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Abstract: The study aims to examine current status of accounting practices
in Nepalese small and medium sized manufacturing firms, basing the
study on the primary data followed by survey research method. The study
concentrated on 18 firms out of 30 manufacturing SMEs as the study area,
located in Nepalgunj industrial district. Through self-designed questionnaire
comprised into five point Linkert scale, data was collected from managers,
owners, and accounting officers of SMEs. The findings revealed that
majority of SMEs have been following manual accounting system, and
also have been internally preparing their financial accounting statements
from accounting experts. In terms of maintaining accounting information,
the study reached a conclusion that tax assessment and business
performance are key motivational factors. Traditional accounting indicators
have got the highest usage, and also viewed as the most usefulness for
performance measurement. This study provides more understanding
on the accounting practices of manufacturing SMEs that can be used
for further research regarding accounting practices in cross industrial
district as well as cross country comparisons to provide rich information.
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I. INTRODUCTION

Small and medium sized enterprises (SMEs) occupy important roles in the economic
growth and sustainable development, especially in the developed and developing
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countries (Longenecker et al., 2008; Ahmad, 2012). However the diversity of businesses
in the world have created disadvantages to the SMEs capabilities in order to sustain their
competitive advantages (Marriott & Marriott, 2000). Typical accounting functions can play
an important role in businesses to maintain competitive advantages. However, some of
the small and medium sized enterprises (SMEs) have faced problems in handling their
accounting functions due to the lack of expertise on accounting functions (Everaert et
al., 2006). The International Accounting Standards Committee Foundation (IASCF, 2007)
defines a SMEs as an entity that does not have public accountability and thus publishes
general purpose financial statements for external users. SMEs are entities which do not
have the onerous requirement of filing their financial statements with any regulatory body
for the purpose of issuing financial instruments. Sian and Roberts (2006) defined micro-
entities as the smallest entities within the SMEs spectrum and that these entities have
less than 10 employees (including those that do not have any employees).

Accounting system provides a source of information to the owners and managers of
SMEs for the measurement of their financial performance. The importance of accounting
indicators (measures) for performance measurement to any business entity, big or small,
cannot be over-emphasized. Mitchell et al. (2000) expressed that accounting information
could help SMEs to manage short-term problems in areas such as costing, expenditure
and cash flow by providing information to support monitoring and control. United Nations
Conference on Trade and Development [UNCTD, 2000) found that generally, many SMEs
do not keep proper financial records and accounts as they are not aware or convinced of
the usefulness of accounting and financial reporting requirements for control and decision-
making purpose. Ismail (2009) identified that SMEs are lacking accounting knowledge
and support to perform accounting functions thus they are more likely to outsource their
accounting works to accounting firms. Perren & Grant (2000), highlighted that the SMEs
actually relied on sufficient accounting information, including managerial accounting,
which was often acquired via informal means, to make their business decisions.

Despite the variations on the use of accounting information among small businesses,
there is evidence to suggest that small firms are aware of the importance of accounting
information and used it for a variety of purposes (International Federation of Accountants,
2006). It has been recognized that appropriate accounting information is important for
a successful management of any business entity, whether large or small (European
Commission, Enterprise and Industry Directorate-General, 2008). Industrial policy-2010
has categorized Nepalese industries as micro, cottage, small, and large industries. SMEs
have comparatively more contributions in employment and in economic development
than large scale industries in Nepal (Kharti, 2019). Majority of the Nepalese SMEs
prepare their accounting reports at least one time in a year and among the financial
accounting reports the statement of profit and loss was considered as most useful,
followed by balance sheet and cash flow (Sharma, 2015). SMEs need to be aware and
convinced of the usefulness of accounting information for better management control
and decision-making purposes in order to access new markets and maximize their profits
in the corporate world (Jayabalan et al., 2009). Maseko & Manyani (2011) identified
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that SMEs do not keep complete accounting records because of lack of accounting
knowledge and as a result there is inefficient use of accounting information in financial
performance measurement. Furthermore, the study of (Ankrah, et.al., 2015) found that
majority of small scale enterprises do not employ the services of a full time account
staff to help carry out the accounting duties due to high cost of hiring an accountant.
The appropriate accounting practices by Nepalese manufacturing SMEs may supply
complete and relevant financial information needed to improve economic decisions made
by entrepreneurs. In this context the study aims:

m  To examine current status of accounting practices in Nepalese small and
medium sized manufacturing firms.

To identify the motivation (purpose) for maintaining accounting information.

To analyze the use and usefulness of accounting indicators for performance
measurement.

Il. METHODOLOGY AND RESULTS

This study is based on descriptive and explanatory research design. A total of 30
small and medium sized manufacturing firms, which were under operation during the
last quarter of 2019, in Nepalgunj industrial district was considered as the population
of the study. Out of the 30 firms under the population, only 18 firms were selected as
the sample for the study through purposive and convenience sampling technique based
on characteristics of a population and the objective of the study. The researcher used
survey method to collect primary data from the respondents comprised with five point
Likert scale. Information for the study was collected from managers, proprietors and
accounting officials of SMEs through self-designed survey covering the different variables
recognized in the literature. The items in the questionnaire were developed having
accounting indicators; 1 low used and 5 for highest used, and in respect of usefulness,
1 for less important and 5 for most important. Cronbach’s alpha was determined to
measure the internal consistency (reliability) having the estimation of 0.837. Out of the all
out of 32 distributed questionnaires, only 30 complete questionnaires were returned and
acknowledged for the purpose of data analysis. Descriptive statistics was applied for the
analysis of relevant information assembled through survey.

Table 1
Operation of accounting system by SMEs

Nature of operation Percentage (%)
Manual 63.52
Mechanical (Computerized) 36.48
Total 100.00

Table 1 presents the operational nature of accounting system followed by the
SMEs. The findings of the current study show that majority (63.52 percentage) firms
have practiced manual system while 36.48 percentage firms have followed computerized
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system. It indicates that operation of accounting through manual system has got high
preference than the computerized system in SMEs.

The data presented in Table 2 reveals that majority (62.35 percentage) of the SMEs
prepare their accounting statements internally by accounting expertise. In contrary 16.33
percentage firms have practiced externally. Moreover the preparation of statements
through computerized accounting system (11.60 percentage) and internally with outside
advisor (9.72 percentage) reveal low adoption rates.

Table 2
Preparation of accounting statements by SMEs

Preparation of accounting statements Percentage (%)
Internally by accounting expertise 62.35
Internally with outside advisor 9.72
Externally prepared 16.33
Prepared by computerized accounting system 11.60
Total 100.00

Table 3 highlights the motivation (purpose) of maintaining accounting information.
The results indicates that tax assessment (mean value = 4.476) and measure business
growth or performance (mean value = 4.269) have considered key motivational factor
for maintaining according information. Likewise the assessment of profitability and other
financial status (mean value = 3.923) as well as planning for future operations (mean
value = 3.615) have got moderate importance on maintaining accounting information.
Controlling overheads cost, capital budgeting decision and pricing decision (mean value
< 3.000) revealed low motivational factor.

Table 3

Motivation towards maintaining accounting information
Motivation for maintaining information Mean SD
Assess the profitability and other financial status 3.923 0.627
For capital budgeting decision 2.615 0.537
For controlling overheads cost 2.513 0.581
For the sole purpose of tax assessment 4.476 0.503
For pricing decision 2.576 0.503
Measure business growth or performance 4.269 0.452
Planning future operations 3.615 0.637

The data reported in Table 4 shows the importance of accounting statements
perceived by SMEs. The statement of profit and loss and cash flow statement have
perceived crucial accounting statements accordingly ranked on 1 and 2. Moreover
balance sheet, bank statement, break even analysis and financial ratio analysis have
ranked on 3, 4, 5 and 6 respectively. The other accounting statements (mean value <
3.00 mean value) have perceived less importance by the SMEs.
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Table 4

Level of importance of accounting statements prepared by SMEs
Accounting statements Mean SD Rank
Balance sheet 3.684 0.496 3
Bank statement 3.672 0.788 4
Break even analysis 3.615 0.697 5
Cost-volume-profit analysis 2.461 0.508 9
Financial forecasting and budgeting 2.961 0.527 7
Financial ratio analysis 3.230 0.429 6
Published industries information and trends 1.192 0.689 12
Statement of cash flow 4.038 0.720 2
Statement of change in financial position 1.538 0.508 11
Statement of cost 2.895 0.516 8
Statement of Profit and Loss 4.654 0.485 1
Value added statement 1.875 0.797 10

Table 5 reflects the usage and usefulness of financial accounting indicators in
SMEs. The indicators like net profit (mean value = 4.807), sales (mean value = 4.653),
growth rate of sales (mean value = 4.538) and cash flow (mean value = 4.346) have
got highest usage to evaluate the financial performance. However earning per share
(mean value = 2.692) and return on equity (mean value = 2.769) are minimally used.
The other indicators (mean value 3.115 to 3.693) are moderately used. In respect with
the usefulness of performance measures, net profit (mean value = 4.615), sales (mean
value = 4.461), growth rate of sales (mean value = 4.451) and cash flow (mean value
= 4.154) are viewed as most important indicators. On the other hand, inventory level,
return on equity and earning per share having mean value < 3.000 are considered as
less important.

Table 5
Usage and usefulness of financial accounting indicators
o Usage Usefulness
Accounting indicators
Mean SD Level Mean SD Level

Break-even sales 3.269 0.603 High 3.769 0.710 Important
Cash flow 4.346 0.689 Highest 4.154 0.784 Most important
Earnings per share 2.692 0.471 Low 2.706 0.633 Less important
Gross profit 3.539 0.646 High 3.808 0.895 Important
Growth rate of sales 4.538 0.581 Highest 4.451 0.581 Most important
Inventory levels 3.115 0.711 High 2.769 0.651 Less important
Net profit 4.807 0.491 Highest 4.615 0.571 Most important
Operating profit 3.846 0.967 High 3.646 0.628 Important
Return on assets 3.231 0.863 High 3.576 0.504 Important
Return on equity 2.769 0.815 Low 2.657 0.735 Less important
Return on investment 3.693 0.710 High 3.311 0.617 Important
Sales 4.653 0.629 Highest 4.461 0.706 Most important

Value added 3.384 0.496 High 3.115 0.908 Important
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I1l. CONCLUSION

The study has primarily sought to examine the accounting practices of manufacturing
SMEs in Nepal. Questionnaires were distributed to managers, owners, and accounting
officers of SMEs. A total 30 complete questionnaires were returned and acknowledged
for the purpose of data analysis. After the observation and analysis of collected data,
the results have shown that most of the enterprises have been following the manual
accounting system. The field survey findings indicated the majority of SMEs have
internally prepared their financial accounting statements from accounting experts. The
study has also discovered that tax assessment and measuring business performance are
the key motivational factors for maintaining accounting information. In contrast, controlling
overhead costs, capital budgeting decision, and pricing decision are considered as low
motivational factors. The research found that the traditional statements i.e. profit and
loss, and cash flow statement have perceived as crucial accounting statements. These
findings are in line with the results of similar surveys (Sharma, 2015; Maseko & Manyani,
2011). Furthermore, the traditional accounting indicators have got the highest usage, and
also viewed as the most usefulness for performance measurement. The study, contributes
to current knowledge in accounting practices of manufacturing SMEs in Nepal. In future,
the findings of this survey could be compared and used for further research regarding
accounting practices in cross industrial district SMEs in Nepal as well as cross country
SMEs.
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