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Objective: The present study aims to investigate the moderating role of ethical culture
characteristics on the relationship between internal audit performance efficiency and
internal control effectiveness. The statistical population of the study was the internal audit
team of listed and over-the-counter companies in the Shasta Group. Based on the Cochran
formula, 96 people were selected as a sample, and the questionnaire was distributed
among them using simple random sampling.

Method: The data collection tool in this study is a questionnaire with a five-choice Likert
scale, whose reliability was confirmed through the Cronbach'’s alpha test, and its validity
through content validity and confirmatory factor analysis, and SMART-PLS software was
used to analyze the data.

Findings: The results of data analysis show that the relationship between the quality of
internal controls and internal audit effectiveness is positive and significant, the
relationship between auditor independence and internal control quality is positive and
significant, and the relationship between management support and internal control quality
is positive and significant. The findings also show that ethical culture moderates the
relationship between the quality of internal controls and the effectiveness of internal
auditing.

Conclusion: In general, the results indicate the following points: strong internal controls
provide an environment in which internal auditing can operate more effectively and
achieve better results, the presence of independent auditors encourages management to
continuously seek to improve its internal controls, because they know that the auditors
will report any weaknesses or deficiencies. All of these factors lead to improving the
quality of internal controls in the organization. Management support is a key factor in
establishing and maintaining effective internal controls, as it provides the necessary
culture and resources for the proper functioning of controls. Interaction with independent
auditors allows for a more comprehensive and detailed assessment of internal controls and
helps the organization to ensure the effectiveness of controls and, if necessary, take
appropriate corrective actions, which ultimately leads to improved financial reporting
quality and overall performance of the organization. Organizations should simultaneously
focus on improving the quality of internal controls and strengthening their ethical culture
to ensure maximum effectiveness of internal audit. Internal audit can more effectively
identify, assess, and manage risks, as well as provide suggestions for improving processes
and controls. Ultimately, this leads to improved overall organizational performance and
increased credibility of financial reporting.
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Introduction
increasing demands for accountability and transparency have significantly intensified the

importance of corporate governance mechanisms. Among these mechanisms, internal auditing
plays a critical role in enhancing organizational transparency, risk management, fraud
prevention, and the effectiveness of internal control systems. Internal auditing serves as an
independent and objective assurance and consulting function designed to add value and improve
an organization’s operations by systematically evaluating risk management, control, and
governance processes.

The effectiveness of internal controls is one of the most fundamental pillars of sound
corporate governance. Effective internal control systems ensure the reliability of financial
reporting, safeguard organizational assets, promote operational efficiency, and ensure
compliance with laws and regulations. However, the effectiveness of internal controls is not
achieved solely through formal rules and procedures; rather, it is highly dependent on the
quality and efficiency of internal audit performance. An efficient internal audit function can
identify control weaknesses, assess risks, and provide constructive recommendations to
management, thereby strengthening the internal control environment.

Prior studies indicate that the efficiency of internal audit performance significantly
influences the effectiveness of internal controls. When internal audit units operate efficiently
by optimally using resources, producing timely and reliable reports, and focusing on high-risk
areas, they contribute to reducing errors, fraud, and inefficiencies. Conversely, weak internal
audit performance may undermine the effectiveness of even well-designed control systems.

Nevertheless, recent literature suggests that the relationship between internal audit
performance efficiency and internal control effectiveness is not purely direct or mechanical.
This relationship may be influenced by various organizational and contextual factors. One of
the most important yet underexplored factors in this regard is ethical culture. Ethical culture
refers to the shared values, beliefs, norms, and behavioral expectations that guide decision-
making and actions within an organization. A strong ethical culture fosters integrity,
transparency, accountability, and adherence to organizational policies and professional
standards.

In organizations characterized by a strong ethical culture, employees and managers are more
likely to comply with internal controls, cooperate with internal auditors, report irregularities,
and accept audit recommendations. In contrast, in organizations with weak ethical cultures,
even highly efficient internal audit functions may face resistance, concealment of information,
and circumvention of controls, thereby reducing the overall effectiveness of internal controls.

Although numerous studies have examined the determinants of internal audit effectiveness
such as auditor independence, management support, and cooperation between internal and
external auditors, limited attention has been paid to the moderating role of ethical culture in the
relationship between internal audit performance efficiency and internal control effectiveness,
particularly in emerging markets. Therefore, this study aims to address this research gap by
investigating the moderating effect of ethical culture on the relationship between internal audit
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performance efficiency and internal control effectiveness in listed and over-the-counter
companies affiliated with the Social Security Investment Company (Shasta) in Iran.

Method
This study is applied in terms of purpose and descriptive—correlational in nature, employing

a structural equation modeling (SEM) approach to test the proposed research model. The
statistical population consists of internal audit team members working in listed and over-the-
counter companies affiliated with Shasta. The total population included 128 internal auditors.
Using Cochran’s formula and a 95% confidence level, a sample size of 96 respondents was
determined. Participants were selected using simple random sampling.

Data were collected through a structured questionnaire designed based on prior empirical
studies and professional standards. The questionnaire employed a five-point Likert scale
ranging from “strongly disagree” to “strongly agree” and measured the following constructs:
internal audit performance efficiency, internal control effectiveness, ethical culture, auditor
independence, management support, and interaction between internal and external auditors.

Content validity was assessed through expert reviews by academics and professionals in
accounting and auditing. Construct validity was examined using confirmatory factor analysis,
while reliability was evaluated using Cronbach’s alpha and composite reliability indices. All
constructs demonstrated acceptable levels of reliability and validity.

Data analysis was conducted using Smart PLS software. The analysis proceeded in two main
stages. First, the measurement model was evaluated by examining factor loadings, convergent
validity (average variance extracted), and discriminant validity. Second, the structural model
was assessed to test the hypothesized relationships among variables, including direct effects,
the moderating role of ethical culture, and the mediating role of internal audit performance
efficiency. The significance of path coefficients was evaluated using the bootstrapping method
and t-statistics.

Results
Descriptive statistics indicated that the mean values of the main study variables were above

the midpoint of the measurement scale, suggesting a relatively favorable condition of internal
audit practices, internal controls, and ethical culture in the surveyed organizations. The results
of the measurement model assessment confirmed that all factor loadings exceeded the
recommended threshold, and both convergent validity and reliability criteria were satisfactorily
met.

The structural model results revealed that internal audit performance efficiency has a
positive and statistically significant effect on internal control effectiveness. This finding
indicates that more efficient internal audit functions contribute directly to stronger and more
effective internal control systems. Efficient internal auditors are better able to identify
weaknesses, assess risks, and provide actionable recommendations, thereby enhancing control
effectiveness.

Furthermore, the results showed that auditor independence, management support, and
interaction between internal and external auditors all have positive and significant effects on



internal audit performance efficiency. These findings suggest that when internal auditors
operate independently, receive adequate support and resources from top management, and
maintain constructive cooperation with external auditors, their performance efficiency
improves significantly.

One of the key contributions of this study is the confirmation of the moderating role of ethical
culture. The results demonstrated that ethical culture positively moderates the relationship
between internal audit performance efficiency and internal control effectiveness. Specifically,
in organizations with higher levels of ethical culture, the positive impact of internal audit
performance efficiency on internal control effectiveness is significantly stronger. This implies
that ethical culture acts as a reinforcing mechanism that enhances the effectiveness of internal
audit activities.

Additionally, mediation analysis revealed that internal audit performance efficiency
mediates the relationship between auditor independence and management support with internal
control effectiveness. However, the mediating role of internal audit performance efficiency in
the relationship between interaction with external auditors and internal control effectiveness
was not statistically significant.

Conclusions
The findings of this study highlight that internal audit effectiveness cannot be fully

understood without considering the broader organizational context in which it operates. While
efficient internal audit performance plays a vital role in enhancing internal control
effectiveness, this relationship is significantly influenced by the ethical culture of the
organization.

The results underscore that strong ethical culture strengthens the impact of internal audit
efficiency on internal control effectiveness by fostering transparency, integrity, and cooperation
across organizational levels. Ethical culture serves as an essential foundation that aligns
individual behavior with organizational objectives and control mechanisms.

From a practical perspective, the findings suggest that organizations should simultaneously
invest in improving internal audit performance and cultivating a strong ethical culture.
Strengthening auditor independence, ensuring continuous management support, and
encouraging effective interaction between internal and external auditors are necessary but not
sufficient conditions. Without a supportive ethical environment, the potential benefits of
internal audit efficiency may not be fully realized.

For policymakers, boards of directors, and audit committees, the study emphasizes the
importance of integrating ethical considerations into governance frameworks. Promoting
ethical leadership, enforcing compliance with organizational rules, and establishing clear
consequences for unethical behavior can significantly enhance the effectiveness of internal
controls.

Finally, this study contributes to the existing literature by providing empirical evidence on
the moderating role of ethical culture in an emerging market context. Future research may
extend this work by employing longitudinal designs, mixed-method approaches, or examining
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the influence of technological advancements such as data analytics and artificial intelligence on
internal audit effectiveness and ethical behavior within organizations.
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