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ABSTRACT

Inspection and supervision of merchants' activities, particularly in commercial companies, have
been fundamental concerns that periodically attract the attention of legal scholars. This issue
becomes even more significant concerning legal entities in commerce, as various stakeholders with
potentially conflicting interests—such as creditors, shareholders, employees, and company
managers—are affected. This study critically analyzes the duties of inspectors in the 2012 Draft
Commercial Code. One of the findings of the research is that in our country, the terms "auditor" and
"inspector" hold distinct meanings. However, the key question remains: How is the inspector's report
prepared? According to the guidelines on the duties of inspectors in joint-stock companies,
developed by the Legislative Committee of the Audit Organization and approved by its Technical
Committee and Executive Board, accounting standards, auditing standards, codes of professional
conduct, audit guidelines, and audit procedures for construction projects have been incorporated
into the inspector's responsibilities. This inclusion is necessary since inspection without auditing is
inherently incomplete. In Article 624 of the recent proposed amendments, reference is made to
expressing opinions on financial statements based on auditing standards, which could be a
constructive step but does not fully resolve the issue. Furthermore, auditing standards do not specify
how to report non-compliance, crimes, or the determination of their significance level. This problem
appears to stem from the conceptual and functional divide between "auditor" and "inspector."
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EXTENDED SUMMARY
The supervision and inspection of merchants' activities, particularly within commercial companies,

have long been fundamental concerns that periodically attract the attention of legal scholars. This
issue becomes even more critical in relation to legal entities in commerce, as various stakeholders
with potentially conflicting interests—such as creditors, shareholders, employees, and company
managers—are impacted. The role of inspectors, or legal auditors, in ensuring compliance with
regulatory frameworks and safeguarding stakeholders' interests is a matter of significant legal and
economic concern. The present study critically examines the duties and responsibilities of inspectors
in the 2012 Draft Commercial Code, highlighting the conceptual and functional distinctions between
"auditors" and "inspectors." One of the primary questions that emerge from this analysis is how
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inspectors’ reports are formulated, particularly in cases where financial oversight is necessary.
According to the guidelines issued by the Legislative Committee of the Audit Organization and
approved by its Technical Committee and Executive Board, the responsibilities of inspectors extend
beyond mere oversight to include adherence to accounting standards, auditing standards,
professional codes of conduct, and audit procedures for construction projects. The incorporation of
these auditing measures is necessary since inspection without a rigorous auditing process remains
inherently incomplete. However, while Article 624 of the most recent proposed amendments makes
reference to the expression of opinions on financial statements based on auditing standards, it fails
to comprehensively resolve the issue. Furthermore, auditing standards themselves do not provide
explicit guidance on how to report cases of non-compliance, financial crimes, or the determination
of their significance level, an issue that appears to stem from the conceptual and functional gap
between the roles of "auditor" and "inspector" (Eskini, 2009).

The legal framework governing the responsibilities of inspectors has evolved significantly over time,
but persistent ambiguities and inefficiencies remain. In many jurisdictions, including Iran, the
nature of governmental oversight in commercial enterprises varies considerably. Unlike in the
United Kingdom, where direct state intervention in corporate oversight is permissible under specific
conditions, Iran's legal system, as dictated by its Constitution, does not formally recognize state
supervision over private enterprises to the same extent. Instead, corporate oversight is primarily
internal, with inspectors being appointed from within the company rather than from external
regulatory bodies. This distinction is crucial because it limits the scope of accountability and reduces
the objectivity of inspections, potentially leading to conflicts of interest. Under Iranian commercial
law, specifically Articles 144 to 156 of the 1968 Commercial Code and its executive regulations from
1969, joint-stock companies are required to appoint at least one inspector. Furthermore, Article 146
mandates the appointment of substitute inspectors to ensure continuity in cases of resignation,
death, or loss of qualification of the primary inspector. The role of these inspectors is to oversee
company operations, safeguard shareholder rights, and ensure compliance with legal and financial
obligations. However, despite these regulatory provisions, significant gaps remain, particularly
regarding the effectiveness of inspectors in preventing corporate mismanagement and financial
misconduct. The study highlights that while inspectors play a crucial role in corporate governance,
their legal responsibilities remain poorly defined, particularly concerning their authority to report
misconduct and their obligations to shareholders and external stakeholders (Khazaei, 2006).

One of the most critical issues in defining the responsibilities of inspectors is the determination of
liability, particularly in cases of corporate malfeasance. The legal principle governing inspector
liability in Iran is based on the broader framework of civil liability, which holds inspectors
accountable for any negligence or misconduct in the performance of their duties. However, this
framework does not provide a clear methodology for establishing inspector liability, leading to
inconsistencies in legal interpretations. Theoretical discussions surrounding inspector liability often
revolve around two competing legal doctrines: the negligence-based approach and the strict liability
approach. Under the negligence doctrine, liability is established only if the inspector's failure to act
prudently results in measurable harm to the company or its stakeholders. This approach places the
burden of proof on the plaintiff, requiring them to demonstrate that the inspector's actions—or lack
thereof—directly caused financial harm. Conversely, under the strict liability doctrine, inspectors are
held accountable for any financial losses that occur under their oversight, regardless of intent or
negligence. While Iranian commercial law formally adopts a negligence-based approach, the legal
ambiguities surrounding inspector responsibilities often create challenges in litigation. Article 154
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of the 1968 Commercial Code stipulates that inspectors are liable for damages resulting from any
violations of their duties, but it does not provide a clear standard for proving negligence or defining
the extent of liability. The 2012 Draft Commercial Code attempts to address some of these
ambiguities by reinforcing the civil liability of inspectors under Article 265, but it remains largely
aligned with the previous framework and does not introduce substantial reforms (Erfani, 2014;
Tafreshi, 2007).

Another major concern related to inspector responsibilities is their relationship with corporate
governance structures. Unlike corporate managers, who are responsible for strategic decision-
making, inspectors serve as an oversight mechanism, ensuring that corporate activities remain
within legal and ethical boundaries. However, the effectiveness of inspectors is often undermined by
conflicts of interest and institutional limitations. In many cases, inspectors are appointed by the very
corporate executives they are expected to oversee, raising concerns about their independence. In
jurisdictions with strong corporate governance laws, such as the United States and the European
Union, inspectors are often required to maintain a degree of professional detachment, with
mechanisms in place to prevent undue influence from corporate executives. In contrast, Iranian
corporate law lacks sufficient safeguards to ensure inspector independence, creating potential
vulnerabilities in the oversight process. Furthermore, the role of inspectors is often conflated with
that of external auditors, leading to confusion regarding their specific duties. Auditors typically focus
on financial reporting and compliance with accounting standards, while inspectors are expected to
oversee broader corporate governance issues. However, in practice, this distinction is often blurred,
leading to inconsistencies in regulatory enforcement. The study argues that clearer delineation of
responsibilities is necessary to improve corporate oversight and prevent financial misconduct
(Pasban, 2006).

In addition to legal and structural challenges, inspectors also face practical obstacles in performing
their duties effectively. One such challenge is the lack of standardized reporting guidelines. Unlike
financial auditors, who adhere to internationally recognized accounting standards, inspectors do not
have a unified framework for reporting their findings. This lack of standardization leads to significant
variations in the quality and reliability of inspector reports, reducing their effectiveness as a
regulatory tool. Additionally, there is limited legal guidance on how inspectors should respond to
suspected financial misconduct or corporate fraud. While existing regulations require inspectors to
report any irregularities they uncover, they do not provide explicit mechanisms for escalating these
reports to regulatory authorities or law enforcement agencies. This gap in the legal framework
creates significant challenges for inspectors, particularly in cases where corporate executives attempt
to suppress unfavorable findings. The study highlights the need for comprehensive reforms in
inspector reporting requirements, advocating for clearer legal provisions that mandate standardized
reporting formats and establish formal procedures for escalating cases of corporate wrongdoing
(Eskini, 2009).

In conclusion, while inspectors play a crucial role in corporate governance and financial oversight,
their legal responsibilities remain poorly defined, leading to significant challenges in regulatory
enforcement. The 2012 Draft Commercial Code attempts to address some of these issues, but it
largely reinforces the existing legal framework without introducing substantial reforms. Key areas
that require further legal clarification include inspector liability, independence, reporting
obligations, and the distinction between inspectors and external auditors. The study recommends
the adoption of more rigorous legal standards to ensure the effectiveness of inspectors in
safeguarding corporate integrity. Additionally, policymakers should consider implementing

K




iy § Soli> add ga.“uas Sy iagh

regulatory safeguards to enhance inspector independence and prevent conflicts of interest. By
strengthening the legal and institutional framework governing inspectors, it is possible to improve
corporate transparency and reduce the risk of financial misconduct.
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