Journal of Advances in Finance and Investment
Volume 6, Issue 1, 2025

pp. 1-22.

Paper type: Research paper

The effect of financial vulnerability on the timeliness of financial
reports of companies accepted in the capital market of lran

Seyed Hossein Ahmadi Langari®, Ali Khozein?, Alireza Matoufi®,
Mansour Garkaz*

Received: 30/01/2024 Accepted: 10/09/2024
Extended Abstract

Introduction

Trade typically results in capital inflows for companies. Free cash and capital flows
facilitate the exchange of goods and services, thereby reducing financial trade barriers
and, simultaneously, promoting trade-related investments. Companies require
financing including capital to support their business operations. Capital controls
increase the cost of financing both directly and indirectly through bank
intermediation. Recent studies have highlighted the heterogeneity of financial
vulnerabilities among firms, which significantly influences the adjustment of business
activities. Moreover, capital controls can affect the relative prices of goods via
exchange rate fluctuations. However, limited research has examined the direct
relationship between capital control policies and financial vulnerability (Manova,
2018).

This study analyzes the financial conditions of companies and their operational
activities, offering a novel perspective on financial vulnerability through the use of
the Z-Score. Furthermore, it aims to assist corporate managers in the effective
management of financial affairs particularly concerning vulnerability by facilitating
early detection of financial distress and enabling timely intervention or mitigation.
The findings are expected to enhance investor interest and encourage the prompt
issuance of financial statements by fostering the implementation of sound public
policies and timely financial regulations. Given the significance of timely financial
reporting, the primary objective of this study is to investigate the effect of financial
vulnerability on the timeliness of corporate financial disclosures.
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Literature Review

There are several potential approaches to measuring accounting timeliness. A
widely used proxy in previous studies is the audit report lag defined as the interval
between the end of the fiscal year and the date of the auditor’s report (Ghafran
and Yasmin, 2018). In this study, two alternative measures of timeliness are
employed: presentation time, as defined by Clatworthy and Peel (2016) and late
filing, as defined by Luypaert et al. (2016).

Presentation time refers to the period between the end of the financial year and the
public presentation of the annual report. A shorter interval indicates greater
timeliness, rendering presentation time a continuous variable. In contrast, late
filing is defined as the submission of the annual report after the statutory deadline
(four months in the context of Iran). Reports submitted within the legal timeframe
are considered timely, while those exceeding the deadline are categorized as
untimely. Consequently, late filing is treated as a dichotomous variable.
Kaminsky and Reinhart (1999) argue that financial crises affecting countries can
be traced to several macroeconomic indicators, including balance of payments,
economic growth, inflation, exchange rates and monetary aggregates such as
interest rates and money supply. In this study, financial vulnerability is quantified
using the Z-Score, a widely recognized tool for assessing the likelihood of
corporate financial distress (Khasawneh, 2016). The Z-Score is employed here as
the independent variable to evaluate vulnerability.

The Z-Score reflects a firm's financial robustness by incorporating key financial
ratios. Specifically, it is calculated as the mean return on assets (ROA) plus the
capital-to-asset ratio (i.e., net capital to total assets), divided by the standard
deviation of ROA. A higher Z-score indicates lower financial vulnerability.
Abedifar et al. (2013) emphasized that firms highly sensitive to public perception
may encounter liquidity issues and an elevated risk of bankruptcy. Furthermore,
the Z-Score is commonly used to assess default risk and to predict potential
corporate bankruptcy (Khan et al., 2017).

Research Methodology

The population studied in the present research consists of the publicly listed
companies on the Tehran Stock Exchange. This is an applied study in terms of its
purpose and it employs a descriptive-correlational research design in terms of
methodology. Data were collected using the library method over a six-year period,
from the beginning of 2017 to the end of 2022. The sample size was determined
using a systematic elimination method and after applying the necessary
restrictions, the final sample included 152 companies.

In this study, a regression model is proposed to examine the relationship between
financial vulnerability and the timeliness of financial accounting reports of
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companies. Specifically, two research hypotheses are tested using linear
regression and logit models, with the analysis conducted in EViews software.

Results

The results of the first hypothesis indicate that the coefficient of the financial
vulnerability variable is -0.0097, suggesting a negative effect of financial
vulnerability on the timeliness of preparing the company's financial reports.
According to the t-statistic, the coefficient of financial vulnerability is statistically
significant at the 95% confidence level, with a p-value of 0.0482, thereby
confirming the first research hypothesis.

The results of the second hypothesis, however, show that the coefficient of
financial vulnerability is 0.1542, indicating a direct effect of financial
vulnerability on the legal deadline for the submission of the company's annual
report. According to the Z-Statistic, the coefficient of financial vulnerability is not
statistically significant at the 95% confidence level, with a p-value of 0.5075,
meaning that the second hypothesis is not confirmed.

Discussion and Conclusion

The aim of this article is to address the existing gap by examining the relationship
between financial vulnerability and the timeliness of financial accounting reports
in a sample of 152 companies listed on the Tehran Stock Exchange. The
vulnerability of financial information and reports, on the one hand, raises concerns
among external decision-makers, while on the other hand, concealing such
vulnerabilities reduces investor confidence and motivation. In contrast, the timely
presentation of financial reports fosters trust and confidence among investors.
Management should prioritize the timely release of financial reports, as these
reports serve as a crucial tool for providing investors with information for
evaluating and analyzing their investments in a company. Moreover, timely
reporting helps mitigate the risk of financial vulnerability, enabling investors to
make informed decisions. The results of the hypothesis tests indicate that the
direct effect of financial vulnerability on the timeliness of financial reporting can
exacerbate a pessimistic view of the company. Consequently, it can be argued that
reducing vulnerability will facilitate the provision of up-to-date financial reports
within the legal time frame, thereby enhancing investor confidence.
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VY Yoy Jlo b b oygr 50 odddid pdy slacS s JS slass
£5 25395 Lol YA o)l Jlo Jlo a8 olocS b dlas
vy B3 (5l oy 5 o oS b daday daSSl s3> &5 Sl )i
Yo B39 Jed e yidngs 05l 40 a5 e b dlass
YA L3905 o yiwd ) bl slaodls a5 e b dluss
(av+) o8l slacS yb oluss
oy dgel g S b olas

slah)lS opadseds » Jlo s picanl WU o daly (lp g )y Joo cdlllas oyl
5 B> o)) Lg)Lo] ooy il eolail b iy cpy anl odd ol eSS b gl Jb
g paede (V) Jgio (b o piie S g () 3)90 (gl (sladus b e al yl38le 5 53 counY
Lloss Lgﬁfo)’bjl
5031l 0925 g e (V) Jgu
Table (2) Variables and how to measure
e e e (553l 050 it b
(e o sl )15) daly (ol puiie
o JS olis 4 8,5 bawgs 6Vl (5135 €15 Il Jlo LY 51 59, slaw

LEAD TIME $5158 4wy Sles ol
(Clatworthy and Peel, 2016) SIS e lej il

AYlo ()55 @)l S8 cdyo I jelos g jo 48T Sid b piie
LATE FILING ol p 26 S L (o Jlo LL 51 e olo e 51 i) 00 o gl s JISL
(Luypaert et al., 2016) 55 oo yiuo S &jgu0
(o s pdvaml) St o

1. EViews



W ol abeye il 3 easasnly e s b G ) (onadsed » e ] b

5 s (Cihdk and Hesse, 2010) du 5 Slgpuw a8bdnwg Jio olol 5

ol 4 Z-Score (Khasawneh, 2016) «lus 4 (Beck et al., 2013) )|, Son
FVI . _ . Z-Score
b 4 aloy cons a3lolay b s 033l (:Sle 14 g0 iy yai Gy

L ohl> 033l 5 lasbisl Blou! e (W o)y JSa Lol o)

S gl e
o & ol 1 9 S§ Al g Syl oS S 3 o Sl iz
MANU Yoo Sygo (pl g )3 Jy 0 &S (Srpeyd (Sl piie S5 e
Rttt
S wles )l (olo ) olo oyl o 558 <8 &S 3 o Sl i
MONTH 9 S led @yl (ol y5) o :.x.)>.) oAl e Bl e 5 ol
S9den yho Oygo ol g
PAGES AVl )55 Olbris sl i )& ol oo
AGE (Jlo) Jio o3 b &8 s 2 ol S b
SIZE o JS ab o2, 8 o 03l
CF L 2yl> ggoma & (Shlos oy b2 W dg gl
LIQ Sl sy 4 gl claolh S

Oleoj S o0 03latul ((Jlo (X8I5S (139268 900) sl yuite (S 0jll (sl Jlome 93 51 Le
O3S 4 al B plail g £95 o Oloj P 0> (Sl 5 TGS A sl B plosl 5 €555 oo
Slgy @l ()15 il g Jlo Jlo (bl o g 35 0jl0l o) cuns o8 sl (Sloj
(o Slasygo sl pte cpl il SIS )0y Jlo Jlo o Sloj Alols Bjee
IF 4wl plail g ga,d o ploj ol 0ud gyl SIS ol 5 opdeciia (58
AVl (355 e o a8l o 5l Sloj ( SL 3 3l .l wgeds leMbl sn joligS
ool o 43S 5la )3 ole Yl loj ul & WS b banyed @lye 4 Jlo)) Sl e
S b Syge oul 3 gd Ll Jlo Jlo (bl 5 e olo Jlaz | 55 4Vl (3155 45 590
g il okigy Bl (sied;

o G855 Pndeet 5 o il b by Jelse o daly u)p gl
Ll giite S Syt o)) () 3) S gsSy e ol eSS gyl
ol g, 3l 5 Jae 25l e 9550 (gl Jine jeite siz b Sl (S oS dliusge,
5 (V) daly Jol 40558 (sl (4 oalistl sl Jdo (035 gy (yipgmye 45 (Jgone Sl
P> 465)8 (sl (SswaY (oS @iy @b jl atuly e oy adagil) oY g )S)
3945 go o3litol (V) o

LEAD TIME = ay + B,FVI + B,MONTH + B3MANU + B,PAGES
+ BsAGE + B¢SIZE + B,CF + B,LIQ + ¢ (1) o,

1. Lead Time



\\"\:)LQ(V/\O)W/Wa)al/dﬂﬁd)uwsglﬁdbww A\

LATE FILING = ay + $,FVI + B,MONTH + B3MANU + B,PAGES
+ BsAGE + B¢SIZE + B,CF + B{LIQ + ¢ (¥) akasl

Lodly Julowigay 350 - £
3 ol zols ¢ jimgs (sl puiio o)lol Jgdn 53 .0 o3l iuled puiiio ya Clanlie @j¢ Cundy
Amd o Ui |y puite o awogs o,lel (V) Jgas 23905 odnlie ol oo |y (6)loline pedans

hrog ool (1) Jy
Table (3) Descriptive statistics

n)l.b‘
o
olo

9
%

A8 o> by
o
A Sloj ol
SSB)E
oy ol

o sl
fK..h)AD Lf /Lv

FIVAYS  OVAYOD  -/YYYY <[ASAA YIVYYY <[YED YALAYD  YIYOAA <YV YAEYY oSSk

FISMY ¥4 . 3 VEFAY L [A XYY YIVASA . va ale
ARAY Y 3 YoNNASYS  HA8 VY YARAS 3 YO eI
TIAYS VY . . SN —eISVYY 8 =YIVedv . Y. NErS

SIVAAY ONEIEYND L /¥YY <I¥¥ov BIYYAD DAV AT \ERS S /RS v RANZ- TN & VER o S R e
S8 NYEYA YA SYLAYY O YYANA YAYES —o[-08A AYINYYA L O/YYEY L IEWYY S cops
YIEOF  FIYOVA O VYAYS  A/YAAD  SWV/FOVY  0/-0YY  VANYA L YAV/FELY YA/FANY YV (SaiS cups
FY[ee e A EYNIARD NEVIYYYY AMYNFOY VFFYSAAY SY.V/2Y FO/Fe-5 YAVYFYA SY/Y.AVE YA/DAM = oSl

& oline s

5 10 oy VA Ly ol plesl 5 g9, o G155 46 cloj 0Sike &5 S5l 00 ol il
S e #Sls WY 35 plSin gy SIGL iSle (o 53 g, Yo g YO il
)] lialie F31 Y u)yJLo)J =y d])} Lol dals ¥ L,’.’Lo) dlold ) oo d)iw)l)f FK&):J
Jlint aSa) s gl wlel cpl g 003,5 esliwl cd 5)55 (¥) Jgdo 1 a5 1y — S ls o905
9 M8 20l iled @595 e dley cnlpls bl 07 ) pite lapite (oles (s boliae ans
ol Jlo e Slanliie z505
2y s blixe prdaws as odlizul (F) Jgio jd Jdo et mls 1 Jol ans,d d905] ca
PJ& ‘)b.QA OJI 4§ L»wol \/Y;A’ Oﬁ‘w)]? ‘)»J)aﬁ D)Lai )lJ.QA -wl )]Jb&b Ju\.c ‘ﬁ) fb.)?{ ’/””

OF Loy and oo L 005 o (yesd gy 40 03 oo 5L | lallad | Siusoldg 9



0 ol abeye il 3 easas iy (e s b G ) onadsed e i b

B34 Y Nad oo b gl (Jho (JpiS g Jie (sla e dluwgly danly puiio Ol poi
) addllas diuly pxie b w9§um dayly 48 0939 oyl b yusio o]

Jgl 40258 oga3l (¥) Jga
Table (4) Test of the first hypothesis

Jeasl Toll bl gl (sa)5lp oy Jsl 4038 o565l
JOEAY VAN ofee¥a R\ Sl 6 piscaml
[N0F YIFYEY o[-V R o
ees¥  —YIVYYY <[YA¥ —./yayy A8 0939 by
aaay/sva. AN AN S
JEYAR /FAYY o[- o[+ AY Canio
eleeesYYIYYOY [Ne¥ Adant olo
[AOYS o[- 0AY NY of+e¥a Ol
fevee EIVYYA oy IRAL o3l
elevee YA -[-avs \IvS ¥ (a5 4oye) s i

NG O g

-[ovay o0l el Cposl o i

VYSA 0951y Omrg

A¥/-YY F o,L]

eees (F o,bol) Jlozsl

u_m.o).ui) o..\.l..h.)dl..ﬁé\fo.)y—'/'~ﬂv ¢u.n.o df&w]ﬁmw)‘oz\s,&j@ UL‘" CJL.»

oy Lojlol argil g ol 83 o (ot jp (555155 as oloj » Jlo (5]
B3l 3,50 timg3y Jgl s/ FAY Jloil 5 807, il o 53 Jlo (6 gl pite
25U LS yd o slan) IS s oo p Jlo sl & a3 o U5 9090 (] 8y
E9590 onl Al andly 5V Jlo (s pdpcnl S 15 ST a5 Uas ()05 jloline g ugSne
2 it 8L Jo G yge (658,155 4 ol
g a5 o3lil (0) Jgio )3 ondl)] Juo (055 @l I pgd 4ws b (o9e]] sglaieny

O Ko o boidad el o b Ao Gl jolime Jdo dmy () 03gs /e e ee il (6)blixe
o3l sl e Jde JyES g Jiuo slojeite abuogts dtaly it Syt YOZ Ly ol ol
Oygods (po 9 (S (8 b ojluil o B 092y b (Sl it Cusl S5 iV Ngd 0
35,15 allas dtuly e b yosSino abayl,



\\"\:)LQ(V/\O)W/Wa)al/dﬂﬁd)uwsglﬁdbww \&

P9 408 yge3l (D) S
Table (5) Test of the second hypothesis
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