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Abstract 
The aim of this paper is to generate an insight into the financial performance of micro, small 

and medium enterprises (MSMEs) in correlation with employment of financial management 

practices. The study highlighted the significance of better financial management decisions on the 

basis of efficient financial management practices which are critical and crucial for the survival, 

growth and profitability of micro, small and medium enterprises. 

             This study was done to determine the extent of financial management practices in Micro, 

Small and Medium Enterprise (MSMEs) of Honaga Industrial Area, Belagavi, Karnataka. The 

objectives of the study is to determine the extent of financial management practices employed by 

micro, small and medium enterprises and to determine the effect of financial management practices 

on the functioning of micro, small and medium enterprises. In this study five dimensions are 

analysed: working capital management, investment, financing, accounting information systems and 

financial reporting and analysis practices. Honaga Industrial Area has around 60 micro, small and 

medium enterprises 40 questionnaires were distributed and in that 14 micro, small and medium 

enterprises were responded. It shows the low response rate especially towards disclosing of 

financial information.  

           The findings revealed that the micro, small and medium enterprises owners are not trained in 

investing surplus in stock market. They are familiar in banking related transactions, preparation of 

budget and usage of computer software in recording transactions. Most of the micro, small and 

medium enterprises are not trained in evaluation of investment projects based on discounted cash 

flow methods. They are also not trained in establishing optimum balance between owned funds and 

borrowed funds. Majority of respondents are strongly agreed that preparation of financial 

statements annually based on accounting concepts and conventions. Finally, Extent of financial 

management practices is not much satisfactory in relation to financial performance among micro, 

small and medium enterprises for the future growth and prosperity of the business organisation.  

Key Words: Financial Management Practices, Micro, Small and Medium Enterprises (MSMEs), 

Investment Practices, Financing Practices, Financial Reporting and Analysis. 
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1. Introduction  
Micro, Small and Medium Enterprises (MSMEs) sector has emerged as a highly vibrant and 

dynamic sector of the Indian economy over the last five decades. micro, small and medium 

enterprises not only play crucial role in providing large employment opportunities at comparatively 

lower capital cost than large industries but also help in industrialisation of rural and backward areas, 

thereby, reducing regional imbalances, assuring more equitable distribution of national income and 

wealth. micro, small and medium enterprises are complementary to large industries as ancillary 

units and this sector contributes enormously to the socio-economic development of the country. 

Micro, small and medium enterprises also play a significant role in Nation’s development 

through its high contribution in domestic production, significant export earnings, low investment 

requirements, operational flexibility, location wise mobility, low intensive imports, capacities to 

develop appropriate indigenous technology, import substitution, contribution towards defence 

production, technology–oriented industries, competitiveness in domestic and export markets 

thereby generating new entrepreneurs by providing knowledge, training and skill development . 

Government of India was notified by its Micro, Small and Medium Enterprises 

Development (MSMED) Act, 2006 to address policy issues affecting MSMEs as well as the 

coverage and investment ceiling of the sector. The Act seeks to facilitate the development of these 

enterprises as also enhancing their competitiveness. It provides the first-ever legal framework for 

recognition of the concept of "enterprise" which comprises both manufacturing and service 

entities. It defines medium enterprises for the first time and seeks to integrate the three tiers of these 

enterprises, namely, micro, small and medium. The Act also provides for a statutory consultative 

mechanism at the national level with balanced representation of all sections of stakeholders, 

particularly the three classes of enterprises; and with a wide range of advisory functions. 

Finance is the lifeblood of any organization. micro, small and medium enterprises must 

employ adequate financial management practices for their smooth and effective functioning of the 

business to realise their dreams. Proper and successful implementation of financial management 

practices helps micro, small and medium enterprises to compete globally. 

2. Significance of the study 
Micro, Medium Small and Micro Enterprises have always been the backbone of an economy 

in general and secondary sector in particular. For a capital scarce developing country like India, 

MSMEs are considered as panacea for several economic woes like unemployment, poverty, income 

inequalities and regional imbalances. 

The micro, small and medium enterprises have played a great role in ensuring the socialistic 

goals like equality of income and balance regional development as envisaged by the planners soon 

after the independence. With the meagre investment in comparison to the various large scale private 
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and public enterprises, the micro, small and medium enterprises are found to be more efficient 

providing more employment opportunities at relatively lower cost. The employment intensity of 

SMEs is estimated to be four times greater than that of large enterprises. Currently, around 36 

million MSMEs are generating 80 million employment opportunities, contributing 8% of the GDP, 

45% of total manufacturing output and 40% of the total exports from the country. MSMEs account 

for more than 80% of the total industrial enterprises in India creating more than 8000 value added 

products. 

The most important contribution of micro, small and medium enterprises in India is 

promoting the balanced economic development. The trickle down effects of large enterprises is very 

limited in contrast to small industries where fruits of percolation of economic growth are more 

visible. While the large enterprises largely created the islands of prosperity in the ocean of poverty, 

small enterprises have succeeded in fulfilling the socialistic goals of providing equitable growth. It 

had also helped in industrialisation of rural and backward areas, thereby, reducing regional 

imbalances, assuring more equitable distribution of national income. Urban area with around 

857,000 enterprises accounted for 54.77% of the total working enterprises in Registered micro, 

small and medium enterprises sector whereas in rural areas around 707,000 enterprises (45.23% of 

the working enterprises) are located. Small industries also help the large in industries by supplying 

them ancillary products. 

3. Objectives of the Study 
1. To determine the extent of financial management practices employed by the micro, small 

and medium enterprises. 

2. To determine the effect of financial management practices on the financial performance of 

micro, small and medium enterprises. 

4.  Review of Literature 
Financial Management 

Financial management is one of most important function of management. Money is base for 

all activities. It is the nerve system of the business. In traditional concept financial management was 

concerned with getting funds at economical rate. But modern financial management is more 

concerned with effective utilisation of funds.  

4.1.  Working Capital Management 
Wanjohi (2009) conducted a study to elucidate the working capital practices of SMEs in 

Kenya using a sample of 113 SMEs. They concluded that working capital practices are low 

amongst SMEs as majority had not adopted formal working capital routines.  

Agyei-Mensah (2010) also conducted a research into the Working capital practices of 

MSMEs in the Ashanti region of Ghana. Using a sample of 800 randomly selected firms the study 
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revealed weak working skills within the sector. Despite the importance of working capital 

management to MSMEs, a research by Burns and Walker (1991) and Peel and Wilson (1994) 

show that only 24 per cent and 20 per cent respectively of the financial manager’s time is spent on 

working capital.  

4.2.  Investment 
Brigham (1995) suggested that capital budgeting might be more important to a smaller firm 

than its larger counterparts because of the lack of access to the public markets for funding. Capital 

budgeting has attracted researchers over the past several decades. McMahon et al. (1993) claimed 

the earliest study of capital budgeting of SMEs was reported by Soldofsky (1964). During 1961, 
Soldofsky interviewed 126 owners of small manufacturing businesses in Iowa and the results were 

published in 1964. 

Block’s (1997) survey of 232 small businesses in the USA indicated payback method 

remains the dominant method of investment selection for small businesses, whereas large 

corporations widely incorporate discounted cash flow models in financial analysis of capital 

investment proposals (Proctor and Canada, 1992). This is not evidence of a lack of sophistication 

as much as it is a reflection of financial pressures put on the small business owner by financial 

institutions. 

4.3 .  Financing 

Barton and Gordon (1988) suggest that the following characteristics must be accounted for 

in any explanation of firm financing decisions: behavior at the firm level; fact that the capital 

structure decision is made in an open systems context by top management, and decisions reflects 

multiple objectives and environmental factors, not all of which are financial in nature. The firm’s 

financing decision, then, appears to be a product of many internal and external factors, as well as 

managerial values and goals. 

Thevaruban (2009) examined small scale industries and its financial problems in Sri Lanka. 

He underscored that MSMEs of small scale industries in Sri Lanka finds it extremely difficult to get 

outside credit because the cash inflow and savings of the MSMEs in the small scale sector is 

significantly low. 

4.4.  Accounting Information Systems 
D’Amboise and Gasse (1980) studied the utilization of formal management techniques in 

25 small shoe manufacturers and 26 small plastic manufacturers in Quebec, Canada and found that 

88 percent of the businesses used a cost accounting system.  

Williams (1986) evaluated the adequacy of accounting records for 10,570 failed and 

surviving small enterprises operating throughout Australia. The findings are compatible with 
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Peacock’s (1986, 1987, and 1988) findings in that a significant proportion of owner-managers kept 

inadequate accounting records.  

4.5 .       Accounting Information Systems  
The research conducted by DeThomas and Fredenberger (1985) found that 81 percent of 

the small enterprises regularly obtained summary financial information. Ninety-one percent of the 

summary information was in the form of traditional financial statements, the remainder being bank 

reconciliation and operating summaries whereas no business was regularly receiving cash-flow 

information. The study further found that 61 percent of respondents felt the financial statements 

provided the information they required for planning and decision-making. 

Thomas and Evanson (1987) studied 398 small pharmacies (in Michigan, North Carolina, 

Nebraska, Rhode Island and Washington) to examine the extent to which financial ratios were used 

in a specific line of small retail business and tested for a relationship between use of financial ratios 

and business success. The study used regression analysis to examine the relationship between 

financial ratio usage and SMEs profitability. However, they could not demonstrate any significant 

relationship between earnings-to-sales and the number of financial ratios used by the owner in 

operational decision-making.  

5.    Methodology 
This research is descriptive in nature aimed at analysing the financial management practices 

employed by micro, small and medium scale enterprises.  

5.1.Sources of Data Collection: This study makes the use of both primary and secondary sources 

of data. Primary data has been collected from the four point Likert scale questionnaire. 

Secondary sources of data were collected from the published journals, magazines, government 

portals and websites of respondents units.  

5.2.Sampling Methodology: Simple random sampling technique is used as it minimises sampling 

error as each element in the target population is accorded equal probability of being selected. In 

Belagavi, Honaga Industrial Area has around 60 MSMEs. 40 questionnaires were distributed to 

them and in that 14 MSMEs were responded.  
5.3.Tools for Analysis: The collected data was analysed using mean and the results were 

interpreted through mean range. The analysed data has been presented in the form of statistical 

tables. 

6.  Analysis and Findings 
For the purpose of the study, the questionnaire was divided into five sections. The first 

section was about working capital management practices, the second section was about investment 

practices, the third section was about financing practices, the fourth section was about accounting 

information system and final section was about financial reporting and analysis practices.   
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Table 1: Extent of working capital management practices employed by MSMEs 
Sl. 
No. Working capital management practices SA A DA SDA Mean Interpre 

-tation 
1 The business has a bank account 11 (79) 3 (21) 0 (0) 0 (0) 1.21 Very High 

2 The owner/manager is involved in 
preparation of the budget 7 (50) 5 (36) 2 (14) 0 (0) 1.64 Very High 

3 Budget is helpful in decision making 5 (36) 7 (50) 2 (14) 0 (0) 1.79 High 

4 There is a monthly reconciliation of 
cashbook with the pass book 6 (43) 7 (50) 1 (7) 0 (0) 1.64 Very High 

5 Temporary cash surplus is invested in 
marketable securities 0 (0) 5 (36) 8 (57) 1 (7) 2.71 Low 

6 The business has a set credit policy in place 2 (14) 12 (86) 0 (0) 0 (0) 1.86 High 

7 Inventory levels are determined based on 
owner's experience 5 (36) 7 (50) 1 (7) 1 (7) 1.86 High 

8 The business uses computer assisted 
software in managing working capital 5 (36) 7 (50) 2 (14) 0 (0) 1.79 High 

9 The business uses computer assisted 
software in managing receivables 6 (43) 7 (50) 1 (7) 0 (0) 1.64 Very High 

10 The business uses computer assisted 
software in recording inventory 8 (57) 6 (43) 0 (0) 0 (0) 1.43 Very High 

 Average Mean     1.76 High 
Source: Primary Data 
Mean Range  Response Mode   Interpretation 
1.00 - 1.75  SA - Strongly Agree  Very High 

1.76 - 2.50  A - Agree   High 

2.51 - 3.25  DA - Disagree   Low 

3.26 - 4.00  SDA - Strongly Disagree  Very Low 

The Table 1 depicts the working capital management practices employed by micro, small 

and medium enterprises. Out of 14 respondents, majority that is 11(79%) respondents strongly 

agreed that business has bank account.  7(50%) respondents agreed that manager has involved in 

preparation of the budget. Respondents considered as budget is helpful in decision making with 

mean = 1.7. Monthly reconciliation is considered as most important aspect of the business. 

Temporary cash surplus is not invested in marketable securities with mean= 2.71. Majority of 

respondents are agreed that they use computer software in managing working capital. 7(50%) and 

8(57%) of respondents have very high opinion with regard to usage of computer in managing 

receivables and in recording inventories respectively. It is evident from above table that working 

capital management practices are high with average mean 1.76 which indicates that majority 

respondents are employing working capital management practices in their respective organisations. 

Table 2: Extent of Investment practices employed by MSMEs 

Sl. 
No. Investment Practices SA A DA SDA Mean Interpre 

-tation 

1 The business plans for investment in long term 
projects 2 (14) 12 (86) 0 (0) 0 (0) 1.86 High 

2 The business invests in non-current assets 2 (14) 7 (50) 4 (29) 1 (7) 2.29 High 
        
3 The business uses net present value to assess the 

investment 2 (14) 4 (29) 6 (43) 2 (14) 2.57 Low 
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4 The business uses Payback period to assess the 
investment 2 (14) 5 (36) 8 (57) 1 (7) 2.86 Low 

5 The business invests without evaluating the 
investment 0 (0) 1 (7) 8 (57) 5 (36) 3.29 Very Low 

6 The business invests in shares on the stock 
exchange 0 (0) 5 (36) 6 (43) 3 (21) 2.86 Low 

7 The business reviews the investment projects after 
a certain period 1 (7) 10 (71) 2 (14) 1 (7) 2.21 High 

 Average Mean     2.38 High 
Source: Primary Data 
Mean Range  Response Mode   Interpretation 
1.00 - 1.75  SA - Strongly Agree  Very High 

1.76 - 2.50  A - Agree   High 

2.51 - 3.25  DA - Disagree   Low 

3.26 - 4.00  SDA - Strongly Disagree  Very Low 

 The Table 2 depicts the investment practices employed by micro, small and medium 

enterprises. Respondents have high level of agreement with regards to investment in long term 

projects and in fixed assets. The business uses net present value and payback period have mean = 

2.57 and mean = 2.86 respectively. This indicates that SMEs follow low agreement with regards to 

usage of above methods. The business invest without evaluating the investment has strong 

disagreement with mean = 3.29. The SMEs have agreed with respect to investment is shares with 

mean = 2.86 and review of investment project with mean = 2.21. On an average the investment 

practices are satisfactory in MSMEs.   

Table 3: Extent of Financing Practices employed by MSMEs 

Sl. 
No. Financing Practices SA A DA SDA Mean Interpre 

-tation 
1 The business generates funds internally. 3 (21) 7 (50) 3 (21) 1 (7) 2.14 High 

2 
The business has easy access to bank loans 

1 (7) 10 (71) 1 (7) 2 (14) 2.29 High 

3 
The business uses internally generated 
funds only 0 (0) 2 (14) 7 (50) 5 (36) 3.21 Low 

4 The business uses borrowed funds only 0 (0) 0 (0) 9 (64) 5 (36) 3.36 Very Low 

5 
The business uses both retained and 
borrowed funds 6 (43) 7 (50) 1 (7) 0 (0) 1.64 Very High 

6 
The business sets the optimum capital 
structure  3 (21) 11 (79) 0 (0) 0 (0) 1.79 High 

 Average Mean     2.40 High 
Source: Primary Data 
Mean Range  Response Mode   Interpretation 
1.00 - 1.75  SA - Strongly Agree  Very High 

1.76 - 2.50  A - Agree   High 

2.51 - 3.25  DA - Disagree   Low 

3.26 - 4.00  SDA - Strongly Disagree  Very Low 
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 The Table 3 expresses the financing practices employed by micro, small and medium 

enterprises. Respondents have given satisfactory opinion with regards to retained earnings. Majority 

of respondents agreed that business has easy access to bank loan with mean = 2.29. Respondents are 

not agreed with usage of only internal funds and they are also strongly disagreed with usage of only 

borrowed funds with mean = 3.36. Most of MSMEs invest both own funds and borrowed funds. 

Majority MSMEs have agreed with effective implementation of financing practices for growth and 

prosperity with mean value 2.40.    

Table 4: Extent of accounting information system practices employed by MSMEs 

Sl. 
No. 

Accounting Information System 
Practices SA A DA SDA Mean Interpre 

-tation 

1 The manager/ owner is involved in 
preparing financial Statements 10(71) 4 (29) 0 (0) 0 (0) 1.29 Very High 

2 The accountant is in charge of 
preparing financial statements 4 (29) 9 (64) 1 (7) 0 (0) 1.79 High 

3 The business prepares the financial 
statements 8 (57) 6 (43) 0 (0) 0 (0) 1.43 Very High 

4 The business prepares the cash flow 
statement 3 (21) 10 (71) 1 (7) 0 (0) 1.86 High 

5 The business prepares the fund flow 
statement 3 (21) 10 (71) 1 (7) 0 (0) 1.86 High 

6 The financial analysis is done using 
ratios 3 (21) 8 (57) 3 (21) 0 (0) 2.00 High 

7 The business follows the accounting 
principles 9 (64) 5 (36) 0 (0) 0 (0) 1.36 Very High 

8 The financial statements are prepared 
semi-annually 4 (29) 9 (64) 1 (7) 0 (0) 1.79 High 

9 The financial statements are prepared 
annually 10 (71) 4 (29) 0 (0) 0 (0) 1.29 Very High 

 Average Mean     1.63 Very 
High 

Source: Primary Data 
Mean Range  Response Mode   Interpretation 
1.00 - 1.75  SA - Strongly Agree  Very High 

1.76 - 2.50  A - Agree   High 

2.51 - 3.25  DA - Disagree   Low 

3.26 - 4.00  SDA - Strongly Disagree  Very Low 

 The Table 4 depicts the accounting information system practices employed by micro, small 

and medium enterprises. Majority of respondents have given strong agreement with regards to 

manager is involved in preparation of financial statements, the business follows accounting 

principles and preparation of financial statements annually. This helps MSMEs for future growth on 

strong pillars of corporate governance practices. Majority of respondents have high/satisfactory 

opinion with regards to preparation of cash flow and fund flow statements with mean = 1.86 each. 
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Even MSMEs have satisfactory opinion towards preparation of financial statements half – yearly 

with mean = 1.79. Overall accounting information system practices employed by MSMEs are 

strongly acceptable with mean value 1.63.  

Table 5: Extent of Financial reporting and analysis practices employed by MSMEs 

Sl. 
No. 

Financial Reporting and Analysis 
Practices SA A DA SDA Mean Interpre 

-tation 

1 The owner/manager is in charge of recording 
transactions 4 (29) 8 (57) 2 (14) 0 (0) 1.86 High 

2 The accountant is in charge of recording 
transactions 6 (43) 7 (50) 1 (7) 0 (0) 1.64 Very High 

3 The business accounting system is informal 0 (0) 0 (0) 6 (43) 8 (57) 3.57 Very Low 

4 The business accounting system is formal 3 (21) 11 (79) 0 (0) 0 (0) 1.79 High 

5 The accounting department is properly 
staffed and operates efficiently 6 (43) 8 (57) 0 (0) 0 (0) 1.57 Very High 

6 The business uses computer assisted 
software in recording transactions 8 (57) 6 (43) 0 (0) 0 (0) 1.43 Very High 

 Average Mean     1.98 High 
Source: Primary Data 
Mean Range  Response Mode   Interpretation 
1.00 - 1.75  SA - Strongly Agree  Very High 

1.76 - 2.50  A - Agree   High 

2.51 - 3.25  DA - Disagree   Low 

3.26 - 4.00  SDA - Strongly Disagree  Very Low 

 The Table 5 depicts the financial reporting and analysis practices followed by micro, small 

and medium enterprises. Majority of respondents have satisfactory opinion for manager is in charge 

of recording transactions and very satisfactory opinion for  accountant is in charge of recording 

transactions with mean = 1.64. Majority of micro, small and medium enterprises were strongly 

agreed towards sufficient staff in accounts department with mean= 1.57 and towards usage of 

computer software in recording transactions with mean= 1.43. Respondents are strongly disagreed 

for informal accounting system with mean = 3.57 and they employing formal accounting system for 

proper analysis and auditing of financial statements. Overall financial reporting and analysis 

practices are satisfactory.  

7. Limitations of the study 
1. The sample size was small and response rate was also not very high. As a result, the findings 

cannot be generalised. 

2. The respondent’s opinions were not cross checked, therefore they were assumed to be unbiased. 

3. The geographical coverage of the study is limited to Honaga Industrial Area, Belagavi only.  

4. The study has not defined statistical hypothesis and did not use advanced statistical techniques. 
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8. Implications 
Government has to make an arrangement towards effective implementation of policies for 

proper understanding and successful implementation of financial practices because finance is the 

life blood of every business so as to ensure long term survival of the MSMEs.  

 The findings revealed that the MSMEs owners are not trained in investing surplus in stock 

market and marketable securities. But they are agreed with preparation of budget for decision 

making and recording of transactions in computer software. They are familiar in banking related 

transactions. They are good in making investment in long term projects and fixed assets. Most of 

MSMEs are not trained in establishing optimum balance between owned funds and borrowed funds. 

Majority of respondents are strongly agreed with preparation of financial statements annually based 

on accounting concepts and conventions.  

Similarly, efforts should be put by micro, small and medium enterprises owners towards 

regular check on proper construction and evaluation of investment portfolios regularly. micro, small 

and medium enterprises are trained on employing discounted cash flow methods for investment 

appraisal. They are also trained in preparation of cash flow and fund flow statements and analysis of 

ratio to evaluate the performance of the organisation. Finally, the extent of financial management 

practices is satisfactory among MSMEs of Honaga Industrial Area, Belagavi for the future growth 

and prosperity of the business organisation.  

9. Conclusion 

We can conclude based on findings of the studies that most of the owners of micro, small 

and medium enterprises are not aware of techniques of financial management practices for 

successfully achieving profitability of the organisation with minimum funds. Government and 

NGOs should take steps to provide proper and effective training programmes to impart knowledge 

on employment of financial management practices.  

According the research, government has taken initiation in framing of enormous policies 

and programmes for improvement of micro, small and medium enterprises but execution and 

implementation is not adequate and effective. Therefore, this is my sincere request to execute and 

implement the programmes effectively. Survival and growth of micro, small and medium 

enterprises are backbone for economic growth and prosperity of the developing country like India.  
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