emphasize that performance and
operational audits should assess not only compliance but also the effectiveness, efficiency, and
economy of government operations (International Organization of Supreme Audit, 2019). Recent
studies have demonstrated that operational auditing contributes significantly to improving
governance structures, strengthening accountability systems, enhancing internal controls, and
promoting managerial effectiveness (Wibisana, 2025, Wu et al.,, 2024). From a theoretical
perspective, the necessity of operational auditing can be explained through agency theory, which
highlights the existence of information asymmetry and potential conflicts of interest between
managers and stakeholders. Auditing mechanisms reduce agency costs by increasing transparency
and ensuring that managerial actions align with organizational and societal objectives (Lillis &
Szwejczewski, 2012; Van Rensburg & Coetzee, 2016; Weets, 2008). Moreover, corporate governance
theories emphasize the importance of monitoring systems in ensuring organizational legitimacy and
accountability, particularly within public-sector entities (Khongmalai & Distanont, 2017; Yaacob &
Basiuni, 2014). Despite the recognized importance of operational auditing, many organizations
continue to face substantial challenges in implementing and institutionalizing such systems. These
challenges include inadequate professional expertise, limited technological infrastructure,
organizational resistance to change, and the absence of localized implementation frameworks
(Febrianto et al., 2024; Machmud et al., 2021; Mahdian et al., 2024). In Iran, previous studies have
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investigated operational auditing indicators, internal auditing components, implementation barriers,
and auditing quality; however, few studies have attempted to develop a comprehensive
implementation model that integrates causal conditions, contextual factors, intervening conditions,
strategic actions, and organizational consequences within the specific environment of Iranian state-
owned companies (Banai Moghaddam, 2024; Filsaraei et al., 2023; Kamyabi et al., 2018; Mashayekhi
& Yazdanian, 2018). Furthermore, emerging trends such as predictive analytics, risk-based auditing
frameworks, and integrated auditing approaches highlight the need for more comprehensive and
adaptable operational auditing systems capable of addressing modern organizational challenges
(Ardha et al., 2025; Sinaga et al., 2023; Zhou et al.,, 2025). Therefore, designing a localized
implementation model for operational auditing in Iranian state-owned companies represents a
significant theoretical and practical necessity.

Methods and Materials

This study employed an exploratory mixed-methods design with a developmental and applied
orientation. The research was conducted in two sequential phases. In the qualitative phase, the
grounded theory methodology was utilized to identify the dimensions and components associated
with operational audit implementation in state-owned companies. Data were collected through in-
depth semi-structured interviews with fourteen academic experts, auditing scholars, and
professionals possessing extensive experience in public-sector auditing. Participants were selected
through purposive and snowball sampling techniques until theoretical saturation was achieved. The
gualitative data were analyzed using open coding, axial coding, and selective coding procedures,
enabling the emergence of conceptual categories and the development of a paradigmatic model.
To enhance trustworthiness, several validation techniques were employed, including prolonged
engagement with participants, continuous member checking, theoretical memo writing, and
intercoder reliability assessment. Following the qualitative phase, the identified dimensions were
translated into a researcher-developed questionnaire. In the quantitative phase, the questionnaire
was distributed among managers, financial experts, and auditors employed in Iranian state-owned
companies. A total of 395 valid questionnaires were collected and analyzed.

The quantitative data were examined using Partial Least Squares Structural Equation Modeling
(PLS-SEM). Measurement model evaluation included assessments of reliability, convergent validity,
discriminant validity, and predictive relevance. Structural model evaluation involved testing the
significance of path coefficients and assessing the overall goodness of fit of the proposed
implementation model.

Findings

The qualitative analysis resulted in the identification of six major dimensions and sixteen
subcategories associated with operational audit implementation in Iranian state-owned companies.
The first dimension, causal conditions, included governance and legal requirements, strategic
managerial needs, and environmental pressures and stakeholder expectations. The second
dimension, contextual conditions, comprised organizational structure, governance mechanisms,
organizational culture, and attitudes toward auditing. The third dimension, intervening conditions,
included limitations in auditing resources, shortages of professional expertise, methodological
challenges, and insufficient auditing standards.

The central phenomenon emerging from the qualitative phase was identified as the “Establishment
of an Integrated Operational Audit System and Institutionalization of Continuous Performance
Evaluation.” This phenomenon represented the core mechanism through which operational auditing
could be successfully implemented and sustained within state-owned companies. Strategic actions
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associated with this phenomenon included professional capacity development, preparation of
operational guidelines, performance indicator design, stakeholder engagement, and management
support initiatives. The final dimension consisted of organizational consequences, including
enhanced managerial decision-making, improved governance, strengthened accountability,
organizational learning, and increased stakeholder trust.

The quantitative analysis confirmed the validity and reliability of the measurement model. All
constructs demonstrated acceptable levels of factor loadings, internal consistency reliability,
composite reliability, and convergent validity. Predictive relevance indices indicated satisfactory
explanatory power across all latent constructs.

Structural model analysis revealed significant positive relationships among the proposed
dimensions. Causal conditions exerted a significant direct effect on the central phenomenon (8 =
0.461). Contextual conditions demonstrated the strongest direct effect on the central phenomenon
(B = 0.605), indicating the critical importance of organizational readiness and environmental support.
Intervening conditions also significantly influenced the central phenomenon (B = 0.424).
Furthermore, the central phenomenon significantly affected strategic actions (f = 0.793), suggesting
that institutionalizing operational auditing serves as a major driver of organizational strategies aimed
at performance improvement. Intervening conditions additionally exerted a direct effect on strategic
actions (B = 0.347). Finally, strategic actions demonstrated a substantial positive impact on
organizational consequences ( = 0.665). The overall goodness-of-fit index confirmed the excellent
fit of the proposed model, indicating that the identified dimensions adequately explained the
implementation process of operational auditing in Iranian state-owned companies.

Discussion and Conclusion

The findings of this study demonstrate that operational audit implementation within state-owned
companies is a multidimensional organizational phenomenon that extends beyond technical auditing
procedures. The results indicate that successful implementation depends on the interaction of
governance requirements, organizational culture, managerial commitment, resource availability, and
strategic interventions. Rather than functioning merely as a compliance-oriented mechanism,
operational auditing emerges as a comprehensive management system capable of institutionalizing
continuous performance evaluation and facilitating evidence-based decision-making.

The significant influence of causal conditions highlights the importance of legal mandates,
governance requirements, and stakeholder expectations in initiating operational auditing initiatives.
This suggests that institutional pressures and accountability demands serve as critical catalysts for
organizational transformation. At the same time, the strong effect of contextual conditions
underscores the importance of organizational culture, governance structures, and managerial
attitudes in determining whether operational auditing becomes embedded within organizational
practices. Even the most sophisticated auditing frameworks are unlikely to succeed without
supportive organizational environments that value transparency, learning, and continuous
improvement.

The influence of intervening conditions further demonstrates that resource constraints,
methodological deficiencies, and shortages of qualified personnel remain substantial obstacles to
implementation. These findings suggest that organizational commitment alone is insufficient unless
accompanied by investments in human capital development, technological infrastructure, and
professional auditing standards. The identification of professional capacity development and
stakeholder engagement as key strategic responses reinforces the importance of collaborative and
competency-based approaches to operational audit implementation.
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The central phenomenon identified in this study—the establishment of an integrated operational
auditing system and the institutionalization of continuous performance evaluation—represents a
transformative organizational capability. Organizations that successfully institutionalize such
systems are likely to benefit from improved governance, stronger accountability mechanisms, more
effective resource allocation, and enhanced strategic decision-making. Moreover, operational
auditing contributes to organizational learning by creating mechanisms for continuous feedback,
performance monitoring, and adaptive improvement.

The consequences identified in the model reveal that operational auditing can generate benefits
extending far beyond traditional control functions. Improved managerial decision-making,
strengthened internal controls, enhanced stakeholder confidence, and increased organizational
maturity represent outcomes that directly contribute to the long-term sustainability and effectiveness
of state-owned enterprises. By promoting transparency and accountability, operational auditing also
strengthens public trust in governmental organizations and supports broader governance reforms.
Overall, the study provides a comprehensive and empirically validated framework for understanding
and implementing operational auditing in Iranian state-owned companies. The proposed model
offers both theoretical and practical contributions by integrating multiple organizational dimensions
into a coherent implementation framework. The findings suggest that operational auditing should be
viewed not merely as an auditing function but as a strategic organizational capability that supports
governance excellence, performance improvement, and sustainable public-sector development.
Consequently, the model can serve as a valuable reference for policymakers, regulators, auditors,
and organizational leaders seeking to institutionalize operational auditing and enhance
organizational effectiveness within the public sector.
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