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Abstract

Objectives: In neoclassic economy, it is assumed that decision-makers behave intellectually
and always pursue the maximization of their own favorability, but results of several
investigations show that in order to find answers to financial questions, we have to accept this
probability that behaviors of decision-makers may not be perfectly intellectual. In other
words, personality traits of managers are considered factors being important in making
decisions. One of such traits is narcissism. Narcissistic personality is associated with signs or
indications of sense of superiority, preoccupation with success vagary, power, aesthetic
talents, and belief in being an exceptional and unique person. Narcissistic managers are
basically willing to achieve great accomplishments within organisations they take over. They
tend to do strategically adventuresome operational activities and risky ventures so that
decisions made by them can lead to high amounts of profit/ loss at the end of fiscal
periods.Present research was done to examine effects of CEO narcissism on the risk of fraud
in financial reporting and the moderating roles the auditors and audit committees play
regarding the relationship between CEO narcissism and risk of fraud in financial reporting.
On this basis, narcissistic managers seeking to reach the best performance are most likely to
perform fraudulent activities because measurement of financial performance, which is
considered as reflection of decisions made by managers, is a mechanism for managers to be
visible and praised. This can be one of factors manifesting narcissism among managers in
order to recognize their honor and magnificence.

Method: In order to study the subject, data on 90 companies listed on Tehran Stock
Exchange during 2014-2018 was collected by Rah Avard Novin software from financial
statements, attached notes and official site of Tehran Stock Exchange to be used to test
research hypotheses based on logistic regressions.

Findings: Findings of present research showed a significantly positive relationship between
CEO narcissism and risk of fraud in financial reporting. Findings also signified some
moderating effect for efforts made by auditors and for proficiency of auditors and of audit
committees' chairmen on the relationship between CEO narcissism and risk of fraud in
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Abstract

financial reporting.

Results: As a CEO's personality trait, narcissism may increase likelihood of the risk of fraud
in financial reporting. As a part of corporate governance mechanisms, recruitment of diligent
and Expert auditors as well as audit committees specialized in finance and accounting can be
an obstacle to the fraudulent financial reporting caused by CEO narcissism.

Keywords: CEO Narcissism, Risk of Fraud, Auditors' Effort, Auditor Specialization and
Chairmen of Audit Committees.
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