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1- INTRODUCTION

The phenomenon of risk is one of the key characteristics of decision formation in the field of investment,
matters related to financial markets and all kinds of economic activities (Nasseri, 2017). For example, regulatory
risk arises due to changes in various laws in an economic society. Providing financial facilities and attracting
resources in the form of deposits is considered one of the important activities of the banking system. These
activities are carried out in the form of contracts and according to the current laws and regulations of the countries.
In case of weakness in the design of banks' contracts, so that the rights and rights of banks and customers are not
considered fairly in different situations, the legal risk of banks increases. The changes in the rules will greatly
affect manufacturing companies and financial institutions. The unscientific determination of the facility interest
rate ceiling by the legislators causes banks to face major problems. On the other hand, providing financial facilities
and attracting resources in the form of deposits are considered among the important activities of the banking
system. These activities are carried out in the form of contracts and according to the current laws and regulations
of the countries. In case of weakness in the design of banks' contracts, so that the rights and rights of banks and
customers are not considered fairly in different situations, the legal risk of banks increases. This risk can cause
very heavy losses. In some cases, these losses have bankrupted banks.

After major corporate scandals in recent years, the importance of financial institutions' legal risk
management as part of their overall risk management has increased. Also, the new banking directive implementing
the Basel Il agreement means that institutions must allocate resources to identify and manage legal risks. In
particular, the Rebanking Directive includes legal risk in the broader definition of operational risk. In general,
creating comprehensive and enforceable standards for evaluating and consequently reducing legal risk in financial
markets is likely to have a positive effect on the performance and commercial efficiency of financial institutions.
In particular, the financial health and reliability of the performance of credit institutions in banks depend on legal
risk management. The implementation of legal risk management rules in financial and credit institutions of the
Eurozone as a rule and guideline for risk identification by creating appropriate standards and reducing legal risk
has been able to create a deep impact on the operational framework of the European Central Bank and the central
banks of the member countries. According to the legal risk management standards, the European system of central
banks has certain characteristics to consider. In accordance with the principle of free market economy and efficient
allocation of financial resources in accordance with Article 105, in the case of national central banks in the field
of contracts related to granting facilities and depositability, the ability to implement the provisions of contracts,
obligations, laws, damages and legal risk litigation should be examined.
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The issue of legal risk in the banking system is faced with many ambiguities in the field of defining and
implementing a policy based on legal risk management. Conducting operations, the basic rules of contract
supervision, the correct functioning of supervisory systems along with supervisory authority and confidentiality
conditions constitute the most important areas of legal risk management. According to the non-exhaustive list of
specific characteristics of legal risk, it is clear that although the country's banks have a strong role in the financial
markets, their goals, duties and contract specifications are not consistent with their risk. Clearly, the awareness
about legal risk in the banking field is increasing, but it does not seem to be covered by the general concept of
legal risk, because the drafted contracts in many cases are associated with uncertainty in benefits due to the non-
disclosure of the limits of the contracts and their confidentiality. The studies conducted in the field of legal risk
and banking contracts show that neither the redefinition of banking guidelines nor the approaches based on the
regulation of the main documents in accordance with Basel Il, although they led to the evolution of risk
management techniques, but they do not have a detailed definition of legal risk. However, legal risk consequences
include fines, penalties, or punitive damages from regulatory actions, as well as conflicts of interest and lawsuits.

Most of the discussions raised in the field of legal risk in the banking system have been mainly focusing on
specific aspects but without systematic treatment of the subject. The group of lawyers of the European financial
market and the group of lawyers of the financial market, as well as the sub-committee of the International Union
of Lawyers, have started to analyze and present proposals regarding the amendment of the law and the elements
of legal risk. These members have achieved a somewhat more systematic approach and a generally accepted
definition of legal risk in the context of operational risk, although so far they have not been conclusive. Joanna
Benjamin has identified four sources of legal risk, which include 1- the behavior of the financial institution itself
2- the nature of the financial markets 3- problems within the law 4- the interaction of the law and the financial
markets, understanding these sources is at least as important as understanding the components of a definition. Is.
Only in this way can it be understood in the first place that there is a legal risk. Developing such an understanding
is critical if we are to design systems and procedures to manage risks. On this basis, legal risk management means
risk assessment and appropriate risk management, as well as ensuring a consistent approach by credit institutions
in the field of clarity and facilitation of risks related to financial and non-financial contracts in banks based on
financial and accounting standards in accordance with the guidelines and regulations related to implementation,
supervision and arbitration in case of defects in the contract, legal sources and interpretation of the provisions
(principle of agreement, i.e. with certainty of the goals of the parties).

Such a definition should only be applicable to legal risk as part of operational risk, since any deviation from
the approach used by the Community legislator would jeopardize its possible practical relevance. Failure to
manage legal risk causes the organization to be exposed to a wide range of criminal, regulatory and civil liability;
Therefore, all in-house legal departments of financial institutions and banks should consider legal risk
management programs that they have not already done so. However, the success of any of these programs depends
on fostering, or in some cases even creating, a corporate risk management culture that values legal risk awareness.
Such a program requires avoiding conflicts of interest and supporting the independence of internal legal
departments (for example, by appropriate management accountability structures and reporting lines), and includes
allocating sufficient resources to the legal department to implement it. Its duties are carried out in a professional
and satisfactory manner (Yu et. al, 2018). Basically, legal risk management can be divided into four components:
identification - legal risks, assessment of risk importance coefficients, monitoring and reporting mechanisms, and
finally, control or reduction of risks related to placements. Since institutions may have different judicial or
institutional procedures or processes, they have to take these things into consideration when setting up a legal
management framework appropriate to their organization, a factor that should be reflected in the re-banking
directive (Amukwa, 2018). In addition, legal risk management should be compatible with operational risk
management in general. However, questions may be raised about the relationship between the internal auditor's
role as a risk manager, the traditional practice of compliance and those charged with responsibility for risk in
general (Castets et al., 2019). In addition, in certain circumstances it may not be appropriate or practical for an
institution to act in isolation in response to a risk that may affect a wide range of market participants, and where
there may be a need for accountability involving trade associations and other market participants (Bento et al.,
2018).

The banking industry is facing numerous legal challenges due to economic and political developments,
changes in laws and regulations, intense competition and the need of clients for diverse legal services. Among
these challenges, we can mention the conflict of laws and regulations, conflict of interests, changes in financial
and banking laws, contractual and legal risks, and intellectual property rights. All these risks in total form legal
risks because banks are one of the most important active elements in the economy. Legal risks for banks can be
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considered as one of the key factors in determining the success or failure of a financial organization. The diversity
and complexity of banking activities requires special attention to legal aspects. Today, banks are recognized as
the backbone of the economy and financial markets around the world and continue to play a vital role in providing
finance and credit to various industries and services. In banks, legal risks are among the problems and challenges
governing the daily operation and even the profitability of the organization. Some of these risks include conflict
of interest, violation of regulations and laws, damage to third parties or property, legal tensions and legal costs.
As a result, banks need to create a legal culture in order to identify, manage and optimally control their legal risks.
The management of legal risks in banks should be done through the creation of an organized and coordinated
process, and of course, a detailed analysis of these risks and proper confidentiality. Regulatory requirements and
relevant laws, as well as the possibility of non-compliance with legal regulations in the bank can cause legal risks
and loss of customer trust. Considering that legal risks in banks are highly dependent on the ability of managers
to understand and recognize legal threats, it is very necessary to strengthen the training and awareness of managers
and employees in the field of rights and relevant laws to deal with these threats correctly and intelligently. Risk
management is the process by which a business systematically identifies, analyzes and manages business risk.
Risk management can be used for identification, analysis and overall management. Management of legal risks
in the bank can bring advantages for the following reasons. First, by managing and controlling legal risks, the
bank can prevent problems and financial losses caused by legal claims. These programs can reduce customer
complaints, lawsuits, and other legal threats. Second, by managing legal risks, the bank can maintain its
independence and market non-affiliation under any threat and strengthen its public image. By complying with the
laws and regulations related to taxation, protecting the rights of customers and other legal issues, the bank can
gain high efficiency and trust of customers as a reliable institution. Third; By managing legal risks, the bank can
adjust and comply with its legal procedures and policies based on official laws and regulations. This helps the
bank to avoid any legal violations and conduct all its transactions according to the relevant laws. fourth; By
managing legal risks, the bank can improve its legal negotiation skills and show the other party that it is prepared
to deal with any claims and lawsuits. This can help the bank to participate in better negotiations and reduce legal
damages. fifth; Managing legal risks can help the bank to reduce its legal costs. By conducting previous studies
and optimal preparation in dealing with legal risks, the bank can optimally use predictable and unpredictable costs
and reduce potential costs.

2- PURPOSE

The studies conducted in the field of legal risk and banking contracts show that the redefinition of banking
guidelines and approaches based on the regulation of the main documents in accordance with Basel Il have led to
the evolution of risk management techniques, but they have not provided a comprehensive definition of legal risk
(Falta, 2017). On the other hand, the consequences of legal risk require more attention and investigations
(Andriani, 2018); Therefore, according to the above, it can be said that the country's banking industry needs a
standard procedure for identifying and managing legal risks. Although arrangements have been made in the field
of risk management in other sectors, there has been less discussion in the field of legal risk; Therefore, presenting
a pattern based on legal risk can be effective for banks in terms of reducing risks and improving the financial
situation, because in order to manage legal risks in the Iranian banking industry, banks must adopt appropriate
strategies. In this regard, this study tries to answer the question that what are the legal risks that banks are facing
and what are the consequences of these risks for the Iranian banking industry? In this regard, the aim of this study
is to present a pattern of legal risk management in Iran's banking industry.

3- METHODOLOGY

This study was conducted using a combined (qualitative-quantitative) approach. In this regard, the
qualitative part of the research was conducted by asking experts in the field of banking contracts, legal experts or
risk managers who provide legal risk management services, and bank managers, and finally the research pattern
was presented. In the quantitative phase of the research, the presented patternwas validated by structural equation
modeling method (partial least squares-PLS) by soliciting opinions from experts and bank managers.
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4- FINDINGS

After open coding, in axial coding, the central phenomenon of the research is determined based on the
emphases of the respondents and the theoretical foundations of the research. Then the categories including causal
conditions, contextual conditions, intervening conditions and consequences are identified and their interactions
are designed in the form of a paradigm model. Selective coding is the third stage of the coding method. This stage
is actually the theory refinement process and the main stage of theorizing. In other words, based on the results of
the previous two stages of coding, he produces theory and in this way systematically relates the central category
to other categories and corrects the categories that need further improvement and development. The results of
open and central coding, resulting in selective coding in this research, state that legal risk is a function of causal
conditions (internal and external legal risks), background conditions (financial, contractual and intellectual
property legal risks). These factors provide the conditions for actions and interactions (strategic legal risks,
operational legal risks, and transactional legal risks) that lead to consequences (financial crimes, imposition of
crimes, financial damages, loss of reputation, legal costs, and weakening of relationships with customers). follows
In this regard, seventeen strategies have been identified for managing legal risks in the banking industry in Iran.
First; Identification of legal risks: The bank must carefully identify the legal risks related to its activities and
performance. This process includes analysis of contracts, identification of conflicts of interest, review of
compliance with current laws and regulations, and identification of intellectual property rights. Second,;
Evaluating legal risks: The bank must evaluate legal risks and check their importance and probability of
occurrence. This process includes analyzing the impact of risks on the bank's performance and evaluating the
bank's ability to manage and reduce them. Third: formulation of policies and strategies: the bank must determine
detailed policies and strategies regarding the management of legal risks. This process includes the formulation of
policies related to compliance with laws and regulations, conflicts of interest, protection of customers' rights and
management of legal claims. fourth; Training and awareness: The bank should hold appropriate training programs
for its employees in the field of legal rules and regulations. This process includes education about new laws and
regulations, conflicts of interest, and proper legal behavior. fifth; Legal consulting: The bank can use the services
of legal consultants to help them formulate policies and strategies, assess legal risks, and handle legal claims.
sixth; Management of legal claims: The bank must carefully follow up and deal with legal claims. This process
includes working with the bank's lawyers and formulating appropriate solutions to settle claims. the seventh;
Taking care of customers' rights: The bank must fully respect the rights of its customers. This process includes
protecting customers' personal information, respecting intellectual property rights, and providing legal services
and advice to customers. Eighth; Examination of contracts and transactions: The bank must carefully examine its
contracts and transactions and confirm their correctness from a legal point of view. This process includes drawing
up appropriate contracts, identifying and managing contractual risks, and complying with laws and regulations.
ninth; Communication with regulatory institutions: The bank must have continuous communication with
regulatory institutions such as the central bank and the tax system organization. This process includes informing
about changes in legal rules and regulations, cooperating in investigating and fixing legal deficiencies, and
providing regular reports to regulatory bodies. the tenth; Ongoing monitoring and review: The bank should
implement monitoring and review processes to manage legal risks. This process includes continuous review and
assessment of legal risks, providing review reports and making necessary decisions and changes. Eleventh;
Planning for unexpected events: The bank should have preparedness plans for unexpected and unpredictable
events. This process includes preparing a crisis plan, determining roles and responsibilities in case of unfortunate
legal events, and implementing crisis exercises. twelfth; Review and update policies: The bank should update its
policies and strategies to be consistent with changes in laws and regulations, new risks and developments in the
banking industry. This process includes the continuous review of policies, their improvement and formulation of
new policies. the thirteenth; Relationship with the bank's lawyers: The bank should establish a close relationship
with expert and expert lawyers in the field of banking law. This process includes cooperation with domestic and
foreign lawyers for legal advice, litigation supervision and protection of the bank's interests.

the fourteenth; Creating a legal culture: The bank should promote a legal culture in its organization. This
process includes educating employees about legal issues, encouraging proper legal behavior, and providing legal
guides and resources to employees. fifteenth; Proactive risk management: The bank must be proactive in managing
legal risks and take steps to control risks before they occur. This process includes creating a warning system,
predicting new risks and providing preventive solutions. the sixteenth; Reporting and notification: The bank must
provide regular reports about its legal risks and management measures. This process includes providing internal
and external reports, informing managers and shareholders, and providing information to customers and
regulatory bodies. seventeenth; Continuous evaluation and improvement: The bank must continuously evaluate
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its performance in legal risk management and make the necessary improvements. This includes reviewing the
results, analyzing errors and damages, making suggestions for improvement, and evaluating the legal risk
management system.

5- CONCLUSION

Legal risks are related to risks caused by non-compliance with legal rules and regulations, lawsuits,
contractual conflicts and other legal factors. Legal risk management of banks is a process that is carried out in
order to identify, evaluate, control and reduce legal risks that may have a negative impact on the bank. Managing
legal risks in banks is very important, because complying with legal rules and regulations, preventing lawsuits
and reducing legal risks can help maintain the credit and profitability of the bank. Based on this, considering the
importance of the research topic in this study, an attempt has been made to provide a legal risk management
pattern in the banking industry of Iran. Based on the results of the research, the management of legal risks in the
bank is very important and can significantly help to improve the performance and stability of the bank. By
managing these risks, the bank can avoid financial losses caused by lawsuits and legal threats, maintain its public
image, and conduct its internal affairs and transactions according to official rules and regulations. Therefore, to
ensure the stability and further development of the bank, the management of legal risks should be considered as
one of the key management priorities. By upgrading the skills and equipment necessary to identify, assess and
control legal risks, the bank can avoid negative effects and legal side costs, and at the same time, gain advantages
such as reducing damages and legal costs, maintaining public image and increasing negotiation ability. brought
In short, the management of legal risks is very vital for any bank and by using the appropriate processes and
policies, it can help improve its performance and stability.

Keywords: Economic Law Risk, Banking, Mixed method
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