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Abstract

This study aims to find out the Financial Management Practices (EMP: maintaining acconnting records,

financial reporting preparation and analysis, accounting information systems, working capital
management, investment decisions, and financing) among Small and Medinm Enterprises (SMEs) and
also investigate the impact of those practices on their business performance in the Northern Province of S1i
Lanka, which is registered under divisional secretarial divisions using stratified proportionate random
sampling techniques with a structural model. This study adopts the modern financial management theory
of equity and pecking order and finds that financial management practices have a significant (positive)
impact on the business performance of SMESs, excluding investment decisions at 61 percent. Finally, the
research recommends that proper EMP in SMEs, even with the maxinum effort, shows success in
performance better than others. This means that SMEs should be established with well-organized practices
that force related authorities to monitor the financial management system on a regular basis. Donors
should provide capacity-building training and transfer funds in accordance with the development of SMEs
in the said region.

Keywords: Financial management practices, small and medium enterprises,
business performance, modern financial management theory, structure model
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Introduction

Manzoor et.al.,, (2019) declared that Small
Medium Enterprises (SMEs) play an essential
role in the sustainable development of
developed or developing countries to achieve
inclusive economic growth. They generate
employment opportunities, contribute to the
gross domestic product (GDP), and thereby
have an impact on other economic activities
(World Bank, 2019).

According to Kengatharan (2020), SMEs
employ three million people in Sri Lanka and
account for more than 90% of all enterprises.
SME's assist the community to recover from
the adversity of the Northern Province's
(NP) civil war, particularly in places that have
been experiencing a delayed recovery in the
post-2009 period. Following the end of a
thirty-year civil war, it will require
proportionally more care to ensure that
economic progress is distributed equally
across the country. The Central Bank (2010)
believes that this can be accomplished
through the expansion of SMEs.

The government intends to boost the NP's
GDP, which will contribute 3.3 percent to
the national GDP, by
entrepreneurial skills and supporting SMEs
(Mahintha Cintana, 2010). It grew by 4.2
percent in 2016 and 4.7 percent in 2019

enhancing

(Economic and Social Statistics of Sti Lanka,
2018, as cited in Kengatharan, 2020; Central
Bank, 2020). It demonstrates the Northern
Province's capability, which has the resources
to contribute to national economic
development through well-balanced SMEs
that face several problems.

Salazar, Soto, and Mosquedo (2012) and
Rathnasiri (2015) indicated that the leading

cause of poor business performance among
SMEs is a lack of financial management
practices (FMP). Since 2010, FMP and the
performance of SMEs have attracted a
considerable amount of attention from
researchers (Kengatharan & Yogendrarajah,
2017; Somathilake & Pathirawasam, 2020).

According to the Central Bank of Sri Lanka's
(CBSL) Statistics Department, the NP (4.1
percent) has the lowest provincial gross
domestic product (PGDP) among the nine
provinces.  According to  researchers
(Kengatharan &  Yogendrarajah, 2017;
Kalaipriya, 2021; Kengatharan, 2020), a lack
of  adequate  financial = management
procedures is behind SMEs poor business
performance in the region. Due to the poor
business performance of SMEs in NP
(Vijayakumar, 2012; Thevrajah, 2015),
researchers wanted to identify whether
financial ~ management  practices  are
impacting business performance. If it
happens, SMEs need to be improved and
concentrate on the practices of financial

management.

And also, there was a knowledge gap
regarding the relationship between FMP and
BP of their entities by owner, a theoretical
gap to identify suitable modern financial
management theories for developing
countries, and moreover an empirical gap in
the region (Kengatharan & Yogendrarajah,
2017; Kalaipriya, 2021; Kengatharan, 2020).

This research tried to fill the gaps by using
the data  collection  method  and
interconnecting with the owners. It focuses
on Sti Lanka's Northern Province, which has

99 percent of SMEs of all business entities
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(Department of Census and Statistics,
2013/14, as cited in Vaikunthavasan,
Velnampy & Sivarajah, 2019). Hence, there is
a need to investigate the SME sector in order
to improve the NP by utilizing the sector as
a whole.

To achieve this, the researcher conducted a
survey focusing on SMEs that are registered
with the Divisional Secretary (DS) offices of
the five districts of the Northern Province of
Sri Lanka. The research problem of this study
sought to identify the financial management
practices conducted by SMEs and to what
extent those  practices impact the
performance of SMEs in the Northern
Province of Sti Lanka.

The main objective of the study is to identify
the financial management practices that
SMEs adopted for their businesses and how
much they impacted on their business
performance. Further, researchers aim to
answer the following main question:
Whether these financial ~management
practices significantly impact the
performance of SMEs in the Northern
Province of Sti Lanka. Under the main
research question, the following sub-

questions have arisen:

e What are the financial management
practices adopted by SMEs in the
Northern Province of Sri Lanka?

e How do financial management
practices impact on the performance
of SME:s in the Northern Province of
Stri Lanka?

In this research, FMP such as maintaining
accounting  records (MAR), financial
reporting preparation and analysis (FRPA),
accounting information systems (AIS),
working  capital management (WCM),

investment decisions (ID), and financing
(FIN) were examined.

The reminder of the paper is structured as
follows: The theoretical basis of the research
is reported in Section 2, along with a review
of the literature. Additionally, it describes
how the hypotheses have developed upon
consideration of both theoretical and
empirical data. Section 3 provides the
research methodology. Section 4 reports the
empirical results and discussions. Finally, the
conclusion and policy implications are
provided in Section 5, with limitations.

Literature review

This section contains the theoretical and
empirical review of financial management

practices and performance of SMEs.
Theoretical Literature review

Sahlman pointed that modern financial
management theories attempt to connect the
axioms behind these ideas to small
businesses’ financial management (1990 as
cited in Whonderr, 2009). The maxims of
modern financial management theory that
logically follow if a perfect market existed
would make the job of a corporate
enterprise's finance management relatively
easy, leaving the manager with simply the
decision of where to spend the money
(Whonderr, 2009). Emery et al. (1991, as
cited in Charles Wundengba, 2020) gave
examples of modern financial management
theories formulated on the principles of a set
of fundamental tenets that form the basis for
financial theory and decision-making in
finance. In the example of modern financial
management theory, they are agency theory,
pecking order theory, and equity theory. As
per Charles (2020) concept, the financial
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management of SMEs in developing
countries prefers this theory.

There is no doubt that small business
financial management differs from that of
large entities. This means that they have a lot
of different ways to do things, so it is very
unlikely that their daily work will be the same.
Hence, this research would relate the
principles behind these concepts to small
businesses’ financial management. This
research is being done because we don't
know enough about equity theories and what
they mean for a conceptual framework for
accounting standards for smaller entities’
financial reporting. The study is based on
equity theory and pecking order theory.

Empirical Literature review

Financial Management practices (FMP) are
connected with activities outfitted for the
board of directors to achieve the association's
destinations. Due to the significance of
finance related management practices in the
SME segment, they have attracted the
attention of specialists (McMohan,1 999, as
cited in Rathnasiri, 2015).

Performance  denotes how far an
organization goes to create and obtain the
corresponding value of its institutions
(Golda, 2013; Khan, Khalique & Nor, 2014).
Murphy, Trailer and Hill (1996) pointed out
that the financial related perspectives of
performance have been utilized to a more
prominent degree in order to measure
business performance not only in SMEs but
also in bigger firms as they show the
achievement of the financial targets of the
firm.

According to Wolmarans and Meintjes,
(2015), FMP is critical to the success of any
SME. There were many findings from the
literature; finally, they suggested that
optimum application and commitment
towards FMP result in an increased firm's
performance.

Amoako (2013) pointed out that keeping
legitimate books of accounts and sound
bookkeeping have been emphasized to
guarantee SMEs' appropriate  financial
management. He did the study in Ghana and
further, he mentioned that for the
improvement, sustainability, and success of
FMP, an organization should maintain its
accounting records properly. Karunananda
and Jayamaha (2011) expressed their concern
that poor record-keeping and inefficient use
of accounting information are the main
problems in the financial management of
SMEs in Sti Lanka.

Further, Abanis et al. (2013) carried out a
study to determine the extent of FMP in
SMEs in a seclected district in Western
Uganda. The goal of the research was to
ascertain how much financial management
SMEs used in relation to the following areas:
working capital management, investment,
financing, financial reporting and analysis,
and accounting information systems. The
study found that the extent of financial

management practices was low among

SME:s.

Moreover, Rathnasiri (2015) analysed the
financial management practices of an
accounting information system, financial
reporting and analysis, working capital
management, and fixed asset management
practices under the heading of accounting
and financial management tools and
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techniques. In his research, he ignored
maintaining accounting records, financing,
and investment tools. Also, he concluded
that SMEs in Sri Lanka were in the start-up
stage or maturity stage based on the number
of operative years, but there was no factor
determining the varying adoption of financial
management tools and techniques.

In the meantime, Kengatharan and
Yogendrarajah (2017) conducted a study to
find out the financial management practices
among small and medium-sized enterprises
in the Jaffna district and also examine the
impact of financial management practices on
the performance of SMEs. Working capital
management, investment evaluation, capital
structure management, financial reporting
and analysis, and accounting information
systems have all served as indicators of FMP
in this work. The results of this research
revealed that there was a significant
difference in the application of FMP between
the sizes of businesses.

Swarnapali and Rathnayaka (2016) did the
research work in Anuradapura district on
FMP of accounting information systems,
working capital management, and financial
reporting analysis on the performance of
SMEs. They identified that only working
capital ~ management  positively  and
significantly influenced the performance of
SMEs. Other variables did not have an

impact on the performance.

In the Colombo district, Tharindi and
Rathnayaka (20106) did research work on the
FMP variables of financial audit, accounting
information system, investment decision, and
working capital management and found that
the wvariables positively impacted on
performance.

Sooryasena and Palihena (2020) conducted a
study on financial reporting and analysis
practices, working capital management
practices, and fixed asset management
practices  with  performance  within
Kurunegala Divisional = Secretariat and
revealed that they have a significant positive

impact on the financial performance of
SME:s.

In the North Central province, Somathilake
and Pathirawasam (2020) did research work
and concluded that out of five FMDPs
(working capital management practices,
investment appraisal practices, capital
structure management practices, financial
reporting and analysis practices, and
accounting information systems), only
working capital management and capital
structure management practices significantly
impact on performance.

Zada, Yukun and Zada (2021) did a study to
identify the effect of FMP of working capital
management, financial reporting, accounting
information system, investment decision and
financing on performance of selected SMEs
in Pakistan. His findings reveals that all FMP
are positively associated with financial
performance.

Financial literature suggests that optimum
application and commitment towards
financial management practices increase
firms'  performance. Financially  well-
managed firms are operationally efficient
(Butt, Hunjra &  Rehman, 2010).
Inefficiencies in financial ~management
practices result in poor financial performance
and eventually lead to the failure of SMEs
(Kilonzo & Dennis, 2015).
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The above findings contradict Uduwaka and
Dedunu's (2019) and Muguchia 's (2018)
findings. They examined the effects of
financial management practices on the
financial performances of SMEs in Gampaha
district Sri Lanka and Nairobi and revealed
that there was not any significant positive
impact among them.

The above contradicts with the research
conclusion regarding the various variables of
FMP and leads to further study in Sri Lanka
to identify the relationship and impact
between FMP and business performance
(BP) of SMEs.

In the meantime, Sooriyakumaran (2020)
drafted a conceptual framework for the FMP,
which includes maintaining accounting
records, financial reporting preparation and
analysis, accounting information systems,
working capital management, investment
decisions, and financing with the
performance of SMEs in the Northern
Province, Sri Lanka. And further,
Sooriyakumaran, Sujani, and Pathirawasam
(2022) developed a working paper regarding
the research work's conceptual work and
hypothesis development, and they expect to
do the research and identify the results in the
Northern Province of Sri Lanka. This

research is an extension of their research.

Therefore, in this research, researchers would
identify the impact between FMP and the BP
of SMEs in all districts of the NP by doing
this study to strengthen the previous work.

Based on the research by Somathilake and
Pathirawasam (2020), Kengatharan and
Yogendrarajah (2017), Madurapperuma et al.
(2016), Eloho (20106, as cited in Jagoda et al.,
2018), Abanis et al. (2013) and Butt et al.

(2010) they tested the hypotheses of financial
management practices’ impact on the
performance of SMEs and got different
results. And the conceptual map (figure 1) is
formulated by modern financial management
theory and empirical evidence.

From the theoretical and empirical evidences,
research hypothesis was developed as
follows.

H1: Financial management practices
significantly impact on business
performance of SMEs in the Northern
Province of Sti Lanka.

And sub hypotheses were developed based
on independent variables to identify the
impact of each of them individually.

Hla: Maintaining accounting records
significantly impact on SMEs' performance
in the Northern Province of Sri Lanka.

H1b: Financial reporting preparation and
analysis significantly impact on SMEs'
performance in the Northern Province of Sri
Lanka.

Hlc:  Accounting information  systems
significantly impact on the performance of
SME:s in the Northern Province of Sti Lanka.

H1ld: Working  capital
significantly impact on the performance of
SME:s in the Northern Province of Sti Lanka.

management

Hle: Investment decisions significantly
impact on the performance of SMEs in the
Northern Province of Stri Lanka.

H1f: Financing significantly impacts on the
performance of SMEs in the Northern
Province of Sti Lanka.
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Independent variable
Financial Management practices

Maintaining accounting records

e (Cash inflow documents
e Cash out flow documents
e Fixed assets record

Financial reporting preparation and
analysis

e Income statement
e Financial position
e Bank reconciliation statement

Accounting information system

e Computerized entry
e OAS

Working capital management

e Cash management
e Receivable payable management
e Inventory management

Investment decision

e Payback period
e NPV

Financing

e Capital structure

e leverage

Research Methodology

The sample size of the study was determined
to satisfy the rules of thumb for using
structural equation modeling within AMOS
(1967, as cited in Adam, 2021) and Slovene’s
(1960, as cited in Adam, 2021) formulas from
a targeted population of 24 316 SMEs
(registered SMEs at DSs of NP up to 2018)

|

Dependent variable
Performance of SM

Business performance

e Sales growth
e  Profit growth
e Total assets growth

and owners or responsible persons of
financial management practices of SMEs.

A proportionate stratified random sample
method was used to collect the data of SMEs
that practice the minimum requirements of
financial management accounting and audit
practitioners and represent the all-DS
divisions of NP (Table 1).
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Table 1: Total population and sample amount of SMEs

District DS division Target Sample Total % of total
SMEs SMEs sample

Jaffna Delft 40 1

Island South 134 2

Island North 231 4

Karainagar 110 2

Jaffna 2278 40

Nallur 1217 22

Sandilipay/Valikamam Southwest | 1406 25

Chankanai/Valikamam West 1047 19

Uduvil/Valikamam South 1835 32

Tellippalai/Valikamam North 973 17

Kopayvalikamam East 1093 19

Chavakachcheri/ Thenmaradchi 861 15

Karaveddy/Vadamaradchchi 716 13

Southwest

Pointpedro/Vadamaradchchi 913 16

North

Maruthankeny/Vadamaradchchi | 229 4 231 54%

East
Mannar Mannar 872 15

Madhu 141 2

Manthai West 217 4

Nanaddan 263 5

Musali 172 3 29 7%
Vavuniya Vavuniya 2558 45

Vavuniy South 338 6

Vengalacheddikulam 506 9

Vavuniya North 288 5 65 15%
Mullaitivu Maritimepattu 1106 20

Thunukai 284 5

Manthai East 171 3

Oddusuddan 459 8

Puthukudiyiruppu 506 9 45 10%
Kilinochi Karachchi 2093 37

Pachchilaipallai 347 6

Kandawalai 469 8

Poonakary 443 8 59 14%
Total 24316 430 430 100%

Source: Compiled by the author.
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In  the table 2
measurements and questions were designed
with  the
questionnaires from research work as well as

b

operationalisation

support of certain sample

expert and practitioner consultation. Finally,

researchers concluded the questionnaire with
the support of factor analysis from the data
of the pilot study to carry out the research
work.

Table 2: Total population and sample amount of SMEs

Concept Variables Measurement | Indicators Questions No
Financial Maintaining Knowledge and | Level of | 1-07
management Accounting practice of | accounting
practices (FMP) Records (MAR) accounting records maintains

records

Financial Follow the general | Level of decision | 08-16

Reporting format and | making by using

Preparation  and | calculation analysis

Analysis (FRPA)

Accounting Increase the | Usage of IT for | 17-21

Information customer the day-to-day

System (AIS) satisfaction activities

Working  Capital | Creditors debtor’s | Maintain the | 22-30

Management management liquidity level

(WCM)

Investment Method of | Level of | 31-34

Decision (ID) investment calculation  and

measurement decision making

Financing (Fin) Capital structure Level of liability 35-38
Performance  of | Sales Growth (SG) | Increasing the | Influencing  on | 01-02
SMEs (Per) sales customers

Profit Growth | Increasing the | Amount of profit | 03-04

PG) profit

Total assets | Increasing the | Level of assets 05-06

growth (TAG) assets

Source: Compiled by the author

In this study, the quantitative data collection
method was used to collect data. The survey
questionnaire was built using 5-point Likert
scales (Table 2) and survey tools that have
previously been validated and further
modified based on feedback from
stakeholders. Excel, SPSS, and Structured
Equation Modeling (SEM) Analysis of
Moment Structures (AMOS) software are
used to analyse the data for the final
conceptual model.

The approaches to the data analysis in the
research were based on descriptive and
inferential statistics. The data were tested for
goodness of fit using factor analysis, for
reliability using Cronbach's alpha, and for
validity using confirmatory factor analysis
(CFA). Also, the proposed hypotheses were
examined and the model fit assessed using
SEM (Sekaran and Bougie, 2010).
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Results and discussions

Data screening was processed to ensure the
data was clean and ready for exploratory
factor analysis (EFA). For this purpose step-
by-step process was used to identify missing
data and unengaged responses, test the
outliers for continuous variables by using
Mahapilas, skewness, and kurtosis. (Gaskin,
2016). Descriptive statistics were utilised to
assess the characteristics of the overall
sample and confirm there were no issues.
After that, according to Hair et al., (20006)
suggestion, several assumptions regarding
the utilisation of multivariate statistical tools,
namely normality, homoscedasticity,
linearity, and multicollinearity, were made
before performing any multivariate analysis.

After testing all assumptions of multivariate

Table 3: Reliability test of variables

analysis, it was confirmed that there were no
issues regarding the entered data.

In this study, the reliability of the constructs
was tested by wusing exploratory factor
analysis (EFA) to explore the factor
structure. A reliability test was carried out for
the final constructs by using Cronbach
alpha’s (C-a) to measure the reliability of all
the constructs and identify those that were
within the accepted values of above 0.6 in
table 3 (Henseler, Ringle, & Sarstedt, 2015;
Hoque & Awang, 2016). According to the
study findings of Taber (2018), a Cronbach's
alpha value of 0.70 and above is a sufficient
measure of the reliability or internal

consistency of an instrument.

Variables Cronbach’ KMO Measure of Bartlett’s Test of Sphericity
s Alpha Sampling Adequacy Approx. chi- OF Siz
Square
MAR 0.910 0.904 1846.3 21 0.00
FRPA 0.909 0.905 4310.9 36 0.00
AIS 0.885 0.882 1373.5 10 0.00
WCM 0.892 0.898 3128.3 36 0.00
1D 0.810 0.808 1218.8 6 0.00
Fin 0.856 0.850 1035.4 6 0.00
BP 0.893 0.891 1282.4 15 0.00
All 0.917 0.914 1846.3 21 0.00

Source: Survey Data 2020

Table 3 shows the final results of Cronbach’s
alpha test of the construct. Internal
consistency reliability was conducted using
Cronbach’s alpha on four hundred and ten
participants. Cronbach’s alpha coefficient
values of = 0.9 — excellent, 0.8 =< alpha < 0.9-
good (Glen, 2014; Pallant, 2011, as cited in

Daud et al,, 2018), and = 0.7 — acceptable
(Ursachi, Horodnic & Zait, 2015). Then
confirmatory factor analysis (CFA) was
employed to assess the constructs’ validity
and test the model fit.
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Figure 2 standardized estimates of Structure model

The next step included the structural
equation modeling (SEM) technique to test
the hypothesis relationships among the
exogenous (independent) and endogenous
(dependent) variables (Figure 2). This two-
step approach assures that only the
constructs retained from the survey that have
good measures (validity and reliability) are
used in the structural model (Hair et al,
2010). Figure 2 indicates that the model fit

CMINDE=1.670
CFI=0.965
TLI=0.963
RMSEA=0.039

SEMR - 00150
HOELTER - 0,05 - 275, 004 284

indices also provide a reasonable model fit
for the structural model (Awang 2015; Hair
et al., 2010). It means all estimates of latent
variables are above 0.6. Running the multiple
group analysis resulted in the models’
estimates and critical ratios being reported
with a p value in Table 4. Hence, the result
for the structure model could be used to
analyse the hypothesis test for H1.

11
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Table 4 Standardized Regression Weights of structure model

Estimate S.E. C.R. P

BP < 1D -0.007 0.040 -0.173 0.863
BP < AIS 0.360 0.062 5.831 0.000™
BP < MAR 0.232 0.090 2.586 0.010"
BP < WCM 0.281 0.072 3.905 0.000™
BP < FRPA 0.151 0.053 2.871 0.004™
BP < FIN 0.088 0.036 2.473 0.013*
BP < FMP 0.612 0.603 11.632 0.000"

ek 5<0.001 #p<0.010 *p<0.050

Table 4 shows the regression weight among
variables. When WCM goes up by 1 standard
deviation, BP goes up by 0.281 standard
deviations under the estimate of standardized
regression weight. Dividing the regression
weight estimate by the estimate of its
standard error gives z =.281/.072 = 3.903. In
other words, the regression weight estimate
was 3.905, and the standard error was higher
than zero. The probability of getting a critical
ratio as large as 3.905 (> 1.96) in absolute
value was less than 0.001. As the p value is
less than the significant alpha value of 0.01,
the alternative hypothesis that WCM has a
significant impact on BP is accepted. This
suggestion is similar to a number of previous
research papers (Kengatharan &
Yogendrarajah, 2017,  Swarnapali &
Rathnayaka, 2016; Tharindi & Rathnayaka,
& Palihena, 2020;
Semasinghe, Mahasena & Dayaratna Banda,
2017).

2016; Sooryasena

Similarly, as the p value is less than the
significant alpha value of 0.01, the alternative
hypotheses that MAR, FRPA, AIS, and FIN
significantly influence BP are accepted.
Muazu and Alhassan (2014) investigated the
impact of record keeping on the performance
of SMEs and discovered a significant positive
influence (0.05) among them. This is also

consistent with the findings of a number of

previous research studies (Charles Ezeagba,
2017, Belal, 2013).

The number of earlier works is consistent
with the findings of FRPA, which
significantly impact on BP (Kilonzo &
Dennis, 2015; Sooryasena & Palihena, 2020).
But this finding is denied by Swarnapali and
Rathnayaka (2016) and Somathilake and
Pathirawasam (2020). It means that even
though there are specific standards for SMEs
in Sri Lanka (SLEFRS for SMEs, 2012), there
is no legal restriction on the preparation and
analysis of the financial reports of SMEs.
Hence, the level of financial management
practices among SMEs may be different. The
findings of AIS significant impact on BP are
similar to previous work (Turyahebwa et al.,
2013; Kilonzo & Dennis, 2015). However,
the findings contradicted with the
conclusions of Swarnapali and Rathnayaka
(2016) and Somathilake and Pathirawasam
(2020). They supported the opinion of
Muhindo, Kapute & Zhou, (2014) that
lower-profit SMEs do not apply the AIS.

In this finding of ID impact on BP, the CR
value is lower than 1.90, i.e., -0.173. Hence,
the parameter coefficient value is statistically
not significant at any level (P value = 0.863).
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It is revealed that one of the financial
management practices of the SMEs in the
Northern Province, 1D, has no influence on
business performance. In the same way,
Kengatharan and Yogendrarajah (2017)
revealed that there was no significant impact
of investment appraisal on the performance
of SMEs (P value of 0.256) in the Jaffna
district. But in the Colombo district, Tharindi
and Rathnayaka (2016) examined the same
variables and exposed the positive
relationship at 59.93 percent. Although the
payback period and net present value
methods can be used to select SMEs for
investment, they are not used propetly in this
sample. Because they don’t have the proper
investment alternative knowledge and
awareness (which was pointed out by
Rathyrani on 24th December 2021, when
interviewed regarding the findings by the
researcher), knowledge of comparison, and
diversification of investment (Velnamby
January 10, 2022). And further, they don’t
follow modernized or sophisticated methods
(NPV, IRR) in investment decisions
(Velnamby January 10, 2022). In the
meantime, Mayuran (January 8, 2022) has
suggested that there is a need to improve
their investment decisions in business
performance, and owners or managers of
SMEs should use discounted cash flow
techniques to evaluate their investments and
projects before committing the resources.
This suggestion is consistent with Musah,
Gakpetor and Pomaa (2018) who did the
research in Accra. But in NP, entrepreneurs
only concentrate on covering up expenses,
not diversification of  investment
(Nimalathasan, January 6, 2022).

When an interview was conducted with
Velnamby (January 10, 2022) and Mayuran
(January 08 2022) regarding the findings of

the significant influence of FIN on BP, they
indicated that the financing methods for
SMEs concentrated on getting the return on
their capital and not surviving in business.
They mainly concentrate on debt capital
from financial institutions or project work.
This is also consistent with the findings of
Thevaruban (2009) and Kengatharan and
Yogendrarajah (2017). From these findings
and the opinions of experts, it is revealed that
in NP, the capital structure of SMEs, mostly
depends on external debt, and they show
positive performance during the debt period
to cover the expenses and return. But the
proportionate  rate of own  capital
organisations is evidence of how SMEs
survive (Velnampy, 2022; Mayuran, 2022).
Even though FIN significantly impacts on
BP, they have to concentrate on the
participation of their own capital and debt
capital in their financing. This will only help
to improve the survival of entities.

The regression weight for FMP in the
prediction of BP with a CR value of 11.632
(> 1.90) is significantly different from zero at
the 0.01 level (two-tailed). This indicated that
FMP were significantly impacting on the BP
of SMEs in the NP of Sri Lanka. And it
implies that if there was an increase in the
FMP, then it would have a positive influence
on the BP of SMEs, otherwise, it would have
a negative influence on them. The coefficient
(adjusted R2) of determination for the
financial management practices is 0.612,
whereas this result implies that 61 percent of
the total variance in performance could be
explained by all six financial management
practices. According to the model, the
remaining 49 percent of the variability is not
explained. Similarly, Ali and Isak (2019),
Daniel and Japhet (2017), Kengatharan and
Yogendrarajah (2017), and Benard (2019).
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This suggestion contradicts that of Addo
(2017), who obtained a negative correlation
between the financial management practices
and the performance of SMEs in Kenya. In
the meantime, Swarnapali and Rathnayaka
(2016) and Nthenge and Ringera (2017)
found a moderately positive relationship
between them.

As discussed above, one hypothesis (i.e., ID)
out of six sub-hypotheses was statistically not
significant and, thereby, it was rejected (Table
5). Consequently, the structural model was
re-specified by removing one not significant
path to get a parsimonious model that
adequately fits the data. The revised
structural model is shown in Figure 3, and the
results are presented in Table 6.

Table 5: Standardized Regression Estimates of the Hypotheses Tested

No |Hypotheses

Path Coefficient (8 P

Accepted/
value) Rejected

H1 Financial management practices are
significantly impacting on the
business performance.

Hla |Maintaining accounting records are
significantly impacting the on-
business performance

H1b |Financial reporting preparation and
analysis are significantly impacting
the on-business performance

Hlc |Accounting information system are
significantly impacting the on-
business performance

H1ld |Working capital management are
significantly impacting the on-
business performance

Hle |Investment decision are significantly
impacting the on-business
performance

H1f |Financing is significantly impacting
the on business performance

0.612 0.000 Accepted

0.010
0.232 Accepted

0.151 0.004 Accepted

0.000
0.360 Accepted

0.000
0.281 Accepted

0.863
-0.007 Rejected

0.013
0.088 Accepted

In testing the revised structural model, the
results shown in Table 6 indicated that all the
hypotheses were statistically significant. The

final revised model is shown in figure 3 with
all related model fits.
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Table 6: Revised structural model and hypotheses test

Relationship among constructs | Hypoth. Estimate C.R. P

BPe < MARe Hla 0.224 2,950 0.003
BPe < | FRPAn Hib 0.148 2,928 0.003
BPe < AlSy Hle 0.360 5.829 ook
BPe < | WCMa H1d 0.283 4.054 ook
BPe < Fina Hif 0.087 2.465 0.014
BP < FMP H1 0.812 11.642 s

&7
645 76 g
K S T
I\ e
. Bd )
H. tE:IE - -
74 ll X

CMIN/DF=1.625
GFl= 0.892
AGFI=0.868
CFI=0.968
TLI=-0.966
RMSEA=0.039
PCLOSE=- 1.000
SRMR = 0..0365

Co—m-[roi 4 g1

Figure 3 Revised standardized estimates of Structure model
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Conclusions and Policy
Implications

According to the opinion of Meredith (1980,
cited in Abanis et al, 2013), financial
management is one of several functional
areas of management, but it is the core to the
success of any small or medium-sized
business. In this study, researchers identified
the six variables influencing the financial
management practices of SMEs in the
Northern Province with the support of
theoretical and empirical studies and
examined the impact of FMP and BP. It is
concluded that SMEs in the Northern
Provinces have to ensure good financial
management practices to improve business

performance.

Therefore, this study concludes that there is
recognition of the importance of using
financial management practices to boost
performance. But they are yet to be fully
combined in their operations. This could be
due to difficulties encountered in adopting
financial management practices, such as
financial constraints, a lack of expertise,
insufficient policies, and a low level of
awareness of these practices. This study
recommends that the government and other
regulatory bodies have created favourable
policies on the implementation of financial
management practices in SMEs based on this

research conclusion.

The study also suggests that the government
and other policymakers have created
incentives to encourage more SMEs to
implement financial management practices.
This point is supported by Nimalathasan
(2022) and Mayuran (2022) during an
interview conducted on January 06 and
08,2022, They recommended having an

awareness workshop by ICASL with the
collaboration of theorists and practitioners,
providing rewards to SMEs who carry out
the proper FMP by the inland revenue
department, and giving priority for the
allocation of projects to the better
performing SMEs through the evidence of
proper FMP by chambers of commerce or
government authorities. Additionally, there
should be the creation of avenues through
which the SMEs may be able to help each
other enhance their financial management
capabilities. Further studies with other
variables will be welcomed to broaden the
scope of this current study and provide more
empirical evidence on the other factors that
affect the business performance of SMEs in
Sri Lanka.

Furthermore, there are many predictors on
which the performance of SMEs depends.
Other factors predicted 39.8 percent of the
outcomes in this study. Therefore, further
research can be carried out to identify the
impact of other variables on the business
performance of SMEs in NP. This work has
covered the present state of the SMEs in the
Northern Province of Sri Lanka. It is better
to conduct a survey in the future using data
collected from all other provinces in Sri
Lanka. Further recommends that a study be
carried out to investigate the challenges
facing the successful implementation of
financial management practices.

When researcher identify the limitation of
this study, the definition of SME adopted by
the Department of Industry and Commerce
in its National Policy Framework for SME
Development is adopted (Source: National
Policy Framework for SME Development,
page 4), which is in line with the Central Bank
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of Sti Lanka's (no. 1 2017 circular) definition
of SMEs. Hence, samples are put into three
groups based on how well we know how
many people work for them (less than or
equal to 10 micro, 11-50 small, and 51-200
medium). Then, due to the unavailability of
a comprehensive database of SMEs in Sri
Lanka, the researchers concentrated on the
Divisional Secretariat’s database. Due to this
limitation, the researcher could only study the
types of SMEs in Sri Lanka that are registered
under the DS office. Out of nine provinces
in Sri Lanka, only Northern Province was
selected due to the significance of the
province and the lack of research conducted
in the war-conflicted area in this field. The
time period covered for the study is up to
December 31st, 2018; in which trading
business entities were registered under SMEs
at DSs for this research work relevant to the
research period. This study is limited to the
six financial management practices (MAR,
FRPA, WCM, AIS, ID, and FIN). Therefore,
might

this limitation restrict the

generalization of empirical results.

SkokokoskokorokokkoRokkokokskskskokkok sk ok Rk sk kokskokokok sksko sk kok sk kok >k

Dr. (Ms) Logeswary Sooriyakumaran is a
Lecturer in  the Department of Accountancy,
Adpanced Technological Institute, |affna under Sri
Lanka  Institute  of Advanced  Technological
Edncation (SLLATE). Her research interests
include financial accounting, financial management,
human resource management and marketing. Her
publications have appeared in journals such as Merit
Research — Journal — of  Accounting,  Aunditing,
Economies And Finance, International Journal of
Engineering Science and Computing, International
Journal of Economics and NManagement Studies,
International Journal of Research and Innovation in
Social Science , International Journal of Accounting
& Business Finance, International Journal of

Research and Analytical Reviews, FGS Research
Students’ Colloguinm 2020 University of Kelaniya.

Dr. Sujani Thrikawala, Centre for Business &
Technology, Waikato Institute of Technology,
Hamilton Studies, New Zealand. Her research
Corporate
Microfinance, Corporate Finance, Small Business
Institutional ~ Performance.  Her

publications have appeared in journals such as World

interests include Governance,

Management,

Journal of Social Sciences , International Proceedings
of Economics Development & Research, Asian
Journal of Finance and Accounting, International
Review of  Financial ~ Analysis,  International
Proceedings of Economics Development and Research
, Journal of Economic studies, International Journal
of Gender Studies in Developing Societies, Journal of
Business and Technology, International Journal of
Research and Innovation in Social Science, Corporate
Governance: Principles, Practices and Challenges,
Nova Science, Journal of Evolutionary Economics,
International -~ Journal of Gender Studies in

Developing Societies.
Prof. Pathirawasam Chandrapala,
Department — of  Commerce & Financial

Management, Faculty of Commerce & Management,
University of Kelaniya. His research interests include
Capital Market, Financial Management, Financial
Accounting  and Small Business Finance. His
publications have appeared in journals such as
Journal of Competitiveness, Acta Universitatis
Agriculturae et Silviculturae Mendelianae Brunensts,
International Journal of Research in Commerce and
Management, — Innovation — and — Knowledge
Management: A Global Competitive Advantage,
E+ M Economia Management, Economics,
Management & Financial Markets, Journal of
Modern Accounting and Auditing, International

Journal of Scientific Research and Management.
kR R R Rk R RO oK



Vavuniya Journal of Business Management

Acknowledgements

This is part of the PhD research work which
is sponsored by SLIATE and completed on

2022 February

References

Abanis, T\, Sunday, A., Burani, A., & Eliabu,
B. (2013). Financial management
practices in Small and Medium
enterprises in selected districts in
Western Uganda. Research Jonrnal of
Finance and Accounting, 4(2), 29-42.

Adam, A. M. (2021). A Study on Sample
Size Determination in Survey Research.
New Ideas Concerning Science and Technology,
4,125-134.

Addo, I. K. (2017). The effect of financial
management practices on the financial
performance of top 100 small and
medium enterprises in Kenya (Master’s
thesis), University of Nairobi, Kenya.

Ali, A Y. S., & Isak, A. O. (2019). Financial
management practices and financial
performance of service companies in
Somalia. Financial Management, 10(4).

Amoako, G. K. (2013). Accounting
practices of SMEs: A case study of
Kumasi Metropolis in Ghana.
International Journal of Business and
Management, 8(24), 73-83;
:http://dx.doi.org/10.5539/ijbm.v8n24
p73

Awang, Z. (2015). SEM made simple: A

Gentle Approach to Learning Structural
Equation Modeling. Bandar Baru Bangi:
MPWS Rich Resources.

Belal, Y. A. S. (2013). The use of accounting
information by small and medium scale
enterprises in South District of Jordan.
Research Jounrnal of finance and accounting,
4(06), 169- 175.

Benard, C. (2019). Financial Management
Practices and Financial Performance of
Small and Medium Manufacturing
Enterprises in Kericho County, Kenya
(Doctoral Dissertation, School of
Business in Partial Fulfillment of the
Requirements of the Master of Business
Administration Degree in Finance,
Kenyatta University).

Business Outlook Survey 3rd Quarter 2019

Butt, B. Z., Hunjra, A. I. & Rehman, K.-U.
(2010). Financial Management Practices
and Their Impact on Organizational
Performance. World Applied Sciences
Journal, 9 (9), 997- 1002.

CA Sri Lanka. (2014). CA Sri Lanka focuses
on enhancing financial structure of
SME:s. the island e-paper.

Central Bank of Sri Lanka, Annual Report,
2010.

Central Bank of Sri Lanka, Annual Report,
2020.



Vavuniya Journal of Business Management

Central Bank of Sri Lanka. (2018). Statistical
information. Economic & Social Statistics of
Sri Lanka.
https:/ /www.cbsl.gov.lk/en/publications/o
ther-publications/statistical-publications/

economic- and-social-statistics-of-sti-lanka.

Central Bank of Sri Lanka. (2019). Statistical
information. Economic &  Social
Statistics of Sri Lanka.
https:/ /www.cbsl.gov.lk/en/publication
s/other-publications/statistical-
publications/  economic-  and-social-
statistics-of-sri-lanka.

Chamber of Commerce and Industry, Jatfna
District, Progress Report, (2018).

Chandra, P. (2011). Financial management.
Tata McGraw-Hill Education.

Charles Ezeagba, (2017). Financial
Reporting in Small and Medium
Enterprises (SMEs) in Nigeria: Chall e
ngesandO ptions. International
Journal of Academic Research in Accounting,
Finance and Management Sciences, 7(1), 1-
10. component analysis approach. Afr. J. Bus.
Man. 4(5):1993-8233.

Daniel, N & Japhet, D. (2017). Effect of
tinancial management practices on
financial performance of Small and
medium-sized enterprises in Kiambu
town, Kenya. American based research

journal. 6(1).

Gaskin, J. & Lim, J. (2016), "Model Fit
Measures", AMOS Plugin. Gaskination's
StatWiki.

Gaskin, J. (2016), "Name of tab", Stats
Tools Package.
http://statwiki.gaskination.com

Gaskination's Statistics.
http://youtube.com/Gaskination

Hair, J. F., Black, W. C., Babin, B. J., &
Anderson, R. E. (2010). Multivariate
data analysis (Seven ed.). Upper Saddle
River, NJ Prentice Hall: Pearson.

Kalaipriya, K. (2021). The Relationship
between Access to Finance and Growth
of SMEs in the Northern Province of
Sri Lanka: Financial Literacy as a
Moderator. Management Studies. 9(3), 203-
219. doi: 10.17265/2328-
2185/2021.03.004

Karunananda, A., & Jayamaha, A. (2011).
Financial practices and performance of
small and medium-sized enterprises in
Sri Lanka. In Proceedings of
International Conference on Business &
Information. Available from: Digital
Repository. kln. ac. Ik.

Kengatharan, L. (2020). Factors determining
the growth of SMEs: evidence from
registered SMEs in Northern Province,
Sti Lanka. International Journal of
Accounting & Business Finance. 6.(2) 19 —
31.



Vavuniya Journal of Business Management

Kengatharan, L., & Yogendrarajah, R.

(2017). Financial management Practices
and performance of SMEs in Sri Lanka:
Evidence from Jaffna district.
International Jonrnal of Acconnting &

Business Finance, 61-72.

Kilonzo, J. M., & Dennis, O (2015).

Financial management practices on the
growth of Small and Medium
Enterprises: A case of manufacturing
enterprises in Nairobi County, Kenya.
IOSR Journal of Business and
Management, 17(8), 65-77.
https://doi.org/10.9790/487X-
17826577.

Lopez Salazar, A., Contreras Soto, R., &

Espinosa Mosqueda, R. (2012). The
impact of financial decisions and
strategy on small business

competitiveness. Global Journal of business

research, 6(2), 93-103.

Manzoor, F., Wei, L., Nurunnabi, M., &

Abdul Subhan, Q. (2019). Role of SME
in poverty alleviation in SAARC region
via panel data analysis. Sustainability,

11(22), 6480.

Muazu, I. & Alhassan, M. (2014). Record

Keeping and the Bottom Line:
Exploring the Relationship between
Record Keeping and Business
Performance among Small and Medium

Enterprises (SMEs) in the Tamale

Metropolis of Ghana. Research Journal of
Finance and Acconnting, 5(2), 107-117.

Muchira, B. W. (2012). Record keeping and

growth of micro and small enterprises.
A case study of Thika Municipality in
Kenya. Unpublished MBA thesis,
KenyattaUniversity-Kenya. h#tps:/ / ir-
library.ken.ac.ke

Muguchia, M. M. (2018). The effect of

financial management practices on the
financial performance of the companies
listed at Nairobi securities exchange,
Doctoral research of University of

Nairobi.

Muhindo, A., Kapute M., & Zhou, J. (2014).

Impact of Accounting Information
Systems on Profitability of Small Scale
Businesses: A Case of Kampala City in
Uganda. International Journal of Acadenric
Research in Management (ILARM), 3(2),
185-192.

Musah, A., Gakpetor, E. D., & Pomaa, P.

(2018). Financial management practices,
firm growth and profitability of small
and medium scale enterprises (SMEs).

Information management and business review,

10(3), 25-37.

Nthenge, D., & Ringera, J. (2017). Effect of

Financial Management Practices on
Financial Performance of Small and
Medium Enterprises in Kiambu Town,
Kenya. Awmerican Based Research Jonrnal,

6(1), 6-32.



Vavuniya Journal of Business Management

Rathnasiri, U. A. H. A. (2015). The Financial

management practices of Small and

Medium Enterprises in Sri Lanka. Global

Journal of Contemporary Research in
Accounting, Auditing and Business Ethics.
(GJCRA), An Online International Research
Journal 1(2), 374- 401.

Rathnasiri, U. A. H. A. (2014a). Financial
reporting practices of small and medium
enterprises (SMEs) in Sti Lanka. South
East Asia Journal of Contemporary Business,
Economics and Law, 4(1), 15-23.

Rathnasiri, U. A. H. A. (2014b). Selected
Accounting and Financial Management
Practices of Small and Medium
Enterprises (SMEs) in Sri Lanka
(Doctoral dissertation, University of Sri
Jayewardenepura, Nugegoda). DOI:
10.31357/fmscmst.2014.00345

Ross, S., Bianchi, R., Christensen, M., Drew,
M., Westerfield, R., & Jordan, B. (2014).
Fundamentals of Corporate Finance
(6th ed., Vol. 6). Australia: McGraw-
Hill Education. Retrieved from
https:/ /www.academia.edu

Semasinghe, D. M., Mahasena, S., &
Dayaratna Banda, O. G. (2017). The
effects of working capital management
on profitability, liquidity, solvency and
organic growth with special reference to
SMEs: A review. International Journal of
Accounting & Business Finance. 3(2), 19-50.

Senanayake, S. (2014) Little Growth In
Jaftna Economy,retrived from -
www.thesundayleader.lk/ 2014/ 05/ 25 / little-
growth-in-jaffna-econonm).

Somathilake, H. M. D. N., & Pathirawasam,
C. (2020). The Effect of Financial
Management Practices on Performance
of SMEs in Sri Lanka. International Journal
of Scientific Research and Management,
08(05),1789-1803.

Somathilake, HM.D.N., & Ranathunga,
K.G.K.D. (2021). The Effect of
Accounting Record Keeping Practices
on Financial Performance: Special
Reference to Small and Medium
Enterprises in Anuradhapura District.
International Journal of Research and
Innovation in Social Science (IJRISS). V,
(VIII). 258-264.

Sommers, W. P., & Koc, A. (1987). Why
most new ventures fail (and how others
don't). Management Review, 76(9), 35.

Sootiyakumaran, L. (2020), A Conceptual
Framework Model of the Impact of
Financial Management Practices and
Performance of SMEs FGS Research
Students’ Colloquium 2020, FGS
University of Kelaniya.

Sooriyakumaran, L., Pathirawasam, c., &
Thrikawala, S. S. (2020). Maintaining
accounting records and profitability of

SMEs: Evidence from Jaffna District in



Vavuniya Journal of Business Management

Sti Lanka. International Journal of

Engineering Science and Computing, 10(.)3.

Sooriyakumaran, L., Thrikawala, S. S.,

Pathirawasam, C. (2022). A Study
Between the Association of Financial
Management Practices and Performance
of Small and Medium Enterprises
(SMEs) Background: A Working Paper.
International Journal of Research and
Innovation in Social Science (IJRISS), 6(1),
166-179. DOL:
https://dx.doi.org/10.47772/ TJRISS.
2022. 6113

Sooryasena, R. S. S.; & Palihena, P. D. N. K.

Sri

(2020). The effect of financial
management practices on financial
performance of small and medium
enterprises: Special reference to
Kurunegala Divisional Secretariat.
International Journal of Scientific Research and
Management, 8(05), 1789-1803.
https://doi.org/10.18535/ijstm/v8i05.¢
m05

Lanka Accounting standards for Small
Medium sized entities (2012). Institute of
Chartered Accountants of Sri Lanka:
http://www.slaasc.lk/files/SLERS%20f
01r%20

Smaller%?20Entities Attachment%20-

%20SLEFRS%20for%20Smaller%20

Entities.pdf.

Statistical Hand Book — (2018) Divisional

Secretariat Jaffna

Statistical Hand Book — (2019) Divisional
Secretariat Jaffna

Statistical Hand Book — (2020) Divisional
Secretariat Jaffna

Statistical information Northern Province
(2015). https://np.gov.lk/statistical-
information/.

Statistical information Northern Province
(2018). https://np.gov.lk/statistical-
information/.

Statistical information Northern Province
(2019). https://np.gov.lk/statistical-
information/.

Swarnapali, RM.N.C. & Rathnayaka, A.R.N.
(2016). Impact of Financial Management
Practices on Financial Performance of
SME:s in Sri Lanka: Evidence from
Anuradhapura District. Proceedings of
the Research Conference on Business
Studies (RCBS-2016), Faculty of
Business Studies, Vavuniya Campus of
the University of Jaffna, Sri Lanka,
Vavuniya, Sri Lanka, pp. 01-04.

Tharindi, H. G. N., & Rathnayaka, R. M. C.
L. K. (2016). Financial Management
Practices and Performance of Small and
Medium Enterprises in Sri Lanka,
Proceedings in Management, Social
Sciences and Humanities, 9th
International Research Conference-
KDU, Sri Lanka), 260-264.

Tharmini, T., & Lakshan, A. M. I. (2021).

Impact of Financial Management


http://www.slaasc.lk/files/SLFRS%20for
http://www.slaasc.lk/files/SLFRS%20for

Vavuniya Journal of Business Management

Practices on Performance of Small and Uduwaka, U. H. S. M., & Dedunu, H. H.
Medium Enterprises—Legitimacy Theory (2019). The effect of financial
Perspectives. Kelaniya Journal of management practices on financial
Management, 10(1). performances of small and medium

enterprises in Sri Lanka (with special

The world bank (2019). Small and Medium o
reference to Gampaha district). 8th

Enterprises (SMEs) Finance. Improving Annual nternational Research

SMEs’ access to finance and finding ) )
Conference, South Eastern University,

Sri Lanka.

innovative solutions to unlock sources of

capital: )
Vaikunthavasan, S., Velnampy, T., &

https://www.wotldbank. topi
psi/ /vwww.worldbank.org/ en/topic/s Sivarajah, R. (2019). Exploring the

mefinance.

Thevaruban, J. S. (2009). Small Scale

problems and challenges of micro small
and medium enterprises in Northern
Industries' and it's Financial Problems in . .

Province. Business and Management
Horizons, 7(1), 89-104.

Wolmarans, H. P., & Meintjes, Q. (2015).

Srilanka. Journal of Asia
Entrepreneurship and Sustainability,
5(2), 33.

Thevrajah, K. (2015). Barriers of Failure of

Financial management practices in
successful Small and Medium

Small Business in Jaffna District: ) ,
Enterprises (SMEs). The southern African

Conceptual Analysis, European Journal ) ) )
Journal of entreprenenrship and small business
of Business and Management. 7(7), 400-
402.
Turyahebwa, A., Arthur, S., Aluonzi, B., &

Byamukama, E. (2013). Financial

management, 7(1), 88-116.

Zada, M., Yukun, C., & Zada, S. (2021).
Effect of financial management
practices on the development of small-

Management Practices in Small and i . .

to-medium size forest enterprises:

insight from Pakistan. GeoJournal, §6(3),
1073-1088

Medium Enterprises in Selected
Districts in Western Uganda. Research
Journal of Finance and Accounting. 4(2), 29-
35.



Vavuniya Journal of Business Management

Appendix I: List of Abbreviations

Variable Definition

AIS Accounting Information System

BP Business Performance

CBSL Central Bank of Sri Lanka

DS Divisional Secretariat

DSI Department of Small Industries

FIN Finance

FRPA Financial Reporting Preparation and Analysis
GDP Gross Domestic Product

1D Investment Decision

MAR Maintaining Accounting Records

MIC Ministry of Industry and Commerce

NP Northern Province

OECD Organisation for Economic Cooperation and Development
PGDP Provincial Gross Domestic Product




