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Objective: This study aims to design and validate a comprehensive
paradigmatic model that explains the underlying foundations of fraud-risk
environments in organizations, with a particular emphasis on managerial
thinking style as one of the most influential cognitive and behavioral
components shaping fraud-prone conditions.

Method: A sequential mixed-methods approach was employed. In the
qualitative phase, data were collected through semi-structured interviews
with 16 accounting and auditing experts and analyzed using the grounded
theory method in MAXQDA, resulting in the identification of 22 main
categories and 113 subcategories. In the quantitative phase, a questionnaire
developed from the qualitative findings was administered to 384
professionals. Confirmatory factor analysis and structural equation
modeling were performed using SmartPLS3.0. Instrument reliability was
confirmed with a Cronbach’s alpha of 0.97.

Results: The qualitative analysis yielded 22 core categories and 113
subcategories. Quantitative findings revealed that social factors within
causal conditions, managerial thinking style as the central phenomenon,
managerial incompetence in contextual conditions, and employee
characteristics as intervening conditions exert the greatest influence on the
formation of fraud-risk environments. Most of the key relationships in the
proposed model were statistically significant.

Conclusion: Managerial fraud emerges from the interplay of structural,
cognitive, cultural, and motivational factors. Strengthening internal controls,
enhancing corporate governance, and improving managers’ ethical and
cognitive competencies can substantially reduce fraud risk. The proposed
model provides a reliable framework for fraud-risk assessment and for
improving supervisory and auditing standards.
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Introduction

Financial statement fraud is recognized as one of the most critical threats to economic
transparency and the credibility of the accounting profession. Fraud is a global phenomenon
that impacts both public and private organizations, encompassing a wide range of illegal
activities typically involving deliberate deception or misrepresentation. According to ACFE,
occupational fraud is generally classified into three major categories: Corruption, Asset
Misappropriation and Financial Statement Fraud.

Under such circumstances, identifying risk factors and designing effective frameworks for
preventing fraud become essential priorities. In addition to economic and organizational
determinants, behavioral research has revealed that managerial decisions—particularly those
shaped by cognitive characteristics and thinking styles—can play a decisive role in the
emergence or mitigation of fraudulent behavior.

In developing economies, any erosion of public trust in financial reporting can lead to severe
consequences such as capital flight, reduced market efficiency, and the weakening of financial
institutions’ credibility. Therefore, a deeper understanding of the behavioral and cognitive
origins of fraud is of paramount importance to policymakers. The present study aims to design
and validate a model of fraud risk antecedents in firms based on managers’ thinking styles,
integrating structural, behavioral, and cognitive factors into a comprehensive framework for
fraud prevention.

Classical models of fraud—such as the fraud triangle, diamond, and pentagon—typically
emphasize three major elements: pressure, opportunity, and rationalization. However, more
recent studies highlight the crucial role of cognitive dimensions and managerial thinking styles
in shaping unethical behaviors. Thinking style refers to an individual’s preferred manner of
utilizing mental abilities for analysis and decision-making and is known to influence
professional judgment and risk assessment. Managers with analytical thinking styles tend to
perform more effectively in identifying risks and implementing internal controls, while those
with intuitive or creative orientations often focus on opportunities and may underestimate
financial threats.

Furthermore, factors such as corporate governance structure, ethical culture, decision-
making transparency, and the quality of internal controls are critical in mitigating the potential
for fraud. A review of prior domestic and international research reveals a lack of
comprehensive models that simultaneously consider managers’ cognitive attributes alongside
organizational and environmental variables in fraud risk assessment. Consequently, this study
adopts a grounded theory approach to develop a comprehensive, context-specific framework
for understanding fraud risk.

Given that most international frameworks have been designed within the institutional and
economic contexts of developed economies, cultural, managerial, and ethical factors in the
Iranian environment may have distinct effects on the occurrence or prevention of fraud. This
contextual distinction underscores the necessity of developing localized behavioral models of
fraud.

Method

This research employs a mixed-method (qualitative—quantitative) design with a descriptive—
exploratory approach. In the qualitative phase, grounded theory methodology was used to
identify key components and construct the conceptual model. The qualitative sample consisted
of ten academic and professional experts in accounting and auditing, selected through
purposive and snowball sampling. Data were collected via semi-structured interviews and
analyzed using MAXQDA software. The coding process, conducted through open, axial, and
selective coding, resulted in the identification of 22 core categories and 113 subcategories.
These were subsequently organized into the five dimensions of the grounded theory paradigm:
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causal conditions, central phenomenon, contextual conditions, intervening conditions,
strategies, and consequences.

Interviews continued until theoretical saturation was reached—that is, no new concept or
indicator emerged beyond the tenth interview. Transcribed data were coded line-by-line and
categorized into main themes. In the quantitative phase, to validate the qualitative model and
test inter-variable relationships, structural equation modeling (SEM) was applied using
SmartPLS3.0 software. The quantitative sample comprised 337 accountants, financial
managers, and auditors active in the capital market, selected through simple random sampling.
The researcher-developed questionnaire was based on the qualitative findings. Cronbach’s
alpha coefficient of 0.97 confirmed high reliability, and factor analysis results supported the
instrument’s construct validity.

Results

Qualitative analysis indicated that social, economic, political, regulatory, and managerial
pressures constitute the principal causal conditions of fraud risk. Among these, social factors—
such as lack of transparency, weak accountability, and diminished public trust—exerted the
greatest influence (path coefficient = 0.949). The central phenomenon, managers’ thinking
style, exhibited the strongest effect (path coefficient = 0.955). Among contextual factors,
managerial incompetence (0.943), and among intervening factors, employee-related variables
(0.945), demonstrated the highest impact on fraud risk formation.

Quantitative results from structural equation modeling confirmed all proposed hypotheses.
The main causal paths were as follows: causal conditions — central phenomenon (f=0.163),
contextual conditions — central phenomenon ($=0.528), central phenomenon — strategies
(B=0.647), and strategies — outcomes (f=0.832). The R? values for the key variables ranged
from 0.41 to 0.69, indicating a strong model fit. These results affirm that managerial cognitive
style significantly influences fraud risk reduction through the implementation of ethical and
control-oriented strategies. The findings are consistent with the theoretical logic of the fraud
pentagon model, emphasizing the complementary role of cognitive and situational factors.

Conclusions

Financial statement fraud not only erodes public trust in financial information and capital
markets but has also challenged the credibility of the auditing profession in recent years.
Although numerous studies have examined the factors contributing to fraud, the field still lacks
a comprehensive theoretical framework. To bridge this gap and complement previous research,
the present study sought to identify factors influencing the fraud risk environment in companies
and to design a conceptual model addressing these factors.

The analysis of expert responses revealed that fraud occurrence in Iranian companies is
shaped by:

o Causal conditions: Regulatory, economic, political, social factors, and managerial

pressures.

o Central phenomenon: Organizational factors, management thinking style, governance

mechanisms, and company structural features.

o Contextual conditions: Individual characteristics, cultural factors, managerial

incompetence, financial literacy of managers, and ethical commitment.

o Intervening conditions: Managerial motivation, industry-related factors, laws and

regulations, and employee-related factors.

According to the findings, causal conditions significantly affect the central phenomenon,
with social factors having the greatest impact (path coefficient = 0.949). Social issues—such
as declining human values, lack of transparency, normalization of corruption, absence of
meritocracy, and weak accountability—play a crucial role in promoting corruption and fraud
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both at the corporate and societal levels, ultimately influencing financial reporting directly or
indirectly.

The central phenomenon, contextual, and intervening conditions collectively influence
corporate strategies. Among these, management thinking style (path coefficient = 0.955),
managerial incompetence (path coefficient = 0.943), and employee-related factors (path
coefficient = 0.945) were identified as the most impactful variables. According to Iranian
Auditing Standard No. 240, primary responsibility for preventing and detecting fraud rests with
company management. Managerial ability, recognized as an intangible asset, is a critical
determinant of organizational performance, particularly in crisis conditions. A manager’s
thinking style and capabilities are fundamental characteristics that drive optimal performance
in both operational and strategic functions. Skilled managers have a superior understanding of
accounting standards, reducing information asymmetry and improving overall transparency.
Management capability is essentially reflected in their efficiency in converting corporate
resources into revenue, covering areas such as inventory costs, administrative expenses, fixed
assets, operational leases, R&D, and intangible assets. Highly capable managers quickly adapt
to industry conditions, possess a strong grasp of market regulations and accounting standards,
and make informed risk-return decisions, leading to improved operational cash flows and
profitability. Strategic measures such as establishing strong internal controls, implementing
effective oversight and disciplinary systems, enhancing corporate governance mechanisms,
increasing shareholder awareness, eliminating performance-based compensation dependency,
investing adequately in auditing, and ensuring timely and accurate financial disclosures can
significantly reduce fraud risks. These efforts also foster a healthy economic environment,
protect investor rights, and promote a culture of accountability.

The proposed model contributes to the advancement of earlier frameworks such as the fraud
triangle, fraud diamond, fraud pentagon, and multidimensional fraud models. It is
recommended that the Iranian Auditing Standards Committee consider expanding Auditing
Standard No. 240 to incorporate additional fraud risk factors based on this model. Furthermore,
regulatory bodies such as the Securities and Exchange Organization and the Iranian
Association of Certified Accountants can adopt these findings when preparing fraud risk
assessment checklists. Auditors, when evaluating fraud risk, should pay attention to factors
such as ineffective corporate governance, weak internal control systems, absence of robust
audit committees and internal audit units, inadequate financial reporting systems, insufficient
board oversight, and ineffective communication of management’s risk-related policies to
employees. For fraud control measures to be effective, contextual factors such as organizational
culture, ethics, and managerial commitment must be improved. Relevant authorities (e.g.,
Ministry of Education, Ministry of Culture and Islamic Guidance) should play an active role in
strengthening these areas.

Creating job security for managers and fostering an environment where they can acknowledge
mistakes without fear is crucial. Recruiting ethical and competent individuals for management
positions based on meritocracy, improving managerial skills through professional development
programs, and holding workshops to strengthen managerial thinking styles are also
recommended. Additionally, promoting religious values, ethical principles, and a shift away
from materialistic attitudes can positively shape managers’ perspectives on fraud risk. Such
values should be actively encouraged and institutionalized within organizations. It is further
suggested that professional bodies such as the Iranian Audit Organization and the Iranian
Association of Certified Accountants mandate ethics training courses to enhance ethical
decision-making. These organizations can evaluate ethical competency through examinations
and continuous professional development. Professional associations can also strengthen
collaboration between academia, industries, and organizations, offering ethics-based training
programs derived from this model to enhance professional competencies and reduce fraud



Journal of Accounting Knowledge/ Volume 17/ No. 1, 2026 /5

risk.In conclusion, professional associations have a vital role in restoring public trust in the
accounting profession and minimizing fraud risks.
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