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above between small enterprise s and medium-sized enterprises. There do not seem to
be statistically significant assoc ations batween classification as either a small or a
medium-sized enterprise and sticcess rete in the case of start-up financing (n=110,
Cramér's V=0.059, p=0.827) or temporary working capital financing (n=326, Cramér’s
V=0.061, p=0.546) or permanent working capital financing (n=291, Cramér’s V=0.055,
p=0.648) or replacement of existing capacity financing (n=122, Cramér's V=0.084,
p=0.647) or export financing (n :56, Cramér's V=0.249, p=0.176) or additional capacity
financing (n=244, Cramér’s V=0.148, p=:0.068) or new product financing (n=91,
Cramér's V=0.156, p=0.331) or research and development financing (n=57, Cramér's
V=0.114, p=0.691) or business acquisition financing (n=76, Cramér's V=0.150, p=0.428)
or meeting other financing needs (n=40 Cramér's V=0.106, p=0.800).

6.3.4 Financial Reporting to F inanciers

This sub-section of the chapter continue:s consideration of the potential influence of
financiers upon the financial reporting practices of respondents to the Best Financial
Practice survey. In particular, findings are presented on actual financial reporting to
finance providers by the SMEs concernzd. In all, 783 enterprises indicate that ihey have
sought external debt and/or equity finance at some stage since their formation.

The table below indicate ; the typas of financial reporting to their financiers
apparently undertaken by enteiprises in the study sample (based on responses to parts
of Question 34 in the survey instrument, names for the relevant nominal study variables
are indicated in the table):

Table 6.4 Financial Reporting to Financiers

. . Yes No Total
Financial Report
(VARIABLE NAME) Per Per Per
No. Cent No. Cent No. Cent

Business plan
(BUSPLFIN)

Future-oriented financial
statements (FOSTMFIN)

Historical financial statements
- annual (ANSTMFIN)

Historical financial statements
- periodic (PRSTMFIN)

482 68.9 218 311 700 100.0

465 68.2 217 318 682 100.0

648 89.0 80 11.0 728 1000

368 53.6 310 464 668 100.0

Note that business plans normally contain both historical and future-oriented financial
statements, often covering se\ eral years. Future-oriented financial statements are most
likely to be part of annual budc ets. Per odic historical financial statements are those

prepared at least quarterly. Clearly, there is an high incidence of provision of annual
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historical financial statements to financiers; and future-oriented financial reporting to
financiers also seems relatively commonplace.
Associations between the various forms of financial reporting to financiers

identified in the previous paragiaph are shown in the table below:

Table 6.5: Assoc:iated Financial Reporting to Financiers

BUSPLFIN FOSTMFIN ANSTMFIN PRSTMFIN
BUSI'LFIN 1.000
FOS1MFIN 466 1.000
Phi coefficient
ANS™'MFIN 309 403 1.000
PRS1MFIN 344 419 247 1.000
BUSI'LFIN
Statistical FOSTMFIN .000 .
significance (p) ANS 'MFIN .000 .000
PRSTMFIN .000 .000 .000
BUSI’LFIN 700
enterprises ANS "MFIN 655 664 728
PRS "MFIN 632 632 627 668

These associations range from weak th-ough to moderate, and all are statistically
significant. This suggests a teniency for some financiers to be reasonably demanding
across the range of financial in ormation that might be requested by them from those
SMEs seeking financing suppo 1.

A series of Mann-Whitne y tests suggests that a statistically significant relationship
exists in the study sample betv een enterprise size in employment terms and provision to
financiers of business plans (n::700, U=44,672.000, p=0.001) or future-oriented financial
staterments (n=682, U=38,965. )00, p<0.000) or annual historical financial statements
(n=728, U=18,372.500, p<0.0C0) or petiodic historical financial statements (n=668,
U=38,208.000, p<0.000). In each case, larger enterprises are more likely to provide the
financial information indicated to their financiers. A series of Chi-Square tests indicate
that a statistically significant di ference exists between small enterprises and medium-
sized enterprises in terms of tt eir provision to financiers of business plans (n=700,
¥’=5.045, df=1, p=0.025) or fu ure-oriented financial statements (n=682, y*=8.577, df=1,
p=0.008) or annual historical financial statements (n=728, y*=4.568, df=1, p=0.033) or
periodic historical financial sta ements (n=668, ¥°=18.692, df=1, p<0.000). In each case,
medium-sized enterprises are nore likaly to provide the financial information indicated
to their financiers.
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It is interesting to note the t, of 312 enterprises which claim to have experienced
some type of external financing problem, only four report that they have been refused
finance because they have subinitted insufficient financial information (data for a
nominal study variable INSFINI N based on responses to part of Question 30 in the
survey instrument). This could r=flect that SMEs are generally forthcoming with financial
information when applying for finance and/or, more plausibly, that lenders can ultimately
insist that such information is provided. 3ecause of the very small number of cases
involved, no further description or analy sis of this variable is undertaken here.

Including the four referre-1 to in the previous paragraph, 162 respondents to the
Best Financial Practice survey 1epott having been asked to supply more financial
information than they initially provided in support of their most recent loan application
(data for a nominal study variatle MOREINFO based on responses to Question 35(a) in
the survey instrument). This an ounts to 23.2 per cent of those who considered the
question relevant to their circurstances and answered it. Curiously, a series of Chi-
Square tests reveals that no st tistically significant difference exists between the
likelihood of being asked to prcvide more financial information by a potential financier
and reported provision to finan:iers of business plans (n=584, ¥*=0.528, df=1, p=0.468)
or future-oriented financial stat :ments (n=574, ¥*=1.217, df=1, p=0.270) or annual
historical financial statements (n=609, 3?=1.243, df=1, p=0.265) or periodic historical
financial statements (n=563, ¥*=0.126, df==1, p=0.723).

A Mann-Whitney test surjgests that no statistically significant relationship exists in
the study sample between enterprise size in employment terms and the likelihood of
being asked to provide more fiancial information by a potential financier (n=697,
U=42,258.500, p=0.618). Furtt ermore, a Chi-Square test indicates no statistically
significant difference between small enterprises and medium-sized enterprises in terms
of their likelihood of being asked to provide more financial information by a potential
financier (n=697, *<0.003, df- 1, p=0.653).

6.3.5 Financier Relationship:;

This sub-section of the chapte conclucles consideration of the potential influence of
financiers upon the financial re porting practices of respondents to the Best Financial
Practice survey. Findings in th2 previous sub-section suggest that the level of financial
reporting to financiers underta <en is quite substantial. Consideration is now given to the
closeness of the relationship it other respects, and to respondents’ views on how well
their financiers understand their businesses. The more familiar the relationship between
a business and its financier, ad the better the financier's grasp of the intricacies of the
business, the less might be th:: external financial reporting required -- because
information asymmetry betwe :n those managing the business and the financier is less

pronounced.
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The closeness of the rela:ionship beyond financial reporting that exists between
businesses in the research samole and their external financiers is reflected in two study
variables detailed as follows:

+ Whether or not financiers have visited the factory premises of businesses they
financially support is indii:ated by a nominal study variabie VISITFIN based on
responses to part of Question 34 n the survey instrument. Such visits are
reported to have occurre | by 88.1 per cent of those who considered the question
relevant to their circumst ances and answered it.

* Whether or not financiers. are kept informed of significant issues by those within
the businesses they finar cially support is indicated by a nominal study variable
ISSUEFIN based on resy onses tc part of Question 34 in the survey instrument.
Such information sharing is reported to occur by 80.6 per cent of those who
considered the question elevant to their circumstances and answered it.

There appears to be a weak to noderat2, statistically significant association between
being visited by financiers and <eeping them informed on significant issues (n=689, Phi
coefficient=0.441, p<0.000). Tc gether, ihese findings suggest that relations beyond just
financial reporting do exist betvieen respondents to the Best Financial Practice survey
and external finance providers.

Mann-Whitney tests reve al that a statistically significant relationship exists in the
study sample between enterpri;se size in employment terms and incidence of financier
visits (n=732, U=18,261.500, p<0.000) 2r informing financiers on significant issues
(n=713, U=27,458.500, p<0.00)). Larger enterprises seem more likely to have had visits
from financiers, and they are aparently more inclined to keep financiers informed on
significant issues. Chi-Square iests suggest that a statistically significant difference
exists between small enterprist:s and medium-sized enterprises in terms of the incidence
of financier visits (n=732, y*=4 133, df=1, p=0.042) or informing financiers on significant
issues (N=713, x°=5.124, df=1, p=0.024). Medium-sized enterprises appear more likely
to have had visits from financicrs, and “hey are evidently more inclined to keep
financiers informed on significi int issues.

While relations beyond j ust financial reporting appear to exist between businesses
in the study sample and exterr al finance providers, this does not necessarily imply a
high degree of understanding of these manufacturers’ affairs amongst their financiers.
The ordinal study variable UNIDSTOPS, reflecting beliefs amongst respondents to the
Best Financial Practice survey about waether lenders tend to have a good understanding
of operational aspects (that is, operational management) of manufacturing businesses,
is based on responses to part of Question 53 in the survey instrument. These beliefs in
the study sample are revealed in Figurz 6.25 on the next page. The modal and median
response category is ‘neither e gree, nor disagree’. Although responses are very slightly

skewed towards disagreement with the question, they reflect an essentially neutral
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opinion amongst businesses in ‘he study sample on financier understanding of

manufacturing operations.

Figure 6.25: Financie - Undersitanding of Manufacturing Operations
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The ordinal study variablz UNDSTFIN, reflecting beliefs amongst respondents to
the Best Financial Practice sun ey about whether lenders tend to have a good
understanding of financial aspects (that is, financial management) of manufacturing
businesses, is based on respor ses to part of Question 53 in the survey instrument.

These beliefs in the study samjle are revealed in the figure below:

Figure 6.26: Financier Understanding of Financial Management
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The modal and median respons 2 category is ‘neither agree, nor disagree’. However,
resporises are noticeably skewe d towards a negative opinion on financier understanding
of financial management. There appears to be a strong, statistically significant
association between beliefs on enders’ understanding of operational aspects of
manufacturing businesses and heliefs on their understanding of financial aspects of such
concerns (n=1,032, Kendall's tau b=0.763, p<0.000). Overall, the view on these matters
amongst respondent SMEs see ns to be somewhat unfavourable towards lenders —
perhaps not an unexpected restiit.

Mann-Whitney tests indic ate no s:atistically significant relationship in the study
sample between the incidence of financ:er visits and beliefs about lenders’
understanding of operational aspects of their clients’ businesses (n=728, U=26,142.500,
p=0.402) or lenders’ understanc ing of financial aspects of their clients’ businesses
(n=7283, U=25,052.500, p=0.14.). Similarly, Mann-Whitney tests reveal no statistically
significant relationship in the st i1dy sample between informing financiers on significant
issues and beliefs about lender 5’ understanding of operational aspects of their clients’
businesses (n=711, U=36,832.(:00, p=0 227) or lenders’ understanding of financial
aspects of their clients’ businesses (n=710, U=36,760.000, p=0.222).

Kruskal-Wallis one-way :inalyses of variance suggest no statistically significant
relationship between enterprise size in employment terms and beliefs about lenders’
understanding of operational a: pects of their clients’ businesses (n=1,035, H=2.159,
df=4, p=0.7086) or lenders’ unde rstanding of financial aspects of their clients’ businesses
(n=1,033, H=1.343, df=4, p=0.854). Furthermore, Mann-Whitney tests indicate no
statistically significant differenc es between small enterprises and medium-sized
enterprises in terms of beliefs «bout lenders’ understanding of operational aspects of
their clients’ businesses (n=1,035, U=37,351.000, p=0.866) or lenders’ understanding of
financial aspects of their client:;’ businesses (n=1,033, U=37,384.000, p=0.901).

Notwithstanding the pre\ ious evidence, amongst businesses in the study sample
there appears to be no substar tial dissatisfaction with the banks they use, leading to
their dismissal and replacemer t. Only 95 respondents to the Best Financial Practice
survey report having changed heir bankers within the preceding two years (data for a
nominal study variable CHGB/\NK based on responses to Question 33(a) in the survey
instrument). This amounts to just 10.2 per cent of those who answered the question. Chi-
Square tests reveal that no statistically significant difference exists between the
likelinood of changing bankers and the incidence of financier visits (n=656, y*=1.301,
df=1, p=0.254) or informing fir anciers on significant issues (n=637, x*=0.787, df=1,
p=0.375). Furthermore, Mann- Whitney tests suggest no statistically significant
relationship in the study samplzs between the likelihood of changing bankers and beliefs
about lenders’ understanding «f operat onal aspects of their clients’ businesses (n=917,
U=37,892.000, p=0.620) or ler ders’ understanding of financial aspects of their clients’
businesses (n=915, U=38,244 000, p=0).760).



A Mann-Whitney test indi ates that median enterprise size in the study sample
does not vary with statistical sigificance: between businesses that have changed
bankers and those which have 1 ot (n=950, U=39,156.000, p=0.832). A Chi-Square test
comparing the proportions of bt sinesses that have and have not changed bankers
amongst small enterprises and nedium-sized enterprises in the study sample reveals
that the proportions are not diss milar (n=930, ¥°=1.368, df=1, p=0.242).

6.3.6 Internal Financial Advic:

In this sub-section of the chapter and the next, the focus is upon those professionals and
para-professionals who provide financial advice to owner-managers from within and
outside the smaller business. E nployees in the finance function and external financial
advisers or consultants are like y to be further important influences on financial reporting
practices undertaken within SMEs. Immediately following start-up, financial advice
typically comes mainly from ou side the concern; but, because of rapidly escalating
technical and time demands of mandatory financial record keeping and management of
trade credit given and taken, a Jookkeeper or possibly an accountant is generally
amongst one of the first non-production employees taken on. Because of their
training/education and experier ce, internal and external financial advisers are well
accustomed to preparing and using conventional financial reports; and therefore, at least
by example, they may encoura je owner-managers to regularly obtain and read such
reports.

The ordinal study variab e FINSTAFF, reflecting the number of staff involved in
the finance function (covering hookkeeping, accounting, credit management, etc.) of
businesses in the research saniple, is based on responses to Question 17 in the survey
instrument. These staff nurbe 's are revealed in Figure 6.27 on the next page. The
modal and median response citegory is two finance staff members employed in the
businesses responding to the Fest Finzncial Practice survey. While this number may
appear fairly modest, it would :ertainly represent a substantial non-production labour
cost for most SMEs.

A Kruskal-Wallis one-wz y analysis of variance suggests that the number of
finance function staff varies wi:h statistical significance between enterprise size
groupings, with larger enterpri: es generally appearing to have more finance staff
(n=1,045, H=218.565, df=4, p-:0.000). Furthermore, a Mann-Whitney iest indicates that
the number of finance functior staff varies with statistical significance between small
enterprises and medium-sized enterprises in the study sample, with medium-sized
enterprises evidently having n ore finance staff (n=1,045, U=16,626.000, p<0.000).

In a technical function fi<e finance, it is clearly important that staff be suitably
qualified and experienced for heir roles, which includes undertaking appropriate training

as necessitated by change. In the present context, it might be the case that, the more
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Figure 6.27: Staff Number in Finance Function
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highly skilled finance employee s are in matters pertaining to financial reporting, the
more comprehensive will be pr ictices followed in this area. The table below indicates
relevant types of skills develop nent or raining undertaken by staff in the finance
function of collaborating busine sses in the preceding two years (based on responses to
parts of Question 20 in the sun ey instrument, names for the relevant nominal study

variables are indicated in the te ble):

Table 6 6: Recent Finance Staff Training

. ) . Yes No Total
Financial Training Under:aken
(VARIABLE NAME) Per Per Per

No. cent No. cent No. cent

Accounting software .
(TRNACCSW) 530 624 356 37.6 946 100.0
Financial accounting ‘
(TRNFINAC) 289 321 611 679 900 100.0
Management accounting
(TRNMANAC) 281 313 616 687 897 1000

Note in particular the relatively high prcportion of finance function staff (around two-
thirds) that have received rece 1t training in use of accounting software. This probably
reflects rapid expansion in use of computers and computer-based accounting software in
Australian SMEs. Recall from carlier in this chapter that 85.7 per cent of respondents to
the Best Financial Practice sur /ey indicate having their own computer-based general

ledger accounting system, and that 64.5 per cent claim to have their own budgeting
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system that it is computer-basec . The predominant form of both types of software is
apparently ‘off-the-sheif’ for whic h training is more than likely to be necessary.
Associations between the various “orms of financial training for finance function

staff identified in the previous p«iragraph are shown in the table below:

Table 6.7: Associated Financial Training for Finance Staff

TRNACCSW TRNFINAC TRNMANAC
TRNACCSW  1.000

Phi TRNZINAC 409 1.000

coefficient
TRNVANAC 426 594 1.000

Statistical TRNACCSW

significance TRN=INAC .000 :

(P) TRNMIANAC 000 000
TRNACCSW 946

Numberof = rpneinac 887 900

enterprises
TRNMANAC 884 879 897

The essentially moderate, statistically significant associations in the table may reflect a
recent concerted effort to impre e financial reporting capabilities in at least some
respondent SMEs. A series of Mann-Wtitney tests reveals a statistically significant
relationship in the study sample between the number of finance function staff and the
likelihood of having recently un lertaken training on accounting software (n=942,
U=81,020.000, p<0.000) or finacial accounting (n=896, U=62,382.500, p<0.000) or
management accounting (n=89 3, U=62,327.000, p<0.000). Evidently such financial
training is more likely to occur i1 larger finance sections/departments in terms of the
number of staff employed.

A series of Mann-Whitne, tests siuggests that a statistically significant relationship
exists in the study sample betwzen enterprise size in employment terms and incidence
of accounting software training (n=946, U==84,952.500, p<0.000) or financial accounting
training (n=900, U=68,729.500. p<0.000) or management accounting training (n=897,
U=71,631.500, p<0.000). In ea::h case, finance function staff in larger enterprises are
more likely to have recently ha 1 the identified financial training. A series of Chi-Square
tests indicate that a statistically significant difference exists between small enterprises
and medium-sized enterprises n terms of incidence of accounting software training
(n=946, ¢*=5.737, df=1, p=0.017) or financial accounting training (n=900, ¥°=11.877,
df=1, p=0.001) or managemen accouning training (n=897, ¥°=5.131, df=1, p=0.024). In
each case, finance function steff in medium-sized enterprises are more likely to have

recently had the identified financial training.
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In closing this sub-sectior of the chapter, it is interesting to give some

consideration to the apparent le /el of firancial awareness and participation in financial

matters amongst employees ou side of the finance function of enterprises responding to

the Best Financial Practice survzy. This level which, if high, could well be associated

with more extensive financial re porting in such concerns, is reflected in two study

variables detailed as follows:

Whether or not employee s are kept informed about the financial status of
collaborating SMEs is incicated by an ordinal variable EMPLFINS based on
responses to part of Que stion 27 'n the survey instrument. The situation within
business concerns in the study sample is shown in the figure below:

Figure 6.28: Fir ancial Awareness Amongst Employees
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The modal and median ! esponse category is ‘'no’, signifying limilted financial
awareness amongst employees generally. Thus it is likely that access to historical
financial reports is large y confinad to owners, owner-mangers and managerial
employees.

Whether or not employees are involved in budgeting for collaborating SMEs is
indicated by an ordinal \ ariable EMPLBUDG based on responses to part of
Question 27 in the survey instrument. The situation within business concerns in
the study sample is sho'vn in Figure 6.29 on the next page. The modal and
median response category is 'no’, signifying very little participation in budgeting by
employees generally. Thus it is likely that input to preparation of future-oriented
financial reports is largely confined to owners, owner-mangers and managerial
employees.



290

Figure 6.29: :mployee Participation in Budgeting
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There appears to be a very wet k, statistically significant association between keeping
employees informed about the inancial status of the business and allowing them to
participate in budgeting (n=1,0" 2, Kendall's tau b=0.194, p<0.000). Together, these
findings suggest that financial ¢ wareness and participation in financiat planning tends to
be restricted mainly to manage ial and finance function employees of respondent SMEs
in the Best Financial Practice s irvey.

A Kruskal-Wallis one-wa/ analysis of variance reveals that the likelihood that
employees are kept informed about financial status of the business is statistically
unrelated to the number of finance function staff employed (n=1,017, H=1.641, df=2,
p=0.440). However, a further Kruskal-Wallis one-way analysis of variance suggests that
employee participation in budgsting is statistically more likely in enterprises with more
finance function staff (n=1,015 H=14.869, df=2, p=0.001). A series of Mann-Whitney
tests indicates that the likelihocd of emaloyees being kept informed about financial
status of the business is statist cally unrelated to whether finance function staff have had
recent accounting software training (n=331, U=95,043.000, p=0.064); but is statistically
greater where finance function staff have had recent training in financial accounting
(n=890, U=78,186.500, p=0.013) or management accounting (n=888, U=77,731.000,
p=0.023). A further series of Mann-Whitney tests reveals that the likelihood of
employees participating in buageting is statistically greater where finance function staff
have had recent training in acc ounting software (n=929, U=94,696.500, p=0.035) or
financial accounting (n=888, L =79,343.500, p=0.014); but is statistically unrelated to
whether finance function staff ave had recent management accounting training (n=885,
U=79,378.000, p=0.057).
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Kruskal-Wallis one-way analyses of variance suggest a statistically significant
relationship between enterprise size in employment terms and incidence of employees
being kept informed about finar cial status of the business (n=1,022, H=11.361, df=4,
p=0.023) or incidence of emplo /ee participation in budgeting (n=1,020, H=32.539, df=4,
p<0.000). In both cases, the inc.dence seems to be higher amongst the smallest and the
largest enterprises. A Mann-Wt itney test indicates that the likelihood of employees
being kept informed about finar cial status of the business does not vary with statistical
significance between small ente:rprises and medium-sized enterprises in the study
sample (n=1,022, U=37,282.00), p=0.864). However, a further Mann-Whitney test
reveals that the likelihood of eniployees participating in budgeting varies with statistical
significance between small enterprises and medium-sized enterprises, with the
incidence of employee particip: tion in budgeting being higher in medium-sized
enterprises (n=1,020, U=30,02¢'.000, p<0.000).

6.3.7 External Financial Advice

Attention now turns to external financial advisers to SMEs included in the research.
Because of their limited financial and technical capabilities, such concerns typically
make substantial use of outside: professionals for financial advice — especially public
accountants and particularly in relation o taxation and corporations matters. Of all
advisers to owner-managers, p Jblic accountants are arguably in the strongest position,
technically and access-wise, tc influence the financial reporting practices followed within
small and medium-sized enterjirises.

Table 6.8 on the next pa e indicates the types of services from external financial
advisers or consultants used b’ enterprises in the study sample (based on responses to
parts of Question 19 in the surrey instrument, names for the relevant nominal study
variables are indicated in the tiible). As anticipated, taxation and corporations matters
appear to be the dominant ser-ices from external financial advisers employed by
respondents to the Best Financial Prac'ice survey. These are closely followed by
accounting advice, which could probably be more appropriately described as financial
management advice.

It is interesting to see th 2 relatively high proportion of businesses for which an
external financial adviser is sti | involved in accounts (or financial report) preparation.
This service probably involves turning trial balance data provided by the businesses
concerned into end-of-period ¢ r year-end financial statements. In recent years, public
accountants in Australia have jeen strongly promoting their capabilities beyond so-
called ‘compliance work’ — mo st espec ally in business advisory services. It seems from
the table above that this effort has been reasonably successful with SMEs in the study
sample. Note that the number of respondents indicating use of external financial
advisers for audit purposes (4 31 businasses) exceeds the number reported earlier

claiming that their enterprises are subjact to financial audit (359 businesses). This
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disparity might be explained by ad hoc Lse of external financial advisers for audit
purposes by some concerns thet do not have regular (say annual) audits. Alternatively, a
positive response may indicate hat an external financial adviser would be used if an
audit should ever become nece ssary.

Table 6.8: I:xternal Financial Adviser Services

Yes No Total
External Financial Adviser
Service (VARIABLE NAME) No. zer . No. ger . No. Zer .
en en en
Accounting advice
(XADVACCA) 858 86.1 138 13.9 996  100.0
Accounts preparation .
(XADVACCP) 639 63.6 366 364 1005 100.0
implementing new accouting
system (XADVACCS) 404 453 487 547 891 100.0
Audit .
(XADVAUDT) 431  49.7 437 503 868 100.0
Business planning & adv ce , .
(XADVBUSP) 166 50.9 449 491 915  100.0
Loan application assistar ce .
(XADVLOAN) 340 377 561 623 901  100.0
Tax consulting
(XADVTAX) 954 941 60 59 1014 100.0
Year-end tax & accounting 959 940 59 58 1018 1000
matters (XADVYEND) ) ) ' '

Because of its size, a ta)le showing associations between the various services
from external financial adviser s identifiad above is presented in Appendix C to the thesis
(see C4 Associations Amongs External Financial Adviser Services). The most notable
associations evident in the tab e are as follows:

+ Weak to moderate, statistically significant associations between obtaining
accounting (or financial management) advice and all other services except audit —
perhaps suggestive of € MEs brcadly accessing external financial advice.

¢ A moderate, statistically significant association between tax consuiting and
dealing with year-end tex and accounting matters — suggesting a compliance work
grouping covering taxat on and corporations services.

» Weak to moderate, stat stically significant associations between advice on
implementing a new accounting system, business planning and advice, and
assistance with loan applications — suggesting a business services grouping
covering such matters.
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The absence of anything but, at most, very weak associations between audit and the
other financial services is perhe ps suggestive of separation and possibly independence
in audit activities.

A series of Mann-Whitne / tests suggests that a statistically significant relationship
exists in the study sample betw :en enterprise size in employment terms and incidence
of use of external financial advisers for accounting advice (n=996, U=48,320.500,
p<0.000) or accounts preparatic n (n=1,005, U=95,197.000, p<0.000) or advice on
implernenting a new accounting system (n=891, U=90,122.500, p=0.025) or audit
(n=868, U=76,673.000, p<0.00()) ) or assistance with loan applications (n=901,
U=81,778.500, p<0.000) or dea ing with year-end taxation and accounting matters
(n=1,018, U=20,673.500, p<0.CJ0). Larger enterprises appear more likely to use an
external financial adviser for ar audit, but seem less likely to use an external financial
adviser for the other services ju st identitied. Mann-Whitney tests indicate no statistically
significant relationship between enterprise size in employment terms and incidence of
use of external financial advise ‘s for business planning and advice (n=915,
U=100,813.000, p=0.322) or ta::ation ccnsultation (n=1,014, U=26,695.000, p=0.363).

A series of Chi-Square te sts reveals that a statistically significant difference exists
between small enterprises and nedium-sized enterprises in terms of the incidence of
use of external financial advise s for accounting advice (n=996, ¥*=6.029, df=1,
p=0.014) or accounts preparation (n=1,005, x*=11.834, df=1, p=0.001) or advice on
implementing a new accounting system (n=891, ¥>=8.074, df=1, p=0.004) or audit
(n=868, ¥*=14.846, df=1, p<0.C00) or assistance with loan applications (=901,
1?=8.590, df=1, p=0.003) or de:ling with year-end taxation and accounting matters
(n=1,018, x*=8.154, df=1, p=0.104). Medium-sized enterprises appear more likely to use
an external financial adviser fo- an audit. but seem less likely to use an external
financial adviser for the other sarvices just identified. Chi-Square tests suggest no
statistically significant difference between small enterprises and medium-sized
enterprises in terms of the incicence of use of external financial advisers for business
planning and advice (n=915, ¥*=0.082, df=1, p=0.774) or taxation consultation (n=1,014,
x’=1.822, df=1, p=0.177).

To complete consideration of the potential influence of both internal and external
financial advisers upon the fine ncial reporting practices of SMEs in the Best Financial
Practice survey, some gauge i:; sought of satisfaction or otherwise with the financial
advisers being used. The ordir al study variable FINADVUN, reflecting beliefs amongst
respondents about whether their financial advisers appear to understand their
businesses thoroughly, is base 1 on responses to part of Question 53 in the survey
instrument. Note that no distinction is made in the question between internal and
external financial advisers. Be iefs on f nancial adviser understanding of businesses in
the research sample are revea ed in Figure 6.30 on the next page. The modal and
median response category is ‘e gree’. Responses are noticeably skewed towards a
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Figure 6.30: Fina1cial Adviser Understanding of Business
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positive opinion on financial adviser understanding of their clients’ businesses. This may
not be a surprising finding sinc : negative responses would beg the obvious question as
to why the financial advisers aie used, and most probably paid, if they do not appear to
understand the businesses cor cerned. The finding does contrast with those presented
earlier on lender understanding of operational and financial aspects of the respondent
businesses which, on balance, seem scmewhat unfavourable towards lenders.

A Kruskal-Wallis one-we y analysis of variance indicates that no statistically
significant relationship exists t stween enterprise size in employment terms and beliefs
about financial advisers’ understanding of their clients’ businesses (n=1,033, H=4.657,
df=4, p=0.324). Furthermore, ¢. Mann-\Vhitney test reveals no statistically significant
difference between small ente prises and medium-sized enterprises in terms of beliefs
about financial advisers’ undei standing of their clients’ businesses (n=1,033,
U=35,779.000, p=0.330).

6.3.8 Financial Decision-Mat ing
Earlier in the chapter, the extet of participation of owners in managernent of enterprises
in the study sample is examin:d. It is ravealed that owners of just over 88 per cent of
businesses are reported 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. This sub-
section of the chapter conside 's whethzr owner participation in management extends
specifically to financial decisic n-making.

The ordinal study variat le FMDIZCID, reflecting amongst respondents to the Best
Financial Practice survey the rxtent to which owners themselves make key financial

decisions, is based on respon:ies to Question 13 in the survey instrument. Whether
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owners in the study sample take: full, partial or no responsibility for financial decision-
making in their enterprises is revealed in the figure below:

Figure 6.31: Fin.incial Decision-Making in Study Sample
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The modal and median respon se category is overwhelmingly ‘owners alone’. This
strongly reinforces the impress on gained earlier in this chapter that the Best Financial
Practice survey has been succ 3ssful in targeting owner-managed concerns — now also
from a financial viewpoint. Not surprisingly, a Kruskal-Wallis one-way analysis of
variance suggests that participation of others besides owners in making key financial
decisions becomes statistically more likely as owner participation in management
diminishes (n=1,041, H=86.06), df=2, p<0.000).

A breakdown of the stucy sample by owner responsibility for key financial
decisions and enterprise size (¢ roupings is presented in Appendix C to the thesis (see
C68 Financial Decision-Making and Enterprise Size). A Kruskal-Wallis one-way analysis
of variance indicates that partizipation of others besides owners in making key financial
decisions becomes statisticallh more likely as enterprise size in employment terms
increases (n=1,041, H=50.968, df=4, p<0.000). A Mann-Whitney test reveals a
statistically significant differen:e in owner responsibility for key financial decisions
between small enterprises anc medium-sized enterprises in the study sample (n=1,041,
U=28,780.500, p<0.000). Owr ers are less likely to be sole financial decision-makers in
medium-sized concerns.

6.3.9 Financial Systems Review
Professional employees, exte nal advisers, financiers, researchers, etc. may have

informed views on the adeque cy or otherwise of financial systems and practices in place
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in small or medium-sized enterjrises, and may convey these to owner-managers.
Indeed, in the case of financiers, financial systems and practices considered to be sound
may be a pre-condition for supp ort. However, in examining key influences on financial
practices actually undertaken ir SMEs, it is also important to be aware of owner-
managers’ views since, when a | is said and done, it is their prerogative to decide what
the systems/practices will be, ad then to live with the consequences of their decisions.
This sub-section of the chapter gives consideration to owner-managers’ satisfaction with
their financial systems and practices, ard also examines how assiduously they keep
these under review over time.

The ordinal study variabl 2 FMSATISF, reflecting degree of satisfaction amongst
respondents to the Best Financ al Practice survey with their financial practices, is based
on responses to part of Questicn 53 in t1e survey instrument. The level of satisfaction
with how financial managemen is conducted in the study sample is revealed in the

figure below:

Figure 6.32: Satisfaction With Financial Practices in Study Sample
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The rmodal and median respor se catecory is ‘agree’. Overall, these findings reflect a
high degree of satisfaction with their financial practices amongst those responding on
behalf of enterprises in the stuly sample.

A Kruskal-Wallis one-w: .y analysis of variance suggests there is no statistically
significant relationship betwee 1 satisfaztion with financial practices and enterprise size
in employment terms (n=1,03", H=5.285, df=4, p=0.259). A Mann-Whitney test indicates
no statistically significant diffe -ence in satisfaction with financial practices between small
enterprises and medium-sizec enterprises in the study sample (n=1,037, U=36,851.000,
p=0.522).
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The ordinal study variabl¢: FMREVIEW, reflecting the frequency with which
respondents to the Best Financ.al Practice survey review their financial systems and
practices, is based on response s to Question 36 in the survey instrument. The review
pattern in the study sample is re vealed in the figure below:

Figure 6.33: Fin: ncial Practices Review in Study Sample
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The modal and median respon se category is ‘every year. Overall, these findings reflect
commendable diligence in reviw of financial systems and practices amongst
enterprises in the study sample . A Kruskal-Wallis one-way analysis of variance reveals
that enterprises most satisfied with their financial practices generally tend to be those
that review their financial syste ms and oractices more frequently (n=1,024, H=11.649,
df=4, p=0.020).

A Kruskal-Wallis one-we y analysis of variance suggests that frequency of review
of financial systems and practi :es is much the same regardless of enterprise size
(n=1,037, H=5.703, df=4, p=0.222). A Mann-Whitney test indicates no statistically
significant difference in freque 1cy of review of financial systems and practices between
small enterprises and medium sized eriterprises in the study sample (n=1,037,
U=35,903.000, p=0.656).

6.3.10 Financial Management Characteristics Summary

The findings presented in this section of the chapter suggest that the study sample
obtained from the Best Financial Practice survey is, from the viewpoint of the present
research, conveniently diverse in terms of financial management characteristics. The
sample includes small and me dium-sized manufacturing enterprises across the
spectrum of sophistication in teir financial management practices. Broadly speaking,

the financial management cheracterist cs examined give reason to believe that the
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sample contains business conc rns for which the extent and frequency of historical and
future-oriented financial reporting could be an important prevailing issue, and in which
financial reporting practices may have impact on achieved growth and performance
outcomes. Again, in these resp icts, the sample and data obtained can be judged to be
very suitable given the stated p rposes of the research described in the thesis.

Examination of financial nanagement characteristics of SMEs in the study
sample supponts the earlier per :eption that enterprise size in employment terms has
some explanatory potential for elevant phenomena in the small and medium-sized
enterprises investigated. Additional variables now considered relate to financial systems,
financial audit, business financing, finarcial reporting to financiers, financier
relationships, internal and exteinal finaricial advice, financial decision-rnaking and
financial systems review. Statistically significant associations with enterprise size in
employment terms are evident in data reported for:

* Type of general ledger a :counting system in use.

« Type of budgeting syster in use.

« Incidence of financial au iit.

* Recency of seeking exte nal financing.

¢ Success in financing business start-ups, permanent working capital needs and
research and development activilies.

e Debt to equity ratios.

» Provision of business ple ns, future-oriented financial statements, annual historical
financial statements and periodic historical financial statements to financiers.

» Incidence of factory visit s by financiers.

» Incidence of keeping fin:inciers informed on key issues.

+ Number of staff employed in the finance function.

« Incidence of recent train ng for finance function staff in use of accounting
software, financial accol nting and management accounting.

» Incidence of keeping err ployees informed about financial status of the business.

» Incidence of employee farticipat on in budgeting.

+ Incidence of use of exte nal financial advisers for accounting advice, accounts
preparation, advice on iraplemerting a new accounting system, audit, assistance
with loan applications, a 1d dealing with year-end taxation and accounting matters.

e Extent of responsibility ¢f owners for key financial decisions.

Further consideration of assoc ations batween these variables and enterprise size forms
part cf the analysis presented 'n the following chapter of the thesis.
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6.4 Financial Reporting Practices

6.4.1 Historical Financial Reporting Practices

The proximate dependent variebles in this research are the financial reporting practices

followed by small and medium- sized manufacturing enterprises in the study sample.

Earlier in the thesis, financial re porting practices have been specified to include

historical and future-oriented firiancial reporting using the balance sheet, the profit and

loss statement and the cash-flc v statement; and also analysis and interpretation of

historical financial statements. ese practices are described, in the indicated order, in

this and the following two sub-sections of the chapter.

Historical financial reporiing practices amongst respondents to the Best Financial

Practice survey are primarily ce ptured in three study variables detailed as follows:

Whether or not an historizal balance sheet is employed within collaborating SMEs
is indicated by a nominal variable HISTBS based on responses to part of
Question 38 in the surve s instrument. The situation in business concerns in the

study sample is shown ir the figure below:

Figure 6.24: Use of Historical Balance Sheet
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The modal response cat :gory is available and used’, and there is evidently a very
high level of usage of hi:torical balance sheets amongst businesses in the
research sample.

Whether or not an histor cal profit and loss statement is employed within
collaborating SMEs is in Jicated by a nominal variable HISTPL based on
responses to part of Que stion 38 in the survey instrument. The situation in
business concerns in the study sample is shown in Figure 6.35 on the next page.

The modal response cat 2gory is ‘available and used’, and there is clearly a very



Figure 6.35: Ust: of Historical Profit and Loss Statement
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high level of usage of historical profit and loss statements amongst businesses in
the research sample.

e Whether or not an histor cal cash-flow statement is employed within collaborating
SMEs is indicated by a naminal variable HISTCF based on responses to parts of
Question 38 in the surve/ instrument. The situation in business concerns in the
study sample is shown ir Figure 6.36 on the next page. The modal response
category is ‘available and used', and there is apparently a high level of usage of
historical cash-flow state nents amongst businesses in the research sample —
although seemingly not ¢ uite as high as the traditional balance sheet and profit
and loss statement.

Associations between the: various: forms of historical financial reporting identified
in the previous paragraph are shown in Table 6.9 on the next page. There is evidently a
strong, statistically significant e ssociation between use of historical balance sheets and
historical profit and loss staterr ents — parhaps reflecting their status as traditional
financial statements, and also the fact tnat general ledger systems are typically directed
towards producing both these statements. While statistically significant, associations
between use of historical cash- low statzments and the other two historical financial
statements are only very weak This may reflect the newer and less familiar standing of
cash-flow statements, and also the fact that older general ledger systems may not be
geared to routinely producing cash-flow statements.
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Figure 6.36: lise of Historical Cash-Flow Statement
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Table 6.9: As: ociated Historical Financial Reporting

HISTBS HISTPL HISTCF

HISTBS 1.000

Cramér's V HISTPL .708 1.000
HISTCF .127 151 1.000
HISTBS

Statistical significance (p) HISTPL .000
HISTCF .000 .000
HISTBS 1002
Number of enter prises HISTPL 999 1011
HISTCF 963 974 981

Kruskal-Wallis one-way inalyses of variance reveal no statistically significant
relationship between enterprise size in amployment terms and use of historical balance
sheets (n=1,002, H=5.690, df=2, p=0.0:58) or use of historical cash-flow statements
(n=981, H=1.140, df=2, p=0.5¢5). However, a further Kruskal-Wallis one-way analysis of
variance suggests that a statis ically significant relationship does exist between
enterprise size in employment terms and use of historical profit and loss statements
(n=1,011, H=6.072, df=2, p=0.)48). Larger enterprises appear more likely to use
historical profit and loss staten ents.

In the main, sparse cells prohibit statistical evaluation using Chi-Square tests of
any possible differences in use ge of the historical financial statements identified above
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between small enterprises and nedium-sized enterprises. There do not seem to be
statistically significant associati >ns between classification as either a small or a medium-
sized enterprise and use of hist orical balance sheets (n=1,002, Cramér's V=0.020,
p=0.825) or use of historical prcfit and loss statements (n=1,011, Cramér’s V=0.032,
p=0.600) or use of historical cash-flow statements (n=961, Cramér's V=0.061, p=0.157).
Findings of the Best Fine ncial Practice survey provide further insight into practice
of respondent SMEs in relation to historical profit and loss statements. The frequency of
their use within collaborating SIAEs is indicated by a nominal study variable FQREVPL
based on responses to part of (Juestion 39 in the survey instrument. The situation in

business concerns in the resea ch sample is shown in the figure below:

Figure 6.37: Usage Fre'juency for Historical Profit and Loss Statement
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The modal response category s ‘montrly’; and, with almost two-thirds of respondents
nominating it, this frequency of obtainirg and reviewing historical profit and loss
staternents clearly dominates ¢ Il others. The proportion rises to 72.8 per cent of those
respondents that obtain historical profit and loss statements on a regular basis.
Undoubtably, this strongly refle cts the conventional monthly accounting cycle on which
general ledger systems are usiially basad. Nevertheless, in comparison to many
empirical findings for Australia considered in Chapter 4 of the thesis, the small
propertion of respondents obta ning historical profit and loss statements no more
frequently than annually is ver' encouraging from a financial management viewpoint.
Hereafter, the study variable FQ3IEVPL is slightly modified by focusing only on of
those respondents that obtain ind review historical profit and loss statements on a
regular basis — thus permitting the variable to be treated as ordinal in nature. A Kruskal-

Wallis one-way analysis of vat ance indicates that frequency of obtaining and reviewing
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historical profit and loss statemants is not statistically associated with whether or not use
is made of historical balance st.eets (n=898, H=0.938, df=2, p=0.626). In view of the
strong, statistically significant associaticn between the study variables HISTBS and
HISTPL noted earlier, and bec: .use they are traditionally companion outputs from
general ledger accounting systems, it is reasonable to venture that the frequency of
obtaining and reviewing historic al balance sheets, when they are used, is likely to match
that for historical profit and los¢ statements. A further Kruskal-Wallis one-way analysis of
variance reveals that frequenc' of obtaining and reviewing historical profit and loss
statements is statistically associated with whether or not use is made of historical cash-
flow statements (n=876, H=10. 572, df=22, p=0.005). Businesses that use historical cash-
flow statements are likely to ob ain historical profit and loss statements more frequently.

A Kruskal-Wallis one-wa / analysis of variance suggests that frequency of
obtaining and reviewing historic al profit and loss statements varies in a statistically
significant manner with enterpr se size in employment terms (n=909, H=10.695, df=4,
p=0.030). Larger enterprises af parently use historical profit and loss statements more
frequently. A Mann-Whitney te:it indicates a statistically significant difference in
frequency of obtaining and revizwing historical profit and loss statements between small
enterprises and medium-sized 3nterprises, with the frequency being higher for medium-
sized concerns (n=909, U=26,798.000, p=0.027).

Particularly amongst SMzs, it is not uncommon to discover businesses that are
successful in sales and possibl/ profitability terms but may be experiencing persistent,
and frequently terminal, cash-flow or liquidity difficulties. This is most obviously due to
the impact of unsustainably high rates cf sales growth upon working capital and fixed
asset requirements (that is, du¢- to overtrading). Poor financial management allows such
circumstances to develop unre nedied as warning signs go unnoticed or are
misunderstood. For this reason particular attention needs to be paid in this research to
financial reporting that might re veal or anticipate cash-flow problems. So far, the
relatively widespread use of his torical cash-flow statements amongst respondents to the
Best Financial Practice survey 1as been noted.

it is now interesting to examine how frequently owner-managers themselves
assess, or have others assess “or them, the cash position of their businesses — at least
approximately and possibly outside of conventional historical financial statements. This
is indicated by a nominal study variable CASHPOSN based on responses to Question
40 in the survey instrument. Tt e situation in business concerns in the research sample
is shown in Figure 6.38 on the 1ext page. The modal response category is ‘daily’; and,
with almost 70 per cent of resp >ndents nominating it, this frequency of assessing the
business’s approximate cash psition clearly dominates all others. Noting also the very
high response rate for this que: tion, these data clearly suggest great vigilance on the
part of collaborating SMEs in tracking their approximate cash position without

necessarily accessing the histo-ical financial statements identified earlier (particularly
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Figure 6.38: Frequency of Cash Position Assessment
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the cash-flow statement and possibly the balance sheet). Again, this is very encouraging
from a financial management \ iewpoin:. It also cautions against presuming such
financial vigilance is not preset when conventional historical financial statements are
not obtained.

Hereafter, the study variable CASHPOSN is slightly modified by focusing only on
of those respondents that assess their business’s approximate cash position on a regular
basis — thus permitting the var able to be treated as ordinal in nature. A series of
Kruskal-Wallis one-way analy<es of variance reveals that frequency of assessing a
business’s approximate cash [ osition is statistically unrelated to use of historical balance
sheets (n=998, H=0.614, df=2 p=0.736) or use of historical profit and loss statements
(n=1,007, H=0.827, df=2, p=0.361) or use of historical cash-flow statements (n=977,
H=0.573, df=2, p=0.751). The:e findings reinforce the belief that rough assessments of
cash position are often done without thz aid of conventional historical financial
statements. There is a very we ak, statistically significant association between frequency
of obtaining and reviewing his orical profit and loss statements (study variable
FQREVPL) and frequency of ¢ ssessing a business’'s approximate cash position (study
variable CASHPOSN) (n=907 Kendall's tau b=0.151, p<0.000).

A Kruskal-Wallis one-wily analysis of variance suggests that frequency of
assessing a business’s approximate cash position varies in a statistically significant
manner with enterprise size in employment terms (n=1,045, H=55.453, df=4, p<0.000).
Larger enterprises apparently assess their approximate cash position more frequently. A
Mann-Whitney test indicates ¢ statistically significant difference in frequency of
assessing a business’s approximate cash position between smali enterprises and
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medium-sized enterprises, with the frequency being higher for medium-sized concerns
(n=1,045, U=29,872.000, p<0.C00).

6.4.2 Future-Oriented Financial Reporting Practices

Because specific questions are not included in the research instrument, responses to the
Best Financial Practice survey ‘io not permit separate determination of whether or not
future-oriented (or forecasted o - pro forma) balance sheets, profit and loss statements
and cash-flow statements are otained by collaborating SMEs. However, it is possible to
establish whether budgeting is part of financial management in these concerns. To the
extent that budgets usually find written expression in future-oriented financial
statements, it is then possible 1) infer that some, if not all, such reports are obtained.
Furthermore, the research instr yment does include a question inquiring whether
estimates of future cash require ments are prepared, and how far into the future these
typically extend. Responses to his question enable continued focus on cash-related
matters, as justified in the last < ub-section of the chapter. They also permit some
inference to be made on the incidence of use of future-oriented cash-flow statements,
because cash-flow forecasts usually find written expression in this form.

Whether or not budgetint} is undertaken by businesses in the research sample,
and therefore whether it is likel ' that at east some future-oriented financial statements
are obtained, is indicated by a nominal study variable FORPRTS based on responses to
part of Question 37 in the survey instrument, with corroboration from responses to parts
of Questions 38, 39 and 42. It ¢ ppears that, of just over 900 concerns that responded to
the relevant questions, 88.8 pe - cent employ budgeting in some form. As will be seen in
the next sub-section of the cha ster, for a substantial number this extends to regular
budget versus actual comparisons whicn typically require bringing together historical and
future-oriented financial staterr ents. Compared to Australian research findings reviewed
in Chapter 4 of the thesis, this is a high incidence of budgetary planning and control for
SMEs and must be seen as ve!y encou-aging from a financial management viewpoint.

A Mann-Whitney test rev eals tha: incidence of budgeting in the study sample is
associated in a statistically sigr ificant manner with enterprise size in employment terms
(n=902, U=34,865.500, p=0.01 3). Budgeting appears more prevalent in larger
businesses. However, a Chi-Sc uare test suggests no statistically significant difference
between small enterprises and medium-sized enterprises as far as incidence of
budgeting is concerned (n=91£ ¥*=0.082, df=1, p=0.774).

Whether or not estimate s of future cash requirements are prepared by
respondents to the Best Financial Practice survey, and whether they are formal (that is,
documented possibly as a cast -flow stetement) or informal, is indicated by a nominal
study variable CASHREQ base d on responses to parts of Question 41 in the survey
instrument. The situation in business concerns in the research sample is shown in Figure

6.39 on the next page. The mc al response category is ‘yes, informal’. However, there is
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Figure 6.39: E:timation of Future Cash Requirements
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still a substantial proportion of -espondents (around one-third) that claim to produce
formal estimates of cash requi ements that could find expression in future-oriented cash-
flow statements. Overall, nearly 93 per cent of those answering the question report
undertaking some form of cast: planning — once again impressive compared to other
research findings and certainly very encouraging from a financial management
viewpoint. A Chi-Square test it dicates “here is a statistically significant association
between incidence of budgetin j and incidence of estimating future cash requirements
(n=901, ¥*=66.045, df=3, p<0.000). Formal cash requirement estimates are more
prevalent in enterprises that undertake budgeting.

A Kruskal-Wallis one-we y analysis of variance reveals that incidence of
estimating future cash requireinents is associated in a statistically significant manner
with enterprise size in employiaent terrns (n=1,047, H=91.098, df=3, p<0.000). Larger
enterprises are apparently mo e likely 1o produce formal estimates. A Chi-Square test
suggests there is a statistically significant difference between small enterprises and
medium-sized enterprises as f ar as incidence of estimating future cash requirements is
concerned (n=1,047, x*=40.462, df=3, 2<0.000). Formal estimates are more prevalent in
medium-sized enterprises.

How far into the future ¢ stimates; of cash requirements for collaborating SMEs
typically extend is indicated by a nominal study variable CSHRQHOR based on
responses to part of Question 41 in the: survey instrument. The situation in business
concerns in the research sample is shown in Figure 6.40 on the next page. The modal
and median response categor / is one month — a rather short horizon, perhaps
paralieling monthly bank state nents and reconciliations and/or monthly receipts and

payments patterns in the nornal course of business.
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Figure 6.40: Horizon for Estimating Future Cash Requirements
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A Chi-Square test indica es there is a statistically significant association between
incidence of budgeting and hotizon for astimation of future cash requirements (n=825,
x’=13.937, df=4, p=0.007). Lor ger horizons for cash requirement estimates are more
prevalent in enterprises that ur dertake budgeting. Sparse cells prohibit statistical
evaluation using a Chi-Square test of any association between incidence of estimation
of future cash requirements and horizon for estimation of future cash requirements.
However, there does seem to he a very weak, statistically significant association
between incidence of estimaticn of future cash requirements and horizon for estimation
of future cash requirements (n::946, Cramér's V=0.178, p<0.000). Longer horizons for
cash requirement estimates ar : more prevalent in enterprises that produce formal
estimates of future cash requir aments.

A Kruskal-Wallis one-we y analysis of variance reveals that horizon for estimation
of future cash requirements is associated in a statistically significant manner with
enterprise size in employment terms (n=946, H=23.597, df=4, p<0.000). Larger
enterprises are apparently moie likely to have longer horizons for their future cash
requirement estimates. A Chi-3quare test suggests there is a statistically significant
difference between small ente prises and medium-sized enterprises as far as horizon for
estimation of future cash requi-ements is concerned (n=946, ¥’=27.618, df=4, p<0.000).
Longer horizons for future cash requirement estimates are more prevalent in medium-

sized enterprises.

6.4.3 Historical Financial Stetement Analysis Practices
Attention now turns to practice s followed by respondents to the Best Financial Practice

survey when analysing and int arpreting historical financial statements. In Chapters 1 and
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3 of the thesis, it is indicated tk at specific techniques for this purpose include
comparisons of key figures witl: those in financial statements of previous periods, or with
target figures in forecasted finencial statements. The calculation of financial ratios, and
their comparison with available benchmarks for such measures, might also be
undertaken. Responses to the 1esearch instrument reveal the extent of knowledge and
use of ‘benchmarking’ — a man agement tool through which (inter alia) a business’s
financial ratios calculated from its most recent historical financial reports are compared
with those of other concerns wi h simila- characteristics (size, geographical location,
product range, etc.) in the sam : industry. Benchmarking has recently been strongly
promoted by the Australian fed :ral government as a technique for improving efficiency
in the SME sector across indus ries. Other responses show the incidence of regular
budget versus actual comparisions whic typically require bringing together historical and
future-oriented financial statements. Firally, the incidence of regular forecast versus
actual comparisons for cash-flcws can be ascertained.

Whether or not benchmerking is known about and employed as part of historical
financial statement analysis in :ollaborzting SMEs is indicated by a nominal study
variable BENCHMRK based or responses to part of Question 45 in the survey
instrument. The situation in business concerns in the research sample is shown in Figure
6.41 on the next page. The mo Jal response category is ‘known, not used'. In all,
approximately two-thirds of ove r 800 enterprises responding to the relevant question
apparently know about benchmr arking as a management tool. And yet, only 20 per cent
use or intend to use benchmart ing as an aid to analysis and interpretation of historical
financial statements. This penetration might be seen as disappointing in view of the
federal government’s recent efiorts to promote benchmarking, but it is certainly
comparable with other researct findings for SMEs reviewed in Chapter 4 of the thesis.

A Kruskal-Wallis one-wa 7 analysis of variance indicates that knowledge and use
of berichmarking is associated n a statistically significant manner with enterprise size in
emplcyment terms (n=843, H=""5.058, clf=3, p<0.000). Larger enterprises are apparently
more likely to know about and 1ise benchmarking. A Chi-Square test reveals there is a
statistically significant differenc 2 between small enterprises and medium-sized
enterprises as far as knowledge- and use of benchmarking is concerned (n=843,
¥*=40.250, df=3, p<0.000). Ber chmarkiig seems to be better known and more widely
used amongst medium-sized e iterprises.

The frequency with whicl budget comparisons of forecast versus actual results
are carried out within collabora ing SME:s, typically requiring historical and future-
oriented financial statements b.:ing brought together, is indicated by a nominal study
variable FQBUDCOM based ot responses to part of Question 39 in the survey

instrument. The situation in business concerns in the research sample is shown
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Figure 6.41: Benchmarking in Study Sample
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in Figure 6.42 on the next page. The modal response category is overwhelmingly
‘mor‘1thly’ — no doubt strongly reflecting the conventional monthly accounting cycle on
which general ledger systems ¢ re usually based and also typical monthly business
patterns. Overall, of 800 conce ns that considered the question relevant to their
circumstances and answered it 88.0 per cent report carrying out budget versus actual
comparisons at some regular ir terval — once again quite impressive and encouraging.

Sparse cells prohibit stat stical evaluation using a Chi-Square test of any
association between knowledge and use of benchmarking and frequency with which
budget comparisons are undert aken. However, there does seem to be a very weak,
statistically significant association between knowledge and use of benchmarking and
frequency with which budget cc mparisons are undertaken (n=710, Cramér’s V=0.135,
p=0.011). More frequent budget comparisons are evidently carried out by respondents
with greater knowledge and us¢: of benchmarking as a management tool.

A Kruskal-Wallis one-wa s analysis of variance suggests that frequency with which
budget comparisons are undertaken is associated in a statistically significant manner
with enterprise size in employn ent terms (n=870, H=57.130, df=7, p<0.000). Larger
enterprises apparently carry ou: budget comparisons more frequently. Sparse cells
prohibit statistical evaluation using a Cti-Square test of any association between
classification as either a small or a medium-sized enterprise and frequency with which
budget comparisons are undertaken. However, there does seem to be a very weak,
statistically significant association between classification as either a small or a medium-
sized enterprise and frequency with which budget comparisons are undertaken (n=870,
Cramér's V=0.143, p=0.013). N ore frequent budget comparisons seem to be carried out
in medium-sized enterprises.
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Figure 6.42 Frequency of Budget Comparisons
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Whether or not regular fcrecast varsus actual comparisons for cash-flows are
undertaken by business enterpr ses in the research sample is indicated by a nominal
study variable CFBUDCOM ba: ed on responses to part of Question 42 in the survey
instrument. It appears that, of ju st over 800 concerns that considered the question
relevant to their circumstances and answered it, 74.4 per cent carry out regular forecast
versus actual comparisons for cash-flows. In view of the already highlighted importance
of sound cash-flow managemer t to businesses of the type investigated, this should
preferably be higher. Chi-Squarz tests indicate there is a statistically significant
association between incidence »f regular forecast versus actual comparisons for cash-
flows and knowledge and use o benchmarking (n=650, ¥*=18.582, df=3, p<0.000) or
frequency with which budget co nparisons are undertaken (n=700, *=100.250, df=7,
P<0.000). Incidence of regular frecast versus actual comparisons for cash-flows is
evidently higher amongst SME¢ that know about and use benchmarking, and also
amongst those that carry out more frequent budget comparisons.

A Mann-Whitney test rev :als that incidence of regular forecast versus actual
comparisons for cash-flows in tle study sample is associated in a statistically significant
manner with enterprise size in e mploymzant terms (n=805, U=55,438.000, p=0.024).
Cash-flow forecast versus actuz | comparisons appear more prevalent in larger
businesses. Furthermore, a Chi Square test suggests a statistically significant difference
between small enterprises and 1nedium-sized enterprises as far as incidence of regular
forecast versus actual comparis ons for cash-flows is concerned (n=805, ¥*=12.013,
df=1, p=0.001). Evidently, medi im-sized enterprises are more likely to carry out cash-
flow forecast versus actual com Jarisons.
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6.4.4 Financial Reporting Przctices Summary

The findings presented in this ¢ ection o the chapter suggest that the study sample
obtained from the Best Financial Practice survey is, from the viewpoint of the present
research, conveniently diverse in terms of financial reporting practices. The sample
includes small and medium-siz 2d mantfacturing enterprises across the spectrum of
sophistication in their financial “eporting practices. Overall though, the point has been
made repeatedly in this sectior of the chapter that, compared to Australian research
findings reviewed in Chapter 4 of the thesis, financial reporting practices amongst the
collaborating businesses are e\ idently of a high standard, and must be seen as very
encouraging from a financial management viewpoint. Perhaps this reflects the
possibility, mooted earlier in th s chapter, that the sample best approximates the larger
end of the manufacturing SME spectrurn. From the perspective of this thesis, it is
unfortunate that the instrument used in the Best Financial Practice survey does not
include more questions of grea er specificity on financial reporting practices. However, it
must be recognised that that st rvey had broader objectives covering most financial
management practices. Notwithstanding the foregoing point, the sample and data
obtained can be still be judged as more than acceptable given the stated purposes of the
research described in the thesi;s.

Examination of financial reporting practices amongst SMEs in the study sample
further supports the earlier perc eption that enterprise size in employment terms has
some explanatory potential for ohenom:ana relevant to this research. Additional
variables now considered relat: to historical financial reporting, future-oriented financial
reporting and historical financie | statement analysis. Statistically significant associations
with enterprise size in employn ent terms are evident in data reported for:

¢ Whether or not use is mide of historical profit and loss statements.

¢ Frequency of use of historical prcfit and loss statements.

¢ Frequency of assessing -1 business's approximate cash position.

» [ncidence of employing t udgeting in financial management.

+ Incidence of making esti nates of future cash requirements.

« Horizon for estimation of future cash requirements.

* Knowledge and use of be:nchmar<ing as a management tool.

e Frequency with which budget comparisons are undertaken.

¢ Incidence of regular fore >ast versus actual comparisons for cash-flows.
Further consideration of associ ations between these variables and enterprise size forms
part of the analysis presented i1 the following chapter of the thesis.
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6.5 Business Growth and Pe formance

6.5.1 Growth
The ultimate dependent variab es in this research are business growth and performance
outcomes achieved by small and mediLm-sized manufacturing enterprises in the study
sample. As indicated earlier in he thesis, the study relies heavily upon subjective
assessments of business growt 1 and performance. The measures of enterprise growth
available are subjective assessments of sales growth for the immediate past and the
immediate future. These are de tailed in this sub-section of the chapter. Various
performance measures for resf ondents to the Best Financial Practice survey are
considered in the next sub-secton.

Estimated sales trends o ser the last 12 months for enterprises in the study sample
are shown in the figure below (ilata for an ordinal study variable SLSGROWP based on

responses to part of Question € in the survey instrument):

Figure 6.43 Past Sales Growth in Study Sample
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The modal and median respons e category for past sales growth is ‘moderate growth’
considered to be 1 to 9 per cen per annum.

Anticipated sales trends 1or the ensuing 12 months for enterprises in the study
sample are shown in Figure 6.44 on the next page (data for an ordinal study variable
SLSGROWEF based on respons ss to pait of Question 6 in the survey instrument). The
modal and median response ca:egory for future sales growth is also ‘moderate growth’
corresponding to 1 to 9 per cen per anrum. Not surprisingly, there is a moderate,

statistically significant associati »n between sales growth over the last 12 months and
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anticipated sales growth for the ensuing 12 months (n=998, Kendall's tau b=0.487,
p<0.000).

Figure 6.44 |'uture Sales Growth in Study Sample
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A Kruskal-Wallis one-way analys s of variance indicates that larger enterprises
responding to the survey are statistically more likely to have experienced higher rates of
sales growth in the immediate »ast {(n="1,050, H=16.865, df=4, p=0.002). However, a
further Kruskal-Wallis one-way analysis of variance reveals no statistically significant
association between enterprise size and anticipated future sales growth (n=998,
H=3.627, df=4, p=0.459). Manii-Whitney tests suggests no statistically significant
differences between small ente rprises and medium-sized enterprises in terms of past
sales growth (n=1,050, U=37,711.500, p=0.663) or anticipated future sales growth
(n=998, U=34,860.500, p=0.933).

6.5.2 Performance

This sub-section of the chapter presents data for various performance measures for
respondents to the Best Financial Practice survey. These measures are categorical
and/or subjective in nature. It vias indicated earlier that, since it is essentially a reflection
of output, sales turnover is trec ted in this research as an indicator of enterprise
performance, rather than as ar enterprise size measure. Current annual sales turnover
categories for enterprises in th.: study sample are shown in Figure 6.45 on the next page
(data for an ordinal study variasle SALIES based on responses to Question 4 in the
survey instrument). The modal and median response category for annual sales turnover
is $1 to 5 million per annum, b it there is an extended upper tail to over $50 million per

annum.
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Figure 6.45 A1nual Sales Turnover in Study Sample
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Not unexpectedly, there s a strong, statistically significant association between
annual sales turnover and ente ‘prise size in employment terms (n=1,050, Kendall's tau
b=0.702, p<0.000). A Mann-Whitney test indicates a statistically significant difference
between small enterprises and medium-sized enterprises in terms of annual sales
turnover, with the latter natural y having greater sales revenues (n=1,050, U=3,226.500,
p<0.000).

A subjective self-apprais al of the profitability of respondents to the Best Financial
Practice survey relative to that of their competitors is provided by the nominal study
variable PROFITAB based on 1esponses to Question 8 in the survey instrument. These
profitability assessments are revealed in Figure 6.46 on the next page. The modal
response category for profitabil ty assessments in the study sample is ‘equivalent to
rivals’. However, there is an unortunately high proportion of respondents (approximately
one-quarter) unsure about their profitability relative to that of competitors. This
diminishes the value to the res:arch of this enterprise performance measure. For
example, requiring the variable to be treated as nominal, rather than ordinal, clearly
results in a loss of information this treatment is altered in Chapter 7 of the thesis).
Referring back to Chapter 2 of he thesis, the poor substantive response rate for
Question 8 in the survey instruinent is rot surprising given findings on the limited formal
or informal comparisons of per ormance with that of competitors apparently undertaken
by respondents to the Australiay federa government's 1995 Business Longitudinal

Survey (Industry Commission ¢. Departiment of Industry, Science and Tourism, 1997).
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Figure 6.46: Enterprise Profitability in Study Sample
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A Kruskal-Wallis one-way analysis of variance reveals that median enterprise size
varies with statistical significan:e between profitability categories (n=1,050, H=11.262,
df=3, p=0.010). Respondents t elieving themselves to be more profitable than rivals
have the highest mean rank in employment terms; and they are followed by those
equivalent to rivals, those less orofitabl2 than rivals, and those unsure of their
profitability relative to rivals in his order That those enterprises unsure of their
performance vis-a-vis their conpetitors are amongst the smallest in the study sample is
again not surprising in light of f ndings of the 1995 Business Longitudinal Survey
(Industry Commission & Depar ment of Industry, Science and Tourism, 1997).
Notwithstanding the foregoing, a Chi-Square test suggests no statistically significant
difference in profitability relative to competitors between small enterprises and medium-
sized enterprises in the study sample (n=1,050, ¥*=6.846, df=3, p=0.077).

Earlier in this chapter it i5 indicat2d that, particularly amongst SMEs, it is not
uncommon to discover busine: ses that are successful in sales and possibly profitability
terms but may be experiencin¢ persistent, and frequently terminal, cash-flow or liquidity
difficulties. This is attributed to the combination of overtrading and poor financial
management so frequently encountered together in smaller concerns. An ordinal study
variable LIQCRIS based on re:;ponses to Question 31 in the survey instrument captures
the recency of an unexpected iquidity crisis for enterprises in the study sample, as
shown in Figure 6.47 on the ne xt page. The modal and median response category is ‘not

in last 2 years’, but note the re atively high proportion of non-responses.
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Figure 6.47: Liquidity Crises in Study Sample
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A Kruskal-Wallis one-way analys s of variance indicates no statistically significant
association between recency o an unexpected liquidity crisis and enterprise size in
employment terms (n=918, H=2.674, df=2, p=0.263). Furthermore, a Mann-Whitney test
reveals no statistically significent difference between small enterprises and medium-
sized enterprises in terms of rezency of an unexpected liquidity crisis (=918, U=26,303,
p=0.171). Associations in the s udy sample between variables reflecting enterprise
performance can be summaris :d as fol ows:

e A Kruskal-Wallis one-way analys s of variance reveals that respondents with
higher annual sales turnover have a statistically greater likelihood of believing
they are more profitable than the r competitors (n=1,050, H=19.542, df=3,
p<0.000).

* Kruskal-Wallis one-way inalyses of variance suggests no statistically significant
associations between aniual sales turnover and recency of an unexpected
liquidity crisis (=918, H::4.999, df=2, p=0.082).

¢ A Kruskal-Wallis one-way analys s of variance indicates that respondents
believing they are more Jrofitable than their competitors have a statistically lower
likelihood of having expe rienced an unexpected liquidity crisis in the last two
years (n=918, H=43.902 df=3, p<0.000).

Overall, greater annual sales turnover, higher perceived profitability and diminished
likelihood of an unexpected lig lidity crisis seem to be associated amongst the more

successful respondents to the 13est Financial Practice survey.
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6.5.3 Business Growth and F erfformance Summary

The findings presented in this ¢ ection of the chapter suggest that the study sample
obtained from the Best Financ.al Practice survey is, from the viewpoint of the present
research, conveniently diverse in terms of growth and performance outcomes. The
sample includes smali and meium-sized manufacturing enterprises across the
spectrum of success as measu-ed by various growth and performance benchmarks.
Again, in this respect, the sample and cata obtained can be judged to very suitable
given the stated purposes of th e researzh described in the thesis.

Examination of business growth and performance amongst SMEs in the study
sample again supports the earl er perception that enterprise size in employment terms
has some explanatory potentia for phenomena relevant to this research. Statistically
significant associations with en:erprise size in employment terms are evident in data
reported for:

» Sales turnover growth in the imm ediate past.

e Current annual sales turiover.

» Subjective self-appraisa of profitability relative to that of competitors.
Further consideration of associations between these variables and enterprise size forms
part cf the analysis presented i1 the following chapter of the thesis.

6.6 Chapter Review

This chapter of the thesis has ¢ ought to provide statistical descriptions of the various
study variables. Evidence has also been presented on bivariate associations between
these variables and enterprise size in employment terms, including classification as
either a small or a medium-siz :d enterprise. In all, descriptive and associative findings
have been detailed for a total f 85 study variables grouped as follows:

» Enterprise characteristic s — 25 explanatory variables reflecting enterprise size,
manufacturing sub-sectc r, geographical location, manufacturing complexity,
export commitment, owr er-management, strategic planning, strategic
management, growth co nmitment and growth constraints.

+ Financial management ¢ haracteristics — 44 explanatory variables reflecting
financial systems, financial audit, business financing, financial reporting to
financiers, financier rela ionships, internal and external financial advice, financial
decision-making and finiincial systems review.

e Financial reporting pract ces — 5 variables for historical financial reporting, 3
variables for future-orier ted financial reporting and 3 variables for historical
financial statement anal sis. These are outcome variables when examining how
enterprise and financial nanagement characteristics may influence them, and are
explanatory variables wlien examining their possible impact on business growth

and performance outcores.
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¢ Business growth and peiformance - 2 outcome variables for business growth and

3 outcome variables for snterprise performance.

From the viewpoint of this rese arch, values obtained for all these variables through the
Best Financial Practice survey are conveniently diverse.

In terms of enterprise si::e, manufacturing sub-sector and geographical location in
particular, the study sample is not strictly representative of the population of smaller
manufacturing enterprises legz lly organised as proprietary companies in Australia.
However, it cannot be conside 'ed poor and/or unusable by contemporary business
research standards in this country. In fact, the sample and data obtained appear very
suitable given the stated purpc ses of the present research. The sample approximates
the larger end of the manufact uring SME spectrum and seems to include business
concerns for which the extent .ind frequency of historical and future-oriented financial
reporting could be an importar t prevailing issue, and in which financial reporting
practices may have impact on achieved growth and performance outcomes. Compared
to other Australian research fir dings, financial reporting practices amongst the
collaborating businesses are evidently of a high standard and are very encouraging from
a financial management viewr oint.

The point has been mac e at several stages in the chapter that enterprise size in
employment terms has some «xplanatory potential for relevant phenomena in the small
and medium-sized enterprises investigated. Of course, this is not to suggest that
enterprise size, so measured, will necessarily match or exceed the influence of other key
explanatory variables for the f nancial reporting practices and growth and performance
outcomes at the focus of the r3search. The joint and several statistical significance of
the independent variables des zribed in this chapter are revealed through analysis of the

study findings presented in the: next chapter.



