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Abstract: Small and Medium Enterprises (SMEs) play an important part in each developing country 
paying to the growth of the economy in numerous ways. The goal of this study is to ascertain the effect of 
financial management practices and debt control of SMEs in Nigerisa: Special Reference to three 
senatorial districts of Borno State. 70 SMEs are in the manufacturing category, and 50 SMEs are in the 
wholesale and retail category which makes a total of 120 SMEs across the three senatorial districts 
Borno Central, North and South. Data was collected through a structured questionnaire distributed 
among SMEs. Descriptive statistics and inferential statistics like Pearson correlation analysis and 
multiple regression analysis were used to analyze data using the SPSS package. Results of the study 
revealed that there is a positive effect of financial management and debt control of SMEs. 

 Keywords: Debit, Enterprise, Financial, and Management  

 

Introduction 

As financial markets become more international, the financial manager must also manage the 
global financial affairs of the firm. It must be appreciated that any business whether large or 
small, profit seeking or not –for- profit is a financial concern and as such its success or failure 
depends in a large part on the quality of its financial decisions. Thus, financial management is an 
exciting area of business administration.  

Financial management and debt control has always been important in any firm irrespective of 
any difference in structure ownership and size. The financial organization of any enterprise ought 
to be capable of ensuring that the various financial function (financial management planning and 
control) are at high degree of efficiency.  

Small and Medium Enterprises (SMEs) make up the vast majority of business population in most 
countries in world; therefore, they constitute a vital force in modern information based 
economics (Mitchell & Reid, 2000). Most of the large firms today started as a small-medium-
large one, who now has a robust plan for its activities and able to withstand any pressure and 
providing employment opportunities, thereby making a positive contribution to the economy at 
large. SMEs are defined as non-subsidiary, independent firms which employ fewer than a given 
number of employees, this number varies across national systems, other parameters other than 
the number of employee are used in categorizing businesses as SMEs, for instance in the 
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European Union, SMEs must have an annual turnover of 40 million Euros or less and or a 
balance sheet valuation not exceeding 27 million Euros (Schreyer, 2000). 
Small and Medium enterprises (SMEs) operate in the same environment as their larger 
counterparts, but without the associated benefits such as adequate capital and extended human 
resources of the larger organizations. SMEs encounter increasing competitive pressure fueled by 
globalization, legislation and the relaxing of trade barriers, as well as an increase in market 
expansion due to emerging technologies and innovation. Small and medium enterprises often 
flourish on their adaptability and agility such as their close proximity to their customers, their 
openness towards new ways of working, and their risk taking approach, but many micro, small 
and medium enterprise are susceptible to major external shocks (Berry, 2002; Laforet & Tann, 
2006). Although SMEs experience difficulties in absorbing and coping with these obstacles, they 
need to develop an ability to deal with the ever increasing challenges, that is, risks faced by the 
organization (Leopoulos, 2006). 

In the current globalized business economy, many small and medium-sized enterprises (SMEs) 
struggle for survival. There are many reasons for the discontinuity of business among SMEs 
besides rapidly changing market conditions. These include lack of adequate working capital, 
poor management skill and inadequate use of essential business and financial management. The 
use of management accounting practices which can provide crucial information to the 
management is vital to ensure the effectiveness and efficiency of the business. One of the 
established practices in organizations; financial management which comprises financial and non-
financial information is one of the important financial management system that should be 
utilized by the SMEs. 

Problem Statement 

Richard (2000) stated that there are many reasons for the failure rate of startup businesses, 
including lack of adequate working capital, poor market selection, and rapidly changing external 
market conditions. However, the most significant reason for this high failure rate is the inability 
of SMEs to make adequate use of essential business and management practices. Similarly, 
Wichmann (1983) argued that one of the reasons for business failure is poor management ability 
which includes accounting problem solving. Adelegan (2001) carried out a study on companies 
in developing country like Nigeria. The study found that management accounting in the country 
was still concerned with the process of cost determination and management planning and control 
through the use of decision analysis and responsibility accounting. Nandan (2010) who also 
argued that like larger firms SMEs also require adequate and sophisticated financial management 
techniques and systems to better manage scare resources and enhance the firm’s values. Although 
SMEs may have some constraints in utilizing fully financial management due to their relatively 
small size and limited resources, like larger firms SMEs face similar forms of complexities, 
uncertainties and are more prone to failures.  
There are only few pieces of information regarding the use of financial management in SMEs in 
Borno state that have been found in literature. Whilst acknowledging that this is an under-
researched area, previous contributors to the management accounting literature (e.g Mitchell & 
Reid, 2000; Nandan, 2010) have suggested that SMEs are often failing to leverage adequately the 
potential of management accounting for helping them achieve their financial objectives, 
including profitability and liquidity. Therefore, the dearth of research into the use of financial 
management among SMEs motivates this research. Firstly, the research detected what financial 
management tools is mostly being used by the SMEs in Borno State. More so, the study 
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contributed an additional study as regarding factors that affect the extent of financial 
management use. Furthermore, the research tested for a relationship between the use of financial 
management and debt control in SMEs. The focus on Borno State was especially important 
because research on financial management and SMEs is scarce in the state. Finally, the study 
expanded the existing financial management literature by providing new empirical evidence on 
the use of FM. 

Objectives of the Study 
i. examine the effect of financial management and debt control of SMEs in Borno State  

ii. examine the nature of financial management and debt control by selected SMEs in Borno 
State. 

iii. assess the factors that affects the extent of the use of financial management and debt 
control among selected SMEs in Borno State  

Literature Review 
The strategic importance of management accounting practice to a firm cannot be over 
emphasized particularly in small and medium scale enterprise s which are variously described 
and seen as the engine room for growth and development in every economy. Literature was 
reviewed along the line of conceptual and empirical review 

Conceptual Issues   
At present, there is no consensus international definition of what constitutes an SME. Variations 
exist between countries and industries. SMEs are defined by a number of criteria such as location, 
size, age, structure, organization, number of employees, sales volume, net worth, ownership 
structure, innovation and technology (Deros, Yusof, & Salled, 2006). SME Sector was also 
defined in terms of number of employees as cited by Yahaya, Osemene and Salman, (2011) as: 
 

Types of Enterprise Size of Employees 
Micro 1 – 9 
Small 10 – 49 
Medium 50 –249. 

 
By definition in Nigeria, Small and Medium Industries Equity Investment Scheme (SMIEIS), 
defined SMEs as those enterprises with a total capital employed not less than N1.5million, but 
not exceeding N200million, including working capital, but exceeding cost of land and/or with a 
staff strength of not less than 10 and not more than 300. This definition has included many small 
firms under the bin shade of SMEs. The nature of business transactions in most of these firms 
does not provide opportunities for outsiders to have clear knowledge of the goings on in these 
small firms. This is what is prominently referred to as information asymmetries. It is because of 
this that assessment of the viability of projects in small firm’s demand processes more reliable 
than mere feasibility reports. The methods in use so far rely heavily on accounting information 
thus revealing to the accountants the task ahead to serve the accounting need of the SMEs today.  
 
Financial Management  
Financial Management is that management activity which is concerned with the planning and 
controlling of the firm’s financial resources, though it was a branch of economics still 1890 as 
separate activity or discipline, it is of recent origin still has no unique body of knowledge of its 
own and draws humbly on economic for its theoretical concept even today (Pandey, 1999). 
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Management Accounting 
Scapens (1991) stated that there is no generally agreed definition of management accounting. 
Various definition is available; but some are too general to provide a suitable structure, while 
others simply emphasis a particular research approach. 

The Institute of Management Accountants (IMA) has defined management accounting as “a 
profession that involves partnering in management decision making, devising planning and 
performance management systems, and providing expertise in financial reporting and control to 
assist management in the formulation and implementation of an organization’s strategy” (IMA, 
2008). On the other hand, the Chartered Institute of Management Accounting [CIMA] (1987), 
defined management accounting as the provision of information required by management for 
such purposes as: the formulation of policies; planning and controlling activities of the 
enterprise; decision taking on alternative courses of action; disclosure to those external to the 
entity (shareholders and others); disclosure to employees; and safeguarding assets. 

Financial Management and Management Accounting Committee (FMAC) of the International 
Federation of Accountants (IFAC) viewed management accounting as an activity that is 
interwoven in the management processes of all organizations. Management accounting refers to 
that part of the management process which is focused on adding value to organizations by 
attaining the effective use of resources by people, in dynamic and competitive contexts (IFAC, 
1998). 
Lower, M. (1998) the public enterprises manager finance through the following ways:  
Through Budgeting: Most public enterprise has a yearly budget which is approved by the 
executive arms of Government, the parastatals prepare these budget and present it to them for 
approval. When this is done there is stipulated amount to be expended by each level of the 
organization.  
Proper financial authorization: Before any personnel or department make any expenses on behalf 
of the organization such personnel or department must seek approval from proper financial 
authority. This authority can be executive secretary of the units.  
Internal credit or imp rest expenditure given to each level: Here the level/department or 
personnel involvement is not meant to spend beyond this approval amounts.  
 
Debt Management Objectives and Coordination  
Objectives: The main objective of public debt Management is to ensure that government’s 
financial needs and its payment obligation are met at the lowest possible cost over the medium 
long term run consistent with a prudent degree of risk.  
Scope: Debt management should compass the main financial obligation over which the central 
government exercises control.   
Co-Ordination with Monetary and Fiscal Policies: Byekwaso, (2000): Debt managers should 
convey to fiscal authorities their views on the costs and risk associated with government 
financing requirements and debt levels. There should be a separation of debt management and 
monetary policy objectives and accountabilities. Debt management, fiscal and monetary 
authorities should share information on the government’s current and future liquidity needs.  
 The examples of contemporary accounting innovations include: 

i. Value-based Management (VBM) 
ii. Non-financial performance measurement systems 

iii. Total Quality Management (TQM) 
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iv. Balanced Scorecard (BSC) 
v. Activity-based Costing (ABC) 

vi. Activity-based Management (ABM) 
vii. Strategic Management Accounting (SMA) 
 
Long Term Debts and Financial Performance  
Long-term debt limits managerial discretion by making access to new funds and overinvestment 
less likely Hart and Moore (1995): a feature that would enhance profitability. Schiantarelli and 
Jaramillo (1996) argue that shorter-term loans are not conducive to greater productivity while 
long-term loans may lead to improvements in productivity (Schiantarelli and Srivastava (1996) It 
is higher in stronger and more flexible firms, when there are big differences between short term 
and long term interest rates and when firms have more growth opportunities (Moro, 2009). An 
econometric study by Hernandez-Canovas and Koeter-Kant (2008), suggests that the important 
variables in determining SMEs long-term debt include the length of the banking relationship and 
the number of banks involved (cited in Moro, 2009) 
 
Short-Term Debt and Financial Performance 
Short-term debt in an environment of incomplete contracts grants the lender a control right as the 
firm’s ability to roll over the debt may be conditioned on financial ratios and adequate 
performance. As this mechanism limits managerial discretion it may contribute to the relaxation 
of financial constraints (Rajan and Winton (1995). This increased availability of external finance 
should stimulate better performance. Maturity matching between debt and the life of assets plays 
an important role in deciding the length of the debt maturity (Ooghe, 2007). According to 
Garcia-Terul and MartinezSolano, (2007) Short-term debt is positively correlated with firm’s 
growth opportunities. short-term debt is the best financing tool because it is perceived to be 
cheaper. Thus, both entrepreneur and bank prefer short-term debt (Landier and Thesmar, 2009). 
 
Debt Management Tools  
Kanu (2005) these are those financial ratios, which are used to evaluate the financial condition 
and performance of a firm the financial analyze needs certain yardstick. The yardstick frequency 
used in a ratio or indexes relating two pieces of financial data to each other. The ratio includes 
the following.  
 
i. Liquidity ratios: These are ratio which shows the ability of the company to meet its current 
obligations out of short term assets.  
ii. Solvency ratio: This indicates the extent of the Company’s dependent an outside liabilities 
and the feasibility of its meeting obligation as and when the need arises.  
iii. Profitability ratio: it shows the capacity of the company to generate profit and its rate of 
return on investments.  
iv. Activity ration: it shows the efficiency of the company in utilizing availability 

resources. 
 

Nature of SMEs and their Financial Management Needs 
          SMEs represent a major business sector in the industrial world and are of great significance 
in less developed countries. In many countries they represent over 95% of all businesses, 
employ around 65% of the workforce and contribute about 25% to GDP (Ballantine, Levy, & 
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Powell, 1998). In Australia, in 2004, small businesses represented around 97% of all private 
sector enterprises, employed about 50% of all private sector employees and contributed at least 
40% towards the GDP (Australian Bureau of Statistics, 2001). It is important that we understand 
the characteristics of SMEs that make them different from large organizations. It is beyond doubt 
that a high failure rate is a characteristic of the SME sector. In any given year the failure rate of 
small businesses is around 11%, being about six times higher than large enterprises (Ballantine, 
et al. 1998). SMEs tend to depend on a small number of customers, produce standard products or 
services, and have little influence on market pricing. SMEs also tend to have independent 
ownership where owners/managers retain close control as the principal decision makers and 
provide the majority of capital required for operations. It is generally felt that the larger the 
organization, the greater the need for management accounting information (Storey, 1995). This 
may imply that SMEs do not need comprehensive Management Accounting and Control System 
(MACS) in place. On the contrary, our contention is that SMEs face similar forms of 
complexities, and are more prone to failures and, therefore, management accounting information 
is especially important to them for better resource management and allocation decisions. Given 
the importance of SMEs within any economy, and the considering they represent a seedbed from 
which new, large companies may grow, it is felt that SMEs need for timely, accurate and reliable 
management accounting information is well understood. It is in this regard that management 
accounting assumes a potentially significant role for SMEs. The management accounting needs of 
SMEs also seem to be dependent upon the ‘contingent complexities’ they encounter, at different 
times and under different circumstances (Birkett, Barbera, Chua, Fatseas, Luckett, & Macmullen, 
1992). These complexities are strategic, organizational and financial in nature depending on the 
different stages of growth of the organization, from inception to maturity. It is argued that 
financial and cost management needs and the level of sophistication are influenced by contingent 
complexities at each stage of growth within SMEs. 
          SMEs tend to vary in size and amount of resources at their disposal, and many who are at 
the ‘micro end of the scale’ lack in-house management accounting capabilities (Mitchell & Reid, 
2000). To fulfill their management accounting needs, owner managers therefore, look for 
external advice in this regard, and Small Accounting Practitioners (SAPs) are well suited and 
positioned to serve as advisors (Arnold, Cherry, Diamond, & Walker, 1984). But as said earlier, 
while they are perceived as the best providers of management accounting services, they are not 
often used (Arnold, et al. 1984; Kirby & King, 1997; Marriott & Marriott, 2000) for reasons of 
increased cost, the narrow ‘bookkeeper’ image of accountants, and the lack of expertise and 
training of (SAPs) in areas beyond routine compliance work (mainly the preparation of financial 
statements and taxation returns, and audit).  
 
Theoretical Framework  
Dependency Theory  
In examining Dependency theory, proponents of the dependency theory (Baran, 1954; Frank, 
1971; Rodney, 1974 and Sweezy, 1978) contend that the debt could be perceived from the 
extreme dependence on international competitive economic conditions over which they had little 
control. The theory was developed from a Marxian perspective by Paul Baran in 1957 with the 
publication of his Book titled” The Political Economy of Growth” but the theory was popular in 
the 1960s and 1970s as a criticism of modernization theory, which was falling increasingly of 
favour because of continued widespread poverty in much of the world. Dependence is a situation 
in which the economy of certain countries is conditioned by the development and expansion of 
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another economy to which the former is subjected. The relation of interdependence between two 
or more economies, and between these and world trade, assumes the form of dependence when 
some countries (the dominant ones) can expand and can be self-sustaining, while other countries 
(dependent ones) can do this only as a reflection of that expansion, which can have either a 
positive or a negative effect on their immediate development (Dos Santos, 1970). Samir Amin 
(1978) corroborated the above postulates when he averred that: Resources flow from “periphery” 
of poor and underdeveloped states to a “core” of wealthy States, enriching the latter at the 
expense of the former. It is a central contention of dependency theory that poor States are 
impoverished and rich ones enriched by the way poor State are integrated into the “world 
system”. (Ikejiaku, 2010: 66).  

From the foregoing, it is clear that dependency theory is predicated on the notion that 
there is a centre of wealth states and a ‘periphery’ of poor, under developed state. 
Resources are extracted from the periphery (developing nations) and flow towards the 
states at the centre (developed nations) in order to sustain their economic growth and 
wealth.  

Neoliberal Economic Theory  

The history of development over the last century has been one of competing theories and 
developmental models. Since the 1970s neoliberal approach was widely applied in 
different countries around the world, including developing and developed countries with 
the assistance of the International Financial Institution (IFI) that evidently advocate for 
neo-liberalism in developing countries (Greig etal, 2007). Neo-liberalism, as a global 
approach to development, dominated global development literature and practice from the 
1970s. It emerge mainly to enhance growth, create free markets, replace the 
Keynesianism that proved to be weak, and eliminate the intervention of the state in the 
economy that resulted in the poor economic performance in many countries (Harrison, 
2005). 

Contingency Theory 

Contingency theory appeared in the management accounting literature around the mid-1970s. 
The premise of the contingency approach to management accounting was proposed as ‘there is 
no universally appropriate accounting system which applies equally to all organizations in all 
circumstances. Rather, it is suggested that particular features of an appropriate accounting system 
will depend upon the specific circumstances in which an organization finds itself” (Otley, 1980). 
Joseph, Evason, and Pius, (2013) argued that each organization will have its own management 
accounting practices that best suits its conditions, this theory goes further to look at certain 
influential factors that will assist management to decide on an appropriate management 
accounting practice, these factors can either be technological changes and the infrastructure of an 
organization. Although the findings from contingency theory studies have not always been 
consistent and the approach is limited in terms of its ability to capture patterns and dynamics, 
nevertheless over the last 30 years the contingency theory has provided a convenient, theoretical 
framework for numerous studies of organizational structure and behavior (Chenhall, 2003; 
2007). The extensive research has led to a series of review articles providing an overall picture of 
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the contingency theory’s contribution to accounting in general and management accounting in 
particular (Chapman, 1997).  
Haldma and Kertu (2002) in their study found that the effectiveness of a firm's accounting 
system design depends primarily on its ability to adapt to changes both in the internal and 
external environmental factors but not just on its ability to lower real production cost and 
modernization of cost accounting systems. In addition, they found that some changes in cost and 
management accounting practices are associated with shifts in the business and accounting 
environment as well as external contingencies; including technology and organizational aspects 
which are internal contingencies. 
 
The study of Szychta (2002) of Polish large manufacturing and service enterprises was quite 
revealing. The author used survey design and obtained data with the aid o f questionnaire 
instrument. Applying the percentage analytical tool, the study found that most of the large 
manufacturing and service enterprises prepare annual operating financial budgets for the entire 
enterprise. In addition, the study found a complete or near complete use of master budget among 
a smaller proportion of the firms in the sample. The remaining proportion of firms in the sample 
use sales budgets, production budgets and cost budgets. 
 
Howard, Alan and Glynn (2016) examined the use of management accounting techniques by 
small and medium-sized enterprises in Australia and Canada. They applied questionnaire and 
interview techniques in gathering data and used Likert-scale of No, Low, Moderate and High 
measurements to gauge the extent of management accounting techniques adoption. With the 
adoption of descriptive statistics, they found that of the 19 common management accounting 
techniques covered in the interview, a very small number are moderately or highly used by the 
respondent companies. More revealing, they found that the manufacturing companies in the 
study are more disposed to use a broader set of techniques such as costing systems, operating 
budgets and variance analysis while early-stage SMEs are the lightest users of management 
accounting tools overall. They interestingly found three main factors affecting the adoption of 
MAPs which are decision - usefulness of the technique, complexity of SMEs operating 
environment and the age of the SMEs. 
 
In a comparative study of Wu, Boateng and Drury (2007) about the use of management 
accounting techniques between state-owned enterprises and joint ventures in china, found that 
the joint ventures enterprises are more disposed to adopting certain MAP such as responsibility 
accounting than the state-owned enterprises. Hudson, Smart and Bourne (2001) in a similar 
fashion examined the performance measurement systems of SMEs. They find that measurement 
systems of SMEs, are not closely linked to the firm's strategy and financial metrics but their 
measurement systems were developed on an ad-hoc basis by individual managers of the 
respective SMEs. 
 
Timans, Antony, Ahaus and VanSolingen (2012) examined the use of lean six-sigma approach 
on Small and Medium-sized manufacturing enterprises that implemented continuous 
improvement processes in Netherlands. They adopted the survey research design and gathered 
data through the use of questionnaire and interview instruments. With the application of 
percentage statistics on the data gathered they found that 40% of the SMEs in the sample use 
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some form of lean six-sigma MAPs while lack of resources was responsible as an impediment to 
the adoption of the technique.  
Iiias, AbdRazek and Yasoa, (2010) assessed the adoption of MAPs among Malaysian small and 
medium enterprises in multiple industries. They adopted survey research design and gathered 
data with the administration of questionnaire instrument. Using the percentage analysis tool, they 
found that the larger companies in the sample accounting for 67% of the 58 companies in the 
sample use budgets for planning and control ling purpose every few of the companies use more 
specialized MAPs techniques such as target costing and economic value added metrics 
accounting for 32% and 12% respectively. They equally find that 50% of the companies that 
responded use some form of activity-based costing technique they used the survey design and 
collected data with the aid of questionnaire instrument. The data was analysed with the 
application of descriptive statistics. They found that most of the companies in the sample use 
cash and operating budgets and that the smaller companies in the sample adopt limited use of 
these MAPs tools than the companies that received venture capital. Chenhall and langfield 
(1998) found widespread use of capital budgeting tools for investment analysis and Kamilah 
(2013) found low adoption of long term financial appraisal among SMEs. Demong and Croll 
(1981) found that with knowledge of budgets, standard cost, cost of production, firms can make 
decisions relating to pricing and costing of their products. 
 
Moores and Yuen (2001) investigated the use of MAPs among SMEs at different stages of their 
life cycle. They adopted a combination of questionnaire and interview instruments to gather data. 
Applying the percentage statistics method of data analysis, they found that most of the firms rely 
more on MAPs as they move gradually from the birth to growth stages while there is a reduced 
adoption in the declining stage of their life-cycle 

 
The study of Clinton and White (2012) which focussed on the use of MAPs across different 
industries in a specific geographical location found that most of the firms in the location that 
constituted the sample mostly use budgets for planning and control purposes, and customer 
profitability analysis while there is a limited use of other MAPs such as discounted cash flow 
technique, activity-based costing, quality control costing and target costing. 
 

Research Design 
A survey research design was used for this research because it was considered most appropriate 
in social science to investigate behavioral phenomenon among people and it was also considered 
necessary since the topic requires looking at various Financial Management used by SMEs. 

Population for the study 
The target population used for this research was the list of SMEs compiled by the National 
Bureau of Statistics of which 70 SMEs are in the manufacturing category, and 50 SMEs are in 
the wholesale and retail category within Borno State. This makes a total of 120 SMEs. 
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Methods of sampling 
For the purpose of this study, purposive sampling was used over selected senatorial 
district for practical purpose. In Borno Central the sample were concentrated in MMC 
which is the state capital and a Jere. In Borno South Biu was selected as the target, it is 
the central head office of the district and finally Borno north Monguno was selected to 
serve as the target to the district; it is also the central head office of the district due to 
insurgency. The sample size of 92 was derived using Yamane (1963) formula 

[N/1+N(e)2] on each of the stratum, where N Research Design 
A survey research design was used for this research because it was considered most appropriate 
in social science to investigate behavioral phenomenon among people and it was also considered 
necessary since the topic requires looking at various Financial Management used by SMEs. 

Methods of Data Collection  
Data was collected in Borno State of Nigeria from the three senatorial districts, namely Borno 
Central, North and South. The primary data were collected from the response of SME’s 
managers across the districts. The data was collected with the aid of self-administered 
questionnaire. The target sampled of 120 SMEs across the three senatorial districts in other to 
assess the Financial Management and debt control of Small and Medium Enterprises (SMEs) in 
Borno State, Nigeria. The secondary data were collected through journals, magazines, text 
books, newsletters, pamphlets etc. which was utilized to supplement the data collected through 
the primary source. 
The researcher used questionnaires as the principal instrument of gathering data for this study. 
Multiple choice and open ended questions were use in the questionnaires. The questionnaires 
assist the respondents in expressing their views which in turn helped this study to obtain the 
needed information. Therefore, ninety-two (92) Questionnaires administered to the respondents 
in three senatorial districts, namely Borno Central, North and South. in Borno State. 

Method of Data Analysis 
 Descriptive and inferential statistics were used to analyze data gathered from the questionnaires 
using the Statistical Package for the Social Sciences (SPSS) software. 
 
Table 1: Measurement of Variables 
Variables  Measures  Symbols 
Financial Management   

Working capital 
management 
practices 

Cash management 
practices 
Receivable management 
practices 
Inventory management 
practices 

WCM 

Investment appraisal 
practices 

Adequately invests in 
fixed assets. 
Uses capital budgeting 
techniques for assess 
investments 

IAP 
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Adequately reviews the 
investment projects 
periodically 
Follows guidelines for 
analyzing investment 
opportunities 
Consider about past 
experiences when making 
investment decisions 
Consider about time 
value of money when 
making 
investment decisions 

Capital structure 
management 
practices 

Uses internally generated 
cash sources for financing 
purpose 
Uses borrowed funds for 
financing purpose 
Business has easy access 
to bank loans 
Business utilizes the debt 
facilities from outside 
persons 
Business considers about 
capital structure when 
acquiring outside funds 
Business has internal 
policies for deciding capital 
structure 

CSP 

Financial reporting 
and analysis practices 

Business keeps records 
on cash flows 
Business prepares 
financial statements 
Business prepares 
financial statements 
complying with 
accounting standards 
Business make sale 
forecast and analyses 
Business analyses the 
trend of business cost 
Business analyses the 
trend of business profit 
Business uses financial 
ratios in financial analysis. 

FRA 
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Accounting 
information system 

Business uses ICT 
facilities for storing 
financial 
information 
Business updates 
accounting information 
system with 
new business transactions 
Business prepare and 
maintain books like cash 
book, 
debtor‟s book, creditor‟s 
book…etc. 
Business accounting 
information system provides 
useful information for 
decision making 

 

 
Table 2: Measurement of Variables 
Variables  Measurement 
Long term debts ratio  Long term loan/total loan 
short term debt ratio  Short term loan/total loan 
Profit Margin Ratio  Gross profit/sales 

Return on Assets 
Net Income/total assets (Michaelas, Chittenden, and 
Panikkos, 1999) 

Current ratio Current assets/current liabilities 
 
Pearson correlation coefficient was used to determine the degree of relationship between 
long-term loan, trade credits, short term loan and financial performance. Multiple 
regression analysis was used to predict the financial performance of SMEs. 
These regression equations are outlined below. 
𝑦𝑖 = 𝛽1 + 𝛽1𝑥1 + 𝛽2𝑥2 + 𝜀 
Yi (i= 1……3) = Profit Margin ratio, Liquidity and Return on Asset 
X1 = Short Term debt 
X2 = Long term debt 
ε = error term 
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Descriptive Analysis 
The descriptive statistics calculated on the variables are presented in the table 1. 
Table 3: Result of Descriptive Analysis 

            

  

Minimum  Maximum  Mean  Std. Deviation  Kurtos 

Statistic  Statistic  Statistic  Statistic  Statistic  
Std. 
Error 

P  2.76 5 4.474 0.566 -0.544 0.310 
WIC  2.88 5 4.408 0.55 -0.236 0.310 
IAP  2.72 5 3.86 0.674 -0.768 0.310 
CSP  2 5 3.778 0.725 -0.778 0.310 
FRA  2.16 5 3.875 0.62 -0.655 0.310 

AIS  1 5 3.74 1.058 -0.116 0.310 
Source: SPSS output (2022) 
According to the output given by SPSS relating to the descriptive statistics, profitability of SMEs 
is high because Mean value of the performance is 4.474, which is exceeds the median value. The 
Standard Deviation (SD) was 0.5 which showed an average dispersion. Profitability of SMEs 
represents a normal distribution because the Z value of kurtosis is (-0.544/0.310) -1.75, it is in 
between the acceptable range of positive 1.96 and negative 1.96. So, it is significant at 0.05 level 
of significance. 

 
Table 4: Result of Correlation Analysis 
 
Correlations 

  P  WIC  IAP  CSP  FRA  AIS 

P  Pearson Correlation  1           
sig. (2-tailed)             

WIC  Pearson Correlation  .507**  1         
Sig. (2-tailed)  0           

IAP  Pearson Correlation  .455**  .5641**  1       
Sig. (2-tailed)  0 0         

CSP  Pearson Correlation  .458**  .473**  .574**  1     
Sig. (2-tailed)  0 0 0       

FRA  Pearson Correlation  .382**  .472**  .598**  .549**  1   
Sig. (2-tailed)  0 0 0 0     

AIS  Pearson Correlation  .386**  .397**  .543**  .523**  .673**  1 
Sig. (2-tailed)  0 0 0 0 0   

**. Correlation is significant at the 0.01 level (2-tailed). 
Source: SPSS output (2022) 
According to the table 4 variables like working capital management practices, investment 
appraisal practices, capital structure management practices, financial reporting and analysis 
practices and accounting information are positively and significantly correlated with debt control 
at 0.01 levels of significant. 
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Multiple Regression Analysis 
Table 5: Regression Results 
 

Model  Unstandardized Standardized T Sig. 
Coefficients Coefficients 
B  Std. Error  Beta     

1 (Constant)  1.921 0.243 7.922 0   
WIC  0.313 0.066 0.311 4.581 0 
IAP  0.063 0.065 0.087 1.149 0.252 
CSP  0.145 0.049 0.179 2.557 0.011 
FRA  0.005 0.059 0.007 0.089 0.936 
AIS  0.059 0.034 0.129 1.724 0.078 

  R  0.574         
  R Square  0.434         
  F  28.46         
  Sig  .000ᵇ         

Source: SPSS output (2022) 
According to the R squared value is 0.434 and it implies that the 4.34 percent of variation in 
SMEs 
debt control is explained by the selected financial management practices in this study. The F 
value in the ANOVA table tests whether the overall regression model is a good fit for the data. F 
value is 28.46 and significant value is 0.000 which is lower than 0.05 levels of significance. So, 
it implies that regression model fits to the data. 
 
According to table 5, regression results shows that there is a 0.313 regression coefficient value 
with 0.000 level of significance between working capital management practices and debt control. 
It is lower than 0.01 levels of significance. So, there is a positive significant impact of working 
capital management practices on SMEs debt control. The result is similar to (Semasinghe , et al., 
2017), (Kosgey & Njiru, 2016), (Forghani, et al., 2013), and (Azam & Haider, 2011) findings. 
 
Regression results show that investment appraisal practices have a positive impact on debt 
control, but it is not significant. The findings compatible with (Rossi,2015),(Puwanenthiren, 
2016) and (Velnampy, 2014). Regression coefficient results imply that there is a 0.145 positive 
impact of capital structure management practices on SMEs debt control. Significant value shows 
0.01 at 0.05 levels of significance. So, it can be concluded that there is a significant positive 
impact of capital structure management practices on SMEs debt control. This finding is similar 
with findings of (Palacios, et al., 2016), (Adesina, et al., 2015), (Foyeke, et al., 2016) and 
(Kajananthan & Nimalthasan, 2013),  
According to regression results it revealed that there is a positive impact of financial reporting 
and analysis practices on debt control (B=0.005). But significant value 0.936 is higher than 
acceptable level of significance 0.05. So, it can be concluded that there is no significant effect of 
financial reporting & analysis practices on SMEs debt control. Findings compatible with 
previous research findings like (Amoako, 2013), (Madurapperuma, et al., 2016), (Kofi, et al., 
2014), (Maseko & Manyani, 2011) and (Cheluget & Morogo, 2017). 
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Regression results show that there is a positive impact of accounting information system 
practices and debt control (B=0.059). But significant value 0.078 shows that significant level is 
higher than 0.05 acceptable significant level. So, it revealed that there is no significant impact of 
accounting information system on debt control. This finding is supported by the past studies like 
(Smirat, 2013), (Grande, et al., 2011), (Esmeray, 2016), (Muhindo, et al., 2014) and (Harash, 
2017). 
 
Recommendations  
Nigerian SMEs should keep more attention on working capital management practices when they 
are engaging in day to day operating activities. SMEs should properly practice cash management 
practices, inventory management practices and receivable management practices, because they 
have significant as well as positive effect on SMEs performance. So, SMEs owners, managers, 
cash officers, accountants should pay their attention on proper practicing of working capital 
management practices. Capital structure management practices have a significant positive effect 
on profitability of SMEs. It implies that if there are sound capital structure management 
practices, SMEs will be able to increase their profitability. So, SMEs owners, managers and 
other parties engaging in financial management activities should pay their attention on 
establishing and practicing proper capital structure management practices in the business. 
 
findings suggest both long term and short term loans reduce the financial performance. This calls 
for capacity building of SMEs in areas of business management (including financial record 
keeping) if they are to be rated as need to improve on their financial performance, thus they 
should reflect in reduction of loan processing time and the cost of borrowing (i.e. interest 
rates).Given the above, it could be suggested that Government will gain a lot from promoting 
SMEs through training and skill acquisition that will enable them better utilize their loans 
thereby reducing the probability of their being credit rationed. 
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