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Extended Abstract

Introduction

This research analytically addresses the growing importance of the Circular
Economy (CE) as a model for sustainable development and elucidates the
necessity of adapting regulatory mechanisms, particularly auditing, to the
requirements of this new paradigm. The primary objective of this study is to
examine the role of auditing in enhancing transparency, accountability,
environmental and social sustainability, long-term value creation, and guiding
companies toward sustainable economic growth within the CE context. This
paper demonstrates that without rethinking traditional auditing models,
achieving CE goals will face fundamental challenges.

Literature Review

A comprehensive and critical review of the existing literature reveals a
significant theoretical and practical gap in integrating circular principles into
auditing. In this regard, three pivotal organizational factors for effective
auditing in CE have been identified: Organizational Agility, robust and
integrated information management systems, and an inclusive, sustainability-
oriented organizational culture. The existing literature emphasizes that high-
quality auditing in CE requires a shift from purely financial metrics and
necessitates the precise and verifiable integration of Environmental, Social,
and Governance (ESG) performance indicators with traditional financial data.

1PHD student in Accounting, Science and Research Branch, Islamic Azad University, Tehran,
Iran,mh.hosseininasab@gmail.com
2 pssistant professor ,Department of Accounting ,Islamic Azad University, Science and Research

Branch, Tehran,Ali.rezaei92@iau.ac.ir
3Professor, Department of Accounting, IslamicAzadUniversity,Karaj, Iran,dr.banimahd@gmil.com


https://doi.org/10.82372/jom.2025.1229992

VECF 5l O ooylads oz Jlo coldas S e aolilad o \YY

This section underscores the urgent need for new theoretical frameworks
capable of wvaluing recovered resources from waste streams and
comprehensively assessing non-financial risks associated with circular flows.
This study insists on the centrality and primacy of CE metrics.

Research Methodology

The present research is an empirical study from a philosophical perspective,
based on a deductive-inductive approach. The objective of this study is to
identify and rank auditing reporting factors in the Circular Economy context
using the ISM approach. This research is applied in terms of purpose,
exploratory in nature, and conducted based on a mixed-methods approach
(qualitative and quantitative). To develop the effective components of auditing
reporting in the Circular Economy context, documentary studies and the
Delphi method were employed. The Delphi team was selected using purposive
judgmental sampling. The study population consisted of audit managers. 26
individuals were identified as interviewees based on purposive sampling for
gualitative analysis. Data processing was performed using MICMAC software
based on the Interpretive Structural Modeling (ISM) technique. As a result of
variable screening, 15 components were identified and clustered based on
library studies.

Results

The empirical findings of this study indicate that the effectiveness of auditing
in the Circular Economy (CE) directly depends on organizations’ ability to
precisely define, accurately measure, and transparently report circular
performance indicators. Our analysis emphasizes the urgent need to
pragmatically redefine fundamental accounting concepts such as “assets”
(e.g., valued waste streams, remanufactured parts as inventory) and
“liabilities” (including long-term environmental commitments and resource
depletion). Furthermore, the study provides robust evidence regarding the
transformative role of emerging technologies, particularly blockchain and the
Internet of Things (loT), in enhancing data integrity, traceability, and
immutability within circular supply chains. These technologies significantly
improve the verifiability of non-financial metrics, thereby strengthening the
auditor’s assurance functiont¢Consequently, the successful implementation of
CE hinges on.auditors’ capacity to comprehensively assess environmental and
social risks and opportunities.
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Discussion and Conclusion

Our findings lead to a discussion and conclusion regarding the necessity of a
fundamental paradigm shift in auditing practices, offering several actionable
policy and operational recommendations:

1. Standardization and localization of auditing frameworks within the
Circular Economy

2. Transition from financial auditing to an integrated model based on
economic, social, and environmental performance

3. Strategic leveraging of emerging technologies

4. Defining accounting principles for circularity

5. Development of comprehensive digital infrastructure

This research has profound implications for policymakers, professional
auditing bodies, and corporate leaders, and can play a pivotal role in
formulating more effective strategies to accelerate the transition to a Circular
Economy and achieve broader sustainable development goals.

Keywords: Audit reporting, circular economy, Information quality and
transparency, sustainable economic growth
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Identifying and classifying audit reporting factors in the
context of the circular economy: ISM approach

https://doi.org/10.82372/jom.2025.1229992

Mahnaz Hosseini Nasab', Ali Rezaei? , Bahman Banimahd®

Abstract:

The circular economy, as a new model in sustainable development,
emphasizes the reuse, regeneration, and recycling of resources. The purpose
of this research is to identify and classify audit reporting factors in the context
of a circular economy using the ISM approach. This research is applied in
terms of its purpose and exploratory in nature. The participants in the research
were 26 audit experts who were selected using purposive sampling of the
judgment type. The structural method of MICMAC software was used in the
information processing. Based on the results obtained, 15 criteria (resource
efficiency and reuse, creation, audit framework based on sustainability
criteria, monitoring and accountability, use of digital technologies to track the
life cycle of resources, environmental sustainability and waste management,
auditor impartiality and competence, individual characteristics, economic
growth, environmental performance, performance system improvement, long-
term value creation and social impact, economic performance, structural
characteristics of the company, information quality and transparency, and
culture) were categorized into 6 levels. It can be said that audit reporting in
the context of the circular economy is a tool beyond financial evaluation; This
approach serves as a tool for promoting transparency, accountability,
environmental and social sustainability, and guiding companies towards
sustainable economic growth and long-term value creation for organizations.
This can pave the way for the broader development of the circular economy
and improving the quality of audit reporting in the country.

Keywords: Audit reporting, circular economy, Information quality and transparency,
sustainable economic growth
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