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Abstract

Management transactions refer to a part of transactions with related parties being conducted by
companies with the main business unit managers or their relatives which has so far received less
attention in the research literature. Company managers, especially CEOs, are motivated to use their
power in facilitating management transactions to maximize their interests; for this reason, they may
minimize financial reporting quality for misleading the company investors. Thus, the present study
aimed to investigate the effect of CEO power on the relationship between management transactions
and financial reporting quality. The research sample included 145 companies listed on the Tehran
Stock Exchange, the financial reporting information of which was analyzed during 2012-2018. In
order to test the research hypotheses, the multivariate regression model with panel data and fixed
effects method are conducted. The findings obtained from testing the research hypotheses indicated
that management transactions have a significant negative effect on the financial reporting quality of
the companies listed on the Tehran Stock Exchange. In other words, increasing management
transactions reduces financial reporting quality. In addition, the findings show that CEO power
increases the negative relationship between management transactions and financial reporting
quality. Given the importance of financial reporting quality in the decision-making process of
financial reporting users, investors should know that managers reduce the quality of financial
reporting to cover the effects of managerial misconduct, and as the power of the CEO increases,
such relationships are more likely to intensify. As a result, such actions can mislead investors or
have adverse effects on shareholder wealth.
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