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Objective: This research aims to examine the level of compliance of
companies listed on the Tehran Stock Exchange with the requirements of
Accounting Standard No. 37 regarding the disclosure of financial risks.
Additionally, this study identifies of determinants risk disclosure, such as
corporate governance mechanisms, firm characteristics, and industry type.

Method: In this study, panel data from 221 companies listed on the Iranian capital
market during the period 2019 to 2023 were utilized. To analyze the data, a panel
regression model was employed. The independent variables included corporate
governance mechanisms—such as board size, proportion of non-executive
directors, audit committee independence, ownership concentration, and
managerial ownership—as well as firm-specific characteristics, including financial
leverage, audit firm size, and firm size, along with the industry type.

Results: The results showed that various factors, such as the proportion of
non-executive directors, financial leverage, audit firm size, firm size, and
industry type, have a positive correlation with increased financial risk
disclosure. Meanwhile, board size, ownership concentration, audit committee
independence, and managerial ownership did not show significant results in
relation to risk disclosure.

Conclusion: The findings of this research emphasize that, in addition to
corporate governance mechanisms, the specific characteristics of each
industry and financial variables such as financial leverage can have significant
impacts on the level of financial risk disclosure. It is recommended that
regulatory bodies develop clearer policies for enhancing compliance with
financial risk disclosure standards.
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Introduction

In recent decades, the increasing complexity of the business environment, the globalization
of financial markets, and the emergence of international crises have exposed companies to
various financial risks. These risks significantly impact financial stability, reporting quality,
and investor decision-making. Therefore, disclosure of financial risk information has gained
particular importance as a key requirement for corporate transparency and accountability.
Access to accurate, relevant, timely, and reliable information, especially regarding financial
risks, is crucial for efficient economic decision-making and has increasingly become a measure
of a company's performance stability.

Following the financial crises of the early 2000s, the need for re-evaluating the
identification, management, and disclosure of financial risks received greater attention. In
response, International Financial Reporting Standard (IFRS) 7 was developed, and
subsequently, in Iran, Accounting Standard No. 37 was drafted and became mandatory from
2019. These standards oblige companies to provide comprehensive and accurate information
on credit, liquidity, and market risks, enabling financial statement users to meaningfully assess
the company's financial stability and risk management. The objective of these requirements is
to enhance transparency and align with international practices.

However, the core issue is that both domestic and international studies indicate that the
implementation of these standards has consistently faced challenges. The level of financial risk
disclosure, particularly in developing countries like Iran, lacks sufficient uniformity and
comprehensiveness. These variations often stem from factors such as weak institutional
oversight, differences in corporate governance structures, specific financial and operational
characteristics, and industry-specific disparities. Consequently, examining companies'
compliance with risk disclosure requirements and identifying factors influencing this
compliance is a critical necessity for improving the quality of financial reporting. This research
aims to answer a central question: "What is the extent of compliance with Accounting Standard
No. 37 regarding financial risk disclosure among companies listed on the Tehran Stock
Exchange and Iran Fara Bourse, and what factors influence this compliance?"

Theoretical literature and empirical research have identified variables such as board size,
the proportion of non-executive directors, audit committee independence, ownership
concentration, managerial ownership, firm size, financial leverage, type of auditing firm, and
industry type as influential factors on the level of financial and risk information disclosure.
This study aims to analyze the role and impact of corporate governance mechanisms, specific
firm characteristics, and industry type in explaining the level of quantitative and qualitative
risk disclosure, while also examining the extent of compliance with Iranian Accounting
Standard No. 37. This will lead to a deeper understanding of the challenges associated with
financial risk disclosure in Iran.

Method

This research is applied in terms of objective and correlational and causal in nature. It was
conducted using a post-event approach, relying on archival data (audited financial statements,
board of directors' reports, and official systems like Codal). The statistical population
comprises 221 active companies listed on the Tehran Stock Exchange and Iran Fara Bourse
between 2019 and 2023. Sample selection employed a purposive screening method, applying
criteria such as having a fiscal year ending in March and excluding investment, banking,
insurance companies, and those with trading symbols suspended for more than three months.
For hypothesis testing, panel data linear regression was utilized. The dependent variable,
namely financial risk disclosure (including quantitative and qualitative risk disclosure of
financial assets and liabilities), was measured using a 29-component checklist based on Iranian
Accounting Standard No. 37, with each disclosed component receiving 1 point.
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Results

This study's findings indicate that certain corporate governance mechanisms and firm
characteristics influence the level of financial risk disclosure. Among the influential factors,
the proportion of non-executive directors on the board has a positive and significant
relationship with increased financial risk disclosure, demonstrating the monitoring and
transparency-enhancing role of these independent directors. Furthermore, financial leverage
shows a positive and significant correlation with increased financial risk disclosure, meaning
companies with higher debt levels tend to exhibit greater transparency to gain stakeholder trust.
Additionally, auditing firm size and firm size also have a positive and significant relationship
with increased financial risk disclosure, respectively. This suggests that larger companies and
those audited by more reputable accounting firms tend to disclose more precise information.
Conversely, some research hypotheses were not supported. No significant relationship was
observed between board size and the level of financial risk disclosure, nor between audit
committee independence and risk disclosure. These findings may indicate challenges in the
actual effectiveness of these mechanisms within the context of the studied companies, possibly
due to factors like a lack of genuine independence or formalistic structures. Similarly,
ownership concentration and managerial ownership did not show a significant relationship with
financial risk disclosure. These results align with hypotheses suggesting a reduced willingness
for public disclosure in the presence of powerful major shareholders or managers with high
ownership stakes, who have internal access to information and seek to maintain control.

A significant finding of this research is the confirmation of a meaningful relationship
between industry type and the extent of financial risk disclosure. This indicates that the level
of risk disclosure varies considerably across different industries, and the operational nature and
inherent risk structure of each industry play a crucial role in companies' disclosure behavior.
Specific industries, such as pharmaceuticals, machinery and equipment, and chemicals,
demonstrated higher risk disclosure compared to other industries. This is attributable to
technical complexities, market fluctuations, and regulatory pressures in these sectors.
Furthermore, examining the robustness of the results by disaggregating quantitative and
qualitative disclosure showed high stability for the key research findings (the impact of the
proportion of non-executive directors, firm size, and auditing firm size), strengthening the
credibility and reliability of the results.

Conclusions

This research investigated the impact of various corporate governance factors, firm
characteristics, and industry type on the level of financial risk disclosure in the Iranian capital
market. The findings suggest that the proportion of non-executive directors, financial leverage,
firm size, and auditing firm size are positively and significantly associated with the level of
risk disclosure. These results align with agency theory and signaling theory, emphasizing the
importance of independent oversight mechanisms and external stakeholder pressure for
enhanced transparency. Conversely, board size, audit committee independence, ownership
concentration, and managerial ownership showed no significant relationship with risk
disclosure, which may reflect structural weaknesses or issues related to the operational
independence of these mechanisms within the Iranian context. Finally, industry type was
identified as a key determinant of differences in risk disclosure levels, highlighting the
necessity of considering the inherent characteristics and risk profile of industries when
formulating regulations and disclosure policies.
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