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Selected Accounting and Financial management practices of
Small and Medium Enterprises (SMEs) in Sri Lanka

Uggalla Arachchige Hashika Aroshini Rathnasiri

ABSTRACT

This research is attempted to explore whether and to what extent Sri Lankan Small and
medium enterprises (SMEs) adopt accounting and financial management practices and how
such practices are inco%porated with prevailing information systems and financial reporting
practices. Determining the population of SMEs in Sri Lanka is imprecise. Considering the
number of establishmerits, availability of data, time constraints etc the researcher selected
the target sample of 60 SMEs which are registered in the Ministry of Industry and
Commerce (MIC) within the period of year 2008 to 2013, operating their businesses in the
manufacturing sector and the study is limited to the western province in Sri Lanka. A
qucsti-onnaife was chosen as a data collection instrument. The sample has collected by
using disproportionate stratified random sampling design by using Statistical Package for
Social Science (SPSS) software (PASW 18). Data was not normally distributed, non-
parametric statistical tests were conducted.  Calculations of averages, frequency
distribution, cross tabulations and percentage distribution used as the tools of descriptive
anaLysis. In addition to the descriptive measurements, a non-parametric Kruskal-Wallis test

and Mann Whitney U test were used to test the hypothesized relationships.

Analysis ‘of the study reveals that SMEs pay more consideration in preparation and
monitoring of three components of financial statements balance sheet, statement of profit

and loss account and cash flow statement. Thus Sri Lankan SMEs prepare the reports
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which help the owner/mangers to control the financial position and performance of the
business. Results demonstrated that the highest importance is placed on preparation and
monitoring of cash flows of the businesses which is critical to the success and survival of
SMEs. But most of the SMEs have maintained the informal accounting systems and lack of
comprehensive set of financial reports. Also study noted that low level of adoption of
working capital management practices among Sri Lankan SMEs. Due to the uncertainty of
the Sri Lankan business environment, SMEs should maintain up to date accounting and

financial information for decision making.

Results of non parametric tests revealed that legal form, size of the business based on
number of employees, education background of owner/manager, leverage of the business
are the variables which showed significant difference in adoption of accounting and
financial management tools and techniques. However, the variables of number of operative
years under existing management and the location of the business were not determining
significant differences in adoption of accounting and financial management tools and
techniques. These findings suggested that SMEs should highly regard accounting and

financial management practices as one of the tools to improve the performance.

Also it is recommended policy makers to consider SMEs under a single ministry and
stipulate specific, consistent policy focusing on the development of the sector addressing
the core constraints inhibiting the growth of the sector. Further educating SME
owner/mangers about the importance of prudent accounting and financial management

practices for the long term success and survival is vital.

Keywords: Small and medium enterprises, accounting and financial management

practices, Sri Lanka, MIC
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