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Introduction

he COSO framework, introduced in

1992 by the Committee of

Sponsoring Organizations of the
Treadway Commission to comply with the
Sarbanes-Oxley Act (SOX) requirements,
has become a comprehensive approach for
risk management in firms (Tsai & Huang,
2021; Chen, 2021). The implementation of
this law helps improve operational
performance and reduce information
asymmetry, thereby increasing the value of
firms. In this regard, research emphasizes
the importance of implementing strong
internal  controls within the COSO
framework, which can enhance the
effectiveness of business operations,
increase trust in financial reporting, and
ensure compliance with laws and
regulations.
In Iran, Article 12 of the Internal Control
Guidelines for listed firms mandates that
boards of directors establish effective
internal controls. However, it remains
unclear whether these controls assist in the
effective disclosure of information and
reduce the concealment of negative news.
Lack of transparency is recognized as a key
factor in the risk of stock price collapse, and
managers  contribute  to  increasing
information asymmetry by hiding negative
information.
Previous research (Singer & You, 2011)
indicates that firms with high-quality
internal control systems have lower agency
conflicts and reduce opportunistic behavior
among managers. Strong internal controls
can reduce the risk of stock price collapse
by limiting management’s ability to conceal
negative news. This research examines this
issue in the Iranian context.
Moreover, the role of corporate governance
in the relationship  between the
implementation of internal controls and the
risk of stock price collapse is not yet fully
understood. This research investigates how
governance mechanisms can enhance the
positive effects of internal controls and
prevent the risk of stock price collapse.
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The findings of this study contribute to the
theoretical foundations and evaluate the
practical value of the COSO framework in
reducing information asymmetry and the
risk of stock price collapse. This study adds
to the existing literature on corporate
governance and its impact on the risk of
stock price collapse, providing useful
practical applications for managers,
investors, and regulatory bodies.

The results of this research are particularly
significant in the context of the Iranian
economy, which faces specific challenges.
Understanding the impact of internal
controls on the risk of stock price collapse
can help improve internal control systems
and increase the resilience of the capital
market.

Methodology

This study is quantitative research based on
real data from firms listed on the Tehran
Stock Exchange with an empirical
approach. To test the hypotheses and
implement  econometric  techniques,
multivariate  regression analysis and
EViews version 12 software were used. The
statistical population includes all firms
listed on the exchange from 2016 to 2023.
By the end of 2023, 386 firms were active
on the exchange, and after excluding
financial firms, non-continuous firms, firms
with a fiscal year ending other than Esfand,
and firms with changes in their fiscal year,
a total of 153 firms were selected as the
research population.

Measurement of Variables:

Stock Price Crash Risk: This is measured
using the negative skewness of stock
returns. After estimating the market
regression, the residuals are used to
calculate the negative skewness.

Internal Control: Based on the COSO
framework, an internal control index has
been created using principal component
analysis, which includes five criteria:
control environment, risk assessment,
control  activities, information  and
communication, and monitoring.
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Corporate Governance: A single index
based on four principles of corporate
governance is considered as a moderate
variable.

Control Variables: These include firm size,
financial leverage, profitability, trading
volume of shares, stock returns, earnings
ambiguity, market value, and ownership
concentration, with their measurement
methods explained in the relevant tables.
The required data for calculating the
variables were collected from audited
financial statements, annual financial
reports, and the archives of the Tehran
Stock Exchange. Content analysis was used
to analyze and identify key information.

Results

Initially, principal component analysis was
conducted to create a composite linear
index for measuring the implementation of
strong internal controls based on the COSO
framework. Five criteria were introduced to
explain strong internal control, and the
principal component can identify the key
characteristics of these criteria.

The descriptive statistics indicate a leftward
skew in the distribution of stock returns,
increasing the likelihood of stock price
crashes in lIranian firms. The average
implementation of internal controls also
suggests that these controls are generally
weak and in need of improvement.
Ultimately, 73.53% of firms possess strong
corporate governance mechanisms.

The correlation test reveals a significant
negative correlation between stock price
crash risk and the implementation of
internal controls, indicating a reduction in
crash risk in firms with strong internal
controls.  Additionally, a significant
negative correlation exists between crash
risk and corporate governance. The results
of this test demonstrate the absence of
severe  multicollinearity among the
independent variables.

Based on diagnostic tests, a fixed effects
approach was utilized for the regression
analysis. The results indicate that the

implementation of internal controls has a
significant negative effect on the risk of
stock price crashes. This finding implies
that improving internal controls leads to a
reduction in the risk of stock price collapse.
Furthermore, it was determined that the
implementation of internal controls has a
significant negative effect on crash risk in
both groups of firms with strong and weak
corporate governance. However, the
negative impact is more pronounced in the
group with strong corporate governance.
This finding suggests that firms with strong
corporate  governance  have  better
supervisory systems that contribute to
reducing the risk of stock price crashes.

Conclusions

This research examines the impact of
internal control implementation on the risk
of stock price crashes in 153 firms listed on
the Tehran Stock Exchange during the
period from 2016 to 2023. The primary aim
of this study is to analyze the effects of
internal control practices within the COSO
framework on stock price crash risk in the
Iranian capital market. The COSO
framework serves as a hierarchical structure
that offers a set of criteria and principles to
enhance the effectiveness of internal control
systems in organizations. In emerging
capital markets, where investor protection
is weak, the implementation of this
framework can yield positive outcomes.
The findings of the study indicate that the
implementation of internal controls within
the COSO framework is generally weak in
Iran; however, these controls have a
positive impact on reducing the risk of stock
price crashes. These results align with
previous research and demonstrate that
improving financial information
transparency and reducing information
asymmetry can lead to increased investor
confidence and decreased stock price
volatility. Therefore, strengthening internal
control systems based on the COSO
framework is recommended as a key
strategy for firms in Iran.
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This study also investigates the role of
corporate governance in this relationship.
The results indicate that the implementation
of internal controls has a more significant
effect on reducing stock price crash risk in
firms with strong corporate governance.
These findings suggest that effective
governance mechanisms can enhance the
positive impacts of internal controls and
contribute to mitigating risks associated
with stock price volatility.

The findings of this research have important
managerial ~ implications.  Firms are
encouraged to fully and proactively disclose
information related to internal controls and
to consider improving their internal control
processes. Additionally, market regulators
should impose stricter requirements for the
implementation of internal controls and
stronger corporate governance.

However, there are limitations to this
research, including reliance on financial
data and information available in annual
reports, which may impact the results due to
lack of transparency or accuracy. Future
research is suggested to explore the
mediating  effects of  information
asymmetry and information transparency in
this context.

Ultimately, this research contributes to a
better understanding of the importance of
internal controls and corporate governance
in reducing stock price crash risk in the
Iranian capital market and can serve as
guidance for managerial decision-making
and regulatory policy-making.
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