CHAPTER 6: DESCRIPTIVE FINDINGS OF THE RESEARCH STUDY

6.1 Introduction

This sixth chapter of the thesis is primarily concerned with detailed description of the
research sample of smaller ma wufacturing enterprises legally organised as proprietary
companies. This is done throug h textual, tabular and graphical presentations of values
for the various study variables. Of particular interest are, of course, the actual enterprise
characteristics, financial manatjement characteristics, financial reporting practices and
growth and performance outco nes of enterprises responding to the Best Financial
Practice survey. Also of interest are how representative of the relevant population the
study sample appears to be; ar.d how well the sample suits the stated purposes of the
research described in this thes s.

The chapter first examin 2s various sub-groups of variables that together make up
the enterprise characteristics g-ouping. These sub-groups are enterprise size, enterprise
age, manufacturing sub-sector geographical location, manufacturing complexity, export
commitment, owner-managem ant, strategic planning, strategic management, growth
commitment and growth const: aints. The chapter then goes on to describe various sub-
groups of variables which constitute the financial management characteristics grouping.
These sub-groups are financia systems. financial audit, business financing, financial
reporting to financiers, financier relationships, internal financial advice, external financial
advice, financial decision-mak ng and financial systems review. There follows a
presentation of findings on fin¢ ncial reporting practices in the study sample as reflected
in variables capturing historicel financial reporting, future-oriented financial reporting and
historical financial statement znalysis. Finally, the chapter details the business growth
and performance outcomes ac hieved by enterprises in the study sample.

While the principal purpose of this chapter is description of the research sample,
associations between the stud s variables and enterprise size in employment terms are
nevertheless explored. This tr:atment reflects particular interest in enterprise size, so
measured, in this research. A< sociations between logically related variables within sub-
groups (for example, export ir volvement and export development planning) are also
examined to some extent in tt is chapter. In the main, other associations between study
variables are considered in a nultivariate context in the next chapter of the thesis. Note
that only statistics considered essential for adequate description of the research study
findings are actually presented] in this chapter. Some useful additional descriptive
statistics are included in Appendix C to the thesis.



245

6.2 Enterprise Characteristic::

6.2.1 Enterprise Size

The enterprise size groupings r zpresented in the study sample are shown in the table
below and in Figure 6.1 (data for an ordinal study variable EMPLOYS indicating number
of full-time employee equivaler ts based on responses to Question 1 in the survey

instrument):

Table 6.1: Entetprise Size Distribution for Study Sample

Elrlr::;::ryneees Frequency  Per Cent Cug::_"g;‘gi

O0to 10 188 17.9 17.9

11to 20 267 264 43.3

21 to 50 383 36.5 79.8

51 to 100 132 12.6 92.4

101 to 300 80 7.6 100.0
Tc tal 1050 100.0

Figure 6. |: Enterprise Size in Study Sample
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The modal and median enterp ise size grouping is 21-50 full-time employees. A nominal
study variable SME, based on responszs to Question 1 in the survey instrument,
indicates that both small enter rises with up to 100 full-time employees and medium-

sized enterprises with 101-30C full-time: employees are represented in the study sample.
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No attempt is made to compare t1e size distribution of enterprises in the study
sample with that in the manufa turing population at the time of the survey because, as
indicated in Chapter 5 of the th zsis, the sampling procedure was deliberately designed
to skew the distribution away from the very smallest concerns. The Best Financial
Practice study report (Australia 1 Manufacturing Council, 1996, p. 78) indicates that the
grouping of enterprises with fevser than 20 employees was ‘reduced to 40 per cent of the
sample (partly by removing firr s with fewer than six employees), with the remaining
size groups adjusted upwards « ommensurately’. A further impediment to comparison of
the study sample with the relevant population is the fact that official statistics on the
manufacturing sector provided by the Australian Bureau of Statistics, and by other
federal government agencies, lo not include enterprise size ranges corresponding to
those used in the Best Financil Practice survey.

Note that, since it is esse:ntially a reflection of output, annual sales turnover
(obtained in response to Quest on 4 in the survey instrument) is treated in this research
as an indicator of enterprise pe rformance, rather than as an enterprise size measure.
Data for this study variable are presentad later in the chapter when considering

performance amongst respondznts to the survey.

6.2.2 Enterprise Age
Having established, especially in Chapter 2 of the thesis, the potential explanatory
importance of enterprise age il research such as the present study, this key variable is
unfortunately not included in tt e descriptive evidence and analysis presented in this
chapter and the next. The que:tion intended to establish enterprise age in the instrument
used in the Best Financial Pra::tices survey (see Question 14 in the questionnaire
reproduced in Appendix B to tfie thesis) is sufficiently flawed that responses to it cannot
be relied upon.

The enterprise age question asks ‘For how long has the current proprietor owned
the business?’. A single resporise is sought from amongst the following alternatives: 0-2
years, 3-5 years, 5-10 years, riore than 10 years, since formation, and not applicable
(for example, in the case of a :ooperative). The response ‘since formation’ is clearly not
mutually exclusive of the earli »r alternatives. No defensible assumption(s) can be made
that will make responses to Quiestion 14 useable. And, since it is given 357 times
amongst the 1,050 cases ultirr ately us=d in this research, the ‘since formation’ response
cannot simply be either ignore 1 or used exclusively. No other indication of enterprise
age for respondents is availat e from the Best Financial Practices survey findings. This,
of course, becomes a significe nt limitation of the present research. Most particularly, it is
not possible to reliably classify respondent businesses into stages of the Hanks et al.
(1993) enterprise life-cycle mc del exammined in Chapter 2 of the thesis. Recall that both

enterprise size and enterprise age musit be known for this purpose.
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6.2.3 Manufacturing Sub-Sec or

The manufacturing sub-sectors (that is, sub-divisions according to ANZSIC terminology)
represented in the study sampl! : are shown in the figure below (data for a nominal study
variable ANZSIC indicating 2-d git ANZ31C code based on responses to Question 3 in

the survey instrument):

Figure 6.2 Manufacturing Sub-Sectors in Study Sample

Machinery, ¢ tc. Other manufacturing
- 2

13.1%

Food, etc.

7.3%

Metal products

23.8% Textiles, etc.

11.2%

Wood products, etc.

Non-metallic mine: al
2.19, 7.3%

{
Petrol um, etc‘f

6.8% 10.3%

Printing, etc.

AN ZSIC Manufacturing Sub-Sector Full Titles

St rvey Instrurient Question 3, Appendix B

It can be seen that alil ANZSIC manufacturing sub-sectors are represented in the study
sample. However, a Chi-Squar 2 test comparing the distribution of enterprises in the
study sample over manufactur ng sub-sectors with the corresponding distribution of
establishments in Australia’s a \nual mainufacturing survey for 1993-94 — the last such
survey for which humbers of e:stablishments are reported (Australian Bureau of
Statistics, 1996g) — leads to re ection o the hypothesis that the distributions are similar
(n=1,050, ¥*=82.290, df=8, p<(1.000).

A more detailed breakdc wn of the study sample into ANZSIC groups is presented
in Appendix C to the thesis (see C1 Menufacturing Group; data for nominal study
variable ANZSICGP indicating 3-digit ANZSIC code based on responses to Question 3
in the survey instrument). Only ANZSIC groups 214 Qils & Fats and 219 Tobacco
Products are not represented ¢ 1 all in the study sample. Sparse cells prohibit a further
Chi-Square test of distribution at the 3-digit ANZSIC code level. Beyond this point in the
thesis, all analysis is at the 2-cigit ANZSIC code level.

A full dissection of the s udy sample by manufacturing sub-sector and enterprise
size groupings is presented in Appendix C to the thesis (see C2 Enterprise Size and
Manufacturing Sub-Sector). Tt e minimum number of enterprises in any one enterprise

size by manufacturing sub-sector cell is two, and enterprise numbers are five or more in
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all but four cells. Recall from Capter 5 that the Best Financial Practice study report
{Australian Manufacturing Council, 1996, p. 78) claims, for the 12 industry categories
and 4 size categories used in initial sampling, that ‘Responses were sufficient in each of
the 48 cells (industry by size) to be taken as reflecting the full populaticn’. The data
required to confirm the validity of this conclusion are not available to the present study.
However, the findings already |resented above must create some misgivings about the
full representivity of the study «ample for Australian manufacturing SMEs.

A clearer view of the rel: tionship in the study sample between enterprise size and
manufacturing sub-sector is provided in the figure below (data for study variables
EMPLOYS and ANZSIC):

Figure 6.3 Enterorise Size and Manufacturing Sub-Sector
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In all but one manufacturing st b-sector, the modal/median enterprise size grouping is
21-50 full-time employees — which is the modal/median grouping for the whole study
sample. A Kruskal-Wallis one- vay analysis of variance suggests that median enterprise
size does not vary with statistical significance between manufacturing sub-sectors
(n=1,050, H=14.642, df=8, p=(1.066). However, a Chi-Square test indicates that
enterprise size distributions dc vary with statistical significance between manufacturing
sub-sectors (n=1,050, ¥°=58.2:16, df=32, p=0.003). Medium-sized enterprises are
represented in alf manufacturing sub-sectors, with the minimum number being two and
the minimum proportion being 3.7 per cent (compared with 7.6 per cent for the whole
study sample). A Chi-Square 1 2st reveals that the proportions of small enterprises and
medium-sized enterprises van with statistical significance between manufacturing sub-

sectars (n=1,050, ¥*=27.027, =8, p=0.001).
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6.2.4 Geographical Location

The Australian geographical locations represented in the study sample are indicated in
the figure below (data for a noriinal study variable STATE indicating postcode included
in their mailing address by resp ondents expressing, at the close of the survey
instrument, a wish to eventuall receive a copy of the Best Financial Practice study

report):

Figure 6.4 States/Territories in Study Sample
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it can be seen that all of Austrelia’s Stales and Territories are represented in the study
sample. Given their size and o'vnership/control structure, it is likely that most, if not all,
of the respondent enterprises are single location operations.

Omitting 91 cases (8.7 p ar cent cf the study sample) for which a postcode is not
available, a Chi-Square test co nparing the distribution of remaining enterprises in the
study sample over States and ““erritories with the corresponding distribution of
establishments in Australia’s ar nual manufacturing survey for 1993-94 — the last such
survey for which nhumbers of establishir ents are reported (Australian Bureau of
Statistics, 1996g) — leads to rejaction of the hypothesis that the distributions are similar
(n=959, ¥?=73.153, df=6, p<0.C00). It would appear that Queensland, South Australia,
Western Australia and Tasman a are unider represented in the study sample, and New
South Wales (including Austral an Capiial Territory) and Victoria are over represented.
Obviously, caution must be exercised in relation to these findings because of the high
proportion of cases for which g :ographical location data is unavailable.

A Kruskal-Wallis one-wa/ analysis of variance suggests that median enterprise
size in the study sample varies with statistical significance between the States and
Territories in Australia (n=959, H=14.0¢8, df=6, p=0.029). Respondents from Tasmania
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have the highest mean rank in amployment terms. Tasmania is followed by Queensland,
Victoria, New South Wales (including Australian Capital Territory), Western Australia,
South Australia and Northern T arritory in this order. Medium-sized enterprises are
represented in all geographical locations except the Northern Territory. There is only one
medium-sized respondent from Tasmania. Sparse cells prohibit a statistical comparison
using a Chi-Square test of prof ortions of small enterprises and medium-sized
enterprises in the various geog -aphical locations.

It should be noted that 01ly New South Wales (including Australian Capital
Territory) and Victoria have substantial numbers of enterprises in all manufacturing sub-
sectors. South Australia, Tasm ania and the Northern Territory have no representation in

some manufacturing sub-sectos.

6.2.5 Manufacturing Comple;:ity
The level of complexity of mar ufacturing operations for enterprises in the study sample
is shown in the figure below (d:ta for a nominal study variable COMPLEX based on

responses to Question 5 in the survey instrument):

Figure 6.5 Mar ufacturing Complexity in Study Sample
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The study sample clearly spar s the range of identified circumstances regarding
manufacturing complexity.

A Kruskal-Wallis one-w:ty analysis of variance indicates that median enterprise
size in the study sample varie s with statistical significance between the categories of
manufacturing complexity (n=1,037, H=24.408, df=5, p<0.000). Respondents producing
many products comprising meny comngonents have the highest mean rank in

employment terms; and they ¢ re followed by many products comprising few
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components, jobbing shop, and few products comprising many components in this order.
A clearer view of the refationsh p in the study sample between enterprise size and
manufacturing complexity is provided ir the figure below (data for study variables
EMPLOYS and COMPLEX):

Figure 6.6 Enterprise Size and Manufacturing Complexity
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Medium-sized enterprises are ‘epresented in all categories of manufacturing complexity.
Omitting 13 cases which do nct indicate manufacturing compiexity, a Chi-Square test
comparing the remaining proportions of small enterprises and medium-sized enterprises
in the various categories of me nufacturing complexity reveals that the proportions are
not dissimilar (n=1,037, ¥°=9.834, df=5, p=0.078).

6.2.6 Export Commitment

Whether or not enterprises in the study sample are involved in exporting from Australia
is indicated by data for a nomi1al study variable EXPORT based on responses to
Question 7 in the survey instrt ment. Exporters comprise 48.1 per cent of respondents to
the EBest Financial Practice sutvey. This proportion initially appears to be quite high
when compared to available o ficial stetistics on the SME sector. For example, in the
Australian federal government s 1995 Business Longitudinal Study of employing
businesses of various sizes, tt e overall proportion of exporters is 3.9 per cent for all
busiresses and 14.2 per cent or all manufacturing concerns (Industry Commission &
Department of Industry, Scien:e and Tourism, 1997). However, in the Business
Longitudinal Study the proport:on of manufacturers with 20 to 99 employees that export
is 34.0 per cent; and this prop srtion is zven higher at 66.2 per cent for manufacturers
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with 100 employees or more. Thus, it would seem that, at just less than half of the study
sample, the apparently high proportion of respondents that export may be substantially
due to the enterprise size distri sution being deliberately skewed away from the very
smallest manufacturers during sampling for the Best Financial Practice survey.

The enterprise size distrioutions for non-exporters and exporters in the present
study sample are shown in the figure below (data for study variables EMPLOYS and
EXPORT):

Figure 6.7: E (port Involvement and Enterprise Size
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For non-exporters, the modal ¢ nterprise size grouping is 21-50 full-time employees and
the median grouping is 11-20 f Jll-time employees. For exporters, the modal and median
enterprise size grouping is 21-:50 full-tirme employees. It is not possible to validly
compare these findings with thase of the Australian federal government’s 1995 Business
Longitudinal Study (or data fro n other official sources) because of the deliberately
skewed nature of the present cata as far as enterprise size is concerned, and due to
differences in enterprise size r.inges used.

A Mann-Whitney test su jgests that median enterprise size in the study sample
varies with statistical significar ce between non-exporters and exporters, with the latter
typically being larger (n=1,050 U=105,814.000, p<0.000). Amongst small enterprises in
the study sample, 46.8 per cert are exporters; whereas, amongst medium-sized
enterprises, 63.8. per cent are exporters. A Chi-Square test comparing the proportions of
expotters and non-exporters a nongst small enterprises and medium-sized enterprises in
the study sample indicates tha. the prooortions are not similar (n=1,050, ¥*=8.501, di=1,
p=0.004).
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A Chi-Square test reveals that the proportion of exporters varies with statistical
significance between manufact iring sub-sectors (n=1,050, ¥*=68.502, df=8, p<0.000). A
further Chi-Square test compar ng the proportions of exporters in the various
manufacturing sub-sectors in tt e study sample with the corresponding proportions in the
Australian federal government’ s 1995 Business Longitudinal Study leads to rejection of
the hypothesis that the proportions are similar (n=505, ¥*=113.253, df=8, p<0.000). This
finding is not surprising given earlier conments on the skewed nature of the study
sample as regards enterprise s ze, and on apparent linkages between enterprise size
and both manufacturing sub-se ctor and export involvement.

Whether or not enterpris 3s in the study sample have plans for development of
export markets in the ensuing t ~vo to three years is indicated by data for a nominal study
variable EXPDEV based on res ponses 10 part of Question 22 in the survey instrument.
Overall, those with export mart et development plans comprise 38.9 per cent of
respondents to the Best Financial Practice survey. Amongst those already exporting,
62.0 per cent have plans for fu ther export market development; whereas amongst non-
exporters only 17.4 per cent have export market development plans. A Chi-Square test
comparing the proportions with or without export development plans amongst exporters
and non-exporters in the study sample suggests that the proportions are not similar
(n=1,050, ¥*>=218.957, df=1, p<0.000).

A Mann-Whitney test incicates that median enterprise size in the study sample
varies with statistical significan e betwe:en those with export market development plans
and those without, the former t'pically being larger (n=1,050, U=102,453.000, p<0.000).
Amongst small enterprises in the study sample, 37.6 per cent have export market
development plans; whereas, ¢ mongst medium-sized enterprises, 53.8. per cent have
export market development ple ns. A Chi-Square test comparing the proportions with or
without export market developrnent plans amongst small enterprises and medium-sized
enterprises in the study sample reveals that the proportions are not similar {(n=1,050,
¥*=8.084, df=1, p=0.004).

6.2.7 Owner-Management

The extent of participation of o vners in management of enterprises in the study sample
is shown in Figure 6.8 on the n:xt page (data for an ordinal study variable OWNMANAG
based on responses to Questicn 15 in the survey instrument).
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Figure 6.8: Owner-Management in Study Sample
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This study is primarily concern ad with financial reporting for the benefit of those parties
making financial management decisions about a business from within. These most
obviously include owner-mana jers, non-ranaging owners and managers who are not
owners. The diagram above in licates that enterprises responding to the Best Financial
Practices survey are overwhel ningly owner-managed concerns. Qwners of just over 88
per cent of businesses are rep >rted to be involved in day-to-day operations; and owners
of nearly 98 per cent of businesses are apparently involved in at least key decisions.

A Kruskal-Wallis one-w: y analysis of variance suggests that owner participation in
management decreases with statistical significance as enterprise size increases
(n=1,050, H=17.484, df=2, p<(1.000). In other words, owners appear to gradually
withdraw from day-to-day mar agemen: activities as their enterprises grow. Not
surprisingly, a Mann-Whitniey -est comparing owner participation in management
between small enterprises anc medium-sized enterprises in the study sample indicates
that it statistically varies, with ower levels of participation being more common amongst
medium-sized enterprises (n=1,050, U=35,785.000, p=0.039).

Decision-making undert aken by cwners of SMEs legally organised as proprietary
companies could be influence 1 by the presence of an external member on the Board of
Directors who may have been put in place to protect the interests of mainly debt
providers. This presence can e an effective constraint on the independence of smailler
enterprise owner-managers, e specially as regards strategic decisions. Whether or not
enterprises in the study sampl 2 have external directors on their Boards is indicated by
data for a nominal study variaale EXD RECT based on responses to Question 16 in the
survey instrument. Omitting 9 2 cases which did not answer Question 16, those with an

external director comprise 26. 3 per cent of remaining respondents. Where owners are
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involved in day-to-day operatios, only 22.9 per cent of respondents have an external
director. This proportion rises to 52.7 per cent where owners are simply involved in
making key decisions, and to 6.9 per cent when owners have little or no involvement in
their businesses. A Mann-Whit ey test reveals that the presence of an external director
becornes more likely in the stuly sample as owners become less involved in
management (n=958, U=74,381.500, p-z0.000).

A Mann-Whitney test surjgests that the presence of an external director varies
with statistical significance bet\veen enterprise size groupings in the study sample, with
larger concerns being more like:ly to have an external director (n=958, U=77,136.500,
p=0.001). Amongst smalil entetorises in the study sample, 24.9 per cent have external
directors; whereas, amongst m adium-sized enterprises, 47.3 per cent have external
directors. A Chi-Square test co nparing the proportions of those with an external director
and those without amongst sm ill enterprises and medium-sized enterprises in the study
sample leads to rejection of the: hypothesis that the proportions are similar (n=958,
¥*=17.557, df=1, p<0.000).

Later in this chapter, wh::n examining financial management characteristics
amongst respondents to the strvey, consideration is given to whether owners of
enterprises in the study sampl¢ appear to make key financial decisions themselves.
Attention is also paid to the ex ent to which owners are evidently influenced in their
financial decision-making by ir ternal and external financial advisers.

6.2.8 Strategic Planning

One available indication of strategic planning orientation amongst respondents to the
Best Financial Practice survey is whether or not enterprises in the study sample have
written organisational goals. A:cording to data for a nominal study variable WRITGOAL
based on responses to part of Question 21 in the survey instrument, 42.8 per cent of
those enterprises responding 1> the question have written organisational goals. Data for
a norninai study variable BUSI’LAN, based on responses to part of Question 21 in the
survey instrument, indicate the t 34.8 per cent of those responding to the question have a
written business plan extendin j beyond 12 months into the future. Finally, data for a
nominal study variable FINPL.AN, based on responses to part of Question 21 in the
survey instrument, reveal that 72.5 per cent of those responding to the question have a
formal financial plan or budge .

There appears to be a rioderate to strong, statistically significant association
between having written organisational goals and having a written business plan (n=966,
Cramér's V=0.553, p<0.000). The asscciation between having written organisational
goals and having a financial p an is weak but statistically significant (n=964, Cramér's
V=0.311, p<0.000); and that batween having a written business plan and having a
financial plan is similarly weal but statistically significant (n=975, Cramér's V=0.305,
p<0.000). Of over 900 enterpr ses responding to all three parts of Question 21, around
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one-quarter have written organ sational goals and a written business plan and a financial
plan. A series of Mann-Whitne' tests indicates that larger enterprises in the study
sample are more likely to have written organisational goals (n=971, U=83,650.000,
p<0.000) or a written business >lan (n=%36, U=85,755.000, p<0.000) or a financial plan
(n=1,031, U=78,856.000, p<0.( 00).

The proportion with writt:n organisational goals is 40.2 per cent for small
enterprises in the study sample, and 74.7 per cent for medium-sized enterprises. A Chi-
Square test reveals that having written organisational goals varies with statistical
significance between small ent :rprises and medium-sized enterprises (n=971,
x*=33.616, df=1, p<0.000). For having a written business plan, the proportions for small
enterprises and medium-sized :nterprises are 32.9 per cent and 57.1 per cent
respectively; and a Chi-Square test suggests a statistically significant difference
between small enterprises and medium -sized enterprises (n=986, ¥*=18.401, di=1,
p<0.000). Finally, for having a inancial plan, the proportions for small enterprises and
medium-sized enterprises are ©'0.9 per cent and 91.0 per cent respectively; and a Chi-
Square test indicates that a sta:istically significant difference exists between small
enterprises and medium-sized 2nterprises (n=1,031, x*=14.583, df=1, p<0.000).

A limited comparison of he findings above on incidence of written business plans
can be made with what was discovered in the Australian federal government’s 1995
Business Longitudinal Study (Industry Commission & Department of Industry, Science
and Tourism, 1997). In the latter investigation, the overall proportion with a documented
business plan is 15.6 per cent for all businesses and 17.2 per cent for all manufacturing
concerns. For manufacturing e rterprises, the proportions with a documented business
plan for various enterprise size ranges were as follows: 8.8 per cent for 1-4 employees,
15.3 per cent for 5-19 employe 3s, 39.7 per cent for 20-99 employees, and 67.1 per cent
for 100 or more employees. Cl:arly, the: likelihood of having a business plan increases
substantially with enterprise size as in the present study. Given that the present data are
deliberately skewed towards la ger enterprises, the proportions with a business plan are
roughly similar between the two studies. A more formal comparison cannot be made
because of the skewed nature f the present data as regards enterprise size, and due to

differences in enterprise size re nges uszd.

6.2.9 Strategic Management
An indication of strategic manz gement amongst respondents to the Best Financial
Practice survey is provided by answers to a question in the research instrument asking
whether the financial impact of certain risks associated with changes in the business
environment, as detailed belov, have been identified and quantified:

¢ Changes to environmental legislation.

¢ Changes to tariffs.

¢ Changes to taxation legislation.
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¢ Failure of a major custorier.

¢ Increase in interest rates

» Foreign exchange rate fl ictuations.

e Technological obsolesce 1ce.

e Product obsolescence.

¢ Industrial disputes.

e Occupational health and safety issues.

* Increasing raw materials costs.

¢ Interruption to supply of -aw materials.

e Lack of finance.
It could be argued that, in general, the greater the internal awareness of such risks in a
business'’s environment, the mre strategic the approach to management can possibly
be. Of course, there must also be some form of responsiveness to these environmental
challenges where they are matzrial.

The ordinal study variab e ENVIRAWR, imperfectly reflecting awareness of the
business environment amongs: respondents to the Best Financial Practice survey, is
based on responses to Questic n 23 in the survey instrument as follows. Where an
environmental risk is consider 2d relevant by a respondent, but the financial impact is
not identified or quantified, the enterprise has been scored 0 for the risk in question. If
the financial impact is identifie 1 but not quantified, the enterprise has been scored 1. {f
the financial impact is identifie d and quantified, the enterprise has been scored 2. If,
after due reflection, the enviro 1mental risk is not considered relevant by a respondent,
the enterprise has been scored 2 on th2 grounds that it has done as much as is
necessary. The scores for all - 3 environmental risks presented have been summed for
each enterprise, yielding an o\ erall score with minimum 0 and maximum 26. Finally, the
interval scores have been groiiped as follows: 0 to 5 classed as low awareness, 6-10
classed as low to moderate avareness, 11 to 15 classed as moderate awareness, 16-20
classed as moderate to high awvareness, and 20 to 26 classed as high awareness. Thus
measured, awareness of the t usiness environment on the part of enterprises in the
study sample is shown in FigLre 6.9 on the next page (data for study variable
ENVIRAWR). Notice that ‘moderate’ is. the modal and median category of business
environment awareness amor gst respandents. Note also the relativety high proportion of
missing cases.

A Kruskal-Wallis one-way analysis of variance reveals that awareness of the
business environment does not vary with statistical significance between enterprise size
groupings (n=849, H=2.262, cf=4, p=C.688). Furthermore, a Mann-Whitney test
suggests that awareness of th2 business environment does not seem to differ
statistically between small enterprises and medium-sized enterprises (n=849,
U=25,249.000, p=0.612).
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Figure 6.9: Business Environment Awareness in Study Sample
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Another indication of stre tegic management amongst respondents to the Best
Financial Practice survey is prcvided by answers to a question in the research
instrument asking how far ahee d planning is undertaken for significant investments in
fixed assets such as plant, equ pment, land, buildings, etc. By definition, such outlays
are strategic in their intent as they determine the future production capability of the
business, and thus its ability to respond to emerging market opportunities. It could be
argued that, in general, the further ahead such opportunities are anticipated and
prepared for, the more strategi: the approach to management being employed. It is
necessary, of course, to bear ir: mind differences in rates of technological and
commercial change between ir dustries/products/markets. Planning horizons for fixed
asset investments of enterprise s in the study sample are shown in Figure 6.10 on the
next page (data for an ordinal < tudy variable INVHORIZ based on responses to Question
25 in the survey instrument). T e modal and median planning horizon for fixed asset
investments is 6 to 12 months, suggest ng some short-sightedness as far as strategic
vision is concerned. It has alre 1dy been observed in earlier chapters of the thesis that
this short-term orientation is fa from uncommon amongst small and medium-sized
enterprises around the world.

A Kruskal-Wallis one-wey analysis of variance indicates that the investment
planning horizon for fixed asses is stat stically longest amongst respondents with
moderate or moderate to high iwareness of the business environment (n=842, H=9.785,
df=4, p=0.044). A further Krusl al-Wallis one-way analysis of variance reveals that
median enterprise size in the s:udy sample varies with statistical significance between

different planning horizons, wit" larger anterprises generally appearing to plan further
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ahead (n=1,033, H=54.484, df- 5, p<0.C00). A Mann-Whitney test suggests that the fixed
asset planning horizon for med um-sized enterprises is statistically longer than that for
small enterprises (n=1,050, U=32,245.500, p=0.010).

Figure 6.10: Inve stment Planning Horizon in Study Sample

6to 12 mc nths

1to2years

17.8%

;;;;;

1 to 6 months

More than 2 years

25.0%

12.6%

N

| 'L

Less than 1 manth

\ Not answered
c 59 1.6%
£ . o

No plans

12.0%

A further indication of st ategic management amongst respondents to the Best
Financial Practice survey is provided by answers to a question in the research
instrument asking for an opinic n on whether performance for the particular business
being considered depends largely on external factors. On the basis of the relevant
strategic management literatur 2 reviewed earlier in the thesis, it might be expected that
respondents in some agreeme 1t with the proposition could be less proactive and more
reactive in management style 1s significant circumstances in their businesses’
environment change for the be tter or worse. On the other hand, where internal factors
are considered to be most inflt ential on business performance, a more proactive and
less reactive management stylz could be in evidence. In short, management could be
loosely described as more or l:ss ‘strategic’ depending on the perceived relative
importance of internal and ext::rnal influences on business performance.

The ordinal study variatle EXTERNAL, reflecting beliefs about the relative
importance of external and int :rnal influences on business performance amongst
respondents to the Best Finan sial Practice survey, is based on responses to part of
Question 53 in the survey instiument. These beliefs in the study sample are revealed in
Figure 6.11 on the next page. The mocdlal response category is ‘agree’, although the
median category is ‘neither ag-ee, nor disagree’. Thus, on balance, the survey response
is skewed towards agreement with the proposition that business performance depends

largely on external factors.
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Figure 6.11: Influence s on Business Performance in Study Sample
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Mann-Whitney tests indi-:ate that beliefs about the relative importance of external
and internal influences on businiess performance vary with statistical significance
between respondents that have a written business plan and those which do not (n=979,
U=96,677.000, p=0.003) or bet veen respondents that have a financial plan and those
which do not (n=1,022, U=93,218.000, p=0.010). In each case, undertaking planning
seems associated with greater emphasis on internal factors — thus supporting the earlier
contention that, where internal factors are considered to be most influential on business
performance, a more proactive and less reactive management style could be in
evidence.

Curiously, a Kruskal-Walis one-\wvay analysis of variance reveals that beliefs
about the relative importance of external and internal influences on business
performance are not related in a statist cally significant manner to awareness of the
business environment (n=843, H=4.418, df=4, p=0.352). However, a further Kruskal-
Wallis one-way analysis of var ance suggests that beliefs about the relative importarce
of external and internal influences on business performance are related in a somewhat
complex manner to investmen: planning horizon (n=1,024, H=33.238, df=5, p<0.000).

A Kruskal-Wallis one-we y analysis of variance indicates that beliefs about the
relative importance of externa and internal influences on business performance vary
with statistical significance bet seen enterprise size groupings, with larger enterprises
generally appearing to place niore emphasis on internal factors (n=1,041, H=13.852,
df=4, p=0.008). However, a M ann-Whitney test reveals that beliefs about the relative
importance of external and int zrnal influences on business performance do not vary with
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statistical significance between small enterprises and medium-sized enterprises in the
study sample (n=1,041, U=34,- 99.000, p=0.089).

A final indication of strat :gic maragement amongst respondents to the Best
Financial Practice survey is prcvided by answers to a question in the research
instrument asking whether all szctions of the business work as a team 1o achieve the
organisation’s goals. The relev-int strategic management literature suggests that
management can only be cons dered truly ‘strategic’ if it is effective in engendering a
strong goal orientation and teainwork within the organisation. The ordinal study variable
STRATEAM, reflecting beliefs about goal orientation and teamwork within collaborating
SMEs, is based on responses t> part of Question 27 in the survey instrument. These

beliefs are revealed in the figuie below:

Figure 6.12: Or janisational Teamwork in Study Sample

N

N

,//’/
.

//////,://

N

%

No

_

,«y/
i
_

72

12.8%

Not answered

2.6%

Departme its work as ‘eam to achieve organisation's goals?

The modal and median response category is ‘yes’ — suggesting considerable confidence
in the goal orientation and tear work achieved in respondent businesses.

Kruskal-Wallis one-way inalyses of variance suggest that beliefs about goal
orientation and teamwork in th : study sample are related in a statistically significant
manner to awareness of the bt siness environment (n=838, H=15.936, df=2, p<0.000) or
investment planning horizon (r=1,011, H=11.251, df=2, p=0.004). Respondents with
greater perceived goal orientalion and -eamwork appear more sensitive to the business
environment, and they seem to: have lcnger fixed asset planning horizons. A Kruskal-
Wallis one-way analysis of var ance indicates that beliefs about goal orientation and
teamwork are not statistically rzlated tc beliefs about the relative importance of external

and internal influences on business petformance (n=1,015, H=1.025, df=2, p=0.599).
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A Kruskal-Wallis one-wa / analysis of variance reveals that beliefs about goal
orientation and teamwork vary with statistical significance between enterprise size
groupings, with larger enterpris 3s generally appearing to have less confidence about
goal crientation and teamwork n their organisations (n=1,023, H=23.901, df=4,
p<0.000). Furthermore, a Manr -Whitney test suggests that beliefs about goal orientation
and teamwork vary with statisti :al significance between small enterprises and medium-
sized enterprises in the study simple, with medium-sized enterprises seeming to have
less confidence in goal orientation and ieamwork in their organisations (n=1,023,
U=31,584.500, p=0.006).

6.2.10 Growth Commitment

The ultimate dependent variab es in this research are business growth and performance
outcomes achieved by enterprises in the study sample. Amongst other benchmarks,
these outcomes need to be jud jed against the underlying growth orientation of the
business concerns investigatec . The literature on business growth reviewed in Chapter 2
of the thesis suggests that grovth orientation arises from (inter alia) interaction of the
growth aspirations and commit nent of business owners with any internal or external
constraints on growth which may exist. Internal constraints on business growth can
inclucle the lifestyle preferences of owner-managers, and also their possible reluctance
to use particufar forms of debt and/or equity financing. External constraints on business
growth include any limitations -o the extent of support provided by external financiers
after reviewing an enterprise’s financial position, performance and prospects. This sub-
section of the chapter, and the next, describe a number of study variables that attempt
to capture, albeit imperfectly, these various elements of growth orientation.

The growth aspirations ¢ nd cominitment of respondent business owners and/or
owner-managers in the Best F nancial Practice survey are reflected in three study
variables detailed as follows:

¢ The extent to which bus ness growth is an explicit and importani organisational
objective is indicated by a nominal study variable GROWOBJ based on
responses to part of Quistion 11 in the survey instrument. This question asks
respondents to rank var ous objectives in order of their importance to owners. One
of the objectives identifi2d is ‘company growth’ and its rankings amongst
enterprises in the study sample are shown in Figure 6.13 on the next page.

Overall, just over one-half of respondents to the Best Financial Practice survey

rank business growth arongst their three most important organisational

objectives.

+ The extent to which gro ath is a deliberative business outcome is indicated by a
nominal study variable sROWFLAN based on responses to part of Question 22 in
the survey instrument. ""his question asks respondents to say whether they have

plans for various stratetjic developments (consolidation, contraction, expansion,
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Figure 6.13: Importance of Growth Objective in Study Sample
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etc.) in the ensuing two 1> three years. One of the planned alternatives identified
is ‘business growth’ and his is selected by 72.1 per cent of enterprises in the
study sample. Where business growth is ranked first as an organisational
objective, 87.3 per cent >f entergrises have growth plans. This proportion falls to
79.6 per cent and 79.9 par cent vihen business growth is respectively ranked
second or third as an ob ective. Even when business growth is not ranked
amongst the most impor.ant thres objectives, 61.4 per cent of enterprises still plan
to grow. A Chi-Square te st indicates that the likelihood of growth plans increases
with statistical significan :e as business growth ranks more highly as an
organisational objective (n=1,050), *=57.396, df=3, p<0.000).

The extent to which gros th is being actively pursued is indicated by a nominal
study variable GROWC.ASH based on responses to part of Question 12 in the
survey instrument. This juestion asks respondents to rank various uses for
surplus cash in order of heir imgortance. One of the uses identified is ‘retain in
company for growth’ and its rankings amongst enterprises in the study sample are
shown in Figure 6.14 on the next page. Overall, just over 90 per cent of
respondents to the Best Financiel Practice survey rank business growth amongst
their three most important uses of surplus cash. A Chi-Square test reveals that the
ranking of business groiith as a use of surplus cash increases with statistical
significance as business growth -anks more highly as an organisational objective
(n=1,050, x*=53.825, df -9, p<0.000). A further Chi-Square test suggests that the
ranking of business groi/th as a use of surplus cash increases with statistical

significance when growt1 plans exist (n=1,050, ¥°=25.961, df=3, p<0.000).



264

Figure 6.14: Impoitance of Cash for Growth in Study Sample
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A Kruskal-Wallis one-way analys s of variance indicates that larger enterprises in
the study sample have a statistically greater likelihood of ranking growth more highly as
an organisational objective (n=1,050, H=10.404, df=3, p=0.015). A Mann-Whitney test
reveals that larger enterprises n the study sample also have a statistically greater
likelihood of having growth plas (n=1,050, U=89,801.500, p<0.000). However, a
Kruskal-Wallis one-way analys s of variance suggests that enterprise size has no
bearing on ranking of business growth as a use of surplus cash (n=1,050, H=6.683,
df=3, p=0.083).

The proportion ranking Lt usiness growth amongst their three most important
organisational objectives is 52 .4 per cet for small enterprises in the study sample, and
52.5 per cent for medium-sized enterprises. Not surprisingly, a Chi-Square test indicates
no statistically significant differ=nce between small enterprises and medium-sized
enterprises (n=1,050, ¥*=1.99¢, df=3, p=0.573). For having growth plans, the proportions
for small enterprises and medi 1m-sized enterprises are 71.2 per cent and 82.5 per cent
respectively; and a Chi-Square test reveals a statistically significant difference between
small enterprises and medium- sized erterprises (n=1,050, ¥*=4.660, df=1, p=0.031).
Finally, for ranking business growth amongst the three most important uses of surplus
cash, the proportions for small enterprises and medium-sized enterprises are 90.7 per
cent and 95.0 per cent respect vely; and a Chi-Square test suggests no statistically
significant difference between small enterprises and medium-sized enterprises (n=1,050,
y’=2.121, df=3, p=0.548).
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6.2.11 Growth Constraints
The internal and external const ‘aints on business growth that may exist for enterprises
responding to the Best Financic'| Practice survey are reflected in six study variables
detailed as follows:
¢ The extent to which lifesiyle is an explicit and important organisational objective is
indicated by a nominal siudy variable LIFESTYL based on responses to part of
Question 11 in the surve s instrument. This question asks respondents to rank
various objectives in ord 3r of their importance to owners. One of the objectives
identified is ‘lifestyle’ anc its rankings amongst enterprises in the study sample are

shown in the figure belov:

Figure 6.15: Imporiance of Lifestyle Objective in Study Sample
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Overall, life-style is an i nportant concern for just less than 15 per cent of
respondents to the survi:y — indicating this is not a widespread constraint on
business growth among st those SMEs canvassed. Thus, there may be relatively
few concerns in the stucy sampl2 that are notionally in the life-style
disengagement stage of the Harks et al. (1993) enterprise life-cycle model
examined in Chapter 2 >f the thesis.

¢ The ordinal study variat le FINAICCES, reflecting beliefs about whether access to
finance is an important >onstraint on business growth amongst respondents to the
Best Financial Practice survey, is based on responses to part of Question 53 in
the survey instrument. “"hese beliefs in the study sample are revealed in Figure
6.16 on the next page. "he modal and median response category is ‘agree’. Thus,
on balance, the survey ‘esponse is skewed towards agreement with the

proposition that business growth is not constrained by limited access to finance.
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Figure 6.16: Access to Cirowth Finance in Study Sample
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* The ordinal study variab e EQTACCES, reflecting beliefs about whether access to
equity finance is an important constraint on business growth amongst respondents
to the Best Financial Pre ctice survey, is based on responses to part of Question
53 in the survey instrum 2nt. These beliefs in the study sample are revealed in the

figure below:

Figure 6.17: Access to Equity Finance in Study Sample
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The modal response category is ‘agree’, although the median category is ‘neither
agree, nor disagree'. Tl us, on balance, the survey response is skewed towards
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agreement with the proposition that business growth is not constrained by limited
access to equity finance.

The ordinal study variablz CONTROL, reflecting beliefs amongst respondents to
the Best Financial Practi :e survey about whether retaining control of an enterprise
is preferable to bringing :n other equity holders, is based on responses to part of
Question 53 in the surve s instrument. These beliefs in the study sample are
revealed in the figure be ow:

Figure 6.18: impor ance of Retaining Control in Study Sample
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The modal and median r 2sponse category is ‘agree’. Thus, on balance, the survey
response is skewed towerds agreement with the proposition that retaining control
of an enterprise is prefer able to bringing in other equity holders — indicating this
could be a widespread constraint on business growth amongst those SMEs
canvassed. Hence, there may be a relatively large number of concerns in the
study sample that are nc:ionally in the capped growth disengagement stage of the
Hanks et al. (1993) enteiprise life-cycle model examined in Chapter 2 of the
thesis.

The extent to which respondents have actually experienced difficulties when
attempting to raise exteral finance (debt or equity) is signalled by a nominal
study variable FINPROE S based on responses to Question 28(a) in the survey
instrument which indicat: whether external financing has been sought, and also
responses to Questions :'8(b), 30 and 33 that detail difficulties experienced such
as complete or partial re usal, ex:ess interest rates and/or charges, unreasonable

demands for information and/or personal guarantees, etc., etc. The experience of
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external financing proble ns amongst enterprises in the study sample is shown in

the figure below:

Figure 6.19: Exte nal Financing Problems in Study Sample
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Of those enterprises tha report Faving sought debt and/or equity financing from
outside sources, approxinately 40 per cent have experienced some type of
difficulty that could be p:rceived as a constraint on use of external funds.

* The ordinal study variab e GROWPOTL, reflecting beliefs amongst respondents
to the Best Financial Pre ctice survey about whether lenders tend to be forward
looking in focusing on enterprise growth potential rather than upon financial track
record, is based on resp >nses to part of Question 53 in the survey instrument.
These beliefs in the stucy samplz are revealed in Figure 6.20 on the next page.
The modal and median ‘esponse: category is ‘neither agree, nor disagree’.
However, on balance, tt e survey response is skewed slightly towards
disagreement with the p-oposition that lenders focus on growth potential rather
than upon financial tracl: record - indicating that short-sightedness on the part of
lenders could be a cons raint on business growth for some of the SMEs

canvassed.

A series of Kruskal-Wal is one-way analyses of variance indicates that no
statistically significant relation ships exist in the study sample between ranking of lifestyle
as an organisational objective and belizafs about access to growth finance (n=1,030,
H=4.479, df=3, p=0.214) or access to equity finance (n=1,034, H=6.114, df=3, p=0.106)
or importance of retaining con:rol (n=1,040, H=6.256, df=3, p=0.100) or lenders regard
for growth potential (n=1,037, H=7.154, df=3, p=0.067). Sparse cells prohibit statistical
evaluation using a Chi-Square test of any possible relationship between ranking of



269

lifestyle as an organisational ot jective and incidence of financing problems. There does
not appear to be a statistically < ignificant association between ranking of lifestyle as an
organisational objective and incidence cf financing problems (n=1,030, Cramér's
V=0.068, p=0.291).

Figure 6.20: Impor:ance of Growth Potential in Study Sample
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A series of Kruskal-Wallis one-way analyses of variance reveals that statistically
significant relationships do exist in the study sample between incidence of financing
problems and beliefs about acc ess to growth finance (n=949, H=87.515, df=2, p<0.000)
or access to equity finance (n=354, H=16.201, df=2, p<0.000) or importance of retaining
control (n=959, H=10.553, df=:, p=0.0C5) or lenders’ regard for growth potential (n=956,
H=10.155, df=2, p=0.006). Broadly speaking, respondents that report having had
financing problems are more lilely to believe access to finance generally is a constraint
upon business growth, and thal so too i access to equity finance. They are less likely to
believe that retaining control is preferable to bringing in other equity holders, and that
lenders focus on growth potent al rather than upon financial track record.

Associations in the study sample between beliefs about access to growth finance
generally (FINACCES), access to equity finance (EQTACCES), importance of retaining
control (CONTROL) and lende s regard for growth potential (GROWPOTL) are shown in
Table 6.2 on the next page. Int arpreting statistically significant relationships revealed in
the table, respondents who bel eve accass to finance generally is a constraint on
business growth are more likel'r to consider access to equity finance to also be limiting.
Both these types of responden s are less likely than others to believe that retaining
control is preferable to bringin¢ in other equity holders. Finally, respondents who believe
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that access to finance generally is a constraint on business growth are less likely to

believe that lenders focus on g owth potential rather than upon financial track record.

Table 6.2: Financing Beliefs in Study Sample

FINACCES EQTACCES CONTROL GROWPOTL

FINAC CES 1.000
EQTACCES 285 1.000
Kendall's tau b CONTIOL 212 190 1.000
GROWPOTL 093 025 032 1.000
FINAC CES
Statistical EQTACCES .000
significance (p) CONT:IOL .000 .000
GROW POTL .000 341 228
FINACCES 1030
Number of EQTA(CES 1022 1034
enterprises CONT:30L 1027 1033 1040
GROWPOTL 1024 1030 1036 1037

Associations in the study sample between variables reflecting internal and

external constraints on business growth and enterprise size measured in employment

terms can be summarised as follows:

A Kruskal-Wallis one-way analysis of variance suggests that larger enterprises
responding to the survey have a statistically lower likelinood of including lifestyle
amongst their three mos: highly ranked organisational objectives (n=1,050,
H=12.186, df=3, p=0.00""). Sparse cells prohibit statistical evaluation using a Chi-
Square test of any possisle differences in ranking of lifestyle as an organisational
objective between small enterprises and medium-sized enterprises. However,
there does seem to be a very weak, statistically significant association between
ranking of lifestyle as an organisational objective and classification as either a
small or a medium-sizec enterprise (n=1,050, Cramér's V=0.091, p=0.033).
Medium-sized enterprise s appear less likely to include lifestyle amongst their
three most important or¢ anisational objectives.

A Kruskal-Wallis one-wey analysis of variance indicates that there is no
statistically significant as sociation in the study sample between beliefs about
access to growth finance generally and enterprise size (n=1,030, H=2.913, df=4,
p=0.572). Furthermore, 1 Mann-Whitney test reveals no statistically significant
difference in these belie s betwean small enterprises and medium-sized
enterprises (n=1,030, U::85,610.200, p=0.416).
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o A Kruskal-Wallis one-wa s analysis of variance suggests that smaller enterprises
responding to the survey are statistically less likely to believe they could attract
further equity holders if t ey desired to do so (n=1,034, H=10.229, df=4, p=0.037).
However, a Mann-Whitn 2y test irdicates no statistically significant difference in
these beliefs between smiall enterprises and medium-sized enterprises (n=1,034,
U=83,795.000, p=0.144)

* A Kruskal-Wallis one-way analys s of variance reveals that there is no statistically
significant association in the study sample between beliefs about the importance
of retaining control of an enterprise and enterprise size (n=1,040, H=3.308, df=4,
p=0.508). Furthermore, .t Mann-Whitney test suggests no statistically significant
difference in these beliets between small enterprises and medium-sized
enterprises (n=1,040, U= 36,648.000, p=0.472).

o A Kruskal-Wallis one-wey analysis of variance indicates that smaller enterprises
in the study sample are statistically less likely to have sought external finance;
and, when they have do ie so, thay are more likely than larger concerns to have
experienced difficulties 1n=969, H=19.657, df=2, p<0.000). A Chi-Square test
reveals a statistically si¢nificant difference in incidence of financing problems
between small enterprisi:s and r edium-sized enterprises, with the former
experiencing more diffic Jities (n==969, x*=10.281, df=2, p=0.006).

¢ A Kruskal-Wallis one-we y analysis of variance suggests that larger enterprises
responding to the survev are statistically less likely to believe that lenders focus
on growth potential rather than upon financial track record (n=1,037, H=21.091,
df=4, p<0.000). Furtherrore, a Mann-Whitney test indicates a statistically
significant difference in hese beliefs between small enterprises and medium-
sized enterprises, with the latter oeing less likely to believe that lenders favour
growth potential over fir ancial track record (n=1,037, U=30,848.000, p=0.004).

Amongst these findings there s some evidence suggesting the existence in Australia of
a ‘finance gap’ for manufactur ng SMEs.

6.2.12 Enterprise Characteri stics Summary

It is evident from the findings presented in this section of the chapter that, in terms of
enterprise size, manufacturing sub-sector and geographical location in particular, the
study sample obtained from tt e Best Financial Practice survey is not strictly
representative of the populatic n of smaller manufacturing enterprises legally organised
as proprietary companies in A istralia. In the main, this is due to the enterprise size
distribution being deliberately skewed away from the very smallest concerns during
sampling for the survey. Having acknowledged this, the study sample clearly cannot be
considered poor and/or unusale by contemporary business research standards in this
country. With some justificatic n, it can be claimed to approximate the Jarger end of the

manufacturing SME spectrum comprising those concerns that are most likely to be:
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Legally organised as pro ietary companies, but still essentially owner-managed.
Growth oriented and gro'vth enabled.

Impacted by changes to inancial reporting requirements mandated by the
professional accounting hodies, Lty financiers, and by taxation and corporations

regulation authorities.

Overall then, the sample and d ata obtained can be judged to be very suitable given the

stated purposes of the researct described in the thesis.

It is also evident from the: findings presented in this section of the chapter that

enterprise size in employment erms has some explanatory potential for relevant

phenomena in the small and madium-sized enterprises investigated. Variables

considered so far relate to mar ufacturing sub-sector, geographical location,

manufacturing complexity, exp ort cornritment, owner-management, strategic planning,

strategic management, growth commitrient and growth constraints. Statistically

significant associations with en:erprise size in employment terms are evident in data

reporied for:

Manufacturing sub-sectcr.

Geographical location.

Manufacturing complexi y.

Export involvement.

Incidence of export marl:et development plans.

Extent of participation o owners in management.
Presence of an external director.

Incidence of written orge nisational goals.

Incidence of written bus ness plans.

Incidence of financial pl.ins.

Fixed asset investment slanning horizon.

Beliefs about the relativ 3 importance of external and internal influences on
business performance.

Beliefs about the level ¢f goal orientation and teamwork.
Importance of growth as an organisational objective.
Incidence of growth plarns.

Importance of lifestyle e s an organisational objective.
Beliefs about ability to ¢ ttract further equity holders.
Incidence of seeking ex ernal firancing.

Incidence of problems vihen seeking external financing.

Beliefs about lenders’ concern for growth potential versus financial track record.

Further consideration of associations tetween these variables and enterprise size forms

part of the analysis presented in the following chapter of the thesis.
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6.3 Financial Management Characteristics

6.3.1 Financial Systems
It is reasonable to expect that t! e nature and extent of both historical and future-oriented
financial reporting amongst respiondents to the Best Financial Practice survey is directly
influenced by the financial syste ms available to them for these purposes. Specifically,
the ease with which comprehensive historical financial reporting can be undertaken is
mainly determined by the avail: bility and features of a general ledger accounting
system of some sort, however { umble. Similarly, the ability to conveniently undertake
extensive future-oriented financial reporting is established by the availability and
features of some type a budget ng system, again however humble. This sub-section of
the chapter examines the financ:ial systems of both kinds reportedly in use in the study
sample.

The nominal study variatle GLACCSYS, reflecting the type of general ledger
accounting system in use (if an'') amongst respondents to the Best Financial Practice
survey, is based on responses t> part of Question 37 in the survey instrument. The

usage pattern in the study samj le is revealed in the figure below:

Figure 6.21: Gi:neral Ladger System in Study Sample
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The modal response category i1the study sample is ‘computer, standard’ indicating a
computer-based general ledget accounting system with standard (or off-the-shelf)
software. Overall, 85.7 per cen of respondents indicating they have an in-house general
ledger accounting system repoit that it is computer-based.

A Kruskal-Wallis one-wa 1 analysis of variance reveals that larger enterprises

responding to the survey are st atistically more likely to use a computer-based general
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ledger accounting system (n=1, }12, H=68.960, df=4, p<0.000). Sparse cells prohibit
statistical evaluation using a Cti-Square test of any possible difference between small
enterprises and medium-sized ¢ nterprises in their use of general ledger accounting
systems. However, there does ¢ ppear tc be a very weak, statistically significant
association between being a sm all enterprise or a medium-sized enterprise and the
general ledger accounting system in use (n=1,012, Cramér’s V=0.163, p<0.000).
Medium-sized enterprises seerr more likely to have an in-house general ledger
accounting system, and this system is more likely to be computerised and use tailored
software.

The nominal study variat le BUDGSYS, reflecting the type of budgeting system in
use (if any) amongst responder ts to the Best Financial Practice survey, is based on
responses to part of Question 37 in the survey instrument. The usage pattern in the
study sample is revealed in the figure below:

Figure 6.22: Budgeting System in Study Sample
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The modal response category in the stuLdy sample is ‘computer, standard’ indicating a
computer-based budgeting sys em with standard (or off-the-shelf) software. Overall,
64.6 per cent of respondents ir dicating they have an in-house budgeting system report
that it is computer-based. Note the substantial proportion (almost 10 per cent) of
respondents that believe a budgeting system is not applicable in their circumstances.
Sparse cells prohibit stalistical evaluation using a Chi-Square test of any possible
relationship between general le dger accounting system and budgeting system in use.
However, there does appear tc be a weak, statistically significant association between
general ledger accounting syst :m and budgeting system in use (n=885, Cramér’s

V=0.333, p<0.000). In fact, it it commor: in practice for general ledger accounting
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software to included a budgetinj facility (at least as an add-on feature). A Kruskal-Wallis
one-way analysis of variance stiggests that larger enterprises responding to the survey
are statistically more likely to u ;e a comr puter-based budgeting system (n=902,
H=64.905, df=4, p<0.000). A Ci-Squarz test indicates a statistically significant
difference in use of budgeting ¢ ystems between small enterprises and medium-sized
enterprises (n=902, x*=57.169, df=4, p<0.000). Medium-sized enterprises seem more
likely to have an in-house budcating system, and this system is more likely to be

computerised and use tailored software

6.3.2 Financial Audit
Earlier in the thesis it is pointec out that, as a precursor to initial support, or as a
condition of on-going assistanc 2, exterr al providers of finance to small and medium-
sized enterprises often require ‘hat their financial systems and reports be audited by an
independent professional audit >r. This helps to overcome the information asymmetry
typically existing between thos: within and those outside such concerns. It aiso provides
some assurance as to the vera:ity of information submitted in justification of an
application for finance. Further nore, as revealed in Chapter 3 of the thesis, the
Australian Corporations Law ce n, in specified circumstances, require a financial audit of
proprietary companies. This is darticularly so for larger private companies and/or those
that have sought external finar cing. From the viewpoint of this research, the incidence
of financial audits may be sign ficant in that they make it more likely that:
e Systems exist which fac litate at east historical financial reporting on a timely and
relevant basis.
e Generally accepted acccunting principles, and possibly promulgated accounting
standards, are applied ir historical financial reporting.
¢ Information contained in historical financial reports is reliable as a basis for sound
financial decision-makin 3.

Whether or not enterprises in the: study sample submit their financial systems and
reports to an audit is indicated by data for a nominal study variable FINAUDIT based on
responses to Question 18 in th2 survey instrument. Financial audits are apparently
undertaken for 34.9 per cent o just over one thousand respondents to the Best Financial
Practice survey answering the questior. A Mann-Whitney test reveals that median
enterprise size in the study sainple var es with statistical significance between those
audited and those not audited, with the former typically being larger (n=1,028,
U=89,123.000, p<0.000). Amcngst small enterprises in the study sample, 32.9 per cent
have financial audits; whereas amongst medium-sized enterprises, 59.5. per cent have
financial audits. A Chi-Square test comrparing the proportions of those with and without
financial audits amongst small enterprises and medium-sized enterprises in the study
sample suggests that the prop >rtions are not similar (n=1,028, y*=22.734, df=1,
p<0.000).
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6.3.3 Business Financing
Particularly in Chapter 3, but frequently elsewhere in the thesis, the important influence
that seeking external financing may have upon financial management practices in
SMEs, including their financial -eporting practices, has been emphasised. The primary
reasons for this, relating to ove coming information asymmetries typically existing
between those within and those outside such concerns, are restated in the previous sub-
section of the chapter when corisidering the incidence of financial audit in the study
sample. In this sub-section, infcrmation on the external financing experiences of
respondent enterprises is prese nted, together with data on their overall dependence on
debt versus equity financing.

The ordinal study variablz FINSEEK, indicating how recently, if at all, respondents
to the Best Financial Practice s irvey have sought external debt and/or equity finance, is
based on responses to Questio 1 28(a) in the survey instrument. The external financing

pattern in the study sample is r :vealed in the figure below:

Figure 6.23: External Financing in Study Sample
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The modal response category s ‘in last year and the median response category is ‘1 to
5 years ago’ — together sugges:ing relatively recent experience of seeking external
finance in the study sample.

A Kruskal-Wallis one-wey analysis of variance indicates that larger enterprises in
employment terms are statistically morz likely to have recently sought external financing
(n=969, H=15.843, df=4, p=0.(03). A Mann-Whitney test reveals a statistically
significant difference in incider ce of seeking external finance between small enterprises
and medium-sized enterprises in the study sample, with the latter tending to have had
more recent experience (n=96 ), U=28,858.500, p=0.050).
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The financing practices cf businesses over time are ultimately reflected in the
structure of their balance sheet ;s — specifically the relative proportions of debt and equity
funds cumulatively used. Bearing in mird discussion in Chapter 3 of the thesis, this
relativity can be seen as proxyiig, in sone senses, for the amount of influence lenders
may have over the affairs of indebted businesses, possibly including their financial
reporting practices. The ordinal study variable DTERATIO, indicating the ratio of debt to
equity in the balance sheets of -espondents to the Best Financial Practice survey, is
based on responses to Questio 1 10 in the survey instrument. In the question, it is stated
that the debt to equity ratio is b >rrowings, including overdrafts, as a percentage of
owners’ equity, with loans from owners being regarded as debt. The financial gearing or

leverage pattern in the study se mple is revealed in the figure below:

Figure 6.24: Debt to Equity Ratio in Study Sample
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The modal response category s 0 to 25 per cent and the median response category is
26 to 50 per cent — together re ‘lecting relatively moderate or conservative gearing in the
study sample. A Kruskal-Walli ;s one-wey analysis of variance suggests that debt to
equity ratios tend to be statisti:ally higher for those enterprises that have raised external
finance more recently (n=917, H=104.853, df=3, p<0.000).

A Kruskal-Wallis one-wiy analysis of variance indicates that debt to equity ratio is
higher with statistical significa 1ce for larger enterprises in employment terms (n=990,
H=23.785, df=4, p<0.000). A 1Mann-Whitney test reveals a statistically significant
difference in debt to equity rat o betwezn small enterprises and medium-sized
enterprises in the study sampl 2, with the latter tending to be more highly geared (n=990,
U=29,991.500, p=0.024).
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sought funds as noted earlier, end how successful they have been in these financing

endeavours. The following table: gives nil, partial and total success rates based on

responses to Question 28(b) in :he survey instrument (names for the relevant ordinal

study variables are indicated in the table):

Table 6.3: Fund Raising Success in Study Sample

Not Partly Totally Total
Financing Purpose sticcessful  successful successful ‘
(VARIABLE NAME) Per Per Per Per
hNo. No. No. No. ..
Cent Cent Cent Cent
Business start-up
(FINSTUP) 1) 9.1 15 136 8 773 110 100.0
Temporary working
capital (FINTMPWC) 33 11.7 56 172 282 712 326 100.0
Permanent working aa
capital (FINPERWC) 23 124 56 192 199 684 291 100.0
Replacement existing ,
capacity (FINEXCAP) 3 74 22 18.0 91 746 122 100.0
Export finance ar o e
(FINEXPOR) 13 232 12 214 31 554 56 100.0
Provision additional . )
capacity (FINADCAP) 23 94 39 16.0 182 746 244 100.0
Introduce new products .
(FINEWPRD) 14 154 12 132 65 714 91 1000
Undertake research & | o R
development (FINRD) 3 228 11 193 33 579 57 100.0
Acquire existing N
business (FINACQ) 5 66 8 105 63 829 76 100.0
Other financing need
(FINOTHER) 3 75 4 100 33 825 40 1000

It can be seen that the rate for total success in external funding is around 70 per cent or

better for all but export financiig and research and development financing for which it is

noticeably lower in the range £5 to 60 per cent. This could reflect the specialised and

demanding nature of exporting and research and development as business activities,

and perhaps that more stringe 1t financing requirements must be met because of this.

Because of its size, a teble showing associations amongst success rates for the

various forms of financing ide iified in the previous paragraph is presented in Appendix

C to the thesis (see C3 Assoc ations Amongst Financing Success Rates). In the main,

the associations range from 1t oderate through to very strong and the majority are

statistically significant. Kruske|-Wallis one-way analyses of variance suggest that

financing success rate varies with recency of seeking external finance in the case of
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permanent working capital fina cing (n=:291, H=7.053, df=2, p=0.029) or replacement of
existing capacity financing (n="22, H=6.659, df=2, p=0.036). In both cases, more recent
fund raising appears to have been less successful. A series of Kruskal-Wallis one-way
analyses of variance indicates hat financing success rate does not vary with recency of
seeking external finance in the case of start-up financing (n=110, H=0.305, df=2,
p=0.859) or temporary working capital financing (n=326, H=4.814, df=2, p=0.090) or
export financing (n=56, H=1.4¢7, df=2, p=0.473) or additional capacity financing (n=244,
H=4.027, df=2, p=0.134) or ne'v product financing (n=91, H=3.968, df=2, p=0.138) or
research and development finencing (n=57, H=2.581, df=2, p=0.275) or business
acquisition financing (n=76, H=2.388, df=2, p=0.303) or meeting other financing needs
(n=40, H=3.455, df=2, p=0.17¢).

A Kruskal-Wallis one-way analysis of variance reveals that financing success rate
varies with debt to equity ratio >nly in the case of business acquisition financing (n=74,
H=6.460, df=2, p=0.040). In this case, fund raising appears to have been less successful
for businesses with higher debt to equity ratios. A series of Kruskal-Wallis one-way
analyses of variance suggests hat financing success rate does not vary with debt to
equity ratio in the case of start-up finanzing (n=105, H=2.518, df=2, p=0.284) or
temporary working capital finaricing (n=308, H=4.901, df=2, p=0.086) or permanent
working capital financing (n=27 7, H=0.540, df=2, p=0.763) or replacement of existing
capacity financing (n=117, H=0.111, df:=2, p=0.211) or export financing (n=54, H=0.306,
df=2, p=0.858) or additional capacity financing (n=238, H=0.976, df=2, p=0.614) or new
product financing (n=89, H=0." 00, df=2, p=0.951) or research and development
financing (n=53, H=0.221, df=:', p=0.8%6) or meeting other financing needs (n=37,
H=1.630, df=2, p=0.443).

A series of Kruskal-Wall s one-way analyses of variance indicates that financing
success rate varies with entery rise size in the case of start-up financing (n=110,
H=10.785, df=4, p=0.029) or p srmanert working capital financing (n=291, H=13.549,
df=4, p=0.009) or research anc: development financing (n=57, H=11.222, df=4,
p=0.024). In all three cases, srialler enterprises have apparently experienced lower
success rates — again evidenc ng the existence in Australia of a finance gap’ for such
businesses. A further series of Kruskal-Wallis one-way analyses of variance reveals that
financing success rate does nct vary w th enterprise size in the case of temporary
working capital financing (n=3:'6, H=8.1586, df=4, p=0.072) or replacement of existing
capacity financing (n=122, H= .599, df=4, p=0.809) or export financing (n=56, H=7.153,
df=4, p=0.128) or additional ce pacity financing (n=244, H=8.311, df=4, p=0.081) or new
product financing (n=91, H=0.""55, df=4, p=0.944) or business acquisition financing
(n=76, H=2.862, df=4, p=0.58") or meeting other financing needs (n=40, H=2.206, df=4,
p=0.698).

In the main, sparse cells prohibit statistical evaluation using Chi-Square tests of

any possible differences in success ratas for the various forms of financing identified



