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Introduction

The integrity of financial reporting constitutes one of the fundamental
pillars of corporate governance and market transparency. Among
financial statements, the balance sheet is of particular significance
because it presents a company’s financial status at a specific point in
time and serves as a primary basis for decision-making by
shareholders, investors, creditors, and other stakeholders.
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Consequently, any intentional misrepresentation of a company’s
balance sheet may undermine public confidence, impair economic
decision-making, and compromise the transparency of commercial
activities. To safeguard these interests, Article 258(2) of the 1969
Amendment to the Commercial Code of Iran criminalizes the
preparation, presentation, or publication of a false balance sheet with
the purpose of concealing the company’s real financial status.
Despite the importance of this provision, Iranian legal scholarship has
paid limited attention to the legal nature and constituent elements of
this offense. More importantly, the legislation does not define what
constitutes a false balance sheet, nor does it establish a clear boundary
between ordinary accounting errors and financially misleading
conduct that warrants criminal liability. This legislative ambiguity
raises a fundamental legal question: should every inaccuracy in a
balance sheet be considered as criminal, or should criminal liability
arise only in cases where the distortion materially affects the
company’s real financial status? The present study sought to address
this gap by integrating principles of corporate criminal law with
internationally recognized accounting concepts, particularly fair
presentation and materiality, in order to provide a coherent
interpretation of Article 258(2) of the 1969 Amendment to the
Commercial Code of Iran.

The main objective was to examine the legal, material, and mental
elements of the offense of presenting false balance sheets under
Iranian law. More specifically, the study sought to identify the legal
criteria  for distinguishing criminally  punishable financial
misrepresentation from technical or inadvertent accounting errors.
The analysis also tried to clarify the meaning of the statutory phrase
concealing the company’s real financial status by reference to fair
presentation and materiality as two internationally recognized
concepts in accounting. In addition, the study examined whether the
offense should be classified as a result or conduct crime, the scope of
criminal liability applicable to corporate officers, and the legal status
of auditors and statutory inspectors. Particular attention was given to
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comparative perspectives from Iran and other jurisdictions, including
the United States, England, and France, while the corresponding
provision in Article 977 of the new Draft Commercial Code of Iran
was analyzed in order to assess legislative continuity and identify
potential areas of reform.

Materials and Methods

This research adopted a descriptive—analytical methodology based
primarily on library research. The legal analysis drew on Iranian
statutory provisions, doctrinal scholarship, and comparative legal
materials. Given the virtual absence of Iranian judicial precedents
concerning this offense, the study supplemented domestic sources
with comparative analyses of foreign legislation, judicial decisions,
and international accounting standards.

The analysis focused on the International Financial Reporting
Standards (IFRS), International Accounting Standard 1 (IAS 1), the
IFRS Conceptual Framework for Financial Reporting, International
Standard on Auditing 320 (ISA 320), and relevant guidance issued by
the International Accounting Standards Board (IASB). The
comparative analysis also drew on U.S. securities law, the Sarbanes—
Oxley Act, regulations issued by the U.S. Securities and Exchange
Commission (SEC), English legislation concerning fraud, and French
criminal jurisprudence on false financial statements. This
interdisciplinary methodology enabled the integration of corporate
criminal law with internationally recognized accounting principles,
particularly fair presentation and materiality.

Results and Discussion

According to the findings, the legal element of the offense of
presenting false balance sheets is limited to members of the board of
directors and managing directors. Although auditors and statutory
inspectors play an essential role in ensuring the reliability and
integrity of financial statements, Article 258(2) of the 1969
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Amendment to the Commercial Code of Iran does not designate them
as principal offenders. Their criminal liability may therefore arise only
under the general rules governing accomplice liability, provided that
the statutory requirements for such liability are satisfied.

Concerning the material element, the offense encompasses both the
presentation of a false balance sheet to shareholders and its publication
to the public. These two forms of conduct serve to protect distinct
legal interests. The presentation of a false balance sheet primarily
safeguards shareholders’ ability to make informed decisions, whereas
its publication extends protection to creditors, investors, and the
broader commercial community. Moreover, the company’s real
financial status should not be interpreted literally or mechanically.
Rather, it should be understood in light of the accounting principles of
fair presentation and materiality. A balance sheet should be considered
false only where a material misstatement substantially distorts the
faithful representation of the company’s financial status. Minor
accounting inaccuracies, technical errors, differences arising from
estimation, or immaterial omissions do not necessarily constitute
criminal conduct, particularly where they do not materially affect the
overall financial picture of the company.

As the analysis demonstrated, materiality provides the most
appropriate legal criterion for distinguishing criminal falsification
from ordinary accounting errors. A misstatement should be regarded
as criminally significant only where it is sufficiently material to
influence the economic decisions of a reasonable shareholder or
investor. Accordingly, not every numerical inaccuracy renders a
balance sheet false. Rather, criminal liability should arise only where
the distortion is sufficiently material to conceal the company’s real
financial status and thereby satisfy the statutory requirements of the
offense.

With regard to the mental element, Article 258(2) expressly requires
a specific intent to conceal the company’s real financial status.
Therefore, negligence, professional mistakes, computational errors, or
ordinary accounting misjudgments cannot, in the absence of
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fraudulent intent, give rise to criminal liability. The requirement of
specific intent significantly narrows the scope of criminalization and
reinforces the principle of strict interpretation in corporate criminal
law.

The comparative analysis lends further support to the above
interpretation. Although the American, English, and French legal
systems adopt different legislative approaches to the criminalization
of false financial reporting, all three distinguish materially fraudulent
misrepresentations from insignificant accounting irregularities. In
each of these jurisdictions, criminal liability generally requires
intentional deception coupled with a materially misleading
representation capable of influencing financial or economic decisions.

Conclusion

The offense established by Article 258(2) of the 1969 Amendment to
the Commercial Code of Iran should be interpreted narrowly and
consistently with the principles of corporate criminal law. A false
balance sheet should not be equated with every accounting error or
technical discrepancy. Criminal liability should arise only where a
material misstatement is made with the specific intent to conceal the
company’s real financial status and thereby undermine the principle
of fair presentation.

Although the concepts of materiality and fair presentation originate in
accounting standards, they provide valuable interpretative tools for
determining the legal meaning of the statutory expression real
financial status. Incorporating these concepts into the legal analysis
provides an objective framework for distinguishing criminally
punishable financial misrepresentation from non-criminal accounting
errors. Such an approach simultaneously protects shareholders and
promotes market transparency while preserving the fundamental
principles of legality, proportionality, and strict interpretation in
criminal law.

The principal contribution of this research lies in integrating criminal
law analysis with contemporary accounting standards to develop a
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coherent legal framework for interpreting the offense of presenting
false balance sheets. The proposed approach can enhance legal
certainty, limit the risk of excessive criminalization, and provide
practical guidance for courts, prosecutors, corporate managers,
auditors, and legal scholars dealing with financial reporting offenses.

Keywords: False balance sheets, Corporate criminal law, Real
financial status, Fair presentation, Materiality, Directors’ liability.
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