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Abstract: The purpose of the study was to identify the factors of 

financial management practices in SMEs background and to 

examine whether they impact on business performance of SMEs.  

A literature survey was carried out, and expert consultation was 

employed to develop this working paper. With the help of the 

literature survey and experts’ consultation, the association 

between financial management practices (FMP) and business 

performance (BP) was investigated. Accordingly, there were six 

indicators of financial management practices were identified in 

the literature namely; maintaining accounting records (MAR), 

financial reporting preparation and analysis (FRPA), accounting 

information system (AIS), working capital management (WCM), 

investment decision (ID) and financing (FIN). In addition, 

dependent variable of business performance.  The literature 

evidenced that there are associations between FMP and BP in the 

SMEs. This includes positive, negative and no significant 

correlations or impact among variables of SMEs contributors. 

Accordingly, this study suggested a conceptual model for testing 

six hypotheses to examine the association between FMP and BP. 

Further, this study recommends an empirical study through 

explorative factor analysis and confirmatory factor analysis to 

develop valid and reliable instruments to measure the FMP in the 

SMEs context. A path model was suggested to examine whether 

FMP influences BP in the SMEs background and further identify 

the moderating effect of demographic factors of gender and 

education level of financial management practitioners and 

business age of SMEs. 

Keywords: Financial management practices, business 

performance, SMEs, conceptual model and moderator. 

I. INTRODUCTION 

igh economic growth, support to intensification of 

GDP, increasing employability, developing innovation 

ability and development of the region are provided by the 

vital sector of small medium enterprises (SMEs) in 

developed or developing countries (Somathilake & 

Pathiravasam, 2020). Wickramatilake (2018) mentioned that 

SMEs represent from 75 percent to 99 percent of business 

entities in any country. According to Lau's (2005) observation, 

more than 95 percent of all entities fall in the SME categories 

in Organisation for Economic Co-operation and Development 

(OECD) countries, contributing nearly 80 percent of world 

trade and investment. 

Based on the opinion of Obazee (2019) about Nigeria, he 

pointed out that, even though SMEs are an important sector of 

the economy, very few established SMEs are surviving. Other 

SMEs are left from the scenario or counting their days to leave 

from the market. And SMEs' poor performance rate is high in 

Uganda and Kenya (Asiimwe, 2017; Jennifer & Dennis, 

2015). In Sri Lanka, Malawige (2014) exposed that 75 percent 

of SMEs showed poor performance in their business for the 

last seven years. Rathnasiri (2014) also identified the evidence 

for the high lack of performance rate of SMEs. Bandara 

(2016) observed 44 percent of business deprived performance 

in SMEs from his 450 samples. Particularly, after the post war 

period, high rate of poor performance of SMEs shows in 

Northern Province (Vijayakumar, 2013). Thevarajah (2015, as 

cited in statistics of Small Business Administration, 2014) also 

supported the above view. Additionally, he indicated that 50 

percent of the underprivileged performance of SMEs in Jaffna 

occurred for the businesses which survived nearly five years. 

The evidence reflects the poor condition of the segment in that 

area. 

Theorists, researchers, analysts, and other responsible persons 

listed some reasons for these challenges as follows. Lack of 

marketing activities (Vaikunthavasan & Velnampy., 2019), 

unavailability of training facilities, improper capital structure, 

difficulty in accessing the credit capital (Kalaipriaya, 2018), 

and poor financial management practices (Rathnasri, 2015). 

Financial management practices and the performance of SMEs 

have been attracting a considerable amount of attention from 

researchers since 2010 (Kengatharan & Yogendrarajah, 2017).  

Rathnasri (2015, as cited in Pandey, 2004) pointed out that 

financial management is a critical aspect of a business's well-

being and survival. Nevertheless, SMEs often encounter 

accounting and financial management challenges due to poor 

record-keeping, inefficient accounting information in financial 

H 
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decision-making, and the low quality and reliability of 

financial data (Karunanada & Jeyamaha, 2010). Jenifer et al. 

(2015) study concluded that financial management practices 

were the major determinants of the growth of SMEs. 

 Problem Identification 

The lack of knowledge in financial management practices, the 

commercial environment's performance and uncertainty led to 

severe problems for SMEs regarding organisational 

performances (Karadag, 2015). Nevertheless, the entity's 

performance will be affected severely if the financial decisions 

are mistakenly taken by the owner or manager or hired 

manager. Subsequently, the SMEs' performance could be 

damaged because of this inefficient financial management. 

Longenecker et al. (2006) concluded that lack of proper 

financial management practice is one of the issues that quickly 

lead to the collapse of SMEs, and it reduces the chance to 

access financing.  

In the meantime, the Institute of Chartered Accountants of Sri 

Lanka (CASL) introduced a different standard and 

International Financial Reporting Standards (IFRS) for SMEs, 

which has been effective from 1st January 2012, intending to 

provide sensitive financial information to the users of financial 

statements of SMEs to having identified the importance of 

financial reporting. Alhassan Musah et al., (2018, as cited in 

(Bowen, 2009; Germain 2010; Kitinga, 2013) indicated, poor 

or lack of proper bookkeeping and accounting practices which 

are components of financial management practices is one of 

the major reasons for the collapse of SMEs  

Those who have explored the financial management practices 

and identified the impact of financial management practices 

on firm performance and recorded the different results from 

their work in developed and developing countries (Nisar, 

2005: Deresse et al., 2012: Waweru et al., 2014: Kengatharan 

& Yogendrarajah, 2017;Tharindi, 2016; Karunanada & 

Jeyamaha, 2011; Swarnapali, 2016; Rathnasiri, 2015). And 

further examined the moderating effect of demographic   

profile on the above relationship (Hoque, 2019: Karadag, 

2017: Sindani, 2019) 

However, increasing the problems of SMEs in many countries 

will lead to a dangerous position of them in the region. 

Therefore, it is imperative to examine SMEs' financial 

management practices and their performance with moderating 

effect of demographic factors, such as gender and education 

level financial management practitioners and business age of 

SMEs. Therefore, this study is an attempt to identify the 

conceptual frame for the financial management practices 

which is adopted by SMEs to assess whether the financial 

management practices have an impact on the performance of 

SMEs. 

Based on the research problems, research questions and 

objectives are developed for the conceptual frame work as 

below; 

Whether the financial management practices significantly 

impact on the performance of SMEs? 

Under the main research question, the following subdivisions 

have occurred; 

What are the financial management practices adopted by 

SMEs?  

How the financial management practices impact on the 

performance of SMEs?  

Is there a moderating effect of demographic factors such as 

business age, gender and education level of respondence on 

the relationship between financial management practices and 

the performance of SMEs? 

The objective of the study to formulate the conceptual map to 

solve the research problem as mentioned previously are as 

follows: 

 To identify the financial management practices and 

performance adopted by SMEs.  

 To examine the impact of financial management 

practices on the performance of SMEs.  

To inspect the moderating effect of demographic factors such 

as business age, gender and education level of respondence on 

the relationship between financial management practices and 

performance of SMEs. 

Significance of the Study 

SMEs' contribution to any countries is more significant. SMEs 

promote economic growth by import substitution as well as 

through direct exports. Furthermore, they mainly supply goods 

and services on a large scale, directly exporting ventures and 

thereby alleviating the balance of payment difficulties 

(Semasinghe, 2017).  

SMEs' failure or difficulties to encounter less profitability 

come as a result of the irrational financial decision in various 

ways, and it happens due to inaccurate accounting 

information, which leads to inefficient financial management 

information (Kembo & Bwana, 2013, as cited in Miller & 

Rojas, 2004). Therefore, fundamental business management 

principles such as proper business planning, effectiveness in 

financial management, a live recording of accounting data, 

effectiveness in human capital management, and 

entrepreneurs' commitment to business management are the 

basis of a good foundation for business success (Wijewardana, 

2018). Under this stage, this research aims to formulate the 

conceptual framework to how financial management practices 

affect the performance of SMEs and through this research 

provide the valuable model to the researchers with evidence of 

empirical and theoritical. Previous researchers have focused 

on examining, investigating, and describing the conduct of 

problems with financial management practices in SMEs (Siaw, 

2014; Abanis et al., 2013; Ahmed, 2012; McMahon, 1999a, 

2002b; Rathnasiri, 2015; Madurapperuma et al., 2016; 

Thevaruban, 2009; Wijewardana, 2018). Five specific areas of 

financial management practices include accounting 
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information systems, financial reporting and analysis, working 

capital management (including cash management, receivables 

management, inventory management, and payable 

management), fixed asset management, and capital structure 

management have long been attracted by the attention of 

researchers (McMahon et al., 1993). Moreover, the most 

commonly used financial management practices such as 

preparing accounting records, accounting information systems, 

financial reporting and analysis, working capital management, 

fixed asset management, and capital structure management 

were suggested by Zwiebel (1996, as cited in Moor et al, 

1996). All these practices are crucial for efficient financial 

management in organisations. 

In this working paper, financial management practices such as 

maintaining accounting records, financial reporting 

preparation and analysis, accounting information system, 

working capital management, investment decisions, and 

financing were used to formulate the conceptual frame work 

of the study. 

Many empirical pieces of evidence come from the developed 

economies of countries such as the United States of America 

(USA), the United Kingdom (UK), Canada, and Australia 

(McMahon et al., 1993). There seems to be a lack of evidence 

from developing economies (Rathnasiri, 2015; 

Madurapperuma et al., 2016: Swarnapali & Rathnayaka, 

2016). 

This study may be necessary to the financiers and advisors of 

SME owners like family members, banks, and other financial 

institutions. They will use this study to gather information on 

the financial management practices that SME owners practice 

and thus be able to create strategies that may facilitate easy 

access to financial information for these owners.  

This study will perform as reference material to future 

researchers on other related topics and will help academics. 

Researchers can expand their argument regarding financial 

management practices and the performance of SMEs. 

II. THEORETICAL REVIEW 

Emery at el (1991, as cited in Arthur, 2008) gave examples of 

modern financial management theories formulated on 

principles of a set of fundamental tenets that form the basis for 

financial theory and decision-making in finance. Under the 

example of modern financial management theory, they are 

Agency theory, pecking order theory, and equity theory. For 

this conceptual frame work focus on equity theory to decide 

whether the dispersion of assets is reasonable to both social 

accomplices. The main elements of the 2010 IASB 

(International accounting standard board) Conceptual 

Framework were based on any of the following four equity 

theories of proprietary theory, entity theory, enterprise theory, 

and residual equity theory (Van Mourik, 2014). Different 

equity theories approaches are relevant under different 

circumstances of the organisation, economic relationships, and 

accounting objectives. Out of the above theories, proprietary 

theory (Porwal, 2001), entity theory (Belkaoui, 2011), and 

residual theories (Chroeder, Clark & Cathey, 2019) are used in 

this research. 

Empirical review 

Financial management is one of the essential capacities to 

enhance in all associations. It is the way forward and speaks 

tolong term for best improvement in organisation. According 

to Bongomin et al. (2017), access to finance and financial 

management are identified in numerous business studies as the 

most crucial factor in influencing the survival and growth of 

SMEs. Besides, the Financial Management of the SMEs, 

directed by Ismail (2009), emphasises the fundamental 

conviction that better finance-related data implies better 

control and a higher possibility of achievement.  

Financial Management practices (FMP) are joined with 

activities outfitted to the board of cash to achieve the 

association's destinations. McMahon et al. (1993), McMohan 

(1998, as cited in Rathnasri, 2015) directed their exploration 

work in Australia, the UK, and the USA. The investigation 

gave the outlines of FMP in the associated territories. 1. 

Accounting information systems – the nature and motivation 

behind money-related records, accounting, cost bookkeeping, 

and utilisation of personal computers in budgetary record-

keeping and monetary administration. 2. Financial reporting 

and analysis – the nature, recurrence, and motivation behind 

financial announcing, inspecting, investigation, and 

elucidation of monetary execution. 3. Working Capital 

Management – non-monetary and monetary contemplations in 

resource obtaining, quantitative systems for capital venture 

assessment, speculation rate assurance, and taking care of 

threat in a vulnerability in this specific circumstance. 4. 

Financial structure management – monetary influence or 

outfitting, bookkeeping to banks, information on sources and 

employment of account, non-money-related and monetary 

contemplations in monetary structure choices, and money-

related contemplations in benefit dispersion choices. 5. 

Financial planning and control – monetary destinations and 

targets, cost-volume benefit examination, valuing, budgetary 

planning, control, and the executive's obligation focus 6. 

Financial advice – inner and outside sources and sorts of 

financial encouragement and utilisation of open book keeping 

administrations. 7. Financial management expertise - casual 

and formal instruction, preparing and involvement with 

money-related administration, functional capabilities, and in 

general monetary administration skills. These varieties of 

FMP would be deviated according to the nature and country 

where business is conducted. 

Additionally, Ross's (2013, p. 3) theory, the financial 

management function is usually responsible with the vice 

president of finance or other chief financial officers (CFO). In 

a large firm, the vice president of finance coordinates the 

activities of the treasurer and the controller. The controller’s 

office handles tax payment, cost accounting, financial 

accounting, and data processing. Parralally, the finance office 

is responsible for managing the firm’s cash and credit, its 
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financial planning, and its capital expenditures. In small-

medium firms, all are coordinated by a manager or responsible 

financial officer, or owner. Therefore, all related activities of 

the fiancé are coming under the financial management 

practices.  

FMP is fundamental to the success of any SMEs (Meredith, 

1986, as cited in Jindrichovska, 2013). Even there were many 

findings from the literature; finally, they suggested that 

optimum application and commitment towards financial 

management practices result in an increased firm's 

performance. And further, he suggested that these financial 

management practices may deviate among three forms of 

business (sole proprietor, partnership, and company) under the 

different scenarios. 

Keeping up legitimate books of accounts and sound 

bookkeeping have been emphasized to guarantee SMEs' 

appropriate financial management (Amoako,2013). For the 

improvement, sustainability, and success of financial 

management practices, an organization should maintain its 

accounting records properly. It is an essential requirement for 

the success of the business. Financial records must be kept 

current with all receipts filed regularly to ensure accurate 

budgeting and proper records for tax purposes (Banyan 

Global, 2011). Karunananda, and Jayamaha(2011) expressed 

that poor record-keeping and inefficient use of accounting 

information are the main problems in concerns of financial 

management of SMEs. 

Further, Abanis et al. (2013) research work's objectives were 

to determine the extent of financial management employed by 

SMEs as to the dimensions: Working capital management, 

investment, financing, financial reporting and analysis, and 

accounting information systems. The study found out that the 

extent of financial management practices was low among 

SMEs.  

Additionally, Rathnasri (2015) analysed the financial 

management practices of an accounting information system, 

financial reporting and analysis, working capital management, 

and fixed assets management practices under the heading of 

accounting and financial management tools and techniques.  

In the meantime, Kengatharan et al. (2017) formulated a 

conceptual framework and conducted a study to find out the 

financial management practices among small and medium 

sized enterprises in Jaffna district and also examine the impact 

of financial management practices on performance of SMEs. 

In this work FMP have been measured by working capital 

management, investment appraisal, capital structure 

management, financial reporting and analysis and accounting 

information system. This research work results revealed that 

there was a significant difference in the application of 

financial management practices between size of business. 

Swarnapali and Rathnayaka (2016) did the research work 

based on the model formulated by theoretical and empirical 

evidences in Anuradapura district with FMP of accounting 

information system, working capital management and 

financial reporting analysis on performance of SMEs. They 

identified that working capital management only positively 

and significantly influenced on performance of SMEs. Other 

variables were not impact on the performance.  

In Colombo district Tharindi, and Rathnayaka, (2016) made a 

research work with the FMP variables of financial audit, 

accounting information system, investment decision and 

working capital management and found that the variables were 

positively impact on performance. 

Sooryasena, and Palihena (2020) performed a study based on 

the variables of 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 significant 

positive impact on financial performance of SMEs. 

In North Central province, Somathilake and Pathirawasam 

(2020) did a research work and concluded that out of five 

FMP; Working capital management practices, Investment 

appraisal practices, Capital structure management practices, 

financial reporting & analysis practices and Accounting 

information system, working capital management and capital 

structure management practices only significantly impact on 

performance.  

According to the researchers findings, financial management 

practices are central to the success of any small business 

(Wolmarans & Meintjes, 2015; Agyei-Mensah, 2010; Obazee, 

2019). Financial literature suggests that optimum application 

and commitment towards financial management practices 

increase firms' performance. Financially well-managed firms 

are operationally efficient (Butt et al., 2010). The ability of 

SMEs to develop, grow, sustain, and strengthen themselves is 

heavily determined by their capacity to access and manage 

finance (Abe, Troilo & Batsaikhan, 2015). Inefficiencies in 

financial management practices result in poor financial 

performance and eventually lead to the failure of SMEs 

(Jennifer & Dennis, 2015).  

Rathnasiri (2015) finds that adopting financial management 

tools and techniques among Sri Lankan SMEs is very low. 

Orobia, Warren, and John (2013) also observed that poor 

implementation of financial management practices led to 

many businesses' collapse. 

Karunananda et al. (2011) researched financial practices and 

performance of SMEs in Sri Lanka with the variables of 

Financial system, auditing, historical financial reporting 

practices, future-oriented financial practices, financial 

statement analysis practices, and performance. They revealed 

the impact among them. Selvanayaki et al. (2016), Mwangi et 

al. (2014), Yassin et al. (2013), Ali and Isak (2019), Waweru 

& Ngugi (2014), Karunananda and Jeyamaha (2011), 

Somathilake and Pathirawasam (2020) and Tharmini 

andLakshan (2021) revealed the  results from their study as 

positive and significant relationship between financial 
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management practices and organizational performance in 

different sampling area. 

In the meantime, Daniel and Japhet (2017) found the moderate 

positive relationship between the variables of financial 

management practices and business performance of SMEs. 

Uduwaka and Dedunu, (2019) findings. revealed that there is 

no significant positive impact among them. 

The above contradicts the research conclusion regarding the 

various variables of FMP, leads to further study in Sri Lanka 

to identify the relationship and impact between FMP and 

business performance SMEs and moderating effect of 

demographic factors of business age, gender and education of 

respondents between the FMP and business performance (BP). 

Also, from the empirical work, certain FMP were identified, 

but the conceptual framework does not cover all the settings of 

FMP as demonstrated above. However, to do the assessment, 

chosen financial management practices received by or 

identified within the Sri Lankan SMEs.  

Hence, this study has used financial management practices are 

composed of six (6) constructs such as 1. Maintaining 

Accounting Records (MAR), which includes cash inflow 

documents, cash outflow documents, and fixed assets record, 

2. Financial Reporting Preparation and Analysis (FRPA), 3. 

Accounting Information System (AIS), 4. Working Capital 

Management (WCM). 5. Financing (FIN) and 6. Investment 

Decision (ID). At the same time, in this conceptual 

formulation of the research work, the researcher adds 

demographic variables as moderating variable to identify the 

impact on the relationship between the independent and 

dependent variables. 

Maintaining accounting records and business performance of 

SMEs 

SMEs often faced accounting and financial management 

challenges due to poor keeping of records, inefficient use of 

accounting information for financial decision making, and the 

low quality and reliability of financial data (Sarapaivanich, 

2003: Amoako, 2013). A study in the South district of Jordan 

by Belal (2013) investigated the types of business records kept 

by SMEs, analysed completeness of accounting records, and 

explored the level of awareness on the importance of financial 

management. It was concluded that SMEs used a single-entry 

accounting system due to the owner-managers simplicity and 

lack of knowledge. The study recommended that sound 

accounting practices improve the operations of SMEs. 

However, Agyei and Kofi Nicholas (2014, as cited in Sai 

Krupakar et al., 2020) revealed that most small-scale 

businesses do not keep proper financial records and effectively 

manage their inventory and payables.  

Busieney (2014) reported that many SMEs' financial 

management practices comprise the maintaining good 

financial records for planning, keeping track of credit history 

and confirming payment of bills transaction on time and create 

a method to collect funds owed to the business. If the business 

entities carried out these practices in most effective way, it 

will ensure the sustainability of business.  

Mwebesa et al. (2018) on the effect of financial record 

keeping on financial performance of development groups in 

rural areas of Western Uganda. The result of the study 

confirmed that financial record keeping had a great 

contribution or influence on financial performance. And 

further they suggest that without maintaining accounting 

records, it is not possible to prepare the financial reporting and 

analysis them to support the decision making.   

McMahon and Holmes (1991) surveyed the accounting 

information requirements of 928 small enterprises operating in 

Sydney, Melbourne, and Brisbane. 57 percent  of respondents 

said they used the journal/ledger (double entry) systems. This 

finding is instead in contrast to Peacock" s (1988, as cited in 

Sajuyigbe,  Adeyemi & Odebiyi, 2017) findings of types of 

records maintained by failed enterprises, where only 2.1 

percent of respondents were found to use double-entry 

systems (Amoako, 2013, Agyei et al., 2010). 

Karunanandaet al., (2011) conducted a research work in the 

sample area of Gampaha district, Colombo district and 

Kurunegala district regarding financial practices of record 

keeping, accounting information, financial reporting analysis 

and auditing. They concluded that poor record keeping and 

inefficient use of accounting information are the main part of 

the financial management problem to support their financial 

decision-making process of SMEs. 

At the same time, Rahamon & Adejare (2014) investigated the 

effect of accounting records kept by Small-Scale Enterprises 

and identified an important relationship between accounting 

records and small-scale firms' performance. Moreover, Wu 

and Young (2003, as cited in Wijewardana, 2018) and 

Sommers and Koc (1987, as cited in Wijewardana, 2018) 

found that proper record-keeping is critical for business 

survival. Wijewardana (2018), Shahabi et al. (2014), and 

Maseko et al. (2011) study have explored the accounting 

practices of SMEs in Sri Lanka, Iran, and Bindura, 

respectively. They identified that there is not enough financial 

information to enhance the business decision process; hence 

performance by SMEs is inefficient. Besides, Madurapperuma 

et al. (2016) research work also support their findings. 

Correspondingly, Chelimo (2014) and Muneer, Ahmad and 

Ali(2017) established a direct relationship between 

bookkeeping growth and the profitability of SMEs.  

Furthermore, from the various researchers and scholars 

conducted their studies over the years, maintaining accounting 

records were considered as an independent variable for this 

conceptual formulation (McMahon, 1999; Kilonzo, 2015; 

Chong, & Ahmed, 2016; Arunruangsirilert & Chonglerttham, 

2017;  Sallem et al., 2017, Mwebesa et al., 2018; Mahesh et 

al., 2018; Blackburn et al., 2018).  

Financial reporting preparation and analysis and business 

performance 
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Financial reporting mentions the standard practices that give 

interested parties information from an accurate description of 

a company's finances, including their revenues, expenses, 

profits, capital, and cash flow, as formal records (Financial 

reporting framework). According to Gitman (2011, as cited in 

Sajuyigbe et al., 2017), he indicated that if recording, financial 

reporting analysis and accounting information systems are 

meet the objectives only organization can provide the required 

information for planning and decision making.  

McMahon and  Davies (1991a, 1991b, 1992a, 1992b, 1994 as 

cited in Karunananda & Jayamaha, 2011) identified that 

comprehensive historical financial reporting and financial 

ratio analysis did not have any association with the growth and 

financial performance of SMEs. In contrast, Gitman, Juchau, 

and Flanagan(2015). identified a significant relationship 

between them.  

Ezeagba (2017) has surveyed to analyse financial reporting in 

SMEs in Nigeria using time-series data. The study found that 

inadequate accounting books and records, human resources, 

and accounting systems are the challenges facing SMEs in 

preparing and presenting financial reports. McMahon and 

Adelaide (1995) engaged in a study to examine the impact of 

financial reporting practices upon business growth and 

performance outcomes among small and medium-sized 

enterprises (SMEs) in manufacturing in Australia. They 

argued that improved financial reporting leads to SMEs' more 

effective and efficient management and significantly improves 

their predictions.  

From the above empirical review, the researcher found the 

different degrees of FRPA and relationship with FRPA and 

performance of SMEs as significantly (Amoako, 2013; 

Madurapperuma, et al., 2016; Kofi, et al., 2014; Maseko & 

Manyani, 2011; Cheluget & Morogo, 2017; Somathilake and 

Pathiravasam, 2020)  and no correlation (Kengatharan and 

Yogendrarajah, 2017; Ezeagba. 2017) among them. For this 

conceptual formulation of the study, FRPA adopted as second 

construct variable with the above evidences. 

Accounting information system and business performance 

Romney, Steinbart & Cushing (2015)pointed out that the most 

significant advantage of computer-based accounting 

information systems is automating and streamlining reporting. 

Reporting is an effective tool for organisations to accurately 

see summarised, timely information used for decision-making 

and financial reporting. 

The researchers, Azize and Esmeray (2013), Belal (2013), 

carried out a study on the accounting information system and 

performance in Turkish and South District of Jordan, 

respectively, and revealed that accounting information systems 

have a positive effect on the performance of the SMEs.  

Further, Farhoodman and Hryck (1985, as cited in Abanis et 

al., 2013) studied across the USA and reported on the most 

important applications of computers, and it was found out that 

accounting was rated as the highest percentage. Similarly, 

Palmer (1994, as cited in Abanis et al., 2013) interviewed 36 

small independent retail owner-managers and found that 33 

percent of the sample businesses used computerised 

accounting systems.  

Abanis et al. (2013) found that application of AIS was low 

among SMEs.  Somathilake and Pathirawasam (2020) 

recognized that AIS had no significant effect of accounting 

information system on SMEs performance. But Al-Dalaien 

and Khan (2018) study was contradicted with previous. They 

identified that there’sa significant effect of AIS on the 

performance. Based the empirical support AIS were included 

under the research work. 

Working capital management and business performance   

Under the following variable of WCM, Wanjohi (2009, as 

cited in Muneria&Otinga, 2019), Agyei-Mensah (2010) 

conducted a study to elucidate the working capital practices of 

SMEs in Kenya and Ghana correspondingly and concluded 

that working capital practices are low among SMEs and 

majority had not adopted formal working capital routines.  

Harif et al. (2010, as cited in Jennifer& Dennis,2015) 

researched the financial management practices of SMEs in 

Malaysia, with the results indicating that lack of working 

capital which accounted for 93.6 percent, is the most common 

weakness in the area of financial management. Similarly, in 

their study, Dumbu and Alexander (2012) found that the 

majority of the SMEs in the manufacturing sector in Masvingo 

Urban was not practicing sound WCM. They are involved in 

the limited application of the theories of WCM. 

Supplementary, Czarnitzki and Hottenrott (2011, as cited in 

Kengatharan & Yogendrarajah, 2017) examined the 

relationship between WCM and profitability of small and 

medium-sized enterprises in Germany by controlling for 

unobservable differences. The result indicates that SMEs have 

an optimal working capital level that maximises their 

profitability. Contrast inefficient WCM among SMEs was 

found in the study done by Masocha and Dzomonda (2016) in 

South Africa with 50 selected SMEs owners.  

A study by Charitou, Elfani and Lois(2010) investigated the 

effect of WCM on a firm's financial performance by 

profitability in an emerging market. They confirmed the 

hypothesis that WCM leads to improved profitability. 

Specifically, they found that the cash conversion cycle and its 

major components, such are days in inventory, days sales 

outstanding, and creditors' payment period were closely linked 

to the firms' profitability. From 2003 to 2012, Daniel and 

Japhet (2017) analysed the effect of working capital 

management on the firm's profitability in Kenya and found a 

negative relationship between profitability and number of 

days' accounts receivable and cash conversion cycle, while a 

positive association between profitability and number of days 

of inventory and number of days' payable. Moreover, financial 

leverage, sales growth, current ratio, and firm size also 

significantly affect the firm's profitability. 
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Similarly, using a sample of 88 American firms listed on the 

New York Stock Exchange for three years from 2005 to 2007, 

Gill, Biger and Mathur, (2010) examined the relationship 

between WCM and profitability. They found a statistically 

significant relationship between the cash conversion cycle and 

profitability, measured through gross operating profit. Finally, 

they concluded that managers could create profits for their 

firms by adequately managing the cash conversion cycle and 

keeping accounts receivable at an optimal level.  

Moreover, Malait, Naibei and Kirui (2017), Agyei-Mensah 

(2010) concluded that SMEs relied on manual inventory 

methods, and the majority do not know anything about the 

Economic Order Quantity Model (EOQ). Careless WCM 

practices constitute a significant cause of SME failure. Poor 

Cash flow management, poor inventory control, and bad debts 

or poor receivables management are the most internal 

problems of SMEs.  

Hofmann and Kotzap (2010) examined the WCM and 

concluded that effective WCM plays a crucial role in 

maintaining financial health. Working capital is the as it were 

speculation a company makes without anticipating a 

characterized return. If a firm over-invests in working capital, 

it is likely to run into cash flow problems and collapse. 

Nyamao et al. (2012) found that working capital management 

practices were low amongst SMEs and it influences the 

financial performance. Correspondingly, Hamza et al. (2015) 

,Oluoch, (2016, as cited in Tharmini & Lakshan, 2021) and 

Nyakundi, Charlesb, Jareddand Zablonc (2016) identified that 

WCM had a significant positive impact on the business 

performance of  SMEs in their region. 

In Sri Lanka, researchers (Rathnasiri, 2015a, 2014b; 

Somathilake and Pathiravasam, 2020; Kengatharan et al., 

2017: Swarnapali & Rathnayaka, 2016; Tharindi & 

Rathnayaka, 2016) examined WCM in SMEs and identified 

that the implementation of WCM practices is low, and further, 

there was a negative and positive of no effect on business 

performance. The contradiction of the result in various studies 

drives conceptual map ofthe study with another variable of 

WCM under FMP. 

Investment decision and business performance 

Choosing the kind of advantages wherein the firm's assets will 

be contributed is named the investment decision. According to 

Morgan et al. (1992) and Cowton et al. (1995, as cited in 

Hunjra, Shaheen, Niazi & Rehman,2012), there are various 

concerns in investment appraisal. This type of technique is the 

starting point for management. The objectives and constraints 

affecting project selection are, therefore, imperative. Their 

projects are adopted based on net present value (NPV), 

internal rate of return (IRR), accounting rate of return (ARR), 

and payback period. Capital budgeting has attracted 

researchers over the past several decades.  

When previous research work explored the application of 

investment decision level in SMEs, Kengatharan et al. (2017), 

Karanja (2012), Somathilake and Pathirawasam (2020) 

conducted the research based on whether there is any 

significant relationship or impact between ID and performance 

of SMEs and identified that investment does not significantly 

impact on the performance of SMEs in their sample area. This 

finding was contradicting with Butt et al. (2010), Daniel and 

Japhet (2017), Tharindi and Rathnayaka (2017), Babar et al. 

(2010), Ali and Adan (2019), Ejoh, Okpa and Ibang(2016), 

and Wambua and Koori (2018). They revealed that ID has a 

significant impact on the business performance of SMEs. 

These empirical evidences supported to the fifth construct of 

the research work. 

Financing and business performance  

Under the financial leverage, SMEs pay more attention to 

balancing the equity and debt at the optimum cost of capital 

(Petrus, 2009; Bowen et al., 2009, as cited in Wijewardana, 

2018). Strong credit and debt collection policies are essential 

to establish a sustainable future for the business (Romney, 

2009, as cited in Adeyemi  & Sajuyigbe 2017). In India, 

Singh, and Janor (2013), in their paper, analysed the corporate 

financing patterns adopted by SMEs. They found that the 

SME sector is not adopting any particular form of capital 

structure. The need and the internal factors of an enterprise 

determine the choice of capital structure.  

Karanja (2012) conducted a study to establish the effect of 

capital structure on the financial performance of SMEs in the 

dairy sector in Kiambu County and revealed that capital 

structure affected financial performance.  

Controversy, a study done by Chepkemoi (2013) at analysing 

the effect of capital structure on the financial performance of 

SME in Nakuru Town of Nakuru County. The findings 

revealed that capital structure harmed firm profitability, 

positively affected firm liquidity, and positively affected sales 

growth. 

It was contract with Palacios, Carrillo, and Guzmán(2016) 

Saeed and Badar(2013) and Adesina, Nwidobie and Adesina 

(2015)findings of financing sources influence on the business 

performance of SMEs as significantly and positively. 

Nevertheless, in Sri Lanka, Thevaruban (2009) examined 

small-scale industries and their financial problems. He 

underscored that it was challenging to get outside credit 

because the cash inflow and savings of the SMEs in the small-

scale sector are significantly low.  

Measures of financial performance of sales growth, profit 

growth, and total assets growth were used to measure SMEs' 

business performance (BP) in this conceptual framework work 

(Chepkemoi, 2013; Daniel, 2017) and H1. 

Moderating variable 

It is contrasted to the Nketsiah (2018) and Tauringana and 

Afrifa(2013) finding that the effects of the financial 

management practices on SMEs performance depend on the 

firm's longevity. It concluded that firm age enables to 
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development of the FMP to get the better performance of the 

organisation. 

The empirical evidence is identified the moderating effect of 

business age with financial management practices and 

performance (Nketsiah 2018).Ntim, Evans, and Anthony 

(2014, as cited in Wijekumara, 2019), Rahamon and Adejare 

(2014) have revealed that the age of the business directly 

influences a form's adoption of formal accounting and control 

systems. Hui et al. (2013) has pointed that the amount of time 

a business has been in process affects its capacity to grow.  

The business age is associated with the firm's risk of failure, 

implying that younger firms are at a higher risk of failure than 

older ones. Further he examine the impact of firm age and size 

on the relationship among organisational innovation, learning, 

and performance among Asian Food Manufacturing 

Companies. The study revealed that two moderating variables 

of firm age and size significantly impact organisational 

performance by using regression analysis. Also, Nketsiah 

(2015a, 2017b) found that a firm's age significantly interacts 

with the association between FMP and performance. However, 

this finding is contradicting with Wijekumara (2019). In his 

studies, he revealed that the firm's age and external pressure 

have insignificant positive impacts on the adoption of a formal 

accounting system by SMEs in Anuradhapura. Based on the 

contradict results H2 was formulated for this research work. 

Financial literacy may be characterized as the capacity of a 

person to recognize how finance may be utilized or handled. 

Hence, they gain and develop it to make strides their financial 

status as well other responsible one which will make the 

development to the economy as an entire for a long time. Here 

financial literacy is decided by their education level. In this 

work education level was tested as the moderating variable 

and try to identify that how far the variable moderate the 

financial management practices and business performance 

relationship. Researchers (Aren & Aydemir, 2015) examined 

the education level (financial literacy) as a moderator on 

variables and revealed that financial literacy moderated the 

relationship between risk averseness in general and risky 

investment intention. Accompanying, Sindani (2019) 

concluded that education level moderates the relationship 

between account receivable management practices and growth 

of SMEs in Kenya. Owusu et al. (2019). Sucuahi 

(2013), Fatoki (2014) and Adomako and Danso (2014, as cited 

in Owusu, 2019) tested education level (financial literacy) as 

the moderating variable for their study. They had the 

contradict results among their work. It leads to model the H3 in 

this study. 

Ali (2013) conducted a research work with gender and 

education level which considered as individual characteristics 

and analysed the moderating effect of the individual 

characteristics on independent and dependent variable. He 

revealed that gender and education level serve as the 

moderating factors in the relationship between entrepreneurial 

marketing and financial performance. Correspondingly, Aren 

and Aydemir (2015) found the results in their work.  

Meanwhile this conclusion contradicts with Hoque and Awang 

(2019) and Ye and Kulathunga (2019) study. 

Empirical works (Chen, 2002: Lachance, 2007; Leila, 2011, as 

cited in Ansar, 2019) found that men had more knowledge and 

were interested in learning about financial matters when 

compared to women. Meanwhile these results contradict with 

Lusardi (2015 as cited in Ansar, 2019) results of female have 

more knowledge in financial matters to lead their better 

performance in financial management practices.  

This literatures were supported to construct the H4 to identify 

the moderating effect of gender in this work. 

Among the variables in different countries at different times. 

Many researches work concentrate on working capital 

management, capital structure, accounting entries, and control 

(Marfo-Yiadom, 2002; Abor & Biekpe, 2006; Marfo-Yiadom 

& Agyei, 2011 as cited in Agyei-Mensah, 2010; Pieterson, 

2012, as cited in Nketsiah, 2018)and they do not establish the 

relationship between financial management practices and 

performance. Furthermore, none has investigated all the six 

financial management practices in one study. 

With above theoretical and empirical evidences, the following 

hypotheses were developed for the conceptual work.  

H1: Financial management practices significantly impact on 

the performance of SMEs.  

H2: SME age has a significant moderating effect between 

financial management practices and the performance of 

SMEs. 

H3; Education level has a significant moderating effect 

between financial management practices and business 

performance of SMEs.  

H4; Gender has a significant moderating effect between 

financial management practices and business 

performance of SMEs.  

Data analysis technique 

Descriptive statistics can be used to explore, summarize, and 

describe the data.  Inferential statistics would be the major part 

of the study to test the conceptual model with the hypothesis 

testing procedure. Under this EFA, CFA, SEM and 

additionally, multiple group analysis (MGA) (Hair et al., 

2017) technique can be used to measure the impact of 

moderators on the conceptual model by using the collected 

data to test the hypotheses.  
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Figure 1.1 Proposed conceptual model to measure the impact of FMP on BP 

III. CONCLUSIONS 

This paper proposes a conceptual framework to improve the 

understanding of FMP and its influences on BP in the SMEs 

context. Consistent with the literature, it predicts that there are 

associations between the FMP namely; MAR, FRPA, AIS, 

WCM, ID and FIN with the BP of the SMEs context with 

moderating effect of demographic profile on the above 

association. As far as the empirical test of the model is 

concerned, the study is expected to be positioned in both the 

positivist functionalist and interpretive research paradigms. 

Explorative Factory Analysis is proposed to identify the 

measurement tools and Confirmatory Factor Analysis is 

proposed to ensure the reliability and validity of the 

constructs. Finally, the Path model is proposed to test the 

hypothesis to find the level of significance in the relationship 

between independent (FMP) and dependent (BP) variables. 
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