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ABSTRACT

This volume justifies and prese its an exploratory research study of the proposition that
relevant and timely financial rejorting t¢ owner-managers on the business affairs of their
small or medium-sized enterprisies is a necessary if not sufficient condition for achieving
growth and performance enhan :ement when such concerns actively pursue
development strategies. This proposition is specifically examined for a representative
sample taken in 1995 of over 1 000 smeller manufacturing enterprises legally organised
as proprietary companies in Autralia.

The study has discovereci much about which enterprise and financial
rmanagement characteristics of :he businesses investigated seem to determine their
historical and future-oriented fir ancial reporting practices. Chief amongst these are
development orientation, exten of owner-management, technological complexity,
degree of reliance upon externc | financial advice, and financial reporting climate. It has
also been possible to demonstr.ite how the financial challenges and problems of
enterprise growth and developrient create strong imperatives for improved financial
reporting over time. However, t1e study has been unable to establish any statistically
significant associations between the extant and frequency of financial reporting
undertaken and certain measur 3s of enterprise growth and performance.

The last finding is no dou bt discouraging for those engaged as policy-makers or
professional advisers in smalle! enterprise support, who continue to urge owner-
managers of such concerns to introduce: and employ sophisticated financial reporting
systems which are frequently computer-based. It would be most helpful to be able to
demonstrate to hard-nosed owr er-manegers desirable payoffs in terms of improved
growth and performance outcornes from such a costly managerial innovation. However,
management is a complex activity affected by a myriad of interacting internal and
external factors, and must inev tably be undertaken in an holistic manner in smaller
concerns. Particular practices riake a contribution to the whole task without necessarily
standing out as all-embracing <blutions to problems generally encountered. Improved
financial reporting and analysis may therefore be viewed as part of a broader
competence in financial manacement which, taken together with other functional
capabilities, is likely to lead to 1nore effective and efficient management of smaller
enterprises and significantly im >rove their prospects.

An argument is neverthe ess made that owner-managers are well advised to
make more extensive use of fir ancial reports that are unavoidably prepared to meet
external imperatives which exist, most especially when their concerns are financially
challenged by growth strategie::. Meeting statutory obligations as proprietary companies,
achieving better internal financ al control, and enjoying greater ease in securing and
maintaining external financial <upport are identified as three potentially important bases
for this advice.
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‘A small btsiness is not a little big business.’

John Welsh & Jerry White

‘Ever if you are on the right track,

you’ll g3t run over if you just sit there.’

Will Rogers

‘Bad prod iction management and bad sales
managems«:nt have slain their thousands, but

faulty finance has slain its tens of thousands.’

Colin Brooks

‘Keeping accounts, Sir, is of no use when a man is spending

his own money, a1d has nobody to whom he is to account.’

Samuel Johnson

‘The truth is, standard financial statements tell

only hal ' the story in private companies.’

Richard Levin & Virginia Travis

‘Let theory guide your observations, but till your reputation
is well established, be sparing in publishing theory.

It makes persons doubt your observations.’

Charles Darwin



ACKNOWLEDGEMENTS

Every doctoral thesis has an history, and sometimes it can be interesting. This thesis,
and the research on which it is hased, had their origins in a long and most useful
conversation with Mr Brian Gibs on of the University of Newcastle, New South Wales
over an extended breakfast in an hotel in Las Vegas, Nevada while we were both
attending the 38th World Confe ‘ence of the International Council for Small Business,
held in 1993. The responsibility for the resulting gamble is, of course, all mine.

On reading this thesis, it vill become apparent that the broad field of financial
management of smaller enterpr ses has been a long-standing scholarly preoccupation of
mine. In particular, as a profess onal accountant, | have for some time had a special
interest in the financial reportin( practices of smaller enterprises; and | have researched
and published in the area with some success. Hence, my prior research projects and
written works, including those udertaken collaboratively with academic colleagues,
form important foundations for the present investigation. This being the case, it is
essential that clear statements of attribution be made for the joint inquiries and
publications which underpin this research, as follows:

 McMahon & Holmes (19¢9, 1990, 1991, 1992) arose from an extensive
international literature su vey and review of available empirical evidence on
financial management practices in smaller enterprises instigated by myseif.
Professor Scott Holmes, :hen of the University of Queensland in Brisbane,
Queensland initially surv-3yed and reviewed Australian studies in the area, and he
included the findings of Fis own doctoral research. | dealt with all empirical
evidence from outside of Australia. Most of the communication and liaison with
working paper and journe | editors was undertaken by myself. In & similar
collaborative vein, much of this work has been republished as Chapter 9 of
McMahon ef al. (1993a), referred to below.

e McMahon & Davies (1991a, 1991b, 1992a, 1992b), McMahon et al. (19924,
1992b, 1994a) and McMiihon & Diavies (1994) are based on data collected and
recorded under the direc ion of Professor Leslie Davies while employed at the
Small Business Centre, [lurham University Business School in the North-East of
England. Questions included in the interview schedule used in that research
relating to financial repotting and analysis practices were devised by myself. |
undertook all analysis ard interpretation of the data, and all writing and
presentation of the works identified (including communication and liaison with
conference organisers, v orking paper and journal editors, etc.). Mr Nicholas
Bluhm of The Flinders University of South Australia served as an occasional
research assistant and a1 adviser on some statistical methods. Permission from 3i
plc and the Tyne and Wear City Action Team to disseminate findings of the

research is gratefully acl nowledced.



Vi

¢ McMahon et al. (1992¢, 1993b, 1994b) are the outcomes of a collaborative project
with several colleagues a: The Flinders University of South Australia. The project
was instigated by me, and it deals with the imperatives that seem to drive
financial reporting practic 2s of smaller enterprises in Australia. | was responsible
for providing argument and empir:cal evidence on the imperative created by the
need for sound financial inanagernent in smaller enterprises.

¢ McMahon et al. (1993a) i an advanced textbook, with a very strong research
orientation and basis, wh ch deals with the theory and practice of financial
management in smaller ¢ nterprises. | conceived the book, prepared the

background research, rec ruited my co-authors, and wrote alone Chapters 1, 3, 4,

7 and 8. As noted in the 1 rst point above, Chapter 9 is the result of prior

collaboration between m: self and Professor Scott Holmes, with some additions to

update it.
In this thesis, | frequently restat 2 passages from the works above attributable to me
alone without slavishly providin 3 acknowledgments that are always accorded to the
works and part-works of others. None of the passages written by me and used in this
thesis have ever been submitte 4 for assessment as a part of some other higher degree
thesis. The veracity of the attrit ution statements made above can be established by
reference to my valued co-researchers and co-authors.

| owe a huge and unrepa sable debt to a team of professionals, personally
unknown to me, who were resp-nsible for conducting the Best Financial Practice study
for the Australian Manufacturin jy Council just prior to its winding up by the federal
government in 1996. | sincerely hope that my description and analysis of their data in
this thesis has done justice to the very capable work undertaken by them. My gratitude is
also due to the Australian Indu trial Property Organisation which ultimately become
custodian of the data from the 3est Financial Practice survey, and which thankfully
made it available to support my research. Clearly, | am solely responsible for the
interpretations | have put on th:: data.

The willingness, encouragement and guidance of my supervisor Professor Patrick
Hutchinson of the University of New England, Armidale, New South Wales are most
gratefully acknowledged. It is a dedicated academic indeed who undertakes the doctoral
supervision of a peer and frien'{ of long standing — especially one who is inclined to be
so opinionated and as abrasive! Perhaps it is sufficient to say that | only hope | can
someday serve a colleague as well.

It is hard to imagine wha: my family Mrs Libby, Ms Katie and Ms Sophie McMahon
will make of this thesis. While i:s contents might seem far removed from their own lives
and interests, the personal def -ivations they have experienced over the many years the
thesis has been in production e re still all too palpable. In her resting place, Mrs Elspeth

Duncan will no doubt be please d that her daughter may, at last, be married to a doctor.



vii

And Ms Katie and Ms Sophie M :Mahon might enjoy receiving the relatively undivided
attentions of their most ardent admirer and keenest surfing coach. But what will Mrs
Libby McMahon make of a hust and whc finally is no longer in training?

Richard G.P. McMahon,
Stirling,
South Australia.



viii

TABLE OF CONTENTS

2 1 I - X O ii
CERTIFICATE OF ORIGINALITY ...t iieieetireniceresceseorseseese st e e e s mere e cemanes il
ACKNOWLEDGEMENTS ........ cooieccies ceeeenmnstn s cesemesesene e s srs e s e s sanesesnnasssnanas v
TABLE OF FIGURES.......cocoies e ettt rn e sr st st assnt e s se s s s e n e s xiii
TABLE OF TABLES ......coiicciet mrrereeciee ceiereeeiesseeoesssaessastas e s es st ses st e s e e saianessenenssssnens Xv
CHAPTER 1: INTRODUCTION TO THE RESEARCH STUDY ..o 1
1.1 INtrodUCHION ... e 1
1.2 The Research QUESTON ........viiiiiiiiiiiii e, 1
1.2.1 Statement of the Research Question..................c.cooceviinn, 1
1.2.2 Addressin y the Re:search QuUestion.............oooceoin e, 2
1.2.3 Defining Terms in the Research Question ...................ccoccceeieen. 4
1.2.3.1 Smaller Business Enterprises.............c..coooo e, 4
1.2.3.2 3maller Manufacturing Enterprises ...............cccccoeee 8
1.2.3.3 3maller Growth Enterprises ..o, 9
1.2.3.4 Smaller =nterprise Growth and Performance .............. 10
1.2.3.5 =inancial Reporting Practices...............ccccooiivvninnn. 11
1.2.3.6 2roprietary COMPENY .......ocoiiieiiiieii e 13
1.2.4 Initial Justification of the Research Question.............................. 16
1.3 Smaller Enterprise - - International and Australian Perspectives ................. 20
1.4 Significance of Sme ller Manufacturing Enterprises....................ccoeieiieee. 22
1.5 Australian Context {or the STUdy ..o 25
1.5.1 Australiar Manufacturing Sector Problems.............ccocccce oo 25
1.5.2 Australiar Manufazturing Council Reports...........ccccoccve e 27
1.5.2.1 nternational Perspective on Australian
Manufacturing..........cccocii 27
1.5.2.2 Emerging Exporters Study ............ccocovvieviiiii, 28
1.5.2.3 Innovation and Best Practice Studies.......................... 30
1.5.3 Small Buciness Index Special Report.............ccoooooii 31
1.5.4 Financial Vlanagement and Support for SMEs.............. e 33
1.6 About This Research Study ..........occiiiiiiiniii e 35
1.6.1 Summary Rationale for the Study...........c..ooeviviiii 35
1.6.2 Objectives of the Study ..., 36
1.6.3 Overview of the Study .............oooiiiiiiii e e 37
1.7 Structure of the TheSIS oo e 39

1.8 Chapter ReVIEW..... .o 40



CHAPTER 2: SMALLER ENTERPRISES, GROWTH AND PERFORMANCE............... a1
2.7 INrOAUCHION ... e e 41
2.2 Smaller Enterprises and Growth .............cccoooiiiiiiii 41

2.2.1 Defining S maller Cirowth Enterprise ........ccccooococvviviiiiiivenen, 41
2.2.2 Explaining Smaller Enterprise Growth..............c....ooovceenn o, 44
2.2.3 Stage Morlels of Smaller Enterprise Growth..................ccccc.... 48
2.3 Financial Dimensior s of SM= Growth.............cccci i 57
2.3.1 SME Finaicial Prefiles........uoii v 57
2.3.2 Problemaic SME Growth..........cccccooieiii 59
2.3.3 Financial vlanagernent Practices and SME Growth.................... 65
2.4 Smaller Enterprise (3rowth and Performance............................................ 69
2.4.1 Measurin¢ Smaller Enterprise Growth and Performance ............ 69
2.4.2 Smaller Eterprise Growth Measures ..............ccccooceiiiiiiin, 70
2.4.3 Smaller Enterprise Performance Measures ...............ccceeevieneenn. 71
2.4.4 Subjectivi: Measuiement of Enterprise Growth and
Performance ... 73
2.4.5 Relating E nterprise Size, Age, Growth and Performance............ 77
2.4 Chapter ReVIEW..... ..ot 81

CHAPTER 3: SME FINANCIAL REPORTING CONTEXT AND THEORY.......c.c.ccccennuee 83
3.1 INEOAUCTION ..ot it ettt b e e e 83
3.2 Financial Managem ent Context of Financial Reporting............c.occccooveviee.. 83
3.3 Accounting Contex! of Financial Reporting..............ccooeeeiiiiieni 85

3.3.1 Defining FFinancial Reporting ............ccoccevniieeiiiicinc, 85
3.3.2 Reporting Entity Concept.........cccocveiiiiiiiiiiiiii e 87
3.3.3 Specifyin y Financial Reporting Practices........................cco.c..... 89
3.4 Legal Context of Fiyancial Reporting..........c.cccoceveviivene .o e 92
3.4.1 Financial Reportirg for Taxation Purposes.......................c oo 92
3.4.2 Financial Reportirg by Proprietary Companies..................c........ 94
3.4.2.1 Prior to Corporations Law Simplification..................... 94
3.4.2.2 Subsequent to Corporations Law Simplification........... 96
3.4.2.3 Anticipated Developments in Financial
REPORING ..o 103
3.5 Strategic Managen ent and Financial Reporting ..........occccoeeoinieiiiiene 108
3.5.1 Strategic Management Theoretical Framework .......................... 108
3.5.2 Strategic Management Evidence from Overseas........................ 114
3.5.3 Strategic Management Evidence from Australia........................ 118
3.6 Finance Perspectives on Smaller Enterprise Financial Reporting .. ........... 122
3.6.1 Informati >n Economics and Financial Reporting......................... 122

3.6.2 Modern Finance Theory and Financial Reporting ....................... 126



3.6.3 Agency Tt eory and Financial Reporting............ccocovviinnn 131
3.6.4 Signalling Theory and Financial Reporting ............c.occooev 136
3.6.5 Austrian Economics and Financial Reporting..................c.ccco.... 139
3.7 An Attempted Syntk esis on SME Financial Reporting.......... O SUTRSSR 141
3.7.1 Framewor <s for Understanding SME Financial Reporting........... 141
3.7.2 How SME Financial Reporting May Be Limited........................... 142
3.7.3 Explainin¢ Limited Financial Reporting in SMEs......................... 144
3.7.4 Regulation of SME Financial Reporting................ccc..c.coooins 146

3.7.5 Incentives For More Comprehensive SME Financial
REPOMING ..o e 147
3.7.6 Lenders’ E xpectations for SME Financial Reporting .................. 150
3.7.7 Financial nformation Signallingby SMES ...l 154
3.8 Chapter RBVIEW. ... «.ooiii e 155

CHAPTER 4: SME FINANCIAL REPORTING PRACTICES ......ccceiiciiernnciceen 157
A1 INFOAUCTION ... e 157
4.2 Financial Reporting Practices in Smaller Enterprises...........ccccc.cooccci. 157
4.2.1 Financial 3eporting Evidence from Overseas............................. 157
4.2.2 Financial 3eportting Evidence from Australia............................. 166
4.3 Financial Reporting Practices in Smaller Growth Enterprises.................... 175
4.3.1 Financial 3eporting and Growth Evidence from Overseas.......... 175
4.3.2 Financial 3eporting and Growth Evidence from Australia........... 193
4.4 Financial Reporting and SME Growth and Performance...............c............ 198
4.5 Chapter REVIEW..... oot et 201
CHAPTER 5: RESEARCH STUIDY APPROACH AND METHOD .........ooviiiiiiriciencneen. 203

B INrOdUCTION ..o e e 203
5.2 Critical Appraisal of Prior Srnaller Enterprise Research ............................ 203
5.3 Paradigm Choice forthe Study ... 209
5.4 Methodological Fra nework for the Study..........cccocci i, 212
5.4.1 Broad Methodologlical Approach..........ccccooveiviiiii e 212
5.4.2 Exploratcry Orientation of the Research......................cc.coc.o.... 213
5.4.3 Obtaininc Data for the Research ..............cc..oooiviiiiiii 217
5.4.4 Employinj a Postal Survey inthe Research............................... 220
5.5 Data Collection for the Study. ...........c.cooiiiiiiiiiieeeeee e 222
5.5.1 General Considerations...........cccovivuvieiviiiiiiiice e 222
5.5.2 Researct Instrument Designand Testing............ooococevennn.. 222
5.5.3 Sample < election Procedure ...............cooccviiiiiieess 223
5.5.4 Response: 1o the SUIVEY .........cccocviiiiivii e 224
5.5.5 Data COCING ... vviiieiiieit et e 227

5.6 Data Description and Analysis forthe Study ... 227



Xi

5.6.1 General Considerations...........co.iiiiiiiiii e 227
5.6.2 Descriptiva StatistiCs ... 230
5.6.3 Bivariate ,Associative AnalysiS...........ccoeciviiiiii 231
5.6.4 Preliminary Multivariate Data Analysis ..........cc.cccoooeeiiiiiivennen 233
5.6.5 Multivaria e Predictive Modelling..........cc.cccoviiiii 235
5.7 Chapter BeVIBW..... ..ot e 243
CHAPTER 6: DESCRIPTIVE F NDINGS OF THE RESEARCH STUDY .......ccccvecvcnnee 244
8.1 INErOAUCTION .....oiiis i e e 244
6.2 Enterprise Characte HstiCS... ... 245
6.2.1 ENEIPriSt SIZE.... coviiiiiiiiiiiiiiiee e 245
B.2.2 ENEIPrSt: A ..uoniiiiiiee et 246
6.2.3 Manufact 1ring Sub-Sector........coooooiiciiic 247
6.2.4 Geograpl ical LOCAtION ..........uvuiiiiiii i e 249
6.2.5 Manufact aring Complexity ... ... 250
6.2.6 Export Commitment ...t 251
6.2.7 Owner-M anagement..... ..o 253
6.2.8 Strategic Planning ..........cccoevriiiieiii e 255
6.2.9 Strategic Management ............cocceriiiiiiie i 256
6.2.10 Growth SommItment ..........ooovrreiiiiiiiiee e 262
6.2.11 Growth SoNnstraints..........cccooviiiiiii e 265
6.2.12 Enterprise Characteristics Summary................cccooooieiiiiviiinnn, 271
6.3 Financial Managerient CharacteristiCs..........ocovvvieieeiiiiciviee e 273
6.3.1 Financial SYSteM3.......c.c..ooiiiiiiiiicec e 273
6.3.2 Financia’ Audit .........c..ccooiiiiiiii e v 275
6.3.3 Business FINANCING ......oiviiiiiiiiiieiie e e 276
6.3.4 Financia Reportingto Financiers........cc.cccooccii i, 280
6.3.5 Financie " Relationships .........coocciiiiie e 282
6.3.6 Internal IFinancial AdVICE ........ccoccvviirciieieiiiee e 286
6.3.7 External Financial AdviCe...........c..coooiiiiiiiii 291
6.3.8 Financia Decision-MaKing.........ccococoviiiriciiiniii e, 294
6.3.9 Financia Systems ReVIeW .......c.cccoovviiriiiiniiiiicec e 295
6.3.10 Financial Management Characteristics Summary ..................... 297
6.4 Financial Reporting PractiCes .........ccociiiiieiicie e 299
6.4.1 Historicz | Financial Reporting Practices ..............cccccciiiinn. 299
6.4.2 Future-Oriented Financial Reporting Practices ........................... 305
6.4.3 Historice | Financial Statement Analysis Practices...................... 307
6.4.4 Financiz| Report ng Practices Summary...............ccooooeeeiii, 311
6.5 Business Growth iind Performance..........cccoceiveioiiiiiiiiicicee e 312

6.5.1 Growth



Xii

6.5.2 PEMOIMAI C& ..ot e 313
6.5.3 Business 3rowth and Performance Summary ..............ccccccccee. 317
6.6 Chapter ReVIEW. ... ..ooiieiii e e 317
CHAPTER 7: ANALYSIS OF T 1E RESEARCH STUDY FINDINGS. .......cccccccnirnvrenennn 319
A INIFOAUCHION ..o e 319
7.2 Preliminary Multivatiate Data Analysis .............ccooooiiiiiii 319
7.2.1 Enterprise Characleristics.........cccccooniiiciiiiiii e 319
7.2.2 Financial vlanagement Characteristics...........cocoeeveveereiiiiiin. 330
7..2.3 Financial Reporting PractiCes...........cccccovviiimiviiiinnniciiis 342
7.2.4 Preliminary Multivariate Data Analysis Summary ....................... 345
7.3 Multivariate Predict ve Modelling...........ooooiiiiviniic e 347
7.3.1 Financial eporting Practices...........cccoooiiiiiiiiiiiii e 347
7.3.2BUSINESS 'SrOWEN ...t 354
7.3.3 Business 2erformance ............ccoooiiiiiii e 366
7.3.4 Multivaria e Predictive Modelling Summary..........cccccccoveeen. 378
7.4 Chapter Review..... ............. s 381

CHAPTER 8: SUMMARY AND CONCLUSIONS OF THE RESEARCH

£ 1 383
B.1 INFOAUCHION ..oeeeiiies e e e e e 383
8.2 Summarising Findir gs of the Study ... 383
8.2.1 Financial eporting PractiCes..........cccvcvviiiiiiiiciiiini e, 383
8.2.2 Growth ar d Financial Reporting Practices.............c..occcccc i 386
8.2.83 Business Srowth and Performance ..............c.ccccccienin 388
8.3 Limitationsof the S udy ...... ..., 390
8.4 Recommendations Arising From the Study............ccoiii 392
8.4.1 Smaller Enterprise: Scholarship ...........ccco 392
8.4.2 Smaller Enterprise: Policy-Making...........ccoocoo i 395
8.5 Study's Contributior s to Knewledge........ooooviiiiiiiii s 399
8.6 Chapter ReVIeW..... .o e 403
REFERENGCES.....cioiiioiemeiriins coriecmiees crercerere s s s e s s e sste s s ssans et e s n s s e ssnr e s s anes 405

APPENDIX A: ACCESS TO AULISTRALIAN MANUFACTURING COUNCIL

DATABASES... ..ottt e Al

APPENDIX B: INSTRUMENT 1JSED IN THE BESEARCH STUDY.........cccocmiiinniineens B1

APPENDIX C: ADDITIONAL STATISTICS FROM THE RESEARCH STUDY ........... C1



xiii

TABLE: OF FIGURES

Figure 1.1: Field of Scholarship for the Research ... 2
Figure 1.2: Analytical Model for the Research................. 38
Figure 2.1: Hanks et al. (1993) I:nterprise Life-Cycle Model...................ooooins 51
Figure 3.1: Qualitative Characte ristics of Accounting Information.................................. 86
Figure 3.2: Owner-Manager Bu:iness 1d20logies ... 111
Figure 3.3: Normative Model of Financial Management ... 127
Figure 3.4: Role of the Financial Manager ...........ccooooiiiii i 127
Figure 3.5: Smaller Enterprise F'inancial Information Cycle....................... 130
Figure 6.1: Enterprise Size in Sudy Sample..........cccoooi 245
Figure 6.2 Manufacturing Sub-¢ ectors in Study Sample ... 247
Figure 6.3 Enterprise Size and ‘Aanufac:uring Sub-Sector...................... 248
Figure 6.4 States/Territories in 3tudy Sample..........cccooiiiii 249
Figure 6.5 Manufacturing Comg lexity in Study Sample.............ccoooi 250
Figure 6.6 Enterprise Size and vlanufacturing Complexity ... 251
Figure 6.7: Export Involvement and Enterprise Size ... 252
Figure 6.8: Owner-Managemen in Study Sample.............c..oo 254
Figure 6.9: Business Environme:nt Awarzness in Study Sample...................n 258
Figure 6.10: Investment Planning Horizon in Study Sample..................c.ooos 259
Figure 6.11: Influences on Busiess Performance in Study Sample............................... 260
Figure 6.12: Organisational Te: mwork i1 Study Sample................cccoooieninn. 261
Figure 6.13: Importance of Gro vth Objective in Study Sample......................... 263
Figure 6.14: Importance of Cas1 for Growth in Study Sample..................cc.cooi 264
Figure 6.15: Importance of Life style Objective in Study Sample ................................. 265
Figure 6.16: Access to Growth “inance in Study Sample...................... 266
Figure 6.17: Access to Equity Finance in Study Sample .............cccooi 266
Figure 6.18: Importance of Ret:iining Control in Study Sample......................... 267
Figure 6.19: External Financin¢ Problems in Study Sample.......................coo 268
Figure 6.20: Importance of Growth Potential in Study Sample.............. oo, 269
Figure 6.21: General Ledger Sy stem in Study Sample................os 273
Figure 6.22: Budgeting System in Study Sample ... 274
Figure 6.23: External Financing in Study Sample ... 276
Figure 6.24: Debt to Equity Rat o in Study Sample ...............oo 277
Figure 6.25: Financier Understiinding of Manufacturing Operations............................. 284
Figure 6.26: Financier Understiinding of Financial Management................................... 284
Figure 6.27: Staff Number in F nance Function.................coo 287
Figure 6.28: Financial Awareness Amongst Employees................o. 289
Figure 6.29: Employee Participation in Budgeting..................... 290
Figure 6.30: Financial Adviser Jnderstanding of Business...........cccccccoooiiiiiiiiinnnn. 294



Figure 6.31:
Figure 6.32:
Figure 6.33:
Figure 6.34:

Xiv

Financial Decision-Making in Study Sample.........cccccvvviii v 295
Satisfaction With Financial Practices in Study Sample..................c...ooeee. 296
Financial Practices Review in Study Sample.............ocooooiiiciii 297

Use of Historical Bilance Sheet........ooovmvioeiii UUTTURTTRRT 299

Figure 6.35: Use of Historical P ofit and Loss Statement ..................ccoo i, 300
Figure 6.36: Use of Historical Cash-Flow Statement ...........................ccoooiiin, 301
Figure 6.37: Usage Frequency for Historical Profit and Loss Statement......................... 302
Figure 6.38: Frequency of Casl Positior: Assessment ...........ccccccooiiviiiiiiinieie e, 304
Figure 6.39: Estimation of Future Cash Requirements.............ccocciiiiiiiiniiiciee 306
Figure 6.40: Horizon for Estima ing Future Cash Requirements.............ccc... i 307
Figure 6.41: Benchmarking in Study Sample ......ccccooiiiiiii e 309
Figure 6.42: Frequency of Budget COMPariSoNS ..........o.ooviiviiiiiiieiisiiiiieee e, 310
Figure 6.43 Past Sales Growth n Study Sample..........ccccoooiiiiiiii e 312
Figure 6.44 Future Sales Growt1in Stucly Sample...........c.cccoiiiiiiiiiiiiii 313
Figure 6.45 Annual Sales Turncver in Study Sample ..o 314
Figure 6.46: Enterprise Profitab lity in Study Sample ..........cccooiiiiiiii e 315
Figure 6.47: Liquidity Crises in :3tudy Sample...........cocciiiiiiiiiii e 316

Figure 8.1: Modelling Financial Reporting Practices in Subsequent Research................ 393



XV

TABLE OF TABLES

Table 1.1: Upper Employment Limits of SME Definitions....................... 6
Table 1.2: Growth Aspirations o Austraiian Businesses, 1995...........cccoovvviiiiii 10
Table 1.3: Australian Manufactt ring Cornpanies, 1995 ..., 14
Table 1.4: Significance of Mant facturing, 1982-83 10 1994-95.................. 22
Table 1.5: Significance of Mant facturing Enterprises of Various Sizes, 1993-94............ 24
Table 1.6: Financial Manageme nt Tool Use in Small Business Index Study................... 32
Table 2.1: Functional Specialis:itions in Life-Cycle Stages...........cccccccooi e, 61
Table 2.2: Financial Problems i1 Life-Cycle Stages............cccooiiiis 62
Table 2.3: Financial Problems, Jegree of Competition and Life-Cycle Stages............... 63
Table 2.4: Financial Problems i1 Smaller Growth Enterprises............c.cc.coooviiiiiiiinne. 64
Table 2.5: Financial Control in 3apid Growth and Non-Growth Enterprises.................... 68
Table 2.6: Comparison of Subj«:ctive Growth and Performance Measures..................... 76
Table 3.1: Application of Corpc-ations Law (CL) to Proprietary Companies.................... 105
Table 3.2: Strategic Manageme¢ nt and Accounting Controls ..............cccocciiiinees 112
Table 3.3: Enterprise Size, Finincial Reporting and Life-Cycle Stages..........cc....cccee.e. 121
Table 3.4: Importance of Finan:ial Information to Bank Loan Officers........................... 151
Table 3.4 (cont.): Importance ¢’ Financ:al Information to Bank Loan Officers................. 152
Table 4.1: Financial Ratios USe:d ...........ociiiiiiiiie e 158
Table 4.2: Financial Ratio Benchmarks Used..........ccooooiiiiii 159
Table 4.3: Cash-Flow Forecast Ng Praclices ..........oocoiiiiiiiiiiiii e 160
Table 4.4: Awareness and Use of Cash-Flow Forecasts...............ccccooovie. 160
Table 4.5: Cash-Flow Forecasting PractiCes...........cooooiviiiiiiiiiie e 161
Table 4.6: Ranking of Use of Financial Reports ...........ccccceiviiiiiiiiieee 161
Table 4.7: Ranking of Use of Financial REpOmS ........c....oooviiiiiiii i el 162
Table 4.8:; Decision Influence «f Financial REPOMS ........cc.covciiiieeciiiie e 163
Table 4.9: Additional Financial Information Desired .............ccccoviiiiiiii e 163
Table 4.10: Responsibility for IFinancial Statement Analysis...................cco.ooveieiiinnn, 164
Table 4.11: Financial Ratios Used .......... .o 164
Table 4.12: Financial Ratios Used ... 165
Table 4.13: Use of Cash Budgating .........coccoiiiiiiiice e 166
Table 4.14: Types of Future-Criented Financial Reports Used..............ccccoveeiiiiiiin, 167
Table 4.15: Types of Financia Reports Supplied to External Users.............coo.oooooneen, 167
Table 4.16: Types of Financia Reports Provided to Financiers...........................cooo. 168
Table 4.17: Financial Reports and Analyses Used ..............ccccooeeeiiiiiiiiieic e 168
Table 4.18: Frequency of Finencial Reporting.............oovviviieiiiiieie e, 169
Table 4.19: Competent Use of Financial Reports............ooooiiiiiiii i 169
Table 4.20: Financial Reports and Analyses Used .........c.ccccooveiiiiie e 170
Table 4.21: Responsibility for 2reparing Financial Reports .................c.ccocoooeiin 170



XVi

Table 4.22: Frequency of Finan:ial Reporting............ccooviiiieiii e S 171
Table 4.23: Frequency of Historical Profit and Loss Statement ... 171
Table 4.24: Frequency of Cash-Flow Forecast..............ooooiiiiiiiiii 172
Table 4.25: Financial Reporting Cost BUrden..........c.coocoiiiiiiiiiiie e 173
Table 4.26: Responsibility for BookKeep NG .....vvviiiviiiiiiie e, 177
Table 4.27: Financial Statemen s for FirancCiers ...........cccccciviiiiiice e 178
Table 4.28: Financial Reporting FreqQUENCY ...........oovei v 178
Table 4.29: Financial Ratios Usad ...t 179
Table 4.30: Importance of Finanicial Ratios for Profitability ....................coceoiii s 179
Table 4.31: Importance of Finaricial Ratios for Solvency ............ccccoiiiiii, 180
Table 4.32: Historical Financial Reportirg in Growth Enterprises .............................. 182
Table 4.33: Future-Oriented Fir ancial Reporting in Growth Enterprises...........c............. 183
Table 4.34: Use of Projected Fiiancial Statements for Cash Management .................... 183
Table 4.35: Use of Financial REPOIS.... ... e 184
Table 4.36: Frequency of Use cf Financial Reports..............ccooo e s 185
Table 4.37: Use of Financial Retios ...... .....cccciiiii e 186
Table 4.38: Use of Financial Retio Standards ..., 187
Table 4.39: Correlates With Historical Financial Reporting Practices............................ 188
Table 4.40: Logistic Regressior Model of Historical Financial Reporting........................ 189
Table 4.41: Classification Succ :ss of Historical Financial Reporting Model ................... 191
Table 4.42: Logistic Regressior Model of Financial Analysis ..........cc.cccoooeviiiiiiceiinnnn. 192
Table 4.43: Classification Succ :ss of Financial Analysis Model...............ccccccoiiii. 193
Table 4.44: Coefficients in Holries & Nicholls’ (1989) Model .............cc.o e, 196
Table 4.45: Coefficients in Holries’ et al (1989) Model .............coccoii i 197
Table 4.46: Cotrelates With Fir ancial Reporting Practices .........c.c.coooi i, 200
Table 5.1: Time Taken To Coir plete Survey Instrument.............ccocociiiiiiiiiiiiis 226
Table 5.2: Willingness To Cooy erate Further in Study .........cccocvevviiiiiiiiiicc e, 226
Table 5.3: Truncation of Best Financial Practice Datafile .............c....cccocccvviiiiiiviiien. 228
Table 5.4: Descriptors for Asso :iations 3etween Variables ...................cccooocee, 230
Table 6.1: Enterprise Size Distiibution for Study Sample.........cccooiiiiviii e 245
Table 6.2: Financing Beliefs in Study Sample...........ccocviviiii e, 270
Table 6.3: Fund Raising Succe s in Study Sample .....ccccooooiiiiieiiiiiiie e 278
Table 6.4: Financial Reporting 0 FINANCIEIS........oooiiiiiiiiie e 280
Table 6.5: Associated Financia Reporting to Financiers............coccoooiiiiiiieenn, 281
Table 6.6: Recent Finance Starf Training.........occcoriiiiioi e 287
Table 6.7: Associated Financia Training for Finance Staff ...............ccccooiiii e 288
Table 6.8: External Financial Adviser ServiCes.........oocevoiiieeeciieciiie e, reeeaaan 292
Table 6.9: Associated Historice | Financ al Reporting............occoveceiiiiiiiiiien e 301
Table 7.1: Eigen Values for En erprise Characteristic Components...........cc...ccccoooevvee..n. 322
Table 7.2: Loadings for Enterp ise Characteristics ............cooovvviiiiiiiiiiiiiiiiie 324



XVii

Table 7.3: Eigen Values for Fin:incial Management Characteristic Components............ 334
Table 7.4: Loadings for Financi:| Management Characteristics................cccccocveirienrne 335
Table 7.4 (cont.): Loadings for F inancial Management Characteristics........................... 336
Table 7.5: Loadings for Financi:| Reporting Practices ............ccocoeeeiiiiicieniiec 344
Table 7.6: Associations Betwee Financial Reporting and Business Context ................. 345
Table 7.7: Logistic Regression Models for Financial Reporting Practices ....................... 349
Table 7.8: Goodness-of-Fit for Financial Reporting Models.....................cccooc, 352
Table 7.9: Classification Succes s for Financial Reporting Models................................. 354
Table 7.10: Logistic Regression Models for Past Sales Growth............................. e 357
Table 7.11: Goodness-of-Fit for Past Sales Growth Models..................... 360
Table 7.12: Classification Succe:ss for Past Sales Growth Models ................ccccooiie 361
Table 7.13: Logistic Regression Models for Anticipated Sales Growth .......................... 363
Table 7.14: Goodness-of-Fit for Anticipated Sales Growth Models........................... 365
Table 7.15: Classification Succe:ss for Anticipated Sales Growth Models....................... 365
Table 7.16: Logistic Regression Models for Annual Sales Turnover..........c..ccocceeveene 368
Table 7.17: Goodness-of-Fit for Annual Sales Turnover Models ..............cccc oo, 371
Table 7.18: Classification Succe:ss for Annual Sales Turnover Models...............c.cceeeee. 371
Table 7.19: Logistic Regressior Models for Profitability ...............occooocoiii e 372
Tabie 7.20: Goodness-of-Fit for Profitability Models ...........c.coocceiiiiiiiic e 374
Table 7.21: Classification Succi:ss for Profitability Models...........cccccoooiiviie 375
Table 7.22: Logistic Regressior Models for Liquidity Crisis Experience.......................... 376
Table 7.23: Goodness-of-Fit for Liquidity Crisis Models ...........cccccovoviiiiieiiiiieel 378

Table 7.24: Classification Succ :ss for L quidity Crisis Models..............cccoeceiiiiiiiiiieel 378





