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Abstract:

This study aims to design and empirically validate a comprehensive financial risk management analysis model to explain
financial sustainability mechanisms in Iranian startups. A mixed-methods exploratory—confirmatory design was employed.
Qualitative interviews with financial and startup experts in Tehran identified core risk management dimensions. A structured
questionnaire was then administered to 312 startup managers and financial decision-makers. Structural equation modeling
was applied for data analysis. Results revealed significant relationships: Risk Identification = Risk Assessment ($=0.61), Risk
Assessment - Risk Mitigation Strategies ($=0.50), Risk Mitigation Strategies = Financial Governance & Controls (f=0.49),
Financial Governance & Controls = Funding Diversification ($=0.54), and Funding Diversification - Startup Financial
Sustainability (3=0.43). The model explained 45.6% of the variance in financial sustainability. Startup financial sustainability
emerges from an integrated risk management system progressing from risk identification to effective governance and
diversified financing. The proposed model provides a robust framework for strengthening financial resilience of startups in
Iran.
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Extended Abstract

Introduction

Startups have emerged as a central driver of economic growth, technological innovation, and employment creation in
both developed and emerging economies. However, their growth trajectories are inherently unstable due to elevated
exposure to financial uncertainty, resource constraints, and volatile market environments. Financial risk management
therefore represents a fundamental capability for startup survival and sustainable development (Burgstaller & Krenn, 2021;
Wright & Stigliani, 2021). Empirical evidence consistently shows that inadequate risk governance is one of the primary causes
of early-stage failure among new ventures (Mostafaei & Rahimi, 2019; Parker et al., 2020).

In the context of Iran’s economy, startups operate under an exceptionally complex risk environment shaped by chronic
inflation, currency volatility, regulatory uncertainty, sanctions, and restricted access to international financial markets. These
structural conditions significantly amplify financial exposure and weaken the effectiveness of traditional risk management
frameworks imported from stable economic systems (Jafari, 2024; Jafari & Hosseini, 2024). Consequently, Iranian startups
confront simultaneous financial risks including liquidity shortages, funding instability, exchange-rate shocks, operational
disruptions, and institutional constraints (Ahmadi & Khajenejad, 2022; Mohammadi & Taheri, 2021).

Recent studies emphasize that financial risk management in startups is not merely a technical function but a strategic
organizational capability closely connected to governance quality, transparency of financial reporting, internal control
systems, and long-term sustainability (Bayi et al., 2025; Ma'rouf, 2025). Bagheri et al. demonstrate that an integrated financial
risk management model tailored to Iranian knowledge-based startups can significantly enhance performance and
organizational resilience (Bagheri et al., 2025). At the same time, global research highlights the accelerating role of digital
technologies, artificial intelligence, and big data analytics in strengthening risk prediction and financial decision-making
processes (Chen et al., 2025; Mara et al., 2025; Xu et al., 2024).

Despite these advances, the literature lacks a comprehensive, empirically validated model that explains how
interconnected components of financial risk management collectively shape financial sustainability in Iranian startups.
Existing research remains fragmented, focusing on isolated tools, specific industries, or narrow financial indicators (Ahmadi
& Khajenejad, 2022; Mostafaei & Rahimi, 2019). Furthermore, the structural influence of governance mechanisms and
funding diversification on financial stability remains underexplored within startup ecosystems operating under
macroeconomic turbulence (Razmjouei & Adami-Fard, 2024; Temba et al., 2024).

Addressing this gap, the present study develops and empirically tests a comprehensive financial risk management analysis
model for startups in Iran’s economy, integrating sequential risk processes, governance mechanisms, funding strategies, and
financial sustainability outcomes (Bagheri et al., 2025; Bayi et al., 2025; Wright & Stigliani, 2021).

Methods and Materials

This study adopted a mixed-methods design with an exploratory—confirmatory sequence. In the qualitative phase, semi-
structured interviews were conducted with startup founders, financial managers, investors, and risk specialists in Tehran’s
startup ecosystem to identify key dimensions of financial risk management. Thematic analysis produced the conceptual

structure of the model.
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In the quantitative phase, a structured questionnaire was developed based on qualitative findings. Data were collected
from 312 managers and financial decision-makers of startups located in innovation centers, accelerators, and technology
parks in Tehran. Stratified random sampling ensured representation across sectors and growth stages.

Measurement instruments captured six latent constructs: Financial Risk Identification, Financial Risk Assessment, Financial
Mitigation Strategies, Financial Governance & Controls, Funding Diversification, and Startup Financial Sustainability.
Structural equation modeling was applied to test measurement validity, structural relationships, and predictive performance.

Findings

The measurement model demonstrated strong psychometric properties. All constructs exhibited high internal consistency,
with composite reliability coefficients ranging from 0.89 to 0.94. Convergent validity was established, with average variance
extracted values between 0.66 and 0.70. Discriminant validity was confirmed through the Fornell-Larcker criterion.

The structural model revealed a coherent sequential risk management process. Financial Risk Identification exerted a
strong positive effect on Financial Risk Assessment (B = 0.61, p < 0.001). Financial Risk Assessment significantly influenced
Financial Mitigation Strategies (B = 0.50, p < 0.001), which in turn predicted the development of Financial Governance &
Controls (B =0.49, p < 0.001).

Financial Governance & Controls had a substantial impact on Funding Diversification (B = 0.54, p < 0.001). Funding
Diversification emerged as the strongest direct predictor of Startup Financial Sustainability (B = 0.43, p < 0.001). Financial
Governance & Controls also exerted a significant direct effect on sustainability (B = 0.24, p < 0.001), while Financial Risk
Assessment had a smaller yet significant direct contribution (B = 0.12, p = 0.039).

The model explained 45.6% of the variance in Startup Financial Sustainability, indicating strong explanatory and predictive
power in the context of Iranian startups.

Discussion and Conclusion

The findings demonstrate that financial sustainability in startups is not driven by isolated risk tools but emerges from a
structured, sequential management system. Effective risk identification enables precise assessment; accurate assessment
facilitates the design of targeted mitigation strategies; consistent mitigation mechanisms institutionalize governance and
control systems; robust governance enhances access to diversified funding; and diversified funding secures long-term
financial stability.

The dominance of funding diversification as the strongest predictor of sustainability reflects the structural vulnerabilities
of Iranian startups, which operate under constrained capital markets and volatile macroeconomic conditions. Firms that
successfully combine internal financial discipline with diversified external financing are better positioned to absorb shocks,
sustain operations, and pursue growth opportunities.

Moreover, the significant role of governance mechanisms indicates that internal organizational architecture is as critical
as external market conditions. Startups that institutionalize risk governance through transparent reporting, formal controls,
and strategic oversight achieve higher resilience even amid systemic uncertainty.

This study offers a validated, integrated framework that advances theoretical understanding of financial risk management
in high-uncertainty environments and provides a practical roadmap for strengthening startup resilience in emerging

economies.
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