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Abstract

Organizational paranoia as a personality disorder causes employees of organizations to be
pessimistic about their work environment, which will result in unethical behavioral tendencies in
the organization. Cheating of accountants is one of the most important tendencies that is the result
of paranoia organizational suffixes. The purpose of this study is to investigate the effect of
organizational paranoia on fraud in financial reporting, emphasizing the mediating role of
organizational loyalty as one of the most important consequences of paranoia. The current
research is quantitative in terms of implementation method. The collected data has been analyzed
by the method of structural equations. The statistical population of the research in the time domain
of 1402 includes accountants and financial managers of stock exchange member companies, 395
people were selected as the research sample using the structural equation sampling method. The
research tool is a standard questionnaire. Research findings showed that organizational paranoia
has a direct relationship with fraud in financial reporting, organizational paranoia has an inverse
effect on organizational loyalty, and organizational loyalty has an inverse relationship with fraud
in financial reporting. Finally, organizational paranoia will indirectly influence the fraudulent
behavior of accountants through the mediation of organizational loyalty. Organizational paranoia
suffixes by reducing the loyalty of accountants cause an increase in the fraudulent behavior of
accountants and ultimately reduce the quality of financial reporting. Considering that there has
been no research in this field, the results of the present research, while developing theoretical
foundations, will help managers and organizational policy makers in order to identify
organizational factors that drive fraudulent behaviors and prevent them from occurring.



Introduction

Paranoia is considered a personality disorder in which a person interprets the behavior
and actions of others as threatening, demeaning, and harmful with suspicion and doubt.
(Burke et al., 2014). Organizational paranoia and increased levels of pessimistic attitudes
reduce organizational commitment and organizational ethics decline to their lowest
levels, and based on the negative emotions caused by it, employees decide to commit
antisocial acts (Raisi and Nastizaei, 2019). Negative emotions, pressure, and hardship in
the organization, known as the "fraud triangle factors", will cause fraud in the
organization. On the other hand, fraud is one of the most controversial issues in
accounting and auditing (Angrini and Soriani, 2021). In accounting, financial scandals
resulting from fraudulent financial reports not only cause financial losses to the
organization but also cause loss of reputation and damage to customer confidence and
loss of investor trust (Pansadehfar et al., 2010). Organizational paranoia, as the mother of
organizational communication disorders, has destructive effects on employee
performance, and accordingly, it is expected that employees in the financial field will also
exhibit abnormal organizational behaviors under the influence of this personality
disorder, and one of the most influential abnormal behaviors in the financial reporting
system will definitely be fraud. Given the growing situation of financial statement fraud
(Namazi and Hosseininia, 2019) and the lack of research in this area according to
Rutherford (2023), the present study, as the first study in the field of organizational
disorders based on paranoia in the accounting system, aims to explain the issue with the
aim of investigating the effect of organizational paranoia on fraud in financial reporting.
On the other hand, one of the most important effects of organizational paranoia is the
reduction of employee loyalty to the organization. Organizational loyalty refers to
employees' compliance and adaptation to organizational values, attitudes, and beliefs and
their willingness to make extra efforts to achieve organizational goals (Adler and Adler,
1998). However, one of the factors that can negatively and unfavorably affect
organizational loyalty is organizational paranoia, in such a way that pessimistic thoughts
and attitudes degrade the commitment and loyalty of human resources to the organization,
engaging them in the thought of leaving the organization, so that by obtaining a favorable
position, they leave the organization and impose large costs on the organization (Kazemi-
Magqdisi et al., 2015). Accordingly, the present study seeks to find scientific answers to
the following two main questions: Does organizational paranoia have a significant effect
on financial reporting fraud? Does organizational loyalty have a significant effect on the
relationship between organizational paranoia and financial reporting fraud?

Research hypothesis

Hypothesis 1: Organizational paranoia has a significant effect on financial reporting
fraud.

Hypothesis 2: Organizational paranoia has a significant effect on organizational loyalty.
Hypothesis 3: Organizational loyalty has a significant effect on financial reporting fraud.
Hypothesis 4: Organizational loyalty as a mediating variable has a significant effect on
the relationship between organizational paranoia and financial reporting fraud.

Methods
In this study, the primary concepts and variables were first explained by reviewing the
literature on the subject, and then the research hypotheses were examined using the



structural equation method. The time frame of the study is 1402. The analysis was
performed using confirmatory factor analysis and structural equation analysis (path
analysis) using Smart PLS software. The statistical population in relation to the
questionnaire was formed by financial managers and accountants of companies listed on
the Tehran Stock Exchange. Given the limited statistical population, 325 people were
selected using the available sampling method and questionnaires were sent to them.
Finally, 295 complete questionnaires were received and used for analysis.

Results

The results of the structural equation model analysis for the hypothesis indicate a direct
and positive effect of organizational paranoia on financial reporting fraud. For the second
hypothesis, a direct and negative effect is confirmed, in other words, an increase in
organizational paranoia will lead to a decrease in organizational loyalty. In the third
hypothesis, a direct and negative effect is confirmed, in other words, a decrease in
organizational loyalty will lead to an increase in financial reporting fraud. In the fourth
hypothesis, it indicates a positive effect of organizational paranoia on financial reporting
fraud through a decrease in organizational loyalty.

Discussion and Conclusion

Organizational paranoia, as an organizational disorder that stimulates dissatisfaction and
deviant behaviors, can affect the financial reporting system due to abuse and fraud caused
by dissatisfaction of financial reporting factors. The greater this dissatisfaction, the
greater the motivation for fraud and distortion in financial reporting. The results showed
that organizational paranoia will lead to a decrease in organizational loyalty, and in the
financial reporting system, this decrease in loyalty will be manifested by the occurrence
of unethical behaviors, including fraud and abuse. Therefore, in line with Rutherford
(2023); Barnaby et al. (2022); Banerjee (2022); Rice et al. (2013), organizational paranoia
will increase the incidence of fraud and distortion in the financial reporting system by
reducing the sensitivity of the professional behavior of accountants and financial
managers in light of their decreased loyalty.
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