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iii. 
Abstract 

DETECTION OF FINANCIAL MANIPULATIONS IN FINANCIAL STATEMENTS OF LISTED 

COMPANIES OF PAKISTAN, USING M-SCORE MODEL 

Muhammad Zahid Mahmood 

Unicaf University in Zambia 

Financial manipulation is one of the most important issues related to financial 

statements, which has been well-documented in accounting theories as well as in practice for 

long periods. Therefore, the primary objective of this thesis is to identify the probability of 

financial manipulations in the financial statements of the textile companies, listed on Pakistan 

Stock Exchange (PSE), with the help of Beneish M-Score Model. The application of this model 

is new in Pakistan, which has given the motivation to use it and identify the probability of 

financial manipulations in Pakistani textile listed companies. The thesis has made efficient use 

of Earnings Management, Prudence and Matching Principles theories. The results extracted, 

with the use of M-score, are in line with the research objectives and reflect efficient 

identification of probability of financial manipulations in the textile companies, listed on 

Pakistan Stock Exchange (PSE). The results show a successful split between the companies 

having high or low probability of financial manipulation. The thesis is limited to textile listed 

companies only, whereas private textile companies have not been considered. Nevertheless, 

practical contribution of M-score can play a significant role in stock markets to boost investors’ 

confidence on financial information, in credit institutions for credit risk assessment, in 

corporate sectors for solidifying internal controls and in audit firms to strengthen financial and 

forensic audits. Last but not the least, it is recommended that future researchers do the in-depth 

analysis of listed companies of Pakistan by taking financial information of last three to five 

years to see pattern. 
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1. CHAPTER 1: INTRODUCTION

1.1. Introduction and Background 

Financial manipulation means “when a person, having interest in the company, 

purposely misstates the financial figures, then it is said that the person has committed the 

financial manipulation in the books of accounts of that company (Faisal et al., 2024). Kranacher 

and Riley (2019) further explained that the accumulation of these financial manipulations, if 

not detected and corrected, will result into the financial fraud”. It will be because material 

misappropriations are part of the financial statements.  

Albrecht et al. (2008, p.5) came out with the statement that it is the subject of financial 

manipulations that has got the hype and at the same time the attention of several “professional 

bodies over a decade. ACFE (2014), an association of certified fraud examiners, concluded out 

of its research that there were different categories of financial fraud. Among these various 

categories, financial manipulations, assets misappropriation and corruption are the three most 

dominant categories. Going further, the ACFE also gave ratings to these three dominant types 

of financial frauds. These rankings were based on how frequently these financial frauds are 

incurred and magnitude of these frauds on the smooth running of the relevant businesses. While 

rating, financial manipulations got the 1st, assets misappropriation 2nd and the corruption 3rd 

position. The association elaborated that almost 75% financial frauds are directly proportional 

to 1st category”, financial manipulations.  

Popa and Popa (2025) stated that “there are several occasions where financial 

manipulations have ended up in a financial fraud. The history of the financial scams clearly 

depicts how the skyrocketing and the market leading companies of their times ruined and could 
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not even able to run the business when the financial manipulations went undetected. It is the 

intensity and the magnitude if financial manipulation that could not let these companies stand 

up again and compete with the world. Kranacher and Riley (2019) said that history is full of 

such cases. The most significant and known to the entire world include the financial scam of 

Enron cooperation and WorldCom. These both were American companies where the financial 

manipulations were not detected and companies went bust. Due to the intensity of the financial 

manipulations, these companies had to shut down their business operations”. As a result, the 

companies had to declare compulsory winding up. 

History of International Financial Frauds and Their Impact 

The famous scandal of Enron caught the attention of media channels in early 90s, when 

it was found out that the books of accounts of Enron included financial misstatement. “The 

entire world was taken a back because the company had been the profit earner and its 

shareholders were getting hefty amount of rewards in the form of dividends and capital 

appreciation, increase in the market value of the shares. The company was a market leader in 

energy sector and ranked seventh in the top ten companies of USA, before financial scam came 

into light and it declared the bankruptcy” (MacCarthy, 2017).  

Dibra (2016) “disclosed the facts that at time of Enron fraud detection, the company 

had to shut its operations immediately because financial manipulations were material and the 

stakeholders had to absorb the loss of this abrupt shut down which cost them almost $74 billion 

at that time. The aftereffects of this closure deprived hundreds of employees of their jobs and 

their pension money which worthed millions. Enron corporation scandal is remembered as the 

biggest scandal of all times” because in the financial world it was considered as the first 

financial scandal that shook the entire world.  
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Vinten et al. (2005) brought to light the scandal of another famous US company which 

was named Waste Management Limited. It was another American scandal. “The company was 

identified materially manipulating its books of accounts and the financial statements for almost 

half of a decade, between the years 1992 to 1997. The CEO was the whistle blower in 1997 

who identified financial manipulations. The identified financial manipulations, in 1997, were 

almost $1.7 billion. This news had a bad impact on the goodwill of the company, and the 

investors lost their trust. As a result, the investors pulled their money out and the company 

declared bankruptcy” because the company had to face cash constraints and resultantly went 

for the inevitable winding up.  

The financial scandal of ZZZ Best Cleaners Ltd, explained by Waddell et al. (2017), 

proved to be another shocker for the world. It was again an American company. “Due to 

mounting pressure of the stockholders, the company created a bubble in the listed stock market 

by inflating the value of its issued shares to $200 million, whereas, the actual market value of 

all the issued shares, as per the net assets of the company, was barely $100,000. When the scam 

raised on the surface, the financial investors withdrew all the investment in that company”. As 

a result of the cashflow shortages and difficulty maintaining the running capital, the company 

went into liquidation.  

It seems like financial scandals have never ending list. Sadka (2006) came out and 

highlighted few further financial scams that could not be ignored. One of them is related to 

“The Great Insider Trading Scam of 1996. The study of this financial scam shows that a few 

investors earned a huge amount of profit overnight for an amount of almost $200 million due 

to insider trading. The internal management of some blue-chip companies leaked secret 

information about mergers and acquisitions to these investors, and they took advantage of this 

undisclosed information. There are some more financial scandals including Madoff Pyramid 
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Scandal of 2008 and The Savings and Loan Scandal of 1989 which had a bad impact on the 

overall stock market, economy”, including the attractive investors and concerned non-banking 

financial institutions (Ashraf, 2011).  

1.2. Statement of the Problem 

The involvement of the risk related to the financial manipulations, which may lead to 

financial fraud, in the accounts, also termed as financial statements, of the companies that are 

quoted on stock exchanges of Pakistan is the primary problem of this research study, which is 

further extended to “its impact on the true and fair presentation of the financial figures of these 

listed companies’ financial statements, if financial manipulations go undetected. The un-

identification of the financial manipulations can accumulate into financial fraud and 

misrepresentation of financial figures can be one of the significant factors to ruin the 

investment of the potential investors, losing their trust for future investments and damaging the 

smooth running of the economy of Pakistan, in a broader picture. The detection of these 

financial manipulations, in any listed company, is directly related to the amount of investors’ 

investment and their interest in that particular company because investors are the shareholders 

of a publicly owned company”, and it is not those charged with governance which are involved 

in the running of the company (Al-Hashedi & Magalingam, 2021). 

Textile Contribution in Pakistan’s Economy and Recent Financial Frauds 

Pakistan is an agricultural country and “main source of its income comes from 

Agricultural Sector, which is also the biggest sector. This sector has further been categories 

into sub-sectors which include Crops, Livestock, Textile, Fishing and Forestry. According to 

recent analysis in 2024, textile is backbone of Pakistan’s agricultural economy among these 

sub-sectors. In agriculture, it is the biggest sector, playing a significant role in the economic 

cycle of Pakistan by contributing almost 42% of the total agricultural income. The textile 
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industry plays a significant role in overall Pakistan's economy as well, contributing over 60% 

to the country's exports and 8.5% to its GDP. Business Recorder (2025), which is one of the 

leading newspapers of Pakistan, published an article about the big financial frauds in textile 

sector of Pakistan. According to the article huge financial frauds have been identified in textile 

sector of Pakistan, including tax evasion of Rs. 5.4 billion (US $19.21m) in the year 2025 and 

revenue manipulation of Rs. 54.57m (US $190K) in the year 2024. These have impacted 

Pakistan’s economy severely. “If financial fraud keeps on happening without any proper 

controls to detect them before they are committed, Pakistan’s agricultural sector (main source 

of income) can suffer significant deterioration, which can ultimately result into factors like 

nation’s inflation, unemployment, more imports”. 

Maqsood et al., (2020, p.436) dragged the attention towards the financial sector and 

market related to Pakistan. As per him, the market of Pakistan was “quite volatile and there 

were sudden ups and downs. Under such conditions, it was beneficial to use the M-score and 

its eight powerful accounting ratios on the Pakistani listed companies to identify and detect the 

extent of financial manipulations which could lead to a big financial fraud. The above provides 

an encouragement to apply the M-score on the Pakistani listed companies and detect whether 

these companies are free from financial manipulations or not”. This has also been the basic 

purpose of this research study to apply the M-Score on the listed companies of Pakistan to 

identify the probability of financial manipulations. 

1.3. Purpose of Study 

Quinlan et al. (2019, p.184) illustrated that for any research “the purpose of research 

depicts what a researcher exactly supposes to accomplish out of the research study. Edwards 

et al. (2014, p.54) simplified the word purpose of research by making it more concise and 

concrete” and said that “it is a single line aim of the investigator”. 
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 The purpose of this research study is the identification of the likelihood of financial 

manipulations in the financial statements of the textile listed companies of Pakistan Stock 

Exchange, with the application of M-score model. The purpose includes application of the eight 

accounting ratios of M-score on the financial information of these textile companies to 

determine whether these companies can be considered as financial manipulators or not. The 

purpose is further extended to split the textile listed companies based on their high or low 

probability of committing financial manipulations in their financial statements which can lead 

to financial fraud. 

Since stock markets and listed companies play an important role in the smooth running of 

any economy, therefore the focus of this research study will be on detecting the early indication 

whether these listed companies have either the high or low likelihood of manipulating the 

financial information in their financial statements. Since, the basic purpose of this research 

study is to determine the number of companies which are on the verge of committing financial 

manipulations, therefore, the nature of this research study will be quantitative, rather than 

qualitative. One of the most important aspects of this research study is the collection of 

financial information and its source. To be sure that financial information of these listed 

companies is authentic, data will be taken from the audited financial statements of these listed 

companies. The method of data collection is secondary.    

1.4. Research Objectives  
 

Wang et al. (2009) said that objectives of a research need to be attainable and concrete. 

Ogbeiwi (2017, p.327) further illustrated that measurability, result orientation and specification 

are the core characteristics of the objectives. 

Followings are the objectives of this research thesis, explained below: 
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i. “To identify the extent up to which financial manipulations, in the listed companies of 

Pakistan, can detected with the help of M-score”. 

 

The issue of financial manipulations “has become a serious issue, not only across the 

world but also in Pakistan. The fluctuating economy of Pakistan, in the past few years, 

has been impacting the smooth running of the business operations of the listed 

companies. Moreover, the demands of the stakeholders are also a big issue for the 

internal management of these listed companies to deliver them the maximum profit in 

the form of dividend”. 

  

ii. “To identify efficiency of eight accounting ratios of M-score in evaluating the 

probability of financial manipulations in the listed companies of Pakistan”.  

 

The goal is to get the reasonable assurance that “the financial statements of these listed 

companies are free from the material misstatements. In general, every company does 

the classification and posting errors which are adjusted at the time of audit and due 

diligence. So, the objective is to ensure that these errors have been adjusted to present 

the true and fair view of the financial information in the financial statements”. The sub-

objective also includes the insurance that unadjusted rectifications are below 

performance materiality level.    

 

iii. “To differentiate financial manipulator companies from the those which have not 

manipulated their financial information”. 
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This objective will simply split the financially manipulated companies from those who 

are not manipulators and have been keeping their books of accounts as per the 

requirements of the international financial reporting standards without any window 

dressing.  

 

iv. “To identify whether the likelihood of financial manipulations is high or low in the 

companies, listed on Pakistan stock exchange”. 

 

This objective of identifying the probability is termed as the “key factor because it will 

enlighten whether the companies have committed high financial manipulations or not. 

If the result of a company, after using the M-score, is quite negative, it will give an 

indication that there is a high probability that the relevant company has materially 

misstated its financial statements. Therefore, the objective is to highlight these 

companies with the high probability of committing financial manipulations”. 

 

1.5. Nature of Study 

It includes methodology of this research, contributors, different sources where data has 

been collected and procedures applied for the analysis of data.  

Research Methodology 
Cunningham (2014) came out with a statement and elaborated that “methodology of 

the research provides practical shape to its objectives. Bryman (2016), Jamshed (2014) and 

Wallima (2010) elaborated that the research has either qualitative or quantitative methodology. 

They further mentioned that exploration, interpretivism and constructive ontologism are the 

basic constituents of a qualitative approach. Duggan (2015, p.37) and Kharbach (2020, p.85) 

explained the characteristics of quantitative approach. According to them quantitative 

methodology is all about numbers and does not include observations. In such types of research, 
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the researcher focuses on ontological paradigms rather than constructionism. Quantitative 

research does not try to find the answer to why questions as it explains a phenomenon. 

Therefore, the findings of quantitative research are often used by qualitative researchers to use 

them as a foundation stone. The methodology of this research study will be quantitative because 

of the following facts. One, it will explain a phenomenon whether the financial statements are 

free from financial manipulation or not. Second, as per Bryman (2016), the characteristic of 

quantitative research is to examine a model, theory or a philosophy. In addition to that, 

interpretation of the findings is measurable”, as the findings provide the results which are not 

qualitative, but quantitative. 

 

Contributors / Participants 
Based on the nature and objective of this research study, there is no involvement of any 

physical person in this research study. As a result, “listed companies of Pakistan are the 

contributors of this quantitative research study because financial statements will be required of 

these listed companies”.  

 
Data Collection Sources 

Thomas and Hodges (2010) explained the meaning of data collection sources and “said 

that the initial data for any research is collected through the research methods. Therefore, 

selection of correct research methods becomes highly important because if the wrong methods 

are selected, the collected data will not lead the researcher to the required output and ultimately, 

researcher will fail to achieve its research aims and objectives. According to them, the next 

step is the identification of the accurate data analytical tool so that sampled data can be 

interpreted in a meaningful way”, The benefit of this is reflected in a way that it becomes 

demonstrative to the involved population. 

The first and foremost goal of this research study is the “the collection of the reliable 

financial data of the listed companies of Pakistan. The most authentic source of collection of 
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financial information of these listed companies is the audited financial statements, signed by 

the statutory auditors”. The collection of these signed and audited financial statements will be 

made with the use of following, explained below, authentic sources: 

Stock Exchanges of Pakistan 
Based on the two laws and regulations, currently enforced in Pakistan, “the Companies 

Ordinance, 1984 (revised 2010) of Pakistan and listing of companies and securities regulations 

1988 (last updated 2021), all the listed companies of Pakistan are required to make the audited 

financial statements available to all the stock exchanges of Pakistan for use of public. 

Moreover, the ordinance states that there is no restriction on the public to access these audited 

financial statements, but everyone can obtain one copy at a time”. The public access to the 

financial statements has made this research study possible. Although it is not an easy task to 

collect the financial statements, but to ensure the authenticity, this source becomes mandatory. 

 

Official Websites of Listed Companies 
The current world is called digital world because everything is becoming paperless and 

“as the entire business world is in the transitional form of converting from the manual way of 

doing business into digital way, the companies and business laws have also changed 

accordingly to cope with the new ways of doing digital businesses. Similarly, listing regulations 

of the Pakistani companies 1988, also took a big step in 2014 and made an additional 

requirement for these listed companies. As per the regulations, all the listed companies were, 

in addition to make the audited financial statements available on all stock exchanges of 

Pakistan, required to upload the audited financial statements for 2014 and onward on their 

official websites for free and unrestrictive access of public”. The government of Pakistan has 

taken this remarkable step for ease of potential investors and other readers of the financial 

statements, including shareholders. 
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Data Analysis 
It has been clearly indicated earlier that “this research study is quantitative. So, data in 

bulk will be gathered from the audited financial statements. This collected data will then need 

accurate and right interpretation. This error free translation will be performed by the M-score 

and its eight powerful accounting ratios which have specifically been designed by the professor 

at Indiana university, Messod Beneish in 1999”. The mathematical equation, related to M-score 

and its fraud indicating accounting ratios, produced by him, is explained below 

 
M-score Formula 

M-Score = Intercept + Sum (Weights * Variables) 

M-score = -4.840 + (0.920 x DSRI + 0.528 x GMI + 0.404 x AQ + 0.892 x SGI + 0.115 x DEPI 

- 0.172 x SGAI - 0.327 x LVGI + 4.697 x TATA 

Where: 

Intercept = -4.840. It is constant and does not change. 

Weight = Each weight of every accounting ratio is also consistent and does not change at the 

time of interpretation of financial information of the companies.  

 

 

Variables = Variables stand as: 

DSRI = Days Sales Receivables Ratio 

GMI = Gross Profit Margin Ratio 

AQI = Asset Quality Ratio 

SGI = Sales Growth Ratio 

DEPI = Depreciation Ratio 

SGAI = Sales, General and Administrative Expenses Ratio 

LVGI = Leverage Ratio 

TATA = Total Accruals to Total Assets Ratio 

 

Benchmarking and Final Result 

Professor Beneish set a benchmark. As per him, it was -2.22. He further said that “the 

setting of benchmark of -2.22 is for the comparison and interpretation purposes. This 

benchmark works for all the listed companies, irrespective of the sector and industry of a listed 
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company. The results extracted from the M-score formula are compared with this benchmark 

and conclusion is made whether a company has the high probability of committing financial 

manipulations in the financial statements and vice versa”. This has been applied by several 

researchers in their research and they have identified that this benchmark is acceptable and can 

identify the probability of financial manipulations.  

 

1.6. Significance of Study 

False presentation in books of accounts and development of controls and procedures 

for its prevention has now become a worldwide matter as it directly impacts a nation’s highly 

respected and valued asset, which is investor. For instance, valuable stakeholders have the 

capacity to disrupt any economic society by taking off their hefty portion of investments, if 

they no longer rely on the financial market of such economy. Such types of unexpected 

withdrawals always result in drastic fluctuations in the share prices, significant moves in the 

indices at the stock exchanges, high concerns for the management of large organizations and 

vision about the dissemination of profits of the listed companies which are given to the 

stakeholders in the form of dividend. Consequently, the economic cycle of any country gets 

disturbed and may lose its balance. 

The past has evident that manipulation of financial information was never immaterial 

as the losses were recorded in millions or even in billions. Enron case is one of the examples. 

Such losses directly affect the external stakeholders, for example banks, leasing companies and 

other non-banking financial institutions (NBFCs), as these institutions are in direct contact with 

the large organizations because these business tycoons obtain substantial amounts of long-term 

loans and short-term running finances from these financial sectors to meet their running 

expenses and for capital investment. As a result, large organizations owe hefty amounts to these 

institutions, and the institutions expect a decent amount of profit (interest) in return. 
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Conversely, sometimes the organizations manipulate the financial data to show losses so that 

they can defer the burden of payment interest and repayment of principal amount of loans to 

the banks.  

Such financial manipulations not only disrupt the financial institutions but also the 

stakeholders associated with the companies. Examples include workforce (employees), 

vendors and customers. Moreover, the losses also impact the goodwill of an organization, and 

such companies face problems of raising loans from the banks because the banks levy strict 

conditions and high interest rates for the loans as they have the fear of losing their money. 

In any economy, the incumbent government is also connected directly with all the 

companies. These organizations, large or small, have the obligation to pay taxes to the 

prevailing government in the form of custom duties, excise duties, sales tax and income tax. 

One of the fundamental objectives of earnings management and false representation of 

financial information is to avoid these taxes by reflecting the loss in the financial statements. 

Concealment of taxes, avoidance to repay the loan and pay the interest on such loans 

have a straight impact on any society because the government feels hesitant to spend freely for 

the welfare and goodwill of the society because of the lack of money. This deprives society of 

its basic needs and necessities as the government’s treasury becomes an empty box. 

1.7. Research Questions 

Grove et al. (2012) elaborated that research question should be clear and easily 

understandable. The clarity of research questions enables a researcher to carry on its research 

smoothly. The researchers further stated that the research question is always important in any 

research because it guides the researcher how to conduct it and what are ways to objectively 

finish research.  
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The research questions are derived from the research objectives, and they are in line with 

the research objectives, which are: 

i. “What is the extent up to which financial manipulations, in the listed companies of 

Pakistan, can be detected with the help of M-score?”. 

ii. “What is the efficiency of eight accounting ratios of M-score in identifying the 

probability of financial manipulations in the listed companies of Pakistan?”.  

iii. “Will M-score differentiate financial manipulator companies from the those which have 

not manipulated their financial information?”. 

iv. “Will M-Score identify whether the likelihood of financial manipulations is high or low 

in the companies, listed on Pakistan stock exchange?”. 

 

1.8. Hypothesis Development 

Asif et al. (2020, p.65) elaborated that the development of research hypothesis is the 

basic and primary necessity of any research study. It is the possible answer to the research 

questions and the reflection of the research objectives. Astle and Fletcher (2020, p.433) 

supported Asif et al. and explained further that null & alternative, directional & non-directional 

and inductive & deductive are few categories of the research hypothesis and researchers choose 

any one of them depending on the nature, objective and methodology of their research study. 

Alam (2020) stated that when researchers develop null and alternative hypothesis, the objective 

is always to reject the null hypothesis and accept the alternative one so that the researcher can 

further carry on its research study.  

Tenaw and Beyene (2021, p. 143) came with their own statement of hypothesis and 

said that hypothesis centers the research objective of the researcher and acts as a predictor of 

what research is intending to achieve. Hypothesis is the possible answer to identified research 

questions in any research study. Rahim et al., (2021) explained that although development of 
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research hypothesis is a tentative solution, yet it cannot be considered as a speculation because 

hypothesis always has some background for its development which has not been tested. So, it 

must have both possibilities of acceptance or rejection by applying different scientific methods 

of research like observations, experiments or arithmetical data analysis.   

Ahmad et al., (2021, p. 285) described the variables of hypothesis. As per them, the 

process of development of hypothesis involves the association of independent and dependent 

variables. Dependent variable always depends on the movement of independent variable. 

Nevertheless, the independent variables can be changed and modified to see their impact on 

the dependent variable and results can be extracted accordingly. Dependent variable cannot be 

amended. It just can be measured or observed. 

By this research, an observation will be made to evaluate that the financial information 

extracted, by using eights variables of M-Score, provides an early indication about the 

possibility of financial manipulations in the financial statements of the listed companies of 

Pakistan, which may lead to financial fraud.  

Following are the possible hypotheses of this research study: 

 

H1: “M-score has the strong probability of detecting financial manipulations in financial 

statements of listed companies of Pakistan”. 

 

H2: “Eight fraud indicators of M-score have excellent strength of evaluating financial 

manipulations in the listed companies of Pakistan”. 

 

H3: “M-score and its eight accounting ratios will successfully differentiate between financially 

manipulated and non-manipulated companies, listed on Pakistan stock exchange”. 
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H4: “M-score will detect companies with high likelihood of committing financial fraud and 

separate them from the companies which have low possibility”.  

The hypotheses have been developed in such a way to keep them in line with the 

research questions and objectives, which seek to identify the intensity of the financial 

manipulations in the financial statements of the listed companies of Pakistan. 

By looking at the above hypothesis, it can be considered that “the above hypotheses 

state that there is ultimately an association between M-score and financial manipulations. So, 

considering these hypotheses stand true, it means that M-score will be able to determine the 

financial manipulations in the listed companies of Pakistan and these financial manipulations 

will be detected and highlighted in this research study. The eight accounting ratios, which are 

independent variables in this research study, will produce effective results and when these 

results will be input in the M-score formula, to identify whether a company has the high 

probability of committing financial manipulations which can ultimately lead to financial fraud, 

the final M-score value will be comparable with the benchmark of M-score and resultantly 

efficient results will be produced”. 
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2. CHAPTER 2: LITERATURE REVIEW

2.1. Introduction 

Undoubtedly, research problem and literature are interconnected because “literature 

review holds a crucial position in the overall development of the research problem and its 

objectives. Broadly speaking, literature review can greatly influence the depth of 

comprehension and the formulation of research inquiries. Moreover, it contributes to achieving 

the most accurate and robust research outcomes. Primarily, the literature review aids in 

connecting the research issue with the specific body of knowledge within the field of interest 

(Doka & Dhamo, 2025). As a result, one can gain a clearer perspective on the research 

questions and objectives; and provide a theoretical basis for the studies. Additionally, the 

empirical review establishes a connection between past methodologies and research in relation 

to the current study (Kayikci et al., 2022). In simpler terms, this makes it easier to choose the 

most suitable methods, ultimately leading to the attainment of valid and current research 

outcomes. Moreover, the empirical literature review enhances understanding of the research 

subject within the field and acquaints researchers with the latest work by other scholars and 

academics (Al-Hashedi & Magalingam, 2021)”. To make things simple and easy, it can be said 

that in any research process, significance of empirical literature review is always paramount.  

Financial Manipulation and Fraud 
The studies and the past results show that “deliberate acts are always involved in cases of 

financial manipulations, earnings management, and financial fraud when they are carried out 

by individuals such as the chief financial officer, finance manager, or any other employee with 

substantial influence over financial decisions within a company (Doka & Dhamo, 2025). 

Furthermore, Asilaza (2026) came out with the statement and argued that the Association of 

Certified Fraud Examiners stated that individuals responsible for governance are typically the 

ones engaging in financial manipulations, and these actions are intentional since these key 
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decision-makers consistently possess the access and authority to adjust financial data to meet 

stakeholders' expectations”. The risk of management bias is therefore high and can result in 

financial manipulation, which may ultimately lead to financial fraud. 

The statement of financial performance, along with the statement of financial position “of 

a company serve as indicators of its financial growth and advancement (Syukri et al., 2024). 

Furthermore, there are various accounting ratios, such as the interest earned ratio, dividend 

yield ratio, earnings per share ratio, gross margin ratio, and others, which also serve as 

reflections of a company's financial performance (Suherlan, 2024). In any stock exchange, 

companies with a track record of paying substantial dividends while maintaining or increasing 

the market value of their shares are particularly appealing to potential investors”. Maximization 

of profits and wealth growth through market price strategies is the first and foremost priority 

of these stakeholders (Serpeninova et al., 2024). 

It is important to scrutinize the financial performance of a company. Therefore, “to oversee 

a company's financial performance and ensure the consistent presentation of accurate and 

truthful financial information, international accounting bodies, working in collaboration, have 

formulated the International Financial Reporting Standards (IFRSs) and International 

Standards of Auditing (Serpeninova et al., 2024). Despite their rigorous controls over financial 

data presentation, these financial reporting standards have inherent limitations, given that they 

are created by humans and allow accountants to exercise their professional judgment and make 

estimations in certain situations (Rykaczewski et al., 2022). Consequently, these limitations 

and the latitude to use professional judgment and estimations create opportunities for 

accountants and financial statement preparers to exploit these gaps and manipulate financial 

information to present a distorted image of financial statements in accordance with stakeholder 

expectations (Weygandt et al. 2025)”. The stakeholders get the maximum rewards due to this 
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management bias which has been proved to be one of the biggest risks in the financial 

manipulations. 

The researcher, Miharsi et al., (2024) was also unable to deny these “these inherent 

limitations and the potential for financial manipulation. Taking a step further, he conducted an 

examination of industry norms in both privately owned and state-owned companies. He 

contended that companies of these two categories, private and public, always had the 

opportunity to manipulate their financial records to present financial statements that would 

appease their stakeholders (Miharsi et al., 2024). Historical evidence demonstrated that 

publicly owned manufacturing companies had a greater history of financial fraud and were 

more deeply involved in practices like earnings management and financial misrepresentations, 

in comparison to publicly owned service companies (Ramadhani et al., 2025). These inherent 

limitations and the probability of financial manipulation were also identified by other 

researchers as well. One of the researchers went one step ahead and studied the industry norms 

of private as well as state-owned companies. He argued that these two types of companies, 

private and public, always had the chance to alter the books of accounts to present the financial 

statements in such a way to keep the stakeholders happy (Miharsi et al., 2024). The history 

showed that the public sector manufacturing companies had made more financial frauds and 

were deeply involved in earnings management and financial misstatements, as compared to the 

private sector service companies (Ramadhani et al., 2025)”, since private companies are run by 

the people who are the shareholders of these companies. 

Why Do Companies Manipulate Their Financial Statements? 
Ozkale and Ozdemir (2022, p.1984) came out with a statement and elaborated “the 

possible causes for financial manipulations and said that well-compensated corporate 

executives overseeing large companies might be enticed to engage in financial manipulation 

for a variety of possible motives”. These motives and reasons are explained below: 
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i. Experiencing Significant Pressure to Portray a Favorable Image. 

The listed companies are publicly owned companies, therefore, “executives of publicly 

traded companies might succumb to the immense pressure they face; driven by substantial 

compensation packages and the expectation that they will guide their companies toward 

continuous growth and profitability in an increasingly competitive business environment 

(Ramadhani et al., 2025)”. This is one of the biggest factors that may give rise to financial 

manipulation. 

 

ii. Managing or Moderating Investors' Anticipations 

Money is needed by every company to manage its running capital. “Manipulation could 

manifest as something as relatively harmless as preventing investors from forming impractical 

expectations. Consider a scenario where the company experiences an unusually successful year 

due to various fortunate factors (Miharsi et al., 2024). In such a situation, an executive might 

be concerned that investors will anticipate consistently outstanding performance in the future. 

Consequently, the executive might adjust accounting records to make that exceptional year 

appear less remarkable”. Investors’ opinion impacts the company and therefore financial 

manipulation is expected by the management to keep the investors happy. 

 

iii. Initiating Executive Incentives. 

Most of the financial statements are window-dressed to reflect a better picture of profit. 

“A prevalent reason for financial statement manipulation is to achieve sales or revenue targets 

that activate substantial bonuses for top-level management. The design of these incentive-based 

bonuses has frequently faced criticism, as it essentially encourages executives to engage in 

unethical practices (Ozkale & Ozdemir, 2022)”. As a result, financial statements are 

manipulated by the executives. 
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Financial Manipulation Types  
These are types, explained below: 

 

i. Earnings Management 

As the name illustrates, the earnings management “refers to the alteration of financial 

outcomes through managerial actions or transactions within the financial reporting process, 

with the intention of deceiving certain parties about the company's economic performance or 

influencing specific contractual outcomes related to publicly declared profits (Doka & Dhamo, 

2025). In simpler terms, it involves intentionally providing inaccurate or incomplete 

accounting information or significant circumstances that could impact or influence the 

decisions and perceptions of investors or relevant stakeholders (Suherlan, 2024)”. Earning 

managements are one of the sources of financial manipulation and are conducted by those 

charged with governance as they have power to do so.  

 

ii. Smoothing Income 

It is another through financial statements are manipulated. Smoothing income “involves 

altering the profit through different accounting methods and choices related to company 

operations to give the appearance of a consistent and low-risk profit trend. As a result, 

individuals or entities relying on financial information about a company's financial 

performance can be deceived (Al-Hashedi & Magalingam, 2021). Profit stabilization practices 

aim to maintain a steady profit level, which could be in terms of net profit, net operating profit, 

pre-tax profit, earnings per share, or dividend per share (Serpeninova et al., 2024)”. In this the 

executives of the company try to keep the stakeholders happy. 

 

iii. Innovative Accounting Techniques 

This technique is complex and requires expert knowledge because “it encompasses all 

methods of manipulating financial information, including profit manipulation, profit 
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stabilization, aggressive accounting practices, and deceptive financial reporting (Ramadhani et 

al., 2025). In essence, there is no universally agreed-upon definition or specific content for 

creative accounting practices; instead, it represents a combination of various approaches to 

manipulate financial statements. Nevertheless, creative accounting practices typically revolve 

around the classification of items within financial statements such as the balance sheet, income 

statement, and cash flow statement (Miharsi et al., 2024). Some examples of procedures and 

practices often cited as instances of creative accounting practices include generating fabricated 

revenue or recording income without proper accruals, utilizing an assertive approach to 

capitalize interest costs or prolong the depreciation period, misleading presentation of assets 

and liabilities and altering the categorization of items in the income statement through actions 

such as portraying extraordinary income as regular operating income and representing regular 

operating expenses as extraordinary expenditures. To depict cash generated from investments 

or other sources as cash generated from operational activities in the cash flow statement, to 

convey impression of company having strong cash generation capability”. These accounting 

practices are also seen in the listed financial statements. 

 

2.2. Theoretical/Conceptual Framework 

It includes these theories: 

2.2.1. Earnings Management Theory 

The rationale of the earning management theory is not different from “financial 

manipulations as states that window dressing in the financial statements is an art to manipulate 

the financial earnings figures in such a way to keep the shareholders happy and market price 

of shares of the company attractive for the potential investors. Analysts, investors, senior 

executives, and boards of director regard earnings as the primary focal point within the 

financial reports of publicly traded companies (Akra et al., 2020). Over medium to long 



23 
 

 
 

timeframes spanning from 1 to 10 years, the substantial determinant of equity returns seems to 

be the cumulative earnings generated by the company during that period. Other potential 

factors like dividends, cash flows, or capital investments show minimal correlations, nearly 

approaching zero (Doka & Dhamo, 2025)”. Earnings management plays a vital character for 

long as well as short-term profits, irrespective of the size of the returns. 

The earnings management theory further illustrates that “the decisions and 

compensation benefits for a firm's senior executives are contingent on the earnings achieved 

during their tenure (Weygandt et al., 2025).  However, these executives possess significant 

discretion in determining the earnings figures reported for a specific period in the financial 

statements. Within the framework of generally accepted accounting principles (GAAP), 

executives enjoy substantial flexibility in choosing inventory methods, accounting for bad 

debts, expensing research and development, recognizing sales not yet shipped, estimating 

pension obligations, capitalizing leases and marketing expenses, deferring expenses, and even 

manipulating revenues through actions like price reductions to financially manipulate the 

figures in the financial statements of the companies (Al-khateeb et al., 2022). Consequently, 

executives are both motivated and capable of actively managing earnings. Therefore, it is 

unsurprising that the mainstream media often characterizes companies as involved in earnings 

management, sometimes referred to as manipulation”. Executives of public companies try to 

keep the stakeholders happy, and it results in earnings management. 

The further detailed study of the theory reveals that “the theory examines the practice 

of earnings management in response to both implicit and explicit incentives associated with 

achieving earnings levels, such as positive earnings, improvements over the previous year, or 

meeting the market's consensus forecast (Ramadhani et al., 2025). The theory defines "earnings 

management" (EM) as the strategic use of managerial discretion to influence the reported 
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earnings figure that is presented to external audiences. This is primarily achieved by 

strategically timing the reporting or occurrence of economic events to shift income between 

different accounting periods (Suherlan, 2024)”. The accruals concept of accounting has 

provided accountants with a leverage to manipulate the earnings and other accounting nominals 

to reflect a better picture of financial statements. 

The same accruals concept of accounting also provides leverage to executives and “they 

strategically manipulate the earnings figures that their companies disclose to external audiences 

(Doka & Dhamo, 2025). Behavioral tendencies and a simplified representation of the dynamics 

among executives, investors, directors, and earnings analysts are key elements to consider in 

earning management and use of discretion in preparing financial statements (Akra et al., 2020). 

These factors help to identify patterns of earnings management that result in distinct 

irregularities”. These also become the source of misrepresentations in the declared earnings. 

One of the researchers explained the thresholds of the earnings management and said 

that “there are three critical thresholds that play a role in driving earnings management. The 

first threshold pertains to reporting profits, such as reaching a minimum of one cent per share. 

This threshold is rooted in the psychologically significant distinction between positive numbers 

and negative numbers or zero (Serpeninova et al., 2024)”. The concept is complex and not easy 

to understand. 

The continuation of the threshold concept states that “the second and third benchmarks 

are linked to the firm's performance relative to widely publicized firm-specific values. If the 

firm's performance matches or surpasses these benchmarks, it is considered successful; 

otherwise, it is deemed a failure (Syukri et al., 2024). These two benchmarks are determined 

by the firm's performance compared to the prior corresponding period and in relation to 

analysts' earnings projections. The evaluation of performance against each benchmark is 
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carried out by examining the distribution of quarterly earnings reports in its vicinity (Ozkale & 

Ozdemir, 2022). A notable increase in concentration of earnings reports around a benchmark 

demonstrates its significance”. 

The achievement of first two thresholds is done by these earnings manipulations, 

“explained earlier, but it doesn't specifically consider analysts' estimates (Ozkale & Ozdemir, 

2022). Their analysis delves deeper into accounting related issues and identifies mechanisms 

for misreporting, such as manipulating cash flows from operations or making changes in 

working capital. These actions allow earnings to be shifted from negative to positive ranges 

(Weygandt et al., 2025). More attention is needed to identify the motivation behind earnings 

management. Direct earnings management strategies, like lowering prices to boost sales, in 

addition to indirect earning management strategy, like misreporting, should be examined (Al-

Hashedi & Magalingam, 2021). Earnings management are a response by executives (agents) 

to substantial incentives, such as earning a bonus or retaining their job, which depend on 

meeting a specific threshold”. The meeting of these thresholds forces the executives to commit 

the earnings managements.  

The concept of the earning management is slightly difficult to understand as “it is a 

result of the complex interplay of information disclosure in which both executives and external 

stakeholders are involved (Doka & Dhamo, 2025). Investors rely on the information they 

receive, often indirectly through analysts or brokers, as well as through publicly released 

earnings announcements. Executives engage in earnings management to enhance investor 

interest, even though this may involve making real sacrifices in terms of actual earnings 

(Miharsi et al., 2024). Other parties, such as boards of directors, analysts, and accountants, also 

participate in this information disclosure game. However, their choices and actions are external 

to the scope of the analysis (Safta et al., 2021). For instance, boards of directors' contingent 
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compensation practices are known to executives, and it is presumed that these compensation 

packages are structured to consider potential distortions and may have been adjusted to 

counteract earnings management. If such adjustments have been made, finding evidence of 

earnings management becomes even more significant (Agustina et al., 2026). Executives might 

also manipulate earnings reports in a way that serves their own interests, potentially causing an 

agency loss that decreases the firm's value if their incentives are not fully aligned with those of 

shareholders (Safta et al. 2021). Achieving full alignment is improbable. First, while the value 

of the company's stock is determined by the present value of dividends extending into the 

indefinite future, executives typically have a relatively short time horizon. Because it's 

challenging for boards, shareholders, or the stock market to accurately assess prospects, 

executives have a motivation to boost current earnings at the expense of the less visible long-

term outlook beyond their tenure (Suherlan, 2024)”. As a result, time horizon is extended, 

regarding the stock options, for the executives, which is considered as one of the paramount 

advantages for them. 

Conclusion 

The theory is directly related to this research thesis as it coincides with the primary 

objective of identifying the financial manipulations, which can be conducted by window 

dressing the earnings of a listed company to keep the shareholders happy in the form of either 

paying high dividends to them or capital appreciation by raising the market share price. The 

M-score and its eight accounting ratios include G.P, sales growth and admin expenses ratios 

which are correlated with earnings management theory as these ratios identify whether there 

has been any significant manipulation in the earnings or not. 
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2.2.2. Prudence Theory 

The practice of prudence involves exercising caution when making judgments in 

situations characterized by uncertainty. Prudence ensures that assets and income are not 

portrayed in an exaggerated manner and that liabilities and expenses are not downplayed 

(Kranacher & Riley, 2019). It also prevents the understatement of assets or income, as well as 

the exaggeration of liabilities or expenses. 

In many cases, there is uncertainty surrounding the eventual outcome of various events 

and transactions, necessitating the use of estimates when preparing financial statements 

(Agustina et al., 2026). Prudence dictates that when such uncertainty exists, those responsible 

for financial statement preparation should adopt a meticulous approach to the figures and 

information included in these statements, rather than taking advantage in the form of making 

deliberately wrong judgement, where uncertainty exists (Faisal et al., 2024). One of the primary 

concerns here is the risk of businesses being overly optimistic about their results, which could 

lead to the inflation of assets and income or the deflation of liabilities and expenses. Financial 

incentives might tempt business owners to engage in such practices. 

Financial statements that are excessively cautious, potentially provide a conservative 

view of the company's financial well-being. This caution can result in the underestimation of 

profits and the overestimation of liabilities, which in turn may have adverse effects on the 

company's reputation and the confidence of its shareholders (Agustina et al., 2026). Companies 

can lead to a lack of consistency in their financial statements. Consequently, this inconsistency 

can create challenges for investors when trying to compare companies and make well-informed 

investment choices. 

Companies exaggerate their profits, which leads to manipulating financial statements 

in another manner. On the other side, companies may acknowledge potential losses or liabilities 
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that might not actually materialize, thereby creating a misleading perception of their financial 

condition (Faisal et al., 2024). 

Conclusion 

The theory is directly related to this research thesis as it coincides with the primary 

objective of identifying the financial manipulations, which can be conducted by either 

overstating the assets and income or understating the liabilities and expenses of a company. 

The M-score and its eight accounting ratios include days’ sales receivable and asset quality 

ratios which are correlated with prudence theory as these ratios identify whether there has been 

any significant overstatement of assets / income or understatement of liabilities / expenses. 

 

2.2.3. Matching Principles Theory 

Matching principles registers revenue when it's earned and expenses when they are 

incurred, regardless of when actual cash transactions occur. It's referred to as "accrual" because 

each debit or credit is recorded as it accrues, not necessarily when cash is exchanged (Popa & 

Popa, 2025). The objective is to merge two fundamental principles, namely the matching 

principle and the revenue recognition principle, to establish a transparent connection between 

a business's earnings and expenditures. This is why the method involves documenting costs 

and revenues at the time they initially arise (Weygandt et al., 2025). 

Financial analysts use matching principles, rather than cash framework, as it is complex 

compared to the cash method (Serpeninova et al., 2024). In cash methods, transactions are 

recorded when money is either received or disbursed from the company's accounts, leaving no 

uncertainty about when to document these transactions, and it provides a real-time view of the 

company's account balance (Miharsi et al., 2024). Conversely, under the accrual method, 

executives of companies find the freedom to financially manipulate the figures, like 

understatement of expenses, exaggeration of revenue, to present the financial statements in a 
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manner desired by the investors, stakeholders and other potential investors (Ramadhani et al., 

2025). As a result, this accounting approach tends to be more intricate and frequently presents 

greater challenges for those who are new to it and allows the expert executives to easily 

manipulate the figures to secure their incentives (Wahid, 2019). 

Companies are more susceptibility to fraudulent activities. The reason behind this is 

that the accrual method can potentially offer more opportunities for internal fraud by employees 

(Akra et al., 2020). It becomes crucial, especially for individuals without a strong background 

in accounting, to establish robust control systems that involve regular reviews by independent 

professionals to ensure the accuracy and integrity of financial records (Faisal et al., 2024). 

Companies document transactions immediately upon their occurrence, often before the 

company engages in monetary transactions with other parties (Safta et al. 2021). There is a 

financial risk because it involves recognizing income for which the company may not actually 

receive payment, especially if the client or customer decides not to pay or experiences 

significant delays in making payments (Popa & Popa, 2025). If the invoices generated by 

companies using this approach do not align with future earnings, it has the potential to lead to 

significant financial manipulation in the financial statements due to cash flow challenges for 

the company (Syukri et al., 2024). 

Companies recognize revenue when a sale is made, regardless of when they receive the 

payment for that sale. This practice can result in disparities between the tax liability a company 

faces, and the actual cash received (Al-Hashedi & Magalingam, 2021). Due to this principle, 

businesses may find themselves paying taxes on income they haven't received yet, potentially 

causing cash flow challenges, particularly for smaller businesses with limited financial 

stability, which forces executives and senior management to manipulate the financial figures 

to keep the company attractive for the audience (Rykaczewski et al., 2022). 
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Conclusion 

The theory is directly related to this research thesis as it coincides with the primary 

objective of identifying the financial manipulations, which can be conducted by either 

recording the income and receivables or expenses and payables which are not related to a 

particular year for the company. Such financial manipulation normally incurs at the end of the 

year when the books are closing. The M-score and its eight accounting ratios include total 

assets to total accruals and leverage / debt ratios which are correlated with matching principles 

theory as these ratios identify whether there has been any significant overstatement of income 

and receivables or expenses and liabilities. 

 

2.2.4. Agency Theory 

In the framework of agency theory, the manager, serving as the agent, is expected to 

act according to the principal's (shareholder) directions, if the principal issues instructions in 

their own best interest. If the company's objectives include profit-making, achieving this goal 

indirectly enhances shareholders' wealth (Matinheikki et al., 2022).  

In the company context, shareholders instruct the manager to fulfill the firm's 

objectives. In this process, management is obligated to furnish reliable financial statements to 

shareholders to mitigate agency risk, the risk that the agent fails to fulfill their instructed duties, 

exercises less diligence in advancing the principal's stated interests, or adopts a different risk 

attitude than the principal would personally embrace (Tewari & Ramanlal, 2022). 

As the owners of the company, shareholders contribute capital and bear the risk of 

losing their invested capital or assume all financial risks, depending on whether it's a limited 

or unlimited company (Agustina et al., 2026). These risks are beyond their control if they are 

not actively involved in business operations. The responsibility to mitigate all risks lies with 

the company's management. 
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According to agency theory, it's the responsibility of directors and managers to ensure 

the issuance of accurate and transparent financial statements for existing shareholders. This 

serves to inform shareholders about the quality of their management of the company 

(Matinheikki et al., 2022, p.299). The oversight role of directors in financial accounting and 

the associated risk of unethical behavior result in agency costs for shareholders.  

In the context of the agency relationship between shareholders and directors, fraudulent 

financial statements may be employed to hide the directors' failure in fulfilling their duties to 

shareholders (Weygandt et al., 2025). This involves manipulating financial figures and 

withholding the true activities of the company from shareholders, as well as other parties like 

grant-awarding bodies, bondholders, and regulators. 

Financial statement fraud can serve as a retrospective tactic in cases where agents seek 

to conceal prior poor, negligent, or dishonest performance through intentional misstatements 

(Suherlan, 2024). Conversely, it can also function as a preparatory measure for an impending 

fraud, strategically concealing assets earmarked for future theft. The specific nature of the 

misstatement in financial accounts hinges on the underlying pressure or motive (Matinheikki 

et al., 2022, p.300).  

When the motive is asset misappropriation, the misstatement involves understating 

income and assets while overstating expenses and liabilities, aiming to hide the actual equity 

available to owners or the amount of unused grants repayable to funding bodies (Serpeninova 

et al., 2024). On the other hand, if the motive is to mask subpar or negligent performance, the 

misstatement entails overstating income and assets and understating expenses and liabilities, 

creating a false and overly optimistic portrayal of performance (Rykaczewski et al., 2022). 
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Conclusion 

A crucial measure to thwart financial statement fraud involves the supervision of accounting 

systems by independent non-executive directors. These directors, while not directly involved 

in the day-to-day operations of the firm, bear the responsibility of overseeing its systems and 

governance. Nevertheless, there exists a significant risk that non-executive directors may be 

unduly influenced by their executive counterparts. This is particularly true given that non-

executives also play a role in making critical strategic decisions and providing general 

oversight of company management, extending beyond their specific responsibility for the 

accounting system. 

 

2.2.5. Stakeholder Theory 

Apart from examining the agent-principal relationship in Agency theory and the 

responsibilities of company management in the theory of the firm, this research delves into 

stakeholder theories within the realms of fraud in financial statements, business ethics and 

system of internal control (Akra et al., 2020). Stakeholder theory in an organizational 

management perspective underscores the moral and ethical aspects of business organizations. 

It emphasizes the responsibility of company management to balance the financial interests of 

shareholders with the broader interests of stakeholders (Kayikci et al., 2022). 

In alignment with this, stakeholder theory is concerned what companies are expected 

to deliver in the best interest of their duties to stakeholders. Stakeholders encompass individual 

agencies, shareholders, employees, creditors, banks, government, and communities (Safta et 

al., 2021). The company management has a duty to ensure ethical conduct in business and to 

"balance the legitimate interests of the stakeholders when making decisions". Achieving 

normatively correct behavior in company management involves altering management attitudes 
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toward fiduciary relationships with stakeholders (Kranacher & Riley, 2019). This shift can be 

realized by cultivating an awareness of the moral foundations of the firm's role. 

As a result, within the context of stakeholder theory, financial statements are perceived 

as outcomes influenced by a broader array of pressures compared to a straightforward agency 

relationship (Kayikci et al., 2022). In this framework, the inclination towards financial 

statement fraud arises when the accountant responsible for preparing accounts is influenced by 

a specific stakeholder group with a motive to present misleading information to another 

stakeholder group (Faisal et al., 2024).  

The stakeholder group most likely to influence the accounting function is typically the 

employee group, particularly senior managers who hold authority over accountants' 

employment and rewards (Kayikci et al., 2022). While shareholders and other funding 

stakeholders are still potential victims in this stakeholder context, the stakeholder theory of the 

firm introduces additional potential victims, notably customers and suppliers (Wahid, 2019). 

This shift in perspective alters the likelihood between intentional profit overstatement 

and deliberate understatement (Kayikci et al., 2022). Customers, driven by their interest in 

demanding more and better goods and services at lower prices, create a dynamic where 

employees may find it advantageous to manipulate accounts.  

Conclusion 

Employees seeking higher wages for less work, have an incentive to falsify accounts, 

presenting the impression that value added is already minimized, making price reductions, 

volume increases, and quality improvements seemingly unattainable. Similar pressures exist 

for suppliers, who, like employees, are striving for higher rewards with less effort. This 

dynamic put pressure on employees to understate the value added, concealing any excess net 

income available for redistribution along the supply chain. 
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2.2.6. Public Interest Theory 

Gallo and Serluca (2024) explained the concept of corporate responsibility within the 

framework of the theory of the firm. He posits that the management of a company has an 

obligation not only to its shareholders but also to society at large. According to Gallo and 

Serluca, a firm is considered an "economic institution which has social service" and is 

inherently involved in public, rather than purely private, affairs (Al-Hashedi & Magalingam, 

2021). In this context, instances of financial statement manipulation and fraud within 

companies can impact public interest. This impact goes beyond affecting the level of taxes paid 

to the public treasury; it extends to concealing the misuse of company resources that are meant 

for public use (Syukri et al., 2024). 

Specifically, in regulated industries, financial statement manipulation and fraud can be 

employed to mask excess profits or rents gained by exploiting the company's position in the 

supply chain to manipulate inputs' value or sell outputs at an inflated price (Suherlan, 2024). 

Under-reporting profits may serve to avoid regulatory actions that could reduce profits and 

diminish the appeal of industry-specific taxes (Serpeninova et al., 2024). This motive for 

financial statement fraud differs from the motive driven by directors' roles as agents of 

shareholders. Nevertheless, both types of financial statement fraud constitute a violation of 

reporting duties within a trust-based relationship (Rykaczewski et al., 2022). In both scenarios, 

managers seek to conceal the misuse of assets that do not belong to them or to hide assets with 

the intention of future misappropriation. 

While Gallo and Serluca perspective on the firm leans toward a decidedly socialist 

view, where the firm is considered public property and the concept of private property is 

delegitimized, it's important to note that this does not introduce entirely new concepts of 

financial crime absent in capitalist systems (Weygandt et al., 2025). The public interest 
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perspective still relies on the manager as an agent or trustee providing accurate and honest 

information to those to whom they are accountable. The fundamental difference between 

capitalist and socialist systems lies not in the inherent nature of economic activity but in the 

possession of power over and ownership of the means of production and trade (Miharsi et al., 

2024).  

Therefore, individuals responsible for these functions are expected to have similar 

motives to misrepresent the quality and integrity of their stewardship, regardless of the 

economic system in place. 

2.2.7. Going Concern Theory 

The repercussions of a company's collapse are far-reaching, impacting various 

stakeholders, including employees and investors, and undermining public trust in financial 

markets over time. There is often a correlation between financial manipulation, fraud and going 

concern issues. Fraudulent activities can pose a threat to a company's viability and its ability to 

sustain itself as a going concern (Ramadhani et al., 2025). 

The responsibility of auditors has never been diminished, therefore, “it is crucial to 

highlight that the challenge of identifying significant financial manipulations in financial 

statements arising from financial fraud, as opposed to errors, do not diminish the auditor's 

responsibility (Xu et al., 2018). Likewise, the complexity involved in evaluating management's 

application of the going concern assumption and determining whether there is a material 

uncertainty related to future events or conditions that might lead an entity to cease operations 

does not lessen the auditor's responsibility (Ramadhani et al., 2025). In certain instances, 

involving significant financial manipulations leading to financial fraud, there have been cases 

where auditors, even in situations where the auditor's report did not raise concerns about an 

entity's condition (going concern), collapse shortly after issuance (Ozkale & Ozdemir, 2022). 
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Auditors have invoked the concept of the expectation gap to explain that no material financial 

manipulations or uncertainties were identified during the audit (Safta et al., 2021). However, it 

is important to note that merely relying on the expectation gap is not an adequate justification 

when auditors have failed to comply with the requirements of the International Standards on 

Auditing (ISAs), including ISA 240 (on fraud) and ISA 570 (on going concern)”. The auditors 

are always responsible for applying the element of professional judgement as well and see 

things with professional skepticism.    

As explained earlier, the list of financial scams is long, therefore, “conducting a root 

cause analysis on recent corporate failures or scandals would be highly beneficial to 

comprehend the roles of different parties and, in cases involving audit failure, the reasons 

behind such failures (Akra et al., 2020). This analysis should be conducted as a prerequisite 

before discussing changes to various aspects of the audit engagement within auditing standards. 

Considering these recent corporate failures and scandals, the CEAOB urges the IAASB to 

delve deeper into the auditor's role concerning fraud and going concern in financial statement 

audits (Kranacher and Riley, 2019)”. The basic aim of researching these recent corporate 

failures is to make sure that public interest is considered and not ignored; and properly 

addressed. 

2.2.8. Use of Theories, Their Contribution and Connection with Objectives 
 

All the seven theories are directly related to the primary objective of this research thesis 

of identifying the financial manipulations in the financial statements of the companies. 

Nevertheless, out of these seven theories, this research thesis has made efficient use of three 

theories, namely earnings management, prudence and matching principles theories. It does not 

mean here that other four theories are less important. These have not been considered in this 

research thesis because these require inclusion of other accounting ratios and substantive audit 
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procedures which are beyond the scope of this research thesis as this research thesis has only 

used M-score and its eight accounting ratios. Justification regarding each theory has been 

explained below in detail: 

Earnings management theory is directly related to this research thesis as it coincides 

with the primary objective of identifying the financial manipulations, which can be conducted 

by window dressing the earnings of a listed company to keep the shareholders happy in the 

form of either paying high dividends to them or capital appreciation by raising the market share 

price. The M-score and its eight accounting ratios include G.P, sales growth and admin 

expenses ratios which are correlated with earnings management theory as these ratios identify 

whether there has been any significant manipulation in the earnings or not. 

Prudence theory is directly related to this research thesis as it coincides with the primary 

objective of identifying the financial manipulations, which can be conducted by either 

overstating the assets and income or understating the liabilities and expenses of a company. 

The M-score and its eight accounting ratios include days’ sales receivable and asset quality 

ratios which are correlated with prudence theory as these ratios identify whether there has been 

any significant overstatement of assets / income or understatement of liabilities / expenses. 

 

Matching principles theory is directly related to this research thesis as it coincides with 

the primary objective of identifying the financial manipulations, which can be conducted by 

either recording the income and receivables or expenses and payables which are not related to 

a particular year for the company. Such financial manipulation normally incurs at the end of 

the year when the books are closing. The M-score and its eight accounting ratios include total 

assets to total accruals and leverage / debt ratios which are correlated with matching principles 
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theory as these ratios identify whether there has been any significant overstatement of income 

and receivables or expenses and liabilities. 

 
2.3. Empirical Review 

 

2.3.1. Introduction of M-Score Model 

Beneish, a renowned accounting professor at Indiana University in the USA, developed 

a robust fraud detection model known as the M-Score Model in 1999. Drawing from the history 

of financial fraud, various types of financial scams, and existing fraud detection models, 

Beneish recognized that a powerful fraud detection tool could be created by combining 

liquidity, profitability, turnover, leverage, and market value accounting ratios (Sharaf et al. 

2025). He successfully isolated eight key accounting ratios from various categories and 

established a relationship among them. When these specific accounting ratios were applied to 

the financial data of any company, they yielded valuable insights, offering essential 

information to users of financial statements regarding the likelihood of significant or minor 

financial manipulations, earnings management, and financial fraud (Irwandi et al. 2019). 

Following the development of the M-Score Model, Beneish personally conducted a 

validation study to assess its accuracy and dependability (Triani, 2019). In 1999, Beneish 

selected a sample of 73 companies listed on various stock exchanges in the USA and applied 

the M-Score model to these firms. The primary objective of this application was to identify 

companies with a heightened likelihood of engaging in financial manipulations and earnings 

management, and conversely, those with lower probabilities (Madah et al., 2025). The findings 

revealed that more than 50% of the sampled companies exhibited a significant likelihood of 

manipulating their financial information and potentially committing financial fraud. 

Conversely, the test suggested a lower likelihood of earnings management (Madah et al., 2025). 
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Beneish found the results to be reassuring. However, to establish the model's true 

validity and reliability, it was crucial for other researchers and financial analysts worldwide to 

also embrace it (Capras et al., 2025). In pursuit of this goal, Beneish published a comprehensive 

article in 1999, providing a detailed explanation of the M-Score and its eight independent 

variables (Beneish, 1999). The article elucidated the M-Score formula for calculating its value 

and offered an in-depth exploration of the composition of these eight independent variables 

(Capras et al., 2025). 

Furthermore, the article also featured a roster of the 73 companies that Beneish had 

used to apply his model, along with their corresponding outcomes (Lotfi & Aghaei, 2018). 

Through this publication, Beneish extended an open invitation to researchers and financial 

analysts worldwide, encouraging them to test and scrutinize his model and question his 

assertion that the "M-Score was one of the most potent tools for detecting financial 

manipulations and earnings management" (Capras et al., 2025). 

2.3.2. M-Score and Research Objectives 

The objectives of this research study are directly proportional to M-score. “The base of 

the research objectives of this research study is M-score and its fraud indicators, also termed 

as independent variables. It is important here to identify whether M-score has addressed these 

research objectives in past to ensure that when it is applied on the companies, listed on Pakistan 

stock exchange, the result is in line with the research objectives and fulfils the research aims”. 

It provides the confidence on M-score for its application in Pakistani listed companies. 

2.3.2.1.Financial Manipulations of Listed Companies in Pakistan 

The research objective is to identify the extent up to which financial manipulations, in 

the listed companies of Pakistan, can be detected with the help of M-score. 
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The past studies clearly indicate that financial manipulations in the financial statements 

“have become a serious issue, not only across the world but also in Pakistan. The fluctuating 

economy of Pakistan, in the past few years, has been impacting the smooth running of the 

business operations of the listed companies (Matinheikki et al., 2022). Moreover, the demands 

of the stakeholders are also a big issue for the internal management of these listed companies 

to deliver them the maximum profit in the form of dividend (Tewari & Ramanlal, 2022) The 

researchers, in past, have worked on this research objective to determine whether M-score has 

the capacity to fulfill this objective. The list of researchers is long, nevertheless, the work and 

results of some of the researchers have been reproduced here”. The research work of these 

researchers is valuable and cannot be ignored. It indicates how these researches have used M-

score and its accounting ratios to find out the probability of financial manipulations. 

M-Score and Financial Manipulation Detection in Italian Companies 

To identify the extent up to which M-score can detect the financial manipulations, 

“Buranel (2024), examined a sample of Italian academic spin-offs established in 2004 and 

2005, which continued to exist until 2015. This sample was drawn from the database of the 

national network of Italian academic spin-offs and patents, known as Netval (Sharaf et al., 

2025). This examination took into account the results achieved between 2009 and 2010, shortly 

after the commencement of the financial crisis, which was viewed as a critical period for 

earnings management. Information was gathered from multiple sources, including the 

Infocamere database (the Italian national registry of companies), the AidaBvdep system, and 

corporate websites (Irwandi et al., 2019)”. 

At the time of performing their research, the researchers were careful and “excluded 

companies that were inactive, had no financial statements after 2010, were in distress, or were 

undergoing liquidation. The resulting sample consisted of 99 firms, representing approximately 
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12% of the academic spin-offs listed in the Netval database in 2010 and 66% of those 

established in 2004-2005 (Triani, 2019). The variation index of net income from period t to t-

1 as a proxy to estimate the risk of manipulation was used. The descriptive statistics illustrated 

the increased volatility of GMI and SGI indicators, which impacted the M-score value, 

particularly for the SGI index, the median value exceeded one, indicating a significant 

associated risk of earnings manipulation related to revenue management (Hakimah et al., 

2019)”. The researchers managed to establish a connection between M-score and the 

probability of financial manipulation. 

The researchers continued their work and identified that “according to the M-score 

model based on variables, approximately 33% of the sample exhibited a significant risk of 

financial manipulation (Lotfi & Aghaei, 2018). The researchers inferred that the variable 

having the most substantial impact on the disparity between the two scores was linked to 

fluctuations in sales revenue (SGI). This inference was supported by the high standard 

deviation observed within the sample (Irwandi et al., 2019). The reasons for this divergence 

could be attributed to the fact that SGI was not adjusted for total assets, unlike the other 

variables, and to the unique nature of academic spin-offs. The researchers concluded that the 

independent variables of M-score had the excellent capacity and capability to identify the 

financial manipulation (Buranel, 2024)”. They further concluded that the eight accounting 

ratios, which are also considered as variables, have the capacity to manipulate them to identify 

the intensity of the impact on the overall financial performance of the company.   

M-Score Implementation for Financial Manipulation Detection in Indian Companies 

The research work continued different parts of the world. The further research shows 

that “to identify the power of M-score in detecting the financial manipulations, Shah et al. 

(2018) took a sample of twenty-five companies from four industries: Power Generation, 
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Transport, Mining and Petroleum encompassing Manufacturing, Service, Electricity, and 

Mining. The study collected data over an eleven-year period, starting from the financial year 

2002-03 to 2012-13, pertaining to 25 public enterprises of India. The data were obtained from 

the financial statements published by the Department of Public Enterprise, Government of 

India (Hakimah et al., 2019). Given the nature of this study, the primary data used is secondary 

in nature and was sourced from published financial statements. Among various techniques for 

detecting earnings management, the study utilized the Beneish M-Score Model, following 

methodologies from previous works (Zelin, 2018). The M-Score, based on the Beneish model, 

was calculated for each company, considering five variables (as SGAI, LVGI, and TATA were 

not statistically significant in the original Beneish model). Although these three were not 

considered significant yet cannot be ignored”. These cannot be applied in isolation. 

The continuation of the research on these four industries showed that “the M-Score was 

then compared with benchmarks set by Beneish to determine if a company engaged in financial 

manipulation during financial reporting. A M-Score less than -2.76 suggests the absence of 

financial manipulation, while a score beyond this value indicates the likelihood of such 

practices (Zelin, 2018). Shah et al., (2018), concluded that the financial manipulation the 

reliability of earnings as a metric for assessing a company's performance. If authentic earnings 

were manipulated, it opened the door to deceiving stakeholders and misappropriating resources 

in an unethical manner. Hence, this study employed the Beneish M-Score technique to identify 

instances of financial manipulations among Public Enterprises in India (Hakimah et al., 2019). 

Among the 25 companies across four industries, only ECL Company in the mining sector was 

identified as not employing financial manipulation, except for one year out of the ten financial 

years studied (Irwandi et al., 2019). The study revealed that the service industry exhibited the 

highest level of financial management, followed by the petroleum industry, power generation 



43 
 

 
 

industry, and the mining industry with the lowest incidence”. The comparison showed that the 

results obtained from M-score outperformed. 

At the end of this research, the consensus established by the researchers stated that “it 

was crucial to note that results obtained from the Beneish M-score were reliable and provided 

evidence of financial management practices. The results, obtained from M-score, served as red 

flags for forensic accountants and financial analysts, prompting a closer examination before 

making critical decisions about a company (Lotfi & Aghaei, 2018). In conclusion, the M-score 

asserted that financial manipulation was a pervasive practice in Indian public sector enterprises 

across various industries. This practice compromised the reliability of financial statements 

(Shah et al., 2018)”. Moreover, the impact of this compromise also faded the reliability of 

considering earnings as a performance measure. 

M-Score and Financial Manipulation Detection in Vietnamese Companies 

The researchers have also applied the M-score and its accounting ratios on Vietnamese 

companies to find out if its application was useful there or not. To see, “a group of researchers 

implemented the M-score on the Vietnamese companies to identify the financial manipulations. 

Phong et al., (2024), took the financial statements from Vietstock, a professional data-

providing company, for the 2013-2014 period. The sample comprised 292 companies, with 

data sourced from HOSE Vietnam. However, due to the unavailability of data for 69 

companies, the analysis was conducted on a subset of 223 companies. Utilizing complex 

calculations in Excel, the extensive dataset was inputted, and necessary outputs were obtained 

(Sharaf et al., 2025). The results indicated that, employing a threshold of -2.22 of M-score to 

identify the financial manipulation, 48.4 percent of the listed companies on HOSE exhibited a 

significant likelihood of engaging in financial manipulation, whereas 51.6 percent showed no 

such financial manipulation probability (Sharaf et al., 2025). The research results indicated that 
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the Beneish M-score was effective in assisting the identification of financial manipulation and 

earnings management in Vietnamese companies, when making decisions in the HOSE market 

(Svabova et al., 2020). According to the M-score regression, the Commerce sector exhibited 

the highest level of financial manipulation practices, reaching 68 percent, while the agriculture 

sector showed the lowest level of financial manipulation at 0%. Both the Mining and Real 

estate sectors stood at an equal probability of 50% for being potential financial manipulation 

sectors (Akra et al., 2020). Moreover, the Service and Telecommunications sectors each had a 

probability exceeding 50% of having a high level of engaging in fraudulent activities (Svabova 

et al., 2020)”. The application of M-score and its fraud indicators proved their efficiency again. 

The application of M-score and its accounting ratios had the meaningful results because 

“the analyzed outcomes aligned with various studies conducted in developed countries, as well 

as some in developing nations, where the percentages of detected financial manipulations 

hovered around 50% (Ozkale & Ozdemir, 2022). These results affirmed that the M-score was 

applicable to the observed samples in Vietnam, as evidenced by the research consistency with 

auditing disclosure reports from 2014. Consequently, the utilization of the M-score emerged as 

a viable approach for detecting earnings management, proving effective not just in developed 

countries but also in developing nations like Vietnam (Akra et al., 2020)”. 

M-Score and Financial Manipulation Detection in Nigerian Companies 

The application of M-score and its eight independent variables continued as “some 

researchers implemented the M-score on the Nigerian companies. Chukwuma et al., (2025) 

explored the impact of SAS 99 on enhancing the capabilities of Nigerian auditors in identifying 

fraud within the financial statements of corporate entities. It emphasized the potential of the 

Beneish M-score to further empower auditors in detecting manipulations in financial 

statements. The research, designed descriptively and historically, involved 100 respondents, 
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including auditors, industry accountants, and accounting academics in Anambra and Enugu 

State. Topman’s formula was employed to select the participants (Tewari & Ramanlal, 2022). 

Employing a survey and analytical research approach, the study drew on information from both 

primary and secondary sources. Primary sources involved the use of a questionnaire, while 

secondary sources encompass published Annual Reports and Audited Accounts of the top five 

manufacturing companies in Nigeria (Kayikci et al., 2022). These companies were listed 

among the most capitalized in the Nigeria Stock Exchange 2011/2012 FactBook, supplemented 

by questionnaire responses, were analyzed using SPSS software and the Two-way ANOVA 

statistical technique, along with the Beneish Model (Matinheikki et al., 2022)”. The data was 

collected, translated and interpreted.  

This was extensive research because of the large number of participants and 

“information gathered from a total of 91 participants, with 46 and 45 respondents returning 

questionnaires from Anambra and Enugu States, respectively, included External and Internal 

Auditors (Unizik Bursary, selected ICAN, and ANAN members in both states), practicing 

Accountants in companies, and Accounting Academics (from Nnamdi Azikiwe University, 

Awka, Anambra State University, and Enugu State University of Science and Technology). 

The data, collected through a structured questionnaire utilizing a 5-point Likert scale, was 

extensively utilized to test the first hypothesis (Ozkale a& Ozdemir, 2022). This analysis was 

conducted using the Two-Way ANOVA statistical tool within the SPSS 17.0 statistical 

software package and the Annual Reports and Audited Accounts of Dangote Cement, Nigeria 

Breweries, Guinness Nigeria Plc, Nestle Nigeria Plc, and Dangote Sugar Refinery from the 

years 2006 to 2010 were chosen (Akra et al., 2020)”. The selection of these was for the sole 

purpose efficient utilization of M-score model. 
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The results of application of Beneish models cleared the dark shaded clouds as “the 

findings indicated that the selected companies were involved in the financial manipulations in 

different years. For example, Dangote Cement Plc was involved in the financial manipulations 

for the years 2006, 2008 and 2009. Nigeria Breweries Plc was involved for the year 2006, 2007 

and 2010 (Safta et al., 2021). Guinness Nigeria Plc was involved in manipulating its financial 

statements for all the selected years, except 2010. Nestle Foods Nigeria Plc was also indulged 

in the financial manipulations in all the years, especially in 2008 (Al-Hashedi & Magalingam, 

2021). Dangote Sugar Refinery Plc, except 2006, all the other years were doubtful and 

considered as involving financial manipulations. The results also indicated that extreme caution 

was imperative for fraud detection experts when reaching conclusive decisions regarding years 

with M-scores indicating no financial manipulation tendency (Ramadhani et al., 2025). This 

was crucial to avoid potential errors, such as type 1 error, where a financial manipulative 

company was incorrectly perceived as non-financial manipulative, or type 2 error, where a non-

financial manipulative company was erroneously seen as financial manipulative (Akra et al., 

2020). Notably, Daniel Beneish, in his 1999 publication, highlighted that users of this model 

often tend to commit more type 1 errors than type 2 errors. Consequently, users of the model 

should exert additional diligence in closely scrutinizing the indicators of the eight factored 

variables against their respective decision rules, even when M-scores suggested non-financial 

manipulation, before formulating their final assessment of the company's financial reports 

(Wahid, 2019)”. The implementation of eight fraud indicating accounting ratios was again 

paramount. 

The continued reading of the results of these researchers identified that “the outcome 

further stated that the battle against fraud within corporate Financial Statements was no longer 

be regarded solely as the responsibility of Internal and External Auditors operating in both 

private and public institutions (Matinheikki et al., 2022). Preventing fraud in the Financial 
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Statements of corporate organizations in Nigeria was then be seen as a collective duty involving 

all stakeholders, including shareholders, the government, financial regulatory agencies, and 

financial crimes agencies (Tewari & Ramanlal, 2022). If Nigerian auditors adhered to and 

effectively implement the guidelines of SAS 99 in the audit process, it will not only enhance 

their understanding of fraud in the Financial Statements of corporate organizations but would 

undoubtedly contribute to the detection and prevention of fraud (Kayikci et al., 2022). This was 

particularly true when auditors utilized fraud-sensitive models such as the Beneish Model 

during their analytical audit procedures, ultimately fostering the consistent publication of 

fraud-free Financial Statements in Nigeria”. The non-application of M-score allowed these 

Nigerian companies to financially manipulate their financial statements. 

M-Score and Financial Manipulation Detection in European Companies 

Some of the researchers also showed interest in applying it in European countries as 

they “explored the likelihood of financial manipulation within Italian stock companies across 

key traditional industry sectors. The analysis, conducted by Chen et al., (2026), included 

prominent industrial sectors in Italy known for substantial revenue streams, consistently 

driving the Italian economy for decades. The noteworthy industry sectors were textile, food, 

clothing, automotive and metallurgic industries. The selection of companies for the sample was 

done using the financial information database for Italian companies from AIDA Bureau Van 

Dijk. The dataset spanned from 2005 to 2012 (Doka & Dhamo, 2025). Due to the unavailability 

of certain financial data in the database, the percentage coverage for each industry sector was 

considered by calculating the ratio of companies with available data to total required data 

(Miharsi et al., 2024). As per the AIDA Bureau Van Dijk database, there were a total of 2,755 

Italian stock companies within the primary industrial sectors (Textile, Food, Clothing, 

Automotive, and Metallurgy). Among them, 157 were undergoing liquidation sales and 
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consequently excluded from the sample (Safta et al., 2021). The remaining 2,598 companies 

had a coverage of 70%, as data was available for 1,809 of these companies. In this research, 

the full version of the Beneish Model (8M-Score) was utilized to assess the impact of financial 

manipulation on each industry. The eight indicators were incorporated into a regression model 

to derive the Manipulation Score (Akra et al., 2020). Through the application of this model, 

companies were classified into two groups: those with a low probability of earnings 

manipulation and those with a high probability”. It was extensive research to identify whether 

M-score and its eight-fraud indicating accounting were able to identify the early possibility of 

financial manipulations. 

The results of the application of this model were calculated by these researchers and 

“the final manipulation score for each company was determined using the formula. The score 

was computed by averaging the scores across the years 2005 to 2012 (Kranacher & Riley, 

2019). Companies with available financial data were those with no more than two missing 

values within the period from 2005 to 2012. After calculating the value for each company and 

for each year, the final value was obtained by averaging all values over the period from 2005 

to 2012 (Wahid, 2019). The study sought to ascertain whether Italian stock companies had 

engaged in financial manipulation in the last decade. The Beneish Model was employed to 

distinguish between companies at risk of financial manipulating earnings and those that were 

not (Al-Hashedi & Magalingam, 2021). The comprehensive findings suggested that 

approximately half of the Italian stock companies exhibited a high probability of engaging in 

financial manipulation, using a threshold of 1.78”. 

The results continued for these companies with difference sectors and showed that “the 

examination of industrial sectors revealed that in textile sector, there were 608 textile stock 

Companies, with 46 undergoing liquidation sales and excluded from the sample. The remaining 
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562 companies had a coverage of 72%, as data was available for 370 of them (Al-Hashedi & 

Magalingam, 2021). The findings indicated that 56.51% of these companies had a high 

probability of engaging in financial manipulation, while 43.49% did not. The food sector 

comprised of 803 food stock companies, with 24 undergoing liquidation sales and therefore 

excluded from the sample (Ozkale & Ozdemir, 2022). The remaining 779 companies had a 

coverage of 67%, as data was available for 522 of them. The results indicated that 41.00% of 

these companies had a high probability of financial manipulation, while 59% did not (Tewari 

& Ramanlal, 2022)”. This proved the dominant outcome using two different thresholds. 

The application of model continued, and the results of the clothing sectors were 

obtained as “the clothing sector consisted of 378 Italian Stock Companies, with 34 currently 

undergoing liquidation sales and consequently excluded from the sample. The remaining 344 

companies had a coverage of 69%, with data available for 236 of them (Matinheikki et al., 

2022). The findings revealed that 66.95% of these companies showed high financial 

manipulation, while 33.05% were away from that. The Automotive Stock Companies totaled 

454, with 30 currently in liquidation sales and therefore excluded from the sample. The 

remaining 424 companies had a coverage of 65%, with data available for 274 of them (Kayikci 

et al., 2022). The results depicted that 55.84% of these companies had a high probability of 

financial manipulation, while 44.16% were not involved”. The application for the clothing 

sector was successful.  

The results of metallurgic sectors were also obtained, and it showed that “there were 

512 Italian Stock Companies in the Metallurgic sectors within the Automotive Sector, with 23 

currently in liquidation sale and therefore excluded from the sample. The remaining 489 

companies had a coverage of 76%, with data available for 370 of them (Kayikci et al., 2022). 

The results stated that 47.03% of these companies had done the financial manipulation, while 
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52.97% were out” The metallurgic sectors revealed the results that were in line with the 

application of this model. 

The researchers, Chen et al., (2026), who conducted this research “expressed full 

contentment with the outcomes of the M-Score model, as it allowed them to effectively 

differentiate companies with a high likelihood of financial manipulations from those with a 

low likelihood. They observed a consistent pattern in the results of the M-Score and asserted 

that, up to that point, it stood out as one of the most outstanding models developed by any 

financial expert”. The results of M-score and its accounting ratios were successful and because 

of this fact the model further gained popularity (Hakimah et al., 2019). 

Some of the researchers decided to apply M-score and its eight fraud indicating ratios 

on another European country. To do this the researcher, Hołda (2020), “applied the M-score 

and its eight independent fraud indicators on Warsaw stock exchange. The research employed 

both the 8-factor and the 5-factor Beneish models. During proprietary investigation, the values 

of each model's individual factors were computed and contrasted with the threshold values 

suggested by Beneish. This assessment aimed to determine the accuracy of the models in 

correctly identifying manipulators (Akra et al., 2020). The objective of the research was to 

practically assess the Beneish model on Polish companies, involving eight entities listed on the 

Warsaw Stock Exchange. The verification was conducted for the year 2010, with an 

understanding of the subsequent events pertaining to the financial statements of these 

companies (Akra et al., 2020)”. The research was conducted slightly in a different way.  

The research continued and the researcher did the composition and “the composition of 

the analyzed entities included: a): entities that had been penalized by the Polish Financial 

Supervision Authority for irregularities associated with financial statements in years 

subsequent to the ones under analysis (suggesting the possibility of prior financial statement 
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manipulation). These companies were denoted as Alpha and Beta. b): A company that had been 

issued a disclaimer opinion by auditors reviewing its financial statements (for years beyond the 

scope of the analysis, implying potential prior manipulation). This particular company was 

identified as Gamma (Al-Hashedi & Magalingam, 2021). Other companies included a company 

that, for both the year under examination and the following years, consistently received 

significantly qualified opinions due to identified irregularities in the financial statements 

(Ozkale & Ozdemir, 2022). This entity was labeled as Delta. The final category was of entities 

designated as control companies, meaning companies in which none of the events outlined in 

other companies. These companies were identified as Dzeta, Eta, Theta, and Iota (Kayikci et 

al., 2022)”. The split of the companies into different components made the research interesting. 

The researchers reached the conclusion and stated that “the outcomes for both the 8-

factor and 5-factor M-score models indicated that concerning the Alpha and Beta companies, 

which had faced repeated fines from the PFSA, the 8-factor Beneish model revealed indications 

of financial data manipulation (Tewari & Ramanlal, 2022). Meanwhile, the 5-factor model 

identified only the Beta company as a potential financial manipulator. A similar pattern 

emerged for companies that received altered opinions on their financial statements: the 5-factor 

model identified only one company, while the 8-factor model accurately identified both 

companies as potential manipulators (Svabova et al., 2020). Additionally, it was noticeable that 

the model prominently signaled potential financial manipulations in entities where either a 

disclaimer opinion or a qualified opinion was issued. Once more, the 8-factor model accurately 

identified these companies as potential manipulators, whereas the 5-factor model only flagged 

the Gamma company (Xu et al., 2018). Concerning the entities identified as not having 

financial manipulations, the 8-factor model did not suggest financial manipulations for any of 

these companies. In contrast, the 5-factor model identified one company in control group as a 
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potential financial manipulator (Wahid, 2019)”. The split of 8-factor and 5-factor model was 

worth praising for this research. 

Members of the accounting professional bodies also decided to use M-score. To do so 

“members of the Certified Fraud Examiners’ Association utilized the M-score along with its 

eight independent fraud indicators to analyze one of the most significant financial scandals in 

history, Enron Corporation. The analysis focused on Enron's financial statements spanning 

from 1995 to 2000. The findings revealed that the corporation's financial statements exhibited 

signs of financial manipulation and earnings management from 1997 until the declaration of 

bankruptcy in 2001. According to the CFE Association, they asserted that had the M-Score, 

established by Beneish, been applied by auditors to Enron Corporation's annual financial 

statements, stakeholders suffering an accumulated loss of almost $72 billion, could have 

avoided this substantial damage”. 

M-Score and Financial Manipulation Detection in Malaysian Companies 

A researcher conducted the application of M-score on Malaysian companies and “in the 

comprehensive study, Kamaluddin et al. (2024) delved into a prominent case involving the 

Malaysian company, Megan Media Holdings Berhad. The Session court of Kuala Lumpur, in 

response to extensive financial manipulations and earnings management in the financial 

statements for the year ending April 30, 2006, imposed penalties on the company (Emilia et 

al., 2020). Notably, the court mandated a substantial fine and directed the company to undergo 

"compulsory liquidation" under the administration's oversight. This stern action was a 

consequence of the company inflating its earnings by 1 billion Malaysian Ringgit for the fiscal 

year ending April 30, 2006, aiming to appease stakeholders and conceal actual losses (Hołda, 

2020). The analysis conducted by Kamaluddin et al., (2024) revealed that the application of 
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the M-Score model by potential investors and other stakeholders could have readily identified 

early signs of financial manipulations”. As a result, losses could have been mitigated.  

Conclusion 

The application of M-score and its accounting ratios have concluded that it is a 

dependable model and the results that are obtained from it are reliable. It further depicts that 

“the findings of the different researches expand the comprehension of financial manipulations 

in different countries and the robust performance of the M-score in detecting financial 

manipulations in these countries have been successfully demonstrated. This M-score serves as 

a dependable tool for investors, aiding them in decision-making and validating the 

trustworthiness of accounting information within financial reports. Furthermore, it plays a 

crucial role for banks and other financial institutions by safeguarding them against fraud or 

potential cases of uncollectible lending”. To conclude with, M-score is a reliable model and 

different researchers have used it in different parts of the world with same convincing results. 

2.3.2.2.Scrutiny of Financial Information of Listed Companies in Pakistan 

The objective is to make sure that the “financial statements of the listed companies of 

Pakistan are free from the material misstatements. In general, every company does the 

classification and posting errors which are adjusted at the time of audit and due diligence. So, 

the objective is to ensure that these errors have been adjusted to present the true and fair view 

of the financial information in the financial statements (Haryadi et al., 2026). The objective is 

also to make sure least impact of the unadjusted misstatements on the financial figures. The 

researchers, in past, have worked on this research objective to determine whether M-score has 

the capacity to fulfill this objective. The list of researchers is long, nevertheless, the work and 

results of some of the researchers have been reproduced here”. These researchers have worked 

using the M-score to reach their conclusion. 
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M-Score Implementation in Bangladeshi Companies 

The true and fair picture of the financial figures is important, therefore, “to determine 

whether the M-score and its independent variables have the ability to ensure the true and fair 

view of the financial information in the financial statements, Khatun et al. (2022, p.302), 

conducted a research study on the banking industry of Bangladesh. The aim of the research 

was to examine the financial information of the banking companies of Bangladesh to identify 

the extent of companies engaged in earnings manipulation and to ensure whether these 

companies’ financial statements were not material misstated. Furthermore, it had empirically 

examined the typical manipulation practices shared among these companies. This basic 

objective of the research was to determine if the banks in Bangladesh were involved in 

fraudulent financial reporting and the disclosure of materially misstated information. 

Bangladesh had a total of 61 scheduled banks, all operating under the governance of the 

Bangladesh Bank (Ahmed et al., 2022). To provide an overview of the banking scenario, all 

scheduled banks were considered, although the analysis spanned a ten-year period from 2009 

to 2018, and some banks were established after 2008 (Hossain et al., 2022)”. 

The continuation of the research showed that “for calculating the ratios for the M-score, 

data from 2008 was used, requiring information from the previous year. The availability of 

annual reports posed a challenge in collecting data for the selected banks. To address both time 

constraints and resource availability, this study focused on 30 listed commercial banks, 

representing approximately 50% of the total population of banks in Bangladesh (Hossain et al., 

2022). The data gathered from 30 listed commercial banks during the 2009–2018 period 

underwent examination using the Beneish model to derive the M-score. Banks were 

categorized into groups based on a benchmark value of -2.22, and the summarized outcomes 

were obtained. The findings contributed in identifying any discernible patterns among banks 
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in terms of disclosing misleading financial information (Meher et al., 2022)”. The findings 

were dealt in detail to identify the use of M-score and its eight-fraud indicating independent 

variables. 

The researchers decided to bifurcate the findings “into material manipulation in 

financial information companies versus immaterial financial information manipulation 

companies from 2009 to 2018. Unfortunately, the results did not reveal a discernible upward 

or downward trend in financial information manipulation. However, the figures indicated that 

the number of likely material financial information manipulation companies exceeded that of 

less financial information manipulation companies (Ahmed et al., 2022). In 2009, 63.33% of 

banks were identified as likely falsifying financial information, while 36.67% were deemed 

not-likely manipulating financial information. The following year saw an increase, with 80% 

classified as likely financial information falsifying companies and the remaining as not-likely. 

In 2011, there was a decline, with 53.33% identified as manipulating financial information and 

46.67% as not manipulating financial information (Hossain et al., 2022)”. The application of 

M-score and its fraud indicating ratios was successful. 

The research further showed that “over the ten-year span of analysis, the count of 

anticipated financial information falsifying banks was lower in 2012, accounting for 36.67%. 

However, there was a subsequent increase in probable manipulators in 2013, constituting 60% 

of the total sample (Meher et al., 2022). The following year, the proportion of nonprobable 

financial information manipulators decreased to 23.33%, contributing to an increase in 

probable financial information manipulators (Podder et al., 2022). In 2015, the expected 

financial information manipulation companies count saw a slight decrease, but in 2016, it 

peaked at 83.33%. The expected financial information manipulation companies’ figures 

exhibited a somewhat decreasing trend in 2017, standing at 70.0% compared to 2016. 
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Nevertheless, in 2018, there was a resurgence in the upward trend of expected financial 

information manipulation companies, reaching 73.33% (Podder et al., 2022). In summary, the 

numbers of expected and unexpected financial information manipulation companies did not 

display a consistent upward or downward trend; rather, the rates exhibited a fluctuating nature. 

The results indicated strength of M-score in identifying falsified financial information in 

financial statements of banking industry of Bangladesh (Khatun et al., 2022)”. The application 

of M-score and its fraud indicating ratios was successful. 

M-Score Implementation in European Companies 

One of the European researchers decided to apply M-score on in Slovakia. The 

researcher, “Kollar (2021), conducted research on the Slovak companies with the help of M-

score to ensure the reliability of the financial information in the financial statements. The study 

focused on examining the financial statements of a specific company. To safeguard the 

company from potential allegations arising from the research findings, the decision was made 

not to disclose the company's name featured in the article. The company under analysis had 

been operating in the Slovak market for over a decade and is a well-established producer of 

office machinery. It operated as a limited liability company. The financial records of Slovak 

companies were accessible to the public through sources like the Registry of Financial 

Statements, provided by the Ministry of Finance of the Slovak Republic (Shah et al., 2018). 

For this study, financial statements from the 2015 accounting period were acquired and 

examined, encompassing information from the preceding year, 2014. These statements 

comprised a Balance Sheet, referred to as BS, and a Profit and Loss Statement, referred to as 

P&L (Kollar, 2021)”. The information was obtained from the relevant stock exchanges. 

While conducting the research, the researcher decided to use tools for interpretation, so 

“the information extracted from financial statements, including assets, equity, and liabilities, 
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was inputted into the Microsoft Excel office tool. Using the definitions of the original model 

indicators for Slovak financial statements, the values for all eight individual indicators were 

computed. These values were along with their respective weights and the resulting weighted 

values (Shah et al., 2018). Consequently, the Beneish M-Score was derived by summing the 

intercept with the values of the eight weighted indicators. The calculated Beneish M-Score for 

the examined company was at -6.84. An M-Score exceeding -2.22 raised concerns about 

potential misstatement in financial information. However, in this instance, the M-Score fell 

below -2.22 (specifically, it is -6.84), suggesting that, according to the Beneish M-Score results, 

the analyzed company likely did not engage in falsifying the financial information in its 

financial statements within the financial reporting for the year 2015 (Kollar, 2021)”. The results 

obtained were meaningful and helped the researcher to reach a conclusion. 

The researcher continued its research further and “concentrated on applying the Beneish 

fraud detection model to the financial statements of a company established and operating in the 

Slovak Republic. The Beneish model employed financial ratios, yielding eight variables to 

discern whether a company had materially misstated the financial information. (Kukreja et al., 

2020). The computed Beneish M-Score was -6.84, which was below the threshold of -2.22. 

Consequently, it could be asserted that the analyzed company likely did not falsify the financial 

information in the year 2015. Specifically, indicators such as DSRI, SGI, and LVGI signaled 

noteworthy alterations in the company's receivables, sales, and debt when comparing the years 

2014 and 2015 (Kukreja et al., 2020). The application of this model to a company's financial 

statements, with the potential to detect falsified financial information, held significance for 

entities such as banks, investors, creditors, or those establishing new business relationships 

(Shah et al., 2018)”. The results indicated that each accounting ratio was of its own 

significance. 
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M-Score Implementation in Asian Companies 

Some of the researchers, Jalil et al. (2026), decided to implement M-score and its 

accounting ratios on Asian companies to further filed their research work to “Iraqi companies 

to scrutinize the financial information in the financial statements of Iraqi companies. The 

research focused on a sample of 23 listed banks in the Iraqi stock exchange, considering the 

base years as 2014 and 2015 (Yousef & Al-Fatlawy, 2023). Results indicated the presence of 

misstatement practices in the financial information in the majority of banks on the Iraqi stock 

exchange. The researchers advocated for increased professionalism among practitioners by 

embracing international audit quality standards to mitigate falsifying financial information 

practices (Al Shammari, 2019). The study emphasized that the practices and decisions of 

involved parties significantly influenced financial reporting quality. Falsifying the financial 

information stood out as a widespread practice impacting the quality of financial reporting in 

a company's financial statements. It involved manipulating accounting policies to present 

information that deviated from the genuine performance of the companies. The utilization of 

the M-Score model proved crucial in uncovering material misstatements practices in the 

financial information among companies listed on the Iraqi stock exchange (Hossain et al., 

2022). An additional significance of this research lied in introducing a new measure applicable 

to the local research landscape. In this context, the M-Score model emerged as a valuable tool 

for scrutinizing financial information and gauging company behavior (Jalil et al., 2026). Its 

application had the potential to enhance financial reporting quality, safeguarding the interests 

of prospective investors”. The application of M-score helped the researchers to reach their 

conclusion. 

By looking at various studies of Iraqi companies, it showed that “Iraqi stock exchange 

had extensively documented the prevalence of material misstatements in the financial 
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information practices. The underlying motivation behind these practices was to positively 

influence the company's share price and facilitate profit manipulation, particularly when 

managers recognized the market value of the company and report profits (Parvin, 2020). 

Managers strategically falsified financial information in the period leading up to the issuance 

of new shares to bolster prices in the market. In a departure from previous research in Iraq, this 

study introduced the utilization of the Beneish M-Score model in a sample of banks listed on 

the Iraqi Stock Exchange. This model stood out due to its unique features compared to previous 

models (Podder et al., 2022). It focused specifically on the financial statements of the profit 

management account, as well as the statement of financial position with cash flows. The 

findings revealed presence of material misstatements”. The findings also showed abuse of 

financial information by the banks (Khatun et al., 2022) and (Podder et al., 2022). 

The researchers continued their research on the other Asian countries. One of the 

research projects on the Indonesian companies, to verify “whether the financial information of 

Indonesian companies was free from material misstatement and not manipulated, was 

conducted by (Ratmono et al, 2020). The research encompassed all manufacturing companies 

that were publicly listed on the Indonesia Stock Exchange from 2013 to 2017. The sampling 

methodology employed was purposive sampling, undertaken with the objective of securing a 

representative sample aligned with predetermined criteria (Narsa et al., 2023). This study aimed 

to analyze the impact of financial stability, industry nature, and audit opinions on fraudulent 

financial statements. Additionally, it sought to examine the influence of these factors on real 

misstatement in financial information and the relationship between falsifying financial 

information and fraudulent financial statements (Irwandi et al., 2019). Furthermore, the study 

also aimed at exploring the mediating role of falsified financial information in the association 

between financial stability, industry nature, and audit opinions with fraudulent financial 
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statements (Subiyono & Suardi, 2020)”. It was extensive research study on Indonesian listed 

companies.  

The research showed that “the study's population included all manufacturing companies 

listed on the Indonesia Stock Exchange from 2013 to 2017. Purposive sampling was employed 

to obtain a representative sample, resulting in 130 selected samples. The analytical approach 

utilized path analysis and SPSS version 22. The research findings indicated that financial 

stability and the nature of the industry significantly impacted fraudulent financial statements 

(Khatun et al., 2022). However, audit opinions did not have a significant effect on fraudulent 

financial statements. Moreover, financial stability and the nature of the industry had a notable 

influence on misstated financial information, whereas audit opinions did not significantly affect 

falsified financial information (Ahmed et al., 2022). Falsified financial information emerged 

as a significant factor influencing fraudulent financial statements. It was identified as a 

mediating variable in the relationship between financial stability, industry nature, and 

fraudulent financial statements (Meher et al., 2022). However, audit opinions did not play a 

mediating role in the relationship with fraudulent financial statements”. The findings of the 

research study were pivotal. 

By looking at the findings of this research study showed that it was “aligned with 

Irwandi et al. (2019) research, affirming that financial stability significantly impacted falsified 

financial information and fraudulent financial statements. Conversely, the results differed from 

the studies conducted by Triyanto (2020), which suggested that financial stability did not have 

a significant influence on fraudulent financial statements. Additionally, this study supported 

another research, indicating that the nature of the industry, represented by the changes in trade 

receivables, had a significant effect on falsified financial information. The outcomes 

demonstrated that Auditor Opinion did not affect fraudulent financial statements. Likewise, the 
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study ascertained that the rationalization, proxied by audit opinion, did not impact falsified 

financial information. Furthermore, this study revealed a significant impact of the nature of the 

industry on scrutinization of financial information. This suggested that managerial policies 

aimed to avoid sales manipulation because it could influence accounts receivable and inventory 

held by company (Haryadi et al., 2026). Sales manipulation actions necessitated subjective 

valuation in estimating sales targets, creating opportunities for manipulation of financial 

information (Kukreja et al., 2020)”. Nevertheless, the executives took a rational step applied 

careful approach. 

The pressure on “management to engage in earnings management using accounts 

requiring subjective judgment was not substantial. This was attributed to the fact that the 

sampled companies exhibited consecutive after-tax profits, alleviating the need for managers 

to manipulate sales, as a significant increase in accounts receivable could disrupt future cash 

flow. In conclusion, the nature of the industry significantly influenced real financial 

information manipulation (Kukreja et al., 2020)”. 

Gyawali (2021) managed to conduct “research on private commercial banks in Nepal 

with the help of Beneish M-score and its eight independent variables to identify the accuracy 

of financial information in the financial statements of Nepali banks. The research sought to 

investigate falsified financial information which could lead to potential financial fraud by 

examining the published financial reports of selected commercial banks in Nepal. The Beneish 

M-Score model, widely employed by academia, auditing agencies, certified fraud examiners, 

and investment professionals, served as a promising model for this study. A deductive approach 

was employed to assess the applicability of the Beneish model in recent research. The sample 

consists of 16 private commercial banks. The published annual reports, encompassing income 
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statements and balance sheets for the years 2018 and 2019, were utilized as a secondary source 

of information”, which helped the researcher in reaching the results. 

The current examination took into account “data pertaining to various financial metrics 

for two consecutive years, 2018 (t-1) and 2019 (t). These metrics included revenues, cost of 

goods sold, selling general and administrative expenses, depreciation, net income from 

continuing operations, accounts receivables, current assets, property plant and equipment, 

securities (also referred to as long-term investments), total assets, current liabilities, total long-

term debt, and cash flow from operations (Khatun et al., 2022). This data was utilized to 

calculate indices such as DSRI (Days’ Sales in Receivables Index), AQI (Asset Quality Index), 

GMI (Gross Margin Index), SGI (Sales Growth Index), DEPI (Depreciation Index), LVGI 

(Leverage Index), SGAI (Sales General and Administrative Expenses Index), and TATA-Total 

Accruals to Total Assets (Ahmed et al., 2022)”. 

The results showed that “there were indications that Bank H and Bank M might be 

involved in fraudulent financial reporting due to the presence of falsified financial information 

and irrational DEPI and GMI values (Hossain et al., 2022). However, in other instances, none 

of the values for DSRI, AQI, SGI, SGAI, LVGI, and TATA seemed to be contributing to 

deceptive financial information. Similarly, despite having optimal values for ratio indexes, 

Bank G and Bank K were found to be engaged in income manipulation, suggesting that no 

single ratio index was responsible for income misrepresentation (Hossain et al., 2022). It was 

worth noting that as of now, the Nepal Rastra Bank (NRB), the central bank of Nepal, had not 

reported any incidents of financial statement manipulation by the respective commercial banks. 

Upon scrutinizing the available data and information, it could be concluded that M-Score 

model did not point out falsified financial information from among private commercial banks 

listed on NEPSE” (Meher et al., 2022).  
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M-Score Implementation by Other Researchers 

The two researchers, “Valaskova and Fedorko (2021), performed a different type of 

research. They tried to identify the falsified financial information, material misstatements in 

the financial statements and fraudulent financial transactions in the companies of global 

environment, with the use of M-score and its accounting ratios. As per Valaskova and Fedorko 

(2021), profit serves as a valuable information source for capital proprietors, prospective 

investors, rivals, as well as the company's customers and suppliers (Halilbegovic et al., 2020). 

Managers, armed with both the incentive and understanding, employ appropriate methods to 

legally modify the disclosed financial information, aligning them with the company's specific 

needs and ensuring consistent financial outcomes. Consequently, modifying the financial 

information stands out as the most contentious and relevant subject in the realm of finance and 

accounting on a global scale” (Al-Hashedi & Magalingam, 2021). 

The basic goal of the research was to determine “instances of misstatement in the 

financial information within a particular economic sector, adhering to global financial reporting 

principles. Additionally, it also sought to uncover the extent of financial manipulation among 

enterprises in the chosen countries within the Visegrad grouping (Valaskova & Fedorko, 2021). 

To identify potential financial information manipulation in the Visegrad countries, the analysis 

focused on the Transporting and Storage sector. This choice was driven by the sector's 

challenging environment, marked by various strikes and complaints from carriers regarding the 

tax burden, which could be viewed as an incentive for falsifying financial information 

(Ratmono et al., 2020)”.  

The research concluded that “the Slovak and Czech transporting sectors appeared to be 

particularly impacted, making them potential areas to uncover practices of material 

misstatement of financial information. Selected enterprises needed to meet specific criteria, 
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including a total assets limit of 3 million euros, revenues of 2 million euros, and a net profit of 

100,000 euros (Valaskova & Fedorko, 2021). Adhering to these criteria, a database was 

compiled, initially comprising 1,300 Slovak and 3,679 Czech enterprises (Gyawali, 2021). 

After filtering out outliers and extreme values and focusing on the Transporting and Storage 

sector, the final sample was narrowed down to 68 Slovak and 135 Czech enterprises”. The 

application of M-score and its accounting ratios was sector specific. 

The research study showed that “the Beneish M-score model was employed with sector-

specific data to assess and contrasted the extent of manipulation in financial information during 

the period from 2015 to 2019. The Beneish model, a mathematical-statistical approach, utilized 

financial ratios derived from the accounting data of a particular enterprise (Narsa et al., 2023). 

Its purpose was to identify whether there was a likelihood that the reported financial 

information, including earnings, of the company had been manipulated. The initial analysis 

involved examining the results of each indicator incorporated into the Beneish model. The 

indicator values served as a means to identify potential financial information manipulation, 

with particular attention to instances where the year-over-year comparison surpassed a 

threshold value of 1. These indicator values were calculated for the subsequent three years, 

utilizing data from 2015 to 2018” (Narsa et al., 2023). 

The research further revealed that the independent variable DSRI assessed the “ratio of 

receivables to sales in the current period compared to the previous one. The highest calculated 

value occurred in 2017 for Slovakia and 2016 in the Czech Republic. GMI evaluated the gross 

margin by comparing the previous period's gross margin to the current years (Srebro et al., 

2021). Throughout the analysis periods, the GMI values hovered close to zero, with a slight 

exceedance in 2017 in Slovakia, suggesting that gross margins were not significantly 

deteriorated. Typically, there was a positive correlation between GMI and the likelihood of 
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falsifying financial information practices. AQI index examined the ratio of non-current assets 

to total assets in the current year relative to the previous one (Ratmono et al, 2020). The values 

significantly surpassed the limit value, indicating enterprises' involvement in cost accruals. The 

positive relationship between the results of the assets quality index and manipulation of 

financial information was evident in both countries” (Parvin, 2020). 

SGI (sales growth index) represented “the ratio of current sales to previous-year sales. 

While an increase in this indicator did not automatically imply financial information 

manipulation, an unreasonable surge might raise concerns for auditors and professional 

authorities (Parvin, 2020). The depreciation index contrasted the rate of depreciation in the 

previous year to the corresponding period. If the indicator exceeded 1, it suggested a slowdown 

in the depreciation rate, increasing the possibility of manipulation in the financial information 

(Srebro et al., 2021). The calculated results were close to zero, except for 2017 in the Czech 

Republic”, indicating aggressive falsification of financial information practices.  

SGAI (sales, general and admin expenses index) compared “current sales' general and 

administrative expenses to the previous year's expenses. A significant increase in sales, as 

discussed by Lev and Thiagarajan, might lead to future financial problems. Positive relations 

were observed in the values of the SGAI index, with the highest values in 2018 in the Czech 

Republic. LVGI assessed the rate of total debts to total assets on a year-on-year basis (Kukreja 

et al., 2020). In both countries, the index was slightly below or very close to zero, implying no 

significant increase in leverage. The inclusion of the total accruals to total assets ratio aimed to 

measure the impact of managerial decisions on altering earnings, with higher positive 

accruals”, indicating the potential use of earnings management (Narsa et al., 2023). 

The Beneish M-score model successfully “identified and elaborated the enterprises 

engaging in falsifying the financial information, discerning their quantities, shares within the 
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broader industry, and their conduct over the analyzed period. In the process of identifying 

financial information manipulation, variations were observed in the count of manipulating 

enterprises between Slovakia and the Czech Republic (Valaskova & Fedorko, 2021). M-score 

model and its fraud indicators were also used by Triani (2019) to scrutinize the financial 

information in the financial statements of the public companies. The study sought to assess the 

efficacy of the Beneish M-Score model in identifying instances of material misstatements in 

the financial statements”, and fraudulent financial reporting.  

The continuation of the research study showed that “the research data comprised 55 

companies engaged in falsifying financial information in the financial statements, barred and 

fined by the Financial Services Authority for violating POJK regulations between 2012 and 

2016 (Ahmed et al., 2022). These fraudulent companies were compared with 55 non-fraudulent 

companies. The sample selection methodology employed in the study utilized a purposive 

sampling approach with a judgment sampling technique. Two distinct sample categories were 

considered, financial information falsifying companies and non-financial information 

falsifying companies (Hossain et al., 2022). The sampling criteria were consisted of two 

categories. The first category comprised of companies that were sanctioned or fined for 

violating Financial Services Authority Regulation (POJK) during the period 2012-2016 

(excluding financial and banking sector companies). The second category was of companies 

without indications of falsifying financial information and fraud, possessing comparable or 

nearly identical levels of assets and/or sales as a financially manipulated company in the same 

industrial sub-sector during 2012-2016, based on the 2-digit code structure in the Jakarta Stock 

Industrial Classification (Meher et al., 2022)”. The findings of the research study favored the 

use of M-score and its accounting ratios. 
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By looking at the results of the research study revealed that “out of sample of 55 

companies, 28 out of the 55 companies which falsified their financial information in the 

financial statements were accurately classified as fraudulent firms, accounting for 50.91%, 

while for other non-falsifying companies, 33 out of 55 were correctly identified as non-

fraudulent, making up 60% (Podder et al., 2022). The study highlighted three M-Score 

variables—Sales and General and Administrative Expenses Index (SGAI), Depreciation Index 

(DEPI), and Asset Quality Index (AQI)—that were frequently financially manipulated by both 

categories of companies (Khatun et al., 2022). However, two variables, namely Days Sales in 

Receivables Index (DSRI) and Sales Growth Index (SGI), were deemed ineffective in detecting 

fraudulent financial reporting. Furthermore, the logistic regression test results indicated that 

the eight Beneish M-Score variables did not significantly contribute to the detection of 

fraudulent financial reporting (Kukreja et al., 2020). This was because the computation of the 

Beneish M-Score model exhibited high multicollinearity, resulting in the t ratio (Significance 

value, variable in the equation) being statistically insignificant. However, both the R2 and the 

model's goodness of fit demonstrated a notably high value (Kukreja et al., 2020). The Days 

Sales in Receivables Index (DSRI) served to identify the likelihood of companies engaging in 

asset overstatement through improper increases”, in the value of accounts receivable.  

At the same time, the other variables were also interpreted and showed that “the Gross 

Margin Index (GMI) variable could elucidate the economic challenges faced by the company. 

The Asset Quality Index (AQI) detected instances where goodwill existed or where the 

company deliberately capitalized assets improperly. The Sales Growth Index (SGI) was 

instrumental in identifying intentions to recognize fictitious sales revenue, while the 

Depreciation Index (DEPI) variable signals the company's intentions to defer depreciation 

expenses in the hope of reporting higher profits (Yousef & Al-Fatlawy, 2023). The Sales and 

General and Administrative Expenses Index (SGAI) described the proportion of operating 
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expenses against company sales, and the Leverage Index (LEVI) identified falsifying financial 

information prompted by debt contract incentives. Additionally, the Total Accrual to Total 

Assets (TATA) variable measured the extent to which cash was used as a basis for company 

profit reporting. Despite these insights, it was crucial to acknowledge the limitations of this 

research. Consequently, the researcher proposed several suggestions, including the need for 

further investigation into the impact of the Beneish M-Score model on factors beyond 

fraudulent financial activities (Ratmono et al, 2020)”. The interpretation of the variables was 

done well in depth. 

The results of the research study clearly indicated that “the likelihood of identifying 

falsified financial information and fraudulent financial reporting was significantly high with 

the Beneish M-Score model. The model was considered a cost-effective method for identifying 

potential falsified financial information and fraudulent financial reporting, offering a 

straightforward approach that investors could utilize before making investment decisions 

(Triani, 2019)”. The application of M-score along with its variables was successful here. 

Conclusion 

The application of M-score and its accounting ratios have concluded that it is a 

dependable model and the results that are obtained from it are reliable. It further depicts that 

“the findings of the different researches expand the comprehension of financial manipulations 

in different countries and the robust performance of the M-score in detecting financial 

manipulations in these countries have been successfully demonstrated. This M-score serves as 

a dependable tool for investors, aiding them in decision-making and validating the 

trustworthiness of accounting information within financial reports. Furthermore, it plays a 

crucial role for banks and other financial institutions by safeguarding them against fraud or 
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potential cases of uncollectible lending”. To conclude with, M-score is a reliable model and 

different researchers have used it in different parts of the world with same convincing results. 

2.3.2.3.Manipulator and Non-Manipulator Companies Listed in Pakistan 

It is the third objective of the research study and it depicts that “the goal is to assess the 

likelihood of financial manipulation in the financial statements of various companies, 

distinguishing those at high risk from those with minimal risk. Previously, researchers explored 

this research objective to ascertain if the M-score has the capability to meet this goal. While 

the list of researchers is extensive, the efforts and findings of certain researchers are 

summarized here”: 

M-Score Implementation to Identify Manipulator Companies 

One of the researchers, Miharsi et al., (2024), conducted research “to determine the 

financially manipulated companies and separate them from those which had not committed any 

financial manipulation. The objective of the study was to assess the effectiveness of the Beneish 

M-score in identifying financially manipulated companies and apart them from those whose 

financial information in the financial statements was transparent. The research data pertained 

to companies engaged in fraudulent activities (manipulating companies) as documented in the 

Fraud Database of Sanctions of Issuer Cases Public Companies, released by the Financial 

Services Authority between 2001 and 2014 (Rahimian & Hajiheydari, 2019). To establish a 

basis for comparison, the financial data of companies that did not engage in fraud (non-

manipulating companies) during the same period and within the same industries were also 

included (Rahimian & Hajiheydari, 2019). The research dataset comprised financial statements 

of companies involved in fraudulent activities, as reported by the Capital Market Supervisory 

Agency or the Financial Services Authority (FSA) between 2001 and 2014 (Magdalena & 

Tanusdjaja, 2018). The results indicated that a total of 35 companies were engaged in fraud 
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and considered as financially manipulated companies. To ensure a fair comparison, 35 

companies that did not commit financial fraud, non-manipulating companies, were also 

selected based on equal asset levels (Miharsi et al., 2024)”. The objective was to analyze all 

the companies. 

DSRI (days sales receivable index) values “ranged from a minimum of 0.000 to a 

maximum of 15.845 for financially manipulated companies engaged in financial fraud and 

1.367 was recorded as an average with 2.576 marked as standard deviation. In contrast, non-

financially manipulated companies exhibited DSRI values between 0.103 and 3.036, with an 

average of 1.111 and 0.470 as standard deviation (Sanad & Al-Sartawi, 2021). GMI values for 

financially manipulated companies involved in fraudulent activities, varied from -81.180 to 

48.335, with an average of 0.601 and a standard deviation of 16.349. Financially non-

manipulated companies, committing no fraudulent activities, on the other hand, showed GMI 

values ranging from -18.928 to 26.811, averaging 0.902 with a standard deviation of 6.517 

(Magdalena & Tanusdjaja, 2018). The DEPI values for financially manipulated companies 

carried fraudulent activities ranged from -728.537 to 1.732, with an average of -21.281 and a 

standard deviation of 123.117. Financially non-manipulated companies exhibited DEPI values 

between 0.002 and 1.434, with an average of 0.923 and a standard deviation of 0.232 

(Magdalena & Tanusdjaja, 2018)”. The variables of the model produced meaningful results. 

In addition to that, principal component analysis (PCA) was conducted on “variables 

of the Beneish M-Score model. The SGI component was excluded from explanatory factors 

due to its negative value. Variables used for fraud detection in the Beneish M-Score Model 

included LVGI, TATA, SGAI, DEPI, AQI.GMI and DSRI (Sanad & Al-Sartawi, 2021). To 

evaluate the research model's suitability, the Chi-Square Homer and Lemeshow Goodness of 

Fit statistic was employed. The logistic regression tested revealed a Chi-Square Hosmer and 
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Lemeshow Goodness of Fit value of 5.459 with a significance value of 0.708 (sig> 0.05). This 

indicated that the developed model fit the data used in the study, suggesting that the binary 

model was acceptable and suitable for further analysis (Miharsi et al., 2024). The findings 

indicated that, overall, the Beneish M-score model successfully identified financially 

manipulated companies and differentiated them from those which were non-manipulating 

companies (Rahimian & Hajiheydari, 2019). Significant factors in detecting financially 

manipulated companies included the gross margin index, depreciation index, sales and general 

administrative burden index, and total accruals. Conversely, the sales index, asset quality index, 

and leverage index were found to be statistically insignificant”, in detecting financially 

manipulated companies. 

There was another researcher who conducted similar research. Narsa et al., (2023) 

“conducted a research study on the detection of financially manipulated with the help of M-

score and its independent variables. The objective of the study was to determine the companies 

which had financially manipulated their financial statements and separate them from those 

which had not committed any fraudulent activities and considered non-manipulated companies. 

Several tools were developed to identify financial statement fraud resulting from financial 

manipulation. One such tool was the Beneish M-Score model, designed for financial forensics 

to assess the likelihood of financial manipulation in companies' financial statements (Sutainim 

et al., 2021). The model demonstrated its effectiveness by detecting 76% of firms as 

manipulator companies as these companies were engaged in financial manipulation that faced 

accounting enforcement actions from the U.S. Securities and Exchange Commission (U.S. 

SEC). Additionally, it successfully identified 71% of major fraudulent financial reporting 

scandals in manipulated companies in the United States before public announcement (Narsa et 

al., 2023)”. The application of the variables was studied in depth. 
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The continued reading of the research study revealed that “the study evaluated the 

reliability of the Beneish M-Score model in detecting financially manipulated companies 

having financial manipulation and financial statement fraud committed by Malaysian public 

listed companies before public disclosure (Sutainim et al., 2021). The research sample 

comprised all publicly listed companies on Bursa Malaysia that were identified and accused of 

engaging in fraudulent financial reporting by the Malaysian Securities Commission from 1993 

to 2014. The selection of these companies was based on information obtained from the 

Malaysian Securities Commission's website, which extensively disclosed companies charged 

for violations of various Securities Commission Acts and Regulations (Siregar et al., 2023). To 

ensure the consistency of the sample with the offense of fraudulent financial reporting, only 

companies found to have violated Section 122A, Section 122B, Section 122C, Section 122D 

of the Securities Industry Act 1983, and Regulation 4 of the securities Industry (Compliance 

with Approved Accounting Standards) Regulation 1999, specifically related to fraudulent and 

misrepresented financial statements, were included (Siregar et al., 2023). The sample included 

17 public listed companies, where directors and top management were charged and prosecuted 

by the Securities Commission Malaysia (SC) for fraudulent reporting and misstatements from 

1996 to 2014 (Sanad & Al-Sartawi, 2021)”. 

The researchers further stated that “information about companies involved in different 

breaches of the Securities Commission Act and Regulations was gathered from diverse sources, 

including the Enforcement Actions list, which was categorized into criminal prosecutions, civil 

actions, regulatory settlements, and compounded cases (Khatun et al., 2022). These sources 

were accessible through the Malaysian Securities Commission's website. The details of these 

companies were meticulously reviewed and screened to identify relevant publicly listed 

companies that had violated Section 122A (Podder et al., 2022). Following the review, it was 

determined that 19 publicly listed companies had engaged in fraudulent financial reporting, 
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contravening the Securities Commission Act and Regulations between 1993 and 2014 (Podder 

et al., 2022). Quarterly and final year financial statements for two consecutive periods (the 

fraud period and the period preceding the fraud) pertaining to these 19 companies involved in 

fraudulent reporting were acquired from Bursa Malaysia's website (Khatun et al., 2022). Two 

out of the 19 companies were excluded from the sample one due to committing fraudulent 

reporting in the same year after being listed on Bursa Malaysia, and the other due to insufficient 

financial statement data”, for applying the Beneish M-Score model (Ahmed et al., 2022). 

The in-depth study of the research indicated that “Beneish M-Score model, used to 

detect financially manipulated companies, necessitated two consecutive periods of the 

company's financial statement data, the period during which the fraud occurred and the 

preceding period (Haryadi et al., 2026). Consequently, a final sample of 17 publicly listed 

companies implicated in fraudulent reporting underwent examination for financial 

manipulation using the Beneish M-Score model (Hossain et al., 2022). Data extracted from the 

pertinent fraudulent and misrepresented financial statements for two consecutive periods were 

employed to compute the Beneish M-Score total. The results indicated that the Beneish M-

Score model was dependable, detecting manipulated companies and separating them from 

those which were non-manipulated and had not done any financial manipulation and financial 

statement fraud (Sutainim et al., 2021). The percentage of companies identified by M-score 

involved in the financial manipulation and considered as manipulated companies was of 82%, 

indicating that 14 out of the 17 listed companies charged for fraudulent financial reporting 

(Narsa et al., 2023)”. The variables of the model produced meaningful results here. 

The researchers further stated that “these findings endorsed the use of the Beneish M-

Score model by company management to identify manipulated companies, irregularities in 

financial reports, allowing adjustments before submission to Bursa Malaysia and averting 
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potential reputational damage. The model was also beneficial for both prospective and existing 

shareholders in making informed investment decisions and reducing the risk of losses due to 

fraud (Kamaluddina et al., 2019). Furthermore, the study suggested that researchers, auditors, 

and enforcement agencies could apply the model as an effective detection tool to flag 

potentially financially manipulated companies and fraudulent reporting companies in Bursa 

Malaysia for further investigation and enforcement action (Rahimian & Hajiheydari, 2019)”. 

The findings illustrated the productive use of independent variables of M-score. 

M-Score Implementation to Identify Manipulator Companies in Asia 

A group of researchers, Arman and Sharmin, (2019), also did a “detailed research 

analysis on identifying the manipulated companies involving fraudulent financial activities and 

fraud on Bangladeshi companies, with the help of M-score and its fraud indicators. According 

to them, the manipulation of financial statements involved purposeful and often malicious 

adjustments of financial records to meet predetermined objectives. Motivation for such actions 

might include achieving budgetary targets and rewarding senior managers with substantial 

incentives, representing a classic example of conflicts of interest. Bangladesh had witnessed a 

recent surge in the frequency and severity of such financial manipulations (Sakib, 2019). In 

response to this trend, the concerned board of directors was actively seeking enhanced 

surveillance techniques to more effectively detect financially manipulated companies”, and 

investigate potential financial frauds (Siregar et al., 2023). 

The continuation of the research study showed that “in their proactive approach against 

financial statement manipulation and identifying the manipulated companies, the board of 

directors was actively searching for warning signs. The current empirical study addressed that 

need by providing a profile of companies likely to manipulate their financial statements (Sharif, 

2023). The study utilized data from the 2016-2017 financial reports of 105 companies listed on 
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the Dhaka Stock Exchange (DSE), excluding banks and non-banking financial institutions. The 

present research employed data from companies listed on the Dhaka Stock Exchange, and M-

scores were subsequently computed using the Beneish M-score. Subsequently, a multiple linear 

regression (MLR) model was constructed using SPSS, with the probability of financial 

manipulation (derived from the M-score using a cumulative normal table) as the dependent 

variable (Al-Hashedi & Magalingam, 2021). The independent variables were sourced from 

financial statements” and were not utilized in the Beneish model. 

The research study further indicated that, “multiple linear regression was a widely used 

statistical method for examining the relationship between a single continuous dependent 

variable, in this case, the probability of financial manipulation or manipulated company, and 

several independent or predictor variables (Ramadhani et al., 2025). The MLR procedure 

assigned weights to these predictor variables to optimize prediction, with the weights indicating 

the relative contributions of the predictor variables to the overall forecasting. Additionally, 

these weights, also known as coefficients, aid in interpreting the impact of each variable in the 

forecasting process (Weygandt et al., 2025). Furthermore, a binomial logistic regression model 

was created using SPSS, where the dependent variable indicated whether a company is likely 

manipulator and engaged in financial manipulation or not. Companies with M-scores greater 

than -2.22 were classified as likely manipulators. The independent variables included data not 

previously considered in the Beneish model. Logistic regression was a specialized form of 

regression where the dependent variable was discrete rather than continuous (Akra et al., 2020). 

In this study, a binary logistic model was developed, where the dependent variable was 

dichotomous, taking values of 1 and 0 (1 if the company was likely manipulator and 

manipulating financial statements; 0 otherwise). The interpretation was akin to linear 

regression, though there were some differences” (Rykaczewski et al., 2022). 
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The data of the research study which was intended for input into the Beneish model 

was “gathered from the annual reports of companies listed on the Dhaka Stock Exchange 

(DSE). Despite there being over 500 companies listed on the DSE, not all of them provide their 

data through annual reports on their websites. Additionally, the analysis excluded banks and 

non-banking financial institutions, resulting in a total of 104 companies' data being examined 

for the years 2016-2017 (Kranacher & Riley, 2019). The likelihood of financial manipulation 

was quantified using the Beneish M-score model. The results indicated a maximum M-score 

of 7.06 and a minimum of -8.98, where higher scores suggested an increased likelihood of 

financially manipulated companies (Sutainim et al., 2021). Using a cut-off point of -1.78, 

twenty-five companies were identified as suspected of being manipulated due to financial 

manipulation and fraudulent activities., while using a cut-off point of -2.22, fifty-seven 

companies were deemed likely manipulators” (Sutainim et al., 2021). 

The research study highlighted that “subsequently, a logistic model was developed to 

explore the relationship between the likelihood of financially manipulated companies and 

various company-specific variables not explicitly considered in the Beneish M-score model 

(Mollah & Sakib, 2020). The findings were expected to contribute to the analysis of profiles of 

companies prone to financial manipulation, thereby enhancing corporate governance practices 

in emerging economies like Bangladesh (Kamaluddina et al., 2019). The Beneish M-score 

served as one of several quantitative tools complementing quantitative as well as qualitative 

techniques for evaluating the reliability of financial reporting and identifying the manipulator 

companies (Arman & Sharmin, 2019). This eight-component model had been widely adopted 

by both corporate analysts and academic researchers globally to identify companies prone to 

financial manipulation and fraudulent activities. In a cross-sectional analysis involving over 

100 companies listed on the Dhaka Stock Exchange (DSE), approximately half of them were 
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identified as likely manipulators, using an M-score cut-off point of -2.22 (Kamaluddina et al., 

2019)”. Beneish M-score model and its independent variables were studied in depth. 

In this research study, “subsequent analysis aimed to profile these companies in terms 

of characteristics not explicitly considered in the Beneish M-model (Hołda, 2020). The 

multiple linear regression model, with the likelihood of manipulator companies and financial 

manipulation as the dependent variable, highlighted several statistically significant variables, 

including age, extent of government ownership, and the sector of the company (Lotfi & Aghaei, 

2018). Additionally, the binary logistic regression model identified a few statistically 

significant variables, such as age, short-term loans, and the percentage of shares owned by the 

general public. Interestingly, both models revealed a similar pattern in the relationship between 

age and the likelihood of being a manipulator company due financial manipulation (Hakimah 

et al., 2019). The study found a positive relationship between the likelihood of being a 

manipulator company due financial manipulation and the age since incorporation, while the 

relationship with age since listing on the DSE was negative (Zelin, 2018). This pattern 

suggested that as a company matures, the likelihood of being a manipulator company due 

financial manipulation increased”, but once listed, this likelihood decreases, possibly due to 

enhanced disclosure. 

The researchers suggested that “to enhance the study's scope, future research could 

include data spanning multiple years and address issues of reporting bias and selectivity bias. 

The current limitation was lying in the availability of financial data, primarily from prominent 

and well-established firms due to the poor state of corporate governance (Arman & Sharmin, 

2019). A more extensive sample size, encompassing poorly performing companies, could 

provide deeper insights into the quality of financial reporting. Additionally, the inclusion of 
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non-listed companies would enrich the sample and facilitate more in-depth analysis (Sakib, 

2019)”. M-score could be of valuable use in such a research study. 

M-Score Implementation in Indonesian Companies 

A group of researchers decided to apply the “modified M-score on the listed 

manufacturing companies of Indonesia to detect the manipulator companies due to financial 

fraud and fraudulent activities. Narsa et al. (2023) integrated the fraud triangle concept with a 

customized Beneish M-score to identify factors influencing financial management and 

motivating companies to commit financial fraud. The modified M-score formula utilized in this 

study incorporated five original ratios and four additional ones (Aviantara, 2023). Beneish 

(1999) employed eight ratios to identify manipulator companies, financial manipulation and 

fraudulent activities and categorized companies based on financial statement fraud. The M-

score consisted of eight independent variables, which Beneish (1999) said were the 

independent fraud indicators, based on the accounting ratios. These powerful accounting ratios 

indicated a relationship with manipulator companies and financial manipulation”. The use of 

the accounting ratios proved fruitful and productive. 

Beneish's research was rooted in the accounting standards and “policies of the United 

States in 1999. While Beneish's formula had been widely employed and tested, results have 

shown variations, prompting the need for modifications to enhance accuracy (Afifa et al., 

2021). The study introduced four new ratios derived from the research, which would serve as 

the basis for categorizing companies as manipulator companies (engaging in financial 

manipulation) or not. The added ratios were CAT, FAR, EC, and AO (Aviantara, 2023). Recent 

studies investigating manipulator companies due to financial fraud also leveraged the Beneish 

M-score to detect financial statement fraud (Afifa et al., 2021). These studies presented a 
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compelling argument that the Beneish M-score was particularly effective in predicting black 

manipulator companies” and financial manipulation. 

The study examined a sample of “284 manufacturing companies listed on the Indonesia 

Stock Exchange from 2017 to 2019. The data employed in the study was secondary and 

originated from financial and annual reports of manufacturing companies listed on the 

Indonesia Stock Exchange for the years 2017–2019 (Narsa et al., 2023). Various websites were 

also accessed to compile the data. In examining the impact of financial stability, leverage, 

financial targets, industry nature, supervisory effectiveness, and auditor changes on financial 

manipulation and manipulator companies in manufacturing sector companies listed on the 

Indonesia Stock Exchange from 2017 to 2019, this study employed multiple logistic regression 

analysis (Aviantara, 2023). Logistic regression was chosen due to the categorical nature of the 

dependent variable (manipulator vs non-manipulator), as recommended to mitigate potential 

bias arising from group differences (Jain & Bose, 2023). Classical assumption tests for 

normality on the independent variables were not conducted since multiple logistic regression 

analysis did not necessitate it. Nevertheless, multicollinearity was also assessed, ensuring that 

the independent variables lacked correlation (Kabwe, 2023). Alongside logistic regression, an 

additional t-test was executed to enhance confidence levels and verify the robustness of results. 

In the t-test, the sample was divided into manipulators and non-manipulators, and each fraud 

component was compared between the two groups (Narsa et al., 2023). Statistical analyses 

were carried out using SPSS”, to have the best and productive results. 

Through logistic regression tests and t-tests, the “findings revealed that asset growth, 

changes in receivables to sales, and auditor changes exhibited a negative correlation, while M-

score’s debt ratio showed a positive correlation with manipulator companies and financial 

manipulation. Furthermore, M-score return on assets showed no significant relationship with 
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fraudulent companies and financial manipulation (Aviantara, 2023). In essence, companies 

engaging in financial manipulation faced increased leverage pressure and had fewer 

independent commissioners (Afifa et al., 2021). This study was groundbreaking in its 

application of the modified Beneish M-score model for detecting manipulator companies, 

financial manipulation and fraudulent activities in Indonesian manufacturing companies. The 

model's effectiveness established it as a valuable tool for detecting manipulator companies and 

fraud; and was anticipated to contribute to future research endeavors (Narsa et al., 2023)”. The 

model proved to be effective and could be used for better results.  

M-Score Implementation to Identify Manipulator Companies in Ghana 

There was another researcher named, Adu-Gyamfi (2020), who “conducted extensive 

research on investigating the listed companies on Ghana Stock Exchange to identify the 

financial statement fraud and manipulator companies due to fraudulent activities. The study 

aimed to identify potential manipulator companies due to financial manipulation among 

companies listed on the Ghana Stock Exchange (Adoboe-Mensah et al., 2023). It sought to 

determine the extent to which different-sized companies employ creative accounting practices 

and explore any correlation between share prices and earnings manipulation. The dissertation 

explored the potential for financial manipulation within non-banking and finance companies 

listed on the Ghana Stock Exchange. Its aim was to uncover the manipulator companies due to 

financial manipulation and extent of fraudulent activities among these listed companies and to 

ascertain whether smaller companies, in comparison to larger ones, were more involved in 

manipulating financial information”, in the financial statements from 2011 to 2016 ((Khatun 

et al., 2022).  

The continued reading of the research study revealed that “the research also sought to 

understand the relationship between financially manipulated companies, financial 
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manipulation and the share prices of the sampled listed companies, exploring whether this 

correlation differed based on company size (Kukreja et al., 2020). By employing Beneish’s M-

Score model for analysis, the study identified listed companies that manipulated their financial 

statements between 2011 and 2016, providing a valuable tool for investors to make informed 

investment decisions and contribute to the stability of the Ghanaian stock market. Through 

correlation analysis, the dissertation further examined the connection between financial 

manipulation (M-score) and the share prices of the sampled companies (Ahmed et al., 2022). 

The findings had the potential to guide both potential and existing investors in making 

profitable investment decisions”, while minimizing associated risks. 

The extensive research of the aforementioned researcher “focused on 22 out of 41 listed 

companies, examining financial data from 2011 to 2016 obtained from their published financial 

statements, the Ghana Stock Exchange website, and the Annual Report Ghana website 

(Adoboe-Mensah et al., 2023). In this quantitative research methodology, financial data 

extracted from the financial statements of the selected listed companies were utilized. The 

accuracy of the secondary data collected was ensured by sourcing published financial 

statements and annual reports directly from the websites of the sampled listed companies, the 

Ghana Stock Exchange, and the Annual Reports Ghana websites (Hossain et al., 2022). The 

researcher opted against using primary data, as the financial information required for the 

analysis was readily available through published sources. Moreover, the chosen research 

methodology did not necessitate the use of primary data. Drawing on insights from Beneish 

(1999), the M-Score, a quantitative method, was applied. This method utilized financial 

statement data to assess the authenticity of a firm's earnings”, and identify potential earnings 

manipulations.  
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One of the researchers came out with a statement and defined the concept of correlation 

coefficient. As per the researcher, Kovshun et al. (2024), “the correlation coefficient was a 

metric for gauging the linear association between two variables. The primary objective of this 

quantitative research was to ascertain whether public companies listed on the GSE engaged in 

financial manipulation and needed to be declared as manipulator companies; and to explore the 

correlation between manipulator companies, financial manipulation and share prices (Bimpong 

et al., 2020). Out of the approximately 41 companies listed on the GSE as of December 31, 

2016, 22 were included in the analysis, with a specific exclusion of all banking and finance-

related companies”, in this quantitative research. 

Using the Beneish M-score model for the period 2011-2016, the “findings revealed that, 

on average, 26.2% of the sample engaged in creative accounting and needed to be declared as 

financially manipulated companies (Adu-Gyamfi, 2020). Additionally, small companies 

showed a higher average (28.4%) of financial manipulation compared to big companies 

(25.4%) during the same period. However, statistical analysis using the Mann-Whitney U test 

indicated no significant difference in the level of manipulator companies due to financial 

manipulation between small and big companies (Adoboe-Mensah et al., 2023). Spearman’s 

correlation analysis, conducted on the entire sample and separately on small and big companies, 

showed no significant relationship between manipulator companies, financial manipulation and 

share prices (Kukreja et al., 2020). The quantitative research shed light on the prevalence of 

financial management in Ghana's public companies and evaluated the effectiveness of the M-

score model in detecting such manipulator companies. The evidence of creative accounting 

emphasized the need for stricter measures to curb these practices, ensuring the stability of the 

Ghanaian stock market”, and safeguarding investor interests (Bimpong et al., 2020). 
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The Beneish M-score model proved “effective in predicting the likelihood of financial 

manipulation within listed companies in Ghana and the need to declare them as manipulated 

companies (Mollah & Sakib, 2020). However, its applicability was limited to companies with 

diverse fixed or long-term assets, encompassing not only property, plant, and equipment but 

also other elements like long-term investments and intangible assets” (such as goodwill and 

patent rights).  

In scenarios in which fixed assets solely consisted of “property, plant, and equipment, 

or where total assets were equivalent to current assets and property, plant, and equipment, the 

computation of the Asset Quality Index, a crucial component of the M-score formula, became 

unfeasible and might result in an undefined outcome (Jain & Bose, 2023). This limitation was 

evident in the computation of M-scores for Transol Solutions Limited, Fan Milk Limited, 

African Industries Limited, Clydestone (Ghana) Limited, and Cocoa Processing Company 

Limited. This quantitative research offered valuable insights into the prevalence of financial 

manipulations among listed companies in Ghana. The revealed instances of manipulator 

companies due to financial manipulation served as a wake-up call for regulators, auditors, and 

investors, urging them to adopt more stringent measures when dealing with companies listed 

on the Ghana Stock Exchange (Ratmono et al., 2020). Additionally, the research contributed 

substantial knowledge on the application of the M-score model and highlights the specific 

circumstances”, in which it was most appropriate. 

The research findings underscored a potential lack of attention or effectiveness “on the 

part of various stakeholders responsible for ensuring the authenticity and manipulation-free 

nature of financial statements published by companies on the GSE (Subiyono & Suardi, 2020). 

Companies identified as having manipulated their financial information in the financial 

statements in this research had yet to be detected and penalized, indicating a gap in the tools or 
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processes used by these stakeholders. This aligned with the findings of (Kukreja et al., 2020), 

who estimated a high probability (approximately 97.61%) of the U.S. Securities and Exchange 

Commission”, failing to detect fraud. 

M-Score Implementation to Identify Manipulator Companies in Europe 

Another researcher, (Maniatis, 2022), “performed the analysis, using the M-score and 

its eight independent variables, on the companies listed on the stock exchange of Athens to 

detect the manipulator companies due to financial manipulation and identify the probability of 

financial fraud in such companies. The paper sought to identify whether companies listed in 

the overall index of the Athens Stock Exchange Market might have manipulated their financial 

statements and engaged in financial manipulation between 2017 and 2018. This study aimed 

to investigate the likelihood of financial statement fraud through financial manipulation in 

Greece from 2017 to 2018, employing the Beneish model. The Beneish model, as introduced 

by Beneish in 1999, utilized eight variables derived from information present in the financial 

statements (including the balance sheet and income statement) of the companies under 

examination (Halilbegovic et al., 2020). The findings of this study had the potential to 

contribute to the existing literature on financially manipulated companies and financial fraud 

in Greece, as there was a scarcity of recent research”, on this specific topic (Gyawali, 2021).  

The continuation of the research study showed that “the sample encompassed all 

company stocks listed in the General index of the Athens Stock Exchange Market during the 

period from 2017 to 2018. In this research, the sample comprises selected companies listed in 

the general index of the Athens Stock Exchange Market as of August 31st, 2019, utilizing data 

extracted from their published financial statements for the years 2017 and 2018 (Lehenchuk et 

al., 2020). The general index, composed of 60 companies, stood out as the largest among 

various indices. The inclusion of companies from the general index was deliberate due to their 



85 
 

 
 

numerical superiority over other indices and their representation across diverse commercial 

sectors (Kabwe, 2023). However, for model accuracy, financial services-related companies 

were excluded from consideration, aligning with Beneish's research, which did not encompass 

them (Lehenchuk et al., 2020)”. As a result, the selected sample did not consider five banks 

and three other financial services companies. 

By further looking at the research study revealed that “four additional companies were 

excluded from the sample due to the inapplicability of certain variables required for the M-

score calculation. Specifically, two of these companies reported zero revenue and/or cost of 

sales in either 2017, 2018, or both years, a characteristic often observed in consulting or 

construction sectors where the cost of sales may be nonexistent (Kabwe, 2023). In summary, 

the total sample was composed of 40 publicly listed companies. The stock market company 

symbols used in the Athens Stock Exchange Market and the corresponding company names 

were also included in the sample (Maniatis, 2022). Following the computation of the M-score 

for each company within the sample, the companies were divided into two groups based on 

their likelihood of engaging in financial manipulation and declaring as manipulator companies 

and differentiating them from non-manipulators (Ahmed et al., 2022). According to Beneish's 

model, a company with an M-score exceeding -2.22 was more likely to employ financial 

manipulation, while a score below -2.22 indicated a lesser likelihood of utilizing such 

techniques (Hossain et al., 2022)”. The application of variables was productive.  

As a result, the researchers reach out a conclusion that “companies with an M-score 

surpassing -2.22 were classified as manipulators, while those scoring below -2.22 are 

designated as non-manipulators. Considering all the aforementioned criteria, it was determined 

that 33 out of the 40 companies had an M-score below -2.22 and were therefore categorized as 

non-manipulators, having less likelihood of financial manipulation and earning management 
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(Meher et al., 2022). Meanwhile, seven companies exhibited an M-score exceeding -2.22, 

earning them the classification of manipulators. In essence, 82.5% of the sample was deemed 

unlikely to engage in financial manipulation, while 17.5% of the companies listed in the general 

index of the Athens Stock Exchange Market were identified as likely to manipulate their 

earnings (Podder et al., 2022). The results were based on the descriptive statistics for 

manipulators, non-manipulators”, and the overall sample. 

It was concluded that the sample of the selected companies “consistently strived to 

enhance the presentation of their financial statements and earnings potential to appeal to 

stakeholders, as their survival and success was dependent on investor funds, the ability to 

borrow at favorable rates, and customer satisfaction (Khatun et al., 2022). Consequently, during 

less profitable or loss periods, companies might feel pressure to explore alternative, and 

sometimes illicit, meant to mask unfavorable financial results. Deliberately misstating a 

company's financial information to create a misleading and overly positive financial image was 

deemed financial statement fraud (Hołda, 2020). To assess the significance of each variable 

independently in relation to the M-score, representing the Beneish model, least squares 

regression was employed. The same formula was applied for each of the eight variables (Emilia 

et al., 2020). With t-statistics values of 26.408 and 2.010, respectively, it was determined that 

the TATA and SGI variables exhibited a significant relationship with the M-score. While the 

Beneish model assessed the likelihood of financial statement fraud by the manipulator 

companies, resulting from financial manipulation, and the findings of this study regarding 

seven potential company manipulators hold significant importance, it was crucial to handle the 

information with care”. The application of M-score model along with its variables provided 

reliable results.  
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Conclusion 

The application of M-score and its accounting ratios have concluded that it is a 

dependable model and the results that are obtained from it are reliable. It further depicts that 

“the findings of the different researches expand the comprehension of financial manipulations 

in different countries and the robust performance of the M-score in detecting financial 

manipulations in these countries have been successfully demonstrated. This M-score serves as 

a dependable tool for investors, aiding them in decision-making and validating the 

trustworthiness of accounting information within financial reports. Furthermore, it plays a 

crucial role for banks and other financial institutions by safeguarding them against fraud or 

potential cases of uncollectible lending”. To conclude with, M-score is a reliable model and 

different researchers have used it in different parts of the world with same convincing results. 

2.3.2.4.Likelihood of Financial Manipulation in Pakistani Listed Companies 

The most significant indicator here is “the probability, as it serves to reveal whether 

companies are involved in significant financial manipulations. A strongly negative outcome 

from the M-score for a company signals a high likelihood of material misrepresentation in its 

financial statements (Holda, 2020). Thus, the goal is to identify and bring attention to those 

companies with a high probability of engaging in financial manipulations.  

M-Score and Likelihood of Financial Manipulation in Asian Companies 

To prove the M-score reliability and ability to detect whether the financial manipulation 

in the companies is high or low, Lotfi and Aghaei (2018), organized a research study on the 

listed companies of Tehran. Identifying financial fraud stood as a critical concern, as neglecting 

it could lead to both financial and non-financial repercussions for individuals and 

organizations. The study aimed to assess the effectiveness of the Beneish M-Score Model in 
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detecting whether the financial fraud within companies”, listed on the Tehran Stock Exchange 

was high or low (Magdalena & Tanusdjaja, 2018).  

It was extensive research which was consisted of 137 companies listed on “the Tehran 

Stock Exchange over an 11-year period (2005-2015). Logistic regression analysis was 

employed to test the research hypothesis with a significance level of 5%. The research belonged 

to the post-event research category, employing past information to test hypotheses. The 

analysis of data was conducted through logistic regression models using Eviews software 

(Weygandt et al., 2025). To scrutinize the data, normality tests and Probit analysis were 

applied. For testing the research hypothesis, regression assumptions were examined, followed 

by the use of a multivariate regression model. The research encompassed all companies listed 

on the Tehran Stock Exchange, with a sample comprising 137 companies across various 

industries (Faisal et al., 2024). The M-Score Beneish model was utilized to detect whether these 

companies had high or low likelihood of financial manipulation in their financial information”, 

presented in the financial statements (Wahid, 2019).  

The discussion stated that in “descriptive statistics, the mean served as the primary 

indicator, representing the balance point and center of distribution. It provided a reliable 

measure of data centrality. For instance, the mean value for an independent fraud indicator 

gross margin index was 1.202, indicating that the majority of data clusters around this point 

(Matinheikki et al., 2022). Another central indicator was the median, reflecting the sample's 

status. In this case, 0.605 was the median for total accruals to total assets, signifying that half 

of the data fell below this value, and the other half exceeded it. From all the fraud indicators, 

total accruals to total assets had the lowest average level at 0.888, while days sales receivable 

index had the highest at 7.469. Furthermore, total accruals to total assets and days sales 
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receivable index exhibited the lowest and highest median levels, with values of 0.605 and 

7.055, respectively (Tewari and Ramanlal, 2022)”. 

The further in-depth analysis of the research study revealed that “the management's 

distortion process was deliberately well-organized, routine auditing methods struggled to 

uncover fraudulent practices. Thus, establishing criteria and compiling indicators for fraud 

detection became a crucial and significant endeavor (Kayikci et al., 2022). In recent years, 

global organizations had developed numerous laws and regulations pertaining to fraud 

detection, prevention, and reporting. The M-score Beneish model had emerged in response to 

this need and had been widely utilized in the analysis of likelihood of high or low fraudulent 

financial activities (Xu et al., 2018). Consequently, the research aimed to assess the M-score 

Beneish model's effectiveness in detecting fraud within the financial statements of companies 

listed on the Tehran Stock Exchange. The study encompassed all companies listed on the 

Tehran Stock Exchange, with a sample of 137 companies from 2005 to 2015 (Svabova et al., 

2020). The findings indicated that the accuracy of the Beneish M-Score model in identifying 

whether the likelihood of the financial manipulation and fraudulent financial reporting was 

high or low resulted at 66.03% accurate (Vousinas, 2019)”. The financial manipulation was 

detected by the variables applied. 

The detailed study of the research showed that “the research hypothesis was tested using 

the logistic regression method. The findings revealed that, based on the logistic model, the 

accuracy percentage for detecting the high or low likelihood of fraudulent and non-fraudulent 

financial reporting was 20.67% and 80.16%, respectively. In general, it could be argued that, 

the M-score Beneish model was suitable tool for detecting likelihood of financial fraud on the 

Tehran Stock Exchange (Hakimah et al., 2019). Like every research, this research also some 

limitation. Limitations of the research included the omission of inflation and price level change 
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effects, a restricted time frame, and a lack of industry-specific separation. Despite these 

limitations, the encouraging results suggested the need for further research to increase the 

accuracy above 80% level to identify whether the likelihood of financial manipulation and 

fraudulent activities in the financial statements of the listed companies of Tehran was high or 

low (Lotfi & Aghaei, 2018)”. 

M-Score and Likelihood of Financial Manipulation in European Companies 

Another researcher, Knežević (2018), “conducted research on the super league football 

clubs of Serbia, with the help of M-score and its accounting ratios, to identify whether the 

probability of financial information manipulation in the financial statements of these clubs was 

high or low, indicating the chances of financial fraud which could lead to financial destruction 

for these clubs. The primary aim of financial reporting was to safeguard the interests of 

investors and creditors through the disclosure of objective and unbiased financial information. 

The importance of high-quality financial reporting had grown substantially due to various 

accounting manipulations and numerous corporate scandals (Al-Hashedi & Magalingam, 

2021). These scandals had underscored the limitations of audits in detecting financial fraud, 

highlighting the need for forensic accounting. Financial statements served as the primary 

source of financial information for analyzing a company's business performance. In the study, 

the research sample was of 13 Super League sport clubs in the Republic of Serbia, with the 

objective of investigating whether the financial statements of these clubs had high or low 

probability of financial manipulation”, due to potential earnings manipulation (Weygandt et 

al., 2025).  

The findings indicated that a “significant number of clubs revealed high probability of 

financial misstatements in their financial reports. The values of the accounting ratios of M-

score further indicated that these values could signal problematic areas within the company's 
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operations or inaccuracies in the financial reports (Ramadhani et al., 2025). Let's start by 

examining the findings for the football club named RAD. The first index which was days sales 

receivable for the club did not exhibit high likelihood of financial manipulation, except for the 

year 2013, where customer receivables surged nearly 18 times compared to 2012 (Ozkale & 

Ozdemir, 2022). The other significant index of M-score was assets quality index, this index 

revealed that high likelihood of financial manipulation predicted in the years 2011, 2013, and 

2014, with the index surpassing 1, possibly indicating a higher share of deferred costs. The 

index named sales growth”, evidenced growth in 2010 and 2012 (Safta et al., 2021). 

For the football club Crvena Zvezda, DSRI (days sales receivable) was the “concerning 

indicator which increased over four periods. Additionally, the gross profit index showed a 

deterioration in gross profit value when the current account differential over the previous year 

crossed 1 (Akra et al., 2020). For the oter football club named, Partizan football club, it faced 

challenges with one of the indexes called days sales receivable index, which displayed 

noticeable year-to-year growth, suggesting a high likelihood of financial manipulation and 

potential overestimation of income and profit (Kranacher & Riley, 2019). The GP index of this 

club faced significant growth in 2014. From 2010 to 2013, the AQI consistently exceeded 1, 

raising a potential red flag regarding the proper valuation of assets. The income value slightly 

increased each year (Faisal et al., 2024). The other index related to depreciation was 

problematic across all observed years, with values greater than 1, indicating high likelihood of 

financial manipulation and potential profit increase”, through manipulation of the depreciation 

rate and asset useful life (Wahid, 2019). 

One of the sports club, Vojvodina sports club, among the Beneish M-score model 

variables, “did not show problematic values for its accounting ratios and fraud indicators like 

days sales receivable, gross profit and gross margin indexes (Matinheikki et al., 2022). 
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However, the other indexes like AQI and DEPI exceeded prescribed standard values and 

pointed towards the high likelihood of financial manipulation. Another football club, Čukarički 

recorded significant increases in the fraud indicators of M-score compared to the previous year 

(Tewari & Ramanlal, 2022). Similarly, another football club, Spartak Ždrepčeva krv 

experienced issues such as decreased gross profit, overstated income, inadequate depreciation 

rate, write-off value of fixed assets, and useful life manipulation. The football club, Borac, 

showed that day’s sales receivable index had significant oscillations in 2014, with the indicator 

being approximately 20 times higher than in other years. Similarly, the sales growth index 

showed abnormal growth in 2010 and 2013 (Kayikci et al., 2022). The depreciation index in 

2014 increased by more than 3 times, indicating high likelihood of financial manipulation and 

potential profit increase”, through fixed asset manipulation. 

The football club, Mačva, faced a “substantial increase in the ratio of DSRI from 

customers in 2012, with the value being 39 times higher than other years. The club, Napredak, 

recorded a significant increase in days sales receivable index in 2010 and 2011, and the DEPI 

in 2012 showed up to 5 times higher growth compared to other observed years, suggesting high 

likelihood of financial manipulation and potential profit increase through constant asset 

manipulation (Svabova et al., 2020). In summary, there were notable differences among 

football clubs in terms of the significant accounting ratios of M-score, when applied on the 

financial information of these football clubs. Their behaviors during this period exhibit 

significant oscillations (Vousinas, 2019). The aim of the conducted research was to pinpoint 

potential areas of financial manipulation to identify whether these areas had the high or low 

probability of financial manipulation within financial statements (Zelin, 2018). The Beneish 

M-score model had been employed to assess the probability that sampled sports clubs had 

financially manipulated their financial information. The model had highlighted discrepancies 

in the disclosure of liquidity, profitability, turnover of business assets, income, write-off of 
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assets, and the value of net earnings (Hakimah et al., 2019). These outcomes were attributed to 

the “subpar quality of financial reporting and the application of IFRS and other accounting-

related legislation in the Republic of Serbia. To mitigate occurrence of financial manipulations, 

it was essential to enhance quality of financial reporting, ensure consistent adherence to 

legislation, and improve the efficacy of audit procedures (Knežević, 2018)”. The application 

of M-score model and its independent fraud detecting variables produced the results which 

were reliable and trustworthy. 

M-Score and Likelihood of Financial Manipulation in African Companies 

One of the researchers named, Marais et al. (2023), conducted a research study on the 

“companies of South Africa to detect the likelihood of financial manipulation in these 

companies. The primary objective was to determine whether these companies had modified 

their books and financial records and there was high or low likelihood of financial manipulation 

in such companies which could lead to big financial scam and fraud. The study stated that in 

recent times, South Africa had witnessed several significant instances of financial statement 

fraud. To aid stakeholders in fraud detection, the study examined the effectiveness of the 

Beneish M-score and the Dechow et al. F-score in identifying fraud within the South African 

context (Narsa et al., 2023). The study also delved into similarities in financial manipulation 

and earnings management characteristics between false positives and companies engaged in 

financial fraud”. The research tried to make an in-depth analysis through this research study.  

For this in-depth analysis, the study re-evaluated the “models' coefficients using current 

South African data to assess if this enhanced their predictive capabilities. Utilizing a sample of 

23 manipulated and 2,320 non-manipulated observations from 2006 to 2018, the study revealed 

that both scores demonstrated low likelihood of financial manipulation, sensitivity and 

precision (Adoboe-Mensah et al., 2023). False positives exhibited comparable or higher 
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financial and earnings management characteristics compared to manipulative companies. The 

study took the entire population of 330 non-financial companies listed on the main board of 

the JSE (Stock Exchange of Johannesburg) from 2006 to 2018. Financial companies were 

excluded from the study, as the M-score was initially developed for non-financial firms 

(Kukreja et al., 2020), and financial firms were subject to different regulatory requirements that 

might influence the calculation outcomes (Yousef & Al-Fatlawy, 2023). The choice of ending 

the sample in 2018 allowed regulators ample time to investigate suspected irregularities, 

considering the mean and median time between fraud and the issuance of an enforcement 

action. As per analysis, 2.41 years was the median period from violation to the first enforcement 

action in the US”, and allowed for a two-year gap (Al Shammari, 2019). 

In the South African context, studies had “utilized measures such as qualified audit 

opinions, small losses, and high likelihood of financial manipulation and earnings distribution 

discontinuities as proxies for financial statement manipulation instead of relying on 

enforcement actions (Narsa et al., 2023). Notably, there was a lack of data on the duration it 

took for the panel of FSCA and FRIP to issue an enforcement action or equivalent. 

Consequently, the study accommodated a three-and-a-half-year gap for regulators to identify 

violations of financial manipulations, extending from 2019 to mid-2022 (Aviantara, 2023). In 

summary, the study involved an unbalanced panel of 330 firms over 13 years, representing 

2,775 firm-year observations. Financial data were sourced from Standard and Poor’s Capital 

IQ and Bloomberg databases, utilizing as originally reported, data to mitigate the risk of 

anomalies being removed during data restatement (Afifa et al., 2021)”. It was indeed a detailed 

analysis of the sampled firms. 

The further reading of the research study revealed that “the study examined four 

hypotheses related to the effectiveness of the M-score model in detecting high or low likelihood 
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of financial statement manipulation in the context of South Africa. The first hypothesis, which 

assessed the ability of the M- score to identify financial manipulation in SA, was not supported 

(Jain & Bose, 2023). The second hypothesis, based on previous studies was also not supported. 

Partial support was found for the third hypothesis, indicating that false positives shared similar 

or higher levels of discretionary accruals compared to financial manipulators (Kabwe, 2023). 

The fourth hypothesis, predicting that updating the coefficients of the M-score would enhance 

their ability to identify likelihood of high or low financial manipulators in SA, was partially 

supported”, with improvements in some aspects and drawbacks in others (Aviantara, 2023). 

The results of the research study were interesting and depicted that “in summary, 

hypotheses 1 and 2 were not supported, while partial support was found for hypotheses 3 and 

4. The study, using a sample of 23 manipulators and 2,320 non-manipulators from 2006 to 

2018, revealed limited accuracy in classifying financial manipulators (Adoboe-Mensah et al., 

2023). Further exploration into the financial manipulation and earnings management 

characteristics of false positives indicated that the models might be categorizing companies 

based on AEM (abnormal earnings manipulation) and financial earnings thresholds. However, 

extensive financial manipulation in terms of earnings management did not definitively indicate 

likelihood of financial fraud” (Narsa et al., 2023). 

The research offered several contributions. First, “it highlighted the M-score model for 

predicting high or low likelihood of financial manipulation and fraudulent financial reporting. 

It also suggested that regulators in South Africa might face challenges in identifying financial 

manipulator companies due to potential underreporting, resource constraints, and weak legal 

enforcement (Narsa et al., 2023). Second, the study advised researchers to report a diverse 

range of performance metrics to provide a comprehensive understanding of model strengths 

and weaknesses. Third, it contributed to the academic literature by investigating the financial 
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manipulation due to earnings management characteristics of false positives, revealing that the 

models tend to differentiate companies with high levels of financial manipulations due to 

earnings management rather than those committing fraud (Kabwe, 2023). Lastly, the study 

emphasized the need for more nuanced approaches in updating model coefficients, advocating 

for the incorporation of new variables that better distinguished between manipulator and non-

manipulator companies (Marais et al., 2023)”. 

On the flip side, every research has the limitations. Therefore, the research had the 

“limitations too. The research had limitations, suggesting avenues for future studies. It focused 

on only a model and incorporated information directly from financial statements, limiting its 

generalizability to other countries (Marais et al., 2023). Future research should assess model 

performance in various contexts and explore more sophisticated models. The study also 

considered only AEM and earnings thresholds, neglecting other types of financial and earnings 

management. Subsequent studies should delve into real financial and earnings management 

characteristics and identify additional thresholds relevant to the SA context (Yousef & Al-

Fatlawy, 2023). Additionally, future research could explore the inclusion of new variables to 

enhance model discrimination”, between manipulator and non-manipulator companies. 

M-Score and Likelihood of Financial Manipulation by Other Researchers 

Some of the researchers, Mudith and Kawshalya (2020), did research study on the “Sri 

Lankan companies, with the use of M-score and its powerful fraud indicating ratios, to detect 

the likelihood of financial manipulation in the financial statements of the companies registered 

in the territory of Sri Lanka. As per the researchers, Mudith and Kawshalya (2020), detecting 

the high or low likelihood of financial statement fraud was a significant concern in today's 

business landscape, requiring a deep understanding of the nature of financial fraud, its methods, 

and concealment techniques. The study aimed to identify potential indicators, or red flags, of 
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financial statement fraud by applying the Beneish M Score model. The financial statements of 

manufacturing sector-listed companies were examined over a seven-year span, from 2013 to 

2019 (Akra et al., 2020). According to ACFE (2018), an association related to fraud examiners, 

the manufacturing sector ranked as the third-highest industry affected by employee financial 

fraud, with the banking sector and public sector entities occupying the first and second 

positions, respectively (Svabova et al., 2020). Data extracted from the financial statements 

spanning seven consecutive periods of manufacturing companies were utilized to compute the 

total score of the Beneish M-score model”. It was a detailed analysis of the financial statements 

of Sri Lankan Companies.  

The benchmark of M-score has always been -2.22 and like other researches a threshold 

of “scores greater than -2.22 was applied to assess potential practices of financial manipulation 

and earnings manipulation and financial statement fraud within these companies. Additionally, 

each of the eight variables indices of the Beneish M-Score underwent scrutiny against the 

manipulation threshold defined by Beneish (1999). The analytical approach included 

descriptive statistics and paired sample t-tests to analyze the data. The ensuing results and a 

detailed discussion were presented (Emilia et al., 2020). The findings revealed that, for each 

year considered in the study (2013-2019), there were companies exhibiting a Beneish M Score 

greater than -2.22, signaling a high likelihood of financial manipulation in their financial 

statements (Kukreja et al., 2020). Through paired sample t-test analysis, it was demonstrated 

that eight ratios in the Beneish model, showed significant differences between manipulated and 

non-manipulated firms, having high and low likelihood of financial manipulation respectively 

(Parvin, 2020). This suggested that the Beneish M Score model could serve as a valuable risk 

assessment tool for recognizing red flags”, associated with potential financial statement fraud 

in business entities in Sri Lanka (Ratmono et al., 2020). 
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The further detailed study of this research study revealed that the “financial statement 

frauds and manipulations had become a prevalent issue in today's business environment, 

carrying severe repercussions for both individual businesses and the broader economy 

(Subiyono & Suardi, 2020). Detecting such financial fraud was a challenging task, requiring 

an in-depth understanding of its nature, motivations, and concealment methods (Triyanto, 

2020). In light of this complexity, the current study sought to examine the suitability of the 

Beneish M Score model in capturing financial statement distortions resulting from financial 

manipulation or identifying the likelihood of high or low financial manipulation in the financial 

statements, a precondition, that might lead companies to engage in such fraudulent activities 

(Valaskova & Fedorko, 2021). The model employed eight ratios calculated from financial 

statement figures to detect high or low likelihood of financial manipulation and distortions 

resulting from earnings manipulation or to identify a propensity for engaging in such financial 

manipulation (Gyawali, 2021). The study focused on listed companies in the manufacturing 

sector of the Colombo Stock Exchange over seven consecutive years, from 2013 to 2019. The 

findings indicated that, in each year of the study, there were companies with a Beneish M Score 

greater than -2.22, potentially indicating high likelihood of financial manipulations in their 

financial statements (Halilbegovic et al., 2020)”, rather than the low likelihood of financial 

manipulations. 

As mentioned earlier, it was extensive study, therefore, “the analysis was extended to 

include a paired sample t-test to investigate significant differences in ratios between 

manipulated and non-manipulated firms identified by the Beneish M Score. Results of the t-

test revealed that five accounting ratios of M-score exhibited statistically significant differences 

between manipulated and non-manipulated firms, showing high or low likelihood of financial 

manipulation (Srebro et al., 2021). These results suggested that the Beneish M Score model 

could serve as a valuable risk assessment tool for identifying potential manipulations and 
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financial frauds in financial statements (Gyawali, 2021). The implications of this paper 

extended to various stakeholders, including External Auditors, Forensic Accountants, 

Accountants, Senior Managers, Regulators, and others involved in financial oversight (Mudith 

& Kawshalya, 2020). By broadening the knowledge of these stakeholders, the study 

contributed to enhancing the capacity to detect the likelihood of high or low financial 

manipulation and red flags indicative of financial statement frauds”, in the Sri Lankan context. 

Conclusion 

The application of M-score and its accounting ratios have concluded that it is a 

dependable model and the results that are obtained from it are reliable. It further depicts that 

“the findings of the different research expand the comprehension of financial manipulations in 

different countries and the robust performance of the M-score in detecting financial 

manipulations in these countries have been successfully demonstrated. This M-score serves as 

a dependable tool for investors, aiding them in decision-making and validating the 

trustworthiness of accounting information within financial reports. Furthermore, it plays a 

crucial role for banks and other financial institutions by safeguarding them against fraud or 

potential cases of uncollectible lending”.  

2.3.2.5.Conceptual Framework Diagram of M-Score Model 

The conceptual diagram of M-Score Model, its eight accounting ratios and its 

benchmark interpretation have been illustrated below: 



100 
 

 
 

 

 

Each accounting ratio and benchmark interpretation has been explained in detail in 

Chapter 3 of this research thesis. 
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3. CHAPTER 3: RESEARCH METHODS 

This chapter describes the direction of the research, ontological or epistemological; and 

the type of research, quantitative or qualitative. In addition to that, it also explains the mode of 

data collection, primary or secondary and the data collection tools. 

3.1. Research Approach and Design 

The research approach and design are explained below: 

3.1.1. Research Philosophy and Paradigm 

To understand the impact of insights of reality and human nature, the researchers must 

have full knowledge of the ontological and epistemological directions of their ongoing research 

(Astle & Fletcher, 2020). 

Opoku et al., (2016) stated that ontology is the study of reality. It has two paradigms, 

constructionism and realism (Walliman, 2010; Boadu & Sorour, 2015, p.145). Constructionism 

states that there is no absolute truth, whereas realism opposes it and believes in objectivity, 

rather than an endless state of fluctuation (Howells & Bald, 2020, p.21). 

Epistemology deals with knowledge and believes in gaining knowledge with time by 

education, involvement, and practice (Gorman & Macintosh, 2015). A lot of constructionist 

ontologies are attached to the epistemological pattern, where truth is not the ultimate reality 

(Geddes et al., 2018, p.348). On the other hand, there are positive epistemologies, connected 

with the realist ontologies (Duggan, 2015; Burns, 2020). 

Since, this research will look for the truth of probability (high or low) of Pakistani listed 

companies in the financial manipulations and fraud, therefore, this research project is based on 

realist ontology and positive epistemology.      
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3.1.2. Research Type 

Research type and design provide practical shape to the objectives of any research 

(Cunningham, 2014; Bell, 2014). Fundamentally, the type of research may either be 

quantitative or qualitative (Jamshed, 2014, p.87). Quantitative research normally associates 

with realist ontology as it deals with the numbers, rather than the observations (Kharbach, 2020, 

p.85).  

Moreover, it has clear and easily identified variables (Creswell & Poth, 2016). On the 

other side, qualitative research is all about constructionist ontology, where truth is flexible 

(Fletcher, 2017, p.181).  

This research project involves the collection of data from the financial statements of 

the textile companies of Pakistan; therefore, its nature is quantitative. 

3.1.3. Research Design 

Research design is the planning phase of any research project (Valente et al., 2024). It 

deals with methods for the collection of research data, analysis models/tools to be used for 

interpretation of collected data (Olsen, 2004, p.115). It is worth mentioning here that data 

collection is not restricted to the methods to be used (Connolly, 2003, p.103). A researcher may 

collect the same data from a different research method (Cooper et al., 2006, p.744). 

There are two basic methods to collect quantitative research data, primary and 

secondary research methods (Flick, 2018). Primary research methods are mostly used in 

market-related researchers, where the researcher collects the information directly from the 

source (Raddon, 2010, p.14). Secondary methods are used to collect the already existing data, 

interpret them and enhance the efficacy of this existing data (Cooper et al., 2006, p.744).   
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As this research will use the publicly issued financial data of the listed companies of 

Pakistan from the official websites of these respective companies, therefore, the source of 

collection of financial information is secondary.   

 

3.1.4. Population and Sampling 

In research, population may include people, objects, and/or situations. The population 

of this research thesis is all textile companies, listed on the Pakistan stock exchange. The total 

number of textiles listed companies (including spinning, weaving and composite sectors) are 

43. The selection of the entire textile sector has the following reasons. First, Pakistan is an 

agricultural country, therefore, this sector’s significance and influence on the Pakistan stock 

exchange are paramount (Sharif, 2023). This sector comprised 29.77% of the total non-

financial sectors of the Pakistan stock exchange and its revenue is 42.32% as compared to the 

overall revenue of all the non-financial sectors of Pakistani listed companies (Sharif, 2023). 

Valente et al., (2024, p.169) stated that sampling is an organized and competent method 

for any research, provided that the selected sample size is representative of the entire 

population. They further explained that, in time-restricted and cost-efficient research, sample 

size must deliver valid and meaningful information to ensure the achievement of research 

objectives. 

This research thesis samples all forty-three textile companies, listed on the Pakistan 

stock exchange, for the financial year ended on 30 June 2024. It is the most updated financial 

year for which audited financial statements are available at the time of data collection.  

Census sampling method has been used as it is suitable for this research thesis because 

textile sector is the backbone to run economic and financial cycle of Pakistan and the most 

significant and biggest sector on Pakistan Stock Exchange (PSE). So, this research aims to 
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collect complete and accurate information about the entire textile sector and to analyze its 

stability, investment potential, and economic condition. Moreover, all the forty-three textile 

companies have been sampled, therefore, there is no chance of biased selection of companies. 

3.1.5. Participants 

All the textile listed companies of Pakistan are the contributors of this quantitative 

research thesis because financial statements will be required of all these textiles listed 

companies. This research thesis will not include any physical interaction with any person. 

3.1.6. Research Data Collection Tools 

Valente et al., (2024) said that the initial data for any research is collected through the 

research tools. Therefore, selection of correct research tools becomes highly important because 

if the wrong tools are selected, the collected data will not lead the researcher to the required 

output and ultimately, researcher will fail to achieve his/her research aims and objectives. 

According to them, the next step is the identification of the accurate data analytical tool so that 

the sampled data can be interpreted in a meaningful way, which is also representative of the 

population. 

The primary objective of this research thesis is the collection of the reliable financial 

data of the textile listed companies of Pakistan. The most authentic source of collection of 

financial information of these textile listed companies is the audited financial statements, 

signed by the statutory auditors. These financial statements will be obtained using following 

data collection tools or methods: 

Stock Exchanges of Pakistan 

As per the Companies Ordinance, 1984 (revised 2010) of Pakistan and listing of 

companies and securities regulations 1988 (last updated 2021), all the listed companies of 
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Pakistan are required to make the audited financial statements available to all the stock 

exchanges of Pakistan for use of public. Moreover, the ordinance states that there is no 

restriction on the public access to these audited financial statements, but everyone can obtain 

one copy at a time. 

Based on the above, the primary source of data collection will be the stock exchanges of 

Pakistan. 

Official Websites of Listed Companies 

As the entire business world is in the transitional form of converting from the manual 

way of doing business into digital way, the companies and business laws have also changed 

accordingly to cope with the new ways of doing digital businesses. 

Similarly, listing regulations of the Pakistani companies 1988, also took a big step in 

2014 and made an additional requirement for these listed companies. As per the regulations, 

all the listed companies were, in addition to make the audited financial statements available on 

all stock exchanges of Pakistan, required to upload the audited financial statements for 2014 

and onward on their official websites for free and unrestrictive access of public. 

Therefore, the second reliable method of collection of audited financial statement will 

be the official websites of listed companies of Pakistan, in case the copies of the audited 

financial statements are unavailable at the stock exchanges.  

3.1.7. Research Data Quality 

Schwabe et al., (2024) said that if the collected data is unreliable and loses its quality, 

then the objectives of any research are eliminated. To ensure the presence of reliability and 

quality in the collected data, this research project has focused on authentic sources for the 

collection of financial data, which are the audited, publicly issued, and signed financial 
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statements of the textile companies, listed on the Pakistan stock exchange. It is worth 

mentioning here that as per Pakistan’s Companies Ordinance 1984, all public companies are 

required to establish a compulsory website and upload their audited financial statements for at 

least five years (Pakistan Securities 2010). So, the risk of unreliability and poor quality of data 

is negligible. 

3.1.8. Ethical Issues in Research 

One of the basic issues, generally faced in almost every research study, is non-

compliance of ethical principles. This need avoiding because the purpose of this research does 

mean to morally, emotionally harm or hurt someone. Therefore, this research project is to 

“gather the financial information of the textile companies, which are listed on the stock 

exchange of Pakistan. Under the Companies Rules, 1985 of Pakistan and listing regulations, 

all the public listed companies of Pakistan are obliged, by law, to upload their financial 

statements, audited by statutory auditors, on the official websites of companies and provide the 

hard copies of these audited financial statements to all the stock exchanges of Pakistan for the 

transparency of their financial results and to make them accessible, free of cost, by the potential 

investors, internal and external stakeholders and other users of the financial statements. In 

addition to that, this research project does not include any physical interaction with any 

individual at all. Therefore, this research project faces no ethical issue at the time, when 

financial data of the sampled textile companies will be gathered”. All the financial statements 

cannot be considered as living human/participants. 

3.2. Operational Definitions of Research Variables 

Each independent fraud indicating variable of M-score model has been illustrated below: 

3.2.1. Mathematical Representation of M-Score 

M-score = intercept + sum (weight * variable) 
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By putting the values of intercept and weights: 

M-Score = -4.840 + (0.920 x DSRI + 0.528 x GMI + 0.404 x AQI + 0.892 x SGI + 0.115 x 

DEPI - 0.172 x SGAI + 4.697 x TATA - 0.327 x LVGI 

In the above formula: 

Intercept = The value of intercept is -4.840. It is a “Constant” in the formula (Beneish, 1999). 

Its value remains the same and never changes, regardless of the nature of the company 

(Beneish, 1999) 

Weight = These are statistical outcomes and like intercept, the weight of each accounting ratio 

of M-score does not change, irrespective of the firm (Beneish, 1999). 

Variables = These are the key variables of the M-score. The value of each variable changes 

concerning the company and is critical in making a final evaluation (Beneish, 1999). 

DSRI: Days Sales Receivables Ratio 

GMI: Gross Margin Ratio 

AQI: Asset Quality Ratio 

SGI: Sale Growth Ratio 

DEPI: Depreciation Ratio 

SGAI: Sale, General, and Administrative Expense Ratio 

TATA: Total Accruals to Total Assets Ratio 

LVGI: Leverage Ratio 
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3.2.2. M-score Benchmark and its Phenomenon 

The professor at Indiana University, USA invested the M-score and its eight 

independent fraud indicating variables in 1999. At the time of its establishment, the professor 

“established the M-score benchmark at -2.22 through “extensive statistical analysis. According 

to Beneish (1999), applying the eight accounting ratios comprising the M-score to a company's 

financial data yields a numerical result, either negative or positive, which Beneish refers to as 

the Manipulation Score for that specific company. Following the acquisition of a company's 

manipulation score, the subsequent phase involves comparing this score with the established 

benchmark of M-score, set at -2.22. This comparison ultimately determines whether a company 

possesses a high or low”, probability of engaging in financial manipulation and earnings 

management (Beneish, 1999). 

The detailed study of Beneish M-score model showed that he “elaborated on the 

comparison process between the manipulation score and the established benchmark of -2.22. 

According to his explanation, if the resulting manipulation score of a company is lower than -

2.22, it indicates a decreased likelihood of financial misconduct. Essentially, as the 

manipulation score descends towards the negative end and moves away from zero, the 

company is considered to be less prone to altering its financial data. For instance, if the 

manipulation scores of four companies are -2.25, -2.50, -3.16, and -5.87, all these companies 

are deemed to have a reduced probability of manipulating their financial statements. 

Conversely, if the resulting manipulation score of a company exceeds the established 

benchmark of -2.22, it indicates a heightened likelihood of alterations in its accounting records. 

Thus, when a company's manipulation score trends towards zero or becomes positive, it 

suggests susceptibility to financial manipulations and earnings management. For instance, if 

the manipulation scores of four companies are -2.10, -1.03, 0.57, and 3.87, it signifies that all 

these companies are highly prone to engaging in financial misconduct”. It seems like a simple 
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mathematical formula, but calculating the values for each accounting variable of M-score is 

not an easy task and somewhat a complex arithmetic process. 

3.2.3. M-Score Variables 
 

3.2.3.1.DSRI (Days Sale Receivable Ratio) 
 

Current Year Sales Receivable / Current Year Sale 
Last Year Sales Receivable / Last Year Sale 
 
 

M-Score’s DSRI and Connection with Financial Manipulation 

This ratio highlights a significant link with potential financial manipulation in financial 

statements. This connection arises when there's an inconsistency in an organization's trade 

debts from one year to the next, without any justifiable changes in sales credit procedures or 

the impact of inflation. In such cases, sales might be overstated to attract investors, leading to 

potentially misleading sales figures. Chen et al., (2026) utilized this variable in their 

comprehensive study of 1809 Italian organizations spanning from 2005 to 2012, aiming to 

validate the M-score. 

3.2.3.2.GMI (Gross Margin Ratio)  
 

(Current Year Sales – Current Year Cost of Goods Sold) / Current Year Sales 
(Last Year Sales – Last Year Cost of Goods Sold) / Last Year Sales 
 
 

M-Score’s GMI and Connection with Financial Manipulation 

While an increase in profit is generally viewed positively, it's essential to examine the 

underlying factors contributing to such profits. In the accounting and finance field, Gross 

Margins typically remain stable as organizations mature, unless there's a significant 

breakthrough. Therefore, if the Gross Profit margin exceeds 1 compared to the previous year, 

it could suggest potential financial manipulation such as sales exaggeration, overstatement of 

closing stock, or concealing other direct costs. Consequently, this indicates a decline in the firm 
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rather than genuine growth. Kaur et al. (2014) analyzed this variable among 332 Indian 

companies from 2011 to 2013. 

3.2.3.3.AQI (Asset Quality Index) 
 

(1- (Net Fixed Assets + Current Year Current Assets)) / Current Year Total Assets 
(1- (Net Fixed Assets + Last Year Current Assets)) / Last Year Total Assets 
  

M-Score’s AQI and Connection with Financial Manipulation 

This aspect of the M-score also correlates directly with financial manipulation, 

stemming from the opportunity for organizations to exploit accounting principles. They can do 

this by setting low standards for capitalizing expenses rather than expenditure in the profit and 

loss section. By capitalizing items, organizations can depreciate them over their useful life, 

which may span from five to twenty years. Consequently, this disproportionate capitalization 

enables companies to bolster their profits by concealing the true expense figures. Chen et al., 

(2026) utilized this variable in their extensive study of 1809 Italian organizations spanning 

from 2005 to 2012 to validate the M-score. 

3.2.3.4.SGI (Sales Growth Ratio) 
 

Current Year Sales 
Last Year Sales 
 

M-Score’s SGI and Connection with Financial Manipulation 

The explanation of this ratio is sufficiently lucid for grasping its concept. Sales 

represent a crucial aspect in any financial statement, carrying inherent risks of misstatement. 

Merely escalating sales figures do not necessarily indicate genuine organizational growth. 

Financial managers encounter significant challenges when upper management insists on 

presenting an appealing profit and loss account to entice investors. Kaur et al., (2014) employed 

this variable in their analysis of 332 Indian companies' data from 2011 to 2013.   
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3.2.3.5.DEPI (Depreciation Index) 
 

Current Year Depreciation / (Current Year Fixed Assets + Current Year Depreciation) 
Last Year Depreciation / (Last Year Fixed Assets + Last Year Depreciation) 
 

M-Score’s DEPI and Connection with Financial Manipulation 

Depreciation represents another significant factor that can potentially contribute to 

financial manipulation in financial statements. Although it's a non-cash item, depreciation aids 

companies in adjusting their profits. There exist industry-specific standard rates and various 

depreciation methods that organizations must adhere to. Even a slight deviation from these 

standards can lead to significant fluctuations in profits, potentially amounting to thousands or 

even millions, considering that fixed assets constitute the most expensive items for an 

organization. Kaur et al., (2014) analyzed this variable among 332 Indian companies' data from 

2011 to 2013. 

3.2.3.6.SGAI (Sales, General, and Administrative Expenses Ratio) 
 

Current Year Sale, General & Administrative Expense / Current Year Sale 
Last Year Sale, General & Administrative Expense / Last Year Sale 
 

M-Score’s SGAI and Connection with Financial Manipulation 

In every income statement, operating expenses are typically divided into general 

administrative and sales & distribution expenses. A thorough examination of these operating 

expenses is crucial because sales growth is usually linked with effective marketing and 

advertising of products or services. However, if sales increase without a corresponding rise in 

operating expenses, it suggests that management has manipulated the financial data. Therefore, 

there is a clear correlation between this ratio and financial data manipulation. Chen et al., 

(2026) utilized this variable in their extensive study of 1809 Italian organizations over an 

extended period from 2005 to 2012 to validate the M-score.  
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3.2.3.7.TATA (Total Accruals Based on Total Assets) 
Δ Current Assets – Δ Cash – (Δ Current Liabilities – Δ Current maturities of Long-

Term Debts –Δ Income Tax payable) – Δ Depreciation / Current Year Total Assets 
 

M-Score’s TAT and Connection with Financial Manipulation 

This ratio illustrates the net change in the value of total accruals for an organization as 

a percentage of total assets. The concept of accruals in accounting allows organizations to 

bolster their working capital (current assets minus current liabilities), presenting the company 

as capable of meeting day-to-day expenses effortlessly. However, such manipulations are 

closely linked to the misrepresentation of financial information and necessitate scrutiny. 

According to Beneish, if this formula yields a higher value, it indicates a greater likelihood of 

alteration. Chen et al., (2026) utilized this variable in their comprehensive study of 1809 Italian 

organizations over an extended period from 2005 to 2012 to validate the M-score.   

3.2.3.8.LVGI (Leverage Ratio) 
 

(Current Year Total Long-Term Debt + Current Liabilities) / Current Year Total 
Assets 

(Last Year Total Long-Term Debt + Current Liabilities) / Last Year Total Assets 
 

M-Score’s LVGI and Connection with Financial Manipulation 

Businesses raise funds by either issuing equity capital or taking on debt to finance their 

core operations and activities. Long-term debts have a significant impact on the equity structure 

of an organization since they are considered integral components of it. The equity segment is 

particularly critical for investors, as various key accounting ratios are derived from it, directly 

influencing investor decisions. Hence, it is expected that there will be a strong correlation 

between the Leverage Ratio and the likelihood of financial information being altered. Kaur et 

al. (2014) analyzed this variable among 332 Indian companies' data from 2011 to 2013. 
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3.2.3.9.Pictorial Presentation of M-Score and Its Eight Accounting Ratios 
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Conclusion 

All the above eight accounting ratios are directly proportional in identifying the 

financial manipulation in the financial statements of the listed companies. These accounting 

ratios provide the researcher or user with the interpretation which helps in determining whether 

the likelihood of financial manipulation, which can lead to financial fraud, is either high or 

low. The recognition of high or low probability in turn helps the users of the financial 

statements, like stakeholders and investors, to make informed decisions. 
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4. CHAPTER 4: FINDINGS 

 
4.1. Trustworthiness of Data 

This chapter is about the trustworthiness of the collected data which has been used for 

making the analysis and result. The term trustworthiness of data means how much it can be 

relied on for making decisions, after analysis of such data, and business processes. When data 

is said to be trustworthy, it reflects the characteristics of reliability and credibility. 

Trustworthiness of this Research Data 
The research questions and the relevant hypotheses of this research study are directly 

proportional to one another. They both are in line and support each other. Moreover, one of the 

most important elements of any research is selection of samples. At the time of taking samples, 

careful consideration is needed to ensure that sample is representative of the entire population. 

This research is based on detecting financial manipulations in the financial statements of the 

companies, listed on Pakistan Stock Exchange. The specific sector selected for this research 

study is textile and the entire population has been selected as a sample. So, samples are equal 

to the population and thereby hundred percent representative of it. There is no risk of samples 

not properly selected, biased or reflecting the entire population which is textile sector in this 

research study. 

The next step is the selection of tools and methods used to collate, analyze, interpret 

and conclude the data so that the meaningful information can be extracted out of it. The nature 

of this research study is to identify the probability of financial manipulations in the listed 

companies of Pakistan; therefore, all the data has been collected from the audited financial 

statements of these textile sector companies. This financial data is already well organized and 

verified by the relevant auditors, who are chartered accountants.  
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Moreover, there are no physical participants in this research study, and these financial 

statements act as the participants, therefore, no tools like interviews, questionnaires etc. have 

been used to collate the financial information. Sources of collating the financial statements are 

listed stock exchanges of Pakistan and official websites of these listed companies. Per 

Companies Ordinance 1984 and Rules 1985, each listed company is legally required to upload 

its latest financial statements on its official website for a certain period. 

Analysis of the collected data is critical. If data is not scrutinized, it may mislead the 

findings and ultimately conclusion. Great care is needed at the time of selection of analysis. 

Some researchers use expensive software like SPSS, Power BI etc., depending on their 

research, but none of such tools has been used here to analyze financial data. Instead, one of 

the most valuable Microsoft tools, excel, has been used for all the analysis of these financial 

statements. 

Data collection, analysis and interpretation records are clear and transparent and meet 

the requirements of the trustworthiness of the data. In addition to that, appropriate information 

has been provided in this research study which will help the other researchers in future to use 

this data in their research study, wherever needed. The requirements of the trustworthiness of 

data have been properly complied with in this research study, so data collated can be relied on. 

Evidence of Trustworthiness 
The financial statements of all the textile companies, listed on Pakistan Stock 

Exchange, had been attached here in the appendices section. These financial statements showed 

that figures were finalized and audited by the qualified chartered accountants and these 

accountants/auditors also issued their auditors reports, duly signed by the concerned audit 

partner. Moreover, all these financial statements also showed that these were also signed by at 
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least two directors of the companies. The attached audited financial statements provided 

evidence about the trustworthiness of the financial data / information used in the research study.     

 

4.2. Reliability and Validity of Data 
 
Reliability of this Research Data 

 

The research study meets the requirements of reliability as well because M-score, its 

equation, eight independent fraud detectors and dependent variable, all have been used 

repeatedly by many researchers in different countries and all these researchers have reached 

the consensus that these variables and equation are consistent and can be used anywhere, given 

these are applied to non-financial sectors of the listed companies. 

The requirements of objectivity are also met by M-score and its variables because it is 

a mathematical tool and analyzes financial data. This financial information is numerical and 

produces quantitative information which is highly specific and meticulously related to the 

collated data. So, the risk of subjectiveness is minimized here. Such risk of subjectiveness 

arises when qualitative research is being carried out, and the researchers are struggling to find 

specific information. This is not the picture in this research study because data sources are 

reliable, authentic and clear information is available from these sources. 

Validity of this Research Data 

For internal validity, this research study has both dependent and independent variables. 

Fraud has been considered as dependent variable, whereas the “DSRI, GMI, AQI, SGI, DEPI, 

SGAI, TATA and LVGI” have been considered as independent ones. The analysis and results 

that will be obtained from these eight independent variables will influence the dependent 

variable Fraud and help in deciding whether a financial statement of a listed company of 

Pakistan has the high probability of committing fraud or vice versa. So, fraud probability may 
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vary from high to low or the other way round depending on the results and behavior of other 

independent factors.  

For external validity, this research has all the features of being considered as 

generalized and it does not have the risk of people, places and times inadequacy and 

inappropriateness because people and places are not the participants in this research study due 

to its nature. The audited financial statements are the active involvers in this research study and 

therefore eliminate all these risks of misappropriations. 

Evidence of Reliability and Validity of Research Data 
The financial statements of all the textile companies, listed on Pakistan Stock 

Exchange, had been attached here in the appendices section. These financial statements showed 

that figures were finalized and audited by the qualified chartered accountants and these 

accountants/auditors also issued their auditors reports, duly signed by the concerned audit 

partner. Moreover, all these financial statements also showed that these were also signed by at 

least two directors of the companies. The attached audited financial statements provided 

evidence about the reliability and validity of the financial data / information used in the research 

study. 

 

4.3. Results 

The results of this research have been split based on research objectives. These have 

been produced below: 

4.3.1. Scrutiny of Financial Information of Companies 

The research questions are generally derived from the research objectives and should 

be in line with them. Based on research objectives and questions, hypotheses are established. 

So, in essence all these three, research objectives, research questions and research hypotheses, 

should support one another.  
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The first research objective of this research project was: 

“To determine efficiency of eight accounting ratios of M-score in evaluating the 

probability of financial manipulations in the listed companies of Pakistan.”  

Based on it, the research question, in line with the research objective, was: 

“How well eight independent variables can identify the likelihood of financial 

manipulations in companies which are listed on Pakistan stock exchange?”  

A hypothesis supporting the research question was: 

“H1: Eight fraud indicators of M-score have excellent strength of evaluating financial 

manipulations in the listed companies of Pakistan.” 

Evaluation of Findings 

The tables below along with the detailed evaluation, examination and explanation of 

each company’s findings show the results that coincide with the objective of efficient 

determination of probability of financial manipulations in the listed companies of Pakistan with 

the use of M-score’s eight accounting ratios: 
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Table 4.1:  
 
M-Score and Accounting Ratios Results 

Sr. 
# Name of the Company DSRI GMI AQI SGI DEPI SGAI TATA LVGI 

 
 M-

Score  Result  

1 Textile Company 1 1.38 1.41 0.99 1.17 1.04 0.78 (0.00) 1.18  (2.14) HP 

2 Textile Company 2 1.46 3.18 0.91 1.36 1.18 0.63 (0.03) 1.08  (1.05) HP 

3 Textile Company 3 2.46 6.87 1.60 5.11 0.92 0.20 (0.03) 1.05  5.24 HP 

4 Textile Company 4 1.81 1.27 1.00 1.37 0.59 0.94 (0.01) 1.27  (1.81) HP 

5 Textile Company 5 12.96 4.31 1.12 3.86 1.00 0.26 0.04 1.07  12.75 HP 

6 Textile Company 6 4.35 0.40 1.18 0.26 1.01 2.52 (0.04) 1.07  (1.21) HP 

7 Textile Company 7 1.16 3.98 1.20 1.28 1.07 0.82 (0.09) 1.31  (1.33) HP 

8 Textile Company 8 1.22 0.84 0.61 2.13 0.47 0.60 (0.03) 1.36  (2.00) HP 

                          

HP: High Probability of Manipulation                     

LP: Low Probability of Manipulation                     

           Source: Author's Analyzed Results 
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Table 4.2:  
 
M-Score Results 

Sr. 
# 

Name of the 
Company Intercept DSRI GMI AQI SGI DEPI SGAI TATA LVGI M-

Score Benchmark Result 

1 Textile Company 1 (4.84) 1.27 0.75 0.0401 1.05 0.1201 (0.13) (0.01) (0.39) (2.14) (2.22) HP 

2 Textile Company 2 (4.84) 1.34 1.68 0.0369 1.21 0.1355 (0.11) (0.15) (0.35) (1.05) (2.22) HP 

3 Textile Company 3 (4.84) 2.27 3.62 0.0648 4.56 0.1063 (0.03) (0.16) (0.34) 5.24 (2.22) HP 

4 Textile Company 4 (4.84) 1.67 0.67 0.0404 1.22 0.0676 (0.16) (0.06) (0.42) (1.81) (2.22) HP 

5 Textile Company 5 (4.84) 11.92 2.28 0.0451 3.44 0.1147 (0.04) 0.18 (0.35) 12.75 (2.22) HP 

6 Textile Company 6 (4.84) 4.00 0.21 0.0478 0.23 0.1164 (0.43) (0.20) (0.35) (1.21) (2.22) HP 

7 Textile Company 7 (4.84) 1.06 2.10 0.0485 1.14 0.1235 (0.14) (0.40) (0.43) (1.33) (2.22) HP 

8 Textile Company 8 (4.84) 1.12 0.44 0.0247 1.90 0.0542 (0.10) (0.15) (0.44) (2.00) (2.22) HP 

                         

HP: High Probability of Manipulation                       

LP: Low Probability of Manipulation                       

Source: Author's Analyzed Results 

 

1.Textile Company 1 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Ahmad 

Hassan Textile Mills Limited was 1.38. It was above 1, which showed that last year debtors 

recovery days were lower than the current year. In other words, current year was less efficient 

as compared to the last year. It also reflected that Ahmad Hassan Textile Mills Limited had 

failed to effectively manage its receivables in the current year, which was a negative sign for 

the company because it was highly probable that the company would face working capital issue 

because cash was needed by all companies to meet their day-to-day expenses and the company 

was struggling in meeting this requirement of funds.  
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M-score of Ahmad Hassan Textile Mills Limited was -2.14, which showed high 

probability of committing financial manipulations. So, high DSRI, usually above 1, was 

associated with high probability of financial manipulation. This also indicated that increase in 

DSRI above 1 was one of the indicators of high probability of financial manipulations which 

could be a source of ultimate financial fraud. Since M-score of this company was bending 

towards the high probability of financial manipulation, it also pointed out that there were high 

chances the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Ahmad Hassan 

Textile Mills Limited was 1.41. This was a negative sign for the company Ahmad Hassan 

Textile Mills Limited because per ratio formula of GMI, last year GM was divided with the 

current year one, so higher than 1 indicated lower gross margin than last year. So, Ahmad 

Hassan Textile Mills Limited did not perform better than last year.  M-score of Ahmad Hassan 

Textile Mills Limited was -2.14, which indicated high probability of financial manipulation. 

So, parallel relationship was identified between high probability of financial manipulation and 

higher value of GMI, greater than one. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Ahmad Hassan Textile Mills was 

0.99 which showed its consistency with the last year. This also indicated that the company did 

not unnecessarily overstate its assets to present a good picture of its financial statements. M-

score of Ahmad Hassan Textile Mills Limited was -2.14 which showed high probability of 



123 
 

 
 

financial manipulation. Although M-score showed high probability, still the company managed 

to correctly record capitalization of assets and relevant expenses.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Ahmad Hassan Textile Mills Limited was 1.17. It was a positive sign for the company because 

per ratio formula of SGI, current year gross sales were divided with the last year, so higher 

than 1 indicated better sales than last year. It also indicated that Ahmad Hassan Textile Mills 

Limited managed to increase its sales in the current year, comparing last year, which showed 

its efficiency in the current year. Nevertheless, M-score of Ahmad Hassan Textile Mills 

Limited was -2.14, which showed high probability of financial manipulation, which could be 

due to inflated sales in the current year.  

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Ahmad Hassan Textile Mills Limited was 1.04 that showed the company 

charged lower depreciation expense in the current year, comparing the last year. DEPI was 

considered here as negative sign for the company Ahmad Hassan Textile Mills Limited because 

there was possibility of under-charging the depreciation in the current year. M-score of Ahmad 

Hassan Textile Mills Limited was -2.14 which indicated high probability of financial 

manipulation. So, high probability of financial manipulation was associated with higher DEPI 

ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 
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Ahmad Hassan Textile Mills Limited was 0.78 which was less than 1. It showed the company 

incurred less expenses in the current year, comparing the last year. Although less than one 

normally indicates positive sign for a company, but since M-score of the company was -2.14 

showing high probability of financial manipulation, therefore, less incurring of expenses in the 

current year indicated that there was a possibility of deferring expenses to increase the profits 

of the company. So, high probability of M-score could be due to unreal reduction in sales, 

general and administrative expenses. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Ahmad Hassan Textile Mills Limited was -0.00. It showed net change in current 

assets and liabilities was not drastic.  Although M-score of the company was -2.14, which 

showed high probability of financial manipulation, yet the calculation showed no drastic 

changes in the net change in current assets and current liabilities.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Ahmad Hassan Textile Mills Limited was 1.18, 

which was a negative sign for the company and showed the company’s borrowings and 

liabilities in the current year increased, comparing last year. It also indicated inefficiency of 

the management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the company did not manage to pay off its long-term debts. 

It further pointed that assets of the company were not sufficient enough to pay off its long-term 

debts in the current year. 
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Figure #1:  

M-Score Accounting Ratios 

 

Summary  

M-score of Ahmad Hassan Textile Mills Limited was -2.14 which was higher than the 

benchmark and therefore indicated high probability of financial manipulation in the financial 

statements. 

2.Textile Company 2 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Ashfaq 

Textile Mills Limited was 1.46. It was above 1, which showed that last year debtors recovery 

days were lower than the current year. In other words, current year was less efficient as 

compared to the last year. It also reflected that Ashfaq Textile Mills Limited had failed to 

effectively manage its receivables in the current year, which was a negative sign for the 

company because it was highly probable that the company would face working capital issue 
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because cash was needed by all companies to meet their day-to-day expenses and the company 

was struggling in meeting this requirement of funds.  

M-score of Ashfaq Textile Mills Limited was -1.05, which showed high probability of 

committing financial manipulations. So, high DSRI, usually above 1, was associated with high 

probability of financial manipulation. This also indicated that increase in DSRI above 1 was 

one of the indicators of high probability of financial manipulations which could be a source of 

ultimate financial fraud. Since M-score of this company was bending towards the high 

probability of financial manipulation, it also pointed out that there were high chances the 

management might have inflated sales in the current year to meet the demands of stakeholders 

and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Ashfaq Textile 

Mills Limited was 3.18. This was a negative sign for the company Ashfaq Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so 

higher than 1 indicated lower gross margin than last year. So, Ashfaq Textile Mills Limited did 

not perform better than last year. M-score of Ashfaq Textile Mills Limited was -1.05, which 

indicated high probability of financial manipulation. So, parallel relationship was identified 

between high probability of financial manipulation and higher value of GMI, greater than one. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Ashfaq Textile Mills Limited 

was 0.91 which showed its consistency with the last year. This also indicated that the company 

did not unnecessarily overstate its assets to present a good picture of its financial statements. 
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M-score of Ashfaq Textile Mills Limited was -1.05 which showed high probability of financial 

manipulation. Although M-score showed high probability, still the company managed to 

correctly record capitalization of assets and relevant expenses.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Ashfaq Textile Mills Limited was 1.36. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Ashfaq Textile Mills Limited managed 

to increase its sales in the current year, comparing last year, which showed its efficiency in the 

current year. Nevertheless, M-score of Ashfaq Textile Mills Limited was -1.05, which showed 

high probability of financial manipulation, which could be due to inflated sales in the current 

year.  

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Ashfaq Textile Mills Limited was 1.18 that showed the company charged 

lower depreciation expense in the current year, comparing the last year. DEPI was considered 

here as negative sign for the company Ashfaq Textile Mills Limited because there was 

possibility of under-charging the depreciation in the current year. M-score of Ashfaq Textile 

Mills Limited was -1.05 which indicated high probability of financial manipulation. So, high 

probability of financial manipulation was associated with higher DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 
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Ashfaq Textile Mills Limited was 0.63 which was less than 1. It showed the company incurred 

less expenses in the current year, comparing the last year. Although less than one normally 

indicates positive sign for a company, but since M-score of the company was -1.05 showing 

high probability of financial manipulation, therefore, less incurring of expenses in the current 

year indicated that there was a possibility of deferring expenses to increase the profits of the 

company. So, high probability of M-score could be due to unreal reduction in sales, general 

and administrative expenses. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Ashfaq Textile Mills Limited was -0.03. It showed net change in current assets and 

liabilities was not drastic.  Although M-score of the company was -1.05, which showed high 

probability of financial manipulation, yet the calculation showed no drastic changes in the net 

change in current assets and current liabilities.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Ashfaq Textile Mills Limited was 1.08, which 

was a negative sign for the company and showed the company’s borrowings and liabilities in 

the current year increased, comparing last year. It also indicated inefficiency of the 

management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the company did not manage to pay off its long-term debts. 

It further pointed that assets of the company were not sufficient enough to pay off its long-term 

debts in the current year. 
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Figure #2:  

M-Score Accounting Ratios 

 

Summary  

M-score of Ashfaq Textile Mills Limited was -1.05 which was higher than the 

benchmark and therefore indicated high probability of financial manipulation in the financial 

statements. 

3.Textile Company 3 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Asim Textile 

Mills Limited was 2.46. It was above 1, which showed that last year debtors recovery days 

were lower than the current year. In other words, current year was less efficient as compared 

to the last year. It also reflected that Asim Textile Mills Limited had failed to effectively 

manage its receivables in the current year, which was a negative sign for the company because 
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it was highly probable that the company would face working capital issue because cash was 

needed by all companies to meet their day-to-day expenses and the company was struggling in 

meeting this requirement of funds.  

M-score of Asim Textile Mills Limited was 5.24, which showed high probability of 

committing financial manipulations. So, high DSRI, usually above 1, was associated with high 

probability of financial manipulation. This also indicated that increase in DSRI above 1 was 

one of the indicators of high probability of financial manipulations which could be a source of 

ultimate financial fraud. Since M-score of this company was bending towards the high 

probability of financial manipulation, it also pointed out that there were high chances the 

management might have inflated sales in the current year to meet the demands of stakeholders 

and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Asim Textile 

Mills Limited was 6.87. This was a negative sign for the company Asim Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so 

higher than 1 indicated lower gross margin than last year. So, Asim Textile Mills Limited did 

not perform better than last year. M-score of Asim Textile Mills Limited was 5.24, which 

indicated high probability of financial manipulation. So, parallel relationship was identified 

between high probability of financial manipulation and higher value of GMI, greater than one. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Asim Textile Mills Limited was 

1.60 which showed the probability of deferment of cost. This also indicated that the company 
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might have unnecessarily overstated its assets to present a good picture of its financial 

statements. M-score of Asim Textile Mills Limited was 5.24 which showed high probability of 

financial manipulation. So, a parallel relationship was identified between high probability of 

financial manipulation and unnecessary asset capitalization and deferment of cost.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Asim Textile Mills Limited was 5.11. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Asim Textile Mills Limited managed 

to increase its sales in the current year, comparing last year, which showed its efficiency in the 

current year. Nevertheless, M-score of Asim Textile Mills Limited was 5.24, which showed 

high probability of financial manipulation, which could be due to inflated sales in the current 

year.  

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Asim Textile Mills Limited was 0.92 that showed the company charged 

higher depreciation expense in the current year, comparing the last year. DEPI was not 

considered here as negative sign for the company Asim Textile Mills Limited. Nevertheless, 

M-score of Asim Textile Mills Limited was 5.24, which indicated high probability of financial 

manipulation. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of Asim 



132 
 

 
 

Textile Mills Limited was 0.20 which was less than 1. It showed the company incurred less 

expenses in the current year, comparing the last year. Although less than one normally indicates 

positive sign for a company, but since M-score of the company was 5.24 showing high 

probability of financial manipulation, therefore, less incurring of expenses in the current year 

indicated that there was a possibility of deferring expenses to increase the profits of the 

company. So, high probability of M-score could be due to unreal reduction in sales, general 

and administrative expenses. AQI ratio also indicated here unnecessary capitalization of assets 

and deferment of cost. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Asim Textile Mills Limited was -0.03. It showed net change in current assets and 

liabilities was not drastic.  Although M-score of the company was 5.24, which showed high 

probability of financial manipulation, yet the calculation showed no drastic changes in the net 

change in current assets and current liabilities.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Asim Textile Mills Limited was 1.05, which was 

a negative sign for the company and showed the company’s borrowings and liabilities in the 

current year increased, comparing last year. It also indicated inefficiency of the management 

of the company in handling its borrowings and liabilities in the current year, comparing last 

year. It was showing the company did not manage to pay off its long-term debts. It further 
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pointed that assets of the company were not sufficient enough to pay off its long-term debts in 

the current year. 

Figure #3:  

M-Score Accounting Ratios 

 

Summary  

M-score of Asim Textile Mills Limited was 5.24 which was higher than the benchmark 

and therefore indicated high probability of financial manipulation in the financial statements. 

4.Textile Company 4 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Hamid Textile 

Mills Limited was 1.81. It was above 1, which showed that last year debtors recovery days 

were lower than the current year. In other words, current year was less efficient as compared 
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to the last year. It also reflected that Hamid Textile Mills Limited failed to effectively manage 

its receivables in the current year, which was a negative sign for the company.  

M-score of Hamid Textile Mills Limited was -1.81, which showed high probability of 

committing financial manipulations. So, high DSRI, usually above 1, was associated with high 

probability of financial manipulation. This also indicated that increase in DSRI above 1 was 

one of the indicators of high probability of financial manipulations which could be a source of 

ultimate financial fraud. Since M-score of this company was bending towards the high 

probability of financial manipulation, it also pointed out that there were high chances the 

management might have inflated sales in the current year to meet the demands of stakeholders 

and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Hamid Textile 

Mills Limited was 1.27. This was a negative sign for the company Hamid Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so 

higher than 1 indicated lower gross margin than last year, because cost of sales increased in the 

current year which reduced the gross profit margin in the current year. So, Hamid Textile Mills 

Limited did not perform better than last year. M-score of Hamid Textile Mills Limited was -

1.81, which indicated high probability of financial manipulation. So, parallel association was 

identified between high probability of financial manipulation and high GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Hamid Textile Mills Limited was 

1.00 which showed its consistency with the last year. This also indicated that the company did 
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not unnecessarily overstate its assets to present a good picture of its financial statements. M-

score of Hamid Textile Mills Limited was -1.81 which showed high probability of financial 

manipulation. Although M-score showed high probability, still the company managed to 

correctly record capitalization of assets and relevant expenses.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Hamid Textile Mills Limited was 1.37. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Hamid Textile Mills Limited managed 

to increase its sales in the current year, comparing last year, which showed its efficiency in the 

current year. Nevertheless, M-score of Hamid Textile Mills Limited was -1.81, which showed 

high probability of financial manipulation, which could be due to inflated sales in the current 

year.  

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Hamid Textile Mills Limited was 0.59 that showed the company charged 

higher depreciation expense in the current year, comparing the last year. DEPI was considered 

here as positive sign for the company Hamid Textile Mills Limited. M-score of Hamid Textile 

Mills Limited was -1.81 which indicated high probability of financial manipulation. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Hamid Textile Mills Limited was 0.94 which was less than 1. It showed the company incurred 
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less expenses in the current year, comparing the last year. Although less than one normally 

indicates positive sign for a company, but since M-score of the company was -1.81 showing 

high probability of financial manipulation, therefore, less incurring of expenses in the current 

year indicated that there was a possibility of deferring expenses to increase the profits of the 

company. So, high probability of M-score could be due to unreal reduction in sales, general 

and administrative expenses. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Hamid Textile Mills Limited was -0.01. It showed net change in current assets and 

liabilities was not drastic.  Although M-score of the company was -1.81, which showed high 

probability of financial manipulation, yet the calculation showed no drastic changes in the net 

change in current assets and current liabilities.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Hamid Textile Mills Limited was 1.27, which 

was a negative sign for the company and showed the company’s borrowings and liabilities in 

the current year increased, comparing last year. It also indicated inefficiency of the 

management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the company did not manage to pay off its long-term debts. 

It further pointed that assets of the company were not sufficient enough to pay off its long-term 

debts in the current year. 
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Figure #4:  

M-Score Accounting Ratios 

 

Summary  

M-score of Hamid Textile Mills Limited was -1.81 which was higher than the 

benchmark and therefore indicated high probability of financial manipulation in the financial 

statements. 

5.Textile Company 5 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of J.A Textile 

Mills Limited was 12.96. It was above 1, which showed that last year debtors recovery days 

were lower than the current year. In other words, current year was less efficient as compared 

to the last year. It also reflected that J.A Textile Mills Limited had failed to effectively manage 
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its receivables in the current year, which was a negative sign for the company because it was 

highly probable that the company would face working capital issue because cash was needed 

by all companies to meet their day-to-day expenses and the company was struggling in meeting 

this requirement of funds.  

M-score of J.A Textile Mills Limited was 12.75, which showed high probability of 

committing financial manipulations. So, high DSRI, usually above 1, was associated with high 

probability of financial manipulation. This also indicated that increase in DSRI above 1 was 

one of the indicators of high probability of financial manipulations which could be a source of 

ultimate financial fraud. Since M-score of this company was bending towards the high 

probability of financial manipulation, it also pointed out that there were high chances the 

management might have inflated sales in the current year to meet the demands of stakeholders 

and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of J.A Textile 

Mills Limited was 4.31. This was a negative sign for the company J.A Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so 

higher than 1 indicated lower gross margin than last year. So, J.A Textile Mills Limited did not 

perform better than last year.  M-score of J.A Textile Mills Limited was 12.75, which indicated 

high probability of financial manipulation. So, parallel relationship was identified between 

high probability of financial manipulation and higher value of GMI, greater than one. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of J.A Textile Mills Limited was 
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1.12 which did not show its consistency with the last year. This also indicated that the company 

unnecessarily overstated its assets to present a good picture of its financial statements. M-score 

of J.A Textile Mills Limited was 12.75 which showed high probability of financial 

manipulation. So, parallel association was identified between high probability of financial 

manipulation and high value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

J.A Textile Mills Limited was 3.86. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that J.A Textile Mills Limited managed to 

increase its sales in the current year, comparing last year, which showed its efficiency in the 

current year. Nevertheless, M-score of J.A Textile Mills Limited was 12.75, which showed 

high probability of financial manipulation, which could be due to inflated sales in the current 

year.  

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of J.A Textile Mills Limited was 1.00 that showed the company charged lower 

depreciation expense in the current year, comparing the last year. DEPI was considered here as 

negative sign for the company J.A Textile Mills Limited because there was possibility of under-

charging the depreciation in the current year. M-score of J.A Textile Mills Limited was 12.75 

which indicated high probability of financial manipulation. So, high probability of financial 

manipulation was associated with higher DEPI ratio. 
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SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of J.A 

Textile Mills Limited was 0.26 which was less than 1. It showed the company incurred less 

expenses in the current year, comparing the last year. Although less than one normally indicates 

positive sign for a company, but since M-score of the company was 12.75 showing high 

probability of financial manipulation, therefore, less incurring of expenses in the current year 

indicated that there was a possibility of deferring expenses to increase the profits of the 

company. So, high probability of M-score could be due to unreal reduction in sales, general 

and administrative expenses. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of J.A Textile Mills Limited was 0.04. It showed net change in current assets and 

liabilities was not drastic.  Although M-score of the company was 12.75, which showed high 

probability of financial manipulation, yet the calculation showed no drastic changes in the net 

change in current assets and current liabilities.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of J.A Textile Mills Limited was 1.07, which was 

a negative sign for the company and showed the company’s borrowings and liabilities in the 

current year increased, comparing last year. It also indicated inefficiency of the management 

of the company in handling its borrowings and liabilities in the current year, comparing last 
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year. It was showing the company did not manage to pay off its long-term debts. It further 

pointed that assets of the company were not sufficient enough to pay off its long-term debts in 

the current year. 

Figure #5:  

M-Score Accounting Ratios 

 

Summary  

M-score of J.A Textile Mills Limited was 12.75 which was higher than the benchmark 

and therefore indicated high probability of financial manipulation in the financial statements. 

6.Textile Company 6 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Quetta Textile 

Mills Limited was 4.35. It was above 1, which showed that last year debtors recovery days 

were lower than the current year. In other words, current year was less efficient as compared 
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to the last year. It also reflected that Quetta Textile Mills Limited had failed to effectively 

manage its receivables in the current year, which was a negative sign for the company because 

it was highly probable that the company would face working capital issue because cash was 

needed by all companies to meet their day-to-day expenses and the company was struggling in 

meeting this requirement of funds.  

M-score of Quetta Textile Mills Limited was -1.21, which showed high probability of 

committing financial manipulations. So, high DSRI, usually above 1, was associated with high 

probability of financial manipulation. This also indicated that increase in DSRI above 1 was 

one of the indicators of high probability of financial manipulations which could be a source of 

ultimate financial fraud. Since M-score of this company was bending towards the high 

probability of financial manipulation, it also pointed out that there were high chances the 

management might have inflated sales in the current year to meet the demands of stakeholders 

and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Quetta Textile 

Mills Limited was 0.40. This was a positive sign for the company Quetta Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so lower 

than 1 indicated higher gross margin than last year. So, Quetta Textile Mills Limited performed 

better than last year.  Nevertheless, M-score of Quetta Textile Mills Limited was -1.21, which 

indicated high probability of financial manipulation. So, increased in GMI could be due to 

inflated sales or understatement of cost of goods sold. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 
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and at the same time increase profits of the company. AQI of Quetta Textile Mills Limited was 

1.18 which was higher than the last year. This also indicated that the company might have 

unnecessarily overstated its assets to present a good picture of its financial statements. M-score 

of Quetta Textile Mills Limited was -1.21 which showed high probability of financial 

manipulation. So, parallel association was identified between high probability of financial 

manipulation and high AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Quetta Textile Mills Limited was 0.26. It was a negative sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so lower than 1 

indicated lower sales than last year. It also indicated that Quetta Textile Mills Limited did not 

manage to increase its sales in the current year, comparing last year, which showed its 

inefficiency in the current year. M-score of Quetta Textile Mills Limited was -1.21. So, indirect 

association was identified between high probability of financial manipulation and decrease in 

sales.  

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Quetta Textile Mills Limited was 1.01 that showed the company charged 

lower depreciation expense in the current year, comparing the last year. DEPI was considered 

here as negative sign for the company Quetta Textile Mills Limited because there was 

possibility of under-charging the depreciation in the current year. M-score of Quetta Textile 

Mills Limited was -1.21 which indicated high probability of financial manipulation. So, high 

probability of financial manipulation was associated with higher DEPI ratio. 
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SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Quetta Textile Mills Limited was 2.52 which was above 1. It showed the company incurred 

more expenses in the current year, comparing the last year. Here it showed inefficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -1.21, which showed high probability of financial manipulation. So, 

parallel association was identified between high probability of financial manipulation and high 

SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Quetta Textile Mills Limited was -0.04. It showed net change in current assets and 

liabilities was not drastic. Although, M-score of the company was -1.21, which showed high 

probability of financial manipulation, yet the calculation showed no drastic changes in the net 

change in current assets and current liabilities.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Quetta Textile Mills Limited was 1.07, which 

was a negative sign for the company and showed the company’s borrowings and liabilities in 

the current year increased, comparing last year. It also indicated inefficiency of the 

management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the company did not manage to pay off its long-term debts. 
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It further pointed that assets of the company were not sufficient enough to pay off its long-term 

debts in the current year.  

Figure #6:  

M-Score Accounting Ratios 

 

Summary  

M-score of Quetta Textile Mills Limited was -1.21 which was higher than the 

benchmark and therefore indicated high probability of financial manipulation in the financial 

statements. 

7.Textile Company 7 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Service 

Industries Textile Limited was 1.16. It was above 1, which showed that last year debtors 

recovery days were lower than the current year. In other words, current year was less efficient 
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as compared to the last year. It also reflected that Service Industries Textile Limited had failed 

to effectively manage its receivables in the current year, which was a negative sign for the 

company because it was highly probable that the company would face working capital issue 

because cash was needed by all companies to meet their day-to-day expenses and the company 

was struggling in meeting this requirement of funds.  

M-score of Service Industries Textile Limited was -1.33, which showed high 

probability of committing financial manipulations. So, high DSRI, usually above 1, was 

associated with high probability of financial manipulation. This also indicated that increase in 

DSRI above 1 was one of the indicators of high probability of financial manipulations which 

could be a source of ultimate financial fraud. Since M-score of this company was bending 

towards the high probability of financial manipulation, it also pointed out that there were high 

chances the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Service 

Industries Textile Limited was 3.98. This was a negative sign for the company Service 

Industries Textile Limited because per ratio formula of GMI, last year GM was divided with 

the current year one, so higher than 1 indicated lower gross margin than last year. So, Service 

Industries Textile Limited did not perform better than last year.  M-score of Service Industries 

Textile Limited was -1.33, which indicated high probability of financial manipulation. So, 

parallel relationship was identified between high probability of financial manipulation and 

higher value of GMI, greater than one. 
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AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Service Industries Textile Limited 

was 1.20 which showed high probability of asset capitalization. This also indicated that the 

company might have unnecessarily overstates its assets and deferred expenses to present a good 

picture of its financial statements. M-score of Service Industries Textile Limited was -1.33 

which showed high probability of financial manipulation. So, parallel association was 

identified between high probability of financial manipulation and high value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Service Industries Textile Limited was 1.28. It was a positive sign for the company because 

per ratio formula of SGI, current year gross sales were divided with the last year, so higher 

than 1 indicated better sales than last year. It also indicated that Service Industries Textile 

Limited managed to increase its sales in the current year, comparing last year, which showed 

its efficiency in the current year. Nevertheless, M-score of Service Industries Textile Limited 

was -1.33, which showed high probability of financial manipulation, which could be due to 

inflated sales in the current year.  

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Service Industries Textile Limited was 1.07 that showed the company 

charged lower depreciation expense in the current year, comparing the last year. DEPI was 

considered here as negative sign for the company Service Industries Textile Limited because 

there was possibility of under-charging the depreciation in the current year. M-score of Service 
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Industries Textile Limited was -1.33 which indicated high probability of financial 

manipulation. So, high probability of financial manipulation was associated with higher DEPI 

ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Service Industries Textile Limited was 0.82 which was less than 1. It showed the company 

incurred less expenses in the current year, comparing the last year. Although less than one 

normally indicates positive sign for a company, but since M-score of the company was -1.33 

showing high probability of financial manipulation, therefore, less incurring of expenses in the 

current year indicated that there was a possibility of deferring expenses to increase the profits 

of the company. So, high probability of M-score could be due to unreal reduction in sales, 

general and administrative expenses. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Service Industries Textile Limited was -0.09. It showed net change in current assets 

and liabilities was not drastic.  Although M-score of the company was -1.33, which showed 

high probability of financial manipulation, yet the calculation showed no drastic changes in the 

net change in current assets and current liabilities.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Service Industries Textile Limited was 1.31, 
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which was a negative sign for the company and showed the company’s borrowings and 

liabilities in the current year increased, comparing last year. It also indicated inefficiency of 

the management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the company did not manage to pay off its long-term debts. 

It further pointed that assets of the company were not sufficient enough to pay off its long-term 

debts in the current year. 

Figure #7:  

M-Score Accounting Ratios 

 

Summary  

M-score of Service Industries Textile Limited was -1.33 which was higher than the 

benchmark and therefore indicated high probability of financial manipulation in the financial 

statements. 
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8.Textile Company 8 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Sunrays 

Textile Mills Limited was 1.22. It was above 1, which showed that last year debtors recovery 

days were lower than the current year. In other words, current year was less efficient as 

compared to the last year. It also reflected that Sunrays Textile Mills Limited had failed to 

effectively manage its receivables in the current year, which was a negative sign for the 

company because it was highly probable that the company would face working capital issue 

because cash was needed by all companies to meet their day-to-day expenses and the company 

was struggling in meeting this requirement of funds.  

M-score of Sunrays Textile Mills Limited was -2.00, which showed high probability of 

committing financial manipulations. So, high DSRI, usually above 1, was associated with high 

probability of financial manipulation. This also indicated that increase in DSRI above 1 was 

one of the indicators of high probability of financial manipulations which could be a source of 

ultimate financial fraud. Since M-score of this company was bending towards the high 

probability of financial manipulation, it also pointed out that there were high chances the 

management might have inflated sales in the current year to meet the demands of stakeholders 

and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Sunrays 

Textile Mills Limited was 0.84. This was a positive sign for the company Sunrays Textile Mills 

Limited because per ratio formula of GMI, last year GM was divided with the current year one, 
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so higher than 1 indicated lower gross margin than last year. So, Sunrays Textile Mills Limited 

performed better than last year.  Nevertheless, M-score of Sunrays Textile Mills Limited was 

-2.00, which indicated high probability of financial manipulation. So, increase in GMI 

indicated inflated sales and understatement of cost of goods sold and expenses. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Sunrays Textile Mills Limited 

was 0.61 which showed its consistency with the last year. This also indicated that the company 

did not unnecessarily overstate its assets to present a good picture of its financial statements. 

Nevertheless, M-score of Sunrays Textile Mills Limited was -2.00 which showed high 

probability of financial manipulation. Although M-score showed high probability, still the 

company managed to correctly record capitalization of assets and relevant expenses.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Sunrays Textile Mills Limited was 2.13. Although it was a positive for the company, but the 

high probability of M-score 2.00 indicated that sales might have been inflated by the company 

because SGI showed sales were doubled in the current year, comparing the last year.  

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Sunrays Textile Mills Limited was 0.47 that showed the company charged 

lower depreciation expense in the current year, comparing the last year. Although it is normally 

a positive sign for the company, but M-score was -2.00 showing high probability of financial 

manipulation. So, half the depreciation charged in the current year indicated that there was a 
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strong possibility of undercharging the depreciation expenses by changing the depreciation 

policies fundamentally. In this way, the company might have understated its expenses to 

increase the profits of the company. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Sunrays Textile Mills Limited was 0.60 which was less than 1. It showed the company incurred 

less expenses in the current year, comparing the last year. Although less than one normally 

indicates positive sign for a company, but since M-score of the company was -2.00 showing 

high probability of financial manipulation, therefore, less incurring of expenses in the current 

year indicated that there was a possibility of deferring expenses to increase the profits of the 

company. So, high probability of M-score could be due to unreal reduction in sales, general 

and administrative expenses. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Sunrays Textile Mills Limited was -0.03. It showed net change in current assets and 

liabilities was not drastic.  Although M-score of the company was -2.00, which showed high 

probability of financial manipulation, yet the calculation showed no drastic changes in the net 

change in current assets and current liabilities.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Sunrays Textile Mills Limited was 1.36, which 



153 
 

 
 

was a negative sign for the company and showed the company’s borrowings and liabilities in 

the current year increased, comparing last year. It also indicated inefficiency of the 

management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the company did not manage to pay off its long-term debts. 

It further pointed that assets of the company were not sufficient enough to pay off its long-term 

debts in the current year. 

Figure #8:  

M-Score Accounting Ratios 

 

Summary  

M-score of Sunrays Textile Mills Limited was -2.00 which was higher than the 

benchmark and therefore indicated high probability of financial manipulation in the financial 

statements. 
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Evaluation of Findings Along with Research Objective 

The above detailed analysis of each accounting ratio, clearly indicated strength of these 

fraud indicators, when applied on the textile companies, listed on Pakistan Stock Exchange. 

These independent variables of M-score were able to extract the complicated financial 

information out of these financial statements of these listed companies and showed how each 

ratio played its role in determining the financial manipulation.  

These accounting ratios also indicated that these were equally important and none of 

them could be ignored. These fraud indicators identified that these companies were 

manipulating their financial figures and there was a strong possibility that these companies 

were not maintaining their books properly.  

The accounting ratios, specifically DSRI, DEPI and LVGI, of these companies were 

erratic and not supporting these companies. The DSRIs of these companies showed debtors 

collection days were increased disproportionately. The unusual massive increase in the debtors’ 

collections days determined a strong possibility of inflated turnover of these companies.  

DEPI of these companies showed decrease in depreciation expense in almost all these 

companies, which showed depreciation for the current year slowed down which could be due 

to change in depreciation rate or policy in a possible attempt to decrease the expenses and 

increase the profits of the company.       

LVGI of all these companies was higher than 1, which was a negative sign and showed 

the companies borrowings and liabilities in the current year increased, comparing last year. It 

also indicated inefficiency of the management of the companies in handling its borrowings and 

liabilities in the current year, comparing last year. It was showing the companies did not 
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manage to pay off its long-term debts. It further pointed that assets of the companies were not 

sufficient enough to pay off its long-term debts in the current year. 

The above detailed evaluation, examination and explanation of each company’s result 

showed the efficiency of M-score eight accounting ratios in detecting the financial 

manipulation in the listed companies of Pakistan. 

4.3.2. Financial Manipulations in Companies 

The research questions are generally derived from the research objectives and should 

be in line with them. Based on research objectives and questions, hypotheses are established. 

So, in essence all these three, research objectives, research questions and research hypotheses, 

should support one another.  

The second research objective of this research project was: 

“To identify the extent up to which financial manipulations, in the listed companies of 

Pakistan, can be detected with the help of M-score.”  

Based on it, the research question, in line with the research objective, was: 

“What is the extent up to which M-score can evaluate the financial manipulations in the 

listed companies of Pakistan?”  

A hypothesis supporting the research question was: 

“H2: M-score has the strong probability of detecting financial manipulations in 

financial statements of listed companies of Pakistan.” 
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The tables below along with detailed evaluation, examination and explanation of each 

company’s findings show the results that coincide with objective of efficient determination of 

financial manipulations in the listed companies of Pakistan with the use of M-score. 

             Evaluation of Findings 
 
 

Table 4.3:  
 
M-Score and Accounting Ratios Results 

Sr. 
# Name of the Company DSRI GMI AQI SGI DEPI SGAI TATA LVGI 

 
M-

Score Result 

1 Textile Company 9 0.80 1.76 1.47 1.78 0.55 0.81 (0.06) 1.03  (2.22) LP 

2 Textile Company 10 0.96 2.77 1.45 1.32 0.58 0.87 (0.14) 1.01  (2.31) LP 

3 Textile Company 11 0.66 2.34 1.11 1.19 0.77 0.84 (0.10) 0.52  (2.59) LP 

4 Textile Company 12 0.86 1.64 1.02 1.23 0.84 0.72 (0.10) 1.08  (2.91) LP 

5 Textile Company 13 1.36 1.54 1.09 1.25 0.67 0.86 (0.17) 1.02  (2.81) LP 

6 Textile Company 14 0.82 1.24 1.35 1.28 0.83 0.93 (0.03) 1.00  (2.78) LP 

7 Textile Company 15 0.94 0.93 1.01 1.34 1.04 0.92 0.01 1.01  (2.57) LP 

8 Textile Company 16 1.05 1.11 0.93 1.38 0.86 0.83 (0.05) 0.96  (2.60) LP 

9 Textile Company 17 0.90 0.97 0.93 1.22 0.93 1.01 (0.04) 0.93  (2.95) LP 

10 Textile Company 18 1.33 1.25 0.08 1.19 0.91 1.02 (0.08) 1.06  (2.70) LP 

11 Textile Company 19 1.13 0.27 0.62 1.05 0.81 0.69 0.05 1.01  (2.85) LP 

12 Textile Company 20 1.19 1.06 1.03 1.13 0.86 0.96 0.03 0.89  (2.33) LP 

13 Textile Company 21 0.81 1.65 0.83 1.30 0.96 0.72 0.01 0.99  (2.34) LP 

14 Textile Company 22 0.86 1.66 0.38 1.17 1.23 0.71 (0.06) 1.14  (2.74) LP 

15 Textile Company 23 0.90 1.26 1.06 1.27 0.72 0.77 (0.02) 0.94  (2.63) LP 

16 Textile Company 24 0.93 1.99 0.90 1.20 1.02 0.79 (0.08) 1.02  (2.54) LP 

17 Textile Company 25 0.93 0.98 0.55 1.16 0.53 0.88 (0.01) 1.02  (2.88) LP 

18 Textile Company 26 0.53 1.20 0.97 2.05 0.66 0.50 (0.03) 0.90  (2.28) LP 

19 Textile Company 27 0.70 0.95 1.53 1.33 0.92 0.76 (0.02) 0.81  (2.81) LP 

                          

HP: High Probability of Manipulation                     

LP: Low Probability of Manipulation                     

Source: Author's Analyzed Results 
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Table 4.4:  
 
M-Score Results 

Sr. 
# 

Name of the 
Company Intercept DSRI GMI AQI SGI DEPI SGAI TATA LVGI M-

Score Benchmark Result 

1 Textile Company 9 (4.84) 0.74 0.93 0.0594 1.59 0.0634 (0.14) (0.29) (0.34) (2.22) (2.22) LP 

2 Textile Company 10 (4.84) 0.88 1.46 0.0587 1.18 0.0662 (0.15) (0.64) (0.33) (2.31) (2.22) LP 

3 Textile Company 11 (4.84) 0.60 1.23 0.0450 1.07 0.0884 (0.15) (0.47) (0.17) (2.59) (2.22) LP 

4 Textile Company 12 (4.84) 0.79 0.87 0.0413 1.09 0.0969 (0.12) (0.48) (0.35) (2.91) (2.22) LP 

5 Textile Company 13 (4.84) 1.25 0.81 0.0441 1.12 0.0766 (0.15) (0.80) (0.33) (2.81) (2.22) LP 

6 Textile Company 14 (4.84) 0.75 0.66 0.0545 1.14 0.0953 (0.16) (0.15) (0.33) (2.78) (2.22) LP 

7 Textile Company 15 (4.84) 0.87 0.49 0.0409 1.19 0.1197 (0.16) 0.05 (0.33) (2.57) (2.22) LP 

8 Textile Company 16 (4.84) 0.97 0.59 0.0375 1.23 0.0984 (0.14) (0.22) (0.32) (2.60) (2.22) LP 

9 Textile Company 17 (4.84) 0.83 0.51 0.0376 1.09 0.1072 (0.17) (0.20) (0.30) (2.95) (2.22) LP 

10 Textile Company 18 (4.84) 1.23 0.66 0.0031 1.06 0.1051 (0.18) (0.39) (0.35) (2.70) (2.22) LP 

11 Textile Company 19 (4.84) 1.04 0.14 0.0252 0.93 0.0929 (0.12) 0.21 (0.33) (2.85) (2.22) LP 

12 Textile Company 20 (4.84) 1.10 0.56 0.0416 1.01 0.0990 (0.16) 0.16 (0.29) (2.33) (2.22) LP 

13 Textile Company 21 (4.84) 0.74 0.87 0.0334 1.16 0.1106 (0.12) 0.03 (0.32) (2.34) (2.22) LP 

14 Textile Company 22 (4.84) 0.79 0.88 0.0153 1.04 0.1417 (0.12) (0.27) (0.37) (2.74) (2.22) LP 

15 Textile Company 23 (4.84) 0.82 0.67 0.0426 1.13 0.0833 (0.13) (0.09) (0.31) (2.63) (2.22) LP 

16 Textile Company 24 (4.84) 0.85 1.05 0.0363 1.07 0.1177 (0.14) (0.36) (0.33) (2.54) (2.22) LP 

17 Textile Company 25 (4.84) 0.85 0.52 0.0223 1.03 0.0608 (0.15) (0.04) (0.33) (2.88) (2.22) LP 

18 Textile Company 26 (4.84) 0.49 0.63 0.0392 1.83 0.0758 (0.09) (0.13) (0.29) (2.28) (2.22) LP 

19 Textile Company 27 (4.84) 0.65 0.50 0.0617 1.18 0.1055 (0.13) (0.08) (0.26) (2.81) (2.22) LP 

                         

HP: High Probability of Manipulation                       

LP: Low Probability of Manipulation                       

Source: Author's Analyzed Results 
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1.Textile Company 9 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Bhanero 

Textile Mills Limited was 0.80. It was less than 1, which showed that last year debtors recovery 

days were higher than the current year. In other words, current year was more efficient as 

compared to the last year. It also reflected that Bhanero Textile Mills Limited succeeded to 

effectively manage its receivables in the current year, which was a positive sign for the 

company.  

M-score of Bhanero Textile Mills Limited was -2.22, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Bhanero 

Textile Mills Limited was 1.76. This was a negative sign for the company Bhanero Textile 

Mills Limited because per ratio formula of GMI, last year GM was divided with the current 

year one, so higher than 1 indicated lower gross margin than last year. So, Bhanero Textile 

Mills Limited did not perform better than last year, because cost of sales increased in the current 

year which reduced the gross profit margin of current year.  Nevertheless, M-score of Bhanero 

Textile Mills Limited was -2.22, which indicated low probability of financial manipulation. 
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So, even there was reduction in gross margin, still the company managed to fall in the category 

of low probability of financial manipulation. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Bhanero Textile Mills Limited 

was 1.47 which showed its consistency with the last year, although slightly higher than 1. This 

also indicated that the company did not unnecessarily overstate its assets to present a good 

picture of its financial statements. M-score of Bhanero Textile Mills Limited was -2.22 which 

showed low probability of financial manipulation. So, parallel relationship was identified 

between low probability of financial manipulation and lower value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Bhanero Textile Mills Limited was 1.78. It was a positive sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Bhanero Textile Mills Limited 

managed to increase its sales in the current year, comparing last year, which showed its 

efficiency in the current year. M-score of Bhanero Textile Mills Limited was -2.22, which 

showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Bhanero Textile Mills Limited was 0.55 that showed the company charged 

higher depreciation expense in the current year, comparing the last year. DEPI was considered 

here as a positive sign for the company Bhanero Textile Mills Limited because it did not show 
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any fundamental change in depreciation rates or policies. M-score of Bhanero Textile Mills 

Limited was -2.22 which indicated low probability of financial manipulation. So, low 

probability of financial manipulation was associated with lower DEPI ratio, less than one. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Bhanero Textile Mills Limited was 0.81 which was below 1. It showed the company incurred 

less expenses in the current year, comparing the last year. It also indicated efficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -2.22, which showed low probability of financial manipulation. So, 

a parallel relationship was identified between low probability of financial manipulation and 

low incurring of expenses in the current year. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Bhanero Textile Mills Limited was -0.06. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -2.22, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Bhanero Textile Mills Limited was 1.03, which 

was a positive sign for the company and showed the company’s borrowings and liabilities in 
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the current year did not increase massively, comparing last year. It also indicated efficiency of 

the management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the company managed to maintain its long-term debts. It 

further pointed that assets of the company were sufficient enough to pay off major portion of 

its long-term debts in the current year. 

Figure #9:  

M-Score Accounting Ratios 

 

Summary  

M-score of Bhanero Textile Mills Limited was -2.22 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements.   

2. Textile Company 10 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 
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is in collecting the amounts from its customers, comparing the last year. DSRI of Blessed 

Textile Mills Limited was 0.96. It was less than 1, which showed that last year debtors recovery 

days were higher than the current year. In other words, current year was more efficient as 

compared to the last year. It also reflected that Blessed Textile Mills Limited succeeded to 

effectively manage its receivables in the current year, which was a positive sign for the 

company.  

M-score of Bhanero Textile Mills Limited was -2.31, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Blessed Textile 

Mills Limited was 2.77. This was a negative sign for the company Blessed Textile Mills 

Limited because per ratio formula of GMI, last year GM was divided with the current year one, 

so higher than 1 indicated lower gross margin than last year. So, Blessed Textile Mills Limited 

did not perform better than last year, because cost of sales increased in the current year which 

reduced the gross profit margin of current year.  Nevertheless, M-score of Blessed Textile Mills 

Limited was -2.31, which indicated low probability of financial manipulation. So, even there 

was reduction in gross margin, still the company managed to fall in the category of low 

probability of financial manipulation. 
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AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Blessed Textile Mills Limited 

was 1.45 which showed its consistency with the last year, although slightly higher than 1. This 

also indicated that the company did not unnecessarily overstate its assets to present a good 

picture of its financial statements. M-score of Blessed Textile Mills Limited was -2.31 which 

showed low probability of financial manipulation. So, parallel relationship was identified 

between low probability of financial manipulation and lower value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Blessed Textile Mills Limited was 1.32. It was a positive sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Blessed Textile Mills Limited 

managed to increase its sales in the current year, comparing last year, which showed its 

efficiency in the current year. M-score of Blessed Textile Mills Limited was -2.31, which 

showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Blessed Textile Mills Limited was 0.58 that showed the company charged 

higher depreciation expense in the current year, comparing the last year. DEPI was considered 

here as a positive sign for the company Blessed Textile Mills Limited because it did not show 

any fundamental change in depreciation rates or policies. M-score of Blessed Textile Mills 
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Limited was -2.31 which indicated low probability of financial manipulation. So, low 

probability of financial manipulation was associated with lower DEPI ratio, less than one. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Blessed Textile Mills Limited was 0.87 which was below 1. It showed the company incurred 

less expenses in the current year, comparing the last year. It also indicated efficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -2.31, which showed low probability of financial manipulation. So, 

a parallel relationship was identified between low probability of financial manipulation and 

low incurring of expenses in the current year. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Blessed Textile Mills Limited was -0.14. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -2.31, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Blessed Textile Mills Limited was 1.01, which 

was a positive sign for the company and showed the company’s borrowings and liabilities in 

the current year did not increase massively, comparing last year. It also indicated efficiency of 
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the management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the company managed to maintain its long-term debts. It 

further pointed that assets of the company were sufficient enough to pay off major portion of 

its long-term debts in the current year. 

Figure #10:  

M-Score Accounting Ratios 

 

Summary  

M-score of Blessed Textile Mills Limited was -2.31 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements.   

3.Textile Company 11 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of The Crescent 
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Textile Mills Limited was 0.66. It was less than 1, which showed that last year debtors recovery 

days were higher than the current year. In other words, current year was more efficient as 

compared to the last year. It also reflected that The Crescent Textile Mills Limited succeeded 

to effectively manage its receivables in the current year, which was a positive sign for the 

company.  

M-score of The Crescent Textile Mills Limited was -2.59, which showed low 

probability of committing financial manipulations. So, low DSRI, usually less than 1, was 

associated with low probability of financial manipulation. Since M-score of this company was 

bending towards the low probability of financial manipulation, it also pointed out that there 

were less chances the management might have inflated sales in the current year to meet the 

demands of stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of The Crescent 

Textile Mills Limited was 2.34. This was a negative sign for the company The Crescent Textile 

Mills Limited because per ratio formula of GMI, last year GM was divided with the current 

year one, so higher than 1 indicated lower gross margin than last year. So, The Crescent Textile 

Mills Limited did not perform better than last year, because cost of sales increased in the current 

year which reduced the gross profit margin of current year.  Nevertheless, M-score of The 

Crescent Textile Mills Limited was -2.59, which indicated low probability of financial 

manipulation. So, even there was reduction in gross margin, still the company managed to fall 

in the category of low probability of financial manipulation. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 
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and at the same time increase profits of the company. AQI of The Crescent Textile Mills 

Limited was 1.11 which showed its consistency with the last year, although slightly higher than 

1. This also indicated that the company did not unnecessarily overstate its assets to present a 

good picture of its financial statements. M-score of The Crescent Textile Mills Limited was -

2.59 which showed low probability of financial manipulation. So, parallel relationship was 

identified between low probability of financial manipulation and lower value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

The Crescent Textile Mills Limited was 1.19. It was a positive sign for the company because 

per ratio formula of SGI, current year gross sales were divided with the last year, so higher 

than 1 indicated better sales than last year. It also indicated that The Crescent Textile Mills 

Limited managed to increase its sales in the current year, comparing last year, which showed 

its efficiency in the current year. M-score of The Crescent Textile Mills Limited was -2.59, 

which showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of The Crescent Textile Mills Limited was 0.77 that showed the company 

charged higher depreciation expense in the current year, comparing the last year. DEPI was 

considered here as a positive sign for the company The Crescent Textile Mills Limited because 

it did not show any fundamental change in depreciation rates or policies. M-score of The 

Crescent Textile Mills Limited was -2.59 which indicated low probability of financial 

manipulation. So, low probability of financial manipulation was associated with lower DEPI 

ratio, less than one. 
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SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of The 

Crescent Textile Mills Limited was 0.84 which was below 1. It showed the company incurred 

less expenses in the current year, comparing the last year. It also indicated efficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -2.59, which showed low probability of financial manipulation. So, 

a parallel relationship was identified between low probability of financial manipulation and 

low incurring of expenses in the current year. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of The Crescent Textile Mills Limited was -0.10. It showed net change in current assets 

and liabilities was not drastic. M-score of the company was -2.59, which showed low 

probability of financial manipulation. So, parallel associated was identified between low 

probability and low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of The Crescent Textile Mills Limited was 0.52, 

which was a positive sign for the company and showed the company’s borrowings and 

liabilities in the current year decreased, comparing last year. It also indicated efficiency of the 

management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the company managed to pay-off some portion of its long-
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term debts in the current year. It further pointed that assets of the company were sufficient 

enough to pay off its long-term debts in the current year. 

Figure #11:  

M-Score Accounting Ratios 

 

Summary  

M-score of The Crescent Textile Mills Limited was -2.59 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements.   

4.Textile Company 12 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Din Textile 

Mills Limited was 0.86. It was less than 1, which showed that last year debtors recovery days 

were higher than the current year. In other words, current year was more efficient as compared 
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to the last year. It also reflected that Din Textile Mills Limited succeeded to effectively manage 

its receivables in the current year, which was a positive sign for the company.  

M-score of Din Textile Mills Limited was -2.91, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Din Textile 

Mills Limited was 1.64. This was a negative sign for the company Din Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so 

higher than 1 indicated lower gross margin than last year, because cost of sales increased in the 

current year that reduced the gross profit margin in the current year. So, Din Textile Mills 

Limited did not perform better than last year. Nevertheless, M-score of Din Textile Mills 

Limited was -2.91, which indicated low probability of financial manipulation. So, decrease in 

gross profit margin could be due to actual increase in cost of goods produced. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Din Textile Mills Limited was 

1.02 which showed its consistency with the last year, although slightly higher than 1. This also 

indicated that the company did not unnecessarily overstate its assets to present a good picture 

of its financial statements. M-score of Din Textile Mills Limited was -2.91 which showed low 



171 
 

 
 

probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Din Textile Mills Limited was 1.23. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Din Textile Mills Limited managed 

to increase its sales in the current year, comparing last year, which showed its efficiency in the 

current year. M-score of Din Textile Mills Limited was -2.91, which showed low probability 

of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Din Textile Mills Limited was 0.84 that showed the company charged 

higher depreciation expense in the current year, comparing the last year. DEPI was considered 

here as a positive sign for the company Din Textile Mills Limited because it did not show any 

fundamental change in depreciation rates or policies. M-score of Din Textile Mills Limited was 

-2.91 which indicated low probability of financial manipulation. So, low probability of 

financial manipulation was associated with lower DEPI ratio, less than one. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of Din 

Textile Mills Limited was 0.72 which was below 1. It showed the company incurred less 

expenses in the current year, comparing the last year. It also indicated efficiency of the 
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management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -2.91, which showed low probability of financial manipulation.  

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Din Textile Mills Limited was -0.10. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -2.91, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Din Textile Mills Limited was 1.08, which was 

a positive sign for the company, although slightly higher than 1, and showed the company’s 

borrowings and liabilities in the current year did not increase massively, comparing last year. 

It also indicated efficiency of the management of the company in handling its borrowings and 

liabilities in the current year, comparing last year. It was showing the company managed to 

maintain its long-term debts in the current year. It further pointed that assets of the company 

were sufficient enough to pay off major portion of its long-term debts in the current year. 
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Figure #12:  

M-Score Accounting Ratios 

 

Summary  

M-score of Din Textile Mills Limited was -2.91 which was lower than the benchmark 

and therefore indicated low probability of financial manipulation in the financial statements. 

5.Textile Company 13 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Gadoon 

Textile Mills Limited was 1.36. It was above 1, which showed that last year debtors recovery 

days were lower than the current year. In other words, current year was less efficient as 

compared to the last year. It also reflected that Gadoon Textile Mills Limited failed to 

effectively manage its receivables in the current year, which was a negative sign for the 

company.  
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Nevertheless, M-score of Gadoon Textile Mills Limited was -2.81, which showed low 

probability of committing financial manipulations. Although, M-score of this company was 

bending towards the low probability of financial manipulation, it needed to improve its DSRI. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Gadoon 

Textile Mills Limited was 1.54. This was a negative sign for the company Gadoon Textile Mills 

Limited because per ratio formula of GMI, last year GM was divided with the current year one, 

so higher than 1 indicated lower gross margin than last year, because cost of sales increased in 

the current year which reduced the gross profit margin in the current year. So, Gadoon Textile 

Mills Limited did not perform better than last year. Nevertheless, M-score of Gadoon Textile 

Mills Limited was -2.81, which indicated low probability of financial manipulation. So, 

reduction in gross profit margin could be due to factors like inflation, increase in salaries etc. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Gadoon Textile Mills Limited 

was 1.09 which showed its consistency with the last year, although slightly higher than 1. This 

also indicated that the company did not unnecessarily overstate its assets to present a good 

picture of its financial statements. M-score of Gadoon Textile Mills Limited was -2.81 which 

showed low probability of financial manipulation. So, parallel relationship was identified 

between low probability of financial manipulation and lower value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Gadoon Textile Mills Limited was 1.25. It was a positive sign for the company because per 
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ratio formula of SGI, current year gross sales were divided with the last year, so greater than 1 

indicated higher sales than last year. It also indicated that Gadoon Textile Mills Limited 

managed to increase its sales in the current year, comparing last year, which showed its 

efficiency in the current year. Nevertheless, M-score of Gadoon Textile Mills Limited was -

2.81, which showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Gadoon Textile Mills Limited was 0.67 that showed the company charged 

higher depreciation expense in the current year, comparing the last year. DEPI was considered 

here as a positive sign for the company Gadoon Textile Mills Limited because it did not show 

any fundamental change in depreciation rates or policies. M-score of Gadoon Textile Mills 

Limited was -2.81 which indicated low probability of financial manipulation. So, low 

probability of financial manipulation was associated with low DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Gadoon Textile Mills Limited was 0.86 which was below 1. It showed the company incurred 

less expenses in the current year, comparing the last year. It also indicated efficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -2.81, which showed low probability of financial manipulation.  

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 
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as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Gadoon Textile Mills Limited was -0.17. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -2.81, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Gadoon Textile Mills Limited was 1.02, which 

was a positive sign for the company, although slightly higher than 1, and showed the company’s 

borrowings and liabilities in the current year did not increase massively, comparing last year. 

It also indicated efficiency of the management of the company in handling its borrowings and 

liabilities in the current year, comparing last year. It was showing the company managed to 

maintain its long-term debts in the current year. It further pointed that assets of the company 

were sufficient enough to pay off major portion of its long-term debts in the current year. 
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Figure #13:  

M-Score Accounting Ratios 

 

Summary  

M-score of Gadoon Textile Mills Limited was -2.81 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements.   

6.Textile Company 14 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Gul Ahmed 

Textile Mills Limited was 0.82. It was below 1, which showed that last year debtors recovery 

days were higher than the current year. In other words, current year was more efficient as 

compared to the last year. It also reflected that Gul Ahmed Textile Mills Limited succeeded to 
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effectively manage its receivables in the current year, which was a positive sign for the 

company.  

M-score of Gul Ahmed Textile Mills Limited was -2.78, which showed low probability 

of committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Gul Ahmed 

Textile Mills Limited was 1.24. This was a negative sign for the company Gul Ahmed Textile 

Mills Limited because per ratio formula of GMI, last year GM was divided with the current 

year one, so higher than 1 indicated lower gross margin than last year, because cost of sales 

increased in the current year which reduced the gross profit margin in the current year. So, Gul 

Ahmed Textile Mills Limited did not perform better than last year. Nevertheless, M-score of 

Gul Ahmed Textile Mills Limited was -2.78, which indicated low probability of financial 

manipulation. So, reduction in gross profit margin could be due to factors like inflation, 

increase in salaries etc. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Gul Ahmed Textile Mills Limited 

was 1.35 which showed its consistency with the last year, although slightly higher than 1. This 

also indicated that the company did not unnecessarily overstate its assets to present a good 



179 
 

 
 

picture of its financial statements. M-score of Gul Ahmed Textile Mills Limited was -2.78 

which showed low probability of financial manipulation. So, parallel relationship was 

identified between low probability of financial manipulation and lower value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Gul Ahmed Textile Mills Limited was 1.28. It was a positive sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so greater than 1 

indicated higher sales than last year. It also indicated that Gul Ahmed Textile Mills Limited 

managed to increase its sales in the current year, comparing last year, which showed its 

efficiency in the current year. Nevertheless, M-score of Gul Ahmed Textile Mills Limited was 

-2.78, which showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Gul Ahmed Textile Mills Limited was 0.83 that showed the company 

charged higher depreciation expense in the current year, comparing the last year. DEPI was 

considered here as a positive sign for the company Gul Ahmed Textile Mills Limited because 

it did not show any fundamental change in depreciation rates or policies. M-score of Gul 

Ahmed Textile Mills Limited was -2.78 which indicated low probability of financial 

manipulation. So, low probability of financial manipulation was associated with low DEPI 

ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of Gul 
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Ahmed Textile Mills Limited was 0.93 which was below 1. It showed the company incurred 

less expenses in the current year, comparing the last year. It also indicated efficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -2.78, which showed low probability of financial manipulation.  

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Gul Ahmed Textile Mills Limited was -0.03. It showed net change in current assets 

and liabilities was not drastic. M-score of the company was -2.78, which showed low 

probability of financial manipulation. So, parallel associated was identified between low 

probability and low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Gul Ahmed Textile Mills Limited was 1.00, 

which was a positive sign for the company and showed the company’s borrowings and 

liabilities in the current year did not increase, comparing last year. It also indicated efficiency 

of the management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the company managed to maintain its long-term debts in 

the current year. It further pointed that assets of the company were sufficient enough to pay off 

major portion of its long-term debts in the current year. 
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Figure #14:  

M-Score Accounting Ratios 

 

Summary  

M-score of Gul Ahmed Textile Mills Limited was -2.78 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements. 

7.Textile Company 15 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Kohat Textile 

Mills Limited was 0.94. It was less than 1, which showed that last year debtors recovery days 

were higher than the current year. In other words, current year was more efficient as compared 

to the last year. It also reflected that Kohat Textile Mills Limited succeeded to effectively 

manage its receivables in the current year, which was a positive sign for the company.  
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M-score of Kohat Textile Mills Limited was -2.57, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Kohat Textile 

Mills Limited was 0.93. This was a positive sign for the company Kohat Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so lower 

than 1 indicated better gross margin than last year. So, Kohat Textile Mills Limited performed 

better than last year.  M-score of Kohat Textile Mills Limited was -2.57, which indicated low 

probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Kohat Textile Mills Limited was 

1.01 which showed its consistency with the last year. This also indicated that the company did 

not unnecessarily overstate its assets to present a good picture of its financial statements. M-

score of Kohat Textile Mills Limited was -2.57 which showed low probability of financial 

manipulation. So, parallel relationship was identified between low probability of financial 

manipulation and lower value of AQI.  
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SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Kohat Textile Mills Limited was 1.34. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Kohat Textile Mills Limited managed 

to increase its sales in the current year, comparing last year, which showed its efficiency in the 

current year. M-score of Kohat Textile Mills Limited was -2.57, which showed low probability 

of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Kohat Textile Mills Limited was 1.04 that showed the company charged 

more or less equal depreciation expense in the current year, comparing with the last year. DEPI 

was considered here as a positive sign for the company Kohat Textile Mills Limited because it 

did not show any fundamental change in depreciation rates or policies. M-score of Kohat 

Textile Mills Limited was -2.57 which indicated low probability of financial manipulation. So, 

low probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of Kohat 

Textile Mills Limited was 0.92 which was below 1. It showed the company incurred less 

expenses in the current year, comparing the last year. Here it showed efficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -2.57, which showed low probability of financial manipulation. So, 



184 
 

 
 

parallel association was identified between low probability of financial manipulation and low 

SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Kohat Textile Mills Limited was 0.01. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -2.57, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Kohat Textile Mills Limited was 1.01, which 

was a positive sign for the company and showed the company’s borrowings and liabilities in 

the current year did not increase massively, comparing with last year. It also indicated 

efficiency of the management of the company in handling its borrowings and liabilities in the 

current year. It was showing the company managed to pay-off some portion of its long-term 

debts in the current year. It further pointed that assets of the company were sufficient enough 

to pay off its long-term debts in the current year. 
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Figure #15:  

M-Score Accounting Ratios 

 

Summary  

M-score of Kohat Textile Mills Limited was -2.57 which was lower than the benchmark 

and therefore indicated low probability of financial manipulation in the financial statements.   

8.Textile Company 16 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Kohinoor 

Textile Mills Limited was 1.05. It was more or less equal to 1, which showed that last year 

debtors recovery days were consistent with the current year. In other words, current year was 

consistent with the prior year. It also reflected that Kohinoor Textile Mills Limited maintained 

to effectively manage its receivables in the current year, which was a positive sign for the 

company.  
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M-score of Kohinoor Textile Mills Limited was -2.60, which showed low probability 

of committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Kohinoor 

Textile Mills Limited was 1.11. This was a positive sign for the company Kohinoor Textile 

Mills Limited because per ratio formula of GMI, last year GM was divided with the current 

year one, so lower than or equal to 1 indicated better or consistent gross margin, comparing 

with last year. So, Kohinoor Textile Mills Limited performed consistent in the current year.  

M-score of Kohinoor Textile Mills Limited was -2.60, which indicated low probability of 

financial manipulation. So, parallel relationship was identified between low probability of 

financial manipulation and lower value of GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Kohinoor Textile Mills Limited 

was 0.93 which showed its consistency with the last year. This also indicated that the company 

did not unnecessarily overstate its assets to present a good picture of its financial statements. 

M-score of Kohinoor Textile Mills Limited was -2.60 which showed low probability of 

financial manipulation. So, parallel relationship was identified between low probability of 

financial manipulation and lower value of AQI.  
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SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Kohinoor Textile Mills Limited was 1.38. It was a positive sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Kohinoor Textile Mills Limited 

managed to increase its sales in the current year, comparing last year, which showed its 

efficiency in the current year. M-score of Kohinoor Textile Mills Limited was -2.60, which 

showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Kohinoor Textile Mills Limited was 0.86 that showed the company charged 

more depreciation expense in the current year, comparing with the last year. DEPI was 

considered here as a positive sign for the company Kohinoor Textile Mills Limited because it 

did not show any fundamental change in depreciation rates or policies. M-score of Kohinoor 

Textile Mills Limited was -2.60 which indicated low probability of financial manipulation. So, 

low probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Kohinoor Textile Mills Limited was 0.83 which was below 1. It showed the company incurred 

less expenses in the current year, comparing the last year. Here it showed efficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -2.60, which showed low probability of financial manipulation. So, 
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parallel association was identified between low probability of financial manipulation and low 

SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Kohinoor Textile Mills Limited was 0.05. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -2.60, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Kohinoor Textile Mills Limited was 0.96, which 

was a positive sign for the company and showed the company’s borrowings and liabilities in 

the current year decreased, comparing with last year. It also indicated efficiency of the 

management of the company in handling its borrowings and liabilities in the current year. It 

was showing the company managed to pay-off some portion of its long-term debts in the 

current year. It further pointed that assets of the company were sufficient enough to pay off its 

long-term debts in the current year. 

 

 

 

 



189 
 

 
 

Figure #16:  

M-Score Accounting Ratios 

 

Summary  

M-score of Kohinoor Textile Mills Limited was -2.60 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements.   

9.Textile Company 17 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Mehmood 

Textile Mills Limited was 0.90. It was less than 1, which showed that last year debtors recovery 

days were higher than the current year. In other words, current year was more efficient as 

compared to the last year. It also reflected that Mehmood Textile Mills Limited succeeded to 
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effectively manage its receivables in the current year, which was a positive sign for the 

company.  

M-score of Mehmood Textile Mills Limited was -2.95, which showed low probability 

of committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Mehmood 

Textile Mills Limited was 0.97. This was a positive sign for the company Mehmood Textile 

Mills Limited because per ratio formula of GMI, last year GM was divided with the current 

year one, so lower than 1 indicated better gross margin than last year. So, Mehmood Textile 

Mills Limited performed better than last year.  M-score of Mehmood Textile Mills Limited 

was -2.95, which indicated low probability of financial manipulation. So, parallel relationship 

was identified between low probability of financial manipulation and lower value of GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Mehmood Textile Mills Limited 

was 0.93 which showed its consistency with the last year. This also indicated that the company 

did not unnecessarily overstate its assets to present a good picture of its financial statements. 

M-score of Mehmood Textile Mills Limited was -2.95 which showed low probability of 
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financial manipulation. So, parallel relationship was identified between low probability of 

financial manipulation and lower value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Mehmood Textile Mills Limited was 1.22. It was a positive sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Mehmood Textile Mills Limited 

managed to increase its sales in the current year, comparing last year, which showed its 

efficiency in the current year. M-score of Mehmood Textile Mills Limited was -2.95, which 

showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Mehmood Textile Mills Limited was 0.93 that showed the company charged 

higher depreciation expense in the current year, comparing with the last year. DEPI was 

considered here as a positive sign for the company Mehmood Textile Mills Limited because it 

did not show any fundamental change in depreciation rates or policies. M-score of Mehmood 

Textile Mills Limited was -2.95 which indicated low probability of financial manipulation. So, 

low probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Mehmood Textile Mills Limited was 1.01 which was equal 1. It showed the company incurred 

more or less same expenses in the current year, comparing with the last year. Here it showed 
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efficiency of the management in controlling sales, administrative and general expenses in the 

current year. M-score of the company was -2.95, which showed low probability of financial 

manipulation. So, parallel association was identified between low probability of financial 

manipulation and low SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Mehmood Textile Mills Limited was -0.04. It showed net change in current assets 

and liabilities was not drastic. M-score of the company was -2.95, which showed low 

probability of financial manipulation. So, parallel associated was identified between low 

probability and low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Mehmood Textile Mills Limited was 0.93, which 

was a positive sign for the company and showed the company’s borrowings and liabilities in 

the current year decreased, comparing with last year. It also indicated efficiency of the 

management of the company in handling its borrowings and liabilities in the current year. It 

was showing the company managed to pay-off some portion of its long-term debts in the 

current year. It further pointed that assets of the company were sufficient enough to pay off its 

long-term debts in the current year. 
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Figure #17:  

M-Score Accounting Ratios 

 

Summary  

M-score of Mehmood Textile Mills Limited was -2.95 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements. 

10.Textile Company 18 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Premium 

Textile Mills Limited was 1.33. It was slightly higher than 1, which showed that last year 

debtors recovery days were consistent with the current year. In other words, current year was 

consistent with the prior year. It also reflected that Premium Textile Mills Limited maintained 
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to effectively manage its receivables in the current year, which was a positive sign for the 

company.  

M-score of Premium Textile Mills Limited was -2.70, which showed low probability 

of committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Premium 

Textile Mills Limited was 1.25. This was still a positive sign for the company Premium Textile 

Mills Limited because per ratio formula of GMI, last year GM was divided with the current 

year one, so equal to or sightly higher than 1 indicated better or consistent gross margin, 

comparing with last year. So, Premium Textile Mills Limited performed consistent in the 

current year.  M-score of Premium Textile Mills Limited was -2.70, which indicated low 

probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Premium Textile Mills Limited 

was 0.08 which showed its consistency with the last year. This also indicated that the company 

did not unnecessarily overstate its assets to present a good picture of its financial statements. 

M-score of Premium Textile Mills Limited was -2.70 which showed low probability of 
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financial manipulation. So, parallel relationship was identified between low probability of 

financial manipulation and lower value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Premium Textile Mills Limited was 1.19. It was a positive sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Premium Textile Mills Limited 

managed to increase its sales in the current year, comparing last year, which showed its 

efficiency in the current year. M-score of Premium Textile Mills Limited was -2.70, which 

showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Premium Textile Mills Limited was 0.91 that showed the company charged 

more depreciation expense in the current year, comparing with the last year. DEPI was 

considered here as a positive sign for the company Premium Textile Mills Limited because it 

did not show any fundamental change in depreciation rates or policies. M-score of Premium 

Textile Mills Limited was -2.70 which indicated low probability of financial manipulation. So, 

low probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Premium Textile Mills Limited was 1.02 which was equal 1. It showed the company incurred 

same expenses in the current year, comparing the last year. Here it showed efficiency of the 
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management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -2.70, which showed low probability of financial manipulation. So, 

parallel association was identified between low probability of financial manipulation and low 

SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Premium Textile Mills Limited was -0.08. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -2.70, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Premium Textile Mills Limited was 1.06, which 

was a positive sign for the company and showed the company’s borrowings and liabilities in 

the current year did not increase massively, comparing with last year. It also indicated 

efficiency of the management of the company in handling its borrowings and liabilities in the 

current year. It was showing the assets of the company were sufficient enough to pay off major 

portion of its long-term debts in the current year. 
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Figure #18:  

M-Score Accounting Ratios 

 

Summary  

M-score of Premium Textile Mills Limited was -2.70 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements. 

11.Textile Company 19 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Saif Textile 

Mills Limited was 1.13. It was slightly higher than 1, which showed that last year debtors 

recovery days were slightly lower than the current year. In other words, current year was more 

or less consistent as compared to the last year. It also reflected that Saif Textile Mills Limited 
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succeeded to effectively manage its receivables in the current year, which was a positive sign 

for the company.  

M-score of Saif Textile Mills Limited was -2.85, which showed low probability of 

committing financial manipulations. So, low DSRI was associated with low probability of 

financial manipulation. Since M-score of this company was bending towards the low 

probability of financial manipulation, it also pointed out that there were less chances the 

management might have inflated sales in the current year to meet the demands of stakeholders 

and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Saif Textile 

Mills Limited was 0.27. This was a positive sign for the company Saif Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so lower 

than 1 indicated better gross margin than last year. So, Saif Textile Mills Limited performed 

better than last year.  M-score of Saif Textile Mills Limited was -2.85, which indicated low 

probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Saif Textile Mills Limited was 

0.62 which showed its better performance, comparing with the last year. This also indicated 

that the company did not unnecessarily overstate its assets to present a good picture of its 

financial statements. M-score of Saif Textile Mills Limited was -2.85 which showed low 
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probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Saif Textile Mills Limited was 1.05. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated consistent sales comparing with last year. It also indicated that Saif Textile Mills 

Limited managed to increase its sales in the current year, comparing with last year, which 

showed its efficiency in the current year. M-score of Saif Textile Mills Limited was -2.85, 

which showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Saif Textile Mills Limited was 0.81 that showed the company charged 

higher depreciation expense in the current year, comparing with the last year. DEPI was 

considered here as a positive sign for the company Saif Textile Mills Limited because it did 

not show any fundamental change in depreciation rates or policies. M-score of Saif Textile 

Mills Limited was -2.85 which indicated low probability of financial manipulation. So, low 

probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of Saif 

Textile Mills Limited was 0.69 which was lower than 1. It showed the company incurred less 

expenses in the current year, comparing with the last year. Here it showed efficiency of the 
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management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -2.85, which showed low probability of financial manipulation. So, 

parallel association was identified between low probability of financial manipulation and low 

SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Saif Textile Mills Limited was 0.05. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -2.85, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Saif Textile Mills Limited was 1.01, which was 

a positive sign for the company and showed the company’s borrowings and liabilities in the 

current year did not increase massively, comparing with last year. It also indicated efficiency 

of the management of the company in handling its borrowings and liabilities in the current year. 

It was showing the assets of the company were sufficient enough to pay off major portion of 

its long-term debts in the current year. 
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Figure #19:  

M-Score Accounting Ratios 

 

Summary  

M-score of Saif Textile Mills Limited was -2.85 which was lower than the benchmark 

and therefore indicated low probability of financial manipulation in the financial statements. 

12.Textile Company 20 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Sapphire 

Textile Mills Limited was 1.19. It was slightly higher than 1, which showed that last year 

debtors recovery days were consistent with the current year. In other words, current year was 

consistent with the prior year. It also reflected that Sapphire Textile Mills Limited maintained 

to effectively manage its receivables in the current year, which was a positive sign for the 

company.  
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M-score of Sapphire Textile Mills Limited was -2.33, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Sapphire 

Textile Mills Limited was 1.06. This was still a positive sign for the company Sapphire Textile 

Mills Limited because per ratio formula of GMI, last year GM was divided with the current 

year one, so equal to or slightly higher than 1 indicated better or consistent gross margin, 

comparing with last year. So, Sapphire Textile Mills Limited performed consistent in the 

current year.  M-score of Sapphire Textile Mills Limited was -2.33, which indicated low 

probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Sapphire Textile Mills Limited 

was 1.03 which showed its consistency with the last year. This also indicated that the company 

did not unnecessarily overstate its assets to present a good picture of its financial statements. 

M-score of Sapphire Textile Mills Limited was -2.33 which showed low probability of 

financial manipulation. So, parallel relationship was identified between low probability of 

financial manipulation and lower value of AQI.  
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SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Sapphire Textile Mills Limited was 1.13. It was a positive sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Sapphire Textile Mills Limited 

managed to increase its sales in the current year, comparing last year, which showed its 

efficiency in the current year. M-score of Sapphire Textile Mills Limited was -2.33, which 

showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Sapphire Textile Mills Limited was 0.86 that showed the company charged 

more depreciation expense in the current year, comparing with the last year. DEPI was 

considered here as a positive sign for the company Sapphire Textile Mills Limited because it 

did not show any fundamental change in depreciation rates or policies. M-score of Sapphire 

Textile Mills Limited was -2.33 which indicated low probability of financial manipulation. So, 

low probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Sapphire Textile Mills Limited was 0.96 which was below 1. It showed the company incurred 

less expenses in the current year, comparing the last year. Here it showed efficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -2.33, which showed low probability of financial manipulation. So, 
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parallel association was identified between low probability of financial manipulation and low 

SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Sapphire Textile Mills Limited was 0.03. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -2.33, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Sapphire Textile Mills Limited was 0.89, which 

was a positive sign for the company and showed the company’s borrowings and liabilities in 

the current year decreased, comparing with last year. It also indicated efficiency of the 

management of the company in handling its borrowings and liabilities in the current year. It 

was showing the assets of the company were sufficient enough to pay off major portion of its 

long-term debts in the current year. 
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Figure #20:  

M-Score Accounting Ratios 

 

Summary  

M-score of Sapphire Textile Mills Limited was -2.33 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements. 

13.Textile Company 21 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Tata Textile 

Mills Limited was 0.81. It was less than 1, which showed that last year debtors recovery days 

were higher than the current year. In other words, current year was more efficient as compared 

to the last year. It also reflected that Tata Textile Mills Limited succeeded to effectively manage 

its receivables in the current year, which was a positive sign for the company.  
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M-score of Tata Textile Mills Limited was -2.34, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Tata Textile 

Mills Limited was 1.65. This was not a positive sign for the company Tata Textile Mills 

Limited because per ratio formula of GMI, last year GM was divided with the current year one, 

so higher than 1 indicated lower gross margin than last year. So, Tata Textile Mills Limited did 

not perform better than last year.  Although, M-score of Tata Textile Mills Limited was -2.34, 

which indicated low probability of financial manipulation, still the company needed to improve 

its GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Tata Textile Mills Limited was 

0.83 which showed its consistency with the last year. This also indicated that the company did 

not unnecessarily overstate its assets to present a good picture of its financial statements. M-

score of Tata Textile Mills Limited was -2.34 which showed low probability of financial 

manipulation. So, parallel relationship was identified between low probability of financial 

manipulation and lower value of AQI, lower than one.  
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SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Tata Textile Mills Limited was 1.30. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Tata Textile Mills Limited managed 

to increase its sales in the current year, comparing last year, which showed its efficiency in the 

current year. M-score of Tata Textile Mills Limited was -3.01, which showed low probability 

of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Tata Textile Mills Limited was 0.96 that showed the company charged 

higher depreciation expense in the current year, comparing the last year. DEPI was considered 

here as a positive sign for the company Tata Textile Mills Limited because it did not show any 

fundamental change in depreciation rates or policies. M-score of Tata Textile Mills Limited 

was -2.34 which indicated low probability of financial manipulation. So, low probability of 

financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of Tata 

Textile Mills Limited was 0.72 which was below 1. It showed the company incurred less 

expenses in the current year, comparing the last year. Here it showed efficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -2.34, which showed low probability of financial manipulation. So, 
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parallel association was identified between low probability of financial manipulation and low 

SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Tata Textile Mills Limited was 0.01. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -2.34, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Tata Textile Mills Limited was 0.99, which was 

a positive sign for the company and showed the company’s borrowings and liabilities in the 

current year decreased, comparing last year. It also indicated efficiency of the management of 

the company in handling its borrowings and liabilities in the current year, comparing last year. 

It was showing the assets of the company were sufficient enough to pay off major portion of 

its long-term debts in the current year. 
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Figure #21:  

M-Score Accounting Ratios 

 

Summary  

M-score of Tata Textile Mills Limited was -2.34 which was lower than the benchmark 

and therefore indicated low probability of financial manipulation in the financial statements.   

14.Textile Company 22 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Zahid Jee 

Textile Mills Limited was 0.86. It was less than 1, which showed that last year debtors recovery 

days were higher than the current year. In other words, current year has been more efficient as 

compared to the last year. It also reflected that Zahid Jee Textile Mills Limited succeeded to 

effectively manage its receivables in the current year, which was a positive sign for the 

company.  
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M-score of Zahid Jee Textile Mills Limited was -2.74, which showed low probability 

of committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Zahid Jee 

Textile Mills Limited was 1.66. This was not a positive sign for the company Zahid Jee Textile 

Mills Limited because per ratio formula of GMI, last year GM was divided with the current 

year one, so higher than 1 indicated lower gross margin than last year. So, Zahid Jee Textile 

Mills Limited did not perform better than last year.  Although, M-score of Zahid Jee Textile 

Mills Limited was -2.74, which indicated low probability of financial manipulation, still the 

company needed to improve its GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Zahid Jee Textile Mills Limited 

was 0.38 which showed its consistency with the last year. This also indicated that the company 

did not unnecessarily overstate its assets to present a good picture of its financial statements. 

M-score of Zahid Jee Textile Mills Limited was -2.74 which showed low probability of 

financial manipulation. So, parallel relationship was identified between low probability of 

financial manipulation and lower value of AQI, lower than one.  



211 
 

 
 

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Zahid Jee Textile Mills Limited was 1.17. It was a positive sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Zahid Jee Textile Mills Limited 

managed to increase its sales in the current year, comparing last year, which showed its 

efficiency in the current year. M-score of Zahid Jee Textile Mills Limited was -2.74, which 

showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Zahid Jee Textile Mills Limited was 1.23 that showed the company charged 

slightly lower depreciation expense in the current year, comparing the last year. DEPI was 

considered here as a positive sign for the company Zahid Jee Textile Mills Limited because it 

did not show any fundamental change in depreciation rates or policies. M-score of Zahid Jee 

Textile Mills Limited was -2.74 which indicated low probability of financial manipulation. So, 

low probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of Zahid 

Jee Textile Mills Limited was 0.71 which was below 1. It showed the company incurred less 

expenses in the current year, comparing the last year. Here it showed efficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -2.74, which showed low probability of financial manipulation. So, 
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parallel association was identified between low probability of financial manipulation and lower 

SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Zahid Jee Textile Mills Limited was -0.06. It showed net change in current assets 

and liabilities was not drastic. M-score of the company was -2.74, which showed low 

probability of financial manipulation. So, parallel associated was identified between low 

probability and low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Zahid Jee Textile Mills Limited was 1.14, which 

was a positive sign for the company, although slightly higher than 1, and showed the company’s 

borrowings and liabilities in the current year did not increase massively, comparing last year. 

It also indicated efficiency of the management of the company in handling its borrowings and 

liabilities in the current year. It was showing the assets of the company were sufficient enough 

to pay off major portion of its long-term debts in the current year. 
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Figure #22:  

M-Score Accounting Ratios 

 

Summary  

M-score of Zahid Jee Textile Mills Limited was -2.74 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements. 

15.Textile Company 23 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Ellcot 

Spinning Mills Limited was 0.90. It was less than 1, which showed that last year debtors 

recovery days were higher than the current year. In other words, current year was more efficient 

as compared to the last year. It also reflected that Ellcot Spinning Mills Limited succeeded to 



214 
 

 
 

effectively manage its receivables in the current year, which was a positive sign for the 

company.  

M-score of Ellcot Spinning Mills Limited was -2.63, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Ellcot 

Spinning Mills Limited was 1.26. This was not a positive sign for the company Ellcot Spinning 

Mills Limited because per ratio formula of GMI, last year GM was divided with the current 

year one, so higher than 1 indicated lower gross margin than last year. So, Ellcot Spinning 

Mills Limited did not perform better than last year.  Although, M-score of Ellcot Spinning 

Mills Limited was -2.63, which indicated low probability of financial manipulation, still the 

company needed to improve its GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Ellcot Spinning Mills Limited 

was 1.06 which showed its consistency with the last year. This also indicated that the company 

did not unnecessarily overstate its assets to present a good picture of its financial statements. 

M-score of Ellcot Spinning Mills Limited was -2.63 which showed low probability of financial 
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manipulation. So, parallel relationship was identified between low probability of financial 

manipulation and lower value of AQI. 

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Ellcot Spinning Mills Limited was 1.27. It was a positive sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Ellcot Spinning Mills Limited 

managed to increase its sales in the current year, comparing last year, which showed its 

efficiency in the current year. M-score of Ellcot Spinning Mills Limited was -2.63, which 

showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Ellcot Spinning Mills Limited was 0.72 that showed the company charged 

higher depreciation expense in the current year, comparing the last year. DEPI was considered 

here as a positive sign for the company Ellcot Spinning Mills Limited because it did not show 

any fundamental change in depreciation rates or policies. M-score of Ellcot Spinning Mills 

Limited was -2.63 which indicated low probability of financial manipulation. So, low 

probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of Ellcot 

Spinning Mills Limited was 0.77 which was below 1. It showed the company incurred less 

expenses in the current year, comparing the last year. Here it showed efficiency of the 
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management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -2.63, which showed low probability of financial manipulation. So, 

parallel association was identified between low probability of financial manipulation and lower 

SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Ellcot Spinning Mills Limited was -0.02. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -2.63, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Ellcot Spinning Mills Limited was 0.94, which 

was a positive sign for the company, and showed the company’s borrowings and liabilities in 

the current year decreased, comparing last year. It also indicated efficiency of the management 

of the company in handling its borrowings and liabilities in the current year. It was showing 

the assets of the company were sufficient enough to pay off major portion of its long-term debts 

in the current year. 
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Figure #23:  

M-Score Accounting Ratios 

 

Summary  

M-score of Ellcot Spinning Mills Limited was -2.63 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements.   

16.Textile Company 24 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Faisal 

Spinning Mills Limited was 0.93. It was less than 1, which showed that last year debtors 

recovery days were higher than the current year. In other words, current year was more efficient 

as compared to the last year. It also reflected that Faisal Spinning Mills Limited succeeded to 
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effectively manage its receivables in the current year, which was a positive sign for the 

company.  

M-score of Faisal Spinning Mills Limited was -2.54, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Faisal 

Spinning Mills Limited was 1.99. This was not a positive sign for the company Ellcot Spinning 

Mills Limited because per ratio formula of GMI, last year GM was divided with the current 

year one, so higher than 1 indicated lower gross margin than last year. So, Faisal Spinning 

Mills Limited did not perform better than last year. Although, M-score of Faisal Spinning Mills 

Limited was -2.54, which indicated low probability of financial manipulation, still the company 

needed to improve its GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Faisal Spinning Mills Limited 

was 0.90 which showed its consistency with the last year. This also indicated that the company 

did not unnecessarily overstate its assets to present a good picture of its financial statements. 

M-score of Faisal Spinning Mills Limited was -2.54 which showed low probability of financial 
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manipulation. So, parallel relationship was identified between low probability of financial 

manipulation and lower value of AQI. 

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Faisal Spinning Mills Limited was 1.20. It was a positive sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Faisal Spinning Mills Limited 

managed to increase its sales in the current year, comparing last year, which showed its 

efficiency in the current year. M-score of Faisal Spinning Mills Limited was -2.54, which 

showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Faisal Spinning Mills Limited was 1.02 that showed the company charged 

slightly lower depreciation expense in the current year, comparing the last year. DEPI was 

considered here as a positive sign for the company Faisal Spinning Mills Limited because it 

did not show any fundamental change in depreciation rates or policies. M-score of Faisal 

Spinning Mills Limited was -2.54 which indicated low probability of financial manipulation. 

So, low probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of Faisal 

Spinning Mills Limited was 0.79 which was below 1. It showed the company incurred less 

expenses in the current year, comparing the last year. Here it showed efficiency of the 
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management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -2.54, which showed low probability of financial manipulation. So, 

parallel association was identified between low probability of financial manipulation and lower 

SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Faisal Spinning Mills Limited was -0.08. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -2.54, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Faisal Spinning Mills Limited was 1.02, which 

was a positive sign for the company, and showed the company’s borrowings and liabilities in 

the current year did not increase massively, comparing last year. It also indicated efficiency of 

the management of the company in handling its borrowings and liabilities in the current year. 

It was showing the assets of the company were sufficient enough to pay off major portion of 

its long-term debts in the current year. 
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Figure #24:  

M-Score Accounting Ratios 

 

Summary  

M-score of Faisal Spinning Mills Limited was -2.54 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements. 

17.Textile Company 25 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of J.K. Spinning 

Mills Limited was 0.93. It was less than 1, which showed that last year debtors recovery days 

were higher than the current year. In other words, current year was more efficient as compared 

to the last year. It also reflected that J.K. Spinning Mills Limited succeeded to effectively 

manage its receivables in the current year, which was a positive sign for the company.  
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M-score of J.K. Spinning Mills Limited was -2.88, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of J.K. Spinning 

Mills Limited was 0.98. This was a positive sign for the company J.K. Spinning Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so lower 

than 1 indicated better gross margin than last year. So, J.K. Spinning Mills Limited performed 

better than last year.  M-score of J.K. Spinning Mills Limited was -2.88, which indicated low 

probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of J.K. Spinning Mills Limited was 

0.55 which showed its consistency with the last year. This also indicated that the company did 

not unnecessarily overstate its assets to present a good picture of its financial statements. M-

score of J.K. Spinning Mills Limited was -2.88 which showed low probability of financial 

manipulation. So, parallel relationship was identified between low probability of financial 

manipulation and lower value of AQI.  
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SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

J.K. Spinning Mills Limited was 1.16. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that J.K. Spinning Mills Limited managed 

to increase its sales in the current year, comparing last year, which showed its efficiency in the 

current year. M-score of J.K. Spinning Mills Limited was -2.88, which showed low probability 

of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of J.K. Spinning Mills Limited was 0.53 that showed the company charged 

higher depreciation expense in the current year, comparing the last year. DEPI was considered 

here as a positive sign for the company J.K. Spinning Mills Limited because it did not show 

any fundamental change in depreciation rates or policies. M-score of J.K. Spinning Mills 

Limited was -2.88 which indicated low probability of financial manipulation. So, low 

probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of J.K. 

Spinning Mills Limited was 0.88 which was below 1. It showed the company incurred less 

expenses in the current year, comparing the last year. Here it showed efficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -2.88, which showed low probability of financial manipulation. So, 
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parallel association was identified between low probability of financial manipulation and low 

value of SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of J.K. Spinning Mills Limited was -0.01. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -2.88, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of J.K. Spinning Mills Limited was 1.02, which 

was a positive sign for the company and showed the company’s borrowings and liabilities in 

the current year did not increase massively, comparing last year. It also indicated efficiency of 

the management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the assets of the company were sufficient enough to pay 

off major portion of its long-term debts in the current year. 
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Figure #25:  

M-Score Accounting Ratios 

 

Summary  

M-score of J.K. Spinning Mills Limited was -2.88 which was lower than the benchmark 

and therefore indicated low probability of financial manipulation in the financial statements.   

18.Textile Company 26 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Jubilee 

Spinning Mills Limited was 0.53. It was less than 1, which showed that last year debtors 

recovery days were higher than the current year. In other words, current year was more efficient 

as compared to the last year. It also reflected that Jubilee Spinning Mills Limited succeeded to 

effectively manage its receivables in the current year, which was a positive sign for the 

company.  
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M-score of Jubilee Spinning Mills Limited was -2.28, which showed low probability 

of committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Jubilee 

Spinning Mills Limited was 1.20. Although it was not a positive sign for the company Jubilee 

Spinning Mills Limited because per ratio formula of GMI, last year GM was divided with the 

current year one, so higher than 1 indicated better gross margin than last year, yet the company 

managed to maintain its gross margin as it dropped slightly. Moreover, M-score of Jubilee 

Spinning Mills Limited was -2.28, which indicated low probability of financial manipulation. 

So, decrease in gross margin could be due to actual increase in cost of goods sold due to factors 

like inflation, increase in cost of direct labor etc. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Jubilee Spinning Mills Limited 

was 0.97 which showed its consistency with the last year. This also indicated that the company 

did not unnecessarily overstate its assets to present a good picture of its financial statements. 

M-score of Jubilee Spinning Mills Limited was -2.28 which showed low probability of 

financial manipulation. So, parallel relationship was identified between low probability of 

financial manipulation and lower value of AQI.  
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SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Jubilee Spinning Mills Limited was 2.05. It was a positive sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Jubilee Spinning Mills Limited 

managed to increase its sales in the current year, comparing last year, which showed its 

efficiency in the current year. M-score of Jubilee Spinning Mills Limited was -2.28, which 

showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Jubilee Spinning Mills Limited was 0.66 that showed the company charged 

higher depreciation expense in the current year, comparing the last year. DEPI was considered 

here as a positive sign for the company Jubilee Spinning Mills Limited because it did not show 

any fundamental change in depreciation rates or policies. M-score of Jubilee Spinning Mills 

Limited was -2.28 which indicated low probability of financial manipulation. So, low 

probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Jubilee Spinning Mills Limited was 0.50 which was below 1. It showed the company incurred 

less expenses in the current year, comparing the last year. Here it showed efficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -2.28, which showed low probability of financial manipulation. So, 
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parallel association was identified between low probability of financial manipulation and low 

value of SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Jubilee Spinning Mills Limited was -0.03. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -2.28, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Jubilee Spinning Mills Limited was 0.90, which 

was a positive sign for the company and showed the company’s borrowings and liabilities in 

the current year decreased, comparing last year. It also indicated efficiency of the management 

of the company in handling its borrowings and liabilities in the current year, comparing last 

year. It was showing the assets of the company were sufficient enough to pay off major portion 

of its long-term debts in the current year. 
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Figure #26:  

M-Score Accounting Ratios 

 

Summary  

M-score of Jubilee Spinning Mills Limited was -2.28 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements.   

19.Textile Company 27 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Reliance 

Cotton Spinning Mills Limited was 0.70. It was less than 1, which showed that last year debtors 

recovery days were higher than the current year. In other words, current year was more efficient 

as compared to the last year. It also reflected that Reliance Cotton Spinning Mills Limited 
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succeeded to effectively manage its receivables in the current year, which was a positive sign 

for the company.  

M-score of Reliance Cotton Spinning Mills Limited was -2.81, which showed low 

probability of committing financial manipulations. So, low DSRI, usually less than 1, was 

associated with low probability of financial manipulation. Since M-score of this company was 

bending towards the low probability of financial manipulation, it also pointed out that there 

were less chances the management might have inflated sales in the current year to meet the 

demands of stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Reliance 

Cotton Spinning Mills Limited was 0.95. This was a positive sign for the company Reliance 

Cotton Spinning Mills Limited because per ratio formula of GMI, last year GM was divided 

with the current year one, so lower than 1 indicated better gross margin than last year. So, 

Reliance Cotton Spinning Mills Limited performed better than last year.  M-score of Reliance 

Cotton Spinning Mills Limited was -2.81, which indicated low probability of financial 

manipulation. So, parallel relationship was identified between low probability of financial 

manipulation and lower value of GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Reliance Cotton Spinning Mills 

Limited was 1.53 which showed its consistency with the last year, although slightly higher. 

This also indicated that the company did not unnecessarily overstate its assets to present a good 

picture of its financial statements. M-score of Reliance Cotton Spinning Mills Limited was -
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2.81 which showed low probability of financial manipulation. So, parallel relationship was 

identified between low probability of financial manipulation and lower value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Reliance Cotton Spinning Mills Limited was 1.33. It was a positive sign for the company 

because per ratio formula of SGI, current year gross sales were divided with the last year, so 

higher than 1 indicated better sales than last year. It also indicated that Reliance Cotton 

Spinning Mills Limited managed to increase its sales in the current year, comparing last year, 

which showed its efficiency in the current year. M-score of Reliance Cotton Spinning Mills 

Limited was -2.81, which showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Reliance Cotton Spinning Mills Limited was 0.92 that showed the company 

charged higher depreciation expense in the current year, comparing the last year. DEPI was 

considered here as a positive sign for the company Reliance Cotton Spinning Mills Limited 

because it did not show any fundamental change in depreciation rates or policies. M-score of 

Reliance Cotton Spinning Mills Limited was -2.81 which indicated low probability of financial 

manipulation. So, low probability of financial manipulation was associated with lower DEPI 

ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Reliance Cotton Spinning Mills Limited was 0.76 which was below 1. It showed the company 
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incurred less expenses in the current year, comparing the last year. Here it showed efficiency 

of the management in controlling sales, administrative and general expenses in the current year. 

M-score of the company was -2.81, which showed low probability of financial manipulation. 

So, parallel association was identified between low probability of financial manipulation and 

low value of SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Reliance Cotton Spinning Mills Limited was -0.02. It showed net change in current 

assets and liabilities was not drastic. M-score of the company was -2.81, which showed low 

probability of financial manipulation. So, parallel associated was identified between low 

probability and low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Reliance Cotton Spinning Mills Limited was 

0.81, which was a positive sign for the company and showed the company’s borrowings and 

liabilities in the current year decreased, comparing last year. It also indicated efficiency of the 

management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the assets of the company were sufficient enough to pay 

off major portion of its long-term debts in the current year. 
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Figure #27:  

M-Score Accounting Ratios 

 

Summary  

M-score of Reliance Cotton Spinning Mills Limited was -2.81 which was lower than 

the benchmark and therefore indicated low probability of financial manipulation in the 

financial statements. 

Evaluation of Findings Along with Research Objective 

The above detailed analysis showed that indeed M-score had the strong strength of 

detecting probability of financial manipulations in the financial statements of the textile 

companies, listed on Pakistan Stock Exchange. The results also showed the association 

between application of M-score and detection of financial manipulations in the textile sector 

of companies, listed in Pakistan. The application of M-score successfully disclosed that 

although these companies had the low probability of committing financial manipulations in 

their financial statements, yet the M-score results of these companies were inclining towards 
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the benchmark of M-score -2.22, which indicated these companies could have been on the 

verge of committing material financial manipulations in future which could lead to a financial 

fraud. This suggested further examination of the prior years’ financial statements, specifically 

from the investors point of view to get the better understanding of the financial position and 

performance of these companies. 

4.3.3. Manipulator and Non-Manipulator Companies 

The research questions are generally derived from the research objectives and should 

be in line with them. Based on research objectives and questions, hypotheses are established. 

So, in essence all these three, research objectives, research questions and research hypotheses, 

should support one another.  

The third research objective of this research project was: 

“To differentiate financial manipulator companies from the those which have not 

manipulated their financial information.”  

Based on it, the research question, in line with the research objective, was: 

“Will fraud indicating variables of M-score differentiate between financial manipulator 

and non-manipulator listed companies, registered on stock exchange of Pakistan?”  

A hypothesis supporting the research question was: 

“H3: M-score and its eight accounting ratios will successfully differentiate between 

financially manipulated and non-manipulated companies, listed on Pakistan stock exchange.” 

Evaluation of Findings 

The tables below along with the detailed evaluation, examination and explanation of 

each company’s findings showed the results that coincide with the objective of detecting the 
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financial manipulator companies and differentiating them from those companies which have 

not committed financial manipulations, with the help of M-score and its eight accounting ratios. 
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Table 4.5:  
 
M-Score and Accounting Ratios Results 

Sr. 
# Name of the Company DSRI GMI AQI SGI DEPI SGAI TATA LVGI 

 
 M-

Score  Result  

1 Textile Company 1 1.38 1.41 0.99 1.17 1.04 0.78 (0.00) 1.18  (2.14) HP 

2 Textile Company 28 0.65 0.91 0.70 1.15 1.33 0.83 (0.04) 3.81  (4.12) LP 

3 Textile Company 2 1.46 3.18 0.91 1.36 1.18 0.63 (0.03) 1.08  (1.05) HP 

4 Textile Company 3 2.46 6.87 1.60 5.11 0.92 0.20 (0.03) 1.05  5.24 HP 

5 Textile Company 29 0.25 0.20 1.38 0.80 0.97 1.25 (0.13) 1.17  (4.84) LP 

6 Textile Company 4 1.81 1.27 1.00 1.37 0.59 0.94 (0.01) 1.27  (1.81) HP 

7 Textile Company 5 12.96 4.31 1.12 3.86 1.00 0.26 0.04 1.07  12.75 HP 

8 Textile Company 30 0.07 (13.81) 1.20 0.98 0.96 1.37 (0.06) 1.06  (11.91) LP 

9 Textile Company 6 4.35 0.40 1.18 0.26 1.01 2.52 (0.04) 1.07  (1.21) HP 

10 Textile Company 31 0.58 (7.89) 1.04 1.06 0.88 2.09 (0.04) 0.96  (8.25) LP 

11 Textile Company 7 1.16 3.98 1.20 1.28 1.07 0.82 (0.09) 1.31  (1.33) HP 

12 Textile Company 8 1.22 0.84 0.61 2.13 0.47 0.60 (0.03) 1.36  (2.00) HP 

13 Textile Company 32 0.97 1.41 0.85 1.04 1.06 0.82 (1.37) 0.96  (8.98) LP 

                          
HP: High Probability of Manipulation                   
LP: Low Probability of Manipulation                     

Source: Author's Analyzed Results 
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Table 4.6:  
 
M-Score Results 

Sr. 
# 

Name of the 
Company Intercept DSRI GMI AQI SGI DEPI SGAI TATA LVGI M-

Score Benchmark Result 

1 Textile Company 1 (4.84) 1.27 0.75 0.0401 1.05 0.1201 (0.13) (0.01) (0.39) (2.14) (2.22) HP 

2 Textile Company 28 (4.84) 0.60 0.48 0.0283 1.02 0.1526 (0.14) (0.18) (1.25) (4.12) (2.22) LP 

3 Textile Company 2 (4.84) 1.34 1.68 0.0369 1.21 0.1355 (0.11) (0.15) (0.35) (1.05) (2.22) HP 

4 Textile Company 3 (4.84) 2.27 3.62 0.0648 4.56 0.1063 (0.03) (0.16) (0.34) 5.24 (2.22) HP 

5 Textile Company 29 (4.84) 0.23 0.11 0.0556 0.72 0.1114 (0.21) (0.63) (0.38) (4.84) (2.22) LP 

6 Textile Company 4 (4.84) 1.67 0.67 0.0404 1.22 0.0676 (0.16) (0.06) (0.42) (1.81) (2.22) HP 

7 Textile Company 5 (4.84) 11.92 2.28 0.0451 3.44 0.1147 (0.04) 0.18 (0.35) 12.75 (2.22) HP 

8 Textile Company 30 (4.84) 0.07 (7.29) 0.0486 0.87 0.1099 (0.24) (0.30) (0.35) (11.91) (2.22) LP 

9 Textile Company 6 (4.84) 4.00 0.21 0.0478 0.23 0.1164 (0.43) (0.20) (0.35) (1.21) (2.22) HP 

10 Textile Company 31 (4.84) 0.53 (4.17) 0.0419 0.94 0.1008 (0.36) (0.19) (0.31) (8.25) (2.22) LP 

11 Textile Company 7 (4.84) 1.06 2.10 0.0485 1.14 0.1235 (0.14) (0.40) (0.43) (1.33) (2.22) HP 

12 Textile Company 8 (4.84) 1.12 0.44 0.0247 1.90 0.0542 (0.10) (0.15) (0.44) (2.00) (2.22) HP 

13 Textile Company 32 (4.84) 0.89 0.75 0.0344 0.92 0.1214 (0.14) (6.40) (0.31) (8.98) (2.22) LP 

                         

HP: High Probability of Manipulation                     

LP: Low Probability of Manipulation                     

Source: Author's Analyzed Results 
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1.Textile Company 1 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Ahmad 

Hassan Textile Mills Limited was 1.38. It was above 1, which showed that last year debtors 

recovery days were lower than the current year. In other words, current year was less efficient 

as compared to the last year. It also reflected that Ahmad Hassan Textile Mills Limited had 

failed to effectively manage its receivables in the current year, which was a negative sign for 

the company because it was highly probable that the company would face working capital issue 

because cash was needed by all companies to meet their day-to-day expenses and the company 

was struggling in meeting this requirement of funds.  

M-score of Ahmad Hassan Textile Mills Limited was -2.14, which showed high 

probability of committing financial manipulations. So, high DSRI, usually above 1, was 

associated with high probability of financial manipulation. This also indicated that increase in 

DSRI above 1 was one of the indicators of high probability of financial manipulations which 

could be a source of ultimate financial fraud. Since M-score of this company was bending 

towards the high probability of financial manipulation, it also pointed out that there were high 

chances the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Ahmad Hassan 

Textile Mills Limited was 1.41. This was a negative sign for the company Ahmad Hassan 

Textile Mills Limited because per ratio formula of GMI, last year GM was divided with the 
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current year one, so higher than 1 indicated lower gross margin than last year. So, Ahmad 

Hassan Textile Mills Limited did not perform better than last year.  M-score of Ahmad Hassan 

Textile Mills Limited was -2.14, which indicated high probability of financial manipulation. 

So, parallel relationship was identified between high probability of financial manipulation and 

higher value of GMI, greater than one. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Ahmad Hassan Textile Mills was 

0.99 which showed its consistency with the last year. This also indicated that the company did 

not unnecessarily overstate its assets to present a good picture of its financial statements. M-

score of Ahmad Hassan Textile Mills Limited was -2.14 which showed high probability of 

financial manipulation. Although M-score showed high probability, still the company managed 

to correctly record capitalization of assets and relevant expenses.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Ahmad Hassan Textile Mills Limited was 1.17. It was a positive sign for the company because 

per ratio formula of SGI, current year gross sales were divided with the last year, so higher 

than 1 indicated better sales than last year. It also indicated that Ahmad Hassan Textile Mills 

Limited managed to increase its sales in the current year, comparing last year, which showed 

its efficiency in the current year. Nevertheless, M-score of Ahmad Hassan Textile Mills 

Limited was -2.14, which showed high probability of financial manipulation, which could be 

due to inflated sales in the current year.  

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 
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rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Ahmad Hassan Textile Mills Limited was 1.04 that showed the company 

charged lower depreciation expense in the current year, comparing the last year. DEPI was 

considered here as negative sign for the company Ahmad Hassan Textile Mills Limited because 

there was possibility of under-charging the depreciation in the current year. M-score of Ahmad 

Hassan Textile Mills Limited was -2.14 which indicated high probability of financial 

manipulation. So, high probability of financial manipulation was associated with higher DEPI 

ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Ahmad Hassan Textile Mills Limited was 0.78 which was less than 1. It showed the company 

incurred less expenses in the current year, comparing the last year. Although less than one 

normally indicates positive sign for a company, but since M-score of the company was -2.14 

showing high probability of financial manipulation, therefore, less incurring of expenses in the 

current year indicated that there was a possibility of deferring expenses to increase the profits 

of the company. So, high probability of M-score could be due to unreal reduction in sales, 

general and administrative expenses. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Ahmad Hassan Textile Mills Limited was -0.00. It showed net change in current 

assets and liabilities was not drastic.  Although M-score of the company was -2.14, which 
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showed high probability of financial manipulation, yet the calculation showed no drastic 

changes in the net change in current assets and current liabilities.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Ahmad Hassan Textile Mills Limited was 1.18, 

which was a negative sign for the company and showed the company’s borrowings and 

liabilities in the current year increased, comparing last year. It also indicated inefficiency of 

the management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the company did not manage to pay off its long-term debts. 

It further pointed that assets of the company were not sufficient enough to pay off its long-term 

debts in the current year. 
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Figure #1:  

M-Score Accounting Ratios 

 

Summary  

M-score of Ahmad Hassan Textile Mills Limited was -2.14 which was higher than the 

benchmark and therefore indicated high probability of financial manipulation in the financial 

statements. 

2.Textile Company 28 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Arctic Textile 

Mills Limited was 0.65. It was less than 1, which showed that last year debtors recovery days 

were higher than the current year. In other words, current year was more efficient as compared 

to the last year. It also reflected that Arctic Textile Mills Limited succeeded to effectively 

manage its receivables in the current year, which was a positive sign for the company.  
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M-score of Arctic Textile Mills Limited was -4.12, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Arctic Textile 

Mills Limited was 0.91. This was a positive sign for the company Arctic Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so lower 

than 1 indicated better gross margin than last year. So, Arctic Textile Mills Limited performed 

better than last year.  M-score of Arctic Textile Mills Limited was -4.12, which indicated low 

probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of GMI, lower than one. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Arctic Textile Mills Limited was 

0.70 which showed its consistency with the last year. This also indicated that the company did 

not unnecessarily overstate its assets to present a good picture of its financial statements. M-

score of Arctic Textile Mills Limited was -4.12 which showed low probability of financial 

manipulation. So, parallel relationship was identified between low probability of financial 

manipulation and lower value of AQI, lower than one.  
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SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Arctic Textile Mills Limited was 1.15. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Arctic Textile Mills Limited managed 

to increase its sales in the current year, comparing last year, which showed its efficiency in the 

current year. M-score of Arctic Textile Mills Limited was -4.12, which showed low probability 

of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Arctic Textile Mills Limited was 1.33 that showed the company charged 

lower depreciation expense in the current year, comparing the last year. DEPI was considered 

here as a negative sign for the company Arctic Textile Mills Limited because it showed chances 

of deferment of cost and unnecessary capitalization. Nevertheless, M-score of Arctic Textile 

Mills Limited was -4.12 which indicated low probability of financial manipulation. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of Arctic 

Textile Mills Limited was 0.83 which was below 1. It showed the company incurred less 

expenses in the current year, comparing the last year. Here it showed efficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -4.12, which showed low probability of financial manipulation. So, 
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parallel association was identified between low probability of financial manipulation and low 

expenses in the current year. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Arctic Textile Mills Limited was -0.04. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -4.12, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Arctic Textile Mills Limited was 3.81, which 

was a negative sign for the company and showed the company’s borrowings and liabilities in 

the current year increased, comparing last year. It also indicated inefficiency of the 

management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the company did not manage to pay off its long-term debts. 

It further pointed that assets of the company were not sufficient enough to pay off its long-term 

debts in the current year. 
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Figure #28:  

M-Score Accounting Ratios 

 

Summary  

M-score of Arctic Textile Mills Limited was -4.12 which was lower than the benchmark 

and therefore indicated low probability of financial manipulation in the financial statements.  

3.Textile Company 2 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Ashfaq 

Textile Mills Limited was 1.46. It was above 1, which showed that last year debtors recovery 

days were lower than the current year. In other words, current year was less efficient as 

compared to the last year. It also reflected that Ashfaq Textile Mills Limited had failed to 

effectively manage its receivables in the current year, which was a negative sign for the 

company because it was highly probable that the company would face working capital issue 
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because cash was needed by all companies to meet their day-to-day expenses and the company 

was struggling in meeting this requirement of funds.  

M-score of Ashfaq Textile Mills Limited was -1.05, which showed high probability of 

committing financial manipulations. So, high DSRI, usually above 1, was associated with high 

probability of financial manipulation. This also indicated that increase in DSRI above 1 was 

one of the indicators of high probability of financial manipulations which could be a source of 

ultimate financial fraud. Since M-score of this company was bending towards the high 

probability of financial manipulation, it also pointed out that there were high chances the 

management might have inflated sales in the current year to meet the demands of stakeholders 

and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Ashfaq Textile 

Mills Limited was 3.18. This was a negative sign for the company Ashfaq Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so 

higher than 1 indicated lower gross margin than last year. So, Ashfaq Textile Mills Limited did 

not perform better than last year. M-score of Ashfaq Textile Mills Limited was -1.05, which 

indicated high probability of financial manipulation. So, parallel relationship was identified 

between high probability of financial manipulation and higher value of GMI, greater than one. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Ashfaq Textile Mills Limited 

was 0.91 which showed its consistency with the last year. This also indicated that the company 

did not unnecessarily overstate its assets to present a good picture of its financial statements. 
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M-score of Ashfaq Textile Mills Limited was -1.05 which showed high probability of financial 

manipulation. Although M-score showed high probability, still the company managed to 

correctly record capitalization of assets and relevant expenses.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Ashfaq Textile Mills Limited was 1.36. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Ashfaq Textile Mills Limited managed 

to increase its sales in the current year, comparing last year, which showed its efficiency in the 

current year. Nevertheless, M-score of Ashfaq Textile Mills Limited was -1.05, which showed 

high probability of financial manipulation, which could be due to inflated sales in the current 

year.  

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Ashfaq Textile Mills Limited was 1.18 that showed the company charged 

lower depreciation expense in the current year, comparing the last year. DEPI was considered 

here as negative sign for the company Ashfaq Textile Mills Limited because there was 

possibility of under-charging the depreciation in the current year. M-score of Ashfaq Textile 

Mills Limited was -1.05 which indicated high probability of financial manipulation. So, high 

probability of financial manipulation was associated with higher DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 
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Ashfaq Textile Mills Limited was 0.63 which was less than 1. It showed the company incurred 

less expenses in the current year, comparing the last year. Although less than one normally 

indicates positive sign for a company, but since M-score of the company was -1.05 showing 

high probability of financial manipulation, therefore, less incurring of expenses in the current 

year indicated that there was a possibility of deferring expenses to increase the profits of the 

company. So, high probability of M-score could be due to unreal reduction in sales, general 

and administrative expenses. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Ashfaq Textile Mills Limited was -0.03. It showed net change in current assets and 

liabilities was not drastic.  Although M-score of the company was -1.05, which showed high 

probability of financial manipulation, yet the calculation showed no drastic changes in the net 

change in current assets and current liabilities.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Ashfaq Textile Mills Limited was 1.08, which 

was a negative sign for the company and showed the company’s borrowings and liabilities in 

the current year increased, comparing last year. It also indicated inefficiency of the 

management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the company did not manage to pay off its long-term debts. 

It further pointed that assets of the company were not sufficient enough to pay off its long-term 

debts in the current year. 
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Figure #2:  

M-Score Accounting Ratios 

 

Summary  

M-score of Ashfaq Textile Mills Limited was -1.05 which was higher than the 

benchmark and therefore indicated high probability of financial manipulation in the financial 

statements.  

4.Textile Company 3 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Asim Textile 

Mills Limited was 2.46. It was above 1, which showed that last year debtors recovery days 

were lower than the current year. In other words, current year was less efficient as compared 

to the last year. It also reflected that Asim Textile Mills Limited had failed to effectively 

manage its receivables in the current year, which was a negative sign for the company because 
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it was highly probable that the company would face working capital issue because cash was 

needed by all companies to meet their day-to-day expenses and the company was struggling in 

meeting this requirement of funds.  

M-score of Asim Textile Mills Limited was 5.24, which showed high probability of 

committing financial manipulations. So, high DSRI, usually above 1, was associated with high 

probability of financial manipulation. This also indicated that increase in DSRI above 1 was 

one of the indicators of high probability of financial manipulations which could be a source of 

ultimate financial fraud. Since M-score of this company was bending towards the high 

probability of financial manipulation, it also pointed out that there were high chances the 

management might have inflated sales in the current year to meet the demands of stakeholders 

and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Asim Textile 

Mills Limited was 6.87. This was a negative sign for the company Asim Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so 

higher than 1 indicated lower gross margin than last year. So, Asim Textile Mills Limited did 

not perform better than last year. M-score of Asim Textile Mills Limited was 5.24, which 

indicated high probability of financial manipulation. So, parallel relationship was identified 

between high probability of financial manipulation and higher value of GMI, greater than one. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Asim Textile Mills Limited was 

1.60 which showed the probability of deferment of cost. This also indicated that the company 
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might have unnecessarily overstated its assets to present a good picture of its financial 

statements. M-score of Asim Textile Mills Limited was 5.24 which showed high probability of 

financial manipulation. So, a parallel relationship was identified between high probability of 

financial manipulation and unnecessary asset capitalization and deferment of cost.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Asim Textile Mills Limited was 5.11. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Asim Textile Mills Limited managed 

to increase its sales in the current year, comparing last year, which showed its efficiency in the 

current year. Nevertheless, M-score of Asim Textile Mills Limited was 5.24, which showed 

high probability of financial manipulation, which could be due to inflated sales in the current 

year.  

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Asim Textile Mills Limited was 0.92 that showed the company charged 

higher depreciation expense in the current year, comparing the last year. DEPI was not 

considered here as negative sign for the company Asim Textile Mills Limited. Nevertheless, 

M-score of Asim Textile Mills Limited was 5.24, which indicated high probability of financial 

manipulation. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of Asim 
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Textile Mills Limited was 0.20 which was less than 1. It showed the company incurred less 

expenses in the current year, comparing the last year. Although less than one normally indicates 

positive sign for a company, but since M-score of the company was 5.24 showing high 

probability of financial manipulation, therefore, less incurring of expenses in the current year 

indicated that there was a possibility of deferring expenses to increase the profits of the 

company. So, high probability of M-score could be due to unreal reduction in sales, general 

and administrative expenses. AQI ratio also indicated here unnecessary capitalization of assets 

and deferment of cost. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Asim Textile Mills Limited was -0.03. It showed net change in current assets and 

liabilities was not drastic.  Although M-score of the company was 5.24, which showed high 

probability of financial manipulation, yet the calculation showed no drastic changes in the net 

change in current assets and current liabilities.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Asim Textile Mills Limited was 1.05, which was 

a negative sign for the company and showed the company’s borrowings and liabilities in the 

current year increased, comparing last year. It also indicated inefficiency of the management 

of the company in handling its borrowings and liabilities in the current year, comparing last 

year. It was showing the company did not manage to pay off its long-term debts. It further 
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pointed that assets of the company were not sufficient enough to pay off its long-term debts in 

the current year. 

Figure #3:  

M-Score Accounting Ratios 

 

Summary  

M-score of Asim Textile Mills Limited was 5.24 which was higher than the benchmark 

and therefore indicated high probability of financial manipulation in the financial statements. 

5.Textile Company 29 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Colony 

Textile Mills Limited was 0.25. It was less than 1, which showed that last year debtors recovery 

days were higher than the current year. In other words, current year was more efficient as 

compared to the last year. It also reflected that Colony Textile Mills Limited succeeded to 
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effectively manage its receivables in the current year, which was a positive sign for the 

company.  

M-score of Colony Textile Mills Limited was -4.84, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Colony Textile 

Mills Limited was 0.20. This was a positive sign for the company Colony Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so lower 

than 1 indicated higher gross margin than last year. So, Colony Textile Mills Limited 

performed better than last year. M-score of Colony Textile Mills Limited was -4.84, which 

indicated low probability of financial manipulation. So, parallel relationship was identified 

between low probability of financial manipulation and low GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Colony Textile Mills Limited 

was 1.38 which showed its consistency with the last year, although slightly higher than 1. This 

also indicated that the company did not unnecessarily overstate its assets to present a good 

picture of its financial statements. M-score of Colony Textile Mills Limited was -4.84 which 
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showed low probability of financial manipulation. So, parallel relationship was identified 

between low probability of financial manipulation and lower value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Colony Textile Mills Limited was 0.80. It was a negative sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Colony Textile Mills Limited did not 

manage to increase its sales in the current year, comparing last year, which showed its 

inefficiency in the current year. Nevertheless, M-score of Colony Textile Mills Limited was -

4.84, which showed low probability of financial manipulation. Moreover, DSRI and GMI were 

also in favor of the company. So, even the company did not manage to increase its sales, yet 

the company managed to increase gross margin and to show efficiency in debtors collection 

period. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Colony Textile Mills Limited was 0.97 that showed the company charged 

higher depreciation expense in the current year, comparing the last year. DEPI was considered 

here as a positive sign for the company Colony Textile Mills Limited because it did not show 

any fundamental change in depreciation rates or policies. M-score of Colony Textile Mills 

Limited was -4.84 which indicated low probability of financial manipulation. So, low 

probability of financial manipulation was associated with lower DEPI ratio, less than one. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 
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divided by the last year and it is expense of the company, rather than an income. SGAI of 

Colony Textile Mills Limited was 1.25 which was above 1. It showed the company incurred 

more expenses in the current year, comparing the last year. It also indicated inefficiency of the 

management in controlling sales, administrative and general expenses in the current year. 

Nevertheless, M-score of the company was -4.84, which showed low probability of financial 

manipulation. So, increase in sales, administrative and general expenses could be due to 

inflation, increase salaries etc. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Colony Textile Mills Limited was -0.13. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -4.84, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Colony Textile Mills Limited was 1.17, which 

was a positive sign for the company, although slightly higher than 1, and showed the company’s 

borrowings and liabilities in the current year did not increase massively, comparing last year. 

It also indicated efficiency of the management of the company in handling its borrowings and 

liabilities in the current year, comparing last year. It was showing the company managed to 

maintain its long-term debts in the current year. It further pointed that assets of the company 

were sufficient enough to pay off major portion of its long-term debts in the current year. 
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Figure #29:  

M-Score Accounting Ratios 

 

Summary  

M-score of Colony Textile Mills Limited was -4.84 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements. 

6.Textile Company 4 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Hamid Textile 

Mills Limited was 1.81. It was above 1, which showed that last year debtors recovery days 

were lower than the current year. In other words, current year was less efficient as compared 

to the last year. It also reflected that Hamid Textile Mills Limited failed to effectively manage 

its receivables in the current year, which was a negative sign for the company.  
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M-score of Hamid Textile Mills Limited was -1.81, which showed high probability of 

committing financial manipulations. So, high DSRI, usually above 1, was associated with high 

probability of financial manipulation. This also indicated that increase in DSRI above 1 was 

one of the indicators of high probability of financial manipulations which could be a source of 

ultimate financial fraud. Since M-score of this company was bending towards the high 

probability of financial manipulation, it also pointed out that there were high chances the 

management might have inflated sales in the current year to meet the demands of stakeholders 

and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Hamid Textile 

Mills Limited was 1.27. This was a negative sign for the company Hamid Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so 

higher than 1 indicated lower gross margin than last year, because cost of sales increased in the 

current year which reduced the gross profit margin in the current year. So, Hamid Textile Mills 

Limited did not perform better than last year. M-score of Hamid Textile Mills Limited was -

1.81, which indicated high probability of financial manipulation. So, parallel association was 

identified between high probability of financial manipulation and high GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Hamid Textile Mills Limited was 

1.00 which showed its consistency with the last year. This also indicated that the company did 

not unnecessarily overstate its assets to present a good picture of its financial statements. M-

score of Hamid Textile Mills Limited was -1.81 which showed high probability of financial 
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manipulation. Although M-score showed high probability, still the company managed to 

correctly record capitalization of assets and relevant expenses.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Hamid Textile Mills Limited was 1.37. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Hamid Textile Mills Limited managed 

to increase its sales in the current year, comparing last year, which showed its efficiency in the 

current year. Nevertheless, M-score of Hamid Textile Mills Limited was -1.81, which showed 

high probability of financial manipulation, which could be due to inflated sales in the current 

year.  

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Hamid Textile Mills Limited was 0.59 that showed the company charged 

higher depreciation expense in the current year, comparing the last year. DEPI was considered 

here as positive sign for the company Hamid Textile Mills Limited. M-score of Hamid Textile 

Mills Limited was -1.81 which indicated high probability of financial manipulation. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, the lower 

ratio, specifically less than 1 favors a particular company because current year is divided by 

the last year and it is expense of the company, rather than an income. SGAI of Hamid Textile 

Mills Limited was 0.94 which was less than 1. It showed the company incurred less expenses 

in the current year, comparing the last year. Although less than one normally indicates positive 

sign for a company, but since M-score of the company was -1.81 showing high probability of 
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financial manipulation, therefore, less incurring of expenses in the current year indicated that 

there was a possibility of deferring expenses to increase the profits of the company. So, high 

probability of M-score could be due to unreal reduction in sales, general and administrative 

expenses. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Hamid Textile Mills Limited was -0.01. It showed net change in current assets and 

liabilities was not drastic.  Although M-score of the company was -1.81, which showed high 

probability of financial manipulation, yet the calculation showed no drastic changes in the net 

change in current assets and current liabilities.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Hamid Textile Mills Limited was 1.27, which 

was a negative sign for the company and showed the company’s borrowings and liabilities in 

the current year increased, comparing last year. It also indicated inefficiency of the 

management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the company did not manage to pay off its long-term debts. 

It further pointed that assets of the company were not sufficient enough to pay off its long-term 

debts in the current year. 

 

 



262 
 

 
 

Figure #4:  

M-Score Accounting Ratios 

 

Summary  

M-score of Hamid Textile Mills Limited was -1.81 which was higher than the 

benchmark and therefore indicated high probability of financial manipulation in the financial 

statements.  

7.Textile Company 5 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of J.A Textile 

Mills Limited was 12.96. It was above 1, which showed that last year debtors recovery days 

were lower than the current year. In other words, current year was less efficient as compared 

to the last year. It also reflected that J.A Textile Mills Limited had failed to effectively manage 

its receivables in the current year, which was a negative sign for the company because it was 
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highly probable that the company would face working capital issue because cash was needed 

by all companies to meet their day-to-day expenses and the company was struggling in meeting 

this requirement of funds.  

M-score of J.A Textile Mills Limited was 12.75, which showed high probability of 

committing financial manipulations. So, high DSRI, usually above 1, was associated with high 

probability of financial manipulation. This also indicated that increase in DSRI above 1 was 

one of the indicators of high probability of financial manipulations which could be a source of 

ultimate financial fraud. Since M-score of this company was bending towards the high 

probability of financial manipulation, it also pointed out that there were high chances the 

management might have inflated sales in the current year to meet the demands of stakeholders 

and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of J.A Textile 

Mills Limited was 4.31. This was a negative sign for the company J.A Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so 

higher than 1 indicated lower gross margin than last year. So, J.A Textile Mills Limited did not 

perform better than last year.  M-score of J.A Textile Mills Limited was 12.75, which indicated 

high probability of financial manipulation. So, parallel relationship was identified between 

high probability of financial manipulation and higher value of GMI, greater than one. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of J.A Textile Mills Limited was 

1.12 which did not show its consistency with the last year. This also indicated that the company 
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unnecessarily overstated its assets to present a good picture of its financial statements. M-score 

of J.A Textile Mills Limited was 12.75 which showed high probability of financial 

manipulation. So, parallel association was identified between high probability of financial 

manipulation and high value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

J.A Textile Mills Limited was 3.86. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that J.A Textile Mills Limited managed to 

increase its sales in the current year, comparing last year, which showed its efficiency in the 

current year. Nevertheless, M-score of J.A Textile Mills Limited was 12.75, which showed 

high probability of financial manipulation, which could be due to inflated sales in the current 

year.  

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of J.A Textile Mills Limited was 1.00 that showed the company charged lower 

depreciation expense in the current year, comparing the last year. DEPI was considered here as 

negative sign for the company J.A Textile Mills Limited because there was possibility of under-

charging the depreciation in the current year. M-score of J.A Textile Mills Limited was 12.75 

which indicated high probability of financial manipulation. So, high probability of financial 

manipulation was associated with higher DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 
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divided by the last year and it is expense of the company, rather than an income. SGAI of J.A 

Textile Mills Limited was 0.26 which was less than 1. It showed the company incurred less 

expenses in the current year, comparing the last year. Although less than one normally indicates 

positive sign for a company, but since M-score of the company was 12.75 showing high 

probability of financial manipulation, therefore, less incurring of expenses in the current year 

indicated that there was a possibility of deferring expenses to increase the profits of the 

company. So, high probability of M-score could be due to unreal reduction in sales, general 

and administrative expenses. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of J.A Textile Mills Limited was 0.04. It showed net change in current assets and 

liabilities was not drastic.  Although M-score of the company was 12.75, which showed high 

probability of financial manipulation, yet the calculation showed no drastic changes in the net 

change in current assets and current liabilities.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of J.A Textile Mills Limited was 1.07, which was 

a negative sign for the company and showed the company’s borrowings and liabilities in the 

current year increased, comparing last year. It also indicated inefficiency of the management 

of the company in handling its borrowings and liabilities in the current year, comparing last 

year. It was showing the company did not manage to pay off its long-term debts. It further 
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pointed that assets of the company were not sufficient enough to pay off its long-term debts in 

the current year. 

Figure #5:  

M-Score Accounting Ratios 

 

Summary  

M-score of J.A Textile Mills Limited was 12.75 which was higher than the benchmark 

and therefore indicated high probability of financial manipulation in the financial statements.  

8.Textile Company 30 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Janana De 

Malucho Textile Mills Limited was 0.07. It was less than 1, which showed that last year debtors 

recovery days were higher than the current year. In other words, current year was more efficient 

as compared to the last year. It also reflected that Janana De Malucho Textile Mills Limited 
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succeeded to effectively manage its receivables in the current year, which was a positive sign 

for the company.  

M-score of Janana De Malucho Textile Mills Limited was -11.91, which showed low 

probability of committing financial manipulations. So, low DSRI, usually less than 1, was 

associated with low probability of financial manipulation. Since M-score of this company was 

bending towards the low probability of financial manipulation, it also pointed out that there 

were less chances the management might have inflated sales in the current year to meet the 

demands of stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Janana De 

Malucho Textile Mills Limited was -13.81. This was a positive sign for the company Janana 

De Malucho Textile Mills Limited because per ratio formula of GMI, last year GM was divided 

with the current year one, so lower than 1 indicated better gross margin than last year. So, 

Janana De Malucho Textile Mills Limited performed better than last year.  M-score of Janana 

De Malucho Textile Mills Limited was -11.91, which indicated low probability of financial 

manipulation. So, parallel relationship was identified between low probability of financial 

manipulation and lower value of GMI, lower than one. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Janana De Malucho Textile Mills 

Limited was 1.20 which showed its consistency with the last year, although slightly higher than 

1. This also indicated that the company did not unnecessarily overstate its assets to present a 

good picture of its financial statements. M-score of Janana De Malucho Textile Mills Limited 
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was -11.91 which showed low probability of financial manipulation. So, parallel relationship 

was identified between low probability of financial manipulation and lower value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Janana De Malucho Textile Mills Limited was 0.98. It was a positive sign for the company 

because per ratio formula of SGI, current year gross sales were divided with the last year, so 

equal to almost 1 indicated consistent sales comparing with last year. It also indicated that 

Janana De Malucho Textile Mills Limited managed to maintain its sales in the current year, 

comparing last year, which showed its efficiency in the current year. M-score of Janana De 

Malucho Textile Mills Limited was -11.91, which showed low probability of financial 

manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Janana De Malucho Textile Mills Limited was 0.96 that showed the 

company charged higher depreciation expense in the current year, comparing the last year. 

DEPI was considered here as a positive sign for the company Janana De Malucho Textile Mills 

Limited because it did not show any fundamental change in depreciation rates or policies. M-

score of Janana De Malucho Textile Mills Limited was -11.91 which indicated low probability 

of financial manipulation. So, low probability of financial manipulation was associated with 

lower DEPI ratio, less than one. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 
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Janana De Malucho Textile Mills Limited was 1.37 which was above 1. It showed the company 

incurred more expenses in the current year, comparing the last year. Here it showed a slight 

inefficiency of the management in controlling sales, administrative and general expenses in the 

current year. Nevertheless, M-score of the company was -11.91, which showed low probability 

of financial manipulation. This low probability indicated that increase in expenses could be 

due to factors like inflation, increase in salaries etc. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Janana De Malucho Textile Mills Limited was -0.06. It showed net change in current 

assets and liabilities was not drastic. M-score of the company was -11.91, which showed low 

probability of financial manipulation. So, parallel associated was identified between low 

probability and low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Janana De Malucho Textile Mills Limited was 

1.06, which was a positive sign for the company and showed the company’s borrowings and 

liabilities in the current year did not increase massively, comparing last year. It also indicated 

efficiency of the management of the company in handling its borrowings and liabilities in the 

current year. It was showing the assets of the company were sufficient enough to pay off major 

portion of its long-term debts in the current year. 
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Figure #30:  

M-Score Accounting Ratios 

 

Summary  

M-score of Janana De Malucho Textile Mills Limited was -11.95 which was lower than 

the benchmark and therefore indicated low probability of financial manipulation in the 

financial statements. 

9.Textile Company 6 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Quetta Textile 

Mills Limited was 4.35. It was above 1, which showed that last year debtors recovery days 

were lower than the current year. In other words, current year was less efficient as compared 

to the last year. It also reflected that Quetta Textile Mills Limited had failed to effectively 

manage its receivables in the current year, which was a negative sign for the company because 
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it was highly probable that the company would face working capital issue because cash was 

needed by all companies to meet their day-to-day expenses and the company was struggling in 

meeting this requirement of funds.  

M-score of Quetta Textile Mills Limited was -1.21, which showed high probability of 

committing financial manipulations. So, high DSRI, usually above 1, was associated with high 

probability of financial manipulation. This also indicated that increase in DSRI above 1 was 

one of the indicators of high probability of financial manipulations which could be a source of 

ultimate financial fraud. Since M-score of this company was bending towards the high 

probability of financial manipulation, it also pointed out that there were high chances the 

management might have inflated sales in the current year to meet the demands of stakeholders 

and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Quetta Textile 

Mills Limited was 0.40. This was a positive sign for the company Quetta Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so lower 

than 1 indicated higher gross margin than last year. So, Quetta Textile Mills Limited performed 

better than last year.  Nevertheless, M-score of Quetta Textile Mills Limited was -1.21, which 

indicated high probability of financial manipulation. So, increased in GMI could be due to 

inflated sales or understatement of cost of goods sold. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Quetta Textile Mills Limited was 

1.18 which was higher than the last year. This also indicated that the company might have 
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unnecessarily overstated its assets to present a good picture of its financial statements. M-score 

of Quetta Textile Mills Limited was -1.21 which showed high probability of financial 

manipulation. So, parallel association was identified between high probability of financial 

manipulation and high AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Quetta Textile Mills Limited was 0.26. It was a negative sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so lower than 1 

indicated lower sales than last year. It also indicated that Quetta Textile Mills Limited did not 

manage to increase its sales in the current year, comparing last year, which showed its 

inefficiency in the current year. M-score of Quetta Textile Mills Limited was -1.21. So, indirect 

association was identified between high probability of financial manipulation and decrease in 

sales.  

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Quetta Textile Mills Limited was 1.01 that showed the company charged 

lower depreciation expense in the current year, comparing the last year. DEPI was considered 

here as negative sign for the company Quetta Textile Mills Limited because there was 

possibility of under-charging the depreciation in the current year. M-score of Quetta Textile 

Mills Limited was -1.21 which indicated high probability of financial manipulation. So, high 

probability of financial manipulation was associated with higher DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 
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divided by the last year and it is expense of the company, rather than an income. SGAI of 

Quetta Textile Mills Limited was 2.52 which was above 1. It showed the company incurred 

more expenses in the current year, comparing the last year. Here it showed inefficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -1.21, which showed high probability of financial manipulation. So, 

parallel association was identified between high probability of financial manipulation and high 

SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Quetta Textile Mills Limited was -0.04. It showed net change in current assets and 

liabilities was not drastic. Although, M-score of the company was -1.21, which showed high 

probability of financial manipulation, yet the calculation showed no drastic changes in the net 

change in current assets and current liabilities.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Quetta Textile Mills Limited was 1.07, which 

was a negative sign for the company and showed the company’s borrowings and liabilities in 

the current year increased, comparing last year. It also indicated inefficiency of the 

management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the company did not manage to pay off its long-term debts. 

It further pointed that assets of the company were not sufficient enough to pay off its long-term 

debts in the current year. 
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Figure #6:  

M-Score Accounting Ratios 

 

Summary  

M-score of Quetta Textile Mills Limited was -1.21 which was higher than the 

benchmark and therefore indicated high probability of financial manipulation in the financial 

statements.  

10.Textile Company 31 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Ruby Textile 

Mills Limited was 0.58. It was less than 1, which showed that last year debtors recovery days 

were higher than the current year. In other words, current year was more efficient as compared 

to the last year. It also reflected that Ruby Textile Mills Limited succeeded to effectively 

manage its receivables in the current year, which was a positive sign for the company.  
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M-score of Ruby Textile Mills Limited was -8.25, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Ruby Textile 

Mills Limited was -7.89. This was a positive sign for the company Ruby Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so lower 

than 1 indicated better gross margin than last year. So, Ruby Textile Mills Limited performed 

better than last year.  M-score of Ruby Textile Mills Limited was -8.25, which indicated low 

probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Ruby Textile Mills Limited was 

1.04 which showed its consistency with the last year. This also indicated that the company did 

not unnecessarily overstate its assets to present a good picture of its financial statements. M-

score of Ruby Textile Mills Limited was -8.25 which showed low probability of financial 

manipulation. So, parallel relationship was identified between low probability of financial 

manipulation and lower value of AQI.  
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SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Ruby Textile Mills Limited was 1.06. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated consistent sales comparing with last year. It also indicated that Ruby Textile Mills 

Limited managed to increase its sales in the current year, comparing with last year, which 

showed its efficiency in the current year. M-score of Ruby Textile Mills Limited was -8.25, 

which showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Ruby Textile Mills Limited was 0.88 that showed the company charged 

higher depreciation expense in the current year, comparing with the last year. DEPI was 

considered here as a positive sign for the company Ruby Textile Mills Limited because it did 

not show any fundamental change in depreciation rates or policies. M-score of Ruby Textile 

Mills Limited was -8.25 which indicated low probability of financial manipulation. So, low 

probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of Ruby 

Textile Mills Limited was 2.09 which was higher than 1. It showed the company incurred more 

expenses in the current year, comparing with the last year. Here it showed inefficiency of the 

management in controlling sales, administrative and general expenses in the current year. 

Nevertheless, M-score of the company was -8.25, which showed low probability of financial 
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manipulation. Moreover, DSRI, GMI also supported the low probability of financial 

manipulation of the company. So, increase in expenses could be due to inflation and increase 

in salaries expenses etc. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Ruby Textile Mills Limited was -0.04. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -8.25, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Ruby Textile Mills Limited was 0.96, which was 

a positive sign for the company and showed the company’s borrowings and liabilities in the 

current year decreased, comparing with last year. It also indicated efficiency of the 

management of the company in handling its borrowings and liabilities in the current year. It 

was showing the assets of the company were sufficient enough to pay off major portion of its 

long-term debts in the current year. 
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Figure #31:  

M-Score Accounting Ratios 

 

Summary  

M-score of Ruby Textile Mills Limited was -8.25 which was lower than the benchmark 

and therefore indicated low probability of financial manipulation in the financial statements. 

11.Textile Company 7 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Service 

Industries Textile Limited was 1.16. It was above 1, which showed that last year debtors 

recovery days were lower than the current year. In other words, current year was less efficient 

as compared to the last year. It also reflected that Service Industries Textile Limited had failed 

to effectively manage its receivables in the current year, which was a negative sign for the 

company because it was highly probable that the company would face working capital issue 
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because cash was needed by all companies to meet their day-to-day expenses and the company 

was struggling in meeting this requirement of funds.  

M-score of Service Industries Textile Limited was -1.33, which showed high 

probability of committing financial manipulations. So, high DSRI, usually above 1, was 

associated with high probability of financial manipulation. This also indicated that increase in 

DSRI above 1 was one of the indicators of high probability of financial manipulations which 

could be a source of ultimate financial fraud. Since M-score of this company was bending 

towards the high probability of financial manipulation, it also pointed out that there were high 

chances the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Service 

Industries Textile Limited was 3.98. This was a negative sign for the company Service 

Industries Textile Limited because per ratio formula of GMI, last year GM was divided with 

the current year one, so higher than 1 indicated lower gross margin than last year. So, Service 

Industries Textile Limited did not perform better than last year.  M-score of Service Industries 

Textile Limited was -1.33, which indicated high probability of financial manipulation. So, 

parallel relationship was identified between high probability of financial manipulation and 

higher value of GMI, greater than one. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Service Industries Textile Limited 

was 1.20 which showed high probability of asset capitalization. This also indicated that the 
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company might have unnecessarily overstates its assets and deferred expenses to present a good 

picture of its financial statements. M-score of Service Industries Textile Limited was -1.33 

which showed high probability of financial manipulation. So, parallel association was 

identified between high probability of financial manipulation and high value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Service Industries Textile Limited was 1.28. It was a positive sign for the company because 

per ratio formula of SGI, current year gross sales were divided with the last year, so higher 

than 1 indicated better sales than last year. It also indicated that Service Industries Textile 

Limited managed to increase its sales in the current year, comparing last year, which showed 

its efficiency in the current year. Nevertheless, M-score of Service Industries Textile Limited 

was -1.33, which showed high probability of financial manipulation, which could be due to 

inflated sales in the current year.  

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Service Industries Textile Limited was 1.07 that showed the company 

charged lower depreciation expense in the current year, comparing the last year. DEPI was 

considered here as negative sign for the company Service Industries Textile Limited because 

there was possibility of under-charging the depreciation in the current year. M-score of Service 

Industries Textile Limited was -1.33 which indicated high probability of financial 

manipulation. So, high probability of financial manipulation was associated with higher DEPI 

ratio. 
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SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Service Industries Textile Limited was 0.82 which was less than 1. It showed the company 

incurred less expenses in the current year, comparing the last year. Although less than one 

normally indicates positive sign for a company, but since M-score of the company was -1.33 

showing high probability of financial manipulation, therefore, less incurring of expenses in the 

current year indicated that there was a possibility of deferring expenses to increase the profits 

of the company. So, high probability of M-score could be due to unreal reduction in sales, 

general and administrative expenses. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Service Industries Textile Limited was -0.09. It showed net change in current assets 

and liabilities was not drastic.  Although M-score of the company was -1.33, which showed 

high probability of financial manipulation, yet the calculation showed no drastic changes in the 

net change in current assets and current liabilities.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Service Industries Textile Limited was 1.31, 

which was a negative sign for the company and showed the company’s borrowings and 

liabilities in the current year increased, comparing last year. It also indicated inefficiency of 

the management of the company in handling its borrowings and liabilities in the current year, 
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comparing last year. It was showing the company did not manage to pay off its long-term debts. 

It further pointed that assets of the company were not sufficient enough to pay off its long-term 

debts in the current year. 

Figure #7:  

M-Score Accounting Ratios 

 

Summary  

M-score of Service Industries Textile Limited was -1.33 which was higher than the 

benchmark and therefore indicated high probability of financial manipulation in the financial 

statements. 

12.Textile Company 8 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Sunrays 

Textile Mills Limited was 1.22. It was above 1, which showed that last year debtors recovery 
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days were lower than the current year. In other words, current year was less efficient as 

compared to the last year. It also reflected that Sunrays Textile Mills Limited had failed to 

effectively manage its receivables in the current year, which was a negative sign for the 

company because it was highly probable that the company would face working capital issue 

because cash was needed by all companies to meet their day-to-day expenses and the company 

was struggling in meeting this requirement of funds.  

M-score of Sunrays Textile Mills Limited was -2.00, which showed high probability of 

committing financial manipulations. So, high DSRI, usually above 1, was associated with high 

probability of financial manipulation. This also indicated that increase in DSRI above 1 was 

one of the indicators of high probability of financial manipulations which could be a source of 

ultimate financial fraud. Since M-score of this company was bending towards the high 

probability of financial manipulation, it also pointed out that there were high chances the 

management might have inflated sales in the current year to meet the demands of stakeholders 

and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Sunrays 

Textile Mills Limited was 0.84. This was a positive sign for the company Sunrays Textile Mills 

Limited because per ratio formula of GMI, last year GM was divided with the current year one, 

so higher than 1 indicated lower gross margin than last year. So, Sunrays Textile Mills Limited 

performed better than last year.  Nevertheless, M-score of Sunrays Textile Mills Limited was 

-2.00, which indicated high probability of financial manipulation. So, increase in GMI 

indicated inflated sales and understatement of cost of goods sold and expenses. 
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AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Sunrays Textile Mills Limited 

was 0.61 which showed its consistency with the last year. This also indicated that the company 

did not unnecessarily overstate its assets to present a good picture of its financial statements. 

Nevertheless, M-score of Sunrays Textile Mills Limited was -2.00 which showed high 

probability of financial manipulation. Although M-score showed high probability, still the 

company managed to correctly record capitalization of assets and relevant expenses.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Sunrays Textile Mills Limited was 2.13. Although it was a positive for the company, but the 

high probability of M-score 2.00 indicated that sales might have been inflated by the company 

because SGI showed sales were doubled in the current year, comparing the last year.  

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Sunrays Textile Mills Limited was 0.47 that showed the company charged 

lower depreciation expense in the current year, comparing the last year. Although it is normally 

a positive sign for the company, but M-score was -2.00 showing high probability of financial 

manipulation. So, half the depreciation charged in the current year indicated that there was a 

strong possibility of undercharging the depreciation expenses by changing the depreciation 

policies fundamentally. In this way, the company might have understated its expenses to 

increase the profits of the company. 
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SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Sunrays Textile Mills Limited was 0.60 which was less than 1. It showed the company incurred 

less expenses in the current year, comparing the last year. Although less than one normally 

indicates positive sign for a company, but since M-score of the company was -2.00 showing 

high probability of financial manipulation, therefore, less incurring of expenses in the current 

year indicated that there was a possibility of deferring expenses to increase the profits of the 

company. So, high probability of M-score could be due to unreal reduction in sales, general 

and administrative expenses. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Sunrays Textile Mills Limited was -0.03. It showed net change in current assets and 

liabilities was not drastic.  Although M-score of the company was -2.00, which showed high 

probability of financial manipulation, yet the calculation showed no drastic changes in the net 

change in current assets and current liabilities.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Sunrays Textile Mills Limited was 1.36, which 

was a negative sign for the company and showed the company’s borrowings and liabilities in 

the current year increased, comparing last year. It also indicated inefficiency of the 

management of the company in handling its borrowings and liabilities in the current year, 
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comparing last year. It was showing the company did not manage to pay off its long-term debts. 

It further pointed that assets of the company were not sufficient enough to pay off its long-term 

debts in the current year. 

Figure #8:  

M-Score Accounting Ratios 

 

Summary  

M-score of Sunrays Textile Mills Limited was -2.00 which was higher than the 

benchmark and therefore indicated high probability of financial manipulation in the financial 

statements. 

13.Textile Company 32 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Zephyr 

Textile Mills Limited was 0.97. It was less than 1, which showed that last year debtors recovery 
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days were higher than the current year. In other words, current year was more efficient as 

compared to the last year. It also reflected that Zephyr Textile Mills Limited succeeded to 

effectively manage its receivables in the current year, which was a positive sign for the 

company.  

M-score of Zephyr Textile Mills Limited was -8.98, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Zephyr Textile 

Mills Limited was 1.41. This was not a positive sign for the company Zephyr Textile Mills 

Limited because per ratio formula of GMI, last year GM was divided with the current year one, 

so higher than 1 indicated lower gross margin than last year. So, Zephyr Textile Mills Limited 

did not perform better than last year.  Although, M-score of Zephyr Textile Mills Limited was 

-8.98, which indicated low probability of financial manipulation, still the company needed to 

improve its GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Zephyr Textile Mills Limited 

was 0.85 which showed its consistency with the last year. This also indicated that the company 

did not unnecessarily overstate its assets to present a good picture of its financial statements. 
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M-score of Zephyr Textile Mills Limited was -8.98 which showed low probability of financial 

manipulation. So, parallel relationship was identified between low probability of financial 

manipulation and lower value of AQI, lower than one.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Zephyr Textile Mills Limited was 1.04. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Zephyr Textile Mills Limited managed 

to increase its sales in the current year, comparing last year, which showed its efficiency in the 

current year. M-score of Zephyr Textile Mills Limited was -8.98, which showed low 

probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Zephyr Textile Mills Limited was 1.06 that showed the company charged 

slightly lower depreciation expense in the current year, comparing the last year. DEPI was 

considered here as a positive sign for the company Zephyr Textile Mills Limited because it did 

not show any fundamental change in depreciation rates or policies. M-score of Zephyr Textile 

Mills Limited was -8.98 which indicated low probability of financial manipulation. So, low 

probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Zephyr Textile Mills Limited was 0.82 which was below 1. It showed the company incurred 
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less expenses in the current year, comparing the last year. Here it showed efficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -8.98, which showed low probability of financial manipulation. So, 

parallel association was identified between low probability of financial manipulation and lower 

SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Zephyr Textile Mills Limited was 1.37. It showed net change in current assets and 

liabilities was drastic and positive for the company. It indicated that current assets of the 

company increased massively as compared to the current liabilities in the current year. M-score 

of the company was -8.98, which showed low probability of financial manipulation which was 

in line with the positive TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Zephyr Textile Mills Limited was 0.96, which 

was a positive sign for the company, and showed the company’s borrowings and liabilities in 

the current year decreased, comparing last year. It also indicated efficiency of the management 

of the company in handling its borrowings and liabilities in the current year. It was showing 

the assets of the company were sufficient enough to pay off major portion of its long-term debts 

in the current year. 
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Figure #32:  

M-Score Accounting Ratios 

 

Summary  

M-score of Zephyr Textile Mills Limited was -8.98 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements. 

Evaluation of Findings Along with Research Objective 

The above detailed analysis of M-score and each accounting ratio respectively, 

differentiated financial manipulator textile companies, listed on Pakistan Stock Exchange, from 

those which did not intend to financially manipulate their financial statements. The M-score 

and its eight fraud indicating ratios successfully identified the companies that had either 

committed or were on the brink of committing manipulation in the financial figures in their 

financial statements. 
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4.3.4. Likelihood of Financial Manipulation in Companies 

The research questions are generally derived from the research objectives and should 

be in line with them. Based on the research objectives and questions, hypotheses are 

established. So, in essence all these three, research objectives, research questions and research 

hypotheses, should support one another.  

The fourth research objective of this research project was: 

“To determine whether the likelihood of financial manipulations is high or low in the 

companies, listed on Pakistan stock exchange.”  

Based on it, the research question, in line with the research objective, was:  

“What will be the likelihood, high or low, of financial manipulations of listed 

companies of Pakistan?”  

A hypothesis supporting the research question was:  

“H4: M-score will detect companies with high likelihood of committing financial fraud 

and separate them from the companies which have low possibility.” 

Evaluation of Findings 

The tables below along with the detailed evaluation, examination and explanation of 

each company’s findings show the results that coincide with the objective of determining the 

companies with low or high probability of financial manipulations, with the help of M-score 

and its fraud indicators. 
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Table 4.7:  
 
M-Score and Accounting Ratios Results 

Sr. 
# Name of the Company DSRI GMI AQI SGI DEPI SGAI TATA LVGI 

 
 M-

Score  
 

Result  

1 Amtex Textile Mills Limited 0.53 0.47 0.91 1.65 0.91 1.80 (0.01) 0.91  (3.15) LP 

2 AN Textile Mills Limited 1.37 (2.56) 3.43 2.06 0.85 1.32 (0.07) 1.11  (3.77) LP 

3 Allawasaya Tex. & Finishing 
Mills Ltd 0.43 0.84 1.11 1.62 0.74 0.86 (0.03) 0.99  (3.06) LP 

4 Dewan Textile Mills Limited 0.60 0.67 0.52 0.57 1.08 0.59 (0.04) 1.05  (3.90) LP 

5 Khyber Textile Mills Limited 0.96 1.03 1.16 0.68 1.42 1.01 (0.01) 0.70  (3.03) LP 

6 Masood Textile Mills Limited 0.86 0.83 1.01 0.98 0.95 0.85 (0.07) 1.02  (3.38) LP 

7 Shadab Textile Mills Limited 0.71 0.56 0.77 1.22 1.00 1.10 (0.03) 1.04  (3.32) LP 

8 Shahtaj Textile Mills Limited 1.00 0.94 1.73 0.98 1.18 1.16 (0.12) 0.98  (3.43) LP 

9 Shams Textile Mills Limited 0.70 (0.42) 1.68 2.09 1.06 0.66 (0.07) 1.07  (3.18) LP 

10 Shahzad Textile Mills Limited 0.98 0.59 0.94 1.31 1.22 0.73 (0.06) 1.06  (3.01) LP 

11 Ideal Spinning Mills Limited 0.77 0.74 25.18 0.81 1.10 0.95 (0.19) 1.05  (3.28) LP 

                          
HP: High Probability of Manipulation                   
LP: Low Probability of Manipulation                     

Source: Author's Analyzed Results 
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Table 4.8:  
 
M-Score Results 

Sr. 
# 

Name of the 
Company Intercept DSRI GMI AQI SGI DEPI SGAI TATA LVGI M-

Score Benchmark Result 

1 Textile Company 33 (4.84) 0.49 0.25 0.0368 1.47 0.1048 (0.31) (0.06) (0.30) (3.15) (2.22) LP 

2 Textile Company 34 (4.84) 1.26 (1.35) 0.1387 1.84 0.0978 (0.23) (0.32) (0.36) (3.77) (2.22) LP 

3 Textile Company 35 (4.84) 0.39 0.44 0.0448 1.45 0.0854 (0.15) (0.16) (0.32) (3.06) (2.22) LP 

4 Textile Company 36 (4.84) 0.55 0.36 0.0211 0.51 0.1246 (0.10) (0.18) (0.34) (3.90) (2.22) LP 

5 Textile Company 37 (4.84) 0.89 0.54 0.0467 0.60 0.1633 (0.17) (0.03) (0.23) (3.03) (2.22) LP 

6 Textile Company 38 (4.84) 0.80 0.44 0.0407 0.87 0.1090 (0.15) (0.32) (0.33) (3.38) (2.22) LP 

7 Textile Company 39 (4.84) 0.65 0.30 0.0313 1.09 0.1155 (0.19) (0.13) (0.34) (3.32) (2.22) LP 

8 Textile Company 40 (4.84) 0.92 0.49 0.0699 0.88 0.1351 (0.20) (0.57) (0.32) (3.43) (2.22) LP 

9 Textile Company 41 (4.84) 0.64 (0.22) 0.0679 1.86 0.1215 (0.11) (0.35) (0.35) (3.18) (2.22) LP 

10 Textile Company 42 (4.84) 0.90 0.31 0.0381 1.17 0.1405 (0.13) (0.26) (0.35) (3.01) (2.22) LP 

11 Textile Company 43 (4.84) 0.71 0.39 1.0173 0.72 0.1268 (0.16) (0.91) (0.34) (3.28) (2.22) LP 

                         

HP: High Probability of Manipulation                     

LP: Low Probability of Manipulation                     

Source: Author's Analyzed Results 

 

 

 

 

 

 

 

 



294 
 

 
 

1.Textile Company 33 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Amtex Textile 

Mills Limited was 0.53. It was less than 1, which showed that last year debtors recovery days 

were higher than the current year. In other words, current year was more efficient as compared 

to the last year. It also reflected that Amtex Textile Mills Limited succeeded to effectively 

manage its receivables in the current year, which was a positive sign for the company.  

M-score of Amtex Textile Mills Limited was -3.15, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Amtex Textile 

Mills Limited was 0.47. This was a positive sign for the company Amtex Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so lower 

than 1 indicated better gross margin than last year. So, Amtex Textile Mills Limited performed 

better than last year.  M-score of Amtex Textile Mills Limited was -3.15, which indicated low 

probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of GMI, lower than one. 
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AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Amtex Textile Mills Limited was 

0.91 which showed its consistency with the last year. This also indicated that the company did 

not unnecessarily overstate its assets to present a good picture of its financial statements. M-

score of Amtex Textile Mills Limited was -3.15 which showed low probability of financial 

manipulation. So, parallel relationship was identified between low probability of financial 

manipulation and lower value of AQI, lower than one.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Amtex Textile Mills Limited was 1.65. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Amtex Textile Mills Limited managed 

to increase its sales in the current year, comparing last year, which showed its efficiency in the 

current year. M-score of Amtex Textile Mills Limited was -3.15, which showed low probability 

of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Amtex Textile Mills Limited was 0.91 that showed the company charged 

higher depreciation expense in the current year, comparing the last year. DEPI was considered 

here as a positive sign for the company Amtex Textile Mills Limited because it did not show 

any fundamental change in depreciation rates or policies. M-score of Amtex Textile Mills 
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Limited was -3.15 which indicated low probability of financial manipulation. So, low 

probability of financial manipulation was associated with lower DEPI ratio, less than one. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Amtex Textile Mills Limited was 1.80 which was above 1. It showed the company incurred 

more expenses in the current year, comparing the last year. Here it showed a slight inefficiency 

of the management in controlling sales, administrative and general expenses in the current year. 

Nevertheless, M-score of the company was -3.15, which showed low probability of financial 

manipulation. This low probability indicated that increase in expenses could be due to factors 

like inflation, increase in salaries etc. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Amtex Textile Mills Limited was -0.01. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -3.15, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Amtex Textile Mills Limited was 0.91, which 

was a positive sign for the company and showed the company’s borrowings and liabilities in 

the current year decreased, comparing last year. It also indicated efficiency of the management 
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of the company in handling its borrowings and liabilities in the current year, comparing last 

year. It was showing the company managed to pay-off some portion of its long-term debts in 

the current year. It further pointed that assets of the company were sufficient enough to pay off 

its long-term debts in the current year. 

Figure #33:  

M-Score Accounting Ratios 

 

Summary  

M-score of Amtex Textile Mills Limited was -3.15 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements.  

2.Textile Company 34 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of AN Textile 
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Mills Limited was 1.37. It was higher than 1, which showed that last year debtors recovery 

days were lower than the current year. In other words, current year was less efficient as 

compared to the last year. It also reflected that AN Textile Mills Limited failed to effectively 

manage its receivables in the current year, which was a negative sign for the company.  

Nevertheless, M-score of AN Textile Mills Limited was -3.77, which showed low probability 

of committing financial manipulations. Although, low DSRI, usually less than 1, is associated 

with low probability of financial manipulation, but here DSRI slightly exceeded 1, which 

showed increase in debtors collection period. The company needed to improve its DSRI to 

increase in current assets over current liabilities and to make its working capital efficient. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of AN Textile 

Mills Limited was -2.56. This was a positive sign for the company AN Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so lower 

than 1 indicated better gross margin than last year. So, AN Textile Mills Limited performed 

better than last year.  M-score of AN Textile Mills Limited was -3.77, which indicated low 

probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of GMI, lower than one. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of AN Textile Mills Limited was 

3.43 which showed asset capitalization during current year. M-score of AN Textile Mills 

Limited was -3.77 which showed low probability of financial manipulation, which could be 
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due to capital injection in the current as well as fixed assets of the company. The DEPI ratio 

also supported the possible increase in the assets of the company.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

AN Textile Mills Limited was 2.06. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that AN Textile Mills Limited managed 

to increase its sales in the current year, comparing last year, which showed its efficiency in the 

current year. M-score of AN Textile Mills Limited was -3.77, which showed low probability 

of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of AN Textile Mills Limited was 0.85 that showed the company charged 

higher depreciation expense in the current year, comparing the last year. DEPI was considered 

here as a positive sign for the company AN Textile Mills Limited because it did not show any 

fundamental change in depreciation rates or policies. M-score of AN Textile Mills Limited was 

-3.77 which indicated low probability of financial manipulation. So, low probability of 

financial manipulation was associated with lower DEPI ratio, less than one. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of AN 

Textile Mills Limited was 1.32 which was above 1. It showed the company incurred more 

expenses in the current year, comparing the last year. Here it showed a slight inefficiency of 
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the management in controlling sales, administrative and general expenses in the current year. 

Nevertheless, M-score of the company was -3.77, which showed low probability of financial 

manipulation. This low probability indicated that increase in expenses could be due to factors 

like inflation, increase in salaries etc. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of AN Textile Mills Limited was -0.07. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -3.77, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of AN Textile Mills Limited was 1.11, which was 

a slight negative sign for the company and showed the company’s borrowings and liabilities in 

the current year decreased slightly, comparing last year. It also indicated a small inefficiency 

of the management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the company did not correctly manage to pay off its long-

term debts. It further pointed that assets of the company were not sufficient enough to pay off 

its long-term debts in the current year. 
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Figure #34:  

M-Score Accounting Ratios 

 

Summary  

M-score of AN Textile Mills Limited was -3.77 which was lower than the benchmark 

and therefore indicated low probability of financial manipulation in the financial statements.   

3.Textile Company 35 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Allawasaya 

Textile and Finishing Mills Limited was 0.43. It was less than 1, which showed that last year 

debtors recovery days were higher than the current year. In other words, current year was more 

efficient as compared to the last year. It also reflected that Allawasaya Textile and Finishing 

Mills Limited succeeded to effectively manage its receivables in the current year, which was a 

positive sign for the company.  
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M-score of Allawasaya Textile and Finishing Mills Limited was -3.06, which showed 

low probability of committing financial manipulations. So, low DSRI, usually less than 1, was 

associated with low probability of financial manipulation. Since M-score of this company was 

bending towards the low probability of financial manipulation, it also pointed out that there 

were less chances the management might have inflated sales in the current year to meet the 

demands of stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Allawasaya 

Textile and Finishing Mills Limited was 0.84. This was a positive sign for the company Amtex 

Textile Mills Limited because per ratio formula of GMI, last year GM was divided with the 

current year one, so lower than 1 indicated better gross margin than last year. So, Allawasaya 

Textile and Finishing Mills Limited performed better than last year.  M-score of Allawasaya 

Textile and Finishing Mills Limited was -3.06, which indicated low probability of financial 

manipulation. So, parallel relationship was identified between low probability of financial 

manipulation and lower value of GMI, lower than one. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Allawasaya Textile and Finishing 

Mills Limited was 1.11 which showed its consistency with the last year, although slightly 

higher than 1. This also indicated that the company did not unnecessarily overstate its assets to 

present a good picture of its financial statements. M-score of Allawasaya Textile and Finishing 

Mills Limited was -3.06 which showed low probability of financial manipulation. So, parallel 
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relationship was identified between low probability of financial manipulation and lower value 

of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Allawasaya Textile and Finishing Mills Limited was 1.62. It was a positive sign for the 

company because per ratio formula of SGI, current year gross sales were divided with the last 

year, so higher than 1 indicated better sales than last year. It also indicated that Allawasaya 

Textile and Finishing Mills Limited managed to increase its sales in the current year, comparing 

last year, which showed its efficiency in the current year. M-score of Allawasaya Textile and 

Finishing Mills Limited was -3.06, which showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Allawasaya Textile and Finishing Mills Limited was 0.74 that showed the 

company charged higher depreciation expense in the current year, comparing the last year. 

DEPI was considered here as a positive sign for the company Allawasaya Textile and Finishing 

Mills Limited because it did not show any fundamental change in depreciation rates or policies. 

M-score of Allawasaya Textile and Finishing Mills Limited was -3.06 which indicated low 

probability of financial manipulation. So, low probability of financial manipulation was 

associated with lower DEPI ratio, less than one. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Allawasaya Textile and Finishing Mills Limited was 0.86 which was below 1. It showed the 
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company incurred less expenses in the current year, comparing the last year. It also indicated 

efficiency of the management in controlling sales, administrative and general expenses in the 

current year. M-score of the company was -3.06, which showed low probability of financial 

manipulation. So, a parallel relationship was identified between low probability of financial 

manipulation and low incurring of expenses in the current year. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Allawasaya Textile and Finishing Mills Limited was -0.03. It showed net change in 

current assets and liabilities was not drastic. M-score of the company was -3.06, which showed 

low probability of financial manipulation. So, parallel associated was identified between low 

probability and low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Allawasaya Textile and Finishing Mills Limited 

was 0.99, which was a positive sign for the company and showed the company’s borrowings 

and liabilities in the current year decreased, comparing last year. It also indicated efficiency of 

the management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the company managed to pay off its long-term debts. It 

further pointed that assets of the company were sufficient enough to pay off its long-term debts 

in the current year. 
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Figure #35:  

M-Score Accounting Ratios 

 

Summary  

M-score of Allawasaya Textile and Finishing Mills Limited was -3.06 which was lower 

than the benchmark and therefore indicated low probability of financial manipulation in the 

financial statements. 

4. Textile Company 36 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Dewan 

Textile Mills Limited was 0.60. It was less than 1, which showed that last year debtors recovery 

days were higher than the current year. In other words, current year was more efficient as 

compared to the last year. It also reflected that Dewan Textile Mills Limited succeeded to 
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effectively manage its receivables in the current year, which was a positive sign for the 

company.  

M-score of Dewan Textile Mills Limited was -3.90, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Dewan Textile 

Mills Limited was 0.67. This was a positive sign for the company Dewan Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so lower 

than 1 indicated higher gross margin than last year. So, Dewan Textile Mills Limited performed 

better than last year. M-score of Dewan Textile Mills Limited was -3.90, which indicated low 

probability of financial manipulation. So, parallel association was identified between low 

probability of financial manipulation and low GMI, less than one. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Dewan Textile Mills Limited was 

0.52 which showed its consistency with the last year. This also indicated that the company did 

not unnecessarily overstate its assets to present a good picture of its financial statements. M-

score of Dewan Textile Mills Limited was -3.90 which showed low probability of financial 
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manipulation. So, parallel relationship was identified between low probability of financial 

manipulation and lower value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Dewan Textile Mills Limited was 0.57. It was a negative sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so lower than 1 

indicated lower sales than last year. It also indicated that Dewan Textile Mills Limited did not 

manage to increase its sales in the current year, comparing last year, which showed its 

inefficiency in the current year. Nevertheless, M-score of Dewan Textile Mills Limited was -

3.90, which showed low probability of financial manipulation. Moreover, DSRI and GMI also 

supported the low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Dewan Textile Mills Limited was 1.08 that showed the company charged 

lower depreciation expense in the current year, comparing the last year. DEPI was considered 

here as consistent for the company Dewan Textile Mills Limited because it did not show any 

fundamental change in depreciation rates or policies. M-score of Dewan Textile Mills Limited 

was -3.90 which indicated low probability of financial manipulation. So, low probability of 

financial manipulation was associated with lower or consistent DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Dewan Textile Mills Limited was 0.59 which was below 1. It showed the company incurred 
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less expenses in the current year, comparing the last year. It also indicated efficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -3.90, which showed low probability of financial manipulation.  

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Dewan Textile Mills Limited was -0.04. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -3.90, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Dewan Textile Mills Limited was 1.05, which 

was a positive sign for the company, although slightly higher than 1, and showed the company’s 

borrowings and liabilities in the current year did not increase massively, comparing last year. 

It also indicated efficiency of the management of the company in handling its borrowings and 

liabilities in the current year, comparing last year. It was showing the company managed to 

maintain its long-term debts in the current year. It further pointed that assets of the company 

were sufficient enough to pay off major portion of its long-term debts in the current year. 
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Figure #36:  

M-Score Accounting Ratios 

 

Summary  

M-score of Dewan Textile Mills Limited was -3.90 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements.    

5.Textile Company 37 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Khyber 

Textile Mills Limited was 0.96. It was less than 1, which showed that last year debtors recovery 

days were higher than the current year. In other words, current year was more efficient as 

compared to the last year. It also reflected that Khyber Textile Mills Limited succeeded to 
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effectively manage its receivables in the current year, which was a positive sign for the 

company.  

M-score of Khyber Textile Mills Limited was -3.03, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Khyber Textile 

Mills Limited was 1.03. This was a positive sign for the company Khyber Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so equal 

to 1 indicated consistent gross margin comparing with last year. M-score of Khyber Textile 

Mills Limited was -3.03, which indicated low probability of financial manipulation. So, parallel 

relationship was identified between low probability of financial manipulation and lower value 

of GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Khyber Textile Mills Limited 

was 1.16 which showed its consistency with the last year, although slightly higher than 1. This 

also indicated that the company did not unnecessarily overstate its assets to present a good 

picture of its financial statements. M-score of Khyber Textile Mills Limited was -3.03 which 
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showed low probability of financial manipulation. So, parallel relationship was identified 

between low probability of financial manipulation and lower value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Khyber Textile Mills Limited was 0.68. It was a negative sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so less than 1 

indicated lower sales comparing with last year. It also indicated that Khyber Textile Mills 

Limited did not manage to increase its sales in the current year, comparing last year, which 

showed its inefficiency in the current year. M-score of Khyber Textile Mills Limited was -3.03, 

which showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Khyber Textile Mills Limited was 1.42 that showed the company charged 

lower depreciation expense in the current year, comparing the last year. DEPI was considered 

here as a negative sign for the company Khyber Textile Mills Limited because it showed 

fundamental change in depreciation rates or policies. Nevertheless, M-score of Khyber Textile 

Mills Limited was -3.03 which indicated low probability of financial manipulation. So, higher 

depreciation could be due to increase in fixed assets of the company. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Khyber Textile Mills Limited was 1.01 which was equal 1. It showed the company incurred 

more or less equal expenses in the current year, comparing with the last year. Here it showed 
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consistency of the sales, general and administrative expenses in the current year. M-score of 

the company was -3.03, which showed low probability of financial manipulation. This low 

probability of financial manipulation could be associated with the consistent control in the 

current year sales, admin and general expenses. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Khyber Textile Mills Limited was -0.01. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -3.03, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Khyber Textile Mills Limited was 0.70, which 

was a positive sign for the company and showed the company’s borrowings and liabilities in 

the current year decreased, comparing last year. It also indicated efficiency of the management 

of the company in handling its borrowings and liabilities in the current year. It was showing 

the assets of the company were sufficient enough to pay off major portion of its long-term debts 

in the current year. 

 

 

 



313 
 

 
 

Figure #37:  

M-Score Accounting Ratios 

 

Summary  

M-score of Khyber Textile Mills Limited was -3.03 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements.   

6.Textile Company 38 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Masood 

Textile Mills Limited was 0.86. It was less than 1, which showed that last year debtors recovery 

days were higher than the current year. In other words, current year was more efficient as 

compared to the last year. It also reflected that Masood Textile Mills Limited succeeded to 
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effectively manage its receivables in the current year, which was a positive sign for the 

company.  

M-score of Masood Textile Mills Limited was -3.38, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Masood 

Textile Mills Limited was 0.86. This was a positive sign for the company Masood Textile Mills 

Limited because per ratio formula of GMI, last year GM was divided with the current year one, 

so lower than 1 indicated better gross margin than last year. So, Masood Textile Mills Limited 

performed better than last year.  M-score of Masood Textile Mills Limited was -3.38, which 

indicated low probability of financial manipulation. So, parallel relationship was identified 

between low probability of financial manipulation and lower value of GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Masood Textile Mills Limited 

was 1.01 which showed its consistency with the last year. This also indicated that the company 

did not unnecessarily overstate its assets to present a good picture of its financial statements. 

M-score of Masood Textile Mills Limited was -3.38 which showed low probability of financial 
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manipulation. So, parallel relationship was identified between low probability of financial 

manipulation and lower value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Masood Textile Mills Limited was 0.98. It was a positive sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so equal to 1 

indicated consistent sales comparing with last year. It also indicated that Masood Textile Mills 

Limited managed to maintain its sales in the current year, comparing with last year, which 

showed its efficiency in the current year. M-score of Masood Textile Mills Limited was -3.38, 

which showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Masood Textile Mills Limited was 0.95 that showed the company charged 

higher depreciation expense in the current year, comparing with the last year. DEPI was 

considered here as a positive sign for the company Masood Textile Mills Limited because it 

did not show any fundamental change in depreciation rates or policies. M-score of Masood 

Textile Mills Limited was -3.38 which indicated low probability of financial manipulation. So, 

low probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Masood Textile Mills Limited was 0.85 which was below 1. It showed the company incurred 

less expenses in the current year, comparing with the last year. Here it showed efficiency of 
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the management in controlling sales, administrative and general expenses in the current year. 

M-score of the company was -3.38, which showed low probability of financial manipulation. 

So, parallel association was identified between low probability of financial manipulation and 

low SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Masood Textile Mills Limited was -0.07. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -3.38, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Masood Textile Mills Limited was 1.02, which 

was a positive sign for the company and showed the company’s borrowings and liabilities in 

the current year did not increase massively, comparing with last year. It also indicated 

efficiency of the management of the company in handling its borrowings and liabilities in the 

current year. It was showing the assets of the company were sufficient enough to pay off major 

portion of its long-term debts in the current year. 
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Figure #38:  

M-Score Accounting Ratios 

 

Summary  

M-score of Masood Textile Mills Limited was -3.38 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements.   

7.Textile Company 39 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Shadab 

Textile Mills Limited was 0.71. It was less than 1, which showed that last year debtors recovery 

days were higher than the current year. In other words, current year was more efficient as 

compared to the last year. It also reflected that Shadab Textile Mills Limited succeeded to 



318 
 

 
 

effectively manage its receivables in the current year, which was a positive sign for the 

company.  

M-score of Shadab Textile Mills Limited was -3.32, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Shadab Textile 

Mills Limited was 0.56. This was a positive sign for the company Shadab Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so lower 

than 1 indicated better gross margin than last year. So, Shadab Textile Mills Limited performed 

better than last year.  M-score of Shadab Textile Mills Limited was -3.32, which indicated low 

probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of GMI, lower than one. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Shadab Textile Mills Limited 

was 0.77 which showed its better performance, comparing with the last year. This also 

indicated that the company did not unnecessarily overstate its assets to present a good picture 

of its financial statements. M-score of Shadab Textile Mills Limited was -3.32 which showed 
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low probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of AQI, lower than one.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Shadab Textile Mills Limited was 1.22. It was a positive sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Shadab Textile Mills Limited 

managed to increase its sales in the current year, comparing last year, which showed its 

efficiency in the current year. M-score of Shadab Textile Mills Limited was -3.32, which 

showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Shadab Textile Mills Limited was 1.00 that showed the company charged 

consistent depreciation expense in the current year, comparing the last year. DEPI was 

considered here as a positive sign for the company Shadab Textile Mills Limited because it did 

not show any fundamental change in depreciation rates or policies. M-score of Shadab Textile 

Mills Limited was -3.32 which indicated low probability of financial manipulation. So, low 

probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Shadab Textile Mills Limited was 1.10 which was slightly above 1. It showed the company 

incurred more or less the same expenses in the current year, comparing the last year. Here it 
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showed a slight inefficiency of the management in controlling sales, administrative and general 

expenses in the current year, but overall, the performance was consistent. Nevertheless, M-

score of the company was -3.32, which showed low probability of financial manipulation. This 

low probability indicated that slight increase in expenses could be due to factors like inflation, 

increase in salaries etc. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Shadab Textile Mills Limited was -0.03. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -3.32, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Shadab Textile Mills Limited was 1.04, which 

was a positive sign for the company and showed the company’s borrowings and liabilities in 

the current year did not increase massively, comparing last year. It also indicated efficiency of 

the management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the assets of the company were sufficient enough to pay 

off major portion of its long-term debts in the current year. 
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Figure #39:  

M-Score Accounting Ratios 

 

Summary  

M-score of Shadab Textile Mills Limited was -3.32 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements.   

8.Textile Company 40 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Shahtaj 

Textile Mills Limited was 1.00. It was equal to 1, which showed that last year debtors recovery 

days were consistent in the current year. In other words, current year was consistently efficient 

as compared to the last year. It also reflected that Shahtaj Textile Mills Limited succeeded to 
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effectively manage its receivables in the current year, which was a positive sign for the 

company.  

M-score of Shahtaj Textile Mills Limited was -3.43, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Shahtaj Textile 

Mills Limited was 0.94. This was a positive sign for the company Shahtaj Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so lower 

than 1 indicated better gross margin than last year. So, Shahtaj Textile Mills Limited performed 

better than last year.  M-score of Shahtaj Textile Mills Limited was -3.43, which indicated low 

probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of GMI, lower than one. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Shahtaj Textile Mills Limited 

was 1.73 which showed its consistent performance, comparing with the last year. This also 

indicated that the company did not unnecessarily overstate its assets to present a good picture 

of its financial statements. M-score of Shahtaj Textile Mills Limited was -3.43 which showed 
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low probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of AQI.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Shahtaj Textile Mills Limited was 0.98. It was a positive sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so equal to 1 

indicated consistent sales comparing with last year. It also indicated that Shahtaj Textile Mills 

Limited managed to maintain its sales in the current year, comparing last year, which showed 

its efficiency in the current year. M-score of Shahtaj Textile Mills Limited was -3.43, which 

showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Shahtaj Textile Mills Limited was 1.18 that showed the company charged 

slightly more depreciation expense in the current year, comparing the last year. DEPI was 

considered here as a positive sign for the company Shahtaj Textile Mills Limited because it did 

not show any fundamental change in depreciation rates or policies. M-score of Shahtaj Textile 

Mills Limited was -3.43 which indicated low probability of financial manipulation. So, low 

probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Shahtaj Textile Mills Limited was 1.16 which was slightly above 1. It showed the company 

incurred more or less the same expenses in the current year, comparing the last year. Here it 
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showed a slight inefficiency of the management in controlling sales, administrative and general 

expenses in the current year, but overall, the performance was consistent. Nevertheless, M-

score of the company was -3.43, which showed low probability of financial manipulation. This 

low probability indicated that slight increase in expenses could be due to factors like inflation, 

increase in salaries etc. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Shahtaj Textile Mills Limited was -0.12. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -3.43, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Shahtaj Textile Mills Limited was 0.98, which 

was a positive sign for the company and showed the company’s borrowings and liabilities in 

the current year decreased, comparing last year. It also indicated efficiency of the management 

of the company in handling its borrowings and liabilities in the current year, comparing last 

year. It was showing the assets of the company were sufficient enough to pay off major portion 

of its long-term debts in the current year. 
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Figure #40:  

M-Score Accounting Ratios 

 

Summary  

M-score of Shahtaj Textile Mills Limited was -3.43 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements.   

9.Textile Company 41 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Shams Textile 

Mills Limited was 0.70. It was lower than 1, which showed that last year debtors recovery days 

was better in the current year. In other words, current year was more efficient as compared to 

the last year. It also reflected that Shams Textile Mills Limited succeeded to effectively manage 

its receivables in the current year, which was a positive sign for the company.  
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M-score of Shams Textile Mills Limited was -3.18, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Shams Textile 

Mills Limited was -0.42. This was a positive sign for the company Shams Textile Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so lower 

than 1 indicated better gross margin than last year. So, Shams Textile Mills Limited performed 

better than last year.  M-score of Shams Textile Mills Limited was -3.18, which indicated low 

probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of GMI, lower than one. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Shams Textile Mills Limited was 

1.68 which showed its consistent performance, comparing with the last year. This also 

indicated that the company did not unnecessarily overstate its assets to present a good picture 

of its financial statements. M-score of Shams Textile Mills Limited was -3.18 which showed 

low probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of AQI.  
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SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Shams Textile Mills Limited was 2.09. It was a positive sign for the company because per ratio 

formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated higher sales comparing with last year. It also indicated that Shams Textile Mills 

Limited managed to increase its sales in the current year, comparing last year, which showed 

its efficiency in the current year. M-score of Shams Textile Mills Limited was -3.18, which 

showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Shams Textile Mills Limited was 1.06 that showed the company charged 

slightly more depreciation expense in the current year, comparing the last year. DEPI was 

considered here as a positive sign for the company Shams Textile Mills Limited because it did 

not show any fundamental change in depreciation rates or policies. M-score of Shams Textile 

Mills Limited was -3.18 which indicated low probability of financial manipulation. So, low 

probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Shams Textile Mills Limited was 0.66 which was lower than 1. It showed the company incurred 

less expenses in the current year, comparing the last year. Here it showed efficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -3.18, which showed low probability of financial manipulation. So, 
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parallel association was identified between low probability of financial manipulation and low 

SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Shams Textile Mills Limited was -0.07. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -3.18, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Shams Textile Mills Limited was 1.07, which 

was a positive sign for the company and showed the company’s borrowings and liabilities in 

the current year did not increase massively, comparing last year. It also indicated efficiency of 

the management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the assets of the company were sufficient enough to pay 

off major portion of its long-term debts in the current year. 
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Figure #41:  

M-Score Accounting Ratios 

 

Summary  

M-score of Shams Textile Mills Limited was -3.18 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements.   

10.Textile Company 42 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Shahzad 

Textile Mills Limited was 0.98. It was less than 1, which showed that last year debtors recovery 

days were higher than the current year. In other words, current year was more efficient as 

compared to the last year. It also reflected that Shahzad Textile Mills Limited succeeded to 
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effectively manage its receivables in the current year, which was a positive sign for the 

company.  

M-score of Shahzad Textile Mills Limited was -3.01, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Shahzad 

Textile Mills Limited was 0.59. This was a positive sign for the company Shahzad Textile Mills 

Limited because per ratio formula of GMI, last year GM was divided with the current year one, 

so lower than 1 indicated better gross margin than last year. So, Shahzad Textile Mills Limited 

performed better than last year.  M-score of Shahzad Textile Mills Limited was -3.01, which 

indicated low probability of financial manipulation. So, parallel relationship was identified 

between low probability of financial manipulation and lower value of GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Shahzad Textile Mills Limited 

was 0.94 which showed its consistency with the last year. This also indicated that the company 

did not unnecessarily overstate its assets to present a good picture of its financial statements. 

M-score of Shahzad Textile Mills Limited was -3.01 which showed low probability of financial 
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manipulation. So, parallel relationship was identified between low probability of financial 

manipulation and lower value of AQI, lower than one.  

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 

Shahzad Textile Mills Limited was 1.31. It was a positive sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so higher than 1 

indicated better sales than last year. It also indicated that Shahzad Textile Mills Limited 

managed to increase its sales in the current year, comparing last year, which showed its 

efficiency in the current year. M-score of Shahzad Textile Mills Limited was -3.01, which 

showed low probability of financial manipulation. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Shahzad Textile Mills Limited was 1.22 that showed the company charged 

slightly lower depreciation expense in the current year, comparing the last year. DEPI was 

considered here as a positive sign for the company Shahzad Textile Mills Limited because it 

did not show any fundamental change in depreciation rates or policies. M-score of Shahzad 

Textile Mills Limited was -3.01 which indicated low probability of financial manipulation. So, 

low probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of 

Shahzad Textile Mills Limited was 0.73 which was below 1. It showed the company incurred 

less expenses in the current year, comparing the last year. Here it showed efficiency of the 
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management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -3.01, which showed low probability of financial manipulation. So, 

parallel association was identified between low probability of financial manipulation and low 

SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Shahzad Textile Mills Limited was -0.06. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -3.01, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Shahzad Textile Mills Limited was 1.06, which 

was a positive sign for the company and showed the company’s borrowings and liabilities in 

the current year did not increase massively, comparing last year. It also indicated efficiency of 

the management of the company in handling its borrowings and liabilities in the current year, 

comparing last year. It was showing the assets of the company were sufficient enough to pay 

off major portion of its long-term debts in the current year. 
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Figure #42:  

M-Score Accounting Ratios 

 

Summary  

M-score of Shahzad Textile Mills Limited was -3.01 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements.   

11.Textile Company 43 

DSRI stands for Days Sales Receivable Ratio. This is the ratio that shows the days sales 

will be received by a company. The lower it is, usually less than 1, the more efficient a company 

is in collecting the amounts from its customers, comparing the last year. DSRI of Ideal Spinning 

Mills Limited was 0.77. It was less than 1, which showed that last year debtors recovery days 

were higher than the current year. In other words, current year was more efficient as compared 

to the last year. It also reflected that Ideal Spinning Mills Limited succeeded to effectively 

manage its receivables in the current year, which was a positive sign for the company.  
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M-score of Ideal Spinning Mills Limited was -3.28, which showed low probability of 

committing financial manipulations. So, low DSRI, usually less than 1, was associated with 

low probability of financial manipulation. Since M-score of this company was bending towards 

the low probability of financial manipulation, it also pointed out that there were less chances 

the management might have inflated sales in the current year to meet the demands of 

stakeholders and keep the market price of its shares high. 

GMI stands for Gross Margin Ratio. This is the ratio that shows the percentage of gross 

profit over sales by a company. As per M-score, the lower the ratio is, less than 1, the more 

efficient a company is in generating the profits, comparing the last year. GMI of Ideal Spinning 

Mills Limited was 0.74. This was a positive sign for the company Ideal Spinning Mills Limited 

because per ratio formula of GMI, last year GM was divided with the current year one, so lower 

than 1 indicated better gross margin than last year. So, Ideal Spinning Mills Limited performed 

better than last year.  M-score of Ideal Spinning Mills Limited was -3.28, which indicated low 

probability of financial manipulation. So, parallel relationship was identified between low 

probability of financial manipulation and lower value of GMI. 

AQI stands for Asset Quality Ratio. As per the M-score, if the ratio is higher than 1, it 

shows probability of asset capitalization and deferment of cost/expenses to overstate the assets 

and at the same time increase profits of the company. AQI of Ideal Spinning Mills Limited was 

25.18 which showed there was a high probability of unnecessary asset capitalization and 

deferment of revenue nature expenses to present a good picture of its financial statements. 

Although, M-score of Ideal Spinning Mills Limited was -3.28 which showed low probability 

of financial manipulation, still unusual increase the assets needed to tested thoroughly. 

SGI stands for Sales Growth Ratio. As per the M-score, the higher the ratio is, higher 

than 1, the more efficient a company is in generating the sales, comparing the last year. SGI of 



335 
 

 
 

Ideal Spinning Mills Limited was 0.81. It was not a positive sign for the company because per 

ratio formula of SGI, current year gross sales were divided with the last year, so lower than 1 

indicated lower sales than last year. It also indicated that Ideal Spinning Mills Limited did not 

manage to increase its sales in the current year, comparing last year, which showed its 

inefficiency in the current year. Although, M-score of Ideal Spinning Mills Limited was -3.28, 

which showed low probability of financial manipulation, still the company needed to improve 

its sales. 

DEPI stands for Depreciation Ratio. As per the M-score, if the ratio is above 1, it shows 

depreciation for the current year has slowed down which can be due to change in depreciation 

rate or policy in a possible attempt to decrease the expenses and increase the profits of the 

company. DEPI of Ideal Spinning Mills Limited was 1.10 that showed the company charged 

slightly lower depreciation expense in the current year, comparing the last year. DEPI was 

considered here as a positive sign for the company Ideal Spinning Mills Limited because it did 

not show any fundamental change in depreciation rates or policies. M-score of Ideal Spinning 

Mills Limited was -3.28 which indicated low probability of financial manipulation. So, low 

probability of financial manipulation was associated with lower DEPI ratio. 

SGAI stands for Sales, General and Administrative Expenses Ratio. As per M-score, 

the lower ratio, specifically less than 1 favors a particular company because current year is 

divided by the last year and it is expense of the company, rather than an income. SGAI of Ideal 

Spinning Mills Limited was 0.95 which was below 1. It showed the company incurred less 

expenses in the current year, comparing the last year. Here it showed efficiency of the 

management in controlling sales, administrative and general expenses in the current year. M-

score of the company was -3.28, which showed low probability of financial manipulation. So, 
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parallel association was identified between low probability of financial manipulation and lower 

SGAI. 

TATA stands for Total Accruals to Total Assets Ratio. This is the ratio that shows 

whether the net change in current assets, when divided by the total assets of a company, is 

positive or not. A positive or negative value itself does not indicate any financial manipulation 

as long as the change in not drastic. As per M-score, it only calculates the current year value. 

TATA of Ideal Spinning Mills Limited was -0.19. It showed net change in current assets and 

liabilities was not drastic. M-score of the company was -3.28, which showed low probability 

of financial manipulation. So, parallel associated was identified between low probability and 

low net change in TATA.  

LVGI stands for Leverage Ratio. As per the M-score, the lower ratio, normally less than 

1, favors a particular company because current year is divided by the last year and it is liability 

of the company, rather than an asset. LVGI of Ideal Spinning Mills Limited was 1.05, which 

was a positive sign for the company, and showed the company’s borrowings and liabilities in 

the current year did not increase massively, comparing last year. It also indicated efficiency of 

the management of the company in handling its borrowings and liabilities in the current year. 

It was showing the assets of the company were sufficient enough to pay off major portion of 

its long-term debts in the current year. 
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Figure #43:  

M-Score Accounting Ratios 

 

Summary  

M-score of Ideal Spinning Mills Limited was -3.28 which was lower than the 

benchmark and therefore indicated low probability of financial manipulation in the financial 

statements. 

4.4. Evaluation of Findings 

The detailed analysis of M-score and each accounting ratio detected the textile 

companies, listed on Pakistan Stock Exchange, with the low likelihood of committing financial 

manipulations and separated these companies from those with the high probability of financial 

manipulations, which were explained in detail in evaluation of companies in objective two. 

The detailed analysis of objective two showed that the companies like Ahamad Textile 

Mills Limited, Ashfaq Textile Mills Limited, Asim Textile Mills Limited, Hamid Textile Mills 

Limited, J.A Textile Mills Limited, Quetta Textile Mills Limited, Service Industries Textile 
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Limited and Sunrays Textile Mills Limited were the companies with unsuitable results of 

accounting ratios of M-score and therefore, it was considered these textile listed companies of 

Pakistan had window dressed their financial figures with the probable purpose of showing the 

better picture to the stakeholders and to increase the market value of their shares.  

These companies showed high probability of financial manipulations because their 

DSRI, GMI, AQI and SGAIs accounting ratios were not consistent when these were compared 

with the last year. A substantial change in these accounting ratios attracted the attention to 

scrutinise the books of accounts of these companies to identify whether there was any 

management bias involved to window dress the turnover, expenses, assets and liabilities of 

these listed companies. 

4.5. Summary of Findings 

A detailed and comprehensive analysis of the textile companies, listed on Pakistan 

Stock Exchange, was performed with the application of M-score and its eight accounting ratios 

to achieve this research study objectives, which were to identify the extent up to which financial 

manipulations, in the listed companies of Pakistan, could be detected with the help of M-score 

and to determine efficiency of eight accounting ratios of M-score in evaluating the probability 

of financial manipulations in the listed companies of Pakistan. The objectives also included to 

differentiate financial manipulator companies from the those which had not manipulated their 

financial information and to determine whether the likelihood of financial manipulations was 

high or low in the companies, listed on Pakistan stock exchange. 

The tables along with the supporting figures showed that indeed M-score had the strong 

strength of detecting financial manipulations in the financial statements of the textile 

companies, listed on Pakistan Stock Exchange.  
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The application of M-score successfully disclosed that out of forty-three textile 

companies, listed on Pakistan Stock Exchange, eight of the companies had the high probability 

of committing financial manipulations in their financial statements, while on the other side, 

thirty-five of the textiles listed companies showed the low probability of financial 

manipulations. It also showed the association between application of M-score and financial 

manipulations in the textile sector of companies, listed in Pakistan. The detailed analysis further 

indicated the textile listed companies, which could lead to financial fraud due to material 

financial manipulations and could cause the stakeholders of these companies to suffer loss.   

The tables, showing the detailed analysis of each accounting ratios, further indicated 

strength of these accounting ratios, when applied on the textile companies, listed on Pakistan 

Stock Exchange. These independent variables of M-score were able to extract the complicated 

financial information out of these financial statements of these listed companies and showed 

how each ratio played its role in determining the financial manipulation.  

These accounting ratios also indicated that these were equally important and none of 

them could be ignored. These fraud indicators identified that the companies like Asim Textile 

Mills Limited, J.A Textile Mills Limited and Ashfaq Textile Mills Limited were manipulating 

their financial figures and there was a strong possibility that these companies were not 

maintaining their books properly because their M-score results were 5.24, 12.75 and -1.05 

which were far away from M-score benchmark -2.22 and higher than this benchmark.  

The accounting ratios, specifically DSRI, GMI and AQI, of these companies were 

erratic and not supporting these companies. The DSRIs of these companies showed debtors 

collection days were increased disproportionately with J.A Textile Mills Limited showing 

twelve times increase in them. The unusual massive increase in the debtors’ collections days 

determined a strong possibility of inflated turnover of these companies.  
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GMIs of these companies showed substantial decreased in profits margins with Asim 

Textile Mills Limited showing six times decreased in the gross margins, when compared with 

the last year. This unusual decreased attracted the attention whether books were maintained 

properly or not. The AQI of these companies showed high probability unnecessary asset 

capitalisation and deferment of direct, sales, admin and other general expenses. The results, 

produced by the accounting ratios, supported M-score’s strength and showed these fraud 

indicators were effective and had association in identifying financial manipulations.       

The tables, showing the summarised and detailed analysis of M-score and each 

accounting ratio, differentiated financial manipulator textile companies, listed on Pakistan 

Stock Exchange, from those which did not intend to financially manipulate their financial 

statements. The M-score and its eight fraud indicating ratios successfully identified the 

companies that had either committed or were on the brink of committing manipulation in the 

financial figures in their financial statements. The M-score and its application determined that 

out of the population of forty-three companies, there were eight companies which were 

considered financial manipulators, while the other thirty-five had the low probability of 

considering them as financial manipulators or non-financial manipulator companies.  
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5. CHAPTER 5: IMPLICATIONS, RECOMMENDATIONS AND CONCLUSIONS 

This chapter is all about the implications, recommendations and conclusions of the 

entire research project. This will cover what are the implications of M-score and its eight fraud 

indicators, also known as independent variables, in Pakistan along with the recommendations 

for its applications and future research. At the end it will provide the summary of the findings 

and their evaluation in the form of conclusion.  

The problem statement of this research study encompasses “the risk of undetected 

financial manipulations in the financial statements of the companies, listed on Pakistan Stock 

Exchange, as these unidentified financial manipulations directly impact the true and fair 

presentation of the financial figures of the financial statements of these listed companies”. The 

unfair and false presentation of the financial statements have their own consequences as on one 

side they affect the portfolio management of the potential investors because they might make 

investment in such financially manipulated companies and risk their investment. On the other 

side, the materially misstated financial statements can result in a big financial fraud or financial 

scam, which can affect the entire stock exchange, where the company is listed and also the 

economic cycle of that country. 

The risk in the financial statements regarding the misstatement of financial figures of 

either “listed or unlisted companies” has become the priority of many professional bodies. The 

studies show that over a decade, audits of the listed companies have been transformed to risk-

based audits. Owing to the mounting significance of financial manipulations, Association of 

Certified Fraud Examiners (ACFE) already conducted research on the types of financial frauds. 

The body concluded that there were three major categories of financial fraud, including “assets 

misappropriation, corruption and financial manipulations”. The association further ranked 

these three gigantic categories of financial frauds and resulted that ‘financial manipulations’ in 
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the listed companies was at the top because of its severe impact on the financial figures of the 

financial statements of the companies.  

The books of accounts of a company are normally considered financially manipulated 

when the management or people having interest in a particular company do the material 

misstatements of the financial figures intentionally with the sole purpose of window dressing 

the financial figures to present the financial statements in an attractive way to catch the 

attention of the potential investors. The financial numbers are manipulated to show 

overstatement of sales, understatement of expenses, overstatement of assets and 

understatements of liabilities of the companies. These financial figures are window dressed to 

produce the results as per the desires of the potential investors and stakeholders as well.  

A look at the financial history shows that it is full of financial frauds and scams. It 

clearly shows how blue-chip companies of their times fell, when they were running at their 

peak and presenting excellent financial figures. It also shows that once these financial frauds 

were detected by either the external auditors or regulatory authorities, the impact of these 

financial manipulations was so overwhelming that these companies failed to find their feet after 

the capture of financial fraud. As a result, the history shows that either these companies 

declared voluntary winding up or went bankrupt or entered in the phase of winding up by court 

after detection of their financial frauds. Some of the examples include “Enron and WorldCom”. 

These both were United States of America’s companies and involved in the voluntary 

manipulation of their financial books. These both were listed companies and at the top of their 

progress when the financial manipulations were detected. Resultantly, these companies had to 

shut down their businesses because these companies had no other option.   

The financial market of “Pakistan is not different from rest of the world as Pakistani 

financial market is quite volatile and there are sudden ups and downs all the time. The market 
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has also experienced financial fraud cases in past. The examples include Axact software 

company, which inflated sales to attract investors, and Khannani and Kalia International 

Limited, which executed a hefty amount of unauthorized foreign exchange transactions”, and 

as a result went bust.  

The financial market of Pakistan is sensitive in respect of financial scams and care 

needs to be taken. In such a delicate situation, “the use of M-score and its fraud indicating 

accounting ratios will act as a catalyst, for the potential investors and stakeholders, in 

identifying the extent up to which Pakistani financial statements of the companies, listed on 

Pakistan Stock Exchange, have been financially manipulated. The use of M-score and fraud 

indicating accounting ratios will also help in detecting the companies which are considered as 

financially manipulated companies and separate them from those” which have not financially 

manipulated their books.   

5.1. Implications 

M-score and its accounting ratios have several implications on the landscape of 

Pakistan ranging from the corporate sector to forensic accounting. The M-score’s independent 

fraud indicators can be applied on regulatory oversight and can help in boosting the confidence 

level of potential Pakistani investors. Based on the financial manipulation cases in the financial 

market of Pakistan, it is significant to apply M-score tool which can help in identifying the 

probability of financial manipulations in the companies of Pakistan, listed on Pakistan Stock 

Exchange. Implications include, but are not limited to: 

5.1.1. Theoretical / Academics Implications 

All the seven theories are directly related to the primary objective of this research thesis 

of identifying the financial manipulations in the financial statements of the companies. 

Nevertheless, out of these seven theories, this research thesis has made efficient use of three 



344 
 

 
 

theories, namely earnings management, prudence and matching principles theories. It does not 

mean here that other four theories are less important. These have not been considered in this 

research thesis because these require inclusion of other accounting ratios and substantive audit 

procedures which are beyond the scope of this research thesis as this research thesis has only 

used M-score and its eight accounting ratios. Justification regarding each theory has been 

explained below in detail: 

Earnings management theory is directly related to this research thesis as it coincides 

with the primary objective of identifying the financial manipulations, which can be conducted 

by window dressing the earnings of a listed company to keep the shareholders happy in the 

form of either paying high dividends to them or capital appreciation by raising the market share 

price. The M-score and its eight accounting ratios include G.P, sales growth and admin 

expenses ratios which are correlated with earnings management theory as these ratios identify 

whether there has been any significant manipulation in the earnings or not. 

Prudence theory is directly related to this research thesis as it coincides with the primary 

objective of identifying the financial manipulations, which can be conducted by either 

overstating the assets and income or understating the liabilities and expenses of a company. 

The M-score and its eight accounting ratios include days’ sales receivable and asset quality 

ratios which are correlated with prudence theory as these ratios identify whether there has been 

any significant overstatement of assets / income or understatement of liabilities / expenses. 

Matching principles theory is directly related to this research thesis as it coincides with 

the primary objective of identifying the financial manipulations, which can be conducted by 

either recording the income and receivables or expenses and payables which are not related to 

a particular year for the company. Such financial manipulation normally incurs at the end of 

the year when the books are closing. The M-score and its eight accounting ratios include total 
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assets to total accruals and leverage / debt ratios which are correlated with matching principles 

theory as these ratios identify whether there has been any significant overstatement of income 

and receivables or expenses and liabilities. 

5.1.2. Practical Implications 

Practical implications include, but are not limited to: 

5.1.2.1. Financial Manipulation Detection by Regulatory Authorities 

The corporate regulatory bodies of Pakistan include “Securities and Exchange 

Commission of Pakistan (SECP) and State Bank of Pakistan (SBP)”. These autonomous bodies 

have experienced weak applications of regulatory enforcements and frequent financial 

manipulation. The use of M-score will assist these bodies in identifying the likelihood of 

financial misstatements in the financial books. The detection will avoid the incurrence of these 

financial manipulations and encourage the implementation of strict regulatory enforcements. 

The application of M-score and its powerful fraud detection accounting ratios can help 

these corporate regulatory bodies, SECP and SBP, to flag red the companies that have the high 

likelihood of getting considered as the financial manipulators and split them from those that 

are non-manipulators. After the identification, these regulatory bodies can move further to put 

these highly probable financial manipulator companies under the strict regulatory examination. 

This implementation of close scrutiny can further be extended to official investigation, 

provided that the high likelihood of financial manipulation, which can lead to a big financial 

scam, is proved in these companies.  

These regulatory bodies can take other steps as well that include financial penalties and 

legal actions, through court of law, to set an example for the other companies. Such actions 

will either prevent or bring down the possibility of incurrence of material misstatement in the 

financial statements regarding the companies which are listed on Pakistan Stock Exchange.  
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5.1.2.2. Investors’ Confidence Boosting and Truthfulness of Stock Market 

Potential investors act as the backbone of any stock exchange because they invest their 

funds to trade in the stock markets in the form of buying and selling the shares of listed 

companies. This trading process of buying and selling a share is not easy and the potential 

investor do ample amount of study and in-depth analysis of these listed companies before 

making any investment. The interpretation of these companies’ financial figures helps investors 

in understanding the historical patterns and future forecasting of these listed companies and 

based on these analyses, these investors develop their own portfolio and invest the money with 

the sole intention of making profits.  

The transparency of the financial figures of these listed companies is the key. The 

transparency includes true and fair “presentation of financial figures in the financial statements 

of these companies and compliance with the disclosures’ requirements of listed regulations. 

The combination of these true and fair presentation of financial amounts and disclosure of non-

financial information help investors to analyze the financial behavior of the companies, listed 

of Pakistan Stock Exchange” and such information helps them to manage their portfolio 

accordingly to diverse the risk of investment and loss.        

The stock exchange of Pakistan has already experienced financial fraud cases, where 

the listed companies financially manipulated their figures and inflated their earnings, 

overstated their assets and understated their liabilities for the sole purpose of attracting the 

potential investors. So, in such fraud prevailing environment, the getting of more information 

is the way to minimize the risk of losing the investment. The potential investors can make use 

of M-score and its fraud indicating accounting ratios to identify whether a company, listed on 

Pakistan Stock Exchange, has either the high or low probability of manipulating its financial 
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figures and, by doing so, can better design their portfolio and manage it by dispersing their risk 

of financial loss. 

The sole purpose of an investor is to earn profit. This can be attained if an investor has 

information about the futuristic amount of dividend that a company can declare and also the 

market value of a company’s share. The use of the M-score and its fraud identifying accounting 

ratios can provide investors with the early information of what is the probability of a company, 

listed on Pakistan Stock Exchange, regarding declaration of dividend and what can be the 

market value of its shares. The provision of such financial information will help the investors 

to earn maximum number of profits, out of their investments.   

The use M-score and its accounting ratios will also help investors in gaining confidence 

in the listed companies and stock market of Pakistan itself. This feeling of integrity of Pakistan 

Stock Market will boost the investors’ morale to make the investment in the economy of 

Pakistan. In addition to that, it will also attract foreign investment as the foreign investors can 

perform the due diligence, scrutiny of the books of accounts of the listed companies of Pakistan, 

before making investment in Pakistani listed companies. The M-score will help the foreign 

investors to perform the fundamental analysis of financial statements of these Pakistani listed 

companies to gain the authenticity of financial figures and improve their level of confidence.     

5.1.2.3. Credit Rating and Risk Assessment by Credit Institutions 

The credit agencies in Pakistan include Banking institutions, leasing companies, non-

banking financial companies and other private lending companies. These corporate credit 

institutions provide financial support to corporate sectors. The corporate sectors include 

companies, listed on Pakistan Stock Exchange. The financial support is provided in the form 

of financial lending, like loans, and non-financial lending, like leasing of plant and machinery, 
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vehicles, equipment, sale and leaseback transactions of assets of the companies etc., to these 

corporate sectors. 

Pakistan has faced ample number of cases where the companies, listed on Pakistan 

Stock Exchange, have taken these financial and non-financial borrowings and then declared 

themselves as bankrupt. The declaration of bankruptcy, although provided right to these 

financial institutions to seize the assets of these delinquent companies, but could not recover 

the actual amount of funding of these financial agencies. The result was bearing of a high 

amount of loss for these credit agencies. 

The use of M-score and fraud identifying accounting ratios can help these banking 

sectors and other credit agencies to set a minimum passing criteria for the companies, listed on 

Pakistan Stock Exchange, to qualify to apply for the financial and non-financial borrowings. 

These bank institutions and other credit agencies can apply M-score on the financial statements 

of these listed companies and compare the results obtained with M-score benchmark to identify 

whether a company has higher or lower score, when compared with the benchmark. This can 

be set as a preliminary check for all the companies of Pakistan, including listed ones. The only 

companies which pass this initial check should be further proceeded for the financial and non-

financial borrowing.    

5.1.2.4. Solidifying Internal Controls and Corporate Governance 

The system if internal controls play a vital role in identifying the strength and weakness 

of business operations of a company. The internal audit committees are formed and internal 

audits are conducted, in the listed companies of Pakistan, to identify and rectify the weaknesses 

in the system of internal controls and ensure its strength. If the internal controls of a company 

are strong, it will have strict policies and less chances of financial manipulations. 
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Many companies, listed on Pakistan Stock Exchange, have been identified by the 

internal auditors as facing challenges regarding the strong implementation of internal controls. 

“The use of M-Score and its eight fraud indicating accounting ratios can help management of 

companies, listed on Pakistan Stock Exchange, in flagging red the financial business operations 

of different financial departments”, which financially manipulating the figures. 

Corporate governance may also be measured “with the use of M-score and its eight 

fraud indicating accounting ratios in the companies, listed on Pakistan Stock Exchange”. A 

high M-score of a listed company will generally indicate the bad corporate performance of the 

management and at the same time will also point out the unethical and unprofessional behavior 

of the management towards the company. In such a situation, board of directors and 

shareholders can make use of M-score and its eight fraud indicating accounting ratios to 

identify the financial manipulations of the lower and middle level management, monitor their 

actions and take strict measures to strengthen internal controls of the company.     

M-score and its eight accounting ratios can also be used as a benchmark by the state-

owned enterprises and companies, listed on Pakistan Stock Exchange, to maintain their level 

of credibility. These state-owned and listed companies have to maintain their repute and 

goodwill to survive and thrive in the stock markets of Pakistan. By applying M-score as a 

benchmark, these companies can evaluate themselves whether they are transparent with their 

financial figures in the financial statements and honest with their share and stakeholders.    

5.1.2.5. Strengthening Financial and Forensic Audits 

Each company, listed on Pakistan Stock Exchange, has the statutory and legal 

requirement to get its books of accounts audited by an independent auditor.  In the same way, 

the companies identified by the “Securities and Exchange Commission and State Bank of 
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Pakistan” further undergo the investigation and examination of books of accounts by the 

forensic accountants.  

The use of M-score and its fraud indicating accounting ratios can help these external 

auditors and forensic accountants to plan and design their audits. The M-score can help them 

to identify the risks in the listed companies of Pakistan and plan their audit procedures 

accordingly. The use of M-score can act as a starting point for the statutory auditors in detecting 

“whether a company has the high or low probability of manipulating their financial figures”. 

The provision of such information will help the auditors to select their sample size for sales 

and purchase transaction testing, selection of number of trade debtors and ask the listed 

company to provide the direct confirmations, selection of number of trade creditors and ask the 

listed company to provide the suppliers statements etc.  

The selection of appropriate sample size, with the help of M-score and its fraud 

indicating accounting ratios, will these external as well as forensic auditors to perform the 

audits in an efficient and effective, reduce the risk of financial manipulations and increase the 

likelihoods of true and fair presentation “of financial figures in the financial statements of the 

companies, listed on Pakistan Stock Exchange”.  

5.2. Limitations 
 

Every research has an inherent limitation. These limitations can become 

recommendations and can act as motivating factors for onward research. The limitations 

inherent to this research thesis are as follows: 

Beneish M-score is a probabilistic model. Therefore, it cannot identify, “with absolute 

assurance and hundred perent accuracy, the financial manipulations in the financial statements 

of the listed companies. This research thesis also identifies the likelihood of the selected 
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companies, which, in no way, meant that financial fraud is going on in these high probability 

companies. To claim the absolute assurance of financial manipulation and financial fraud in 

these companies, the research thesis needs a more in-depth analysis of the sampled companies 

and collection of further evidence”. 

Due to the limited scope of this research thesis, only “one non-financial sector (textile 

industry) has been selected, whereas there are other 25 non-financial sectors, listed on the 

Pakistan Stock Exchange, which have not been considered. These other non-financial sectors 

also include big sectors like Automotive, Cement, Chemical and Sugar sectors, but M-score 

and its accounting ratios have not been applied on these big sectors to further identify the 

probability of financial manipulations to analyze the in-depth picture of Pakistan Stock 

Exchange and its listed companies”. 

The research thesis only includes the public listed textile companies of Pakistan, 

whereas the private textile companies have not been considered. 

 
5.3. Recommendations 

The results, produced by M-score and its eight-fraud indicating accounting ratios, were 

in line and fulfilled all the research objectives, answered all the research questions and 

hypothesis. 

M-score and its eight-fraud indicating accounting ratios were successfully applied on 

the latest available financial statements of textile sector of companies, listed on Pakistan. The 

results, produced by M-score and its accounting ratios, answered the research question whether 

these textile companies had financially manipulated their financial statements or not. The 

interpretation of the results also fulfilled the research objective whether the books of these 

companies, listed on Pakistan Stock Exchange, had materially misstated their financial figures 
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or not. Moreover, the analysis answered the research question by showing the companies which 

were financially manipulators and also separated it from those which were non-manipulators. 

Recommendation for Future Research 

The followings were the recommendation for future research, based on the current 

research study:    

M-score and its eight fraud indicating accounting ratios were applied on the latest 

available financial statements to obtain the results of current “financial statements of textile 

companies, listed on Pakistan Stock Exchange”. Nevertheless, in order to analyze these listed 

companies further and to have in-depth interpretation, the recommendation was to apply the 

M-score and its accounting ratios on last five years’ financial statements of these textiles listed 

companies, so that a better analysis of the pattern and behavior of these financial companies 

could have been made.  

M-score and its eight fraud indicating accounting ratios were applied on one non-

financial sector of Pakistan Stock Exchange, that is Textile Sector, “whereas there were 26 

non-financial sectors listed on Pakistan Stock Exchange”. The recommendation was to apply 

M-score and its accounting ratios on the other non-financial sectors as well to provide the “in-

depth knowledge and detailed understanding of the financial figure of financial statements” of 

those other non-financial sectors’ companies to potential investors, so that they could mitigate 

their risk of loss; and at the same time to banking institutions, leasing companies and other 

non-banking financial companies, so that they could avoid un-recoverability of their financial 

and non-financial borrowings. 

M-score and its eight fraud indicating accounting ratios were applied on public textile 

companies, listed on Pakistan Stock Exchange. The recommendation was to apply M-score and 
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its accounting ratios to private Pakistani companies as well, so that the stakeholders and board 

of directors could have identified the management financial misconducts and applied strict 

measures in the form of strengthening internal controls. 

M-score and its eight fraud indicating accounting ratios were applied alone “on the 

textile companies, listed on Pakistan Stock Exchange. The recommendation was to apply M-

score in conjunction with Securities and Exchange Commission of Pakistan’s financial 

guidelines, Code of Corporate Governance and Listing Regulations of Pakistan so as to obtain 

the in-depth non-financial information as well regarding compliance with these listing 

regulations, guidelines of SECP and code of corporate governance”. 

5.4. Conclusion 
 

The conclusion of research study has been split based on research objectives and its 

related questions: 

 
5.4.1. Scrutiny of Financial Information of Companies 

The first research objective of this research project was: 

“To determine efficiency of eight accounting ratios of M-score in evaluating the 

probability of financial manipulations in the listed companies of Pakistan.”  

Based on it, the research question, in line with the research objective, was: 

“How well eight independent variables can identify the likelihood of financial 

manipulations in companies which are listed on Pakistan stock exchange?”  

A hypothesis supporting the research question was: 

“H1: Eight fraud indicators of M-score have excellent strength of evaluating financial 

manipulations in the listed companies of Pakistan.” 
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The results showed the efficiency of fraud indicating eight accounting ratios of M-score 

as these accounting ratios identified that there were “eight textile companies, listed on Pakistan 

Stock Exchange, that had high probability of conducting financial manipulations in their 

financial statements. These companies included Ahmad Hassan Textile Mills Limited, Ashfaq 

Textile Mills Limited, Asim Textile Mills Limited, Hamid Textile Mills Limited, J.A Textile 

Mills Limited, Quetta Textile Mills Limited, Service Industries Textile Mills Limited and 

Sunrays Textile Millas Limited”. 

The results further indicated that out of these highly probable financially manipulated 

companies, J.A Textile Mills Limited was the worst one with the highest M-score of 12.75 and 

further investigation in the form of close scrutinization of books of accounts of that company 

was required. Ahmad Hassan Textile Mills Limited, although indicated high probability of 

financial manipulation, was the one which failed the M-score test by a fraction because M-

score of this company was -2.14, comparing to M-score benchmark of -2.22. This indicated 

Ahmad Hassan Textile Mills Limited could have performed better in future and come out of 

danger zone of high probability of financial manipulations. 

The results clearly indicated strength of this fraud indicating accounting ratios, when 

applied on the textile companies, listed on Pakistan Stock Exchange. These independent 

variables of M-score were able to extract the complicated financial information out of these 

financial statements of these listed companies and showed how each ratio played its role in 

determining the financial manipulation.  

These accounting ratios also indicated that these were equally important and none of 

them could be ignored. These fraud indicators identified that these companies were 

manipulating their financial figures and there was a strong possibility that these companies 

were not maintaining their books properly.  
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The accounting ratios, specifically DSRI, DEPI and LVGI, of these companies were 

erratic and not supporting these companies. The DSRIs of these companies showed debtors 

collection days were increased disproportionately. The unusual massive increase in the debtors’ 

collections days determined a strong possibility of inflated turnover of these companies.  

DEPI of these companies showed decrease in depreciation expense in almost all these 

companies, which showed depreciation for the current year slowed down which could be due 

to change in depreciation rate or policy in a possible attempt to decrease the expenses and 

increase the profits of the company.       

LVGI of all these companies was higher than 1, which was a negative sign and showed 

the companies borrowings and liabilities in the current year increased, comparing last year. It 

also indicated inefficiency of the management of the companies in handling its borrowings and 

liabilities in the current year, comparing last year. It was showing the companies did not 

manage to pay off its long-term debts. It further pointed that assets of the companies were not 

sufficient enough to pay off its long-term debts in the current year. 

The results showed the efficiency of M-score eight accounting ratios in detecting the 

financial manipulation in the listed companies of Pakistan. 

 

5.4.2. Financial Manipulations in Companies 

The second research objective of this research project was: 

“To identify the extent up to which financial manipulations, in the listed companies of 

Pakistan, can be detected with the help of M-score.”  

Based on it, the research question, in line with the research objective, was: 
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“What is the extent up to which M-score can evaluate the financial manipulations in the 

listed companies of Pakistan?”  

A hypothesis supporting the research question was: 

“H2: M-score has the strong probability of detecting financial manipulations in 

financial statements of listed companies of Pakistan.” 

The results showed the competence of “M-score in identifying the extent up to which 

it could detect the financial manipulations in the companies, listed on Pakistan Stock Exchange. 

M-score detected that there were nineteen textile companies, listed on Pakistan Stock 

Exchange, that had low probability of conducting financial manipulations in their financial 

statements. The names included in these companies were Bhanero Textile Mills Limited, 

Blessed Textile Mills Limited, The Crescent Textile Mills Limited” etc. Full list of these 

companies was mentioned in Results Section in Table 4.4. 

The results further indicated that out of these lowly probable financially manipulated 

companies, Bhanero Textile Mills Limited was the one whose M-score was equal to benchmark 

-2.22. Although it showed that Bhanero Textile Mills Limited had low probability of financial 

manipulation, yet since it was on the verge of crossing the benchmark line to shift to highly 

probable financially manipulated company, a close scrutiny was required to see the future 

results and make examination of the history for at least five prior years to identify the pattern. 

The results further showed that Mehmood Textile Mills Limited had M-score of -2.95, which 

was far from the benchmark -2.22 and depicted good maintenance of books of accounts.  

The results clearly showed that indeed M-score had the strong strength of detecting 

probability “of financial manipulations in the financial statements of the textile companies, 

listed on Pakistan Stock Exchange”. The results also showed the association between 
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application of M-score and detection of financial manipulations in the textile sector of 

companies, listed in Pakistan.  

The application of M-score successfully disclosed that although these companies had 

the low probability of committing financial manipulations in their financial statements, yet the 

M-score results of these companies were inclining towards the benchmark of M-score -2.22, 

which indicated these companies could have been on the verge of committing material financial 

manipulations in future which could lead to a financial fraud. This suggested further 

examination of the prior years’ financial statements, specifically from the investors point of 

view to get the better understanding of the financial position and performance of these 

companies. 

5.4.3. Manipulator and Non-Manipulator Companies 

The third research objective of this research project was: 

“To differentiate financial manipulator companies from the those which have not 

manipulated their financial information.”  

Based on it, the research question, in line with the research objective, was: 

“Will fraud indicating variables of M-score differentiate between financial manipulator 

and non-manipulator listed companies, registered on stock exchange of Pakistan?”  

A hypothesis supporting the research question was: 

“H3: M-score and its eight accounting ratios will successfully differentiate between 

financially manipulated and non-manipulated companies, listed on Pakistan stock exchange.” 

The results showed the success of M-score and its fraud indicating “accounting ratios 

when applied on the companies, listed on Pakistan Stock Exchange”, as it clearly indicated the 
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companies with could be considered as financial manipulator companies. Moreover, M-score 

and its accounting ratios also detected and separated the companies which had very low 

probability of conducting financial manipulations in their financial statements. The total 

companies identified by M-score and its accounting ratios were thirteen, out of which eight 

companies had the high probability of conducting financial manipulations in their financial 

statements and were marked as manipulators, whereas only five companies were identified as 

free from financially manipulating their books of accounts and considered as non-manipulators. 

These companies included in the list of financially manipulated companies were Ahmad 

Hassan Textile Mills Limited, Ashfaq Textile Mills Limited, Asim Textile Mills Limited, 

Hamid Textile Mills Limited, J.A Textile Mills Limited, Quetta Textile Mills Limited, Service 

Industries Textile Mills Limited and Sunrays Textile Millas Limited. The results further 

indicated that out of these highly probable financially manipulated companies, J.A Textile 

Mills Limited was the worst one with the highest M-score of 12.75 and further investigation in 

the form of close scrutinization of books of accounts of that company was required. Ahmad 

Hassan Textile Mills Limited, although indicated high probability of financial manipulation, 

was the one which failed the M-score test by a fraction because M-score of this company was 

-2.14, comparing to M-score benchmark of -2.22. This indicated Ahmad Hassan Textile Mills 

Limited could have performed better in future and come out of danger zone of high probability 

of financial manipulations. 

These companies included in the list of non-manipulator companies were Arctic Textile 

Mills Limited, Colony Textile Mills Limited, Janana De Malucho Textile Mills Limited, Ruby 

Textile Mills Limited and Zephyr Textile Mills Limited. The results further indicated that out 

of these low probable financially manipulated companies, Janana De Malucho Textile Mills 

Limited was the best one with the lowest M-score of -11.91 and no further investigation in the 
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form of close scrutinization of books of accounts of that company was required. Arctic Textile 

Mills Limited showed the lowest M-score of -4.12, but still it was way lower than M-score 

benchmark of -2.22. So, even the lowest M-score company was considered maintaining 

appropriate books of accounts and applying better internal controls. 

The results of M-score and each accounting ratio respectively, differentiated financial 

manipulator textile companies, listed on Pakistan Stock Exchange, from those which did not 

intend to financially manipulate their financial statements. The M-score and its eight fraud 

indicating ratios successfully identified the companies that had either committed or were on 

the brink of committing manipulation in the financial figures in their financial statements. 

5.4.4. Likelihood of Financial Manipulations in Companies 

The fourth research objective of this research project was: 

“To determine whether the likelihood of financial manipulations is high or low in the 

companies, listed on Pakistan stock exchange.”  

Based on it, the research question, in line with the research objective, was:  

“What will be the likelihood, high or low, of financial manipulations of listed 

companies of Pakistan?”  

A hypothesis supporting the research question was:  

“H4: M-score will detect companies with high likelihood of committing financial fraud 

and separate them from the companies which have low possibility.” 

The results showed the success of M-score and its fraud indicating accounting ratios 

when applied on the companies, listed on Pakistan Stock Exchange, as it clearly indicated the 

companies with low likelihood of financial manipulations. The total companies identified by 
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M-score and its accounting ratios were eleven, all of which had the low likelihood of 

conducting financial manipulations in their financial statements and were marked as companies 

with proper maintenance of books of accounts. The names included in these companies were 

Amtex Textile Mills Limited, AN Textile Mills Limited, Dewan Textile Mills Limited etc. Full 

list of these companies was mentioned in Results Section in Table 4.9. 

The results of M-score and each accounting ratio detected the textile companies, listed 

on Pakistan Stock Exchange, with the low likelihood of committing financial manipulations. 

The detailed analysis showed that these were the companies with suitable results of accounting 

ratios of M-score and therefore, it was considered these textiles listed companies of Pakistan 

had not window dressed their financial figures with the probable purpose of showing the better 

picture to the stakeholders and to increase the market value of their shares. The books of 

accounts of these eleven companies were considered appropriate.  
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Appendix B: Financial Statements of Listed Companies 
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