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ABSTRACT

Small Business promotion has continued to remain an important and
integral part of Indian development sirategy since her independence.
The concentrated policy emphasis upon small firms as a vital vehicle of
progress draws upon this sector's crucial yvole in generating employment
and income at the regional level and acting as a shock absorber during
period of economic crisis. In the current business environment, firms are
faced with intensifying competition locally and globally. It is vital in this
environment that Small Business firms be equipped with appropriate and
modern financial and managerial accounting practices in order for them
to survive and remain profitable. Growing literature on financial and
management accounting supports the argument that in small business,
financial & management accounting is one of the key issues. It not only
increases the success rate but also affects the level of performance of a
business. This research paper reports an exploratory study by raising
some queries on the financial and management accounting practices of
small businesses in India and attempts to find empirical justification on
the usefulness of these tools of accounting for decision making. The
result of the study does prove that there is a wide gap between theory of
financial & management accounting and actual practices by the small
business in India. The study also reveals that firms not doing well are
less likely to have knowledge on different tools of financial and
nanagement accounting.

Keywords: Small Business, Financial Accounting, Management
Accounting

INTRODUCTION

Small Business development has become increasingly important in
recent years in both developed and developing countries (Roy &
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Hutchinson, 1983). In India, SSI sector contribute nearly Rs. 6.5 lakh
crores (40 p.c. of gross industrial value and 7 p.c. of GDP); on the other
hand, small trading units contribute nearly Rs. 44,200 crores worth of
value added in the country’s economy (NSSO Report, 1997). Different
studies have also shown that most of the new jobs created in this country
come from small business. According to the survey of the World Bank
in March, 1988, giving encouragement to the growth of small enterprises
was the best way to benefit the masses or non-agricultural job seekers in
the developing countries.

Establishment of small business units would provide the youth, their
fruitful opportunities for self-expression and for increasing their natural
well being. Country’s younger generation feel frustrated because they do
not have assurance that their education and scientific talents would be
fully utilised. Therefore, increasing the small and medium sectors of
Indian economy would strengthen the back-bone of society and also
curb social unrest in the economy (Barpujari, 2002). It is more so in the
North-Eastern Region (NER) of India, because the states in this region
are industrially backward, having poor infrastructure facilities and
subsistence nature of agriculture — where small business is the only ray
of hope for large number of people for survival.

Recognising the importance of small business units in the socio-
economic development in India, a study was undertaken in NER of India
to explore and highlight the status of financial and management
accounting practices of small business. The existing literature strongly
supports the argument that in small business, financial and management
accounting is one of the key issues for the success of an organisation. It
not only increases the success rate but also affects the level of
performance. The major objectives of the study were to assess the level
of perceived awareness of the owner-managers of small businesses about
the tools and techniques of financial & management accounting and to
examine the actual uses of these tools/techniques and their impact on the
survival and well being of the small units. The result of this study is
expected to highlight the areas of financial & management accounting
that require attention from the private and public organisations interested
in development and growth of small business in India. In a nutshell, the
study is to enquire, whether small business units which do not have to
collect financial information for ‘dissemination to others, have enough
information to pursue the goal.
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A REVIEW OF EXISTING LITERATURE

A substantial body of perspective literature has evolved dealing in
whole or part with use of financial & management accounting tools and
techniques by the small business units. In recent times, the books written
on financial management for small business emphasise the importance of
developing skills in reading and interpreting historical financial
statements to monitor financial health and progress (Black, 1950;
Barrow, 1988; Harman, 1979; Tungale, 1952; Rauseh, 1982; McMahon,
1986; Meredith, 1986; Walker & Petty, 1986; Scarborough & Zimmerer,
1993: Kuchl & Lambing, 1994). In journals of small business, many
articles strongly advocated the use of financial analysis skills for small
business units (Mayo & Rosenbloom, 1975; Konstans & Martin, 1982;
McMahon & Davies, 1994).

Studies have been undertaken to determine the uses of financial
ratios by the small business owner managers 10 monitor their business
performances (Lewis & Toon, 1986; Holmes & Nicholls, 1989;
McMahon & Davies, 1991). These studies have attempted to measure
business success as a function of knowledge and use of financial
information.

Research work on small business at West Midland, U.K. (Nayak &
Greenfield, 1994) shows that firms which do not do well, is not because
of lack of business records and lack of awareness of key business factors,
but due to the lack of adequate accounting knowledge and proper
financial records. Comprehensive financial reporting and analysis should
generally lead to improved financial control and that this in itself could
significantly increase the chances of a small enterprise (business)
prospering through growth (McMahon & Davies, 1994).

There is wide gap between theory and practice of management
accounting in case of small business. On the other hand financial
accounting system is based on the traditional “Mahajani” system and is
incomplete in nature (Soral & Jain, 1994). Past experience and intuition
play an important role in financial decision-making. Among the other
factors, the non-use of financial tools and techniques for economic
decision-making has resulted in a variety of financial problems, which
the small units face (Vinayak, 1987).

Growth can result in financial stresses such as cash-flow difficulties
and excessive use of debt. These financial problems create a critical need
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for improved financial control which can come about through an
upgrading of financial reporting and analysis system (Hutchinson & Ray,
1986).

A study by Holmes and Nicholls (1998) concluded that the amount
and nature of accounting information prepared or acquired is dependent
on a number of operating and environmental variables like business size,
age, industrial grouping, owner-managers education etc. The study also
shows that there is a big gap between the owner-managers, awareness
and the uses of financial management techniques (Siop & Ahmed, 2000).
They (owner-managers of small business units) are venturing  into
business without proper accounting and financial {control) ‘know-how’.

Rice and Hamilton (1979) in their study found that small
businessmen employed a multidimensional, stochastic, non-quantitative
decision process, which are primarily informal in nature. The finding
was that for a majority of small businessman decisions were the result of
‘experience’, ‘intuition’, or ‘guesswork’. This implies that in small
business units scientific decision-making process does not take place.

Another study (LeCornu et al, 1996) has thrown light on the
financial objective of small business units. They found that financial
management of small enterprises is or should be qualitatively as well as
quantitatively different from that of large enterprises. It also appears that
behaviour and decision making in small enterprises are unequivocally
attached to the personal motivations of the owner managers.

Isa et al. (2007) in a study on financial and management accounting
practices among SMEs in Malaysia observed that a majority of the firms
prepared their financial and management accounting reports on a
monthly basis. Preparing tax returns ranks first as the purpose of
financial accounting reports. Financial accounting reports were perceived
to be more useful than management accounting reports.

The findings of the study conducted by Chand & Dahiya (2010)
suggested that management accounting techniques have a great impact
on different firm's aspects especially on cost reduction and quality
improvement. Further results indicate the major obstacles for application
of management accounting techniques in Indian SMHEs relating to
ownership size characteristics and extensive high cost.

Efficient and scientific management of finance in an enterprise is of
prime importance for achieving its objectives. In practice, the matter of
production or materials quality or marketing, in the ultimate analysis,
relates to financial issues (Sen et al., 2001).
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Therefore, all out efforts are needed for applying the tools of
financial & management accounting to the enterprises in 2 systematic
manner in the interest of injection of fresh confidence and restoring the
financial health of the organisation.

OBJECTIVES OF THE STUDY

(i) To assess the level of perceived awareness of the owner-
managers of small business units about tools and techniques of
financial and management accounting.

(if) To examine the pattern of managerial use of the financial and
management accounting tools and techniques by the small
businesses.

iii)To evaluate the impact of financial and management accounting
p
practices on the survival and growth of the small business unifs.

RESEARCH MET HODOLOGY

Tools of Data Collection

The present research work was exploratory in nature. The data were
also collected with the help of a structured questionnaire along with a
Joosely structured personal interview schedule (guide) for the
entrepreneurs. A pilot survey was conducted by the researchers within a
small group of small business units in Silchar town of Assam state of
India to know the tendency of the entreprencurs (owner-managers) in
answering the questions. Consequently, the questionnaire was modified.

Population / Universe of Study

For the present research the working definition of “Small Business
units/firms”, which fulfilled the following quantitative characteristics
were considered:

(i) All Small Scale Industries (SSI) registered and unregistered (as

defined under SS1 Policy, 1991 as amended in 1998)

e Manufacturing unit — investment limit in plant and machinery

upto Rs. 10 million.

e Ancillary unit — investment limit in plant and machinery upto Rs.
10 mitlion.
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« Tiny sector including service sector — investment limit upto Rs. 5
lakhs.

(ii) Small Trading units (Whole seller/retailer) who run firms with
under fifty (50) employees (with full time/part time;
skilled/unskilled labourers).

Selection of Sample

Non-random judgement sampling was used so that data are
representative and purposive in nature. Due care has been taken to
nclude in the sample different segments of the small business
population. The segments are (a) Manufacturing units (b) Service units
(¢) Trading units.

Size of Sample

As the gamut of small business is very large, it was decided to take a
sample size of around 220 from the entire region keeping in mind the
different business segment and different states involved. However,
finally 208 duly filled in questionnaires were collected and out of which
191 duly filled-in correct questionnaires were processed for the purpose
of analysis. The researchers collected field data through interviewer
assisted questionnaire from seven states of NER of India viz., Assam,
Meghalaya, Tripura, Mizoram, Arunachal Pradesh, Manipur and
Nagaland. Small business units were selected from seventeen (17) major
commercially important places of the region. The survey was conducted
during the period from July 2003 to March 2004.

Statistical Tools for Analysis of Data

Since it was not possible to meet the assumptions underlying
parametric statistical testing, the study used appropriate non-parametric
tests of aszsociation. Chi-square is an important non-parametric test. Chi-
square (y ) was used (i) as a test of goodness of fit, (i) as a test of
independence.

LIMITATIONS OF THE STUDY

The study is likely to have following limitations in spite of best
efforts:

i As the widely-acknowledged authority on exploratory research
Tukey, pointed out, it is still true that exploratory methodology
can only be a beginning, a base from which subsequent
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confirmatory research can begin. With this in mind, the present
research might be judged on the basis of the questions it raises
regarding potential significance for further investigation, rather
than upon answers it may provide.

A further limitation of the present research work is that the
methodology used could not gauge all the factors influencing the
responses, such as the moral standing and social beliefs of
owner-managers. These considerations on financial management
and reporting practices, limit the internal and external validity of
the study.

The present study was conducted in a relatively economically
backward region of India (i.e. North-Eastern Region of India).
Hence, due care was taken in generalising the result in terms of
the entire country.

The dynamics of small business enterprise growth were
inevitably complex and affected by many factors other than
financial management. It was not possible to control other
influences in the exploratory study with a limited sample size.

Given small sample size and the lack of homogeneity among
small business population and the selection bias, there is a need
for caution in making generalisation based on its findings.

As no official definition was there for small businesses in India,
a working definition for the study was framed taking into
consideration - qualitative and quantitative
parameters/characteristics.

The sampling and data collection methodologies employed
inevitably imposed limitations on interpretation of the results of
this study. The accuracy and completeness of the data collected
relied heavily on the ability and skills of interviewers and also
the co-operation of owner-managers interviewed.

STUDY FINDINGS

Profile of Owner-Managers and Their Business

Demographically, 97 p.c. of the owner-managers of small business

units under study were male and only 3 p.c. were female. More than half
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of the businesses (65 p.c.) were over 5 years of age. Majority (92 p.c.) of
the businesses were one man business i.e. sole proprietorship business;
only 8 p.c. of the units were found parinership firms (more than one
owner); and no company form of business were there in the study.
Majority (57.6 p.c.} of the respondents were employing more than one
employee. Nearly 60.7 p.c. of the respondents had a family background
other than business, while 32.5 p.c. operated family-oriented enterprises.
The majority of the owner-managers had educational credentials not
relevant to their enterprises’ activity, as all of the owner-managers under
study had general educational qualification, like graduation (36.6 p.c.),
Inter/HS (36.6 p.c.) and upto HSLC (27.7 p.c.); no technically qualified
professionals were found in the survey.

The small business units of North-Eastern Region of India mostly
(92 p.c.) operate in the local market ie. to meet the local market
demand. Nearly 88 p.c. of the respondents were registered units
(Registered under local authority i.e. Municipal Corporation, Municipal
Board, Sales Tax etc.). It was observed from the study, that principal
activity of the small businesses were trading (70.2 p.c.) in
North- Eastern region of India. In relation to size, more than half, (52
p.c.) of the business enterprises reported monthly sales revenue of upto
Rs. 10,000/-; only 4 (2 p.c.) enterprises where monthly revenue eaming
was more than Rs. 5 lakhs.

Analysis according to the Features of the Business

To see the relationship between different features of the small
business under study, chi-square test was employed. (i) The result of test
revealed that the age of the business units and their (perceived) level of
performance/achievement were independent. (ii) On the other hand,
when the relationship between different business sectors and the
performance level was tested, it was observed that there was some
relationship between business sectors and their performance. (iii) The
test result also revealed that there was some relationship between size (in
terms of monthly sales turmover) of the business units and their
respective age. It may now be concluded that, the size of the business
increases in relation to their ages. (iv) Chi-square test also observed that
business experience (in terms of years) of the owner-managers of small
business had no relation with their business performance/achievement.

These two attributes were independent.
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Level of Awareness

The present study identified 28 (twenty eight) most commonly nsed
financial & management accounting tools and techniques and tried to
judge the level of awareness of the owner-managers of small businesses
{Table I).

Table 1. Awareness level of Owner-manager of Small Business of North-
Eastern Region of India

Financial Management Tools in Practice Awareness Level (N =191)

Purchase Ledger 20%
Sales Ledger 11%
Cash Book 100%
Debtors Book 100%
Creditors Book 100%
Depreciation 15.7%
Trial Balance -
Bank Reconciliation Statement 5.2%
Profit and Loss Statement 34%
Balance Sheet 34%
Sales / Purchase Budget -
Capital Budgeting =

Cost-volume-profit (CVP) Analysis -
Job Costing System =
Process Costing System -
Inventory Control Method (EQQ, ABC analysis, FIFO, LIFO ete.) -
Stores Ledger 11.5%
Liquidity Measures through Ratio Analysis (Financial Ratios),

Liquidity Ratios, Quick Ratio, Capital Gearing Ratio, Debt-equity
Ratio, etc. =
Fund Flow Analysis -
Comparative Financial Statement Analysis -
Working Capital Management =
Calculation of Cost of Capital -
Pay Back Method of Analysis, Net Present Value Method (NPV)

and Internal Rate of Return (IRR) -
Auditing 5.7%
Tax Matters 77%
[nvestment Management -
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The result of the study observed that only 12 (twelve) financial &
management accounting tools/techniques were known to owner-
managers. Out of these 12 known instruments barring cash book,
creditor’s book and debtor’s book (100 p.c. aware), the awareness level
on other techniques were very low. This result was consistent with
Mirze’s (1979) findings that the degree of awareness and uses of
budgeting was low and the firms size affected its use. This finding of the
present study on the level of awareness of owner-managers of small
business units in North-Eastern region of India tends to confirm the
findings of Grablowsky and William (1980) that small business owner-
managers do not use these business financial appratsal technigues
because they find these highly quantitative. According to Holmes
(1986), the responsibility for using financial management tools,
generally rests upon owner-managers of a small business. But as the
owner-managers level of awareness was very low on financial &
management accounting, therefore, proper and judged use of those
instruments for analysis did not apply to small business units of North-
Eastern region of India.

Financial Reporting and Analysis Practice

Running a business effectively require an awareness and
good/proper knowledge of how the business is doing by the owner-
managers of a small business on a day to day basis. Apart from legal
requirement there is a practical necessity to keep sufficient records to
ensure that business activities can continue without problem and in
proper direction. However, the fields of financial & management
accounting have yet to provide an accepted normative theory indicating
which financial reports are most valuable in financial management and
how often they should be used (McMahon & Davies, 1994).

The Question in the Survey which Related to Basic Record Keeping
Was: How Do You Measure Financial Performance of Your Business?

The study observed that 51.3 p.c. (p.c.) of the small business units
under study, measure their performances on the basis of *Sales’ i.e. total
amount of sales during a particular period of time. Only 43 p.c. of the
respondents use profit and sales (both) to evaluate their business
performances.

What is the Frequency of Preparing Financial Accounting Records?
The survey result revealed that, only 15 p.c. of the small business

-
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units of North -Eastern Region (NER) of India kept their Accounting
information upto date on a daily basis; 36 p.c. ona monthly basis and 49
p.c. i.e. majority of them upto date their accounting records on yearly
basis (Table II).

The result of chi-square test revealed that, the perceived level of
achievement and frequency of record keeping had no relationship, 1.e. these
two attributes were independent. But the study ohserved that small business
firms doing well were more likely to be comfortable with accounting to
maintain financial records and were much more likely to keep their
books upto date at least on a yearly basis (53 p.c.).

Table II. Perceived Level of Performance and Frequency of Record
Keeping by the Small Business
Level of Achievement

Frequency of Preparing/ Doing well No doing well
Financial Records (N-109) (N-82)
Daily 17% 12%
Weekly NIL NIL
Monthly 29% 44%
Yearly 53% 43%

Table IIl. Age of the Small Business and Frequency of Record Keeping

Age of the Business

Frequency Less than 5 (five) More than 5(five)
years old (N - 67) years old (N - 124)
Daily 4.50% 21%
Weekly NIL NIL
Monthly 28% 36%
Yearly 67% A2%

Chi-square test was employed to study the relationship between age
of the business and frequency of record keeping. The result indicated
that these two attributes had some relationship. As the data (Table 1II)
revealed that nearly 21 p.c. of more than 5 years old small business units
recorded their books of account daily compared to younger (less than 5
years old) business (4.5 p.c.). Similarly, nearly 35 p.c. of older business
(more than 5 years of age) maintained their books monthly compared to
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younger business (28 p.c.). To see the different books of account
maintained by the small business units, questions were asked and
thereafter the survey results were recorded as follows (Table IV);

Table 1V. Common Accounting Tools Used by Small Business

Name of the Accounting Tools Used in Percentage (N=191)
Sales Book 9.40%

Purchases Book 12.50%

Cash Book 100%

Debtors Book ' 100%

Creditors Book 100%

Ledger NIL

Profit and Loss A/C 24.60%

Balance sheet 10.50%

The financial & management accounting data of small business
under study were mostly (90.5 p.c.} kept in single entry system or
indigenous (Mahajani) system, and conversion into double entry is-very
difficult as records are kept haphazardly. In most of the cases,
accounting records were written in one general ledger or register,
incorporating various kinds of business accounting information in one
common place. The survey result showed that, small business record
keeping system is tailor made i.e. based on the requirement of the
owner-managers and the nature of the business.

The chi-square test revealed that educational qualification of owner-
managers of small business and the uses of financial & management
accounting tools were independent. There was no significant difference
between educated and less cducated owner-managers with regard to use
of accounting tools.

Analysis by Features of the Business

There was significant difference with regard to basic record keeping
techniques between firms which were less than 5 years old (younger)
and those more than 5 years old (older). The study also indicates that
older business units were more knowledgeable and diligent enough in
record keeping about their business compared to younger business
(Table V).

The analysis shows interesting features about the different types of
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