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Highlights

* Examines fraud (deception) risks specifically during the listing/admission phase in the Iranian
capital market, an under-studied stage in criminal-law research. )

« Identifies key listing-phase deception patterns, including fictitious shareholder structures, fabricated
financial disclosures, forged documents, and material concealment in prospectus-related filings.

« Shows how professional gatekeepers (e.g; listing advisors, auditors, valuation experts, legal
counsel) can facilitate or intensify deceptive conduct through conflicted or neglléyent practices.

« Evaluates the criminal justice system’s current reliance on general offenses (fraud, forgery, use of
forged documents) and highlights practical limits in applying these provisions to capital-market
admission misconduct. o o o

* Demonstrates legislative and institutional gaps—lack of a clear legal definition of listing-phase
fraud, weak deterrent sanctions, and absence of specialized enforcement/adjudication capacity.

* Proposes defining “listing-phase fraud” as an independent offense in the Securities Market Law,
paired with proportionate penalties and strengthened supervisory and investigative mechanisms.

Abstract

This study examines the phenomenon of fraud or deception during the listing phase of
companies in the Iranian capital market, a stage that, despite its critical role in ensuring market
integrity, has received limited attention in criminal studies. This research uses a descriptive-
analytical approach, analyzing legal documents to identify practical and structural instances of
deception in the listing process and evaluate the capacity of the criminal t#]us'uce system to
respond. The findings Indicate that fraud in the listing phase typically occurs through behaviors
such as creating fictitious shareholder structures, providing fabricated financial information,
using forged documents, or concealing important facts. In many cases, professional entities like
listing advisors and auditors also play a role in facilitating these actions. The legislator should
address this issue through two main routes: first, by relying on the general provisions of the
Islamic Penal Code, such as fraud and forgery, and second, by creating independent criminal
provisions. The lack of a clear definition of fraud, insufficient enforcement mechanisms, and the
absence of specialized bodies to address these crimes are significant challenges in this field. This
study, by focusing on the criminal aspects of the listing phase, highlights legislative and
institutional aﬁs and emphasizes the need for structural reforms In addressing financial
misconduct. The article suggests that fraud in the listing phase should be defined as an
independent crime in the Securities Market Law, with appropriate penalties outlined for it.
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Introduction

The admission (listing) phase is the gateway through which companies
enter the Iranian capital market and gain access to public financing.
Because market participation is premised on transparency and reliable
disclosure, the admission stage performs a screening function designed to
prevent unqualified or opaque issuers from reaching public investors.
Notwithstanding this critical role, criminal-law research and enforcement
attention in Iran has traditionally concentrated on post-listing
misconduct—such as insider trading, market manipulation, and disclosure
violations during trading—while the admission stage has received less
systematic scrutiny. This imbalance is consequential: deception at entry
can contaminate subsequent market pricing, distort investor expectations,
and undermine the credibility of regulatory institutions.

This study addresses that gap by analyzing the phenomenon of
fraud/deception in the listing process and assessing the criminal justice
system’s capacity to respond. The article frames “listing-phase deception”
as intentional conduct (acts or omissions) that misleads the regulator or
market about an issuer’s eligibility, financial condition, governance, risks,
or valuation-relevant information in order to secure admission, facilitate an
IPO, or obtain related advantages. The research is driven by three
interrelated questions: (1) What practical and structural forms can
deception take during admission? (2) Which legal pathways does Iran
currently use to react to these behaviors (general criminal law and/or
securities-specific provisions)? (3) What legislative and institutional
reforms are required to produce an effective deterrent and an enforceable
liability framework?

The study advances three hypotheses:

1. Listing-phase deception frequently appears as a combination of
documentary falsification, material concealment, and structural
manipulation  (especially around ownership/free-float and
governance metrics).

2. The existing criminal justice response is largely indirect—relying
on general offenses such as fraud and forgery—leading to
interpretive uncertainty and weak preventive impact.

3. Establishing an independent offense for listing-phase fraud within
the Securities Market Law, together with clearer gatekeeper
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responsibilities and specialized enforcement capacity, would
materially improve accountability and market integrity.

The intended audience includes legislators, securities regulators,

prosecutors and judges handling economic crimes, compliance
professionals, and scholars of securities law and criminal policy.

Methodology

This research is an applied, descriptive—analytical legal study
employing a qualitative, document-based (doctrinal) design. Data were
collected through:

4. Systematic review of legal and regulatory sources governing
admission and disclosure obligations (including the Securities
Market Law and admission/listing directives and related
instruments);

5. Analysis of general criminal-law provisions commonly invoked in
practice for deceptive conduct (e.g; fraud-related provisions and
offenses concerning forgery and use of forged documents); and

6. Targeted review of practical narratives and risk points embedded in
admission documentation (prospectus-related disclosures, audited
financial  statements,  governance  representations, and
ownership/free-float documentation).

To enhance practical validity, the doctrinal analysis was supplemented
by limited informal expert consultations with individuals familiar with
capital market admission procedures and capital market disputes (e.g; legal
experts and practitioners who have observed admission-stage
vulnerabilities). These consultations were used to triangulate the
plausibility of typologies and to refine the mapping of “high-risk”
admission-stage representations. The study does not involve a statistical
sample or experimental design; therefore, quantitative power analysis and
effect estimation are not applicable. No identifiable personal data were
collected, and the research remains primarily normative and documentary
in nature.

Results

The findings demonstrate that deception during admission is not a
single act but often a multi-layered strategy combining corporate, financial,
and documentary techniques. Two dominant clusters emerge:
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A) Deception in procedures and formal structures (process/structural

fraud):

Fictitious ownership and free-float structures: Apparent dispersion
of shares through nominees or affiliated parties to meet free-float
thresholds while preserving de facto control.

Selective presentation to advisers and regulators: Intentional
withholding of litigation, contingent liabilities, debt obligations, or
governance weaknesses from admission files and risk disclosures.

Formalistic compliance through sham arrangements: For example,
arrangements  designed to simulate compliance  with
liquidity/market-making expectations without genuine
commitments or capacity.

Gatekeeper-enabled misrepresentation: Where admission advisers
or other professional intermediaries shift from verification to
“cosmetic” packaging of an issuer’s profile, presenting a curated
narrative rather than a faithful risk portrait.

B) Deception in substantive/qualitative evaluation (quality/valuation fraud):

Financial statement manipulation and earnings window-dressing:
Inflating performance through premature revenue recognition,
related-party transactions, reclassification of costs, or deferral of
expenses to present stronger profitability and stability.

Forged or unreliable supporting documents: Including
confirmations, certifications, or documents presented to validate
claims in the admission file.

Misleading managerial and governance representations:
Exaggerated résumés, concealed adverse histories, or governance
claims not supported by operational reality.

Distorted valuation narratives: Non-standard or biased valuation
assumptions that elevate IPO pricing and mislead market
expectations regarding business prospects and risk.

Across both clusters, the study finds that professional actors—
admission advisers, auditors, valuation experts, and legal counsel—may
become critical transmission points of misinformation. Whether through
conflicts of interest, inadequate verification, or deliberate collusion,
gatekeepers can reduce the probability of detection and increase the
perceived credibility of misleading claims.
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On the legal response side, the study finds that Iran’s criminal justice
system tends to follow two paths:

1. General criminal provisions (fraud and forgery) are used as the
primary tools, especially when documents are fabricated or when
misrepresentation can be linked to investor loss.

2. Securities-specific provisions exist for certain disclosure violations,
but they do not comprehensively define or target “listing-phase
fraud” as a distinct, admission-stage crime.

As a result, enforcement is frequently characterized by (i) uncertainty
about legal characterization, (ii) evidentiary burdens in proving materiality
and causation through a complex regulatory process, and (iii) limited
deterrence when the legal system lacks a tailored offense and specialized
enforcement infrastructure.

Discussion

The results highlight a structural enforcement gap: admission-stage
deception is a “front-end” risk that can produce downstream harms, yet the
legal toolkit is more developed for “back-end” trading-stage violations.
This misalignment matters because admission-stage misconduct often
operates through regulatory documentation and professional certifications
rather than through overt transactional acts. Consequently, reliance on
general fraud provisions may be challenged by doctrinal and practical
issues, including:

e Victim and harm structure: Admission-stage deception may
initially target the regulator (misleading the admission decision) but
ultimately harm public investors and market integrity—creating a
complex victim chain.

e Causation and reliance: Establishing a legally persuasive causal
pathway between admission-stage misrepresentation and investor
loss can be demanding, especially where market dynamics and later
disclosures intervene.

e Materiality and technical proof: Admission-stage assessments
require technical evaluation of accounting judgments, governance
risks, and valuation assumptions, often necessitating specialized
expertise.
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o Gatekeeper accountability: Without clear, enforceable duties and
liability standards for advisers/auditors/valuers, enforcement can
focus narrowly on the issuer while leaving systemic enablers
insufficiently deterred.

In light of these constraints, the study supports a policy shift toward a
clearer criminalization model that matches the unique architecture of
admission-stage misconduct. Such a model would not replace civil and
regulatory mechanisms but would complement them—especially in
serious cases involving intentional deception, systemic concealment,
forged documentation, or coordinated gatekeeper involvement.

Conclusions

This study concludes that deception during the listing/admission phase
in the lranian capital market is a distinct and practically significant
category of financial misconduct that warrants a targeted criminal and
institutional response. The current framework—reliant on general fraud
and forgery provisions and scattered securities rules—suffers from
definitional ambiguity, evidentiary complexity, and limited deterrence.

Accordingly, the article proposes:

1. Independent criminalization: Define “listing-phase fraud” as a
specific offense within the Securities Market Law, with clear
elements (intentional misrepresentation or material concealment;
relevance to admission eligibility or valuation; misleading the
regulator/market; and resulting risk or harm).

2. Proportionate and effective sanctions: Include monetary penalties
calibrated to the benefit obtained or harm caused, custodial penalties
for serious conduct, and professional disqualification for responsible
individuals and gatekeeper entities when warranted.

3. Specialized enforcement capacity: Strengthen investigative and
adjudicative expertise through specialization (e.g; trained
prosecutors/judges or dedicated units for capital market crimes),
enabling competent assessment of accounting, valuation, and
governance evidence.

4. Integration with civil and regulatory tools: Facilitate investor
compensation and reinforce civil liability for misleading admission
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disclosures, ensuring a coherent, multi-track response that combines
criminal deterrence with restorative remedies.

5. Preventive supervision: Encourage risk-based monitoring,
enhanced verification duties for gatekeepers, and more transparent
admission-stage disclosure practices to reduce the opportunity for
deception.

In sum, safeguarding market integrity requires treating admission-stage
deception as a core economic crime risk—not merely an administrative
irregularity-while designing a legal and institutional architecture that can
detect, prove, and deter this sophisticated form of misconduct.
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