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Annotation

Small and medium enterprises play an important mol¢he development of national economies both ewetbped and developing countries.
Consequently, effective financial and business meament of these companies could be considered raqoisite of sustainable economy. In
comparison with large corporations, small businedseve different financial goals and charactesdstesulting in the need for different financial
techniques and sources of funds. The study airegpiore financial management practices in smallfasses and to contrast them with techniques
used by large companies. The research objectdadial management practices in small companiesiggtaof and main trends in their development.
It has been revealed that usually financial managemractices in small companies depend on the sththeir development. Small businesses are
inclined to preparing capital budgets by neceasitijke large companies which have annual budgetifionally, small companies are reluctant to
use newer and more sophisticated financial manageteehniques and practices. Although over the sy¢ae popularity of such methods as
discounted cash flow has increased, the percemtagmall companies using them is lower compareth Weitge companies. Few small companies
adopt traditional formal approach to working capiteanagement. Instead, they give preference tcestibg working capital decision-making. The
majority of small businesses concentrate just anamea of working capital management (cash, stodelotors) and the minority do not manage any
area. The maximization principle of available amswf cash instead of its skilful short-term invesht as well as poor control over receivables are
believed to be a really acute problem. In comparisith large companies, cash balances of smalhlesses are proportionately higher. Many small
companies still use manual methods of stock coatdithe majority does not adopt any stock optitiiramethods at all.
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capital structure and working capital managemeamé&
Introduction managers claim that small businesses should folltev

same financial management principles as large coiapa

Small and medium enterprises (hereinafter - SMES)aca,se small businesses are believed to be sitoilar
play an important role in the future economic pesgrof  |3rge companies with the exception of smaller safes

developed and developing countries. They are cersitl ,qqets, and fewer employees. However, the incogsst
the backbone of business innovations and modergs ihis approach is obvious and it is discussedétail
sustainable knowledge-based economic developmen;iiner in  this paper. The development of small
Nowadays, SMEs make up about 99 % of all Europeag,mpanies is different from the mature companies
businesses, provide two thirds of the private sets  pecqyse the former are more profitable, less liguid
and contribute to more than 50 % of the total va&dded highly geared whereas they have a lower percentége
created by businesses in the EU (Fact...). In the/E  5ng term Jiabiliies (Walker etal. 1978:; McMahon
region SMEs account for over 96 % of all enterwiaad 2004).

provide 50 % to 85 9% of domestic employment. Their ~ tpe gtudy aims to explore financial management
contribution to GDP varies in the range from 3066 t ractices in small businesses and to contrast thith

53 % whereas the contribution to exports is bew"eeﬂachniques used by large companies. The following
19 % and 31 %. (Small...) In China and India theit P&  osearch tasks have been set:

total exports is even higher, 68 % and 40 % resypsygt 1) to study the peculiarities of financial managaeme
(Economic... 2013). In OECD countries approximately; itferent stages of small business development:

95 % of enterprises are SMES and they create rhared 2) to highlight trends in the financial management
half of working places in the private sector (Lukac practices in small businesses:

2005).Theref_ore, it WOU|d not be an overstatenesty _ 3) to identify capital budgeting techniques and
that an effective business management of the SMes i approaches to working capital management in small

prerequisite of stable economy in any countryysinesses and to compare them with those useardg |
Consequently, internal and external problems Wh'd&ompanies.

SMEs face have been gradually becoming the subfect g research object is financial management pestic

Increasing interest. o _ in small companies, changes of and main trend&eir t

For Gitman (2007), financial management is the areégeyelopment. The following research methods haem be
of business management, which deals with a judiciou,geq. “analysis, synthesis, monographic research and
use of capital and a careful selection of its sesirwith logical reasoning.
the aim to achieve company goals. Usually, it imesl Recently there has been an increase in the nuniber o
investment decisions (capital budgeting techniques)q,cational and support programmes sponsored by the
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government which are targeted at assisting the Ismagbrocedures, including methods and approaches to
business sector to remove obstacles to the suotessfinancial management (Berst al. 2002; McChleryet al.
development of established companies with growtl2004). The innovation, business “shocks” (prodadtfe
potential and to overcome typical difficulties hetinitial  or liquidity crisis) and pressure from supply chain
stages of evolution. Nevertheless, there is sompartners (large companies) or providers of finatae
reluctance to launch new policies and establish newdopt methods used by mature enterprises also glay
favourable tax regimes without full information aotual  crucial role in the process of adoption. Among othe
state of small businesses. Therefore, the restilthi® factors computerised accounting systems, qualified
study could be of particular interest to policy-reek internal and proactive external accounting staffehlaeen
because they could help to raise awareness opttwfic mentioned (McChleryet al. 2004). Another study
problems of effective financial management in a lkma (Deakinset al. 2001) argues that internal management
business and to provide a valuable insight inteetéihces issues and external environmental issues are reigpen

between practices in small and large companies. for the choice of financial management methodsnialk
enterprises. Evolutionary changes and learning have
‘A small business is not a little big businesy’ considerable impact on the adoption of new and more

. i , IIadvanced methods.
Incomparison with large corporations small = Neyertheless, most owners-managers of SMEs

businesses  have different financial ~goals andjemonstrate complete ignorance of effective acéognt
characteristics resulting in the need for differemancial ¢\ stems and use of accounting information for decis
techniques and sources of funds. Some fundament aking and financial management (Fadéilal. 2011).
financial differences between these two groups Wergjane al. (2009) maintain that the majority of managers
revealed and explored several decades ago (see, {5 not realize the importance of financial inforiaatin
example, Walkemt al. 1978). Firstly, small companies 4chieving business goals. Consequently, they igtiuze
have a higher variability in profitability and c@miently  neeq for a complex and regular financial management
a larger business risk. It is due to the lack afggaphical njoreover, Xuet al. (2003) have reported that small
and investment diversification which increases th%ompanies do not rely on accounting information
volatility of small company profits. Secondly, a &in  gained from their accounting systems as theyzeits
company has a lower proportion of long-term deliotal  jhcompleteness for thorough decision making. In

assets as it uses short-term credits more intdgsive addition, it has been noticed that SMEs ignore the
These peculiarities could implicitly determine tacaeas importance of strategic environment in implementing
of financial management small companies are mostlynancial strategy. The SME managers lack knowleofge
concerned about. .. financial management theory, for instance, timeueal
Welshetal. (1981: 1) argue that company size is arisy yalue, marginal and opportunity cost (etual. 2008;
reason for ‘resource poverty’ and a necessity Phap | i, 2010). Another surprising fact is that “besagtices”
management methods different from those used e lar gy nhorted by academic literature are not necegsaril
corporations. Resource poverty is a consequensedf  .,nsidered as suitable for SMEs. Alternative meshod
various factors as an extremely stiff price contigetiin - jetermined by covert motivation of managers arel iise
industries dominated by SMEs (wholesaling, retgilin hractice despite being heavily criticized or cosidl as

service, job-shop manufacturing), a high percentafje |qqing behind by scholars (Grablowsky 1976; McMaho
salaries in revenues, inability to pay for accoupti o 5 "1991; Jarviset al. 1996). Ignorance of the

services of high quality as well as a more sigafiic 550 nity cost of trade discounts forgone coutd &
susceptibility to changes in governmental reguia{or  ~,se in point (Panikkaet al, 2005).
example, tax and labour law) compared with large  poor or careless financial management is statéz to
companies. o _ _the most important cause of small business failuréne
Bartonet al. (1989) are of the opinion that financing ;K (Berryman 1983; Chittendeet al. 2000). According
deC|5|0n§ of .small . bu.smesses are influenced _ by, Dodgeet al. (1994), inadequate capital, cash flow
managerial choice which is complemented or coms#thi  \5n3gement and inventory control are amongst thet mo
by external threats and opportunities as well #ral  gjgnificant internal problems which cause the failof
strengths and weaknesses. As a result, the tmalitio g\Es The similar results are obtained from theaesh
finance model applied to large companies can natseel 456 by the Charted Institute of Management
to explain the decisions about capital structurSME.  aAccquntants in 1994 in the UK. The research has
Deakinset al. (2001) concur with this view and maintain re\ealed that one fifth of the bankruptcies wereabee
that the process of making this kind of decisianedre ¢ pad debts or ineffective management of receasbl

intricate than initially was suggested by the thyeof (A, 1994). The same problem has been identified
pecking order hypothesis. Both the willingness ilate by Tung et al. (2008) in emerging economies where

equity and necessity to find suitable equity inves@re  ¢4ire factors of SMEs include poor skills in buesss

important. , and financial management.
Generally, the background and attitude of the owner

manager in SMEs are recognised as one of the ma

. . . M hancial management at different stages
contingent factors in adopting new accounting

of small business development

Specific features of financial management practioes

't is the title of a seminal paper published byAJWelsh and  small companies could depend on the stage of its
J. F. White inHarvard Business Review 1981.
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development (Peacock 1977; Bhaird 2010). For Bezgjer companies on internally generated funds for invests
al. (1998: 622), “Small business may be thought of asnd growth due to difficulty in raising funds extaty.
having a financial growth cycle in which financiakds However, it has been found that micro- and small
and options change as the business grows, gaitiefur companies use mostly short-term debt and tradeitcred
experience, and becomes less informationally odaque whereas medium-sized companies rely rather on long-

Micro companies and those small companies whicllerm loans obtained from banks. In addition, it bagn
do not pursue permanent growth continually usetgquirecognized (Garcia-Teruekt al. 2007) that in the
provided by founders, members of their family and‘continental model” countries without well-develape
friends, venture capitalists and business angelgelisas  capital markets SMEs have limitation on the numtfer
debt capital either in the form of trade creditsopplied available alternative sources of external financal, a
by banks (Grablowskyet al. 1980; Mullen 2012). On consequently, are more dependent on short-termsjoan
average, 93 % of British SMEs use trade credit2méo  particularly, on trade credit.
of them buy inputs only on trade credit (Panikledsal.
2005). According to Bergest al. (1998) these limitations Break-even analysis and capital budgeting
are imposed mainly by information opacity, in other
words, smaller and more informationally opaque
companies are destined to rely on insider finan@ng
short-term loans.

Nevertheless, small enterprises which are detenin
to expand usually go through four stages, namedyt-s
up, early growth, take-off and maturity. At thesfistage

A remarkable difference between break-even analyses
done by large companies and small businesses is
identified (Welshet al. 1981: 7). Generally, in large
gLompanies the new projects are relatively smallganed
to all the business operations. Teams of qualified
economists, financiers, analysts and designers are
the main sources of finance are similar to thosdlVolved in their development. An access to hisalri
mentioned above. At the second stage the retaindgformation on indirect expenses and their behav(ar
earnings are added to the list. As almost all $sets are nstance, growth step-by-step instead of being temitls

pledged as collateral for short-term and mediumter imProves the quality of prediction. It has been
debt, the availability of long-term debt is limiteth emphasised that “Older firms would have more time t

Atrill's (2009: 310) opinion, SMEs face the follong learn about their costs, and so will have more @teu
major problems with finding sources of |ong_termestimates of their costs. Again, unpleasant swepris

finance: a lack of financial management skills tasgin ~ tNeir costs, and concomitant future output levels|
inability to prepare a sound business plan; a lagk Prove less likely as the firm gains in age.” (HE05: 10)
knowledge about available sources of finance; ©On the contrary, the planning of small business
insufficient security for obtaining loans, inahjlitto ~ 9rowth is superficial due to the lack of stable rapiens
satisfy strict assessment criteria (for instanoesitive which could serve as the main source of finance to

credit history) and an extremely bureaucratic Sureg support new activit.ies. Sometimes, the unsucc.essful
process. launch of a new project can even endanger theemdst

At this stage, small businesses spend much tim@f @ Small business. The number of people emplayeai
trying to obtain finance from more effective managat  Small business is smaller and the experience idigiirg
of working capital, for example, acceleration ofdrces, the behaviour of indirect expenses is limited. For

good management of inventories and delay of paysnenf*@MmPple, a study based on small businesses iratentl
to suppliers and employees. This is confirmed b)porthern parts of Scotland has shown that 17% ef th

empirical studies. For instance, 62 % of British v companies did not employ any accounting staff ahd o
have admitted that they regularly delay paymentiéir those that did, 37:E_> %_of the accounting staffrd?q have
suppliers (Panikkoset al. 2005). The popularity of 2Ny form of qualification. Consequently, qualifistaff
financial and operating leases is high, too. The seage  Was eémployed just by 45.7 % of companies (McChlery
is characterized by obtaining and managing longrter 2004). Therefore, ‘instead of precise calculatione th
debt which becomes vitally important to financingSUbJ,e‘:t'Ve analysis is often based on inkling, Bsity or
working capital due to imbalance between rapidiydesire. Moreover, it has been reported that cagryit

growing sales and incoming cash flows. The oppdgtun COSt-volume-profit analysis and applying such esat
of using traditional sources like bank credits il s (€Chniques as contribution analysis, flexible buhge

limited because of the insufficient amount of cafal. ~@nd marginal analysis could be hindered by difficul
Therefore, at this stage of growth unskilful finaic experienced by SMEs in separating variable anddfixe
management can easily lead to a liquidity crisid an  COStS (McMahoret al. 1991). L
inevitable bankrupt. If a company overcomes these FOr Brigham (1992), capital budgetinigcisions are
obstacles, they enter the last stage of developmedt Crucially important to prosperity and sustainable
gain an access to stock markets. Finally, theiraggh to  development of any company. As decisions usuadl le

financial management becomes similar to those adopt [0 Significant outlays of financial resources oméong
by large and mature companies. fixed assets, undertaking financial obligationsome of

The limited availability of short-term and long+ter POSSible outcomes for a company. Capital budgeiing
loans to SMEs has been confirmed by numerous recefifduéd to be of greater importance to a small compa
studies (Liu 2010; Sunday 2011; Mullen 2012; Abastis P€cause it suffers from a limited access to publirkets
al. 2013). The results of analysis (Matestval. 2013) of for funding and inherent lack of diversificatiom other
3175 SMEs from seven CEE countries over the yeat¥ords, failure of —one project could remain
2001-2005 have stated a heavy dependence of thedacompensated by success in another.
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One of the first studies on the use of capital letilg about 56 % of respondents used payback period mhetho
techniques by small enterprises was carried out bsnd 3.9 % used accounting rate of return methodtr Ov
Soldofsky (1964). He interviewed 126 owners of dmalthe following years the preferences varied sigaifity
manufacturing businesses in lowa and concluded thgTable 1).

Table 1.The results of early studies on the methods agstment analysis used by small companies (in pgrcen

Payback period ARR Others IRR NPV DEF
Soldofsky (1964) 55,9 3,9 40,2 0 0 0
Luoma (1967) 40,8 23,2 18,9 not individually broken out 17,1
Scottet al. (1972} 30,0 51,0 9,0 8,0 2,0 10,0
Grablowskyet al. (1980) 4,6 12,3 60,0 13,8 4,6 23,1
Runyan (1983) 45,4 23,9 16,4 4.4 4.8 14,4

Source: Adopted from Block (1997: 295)
Abbreviations used in the table and in the furtiest: ARR — accounting rate of return; IRR — interrakrof return; NPV — net
present value; DCF — discounted cash flow.
2 G. A. Luoma. Accounting information in managerikdcision-making for small and medium manufacturbiew York: National Association of
Accountants, 1967.
°D. F. Scott, O. L. Gray, M. M. Bird. Investing afidancial behaviour of small manufacturing firmsSM Business Topics, 20, 1972, pp. 29-38.
°L. R. Runyan. Capital budgeting decision makingrmall firms. Journal of Business Research, Septet®83, pp. 389-397.
9 s equal to the sum of IRR and NPV
°Represents IRR, NPV or their combination
" Represents IRR, NPV and probability index

Differences were also observed in preparing capitainanagement. The results of the survey of 232 small
budgets. For example, according to the study chimi#  businesses in the USA (Block 1997) have shown that
by Grablowky et al. (1980) just 30 % of 65 small payback period is strongly preferred by 42,7 % of
companies prepared capital budget for each prajedta respondents. It is followed by such methods as AAR
similar percentage prepared annual capital budyay 3 (22,4 %), internal rate of return (16,4 %) and pegsent
companies prepared all the budgets, namely, annughlue (11,2 %). The popularity of payback periodildo
capital budget, capital budget for each projectemaded also be attributed to the pressure of banks onIsmal
capital budget (over 1 year) and cash budget. Btonbusinesses. As credit institutions are primaritgiasted
(1983) obtained slightly different numbers, nam&,% in borrowers’ ability to repay loan within a certgieriod
of respondents in the sample prepared capital Wudgeof time, payback period is the most suitable cdaterfor
22 % prepared cash budget and 25 % prepared saiés quick assessment. Not surprisingly, it was shor
budget. In fact, these results are consistent veith 42,3 % of respondents indicated 2 years whereds%1,
conclusion made earlier by Soldofsky (1964) thatlm of respondents mentioned 3 years as a minimum
businesses tended to prepare budgets for capiti@lysu acceptable payout period.
by necessity unlike large companies which tradéltyn The analysis of 42 manufacturing and 98 service
had annual budgets. It was revealed (Grabloekyl. SMEs located in Trafford Park industrial area
1980) that owner’s educational background play@ar (Manchester, UK) showed (Berey al.2002) that 39% of
in determining the frequency of preparing capitalthe respondents used break-even analysis. Payleaicki p
budgets. Both larger companies and small companiegas used by 11 % of respondents. It was followed by
managed by an owner with a higher level of edupatioNPV (7 %) and IRR (4 %). In addition, the results o
prepared capital budgets more often. quantitative analysis revealed that the majority of

More recent studies evidence that over the dedhdes growing SMEs did not use financial measures. Ilfythe
situation has slightly changed. However, the resolt  did, the users were older or had more employees.
surveys are not consistent. In general, SMEs dle st Nowadays, there are still notable differences betwe
inclined to avoid newer and more sophisticatednethods for the appraisal of investments used by
management techniques and practices related tocimla companies of different size (Table 2).

Table 2.Investment analysis methods used by companiesfefant size in the UK (in percent)

Arnold et al. (2000) Pike (1996) Mclintyre et al. (1986}
) Large

Small | Medium| Larg 19921 1986/ 1980 197% SMEs
Payback 71 75 66 94 92 81 738 82
ARR 62 50 55 50 56 49 51 33
IRR 76 83 84 81 75 57 44 28
NPV 62 79 97 74 68 39 32 36
DCF (IRR or NPV) 91 96 100 88 84 68 538 45
Non-financial criteria| 32 17 39 - - - 7] 4

Adopted from: Arnolcet al. (2000: 605)
2R. H. Pike. A longitudinal survey on capital butigg practices. Journal of Business Finance andietng, 23(1), 1996, pp.79-92.
® A. D. Mcintyre, N. J. Coulthurst. Capital budgetipractices in medium-sized business - A surveyidon: Chartered Institute of Management
Accountants, 1986.
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Although the popularity of such methods as DCF hasize in the UK. It means that if SMEs use a certain
increased, the percentage of small companies @lserg technique of financial analysis then generallg iipplied
is lower compared with the proportion of largealmost as frequently as by large companies. Intiaddi
companies. Data presented in Table 3 have alsalexie there is evidence that small companies do not ahang
some insignificant differences in the frequencyusé of their techniques more often than large companiesdlé
investment analysis methods by companies of differe et al.2000).

Table 3. Frequency of use of investment analysis methodsobhypanies of different size in the UK (in percent)

| Rarely| Often| Mostly] Always
Small companies
Payback 15 12 15 35
ARR 6 18 15 29
IRR 6 9 18 44
NPV 9 18 18 26
Medium-sized companies
Payback 8 25 8 33
ARR 8 29 13 13
IRR 8 25 13 42
NPV 13 21 8 42
Large companies
Payback 18 16 24 24
ARR 8 11 16 32
IRR 3 3 26 55
NPV 3 5 29 58

Adopted from: Arnolcet al. (2000: 606)

An unexpectedly high proportion of small and largeassessment (55 % and 44 % respectively). Howe¥er, i
companies give preference to using such simpleaggglr small companies apply sensitivity analysis as thé/ o
methods as payback or ARR (Arnadtl al. 2000). Thus, technique for the risk assessment (18 %) or comitine
it might be concluded that a tendency to simplifie t with subjective evaluation (15 %), large comparees
process of analysis does not exclusively relatsmall  likely to use the combination of sensitivity anasyand
businesses. The comparative analysis of technigsed the raise of the required rate of return (Arnetdal. 2002:
for the assessment of the risk of a major projest ot  613). The approaches to calculation of weightedage
revealed considerable differences either (Arnetdal. cost of capital demonstrate higher variability (Teald).
2000). The majority of both small and large compani For instance, in comparison with large companieoat
prefer sensitivity-scenario analysis (89 % and 82 %wice more small businesses ignore the basic ndeuse
respectively) which is followed by the requirederaif  balance sheet ratios of debt and equity as weightise
return (50 % and 42 % respectively) and subjectivealculation of the abovementioned parameter.

Table 4. Appraisal of major capital investment by compariédifferent size in the UK (in percent)

| Small| Medium-sized Large
Derivation of the discount rate
Weighted average cost of capital 41 63 g1
The cost of equity derived from the capital asseimg model 0 8 16
Interest payable on debt capital 28 8 1
An arbitrarily chosen figure 12 4 3
Dividend yield on shares 0 0 3
Other 3 0 0
Earning yield on shares 12 8 11
The definition of weights for the calculation ofiglged average cost of capital

A long term target of debt and equity ratio 19 26 9 3
The present market values of debt and equity 14 47 42
Balance sheet ratios of debt and equity 37 26 19

Adopted from: Arnolcet al. (2000: 619-620)

. . . rofitability?, creation of shareholders’ value and
Working capital management practices P y

In general, working capital management is an

extremely important component of financial mal_nagaime 2 After conducting analysis of collected data f87 SMEs from 1996
and corporate strategy of any company as it impaots to 2002 Garcia-Teruet al. (2007) have reported a significant negative
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liquidity (Shin et al. 1998). Because of various financial making just a single payment. Therefore, these conag
and non-financial factors, SMEs are forced to mlyre  are recommended (Welst al. 1981) to devote special
heavily on short-term sources of funding which makeattention to the analysis of both income statensmdt
them more susceptible to macro-economic fluctuation statement of receipts and disbursements over the
Consequently, SMEs have to pay much more attemdion forthcoming periods of 6 to 12 months.
the efficiency of working capital management. The conclusion can be made that the successful
Particularly, it is relevant to managing accountsmaintenance of liquidity and management of castvdlo
receivables and payables which account for a highre of much greater importance to small comparhias t
proportion of working capital in any small business such a traditional indicator of success of largmpganies
Thus, there are several disparities in the managemeas profit and the efficiency of its generation mead by
of working capital in small and in large companiPgel return on investment (Welsat al. 1981). Jarviset al.

et al. 1996; Peeét al. 2000): (1996) have found that in a small firm the managamé
1) heavy dependence on trade credit and bankash flows was used just to obtain survival resaid not
overdrafts as sources of short-term financing; growth. Other scholars (Deakinst al. 2001: 29)
2) higher percentage of current assets; characterize micro business owners as naive arkelnl
3) lower level of liquidity and volatile cash floys to be actively involved in monitoring and managetmen
4) tendency to grant lavish credit terms to obtaircash flows. Grablowsky (1978: 38) is convinced that
business, especially from large corporations; “modern cash management methods, especiallgetho

5) rather weak procedures of control and absenee ofusually presented in college textbooks andstzoms,
well-developed policy of working capital management are generally neither understood by most small-
It is pointed out (Khouryet al. 1998) that few small business managers nor applicable to the vast rajofri

companies adopt traditional formal approach to wayk their businesses”. As their cash flows depend bmized
capital management. Instead, they give preferelmce nhumber of clients and a few product lines, they are
subjective working capital decision-making. Parity unstable and difficult to forecast. Grablowsky (&8phas
could be explained by the concentration of owngrsimd showed that only 30 % of the 66 small businessashwh
control. As a company grows, the problems idertifiy  filled in questionnaires prepared cash budget. Of
agency theory require the introduction of formadteyns companies which prepared cash budget, the smaiks o
and methods. Howortlet al. (2003) report that small updated it more seldom than the large companiesost
companies are a heterogeneous group with regard $mnall companies prepared a budget for a year, large
approaches to working capital management. The iajor companies did it just for 30 days. Only 5 smalinfir used
of small businesses concentrate just on one area qfiantitative techniques to determine the levelasfhcto
working capital management (cash, stock or deb@md) be held and just 19 firms invested excess caslarinirgy
the minority do not manage any area. Other studiesecurities or accounts. In one of his later puklces,
(Abanis et al. 2013; Sunday 2011; Yeboah 2012) haveGrablowsky et al. (1980) made an extremely critical
also confirmed the ignorance of working capitakefive  conclusion that cash management practices adopted b
management by SMEs. The findings implicate thesmall businesses were inadequate.
limitations of human and time resources for working The maximization principle of available amounts of
capital management. In addition, it is noted tha¢ do  cash instead of its skilful short-term investmenteell as
low-level financial skills the completion of spdcitasks poor control over receivables and management of
takes a longer time in comparison with a well-ededa inventories are believed to be a really acute m@mbl
financial manager employed by a large corporationfaced by most SMEs (Dodgst al. 1994; Huet al. 2008;
However, companies which utilise fewer working ¢alpi Liu 2010). It was revealed (Oplet al. 1999) that large
management routines are not necessarily smalles. onecompanies with high credit ratings and an access to
Management time constraints which limit the amoaint capital markets held lower ratios of cash to tatat-cash
time spent managing working capital are considengel assets. On the contrary, small firms held more thah
of the most important problems for small companiesother companies.
Therefore, it is not surprising that improvements i The approach to stock control techniques also rdiffe
working capital management practices in smallbetween large and small companies. According to
businesses would significantly decrease bankrumtcy Grablowsky (1984), the large companies apply siedils
this sector of national economy (Peehl. 1996). methods but small companies rely heavily on judgegme
In large companies the rates of change and annué %), anticipation (32 %), past experience (15c¥%yo
growth are usually small and short-term varianagsng not apply any method (27 %). A more recent study
the year are insignificant. Consequently, the beimg  (Chittendenet al, 2000) has shown that just 78 % of
capacity of the company is able to absorb theris ftot SMEs in the UK prepared sales budget and 63 %
the case of a small business which could oftenesuff prepared cash budget. More than one third of redgras
from seasonal fluctuations in sales resulting iriqos of  used manual methods of stock control and the ntgjofi
fast growth when the cash is consumed or periods o&spondents did not adopt any stock optimization
contraction when the payments are received. Agtuall methods. In comparison with large companies cash
small companies can survive for an uncommonly londalances of SMEs were proportionately higher. The
period of time without profit and be destroyed bgt n results obtained from the research conducted by
McChlery et al. (2004) are similar and show that just a
small majority of respondents adopted budgetingfifr
or cash) systems.

correlation between SME profitability and the numhs days of
accounts receivable and days of inventory.
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Traditionally, the credit management of SMEs haof these companies could be considered a prerézjwii
been subjected to severe criticism and charactetise sustainable economy. In  comparison with large
Chittendenet al. (2000: 24) as “fallling] behind best corporations, small businesses have different &izdn
practice”. Unlike large companies, the vast majoaf goals and characteristics resulting in the need for
small businesses do not employ a full-time -credidifferent financial techniques and sources of funtse
manager or even none at all (Grablowsky 1976). Imlevelopment of small companies is specific becalusg
economic sectors with high level of competitionist are more profitable, less liquid and highly gearéd.
important to the seller to offer such terms of gramledit small companies the professional and educational
as comply with the general practice of the indusiityis  background of the owner or manager are among tlie ma
motive has been proved more crucial to small asg le influencing factors in selecting approaches to risial
influential companies (64 %) rather than the largananagement. Poor or careless financial management i
corporations (24 %) as the former can not be odinef stated to be the most important cause of smallnkegsi
with industry leaders which they compete with (Ceen failure.
et al. 2003: 424). Rafuse (1996has emphasised that Usually financial management practices in small
credit management “is essentially a Darwinian $ibla—  companies depend on the stage of their development,
the survival of the fittest. Large companies endoticeir namely, start-up, early growth, take-off and magurif
terms with smaller companies, who in turn enfotteeirt initially an equity provided by founders, membefdteir
terms with those smaller yet”. A postal survey @62 family and friends, venture capitalists and busireasgels
privately held British companies with less than 250as well as trade credit are mostly used, laterdtaned
employees (Panikkost al. 1995) has shown that only earnings are added to this list. The availabilitylamg-
36 % of them have fully documented credit policyterm debt is still limited due to insufficient amuduof
whereas 41 % have partially documented credit polic collateral. At this stage, small businesses spemndhm
Moreover, in 22 % of companies credit policy isheit time trying to obtain finance from more effective
purely verbal or does not exist at all. Despitefdwt that management of working capital, for example,
84 % of respondents provide customers with creding  acceleration of invoices, good management of iroméed
and conditions, just 58 % ask them to completeeziap and delay of payments. The next stage is charaetkhy
credit application. Credit insurance is not populth  obtaining and managing long-term debt which becomes
SMEs as only an average 23 % use it. However,siés u vitally important to financing working capital du
has been reported to be more popular in largeimbalance between rapidly growing sales and incgmin
companies. Actually, the popularity of credit apptions  cash flows. Therefore, an unskilful financial masagnt
notably increased in comparison with the situatkRfh can easily lead to a liquidity crisis and an inabie
years ago when only some of the small retailingoankruptcy. If a company overcomes these obstaitles,
businesses in the sample required the completion @nters the last stage of development and gainssdoe
application (Grablowsky 1976). Nevertheless, 83 6 ostock markets. Finally, its approach to financial
respondents still did not classify clients intofeliént risk  management becomes similar to those adopted bg larg
categories (Panikko®t al. 1995). This approach is and mature companies.
consistent with previous practices when the “feef’ Small businesses are inclined to preparing capital
small business managers or owners for client credibudgets by necessity unlike large companies which
worthiness was the main determining factor in mgkan traditionally have annual budgets. Although theulssof
decision on granting trade credit (Grablowsky 1976)surveys are not consistent, typically small compsarre
Unsurprisingly, intuition combined with a lack of reluctant to use newer and more sophisticated diahn
adequate personnel and knowledge of appropriatanagement techniques and practices. However, a
collection procedures inevitably results in highaed debt tendency to simplify the process of analysis isoals
rates than those experienced by large companiegpical of large businesses. Although over the ydahe
Analysis of case studies done by Howorth et al98)9 popularity of such methods as discounted cash flow
has confirmed that late payments were indeed adypi (NPV and IRR) has increased, the percentage oflsmal
and important problem faced by small companies. companies using them is lower compared with large

Some researchers (Deakitsal. 2001) are convinced companies. If a certain financial analysis techeigs
that in small businesses not all the factors inftuleg the  used, it is applied equally frequently both in dnsaid
choice of different financial management methodd anlarge companies. In addition, there is empiricatlence
techniques have been explored thus far. Theretbee, that the frequency of change in applied techniciless
use of modified Balanced Scorecard has been prdpgose not differ between small and large companies. Harev
examine the specific application of financial magmgnt carrying out cost-volume-profit analysis, contribat

methods. analysis, flexible budgeting and marginal analysisid
be hindered due to the difficulty experienced byE3Nn
Conclusions separating variable and fixed costs.

, , Small businesses are forced to use intensivelyt-shor
SMEs play an important role in the development ofer gources of funding which make them more

national economies both in developed and developingsceptible to macro-economic fluctuations. Thus,
countries. Consequently, effective business managem efficiency of working capital management, particlyla
managing accounts receivables and payables, isatruc
® Rafuse, M. E. (1996). Working capital managemanturgent need to  for their survival. Nevertheless, few small comgani

;‘g;’gf’j);\"a”agemem DecisiorB4(2), 59-63. [quoted from (Yeboah, oq4nt traditional formal approach to working capita
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management. Instead, they give preference to adohoc CIMA to investigate trade credit manageme(d©94).
subjective working capital decision-making. The oniy CIMA Research Foundation Newsletter, 4(1), 1.
of small businesses concentrate just on one area Bfakins, D., Logan, D. and Steele, L. (200Ihe financial
working capital management (cash, stock or debtms) E(?Sf;?onggrgr%fstthfoirggg enterprisgharted Accountants
the minority d(.) r!ot manage any a.rea' As their dasbs Dodge, H. R., Fullerton, S. and Robbins, J. E. (198#ge of
‘?'epe”d on a limited number of C_l'ems and a fewdpeo the organizational life cycle and competition agliators of
lines, they are unstable and difficult to forecabhe problem perception for small businesseStrategic
maximization principle of available amounts of cash  Management Journall5(2), 121-134

instead of its skilful short-term investment aslvesl poor  Economic outlook for Southeast Asia, China and Ir2(d4:
control over receivables and management of invergor beyond the middle-income trap (2013). OECD
are believed to be a really acute problem. In caispa Development Centre. ] ) _
with large companies, cash balances of SMEs argact and figures about the EU's Small and Mediurtegpmise
proportionately higher. Many small companies siile (SME) [revised 2014 09 02],

L http://ec.europa.eu/enterprise/policies/sme/fagisrés-
manual methods of stock control and the majoritgsdo analysisfindex_en.htm

not adopt any stock optimization methods at allc gnii "N F. M. and Fadhil N. F. M. (2011). Managj
Commonly large companies enforce their terms with ~ company's financial among small and medium non-

smaller and less influential companies. In resh#, latter manufacturing companie§ar East Journal of Psychology
are forced to offer the terms of trade credit whgomply and Busines2(1), 17-36.

with the general practice of the industry. Most Bma Garcia-Teruel, P. J. and Martinez-Solano, P. (20Bff¢cts of
businesses do not classify clients into differeisk r working capital management on SME profitability.
categories. Alternatively, “feel” of managers or ress International Journal of Managerial Finange3(2), 164-

177.

Gitman, L. J. (2007Principles of managerial financé&ddison
Wesley, New York.

Grablowsky, B.J. (1976). Mismanagement of accounts

for client credit-worthiness is the main determgnfiactor
in making a decision on granting trade creditelds to
higher proportion of bad debts in comparison wilgé

corporations. receivable by small businessgaurnal of Small Business
Managementl4(4), 23-28.
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trade credit.

MANAGEMENT PRACTICES IN SMALL
BUSINESSES

Summary

The study aims to explore financial managementtjpes
n small businesses and to contrast them with igcies used
by large companies. The results of this study cood of

é)articular interest to policy-makers because thayid help to

raise awareness of the specific problems of effectinancial
anagement in a small business and to provide aabh
insight into differences between practices in snaaltl large
companies.

Small and medium enterprises play an important irokhe
development of national economies both in developed
developing countries. Consequently, effective finan@and
business management of these companies could baleced a
prerequisite of sustainable economy. In comparisith large
corporations, small businesses have different @irsugoals and
characteristics resulting in the need for differdimancial
techniques and sources of funds. The developmergneil
companies is specific because they are more pbotditdess
liquid and highly geared. In small companies thefgssional
and educational background of the owner or manageamong
the main influencing factors in selecting approacteefinancial
management. Poor or careless financial managemetdted to
be the most important cause of small businessréailu

It has been revealed that usually financial managem
practices in a small business depend on the stdgéso
development. Small businesses are inclined to prepaapital
budgets by necessity unlike large companies whiste fannual
budgets. Traditionally, small companies are rehicttn use
newer and more sophisticated financial manageneehniques
and practices. However, a tendency to simplify phecess of
analysis is also typical of large businesses. Algioover the
years the popularity of such methods as discouassth flow
has increased, the percentage of small businesses them is
lower compared with large companies. If a certairaricial
analysis technique is used, it is applied equabgdently both
in small and large companies. However, carrying oost-
volume-profit analysis, contribution analysis, fl@e budgeting
and marginal analysis could be hindered by theicditfy
experienced by small companies in separating Meriaind
fixed costs.

Small businesses are forced to use intensivelyt$tion
sources of funding which make them more susceptible
macro-economic fluctuations. Thus, efficiency of riiog
capital management, particularly, managing
Peceivables and payables, is crucial for their isalvFew small

fcompanies adopt traditional formal approach to waylcapital

management. Instead, they give preference to dilgec
working capital decision-making. The majority of aim
businesses concentrate just on one area of workapital
management (cash, stock or debtors) and the myndatnot
manage any area. The maximization principle of lale
amounts of cash instead of its skilful short-temaeistment as
well as poor control over receivables are belietele a really
acute problem. In comparison with large companiessh
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balances of small businesses are proportionatglyehi Many  for client credit-worthiness is the main determgifactor in
small companies still use manual methods of stackrol and making a decision on granting trade credit. It &&al higher
the majority does not adopt any stock optimizatiogthods at  proportion of bad debts in comparison with larggooations.
all. Most small businesses do not classify clignte different KEYWORDS: small business, financial management, tabpi
risk categories. Alternatively, the “feel” of marmemg or owners  budgeting, working capital
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