Journal Of Judicial

Management

Validating the Impact of Financial Risk on Financial Performance Considering the
Mediating Role of Corporate Governance: An Analysis from the Perspective of the
Directors’ Legal Liability System

sareh Khoshbakht™®

Department of Accounting and Financial Management, Karaj Branch, Islamic Azad University, Alborz, Iran

Reza Mashhadizadeh

Department of Accounting and Financial Management, Karaj Branch, Islamic Azad University, Alborz, Iran

Abstract

Objective: The aim of this study is to validate the impact of financial risk on financial performance,
considering the mediating role of corporate governance, through an analysis from the perspective of the
directors’ legal liability system.

Methodology: From a paradigmatic standpoint, this research is positivist; in terms of purpose, it is
applied; methodologically, it is survey-based; temporally, it falls within the domain of cross-sectional
studies; and with respect to data collection, it is field-based. The data collection instrument is a modified
standard questionnaire designed according to the research model. Content validity was confirmed through
expert panel opinions, while construct validity (convergent and discriminant) was verified using the
Average Variance Extracted (AVE) and the Fornell-Larcker criterion. Model reliability was assessed and
confirmed via Cronbach’s alpha, composite reliability, and communal reliability. The statistical
population consists of managers of listed companies in Tehran Province. The optimal sample size was
determined using G¥Power software at a significance level of o = +,+and a statistical power of +,A+,
and participants were selected through random sampling. Hypothesis testing was conducted in accordance

with the variance-based structural equation modeling algorithm using SPSS Yé¢and SmartPLS Ysoftware.
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Findings: The results indicated that financial risk has a negative and significant effect on financial
performance. Furthermore, the effect of financial risk on corporate governance and the effect of corporate
governance on financial performance were confirmed. The structural model findings revealed that
corporate governance plays a significant mediating role in the relationship between financial risk and
financial performance. In addition, the directors’ legal liability system, as a moderating framework,
influences the effectiveness of this relationship.

Conclusion: The results demonstrated that financial risk is associated with a weakening of the financial
performance of listed companies; however, corporate governance, by playing a mediating role, can
mitigate and manage this negative effect. Moreover, strengthening the directors’ legal liability system as a
supervisory and disciplinary mechanism provides the foundation for more effective implementation of
governance principles and enhanced managerial accountability in the face of financial risks. Therefore, to
promote sustainable financial performance, simultaneous attention to risk management, reinforcement of
governance structures, and enhancement of the legal framework governing directors’ liability is essential.
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Structural Equation Modeling
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