
Journal of Information Systems Engineering and Management 
2025, 10(16s) 

e-ISSN: 2468-4376 

 

https://www.jisem-journal.com/ Research Article  

 

Copyright © 2024 by Author/s and Licensed by JISEM. This is an open access article distributed under the Creative Commons Attribution License which 

permits unrestricted use, distribution, and reproduction in any medium, provided the original work is properly cited. 

Fraudulent Financial Reporting and Earnings Management in 

Shariah Compliant Companies 
 

1Razali Muda*, 2Azahari Jamaludin, 3Hamdino Hamdan, 4Salamiah Muhd Kulal 
1Kulliyyah of Economics & Management Sciences, International Islamic University, Malaysia 

2Institute of Graduate Studies, Universiti Poly-Tech Malaysia, Malaysia 
3Kulliyyah of Economics & Management Sciences, International Islamic University, Malaysia 

4School of Business Technology, University Malaysia of Computer Science and Engineering, Malaysia 

*Corresponding author: razali.hrv@gmail.com 

 

ARTICLE INFO ABSTRACT 

Received: 04 Dec 2024 

Revised: 25 Jan 2025 

Accepted: 12 Feb 2025 

Fraudulent financial reporting and earnings management have been significant concerns for 

investors, regulators, and scholars since the 1940s, impacting the allocation of resources in the 

economy and the credibility of financial reports. While most research has focused on developed 

markets like the U.S. and Europe, there is a notable lack of studies in Asian and emerging 

markets, especially within Shariah compliant companies, highlighting the importance of this 

study. The increase in fraudulent financial reporting and earnings management threatens 

market integrity and decision-making, leading to substantial losses subsequent to its exposure. 

Moreover, such practices contravene the foundational principles of Shariah compliance. This 

study aims to explore the impact of pressure, opportunity, and rationalisation on the probability 

of fraudulent financial reporting and earnings management preceding the year of fraudulent 

activity in public listed Shariah compliant companies. It employs the Fraud Triangle Theory and 

utilizes two quantitative models: the Beneish M-Score model to evaluate the likelihood of fraud 

and the Modified Jones model to identify earnings management. The samples were sourced from 

Bursa Malaysia and Securities Commission databases, targeting firms convicted of fraud and 

earnings management between 2014 and 2023. Eight proxies were analysed: leverage (LEV), 

liquidity (LIQ) and performance (ROE) for pressure; audit firm size (AUDS) and CEO duality 

(CEOD) for opportunity; and board independence (BODIND), related party transactions (RPT) 

and founder on the board (FOUND) for rationalisation. The study anticipates positive 

relationships between pressure, opportunity and rationalisation to fraud and earnings 

management, with fraud directly linked to previous instances of earnings management. This 

study contributes to the literature on fraud and earnings management in Shariah compliant 

companies, supports regulatory authorities in enhancing detection and prevention mechanisms, 

and facilitates informed decision-making for investors based on reliable financial reporting, 

besides confirming the applicability of the Beneish M-Score model and Modified Jones models 

to emerging markets like Malaysia. 

Keywords: Beneish M-Score, earnings management, fraud, modified Jones, Shariah 

compliant. 

 

BACKGROUND OF STUDY 

Financial reports are crucial in the corporate world, but material misstatements can compromise their reliability 

(Hariri et al., 2017). Fraudulent financial reporting and earnings management are significant issues that necessitate 

robust control mechanisms (Perols & Lougee, 2011; Tibbs, 2003). Even in conformity with standards, financial 

reports may not invariably present a true and fair view of a company’s financial position (Shah, 1996). Several theories 

including Agency Theory, Positive Accounting Theory and Fraud Triangle Theory provide insights into fraud and 

earnings management practices. This study employs the Fraud Triangle Theory to investigate how pressure, 

opportunity, and rationalisation influence the likelihood of fraudulent financial reporting and earnings management 

in Shariah compliant companies in Malaysia. Fraudulent financial reporting and earnings management are 
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significant challenges with substantial negative impacts on financial reporting (Jaggi & Tsui, 2007) and reporting 

quality (Durana et al., 2022; Erdogan & Erdogan, 2020).  

Earnings management involves using judgment in financial reporting to mislead stakeholders or influence 

contractual outcomes (Healy & Wahlen, 1999), while fraudulent financial reporting involves intentional 

misstatement or concealment of financial information to deceive and gain unjust advantage out of it (Garner, 2004). 

High-quality financial reporting provides accurate and fair information about an organization’s financial position. 

Developed countries typically have higher financial reporting quality compared to emerging markets (Herath & 

Albarqi, 2017; Tang et al., 2016). Malaysia's Financial Reporting Standards (MFRS) framework is aligned with the 

International Financial Reporting Standards (IFRS) and Generally Accepted Accounting Principles (GAAP), ensuring 

high transparency and credibility in financial reporting. The MFRS framework, managed by the Malaysian 

Accounting Standards Board (MASB), has been effective since January 1, 2012, and it applies to all registered 

companies in Malaysia. 

This study contributes to understanding the dynamics of fraudulent financial reporting and earnings management in 

Shariah compliant companies, emphasizing the need for robust prevention and detection mechanisms. Fraudulent 

financial reporting and earnings management have long been issues, with some Malaysian companies, including 

Shariah compliant companies, possibly involved in such practices. These activities mislead investors, suppliers, and 

customers who rely on these financial reports, potentially leading to poor business decisions. The Beneish M-Score 

model is used to validate the likelihood of fraudulent financial reporting, and the Modified Jones model reconfirms 

earnings management. The study covers a ten-year period from 2014 to 2023 to ensure relevance to the current 

Malaysian capital market. It aims to contribute to better market monitoring and regulation, providing insights for 

regulators and policymakers to safeguard the integrity of financial reporting in Shariah compliant companies. 

PROBLEM STATEMENT 

The increasing concern over fraud cases (Association of Certified Fraud Examiners, 2024; Khan et al., 2022; PwC, 

2023) raises questions about the quality and integrity of reported earnings (Shaharuddin et al., 2022; Yusoff et al., 

2023; Zainal Abidin et al., 2023) and the dynamism of auditors, regulators and governance (PwC, 2023). Fraudulent 

financial reporting and earnings management can lead to investor’s losses, bad decisions, penalties, legal actions and 

bankruptcies. The repercussions will extend beyond the company itself, impacting the economy, industry and all 

relevant stakeholders. 

Earnings misreporting can mislead users, causing a domino effect of inaccurate reports. Fraudulent activities in both 

conventional and Shariah compliant companies strongly erode stakeholder trust, especially given the higher 

expectations for Shariah compliant companies (Abdulrahman et al., 2023). Investor mistrust significantly impacts 

the economy. 

The Islamic capital market is crucial for Malaysia, making combating fraud and earnings management essential (S&P 

Global, 2022). Frauds, a deliberate act of deception and earnings management, a strategy involving the manipulation 

of financial data to present a misleading performance report, are frequently observed in various contexts. In this 

study, the Fraud Triangle's elements (pressure, opportunity, rationalisation) are used to assess fraud risk in listed 

Shariah compliant companies. Prior research often overlooks these companies, highlighting the need for focused 

studies in this area (Al Rahahleh & Bhatti, 2022; Saba et al., 2021; Shahrier et al., 2020; Tahir & Ibrahim, 2020). 

Recent financial scandals have underscored the imperative of robust preventive measures and regulatory oversight. 

It is paramount that earnings reporting of high quality remains impartial and minimally manipulated within the 

allowable accounting reporting framework. Instances of deceptive financial reporting and excessive earnings 

manipulation not only tarnish market credibility but also impede economic progress, with Shariah compliant entities 

subject to heightened and additional scrutiny. Stakeholders vested in Shariah compliant companies anticipate strict 

adherence to religious tenets encapsulating an all-encompassing interpretation of Islam. This adherence is 

envisioned to foster economic prosperity, camaraderie, societal welfare and justice. 

Research Objective 

Shariah compliance promotes ethical and responsible behaviour, crucial in Muslim-majority countries with 

prominent Islamic capital market activities. However, the risk of fraud and earnings management remains. Fraud is 
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an intentional misstatement or omission of material facts to deceive and gain an unjust advantage, examined in this 

study using the Beneish M-Score model, with a threshold value of -2.22 indicating potential fraud. Earnings 

management, where managers manipulate financial statements, is evaluated using the Modified Jones model, which 

measures discretionary accruals.  

The study has three objectives. These are to examine the effect of pressure, opportunity, and rationalisation on the 

likelihood of fraudulent financial reporting; to investigate how these factors influence earnings management prior to 

the fraud year; and to explore the relationship between fraudulent financial reporting and earnings management 

prior to the fraud year. Pressure is measured by leverage, liquidity, and return on equity ratios. Opportunity is 

assessed by whether a company is audited by the big four audit firms or otherwise and CEO duality, while 

rationalisation is proxied by board independence, related party transactions, and the presence of a founder on the 

board. 

Research Questions 

The perpetration of fraud and earnings management represents an illicit activity that poses a significant threat to the 

progress of the capital market. The study is designed to identify fraud-risk factors that drive the fraudulent and the 

earnings management acts. This study has three research questions. The research questions are: do the pressure, 

opportunity and rationalisation affect the likelihood of fraudulent financial reporting; do the pressure, opportunity 

and rationalisation affect earnings management prior to the fraud year; and is there a relationship between the 

likelihood of fraudulent financial reporting and earnings management prior to the fraud year. The study examines 

earnings management in the three years before the fraud year, thus investigating four years of financial reports (the 

fraud year and three prior years).  

Significance of Study 

Financial resources are crucial for economic growth, and a competitive capital market with efficient infrastructure is 

essential for mobilizing these resources. Malaysia's diverse economy, with a GDP of USD447.3 billion at the current 

price as of April 2023, boasts one of the largest capital markets in ASEAN, valued at RM3.8 trillion in 2023. Over half 

of this market, at RM2.4 trillion is Shariah compliant (Securities Commission Malaysia, 2024), highlighted by the 

808 Shariah compliant listed companies out of 991 total as of November 2023. Ensuring and maintaining the 

integrity of the Shariah compliant capital market is therefore key to preventing corporate scandals. This study seeks 

to enrich the Fraud Triangle Theory by integrating specific local factors of pressure, opportunity and rationalisation, 

to offer a more pertinent viewpoint for the Malaysian market. It delves into the interconnectedness of these 

components and their impact on the likelihood of fraudulent activities. 

The study contributes to the extant body of literature concerning fraud and earnings management, with a specific 

focus on Shariah compliant companies in emerging markets such as Malaysia. It serves to bridge existing gaps in 

studies dedicated to fraudulent financial reporting and earnings management, thereby furnishing pertinent points of 

reference for regulatory authorities and advocating for the reinforcement of anti-fraud policies within Shariah 

compliant enterprises. The study provides valuable insights for stakeholders, including investors, analysts, and 

regulators, empowering them to foresee circumstances that may lead to fraud and earnings management. By 

examining the link between fraud and earnings management before the fraud occurs, the study offers early indicators 

of potential fraud. This knowledge can support informed investment decisions and improve the integrity and 

reliability of financial reports. Additionally, it suggests refinements for current practices in predicting fraudulent 

financial reporting and contributes to more effective fraud management measures in the Malaysian Islamic capital 

market. 

LITERATURE REVIEW 

Fraud and earnings management have been pivotal topics in finance since the 1940s, primarily due to their profound 

impact on stakeholders like accountants, auditors, regulators, and investors. Earnings management can distort a 

firm’s performance, sometimes affecting stock prices and economic activity, as observed by Gaio (2010) during the 

early 2000s equity market decline. Most research has concentrated on western markets, which differ significantly 

from emerging countries in terms of economic conditions, cultural environments, and regulations. For instance, 

Ahmad-Zaluki (2009) identified that pre-IPO earnings management led to poor performance post-IPO. Factors such 

as high surplus free cash flow and economic crises can drive earnings management, while Rahman et al. (2005) found 
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lower tendencies in Muslim-managed companies. This study offers new perspectives on applying the Beneish M-

Score model and Modified Jones models to Shariah compliant companies in emerging markets and examines fraud-

risk factors using the Fraud Triangle Theory. 

Theoretical Underpinnings 

This study adopts a quantitative method rooted in positivism, which emphasises objective measurement and 

numerical data, asserting that reality exists independently of human perception and relies on deductive methods to 

test hypotheses and predict phenomena (Park et al., 2020; Rehman & Alharthi, 2016). The Fraud Triangle Theory, a 

framework for understanding fraud and earnings management, is central to this study. Developed by Donald Ray 

Cressey in 1953, the theory identifies three factors that lead trusted individuals to commit fraud: non-shareable 

financial pressure, perceived opportunity, and rationalisation (Cressey, 1953). This theory is widely accepted in the 

study of occupational fraud and is a cornerstone of auditing standards globally (Lokanan, 2015; Lou & Wang, 2009). 

Financial or non-financial pressure can be personal, employment-related, or external. Financial pressures include 

lifestyle expenses, financial instability and the need to meet financial targets. Non-financial pressures encompass job 

dissatisfaction and the need to uphold a company's reputation (Albrecht & Albrecht, 2004; Kagias et al., 2022). This 

study will focus on company-level financial and non-financial pressures from employment and external sources, as 

these are the most relevant to corporate fraud. 

Opportunities for fraud arise from weak internal controls, ineffective board oversight, and lack of audit mechanisms. 

These can stem from organisational deficiencies like inadequate supervision or poor governance structures 

(Demetriades & Owusu-Agyei, 2022; Soepriyanto et al., 2020). 

Rationalisation involves justifying fraudulent actions, often linked to an individual's character and the ethical climate 

of the organization. Common rationalisations include viewing the act as not criminal or believing that rules are not 

enforced (Abdullahi et al., 2015; Fajri, 2019). An unethical management team can foster an environment where fraud 

is easily rationalised (Khamainy et al., 2022). 

This study applies the Fraud Triangle Theory to fraudulent financial reporting and earnings management in Shariah 

compliant companies listed on Bursa Malaysia. While abundant research exists in the US and Europe, it is limited in 

emerging markets like Malaysia (Abdul Aris et al., 2015; Ramírez-Orellana & Martínez-Romero, 2017). This study 

uses the Beneish M-Score Model and the Modified Jones Model to assess the likelihood of fraud and earnings 

management. 

Fraud 

Fraud, a global phenomenon especially prevalent in developing countries, has been studied across various disciplines 

like criminology, sociology, psychology, and primarily finance, accounting, and auditing due to its secretive, 

pervasive, and multidimensional nature (Huber, 2017; Lokanan, 2015; Okoye & Gbegi, 2013). Fraudulent financial 

reporting involves intentionally misrepresenting financial statements, often to deceive users for personal gain 

(Apostolou et al., 2000; Rezaee & Davani, 2013). The Association of Certified Fraud Examiners (ACFE) ranks 

fraudulent financial reporting as one of the top three types of occupational fraud, despite it being the least common 

but costliest (Association of Certified Fraud Examiners, 2024). 

In Malaysia, high-profile cases like Serba Dinamik and 1MDB highlight the critical nature of fraudulent financial 

reporting. The 1MDB scandal involved massive financial discrepancies and international legal action (Jones, 2020; 

Lotfi et al., 2022; Saravanamuttu, 2019), while Serba Dinamik's case centred on overinflated financial reports (Aluwi 

et al., 2023; Ng, 2022). Fraud cases in Malaysia increased from 41% in 2018 to 43% in 2020, resulting in significant 

financial losses (PwC, 2023).  

Earnings Management 

Earnings management manipulates financial reports to present an overly positive view of a company's financial 

position, often blurring the lines between legal and unethical practices. These acts of manipulating financial reports, 

either to mislead stakeholders or influence contractual outcomes (Healy & Wahlen, 1999) often involve altering 

expense timing, capitalizing costs incorrectly or adjusting inventory valuations to meet market expectations, achieve 

income smoothing or managerial bonuses. 
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Despite regulations like the Sarbanes-Oxley Act (SOX) of 2002 in the United States, aimed at improving financial 

transparency, earnings management persists due to flexibility in accounting standards. Major scandals like Enron 

(Joel et al., 2023) and WorldCom (Hendieh et al., 2023) highlight its potential for significant abuse. Notable cases 

such as the Adani Group’s (Chatterjee, 2023) accounting irregularities and the Serba Dinamik’s (Isahak et al., 2023) 

inflated financials emphasise the need for stricter regulations and effective monitoring to curb such practices. 

Research shows a strong relationship between earnings management and subsequent fraud, often transitioning at a 

point of no return.  

Shariah Compliant Companies 

Shariah is Islamic law based on the Qur'an and the teachings of Prophet Muhammad (Sunnah). It aims to protect five 

basic interests: religion, life, reason, progeny, and property (Siddiqi, 2004). Shariah compliance requires adherence 

to Islamic principles and avoiding activities prohibited by Islam like usury, gambling and ambiguity. In Malaysia, 

Shariah Advisory Councils oversee compliance for Islamic financial institutions and the Islamic Capital Market 

(ICM). Shariah-compliant companies, guided by Islamic principles promoting ethical financial reporting, continue 

to encounter challenges related to financial reporting fraud and earnings management, despite their adherence to 

these principles. 

Research Gap 

Malaysia's fraudulent financial reporting and earnings management issues are significant, with an average of 13 

companies sanctioned annually from 2015 to 2022 (Bursa Malaysia, 2023; Securities Commission Malaysia, 2023), 

resulting in RM33.8 million in fines. Previous studies had not differentiated between Shariah compliant and non-

compliant companies. This study fills this gap by focusing on Shariah compliant companies, a relatively 

underexplored area, employing the Beneish M-Score model, the Modified Jones model and the Fraud Triangle 

Theory for the likelihood of fraud and earnings management detection. Additionally, the study offers theoretical 

insights and practical recommendations for regulatory authorities and industry professionals in policy development, 

regulatory frameworks and ethical corporate practices in compliance with Shariah principles. The study aims to 

bridge the literature, geography and evidence gaps, enhancing fraud detection and improving market efficiency. 

Conceptual Framework 

This study is based on positivism, which asserts that reality exists independently of human perception (Rehman & 

Alharthi, 2016). This is rightly so because fraud and earnings management are not perpetual practices that are there 

to be adopted. It has unvarying standards and carries multiple realities to be created and not discovered. There must 

be some factors that motivate organizations to commit fraud and earnings management practices. Even the 

companies that are not adopting the practice must have some real reasons for not doing so. Here, again realities and 

justifications that backed up the actions are created.  

Fraud and earnings management are influenced by various factors motivating companies to engage in or avoid these 

practices. The study will explore these factors, framed within three main objectives with eight proxies. The proxies 

for pressure are leverage (LEV), liquidity (LIQ) and return on equity (ROE). The opportunity would use auditor size 

(AUDS) and CEO duality (CEOD) as its proxies. While the rationalisation is proxied by related party transactions 

(RPT), founder on board (FOUND) and board independence (BODIND). These proxies will help establish the 

likelihood of fraudulent financial reporting and earnings management in Shariah compliant companies. This 

framework is illustrated in the Figure 1 below: 
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Figure 1. Conceptual Framework 

METHODOLOGY 

The financial statements of both fraudulent and non-fraudulent companies will be sourced from Bursa Malaysia and 

Securities Commission databases. Subsequently, a thorough comparison and validation process will be carried out, 

leveraging the Bloomberg database to reinforce the consistency and validity of the data.  

Dependent Variable 

The dependent variables in this study are fraudulent financial reporting and earnings management. The fraud 

samples are validated by the Beneish M-Score model and the earnings management samples are substantiated by the 

Modified Jones model. 

Beneish M-Score Model 

The Beneish M-Score model (Beneish et al., 2023) developed by M. Daniel Beneish, uses financial ratios to predict 

the likelihood of fraudulent financial reporting through eight variables: DSRI, GMI, AQI, SGI, DEPI, SGAI, TATA, 

and LVGI. An M-Score of above -2.22 (Mantone, 2013; Omar et al., 2014; Warshavsky, 2012) indicates potential 

fraud. The model is a probabilistic model based on a probit regressive method which uses financial ratios constructed 

from the data derived from the companies’ financial reports. The use of the Beneish M-Score Model in this study is 

due to some reasons. Among those, the model uses a systematic and quantitative approach via the use of objective 

criteria and a predefined set of financial ratios. These ratios are a combination of current and historical financial data, 

which is critical in trends and performance analysis. Significant deviations from historical patterns are worthy of 

investigation that might be an indicative of manipulation. The model can be adapted to different industries that 

provide early signs and red flags and can be used by various stakeholders. According to Mohamad Kamal et al., 

(2016), 82% of listed companies prosecuted for fraudulent financial reporting have been detected by Beneish M-

Score Model before a public announcement was made. They further concluded that the model is reliable and capable 

of identifying potential companies that practiced earnings manipulation and possibly investigated, charged and 

convicted for fraud. Beneish M-Score is a suitable model for detecting possible manipulation (A. Girau et al., 2022; 

Franceschetti & Koschtial, 2013; Shakouri et al., 2021). M-Score is the more accurate model for forecasting (Anh 

Phong et al., 2022). The formula used is as follows: 

 M-

Score 

= -4.84 + 0.92*DSRI + 0.528*GMI + 0.404*AQI + 0.892*SGI + 0.115*DEPI – 0.172*SGAI 

+ 4.679*TATA – 0.327*LVGI 

Where, 

DSRI : Days Sales in Receivables Index 

GMI : Gross Margin Index 

AQI : Asset Quality Index 

SGI : Sales Growth Index 
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DEPI : Depreciation Index 

SGAI : Sales, General, Administrative Expenses Index 

TATA : Total Accruals to Total Assets 

LVGI : Leverage Index  

 

Modified Jones Model 

The Modified Jones model detects earnings management by analysing discretionary accruals (Dechow et al., 1995), 

considering factors like revenue changes, receivables, property, plant and equipment and total assets. This model is 

expected to separate discretionary accruals from non-discretionary accruals. Discretionary accruals are the 

accounting adjustments that the management has the discretion to make. These accruals involve estimates and 

judgments made by management rather than being dictated by actual transactions. The non-discretionary accruals 

are those that are considered a normal part of a company's business operations and are not subject to manipulation 

by management. A positive coefficient in the model suggests that an increase in the variable would increase the 

discretionary accruals which in turn is expected to increase the likelihood of earnings management.  

This model has been substantiated by many studies and is known to be the most powerful and highly reliable (Ismail-

Khan & Muhammad-Hapiz, 2022). Dechow et al., (1995) in their study evaluated the ability of other alternative 

aggregate accrual models’ ability such as Healy, DeAngelo, Industry, Jones, and found that the Modified Jones Model 

is the best model to detect earnings management. The model focuses on discretionary accruals where management 

has more flexibility, which is the root of the manipulation. This version of the accruals model fits the data much better 

than the other (Ducharme et al., 2001). Similar to Beneish M-Score model, the Modified Jones Model incorporates 

historical financial data that identifying the red flags much easier. The model is not industry specific, thus, could be 

used on multiple industries, making it easier to adapt and analyze. It also considers the cash flow and reversals, 

includes reliability and avoids intrinsic problems of omitted variables (Costa & Soares, 2022). 

The model uses the following formula: 

TA t /A t -1 = α1 (1 / A t -1) + α2 (Δ REVt / A t -1 - Δ REC it) / TA t -1 + α3 (PPE t / TA t -1) + Ɛt 

Total Accruals = Non-Discretionary Accruals + Discretionary Accruals 

Where, 

TAit : total accruals in year t 

At – 1 : total assets in year t-1 

∆REVit  : revenues in year t less revenues in year t-1 

∆RECit : net receivables in year t less net receivables in year t-1 

PPEit : gross property plant and equipment in year t 

Ɛit : error term in year t 

α1, α2 & α3 : firm-specific parameters 

Independent Variable 

The independent variables in this study are divided into three elements. The pressure elements consist of leverage 

(LEV) which is a ratio of total liabilities to total assets; liquidity (LIQ), the ratio of current assets to current liabilities; 

and return on equity (ROE) where the net income is divided by shareholder’s equity. The opportunity elements 

consist of auditor size (AUDS) with big audit firms believed to be more rigorous, reducing opportunities for financial 

misconduct; CEO duality (CEOD) which increases the opportunity for fraud due to potentially reduced oversight. The 

rationalisation elements are board independence (BODIND) where fewer independent directors suggest weaker 

oversight; Related Party Transactions (RPT) where higher RPT indicates greater opportunity for manipulation; and 

founder on board (FOUND) who could rationalise questionable practices effortlessly. 
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The study employs a matched sample design with the control variables being the financial reporting year, firms’ size, 

firms’ age and firms’ industry. Financially distressed companies (PN17 and GN3) are excluded due to higher 

manipulation tendencies. The study focuses on 808 Shariah compliant companies listed on Bursa Malaysia as of 

November 30, 2023, covering a ten-year period from January 2014 to December 2023, excluding banks, financial 

institutions, insurance companies and REITs due to specific reporting regulations and different financial 

characteristics. 

Secondary data would be collected primarily through media releases and enforcement actions summaries, 

scrutinizing convicted fraud cases fitting the study's definition of fraudulent financial reporting. Data analysis 

involved multivariate regression and fraud-risk factor tests using models like the Beneish M-Score model and the 

Modified Jones model. Twenty-four hypotheses were formulated based on the Fraud Triangle Theory (pressure, 

opportunity, rationalisation) to analyze factors influencing the likelihood of fraud and earnings management. 

DISCUSSION AND CONCLUSION 

Fraud and earnings management have far-reaching and profound effects on various stakeholders. While these 

practices may temporarily enhance a company's performance, they often deceive and manipulate the public, 

legislators, creditors, debtors or investors. They might appear to offer quick solutions to short-term problems, 

persistent earnings management can escalate into fraud that demonstrates a point of no return scenario, a difficulty 

of coming back to the original states of accounts after a prolonged practice of earnings management, as evidenced by 

numerous financial scandals.  

The three proxies of pressure are significantly influencing the likelihood of fraud and earnings management. The 

higher the LEV the more likely a company to commit fraud and manage its earnings. The lower the LIQ the more 

likely a company to commit fraud and manage its earnings. The lower the ROE the more likely a company to commit 

fraud and manage its earnings. A company that is not audited by the big four audit firms is more likely to commit 

fraud and manage its earnings. A company with CEO and board chairman duality is more likely to commit fraud and 

manage its earnings. The lower the independence of the board of directors the more likely a company to commit fraud 

and manage its earnings. The higher the related party transaction the more likely a company to commit fraud and 

manage its earnings. A company with a founder on the board is more likely to commit fraud and manage its earnings. 

The study also found that all companies that engaged in earnings management would commit fraud two to three 

years later.  

High-profile cases of fraud and earnings management not only devastate corporate leaders and nations but also 

impact society and future generations by prompting policy changes and diminishing socio-economic opportunities. 

REFERENCES 

[1] Girau, E., Bujang, I., Paulus Jidwin, A., & Said, J. (2022). Corporate governance challenges and opportunities 

in mitigating corporate fraud in Malaysia. Journal of Financial Crime, 29(2), 620–638. 

https://doi.org/10.1108/JFC-02-2021-0045 

[2] Abdul Aris, N., Mohd Arif, S. M., Othman, R., & Mohamed Zain, M. (2015). Fraudulent financial statement 

detection using statistical techniques: The case of small medium automotive enterprise. Journal of Applied 

Business Research, 31(4), 1469–1478. https://www.clutejournals.com/index.php/JABR/article/view/9330 

[3] Abdullahi, R., Mansor, N., & . (2015). Fraud Triangle Theory and Fraud Diamond Theory. Understanding the 

convergent and divergent for future research. International Journal of Academic Research in Accounting, 

Finance and Management Science, 1(4), 38–45. https://doi.org/10.6007/IJARAFMS/v5-i4/1823 

[4] Abdulrahman, Z., Ebrahimi, T., & Al-Najjar, B. (2023). Exploring the nexus between Islamic financial 

institutions Shariah compliance disclosure and corporate governance: New insights from a cross‐country 

analysis. International Journal of Finance & Economics, 1–23. https://doi.org/10.1002/ijfe.2891 

[5] Ahmad-Zaluki, N. A. (2009). Post-IPO operating performance and earnings management. International 

Business Research, 1(2). https://doi.org/10.5539/ibr.v1n2p39 

[6] Al Rahahleh, N., & Bhatti, I. (2022). Empirical comparison of Shariah-compliant vs conventional mutual fund 

performance. International Journal of Emerging Markets. https://doi.org/10.1108/IJOEM-05-2020-

0565/FULL/HTML 



709   
 

J INFORM SYSTEMS ENG, 10(16s) 

[7] Albrecht, W. S., & Albrecht, C. O. (2004). Fraud examination and prevention. In South Western Educational 

Publishing, New York. South Western Educational Publishing. 

https://cir.nii.ac.jp/crid/1130000797281449600 

[8] Aluwi, N. A. M., Nasir, N. A. M., Hashim, H. A., Muhammad, M. Z., Nawi, N. C., & Yusoff, M. N. H. (2023). 

Corporate ethics and financial reporting quality: A thematic analysis from accountants’ perspectives. In N. 

Mansour & L. M. Bujosa Vadell (Eds.), Finance, Accounting and Law in the Digital Age (pp. 81–91). Springer 

Science and Business Media Deutschland GmbH. https://doi.org/10.1007/978-3-031-27296-7_8 

[9] Anh Phong, N., Huy Tam, P., & Phu Thanh, N. (2022). Fraud Identification of Financial Statements by Machine 

Learning Technology: Case of Listed Companies in Vietnam. International Econometric Forum of Vietnam, 

425–436. https://doi.org/10.1007/978-3-030-98689-6_28 

[10] Apostolou, B., Hassell, J. M., & Webber, S. A. (2000). Forensic expert classification of management fraud risk 

factors. Journal of Forensic Accounting, 1(2), 181–192. 

https://scholar.google.com/scholar?hl=en&as_sdt=0%2C5&q=Forensic+Expert+Classification+of+Managem

ent+Fraud+Risk+Factors.&btnG= 

[11] Association of Certified Fraud Examiners. (2024). A report to the nations. Association of Certified Fraud 

Examiners. 

[12] Beneish, M. D., Farber, D. B., Glendening, M., & Shaw, K. W. (2023). Aggregate financial misreporting and the 

predictability of U.S. recessions and GDP growth. The Accounting Review, 1–31. https://doi.org/10.2308/TAR-

2021-0160/10061 

[13] Bursa Malaysia. (2023). Enforcement approach. Bursa Malaysia. 

https://www.bursamalaysia.com/regulation/about_bursa_malaysia_regulatory/enforcement/enforcement_a

pproach 

[14] Chatterjee, E. (2023). India’s oligarchic state capitalism. Current History, 122(843), 123–130. 

https://online.ucpress.edu/currenthistory/article-abstract/122/843/123/195789 

[15] Costa, C. M., & Soares, J. M. M. V. (2022). Standard Jones and modified Jones: An earnings management 

tutorial. Revista de Administracao Contemporanea, 26(2), 1–13. 

https://www.scielo.br/j/rac/a/kcrmDvnrGW96kZRzSCN7BGD/?lang=en 

[16] Cressey, D. R. (1953). Other people’s money: A study of the social psychology of embezzlement. In Free Press. 

https://psycnet.apa.org/record/1954-06293-000 

[17] Dechow, P. M., Sloan, R. G., & Sweeney, A. P. (1995). Detecting earnings management. The Accounting Review, 

70(2), 193–225. https://www.jstor.org/stable/248303 

[18] Demetriades, P., & Owusu-Agyei, S. (2022). Fraudulent financial reporting: an application of fraud diamond to 

Toshiba’s accounting scandal. Journal of Financial Crime, 29(2), 729–763. https://doi.org/10.1108/JFC-05-

2021-0108 

[19] Ducharme, L. L., Malatesta, P. H., & Sefcik, S. E. (2001). Earnings Management: IPO Valuation and Subsequent 

Performance. Journal of Accounting, Auditing & Finance, 16(4), 369–396. 

https://doi.org/10.1177/0148558X0101600409 

[20] Durana, P., Blazek, R., Machova, V., & Krasnan, M. (2022). The use of Beneish M-scores to reveal creative 

accounting: Evidence from Slovakia. Journal of Economics and Economic Policy, 17(2), 483–500. 

https://www.ceeol.com/search/article-detail?id=1069314 

[21] Erdogan, M., & Erdogan, E. O. (2020). Financial statement manipulation: A Beneish Model application. 

Contemporary Studies in Economic and Financial Analysis, 102, 173–188. https://doi.org/10.1108/S1569-

375920200000102014/FULL/HTML 

[22] Fajri, S. N. (2019). The Effect of Financial Stability, External Pressure, Personal Financial Need, Financial 

Targets, Ineffective Monitoring and Audit Quality on Detecting Fraud Financial. Journal Ilmiah Ekonomi 

Bisnis, 23(2), 194–202. https://doi.org/10.35760/eb.2018.v23i2.1828 

[23] Franceschetti, B. M., & Koschtial, C. (2013). Do bankrupt companies manipulate earnings more than the non-

bankrupt ones? Journal of Finance and Accountancy, 12(1). 

https://citeseerx.ist.psu.edu/document?repid=rep1&type=pdf&doi=ade2818319dc312938e6a494e5c5f774108

2ce49 

[24] Gaio, C. (2010). The relative importance of firm and country characteristics for earnings quality around the 

world. European Accounting Review, 19(4), 693–738. https://doi.org/10.1080/09638180903384643 

[25] Garner, B. A. (2004). Black’s law dictionary (8th Ed). West Group. 



710   
 

J INFORM SYSTEMS ENG, 10(16s) 

[26] Hariri, H., Pradana, A. W. S., & Widjajanti, S. L. (2017). Predicting financial statements corporate fraud: Beneish 

M-score model. JEMA: Jurnal Ilmiah Bidang Akutansi Dan Managemen, 14(2), 92–100. 

http://jim.unisma.ac.id/index.php/jema/article/view/506 

[27] Healy, P. M., & Wahlen, J. M. (1999). A review of the earnings management literature and its implications for 

standard setting. Accounting Horizons, 13(4), 365–383. https://doi.org/10.2308/acch.1999.13.4.365 

[28] Hendieh, J., Schneider, M., & Sakr, T. (2023). Fraud detection and prevention. Middle-East Journal of Scientific 

Research, 31(1), 44–52. https://doi.org/10.5829/idosi.mejsr.2023.44.52 

[29] Herath, S., & Albarqi, N. (2017). Financial reporting quality: A literature review. International Journal of 

Business Management and Commerce, 2(2), 1–14. https://www.researchgate.net/profile/Siriyama-

Herath/publication/314236476_Financial_Reporting_Quality_A_Literature_Review/links/58bc692d92851c

471d563950/Financial-Reporting-Quality-A-Literature-Review.pdf 

[30] Huber, W. (2017). Forensic accounting, Fraud Theory, and the end of the Fraud Triangle. Journal of Theoretical 

Accounting Research, 12(2), 28–49. 

https://search.proquest.com/openview/b4b9e90bda16405daffaf29b8c090e94/1?pq-

origsite=gscholar&cbl=28068 

[31] Isahak, M. S., Roslan, N. A. H., Syasha, N., Abdul Tahrim, N. S. I., Zawari, S. A., Mohd Najib, W. N. A., & Lajuni, 

N. (2023). Factors influencing fraudulent in financial reporting using Fraud Triangle Theory in Malaysia: A 

conceptual paper. International Journal of Academic Research in Business and Social Sciences, 13(6), 1469–

1487. https://doi.org/10.6007/IJARBSS/v13-i6/17291 

[32] Ismail-Khan, N., & Muhammad-Hapiz, A. A. (2022). Financial statement fraud: Evidence from Malaysian public 

listed companies. Jurnal Intelek, 17(1), 181–194. https://doi.org/10.24191/ji.v17i1.15937 

[33] Jaggi, B., & Tsui, J. (2007). Insider trading, earnings management and corporate governance: Empirical 

evidence based on Hong Kong firms. Journal of International Financial Management and Accounting, 18(3), 

192–222. https://doi.org/10.1111/J.1467-646X.2007.01012.X 

[34] Joel, C., Ayakoroma, M., & Egiye, E. (2023). Transparency, accountability and investment decision-making: The 

cse of Enron and Arthur Anderson. International Journal of Economics, Business and Management Studies, 

10(9), 67–70. https://doi.org/10.36713/epra1013|SJIF 

[35] Jones, D. S. (2020). 1MDB corruption scandal in Malaysia: a study of failings in control and accountability. 

Public Administration and Policy, 23(1), 59–72. https://doi.org/10.1108/PAP-11-2019-0032 

[36] Kagias, P., Cheliatsidou, A., Garefalakis, A., Azibi, J., & Sariannidis, N. (2022). The fraud triangle – an alternative 

approach. Journal of Financial Crime, 29(3), 908–924. https://doi.org/10.1108/JFC-07-2021-0159 

[37] Khamainy, A. H., Ali, M., & Setiawan, M. A. (2022). Detecting Financial Statement Fraud Through New Fraud 

Diamond Model: The Case of Indonesia. Journal of Financial Crime, 29(3), 925–941. 

https://doi.org/10.1108/JFC-06-2021-0118/FULL/HTML 

[38] Khan, N. I., Aqila, A., & Hapiz, M. (2022). Financial Statement Fraud: Evidence from Malaysian Public Listed 

Companies. Jurnal Intelek, 17(1), 181–194. https://doi.org/10.24191/JI.V17I1.15937 

[39] Lokanan, M. E. (2015). Challenges to the Fraud Triangle: Questions on its usefulness. Accounting Forum, 39(3), 

201–224. https://doi.org/10.1016/j.accfor.2015.05.002 

[40] Lotfi, A., Salehi, M., & Lari Dashtbayaz, M. (2022). The effect of intellectual capital on fraud in financial 

statements. The TQM Journal, 34(4), 651–674. https://doi.org/10.1108/TQM-11-2020-0257/FULL/HTML 

[41] Lou, Y. I., & Wang, M. L. (2009). Fraud risk factor of the Fraud Triangle assessing the likelihood of fraudulent 

financial reporting. Journal of Business & Economics Research, 7(2). 

https://www.clutejournals.com/index.php/JBER/article/view/2262 

[42] Mantone, P. S. (2013). Using analytics to detect possible fraud: Tools and techniques. John Wiley and Sons. 

https://books.google.com/books?hl=en&lr=&id=8UkbAAAAQBAJ&oi=fnd&pg=PP11&dq=Using+Analytics+t

o+Detect+Possible+Fraud:+Tools+and+Techniques.&ots=WlE3nDxyr9&sig=UQvSDJCBZ6RiwvOwHZR5tKl2

xEY 

[43] Mohamad Kamal, M. E., Mohamad Fairuz, M. S., & Ahmad, A. (2016). Detecting financial statement fraud by 

Malaysian public listed companies: The reliability of the Beneish M-Score model. Jurnal Pengurusan, 46, 23–

32. https://www.ukm.my/jurnalpengurusan/wp-content/uploads/2022/10/jp_46-3.pdf 

[44] Ng, C. L. (2022). The impact of covid-19 and corporate governance: The empirical study of Malaysia emerging 

market. International Journal of Innovation and Business Strategy, 16(1). 

https://ijibs.utm.my/index.php/ijibs/article/view/115 



711   
 

J INFORM SYSTEMS ENG, 10(16s) 

[45] Okoye, E. I., & Gbegi, D. O. (2013). An evaluation of the effect of fraud and related financial crimes on the 

Nigerian economy. Kuwait Chapter of Arabian Journal of Business and Management Review, 33(856), 1–23. 

https://platform.almanhal.com/Files/Articles/38318 

[46] Omar, N., Koya, R. K., Sanusi, Z. M., & Shafie, N. A. (2014). Financial statement fraud: A case examination using 

Beneish Model and ratio analysis. International Journal of Trade, Economics and Finance, 5(2), 184–186. 

https://www.academia.edu/download/71048931/Financial_Statement_Fraud_A_Case_Examina20211002-

15091-1pavjbc.pdf 

[47] Park, Y. S., Konge, L., & Artino, A. R. (2020). The Positivism Paradigm of research. Academic Medicine, 95(5), 

690–694. https://doi.org/10.1097/ACM.0000000000003093 

[48] Perols, J. L., & Lougee, B. A. (2011). The relation between earnings management and financial statement fraud. 

Advances in Accounting, 27(1), 39–53. 

https://www.sciencedirect.com/science/article/pii/S088261101000057X 

[49] PwC. (2023). PwC’s global economic crime and fraud survey 2022 (Southeast Asia key highlights). 

PriceWaterhouse Coopers. https://www.pwc.com/my/en/publications/2022/pwc-global-economic-crime-

and-fraud-survey-2022-southeast-asia-key-highlights.html 

[50] Rahman, U. M. A., Dowds, J., & Cahan, S. F. (2005). Earnings management practices among Muslim and Non-

Muslim managers in Malaysia. International Journal of Economics, Management and Accounting, 13(2), 189–

208. 

[51] Ramírez-Orellana, A., & Martínez-Romero, M. J. (2017). Measuring Fraud and Earnings Management By a Case 

of Study: Evidence From An International Family Business. European Journal of Family Business, 7(1–2), 41–

53. https://www.sciencedirect.com/science/article/pii/S2444877X17300132 

[52] Rehman, A. A., & Alharthi, K. (2016). An introduction to research paradigms. International Journal of 

Educational Investigations, 3(8), 51–59. 

http://www.ijeionline.com/attachments/article/57/IJEI.Vol.3.No.8.05.pdf 

[53] Rezaee, Z., & Davani, H. (2013). Does financial reporting fraud recognize borders? Evidence from Bank Fraud 

in Iran. Journal of Forensic & Investigative Accounting, 5(2). 

https://papers.ssrn.com/sol3/papers.cfm?abstract_id=2469020 

[54] Saba, I., Ariff, M., & Mohd Rasid, E. S. (2021). Performance of Shariah-compliant and non-Shariah-compliant 

listed firms: a case study of Malaysia. International Journal of Islamic and Middle Eastern Finance and 

Management, 14(1), 128–150. https://doi.org/10.1108/IMEFM-04-2019-0186/FULL/HTML 

[55] Saravanamuttu, J. (2019). The Monetisation of Consent and its Limits: Explaining Political Dominance and 

Decline in Malaysia. Article in Journal of Contemporary Asia. 

https://doi.org/10.1080/00472336.2019.1569710 

[56] Securities Commission Malaysia. (2023). Enforcement - Analytics. Securities Commission Malaysia. Securities 

Commission Malaysia. https://www.sc.com.my/analytics/enforcement 

[57] Securities Commission Malaysia. (2024). Securities Commission Malaysia Annual Report 2023. 

www.sc.com.my 

[58] Shah, A. K. (1996). Creative compliance in financial reporting. Accounting, Organizations and Society, 21(1), 

23–39. https://www.sciencedirect.com/science/article/pii/0361368295000152 

[59] Shaharuddin, S., Jamil, N. N., & Hamid, S. A. (2022). Quality of ethics education in producing ethical future 

accountants: A conceptual paper. International Journal of Academic Research in Accounting, Finance and 

Management Science, 12(3), 116–131. https://doi.org/10.6007/IJARAFMS/v12-i3/14436 

[60] Shahrier, N. A., Ho, J. S. Y., & Gaur, S. S. (2020). Ownership concentration, board characteristics and firm 

performance among Shariah-compliant companies. Journal of Management and Governance, 24(2), 365–388. 

https://doi.org/10.1007/S10997-018-9436-6 

[61] Shakouri, M. M., Taherabadi, A., Ghanbari, M., & Jamshidinavid, B. (2021). Explaining the Beneish model and 

providing a comprehensive model of fraudulent financial reporting (FFR). International Journal of Nonlinear 

Analysis and Applications, 12, 39–48. https://doi.org/10.22075/IJNAA.2021.4793 

[62] Siddiqi, M. N. (2004). Riba, bank interest and the rationale of its prohibition. Islamic Research and Training 

Institute. 

[63] Soepriyanto, G., Krisky, P., Indra, Y., & Zudana, A. (2020). Female audit partners and accruals quality: Evidence 

from Indonesia. Journal of Accounting in Emerging Economies, 10(2), 305–319. 

https://doi.org/10.1108/JAEE-03-2019-0054 



712   
 

J INFORM SYSTEMS ENG, 10(16s) 

[64] S&P Global. (2022). Islamic Finance Outlook. In www.spglobal.com. 

[65] Tahir, M., & Ibrahim, S. (2020). The performance of Shariah-compliant companies during and after the 

recession period – evidence from companies listed on the FTSE All World Index. Journal of Islamic Accounting 

and Business Research, 11(3), 573–587. https://doi.org/10.1108/JIABR-07-2016-0082/FULL/HTML 

[66] Tang, Q., Chen, H., & Lin, Z. (2016). How to measure country-level financial reporting quality? Journal of 

Financial Reporting and Accounting, 14(2), 230–265. https://doi.org/10.1108/JFRA-09-2014-

0073/FULL/HTML 

[67] Tibbs, S. L. (2003). The ability of earnings management models to detect and predict public discovery of 

accounting-fraud [University of Tennessee]. In The University of Tennessee. 

https://search.proquest.com/openview/36331d8c402b4ff8cde70359a238258d/1?pq-

origsite=gscholar&cbl=18750&diss=y 

[68] Warshavsky, M. (2012). Analyzing earnings quality as a financial forensic tool. Financial Valuation and 

Litigation Expert Journal, 39(39), 16–20. 

https://scholar.google.com/scholar?hl=en&as_sdt=0%2C5&q=Warshavsky%2C+M.+2012.+Earnings+quality

&btnG= 

[69] Yusoff, Y. H., Khoiri, A. A., Suhaimi, I. Z., Afiqah, N., Noor, M., Anuar, S. A., & Sulaiman, S. (2023). 

Transnational audit: The differences of national environments have challenged the auditors in providing quality 

auditing. International Journal of Academic Research in Business and Social Sciences, 13(5), 2497–2507. 

https://doi.org/10.6007/IJARBSS/v13-i5/16595 

[70] Zainal Abidin, N., Mohd Alwi, N., & Mokhtar, N. (2023). Audit fiasco: Serba dinamik “serba tak kena.” IIUM 

Journal of Case Studies in Management, 14(1), 37–47. 

https://journals.iium.edu.my/ijcsm/index.php/jcsm/article/view/203 

 


