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Background: Management personality is one of the critical factors influencing their behavior in performing
earnings management (EM). As a result, the dark (negative) personality dimensions can play an effective role
in earnings management. On the other hand, ethical leadership can act as a moderating factor; this research
measures the effect of ethical leadership style on reducing dark personality dimensions (Machiavellianism, psy-
chopathy, narcissism) of effective person in earnings management.

Method: The present applied research uses descriptive-survey method and the correlation approach. The sta-
tistical population of this study is companies listed in the Tehran Stock Exchange (TSE) and Iran Fara Bourse
(EFB) from 2011 to 2019 and based on some limitations 77 companies used in this research for testing the
hypotheses. And standard questionnaires of dark personality and ethical leadership and financial statement
data have been used. Also, the multiple regression test and structural equations model used. the data were
analyzed using R 3.1.2 and Lisrel 8.8 software.

Results: The results show that most of the effective persons in earnings management are the CEOs of com-
panies. The results also indicate a positive relationship between ethical leadership and dark personality dimen-
sions (Machiavellianism, psychopathy, narcissism).

Conclusion: The results indicate a positive relationship between ethical leadership and the dimensions of the
dark personality; This is due to the closeness of dimension of "Narcissism" to the issues of intrinsic leadership,
and on the other hand, this issue could be considered close to the perspective of the person involved in earnings
management and supervisors and lack of belief in ethical supervision and leadership.
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Introduction

One of the purposes of financial statements is to
help assess the performance of management in us-
ing resources that is used to inform shareholders of
the effective use of resources. Earnings is one of
the most basic elements of financial statements al-
ways considered by users stated as a criterion for
evaluating the continuity of activity, efficiency and
reviewing the structure of contracts of representa-
tives of economic units. Indeed, earnings are a tool
to overcome the problems of measuring and evalu-
ating the performance of institutions (1). One of
the factors that can affect the future profitability of
companies is EM as the process of selecting ac-
counting procedures by management to reach spe-
cific goals that can affect future profitability and
thus reach goals like meeting analysts' forecasts, in-
creasing shareholder wealth and management re-
wards (2). According to Agency Theory, managers
manage earnings in line with their interests and
fraudulently contrary to accepted accounting prin-
ciples to meet the expectations of financial analysts
(3). On the other hand, the increase in the com-
pany’s recent scandals shows the spread of abuse,
fraud and distortion of financial reporting and earn-
ings management (4). Farnings management has
been introduced as one of the problems of the ac-
counting profession that not showing the real fi-
nancial state of the organization and hides relevant
information the investors should know. This man-
agement behavior can cause ethical failure in com-
panies (5).

Some accountants consider EM as a common and
correct practice (6) and others as an unacceptable
one, yet it is agreed that managers face considerable
pressure from conflict of interest to manage earn-
ings. This pressure causes some of them overex-
posed to unethical behavior (7). One of the ele-
ments effective in this unethical and dysfunctional
behavior is the personality of the individual, some
scholars (8,9) have stated that the people with dark
personality traits are more likely to be involved in
unconventional or unethical behaviors compared
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to the general public; thus, EM can originate from
the dark personality of the manager.

Dark personality (Dark Triad) was suggested by
Paulhus and Williams (2002). Dark personality
traits comprise three corelated subsets of individu-
als' personalities, including narcissism, Machiavelli-
anism, and psychopathy. These dimensions are rec-
ognized as deviated or abnormal personality struc-
tures (10).

The last two decades have seen growing interest in
the role of the Dark Triad traits (i.e., narcissism,
psychopathy and Machiavellianism;11) in occupa-
tional settings (12). The increasing interest in the
Dark Triad personality traits has examined its asso-
ciation with negative vocational outcomes, such as
workplace deviance and counterproductive behav-
iors (9,10). However, despite these undesirable out-
comes, some evidence indicates that individuals
with Dark Triad characteristics are nonetheless still
commonly recruited and given strategic roles in the
workplace (9).

Persons with narcissism, Machiavellianism, and
psychopathy desire self-superiority and deviating
behaviors. Narcissism includes features such as
pride, deliberate superiority, and drawing attention
(11). Narcissism is construed as behaviors such as
distress and disagreement (13). Machiavellianism is
defined as using opportunistic and demagogic be-
haviors in order to weaken others (14).

Some scholars (15,16) did different studies about
personality, and they suggested that people with
dark personalities exploit their subordinates and re-
press their people around. These persons may dam-
age their associates, and their pretense to honesty
and self-confidence produce short-term successes.
Hence, such negative personality features lead to
negative organizational and individual behaviors.
Another researchers showed that people with dark
personality features like to be poorly perceived so-
cially (11,17), to apply penetrative-offensive fea-
tures (18), and to do inefficient behaviors (8). These
inefficient behaviors include actions to damage
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Company, sabotage, theft, and fraud from staff
(19).

The above researches have suggested a positive re-
lation between dark personality features (narcis-
sism, Machiavellianism, and psychopathy) and inef-
ficient and unethical behaviors. However, the some
researches (10,20) confirm that personality is not
the mere effective feature that promotes or weak-
ens this relation. However, there are other variables,
such as ethical leadership style. the Some scholars
(11) showed that people with dark personality fea-
tures have several behavioral patterns. Narcissists
believe themselves more predominant than others,
and Machiavellians believe that they can deviate
from their tricks and skills to acquire predomi-
nancy.

Furthermore, people with high psychopathy intend
to follow their goals at any cost. Consequently,
upon the mutual relations of these dimensions,
such people believe that the best way is exploiting
others and ignoring the law to preserve their goals.
Such features accompany a low level of ethical lead-
ership (21). Based on social exchange theory, man-
agers may use a cost-benefit analysis and the expec-
tation of reciprocity from their leader to choose
their subsequent behaviors. This means managers
may refrain from engaging in unethical and oppor-
tunistic behaviors if they feel their leader treats
them fairly and acts in a just manner (22). Work-
place spirituality (e.g., ethical leadership) moderated
the association of Machiavellianism, psychopathy,
and narcissism with instigated incivility to supervi-
sors and colleagues (23). So, ethical leadership had
an effective role in reducing dark triad personality
traits of people involved in earnings management
(unethical and opportunistic behavior).

Ethical leadership is one of the dimensions of eth-
ics and leadership (24,25). Ethical leadership mani-
fests proper normal behaviors through individual
and interpersonal actions and expedites those be-
haviors through mutual communications, force,
and decision-making. Fthical leadership occurs
when a leader behaves his staff fairly and honestly,
and provides a responsiveness culture in an organi-
zation (24), and causes diminishing inefficient and
unethical behaviors (15,206). In other words, if staff
feel their leaders behave fairly and honestly, they

avoid inefficient behaviors (22). Moreover, if staff
see a conflict between the behaviors and standards
that the leader tries to apply them, they ignore his
speeches (24).

In ethical leadership, abnormal and inefficient be-
havior is one of the most crucial output variables.
Many researchers also showed that ethical leader-
ship cause decrement of inefficient behaviors of
staff (16) through facilitating situation and pro-
duces a bad ethical atmosphere in the organization
(27) and affects the relationship between personal-
ity and unethical behaviors (10,20). Since earnings
management is one of the unethical behaviors in
the accounting field (7) which initiates from peo-
ple's personalities, and, on the other hand, due to
effectiveness of ethical leadership style in promot-
ing or weakening of relationships between person-
ality and unethical behaviors, it is expected that eth-
ical leadership style affects the reduction of dark di-
mensions (triad) of people involved in earnings
management.

An array of CEO characteristics has been examined
in the literature in Iran (e.g., 26,27,28) but the dark
dimensions of CEO or CFO have not been studied.
and in the literature, selection of an effective person
in Farnings management was without conducting
any test, and the financial manager has been chosen
as an effective person in Farnings management
(e.g., 27). On the other hand, existing research in
the  ethical  leadership’s  literature  (e.g,
29,30,31,32,33,34) has only dealt with the ethical or
non-ethical nature of earnings management. And in
Iranian personality literature, the effect of ethical
leadership style on reducing the dark dimensions of
personality has not been studied. Therefore, this ar-
ticle seeks to integrate and extend limited existing
findings regarding the impact of ethical leadership
on reducing dark personality dimensions of effec-
tive people in earnings management as unethical
behavior in the accounting literature.

The rest of the present study is organized as fol-
lows: the next part frames the study into a theoret-
ical framework, hypotheses development, and liter-
ature. Section 3 describes the Research methodol-
ogy and outlines where data is obtained and the
sample selection procedure. The next one then
talks about the main results and implications drawn
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from statistical analyses. Finally, the last sections
present the Discussion and Conclusion.

Theoretical framework and hypothesis devel-
opment

2.1Dark personality dimensions and earnings management
The relation between Dark personality dimensions
and earnings management is introduced by the Up-
per Echelon Theory. This theory argues that man-
agers' personalities, values, and experiences have
substantial effects on performance, selection, and
management decisions (35). Thus, this theory can
be considered as a fundamental one in this research.
Accordingly, Some scholars (36,37,38) suggested a
relation between personality features of Machiavel-
lianism and earnings management. In other words,
since people with higher Machiavellian features are
persons with problematic and most risky behaviors
and support for extremism, they desire to deviate
financial reports and accounting data by earnings
management. Researcher (39) also showed this
matter by proving the relation between dark per-
sonality and opportunistic behaviors. They phrased
that deviated features of people with dark person-
alities directed them toward opportunistic behav-
1ofs.

In a company, people with dark personality features
continuously suppose leadership and managerial
situations and seek those businesses that can ma-
nipulate their results and control other people (40).
They try to control their followers by political mo-
tives, and they try to affect others by their manage-
rial methods and their inherent talents. Such people
do not care about ethical procedures and standards
and mostly concentrate on their potentials (38,40),
and they continuously follow managing operation
results (29,36), misleading financial reports (41),
changing budgeting and authoritative management
(42), and opportunistic (39). This always represents
their actions negatively. They feel predominance
due to their fake self-confidence, while their results
may be worse than those of other people (43).
However, despite these undesirable outcomes,
some evidence indicates that individuals with Dark
Triad characteristics are nonetheless still commonly
recruited and given strategic roles in the workplace
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(9,44,45). Unfortunately, limited studies have exam-
ined the Dark Triad traits’ impact on positive occu-
pational outcomes (9,12,45).

2.2Dark personality dimensions and ethical leadership
People with Dark personality features look at oth-
ers negatively. Researches mention such phenome-
non as pessimistic desires. People with dark person-
alities consider others angry, depressed, anxious,
and with low self-confidence (46). Machiavellian
people consider others less social, dull, and less
skillful (17). They conceive others as pessimistic
and unethical. They assume others shall merely
serve them and exploit others to achieve their goals
(14). These people perceive accounting manipula-
tions as acceptable because they usually make un-
ethical decisions. Due to their authoritative and
managerial desires, they try to achieve their goals by
deviating information and overcoming their subor-
dinates (36). They attach little importance to their
companies and social responsibilities, and they do
not avoid unethical behaviors, such as tax escape
(47). These persons assume other unsophisticated
persons with closed minds, individualist, and un-
skillful.

Consequently, they have little ethical leadership
perceptions. Assuming others as unsophisticated
persons in Machiavellianism means such people do
not account for their subordinates' ethical growth
(as a part of ethical leadership criteria). So, such
people construe others as beginners and under-so-
cial persons, which may negatively affect Machia-
vellianism and ethical leadership criteria (21).
Therefore, Machiavellians assume their leaders as
unethical persons. On the other hand, in applying
ethical leadership by top managers in a company,
down managers reduce their Machiavellian behav-
iors regarding unethical earnings management.
Thus, we can suggest the following hypothesis:
HT: Applying ethical leadership by top managers
reduces the Machiavellian behaviors of people in-
volved in earnings management.

Narcissists are low-conscience and negative-ori-
ented persons (8). They assume others as con-
scienceless, disagreeable, and unethical persons
(17,46). People with dark personality features do
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not construe their leaders as ethical-oriented per-
sons systematically. People with dark personality
features have behavioral patterns accompanied by
low ethical leadership levels. Narcissists have pre-
dominant views, and they believe that they can out-
fox others to obtain domination. Consequently,
narcissists may extend their views to successful per-
sons (e.g., their leaders). Thus, if one believes in ex-
ploiting others and ignoring the law in the best way,
he feels this is the way of successful persons, such
as ethical leaders, so he applies similar procedures
for achieving his goals (21). But some studies (48)
provide consistent evidence that narcissism is a sig-
nificant positive factor in both leadership role oc-
cupancy and hiring decision in a collectivist culture.
Since narcissists are negative-oriented persons, so
they do not assume their leaders as ethical persons.
Hence, they do not have ethical perceptions of their
leaders. On the other hand, applying ethical behav-
iors by top managers of a company reduces down
managers' narcissism involved in earnings manage-
ment. So, we expect:

H2: Applying ethical leadership by top managers
reduces the Narcissistic behaviors of people in-
volved in earnings management.

Psychotic persons believe others are undependable,
so they assume others untrustworthy (26), have no
penitential senses, and they want to achieve their
goals at any cost (11). Existence of such a feature in
people disorders social relations and flexibility. Psy-
chopathy is accompanied by lack of penitence, lack
of logical thinking, untrustworthy, duplicity, poor
judgment, deviating behaviors, weak conscience,
and short-term decisions. This feature can be a part
of unacceptable criteria for ethical leadership (49).
Authors believe that psychotic persons are socially
dangerous and without competence (10). The exist-
ence of psychotic persons in a company causes an
increment of staff's distraction and anxiety, busi-
ness struggles, and dissatisfaction (50). However,
such persons usually do more administrative activi-
ties, and they can correlate unrelated concepts due
to their high-level creativity (49). Such persons' self-
ish behaviors may result from an unethical leader-
ship that produces an inefficient leadership style
(51). Such persons construe their leaders similar to

themselves and as unethical, undependable, and
mindless persons (21). Thus, it is expected that psy-
chopathy personality has a negative relation with
the perception of ethical leadership. On the other
hand, an ethical leader in a company causes a dec-
rement in psychotic behaviors of down managers.
Thus, we have:

H3: Applying ethical leadership by top managers
reduces the psychopathic behaviors of people in-
volved in earnings management.

Material and Methods

The method of the present study is descriptive and
correlational according to the nature, goals and hy-
potheses of the research. This research is one of the
applied researches in terms of purpose. The statis-
tical population of this study is companies listed in
the Tehran Stock Exchange (TSE) and Iran Fara
Bourse (IFB) from 2011 to 2019. the following lim-
itations were applied for the selection of companies
in the sample of this research:

Table 1: Sample statistical data

Row Item Ql}an-
tity

1 Total registered companies 773
ended on Matr. 20, 2019
financial intermediation indus-

2 try, holding companies, and 113
banks

3 é Companies registered in TSE 134

.8 | and IFB after 2011

4 -g Companies with deleted Isin 15

5 = | Companies without available 51
data during the research period

6 Companies with replaced CEO 333
during the last two years
Statistical society 77
Sample companies 77

Purposeful Sampling Method was used for the se-
lection of the sample. For selecting involved per-
sons in earnings management, a company was se-
lected if its CEO was not replaced (who is availa-
ble for responding to the questionnaire), but its
CFO was replaced, from 2011 to 2019. If earnings
management was not changed by replacing the
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manager (CEO), it was concluded that the in-
volved person in earnings management was CFO.
If earnings management was changed by replacing
the manager, it was concluded that the involved
person in earnings management was the CEO.
The demographic characteristics of the involved

person in earnings management are given in Table
2.

Table 2: Demographic information of re-

search
Type | Groups Percent |

Female 14
Gender male 36

Under B.A 0
Education B.A 32

M.A and upper | 68

1 to 10ys 20
Years of service | 11 to 20ys 36

Up to 21ys 44

After distinguishing the involved persons in earn-
ings management, Personality’s Standard Ques-
tionnaire (11) is used to measure the dark person-
ality dimensions of a person (dependent variable).
And is graded on a 5-point Likert scale. While con-
firming the validity of the questionnaire by the
professors, the reliability of the instrument by
Cronbach's alpha method in the present study was
0.718. Ethical Leadership’s Standard Question-
naire (24) is used to measure adjusting effects of
ethical leadership style (independent variable).
And is graded on a 5-point Likert scale. While con-
firming the validity of the questionnaire by the
professors, the reliability of the instrument by
Cronbach's alpha method in the present study was
0.944. This questionnaire is distributed between
several staff who are aware of the decisions of the
Board of Directors to measure the leadership style
of top managers of persons involved in earnings
management.

Also, we shall measure accrual earnings manage-
ment for the determination of the involved person
in earnings management. So, Kasznik's (1999)
model and Jones's (1995) adjusted model were
used; the model with better fitness results (accord-
ing to goodness fit criteria) will be selected as the
final model for accrual earnings management, and
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the absolute value of the remainder of this model
will be considered as a criterion for accrual earn-
ings management:

TACCy/TAy—1 = a(1/TAy_1) + B1(A REV;y —A RECy)/
TAj—1 + B2(PPE;/TAi_1) + B3(A CFOu JTAy—1) + & (1)

This model assumes that changes of unmanaged
accruals due to the Company's economic transac-
tions (TACC) obtained by deduction of opera-
tional cash flows (CFO) from operational profit
(OP) is due to changes of revenue (REV) than the
previous period, changes of accounts receivable
(REC) to include the effects of credit sales and to
neutralize the assumption of revenue exogeny, the
gross amount of properties, machinery and equip-
ment (PPE), and operational cash flows (CFO).
Each item was divided by total period start prop-
erties (T'A) to control company size and homoge-
neity variables (52).

TACCy = a(1/TAj_1) + BL(AREVyy —ARECy)/TAy_4 +
B2 (PPE [TAy_1) + & 2)

This model assumes that changes of unmanaged
accruals due to the Company's economic transac-
tions (TACC) is due to changes in revenue (REV)
than the previous period, changes of accounts re-
ceivable (REC) to include the effects of credit sales
and to neutralize the assumption of revenue exog-
eny, the gross amount of properties, machinery
and equipment (PPE). Each item is homogenized
by total period start properties (TA) (53).

After identifying the involved person in earnings
management, Structural Equations Model and
gathered data by questionnaires at the end of 2018
and beginning of 2019 were used. Since standard
regression analyses substantially ignore many
measurement errors in descriptive variables, and it
is not possible to study the direct and indirect ef-
fects of involved variables in a pattern, and the re-
lation between dependent variables and independ-
ent variables is not clear in these patterns (54),
Structural Equations Model is used. we use Lisrel
8.8 Software and Structural Equations Model to
determine their relationships.

Results
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To select a model, among the two above, for eval-
uation of accrual earnings management, the availa-
ble models were fitted optimally (after controlling
classic assumptions), and the results of goodness fit
criteria are shown in Table 3.

Table 3: Selection of optimal model

Criterion Kasznik's Jones's
model Model

R-squared 0.66 73

Adjusted R-squared | 0.65 .68

F statistic 52.14 13.95

P-value 0.000 0.000

Durbin-Watson  sta- | 1.53 1.87

tistic

Independent  varia- | 3 2

bles

Significant variables | 2 0

Because of having goodness fit criteria, Kasznik's
(1999) model is better as the final model for deter-
mining accrual earnings management. Next, we
shall determine the person involved in earnings
management. The optimal fitness of regression for
replacing the CEO on earnings management in the
sample indicates a significant relationship between
the two above variables in most companies. Table
4 shows some of the results for effective persons
on earnings management. According to the given
fitness model results, when earnings management
changes had no significant relation with the CEO's
replacement, changes in earnings management
were attributed to CFO.

Table 4: A sample of results for determination of involved person in earnings management

ISIN | Coefficient  -student | P-value | The effective person on earnings management |

BHPZ | 0.058187 | 3.055603 | 0.028243" CEO
NARP | 0.002309 | 0.023231 | 0.982365 CFO
FIBR | -0.048399 | -1.269916 | 0.260004 CFO
CHAR | -0.056618 | -3.854542 | 0.011946" CEO
SDRP | -0.128242 | -4.550982 | 0.006107" CEO
NMOH | -0.037762 | -1.299421 | 0.250484 CFO
SDAB | 0.050207 | 3.688295 | 0.014171" CEO
NBEH | 0.163657 | 2.628362 | 0.046625 CEO
SHLP | -0.096431 | -48.39896 | 7.11E-08" CEO
MINZ | 0.094490 | 10.66235 | 0.000126 CEO
FRBZ | 0.123820 | 2.757926 | 0.039933" CEO
PKER | 0.165645 | 4.413057 | 0.006937" CEO
MRJZ | 0.117945 | 4.110272 | 0.009261" CEO
PYAP | -0.058049 | -4.530684 | 0.006222" CEO
Note(s): *: 90% confidence level

After identifying the involved person in earnings
management, structural equations model and gath-
ered data by questionnaires at the end of 2018 and
the beginning of 2019 were used. After the initial
estimation of the Structural Equations Model, the
model's fitness was evaluated to determine the re-
sults' reliability. Chi-square Index is the most com-
mon index for determining the fitness situation of
a model (55). The reasonable interpretation of fit-
ness indices requires deciding critical points or trun-
cation points of related amounts in these indices.
Some Researchers (56) proposed a significant level

greater than 5% as the desired value in this test for
the chi-square value. Besides, we can use other in-
dices mentioned in Table 5 for fitness evaluation.
Table 5 shows the general fitness of this model and
includes absolute fitness, comparative fitness, and
economic fitness. It also shows the value of each
index, optimal value, and the related reference.

Regarding the available data, we can conclude that
the Chi-square index has a significant level greater
than 5%, so the null assumption indicating good-
ness of fitness is not rejected. Of course, since the
ratio of Chi to freedom degree is less than 5, we can
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conclude that the model has good fitness. Also,
since the Root-Mean-Square of Error (RMSE) is
less than 7%, the goodness of fitness is confirmed.
It should be mentioned that the other given values

Goodness

Table 5: Results of the goodness of fitness of structural equations model

for other goodness fit indices indicate the excellent
fitness of this model. Therefore, the structural
equations model can be suitably used for testing
and analysis in this model.

Value in model Acceptable value

fit criteria (Reference)
Chi-square . 18.05 sig>5%
Absolute (sig. level) Chi-square (p>0.05) (56)
. 5
fitdng index Goodness fit index GFI 0.97 1(‘;1)11995 &
. . result >95%
fi 1 92
Comparative Comparative fit index CF 0.9 (56)
L 5
fitting index Incremental fit index IF1 0.92 resule=95%
(36)
L result<7%
Parsimony Root-square mean error approximation RSMEA 0.012 57)
o 5
fiting index Chi-square / freedom degree Chi-squar / df | 4.5 ZESS?IKS &

After ensuring the reliability of the given fitness
model results, the path coefficients and #student
values are shown in Table 6 and Graph 1. Also, we
see the relation between the dark personality varia-
ble as an unobserved variable and dark personality
dimensions in Table 6. This is also true for the re-
lation between dark personality dimensions and
ethical leadership. As you see, there is a positive re-
lation (0.82) between dark personality dimensions
and ethical leadership, which indicates the ineffi-
ciency of ethical leadership style in the decrement
of dark personality dimensions of involved persons
in earnings management. And, it could be consid-
ered as the closeness of the perspective of the per-
son involved in earnings management and its super-
visors and lack of belief in ethical supervision and
leadership.

Graph 1: Conceptual model of research

[5=0/82
t=11/48

Ethical leadership
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Dark personality

Table 6: Results of structural equations ap-

proach
Route | Coefficient ‘ t-student ‘

Machiavellianism —— 0.72 7.31"
Dark personality
Narcissism ——p 1.03 10.15
Dark personality
Psychopathy ——» 0.51 5.127
Dark personality
Ethical leadership —— 0.82 11.48*
Dark personality
Note(s): *: 99% confidence level

Graph 1. Shows the Conceptual model with path
coefficients and #student values. The results of Ta-
ble 6 are the same as the results of Graph 1 and the
interpretation of the results is presented at the top
of Table 6.

Machiavellianism

Narcissism

Psychopathy
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Table 7 Shows a Summary results about the confir-
mation of research hypotheses. The values for the
relation factor were extracted from Table 6. The
notable point in Table 7 is the positive relation be-
tween dark personality dimensions and ethical lead-
ership. This is due to the closeness of the dimension
of "Natcissism" to the issues of intrinsic leadership,
and on the other hand, this issue can be considered
close to the perspective of the person involved in
earnings management and supervisors and lack of
belief in ethical supervision and leadership.

Table 7: Results of research hypotheses
Resulted

Hypothesis Coefficient

relation

The negative relation | 0.82%0.72 Rejected
between ethical leader-
ship and Machiavellian-
ism

Positive

The negative relation | 0.82x1.03 Rejected
between ethical leader- Positive
ship and Narcissism

The negative relation | 0.82X0.51 Rejected
between ethical leader- Positive
ship and psychopathy

Discussion

accounting profit is one of the items of financial
statements that has been noticed by many benefi-
ciaries and users of financial statements because
this item includes essential information for other
beneficiaries and managers as rewards. Therefore,
many managers and providers of such financial
statements and reports try to adjust their profit
values to preserve their own companies' benefits
and their benefits (1).

An earnings management still exists because hav-
ing a positive impact for a company. For
instance, in view of earnings management from
the perspective of efficient contracting, it gives
managers an earnings management flexibility to
protect themselves and the company in anticipa-
tion of events unexpected to join the parties in-
volved in the contract. The manager has
the flexibility to choose among several alternative
ways of recording transaction as well as

selecting the options that exist within the same ac-
counting treatment (59).

However, earnings management also gives a bad
effect to the company, managers see it as
opportunistic behavior to maximize their bonuses.
Consequently, some groups of society have
different perceptions, whether earnings manage-
ment is ethical or unethical (60).

According to the Upper echelon, several factors
affect the decisions of managers and providers of
financial statement for adjusting the earnings. One
of the effective factors is personality, values, crite-
ria, and experiences of management (35). So, some
scholars (e.g., 8,9) have stated that the people with
dark personality traits are more likely to be in-
volved in unconventional or unethical behaviors
compared to the general public; thus, EM can
originate from the dark personality of the man-
ager. Dark personality traits comprise three
corelated subsets of individuals' personalities, in-
cluding narcissism, Machiavellianism, and psy-
chopathy. These dimensions are recognized as de-
viated or abnormal personality structures (10). On
the other hand, based on social exchange theory,
managers may use a cost-benefit analysis and the
expectation of reciprocity from their leader to
choose their subsequent behaviors. This means
managers may refrain from engaging in unethical
and opportunistic behaviors if they feel their
leader treats them fairly and acts in a just manner
(22). So, ethical leadership had an effective role in
reducing dark triad personality traits of people in-
volved in earnings management (unethical and op-
portunistic behavior).

So, because Less research has examined the Dark
Triad traits and ethical leadership in Iran. This ar-
ticle seeks to integrate and extend limited existing
findings regarding the impact of ethical leadership
on Dark Triad traits of people involved in earnings
management in the listed companies in TSE and
IFB. The results of this research indicate that the
most involved people in earnings management
were CEOs of companies. Also, the results indi-
cate that there is a positive relationship between
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ethical leadership and dark personality dimen-
sions. On the other hand, this is due to the close-
ness of the "Narcissism" dimension to intrinsic
leadership issues. The results of the present re-
search contradicts previous research mentioned in
the “Theoretical framework and hypothesis devel-
opment” section (e.g., 7,19,23-25,34,21). It could
be considered the closeness of the person's pet-
spective involved in earnings management, its su-
pervisors, and lack of belief in ethical supervision
and leadership in Iran. And less research has ex-
amined the association between Dark Triad per-
sonality traits with positive vocational outcomes.

Conclusion

Several factors affect the decisions of managers
and providers of financial statements for adjusting
the earnings. One of the effective factors is per-
sonality. On the other hand, management's per-
sonality and situation are effective in goal-setting,
decision-making, and activities of the Company.
In other words, management situation is one of
the effective factors in providing financial infor-
mation; so that if a manager works in an environ-
ment with an ethical-oriented leadership style, he
probably will not be successful in opportunistic
management, and the existence of an ethical lead-
ership style in an organization cause decrement of
unethical behaviors in earnings management.

Therefore, regarding the cases mentioned earlier,
this research examines the effects of ethical lead-
ership style on dark personality dimensions of
people involved in earnings management in listed
companies in TSE and IFB. The results of this re-
search indicate that the most involved people in
earnings management were CEOs of companies.
Also, the results indicate that there is a positive re-
lationship between ethical leadership and dark per-
sonality dimensions. This result shows that in the
sample of this research, the ethical leadership style
of the company is not effective or there is no belief
in the ethical leadership style in the company. On
the other hand, this result may be due to the lack
of identification of other factors affecting the dark
dimensions of the personality, which, if the effects
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of these factors are controlled, it is possible to ob-
tain different results. Finally, according to the find-
ings of this research suggested to authorities to pay
more attention to issues such as ethical leadership
in corporate governance guidelines and to be more
sensitive to the approval of the Board of Direc-
tors. This study is subject to a number of limita-
tions; consequently, the results should be inter-
preted with caution. First, the lack of proper co-
operation of the CEO in completing the question-
naire and Second, the existence of other factors
affecting the dimensions of the dark personality
that cannot be controlled.
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