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Abstract:

This study aimed to examine the impact of internal auditors’ role conflict on their responses to money laundering red flags
and the mediating role of these responses in enhancing anti-financial crime effectiveness. A mixed-methods design was
applied. In the qualitative phase, semi-structured interviews were conducted with purposively selected internal auditors and
audit committee members. Interview data were analyzed using MAXQDA through open, axial, and selective coding. In the
quantitative phase, a structured questionnaire was developed based on qualitative findings and distributed to 150
participants (80 internal auditors and 70 audit committee members). Content validity was confirmed by experts and reliability
by Cronbach's alpha (>0.85). Data were analyzed using SPSS and Structural Equation Modeling, with System dynamics
modeling used to simulate variable interactions. Findings indicated that role conflict had a significant negative effect on
auditors’ responses to red flags, while these responses had a positive effect on anti-financial crime effectiveness.
Organizational pressures positively predicted role conflict, whereas professional independence negatively predicted it.
System dynamics simulations showed that reducing role conflict and enhancing organizational support could nonlinearly
improve AML effectiveness. Reducing role conflict through enhanced professional independence, organizational support, and
ethical culture can significantly improve auditors’ responsiveness to red flags and the overall effectiveness of AML systems.
Furthermore, integrating human support with technological tools can strengthen the detection and reporting of suspicious
activities.

Keywords: Role conflict, internal auditing, red flags, money laundering, organizational support, effectiveness

Citation: Akrami, K., Nakhaei, H., & Lari Dashtbayaz, M. (2025). Modeling the Impact of Internal Auditors’ Role Conflict on Responses to Money Laundering Red Flags and the

Effectiveness of Anti-Financial Crime Measures. Accounting, Finance and Computational Intelligence, 3(3), 1-14.

Copyright: © 2025 by the authors. Published under the terms and conditions of Creative Commons Attribution-NonCommercial 4.0 International (CC BY-NC 4.0) License.


http://creativecommons.org/licenses/by-nc/4.0
http://creativecommons.org/licenses/by-nc/4.0
https://orcid.org/0000-0001-9330-3139
https://orcid.org/0000-0002-0363-8179
https://orcid.org/0000-0002-8233-026X

ACCOUNTING, FINANCE AND COMPUTATIONAL INTELLIGENCE

Extended Abstract

Introduction

Money laundering remains one of the most persistent and multifaceted threats to the integrity of financial systems
worldwide, undermining transparency, eroding public trust, and facilitating the flow of illicit funds into the legitimate
economy (Amara & Khlif, 2018; Isolauri & Ameer, 2022). By concealing the illegal origins of financial resources, money
laundering distorts market signals, destabilizes institutions, and contributes to corruption and organized crime (Tiwari et al.,
2020; Victor, 2020). The growing complexity of financial transactions and the transnational nature of economic networks
have made the detection and prevention of money laundering increasingly challenging (Cindori, 2018; Clarke, 2020). Internal
auditors play a pivotal role in this landscape by serving as a first line of defense, detecting anomalies, and ensuring that
organizations comply with anti-money laundering (AML) regulations (Barati et al., 2022; Noav Parvar Saravi et al., 2023).
However, their effectiveness is often hampered by role conflict—stemming from competing obligations to protect the
organization while also reporting suspicious activities in compliance with legal and ethical requirements (Babaei et al., 2021;
Mahdavi & Zamani, 2018).

Role conflict can weaken auditors’ professional judgment, decrease their willingness to report red flags, and ultimately
compromise the effectiveness of AML systems (Hobson et al., 2017; Moradi & Bahri Sales, 2018). Scholars have argued that
the absence of organizational support, insufficient independence, and ambiguous reporting structures can exacerbate these
conflicts, making auditors hesitant to act on red flags (Nazari & Ghanad, 2020; Sahebdel & Mohammadi, 2018). Furthermore,
prior cross-country evidence has shown that weaker auditing and reporting standards correlate with higher levels of financial
crime and money laundering (Amara et al., 2020; Usman et al., 2025). Conversely, robust internal auditing systems and
enhanced organizational backing can empower auditors to act decisively and mitigate the negative effects of role conflict
(Bagheri Zumurudi & Soveizi, 2022; Noav Parvar Saravi et al., 2023).

Technological advancements have also emerged as a crucial factor in strengthening AML mechanisms. Tools such as
RegTech systems, artificial intelligence, and machine learning can aid auditors in identifying suspicious patterns within vast
datasets and reduce the cognitive burden of decision-making (Canhoto, 2021; Singh & Lin, 2020). Studies indicate that
auditors using financial intelligence and automated monitoring systems exhibit enhanced speed and accuracy in detecting
red flags (Jimu & Chimwai, 2025; Liu, 2025). However, while technology can augment detection processes, it cannot replace
ethical judgment and organizational support, which remain essential to ensuring that auditors act upon detected red flags
(Clarke, 2020; Hobson et al., 2017).

Despite its importance, empirical research integrating role conflict, organizational pressures, auditor responses to red
flags, and AML effectiveness remains limited (Popik-Mazur, 2025; Tiwari et al., 2020). Most studies have either examined red
flag detection in isolation or provided descriptive accounts of internal auditing without modeling the dynamic interplay
among these variables (Bagheri Zumurudi & Soveizi, 2022; Cindori, 2018). This study addresses this gap by developing and
testing a comprehensive model of how role conflict affects internal auditors’ responses to money laundering red flags and,
in turn, the effectiveness of AML efforts. Grounded in Agency Theory, Role Conflict Theory, and Ethical Behavior Theory, this
research aims to provide evidence-based insights that can inform both policy and practice in organizational governance
(Babaei et al., 2021; Hobson et al., 2017; Noav Parvar Saravi et al., 2023).

Methods and Materials




AKRAMI ET AL.

This study employed a mixed-methods design. The qualitative phase aimed to explore and conceptualize the dimensions
and proxies of the study variables, while the quantitative phase tested the hypothesized relationships. In the qualitative
phase, data were collected through semi-structured interviews with internal auditors and audit committee members who
were purposively sampled based on their experience and expertise in AML oversight. Interview transcripts were coded using
MAXQDA, applying open, axial, and selective coding to derive conceptual categories and operational indicators.

For the quantitative phase, a structured questionnaire was developed based on the qualitative findings and distributed in
person to 150 participants (80 internal auditors and 70 audit committee members) working in banks and large corporations
in Iran. The instrument measured five constructs: red flags, role conflict, coping decisions, organizational pressures, and
auditors’ professional characteristics. Content and face validity were confirmed by academic and professional experts, and a
pilot test yielded Cronbach's alpha coefficients above 0.85 for all variables. Quantitative data were analyzed using SPSS for
descriptive statistics and Structural Equation Modeling (SEM) to test causal relationships. System dynamics modeling was also
used to simulate the feedback loops among variables under different organizational scenarios.

Findings

Qualitative analysis revealed that role conflict manifested primarily as tension between loyalty to organizational interests
and compliance with legal-ethical obligations to report suspicious activity. Auditors described adopting defensive coping
strategies, such as delaying reporting or seeking managerial approval, especially when organizational pressure was high.
These interviews also identified several key proxies for role conflict, including fear of retaliation, perceived career risk, and
ambiguous reporting lines.

Quantitative results supported the hypothesized relationships. SEM analysis showed that role conflict had a significant
negative effect on auditors’ responsiveness to red flags, and this responsiveness was positively related to AML effectiveness.
Organizational pressures positively predicted role conflict, while professional independence negatively predicted it.
Moreover, auditors who reported higher organizational support and stronger ethical climates demonstrated greater
responsiveness to red flags. System dynamics simulations confirmed that strengthening organizational support and reducing
role conflict could produce nonlinear improvements in AML effectiveness, particularly by accelerating feedback loops
between red flag detection and risk mitigation.

Discussion and Conclusion

This study contributes to the literature by empirically demonstrating that role conflict is a critical barrier to effective AML
practices within organizations. Consistent with Agency Theory, the findings show that misaligned incentives and asymmetric
expectations between auditors and management can undermine auditors’ objectivity and reduce their willingness to report
red flags. The results also affirm Role Conflict Theory by illustrating how conflicting organizational expectations produce
psychological stress that impairs decision-making quality. Furthermore, the moderating role of organizational support aligns
with Ethical Behavior Theory, suggesting that ethical norms and supportive environments can mitigate the negative effects
of role conflict on auditors’ behavior.

Importantly, the study highlights the dual role of technology in AML efforts. While advanced monitoring tools like RegTech
systems and machine learning enhance detection speed and accuracy, they do not eliminate the need for human judgment
and ethical responsibility. Auditors in supportive environments were more likely to act on technology-generated red flags,

indicating that organizational culture shapes how technological affordances are utilized.
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Overall, the findings underscore that reducing role conflict through structural reforms—such as enhancing auditor
independence, clarifying reporting responsibilities, and fostering ethical cultures—is essential for improving AML
effectiveness. Educational initiatives and continuous professional development can further empower auditors to navigate
complex ethical dilemmas and resist organizational pressures. This study thus provides a comprehensive framework for
understanding and addressing the behavioral, organizational, and technological dimensions of internal auditors’ role in
combating money laundering, offering actionable insights for policy-makers, regulators, and corporate governance leaders.
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