“Adoption of strategic management accounting by small enterprises in South

Africa”

AUTHORS

ARTICLE INFO

DOl
RELEASED ON
RECEIVED ON
ACCEPTED ON

LICENSE

JOURNAL
ISSN PRINT
ISSN ONLINE
PUBLISHER
FOUNDER

65

Londiwe Thandazi Zulu
Zwelihle Wiseman Nzuza

Londiwe Thandazi Zulu and Zwelihle Wiseman Nzuza (2024). Adoption of
strategic management accounting by small enterprises in South Africa.
Accounting and Financial Control, 5(1), 29-45. doi:10.21511/afc.05(1).2024.03

http://dx.doi.org/10.21511/afc.05(1).2024.03
Friday, 30 August 2024
Sunday, 09 June 2024

Wednesday, 24 July 2024

[k |
This work is licensed under a Creative Commons Attribution 4.0 International
License

"Accounting and Financial Control"

2543-5485

2544-1450

LLC “Consulting Publishing Company “Business Perspectives”

Sp. z 0.0. Kozmenko Science Publishing

© The author(s) 2024. This publication is an open access article.

=//~/| BUSINESS
PERSPECTIVES

Nem—

businessperspectives.org



®

w2 el

—

BUSINESS PERSPECTIVES

LLC “CPC “Business Perspectives”
Hryhorii Skovoroda lane, 10,
Sumy, 40022, Ukraine

www.businessperspectives.org

Received on: 9t of June, 2024
Accepted on: 24t of July, 2024
Published on: 30t of August, 2024

© Londiwe Thandazi Zulu, Zwelihle
Wiseman Nzuza, 2024

Londiwe Thandazi Zulu, Master
Student, Department of Management
Accounting, Durban University of
Technology, South Africa.

Zwelihle Wiseman Nzuza, Senior
Lecturer, Acting HOD, Department

of Management Accounting, Durban
University of Technology, South Africa.
(Corresponding author)

This is an Open Access article,
distributed under the terms of the
Creative Commons Attribution 4.0
International license, which permits
unrestricted re-use, distribution, and
reproduction in any medium, provided
the original work is properly cited.

Contflict of interest statement:
Author(s) reported no conflict of interest

http://dx.doi.org/10.21511/afc.05(1).2024.03

Accounting and Financial Control, Volume 5, Issue 1, 2024

Londiwe Thandazi Zulu (South Africa), Zwelihle Wiseman Nzuza (South Africa)

ADOPTION OF STRATEGIC
MANAGEMENT ACCOUNTING
BY SMALL ENTERPRISES

IN SOUTH AFRICA

Abstract

Strategic management accounting (SMA) is essential for small enterprises to enhance
business decision-making and optimize resource allocation, thereby fostering com-
petitiveness and long-term sustainability in dynamic markets. The study aims to in-
vestigate the factors influencing the adoption of SMA by small enterprises in South
Africa, using KwaZulu-Natal as a case study. To achieve this objective, a quantitative
and cross-sectional design was employed, utilizing a questionnaire and covering 191
SEs owners. The research framework is based on contingency theory, and data analysis
was performed using Stata. The vector autoregression analysis indicates that the adop-
tion of SMA is driven by its perceived ability to address financial aspects such as cash
management, decision-making regarding return on investment, and financial variance
analysis. Furthermore, SMA adoption is influenced by its effectiveness in addressing
non-financial factors, such as customer service. The observed relationships between
SMA adoption and both financial and non-financial factors are all statistically signifi-
cant at the 0.000 level. These findings underscore the critical role of SMA for small
enterprises in South Africa, emphasizing its significance in their success and long-term
sustainability.

Keywords strategic management accounting, financial factors, non-
financial factors, small enterprises, contingency theory,
adoption

JEL Classification M41, M10

INTRODUCTION

Strategic management accounting (SMA) has emerged as a significant
topic in both corporate and academic circles. Research on SMA dates
back to a seminal paper published by Simmonds around 1982. Since
then, SMA has been extensively explored in various professional and
academic papers, including an influential work by Bromwich in 1990
and the publication of the book “Pathways to Progress” by Bromwich
and Bhimani (2005). Concurrently, in the USA, notable academics
such as Robert Kaplan, Robin Cooper, and John Shank criticized tra-
ditional management accounting and embraced strategic cost man-
agement to enhance the relevance of management accounting. Many
studies now highlight the advantages of SMA and strategic cost man-
agement over traditional management accounting practices, promot-
ing the acceptance of a strategic approach to management accounting
as the new norm. However, surveys from the 1990s indicated a slow
adoption of SMA in practice. Some commentators, like Lord (1996),
questioned whether SMA was merely “a figment of academic imagina-
tion,” while others doubted whether accountants possessed the neces-
sary skills to implement SMA successfully (Coad, 1996). Despite these
concerns, several commentators remain convinced that the wide-
spread adoption of SMA is inevitable and that it has had a significant
impact on modern management accounting. South African SEs often
struggle with maintaining proper bookkeeping, which is essential for
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generating financial information needed for strategic decisions. These enterprises face numerous chal-
lenges, including weak governance, inadequate staft skills, poor bookkeeping practices, and insuffi-
cient regulatory oversight. Therefore, examining the specific factors influencing the adoption of SMA
in KwaZulu-Natal is crucial. This investigation can provide valuable insights into how SEs can use SMA
to enhance both financial and non-financial strategic decision-making. The significant relationships
found between SMA adoption and various financial and non-financial factors will highlight a critical
gap in the literature and offer practical implications for SEs owners seeking to achieve success and sus-

tainability in a competitive market.

1. LITERATURE REVIEW

In this study, contingency theory is employed as a
theoretical framework, positing that the adoption
of SMA in South African small enterprises (SEs) is
influenced by distinct financial and non-financial
factors. This framework has previously been uti-
lized under the same assumption that factors in-
fluencing one organization may not have identical
effects on another organization (Abba et al., 2018).
In the context of the current study, contingency
theory suggests that the adoption of SMA depends
on how well the practices of SEs are aligned with
specific situational variables within the business
(Granlund & Lukka, 2017; Otley, 1980).

SEs play a critical role in the South African econ-
omy by creating jobs and contributing to GDP
growth. Despite their significant impact, there
is no universally accepted definition of SEs.
Definitions differ significantly based on the cri-
teria employed by various countries. For example,
the National Small Business Amendment Act (26
of 2003) illustrates how definitions of small enter-
prises can vary (Nieuwenhuizen, 2019). SEs are
characterized by a small number of employees and
relatively low sales volumes. However, SEs vary in
size and participate in a diverse range of econom-
ic activities, such as agriculture, manufacturing,
mining, construction, and retail. In fact, the South
Government Gazette (2019) categorizes SEs based
on four criteria: size, industry, number of employ-
ees, and revenue. This study utilizes the definition

from the National Small Business Amendment
Act 26 of 2003. Table 1 outlines the specific criteria
used to define SEs in South Africa according to
this legislation (Mtshali & Chinyamurindi, 2021).

In South Africa, the criteria for determining the
size of a business vary by sector, with the primary
metric being the number of employees. The clas-
sifications are as follows: Microenterprises employ
between 0 and 4 people; Very small enterprises
have between 5 and 9 employees; Small enterpris-
es consist of 10 to 49 employees; and Medium en-
terprises have a workforce ranging from 50 to 200
employees (Nieuwenhuizen, 2019).

South Africa is home to over 2 million SEs, which
contribute more than 57% of the nation’s GDP and
employ over 80% of its workforce (Maziriri, 2018).
SEs account for 70% of all employment and 50% of
the country’s GDP. In addition to their substantial
economic impact, SEs play a pivotal role in com-
munity development (Dlamini & Schutte, 2021).
They participate in various social initiatives, such
as skills training, women’s empowerment, crime
reduction, and local economic support, benefit-
ing township communities through numerous
programs (Zulu & Nzuza, 2023). SEs are vital for
the government’s efforts to promote rural devel-
opment and achieve inclusive growth, thereby
providing tangible resources and benefits to com-
munities (Dlamini & Schutte, 2021). Despite their
importance, SEs in South Africa face significant
challenges in accessing finance. This difficulty is

Table 1. South Africa: National Small Business Amendment Act of 2003

Business type

Very small Medium

Community, social and personal services

R5m R51m
" Rem R64m
_Ram_ | R13m  R26m
R1m : R13m

Note: Selected main sectors for SEs by annual turnover.
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partly due to the small number of investors fo-
cusing on townships and issues like high levels of
informality, poor recordkeeping, low financial lit-
eracy, and lack of collateral. Additionally, access
to markets is another common challenge for SEs,
as townships are historically designed to be iso-
lated from major urban areas, necessitating sup-
port from both government and private sectors to
help them expand into more formalized markets
(Davidson et al., 2024).

To establish a foundation for defining SMA, it is
important first to define the well-known concept
of strategic management. Although strategic man-
agement has been defined in various ways, there
is broad consensus that its key activities include
“the development of a grand strategy, establishing
a sense of direction, formulating strategic goals
and plans, implementing these plans, and con-
ducting monitoring, evaluation, and corrective
action” (Miller & O’leary, 1994). The well-known
role of management accountants is to facilitate ef-
fective decision-making, which typically involves
gathering and analyzing information, identifying
options, and implementing, monitoring, and eval-
uating decisions (Bromwich, 1990). Consequently,
the focus of SMA is on the strategic positioning
of accounting (Florez-Parra & Arévalo-Galindo,
2022), incorporating a broader approach that in-
tegrates a strategic management focus into its
framework. Ever since Simmonds attempted to
be the first to define SMA as “the provision and
analysis of management accounting data about a
business and its competitors, for use in developing
and monitoring business strategy,” other scholars
have sought to identify the main attributes of SMA
(Simmonds, 1982).

CIMA describes SMA as a management account-
ing technique that emphasizes information related
to internal and external factors and non-financial
data (Bromwich, 1990; Guay, 2014). The study ti-
tled “What is strategic management accounting?”
concluded that there are two viewpoints of SMA.
The first view is strategically concerned with ac-
counting techniques, while the second focuses
on the definite participation of accountants in
the strategic decision-making (Cadez & Guilding,
2008). Following the first viewpoint, the literature
has expanded to reveal sixteen more SMA tech-
niques (Cadez & Guilding, 2012; Ditkaew, 2023),
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which are further categorized into five SMA
themes: strategic costing, strategic planning, con-
trol and performance measurement, strategic de-
cision-making, competitor accounting, and cus-
tomer accounting (Sumkaew & Intanon, 2020).

Basically, in the literature, there is no single, uni-
versally accepted definition of SMA. However, a
common element in various perspectives is that
SMA entails taking a strategic approach to the cre-
ation, interpretation, and analysis of management
accounting data, with a significant focus on com-
petitors’ activities as a key point of comparison.
Several techniques are associated with SMA, and
some experts define it based on these methods
(Simmonds, 1982). These techniques include tar-
get costing, life-cycle costing, strategic cost analy-
sis, competitor cost analysis, activity-based cost-
ing, activity-based management, attribute costing,
and strategic performance measurement systems
(Nik Abdullah et al., 2022).

From a North American viewpoint, John Shank
argues that SMA should encompass not only the
use of financial information in decision-making
across various business issues but also the business
context in which these decisions occur, whether
explicitly or implicitly. The shortcomings of tra-
ditional management accounting systems and
costing techniques in providing useful informa-
tion for managing manufacturing operations were
underscored in Kaplan and Johnson’s 1987 book
Relevance Lost (Langfield-Smith, 2008). SMA ad-
vocates that sustaining a cost advantage over cur-
rent and potential competitors is crucial for a sus-
tainable strategy (Baumol, 1982; Nik Abdullah et
al., 2022). When management accounting was
perceived to be in crisis, it was equally contended
that the primary problem is the inappropriateness
of a short-term, internally focused approach to ac-
counting information in the face of intense global
competition, which necessitates long-term sustain-
ability and strategic positioning. A major criticism
of past accounting practices is that accountants
rarely assumed a proactive role in the strategic
management process (Schroeder et al., 2022).

SMA posits that for a company to sustain its strat-
egy, it must maintain a cost advantage over its
current and potential competitors (Nik Abdullah
et al., 2022). During a period when management
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accounting was considered to be in crisis, it was
argued that the core issue was the inadequacy of
continuing with a short-term, internally focused
approach to accounting information amid intense
global competition, which necessitates long-term
sustainability and strategic positioning. A sig-
nificant criticism of earlier accounting practices
is that accountants had rarely taken a proactive
role in the business strategic management process
(Bhimani & Bromwich, 2009).

The transformation of business systems in the
1980s challenged the relevance of traditional man-
agement accounting, leading to the introduction of
SMA with various techniques to address the limi-
tations of conventional tools used by management
accountants. The rapid advancements in technolo-
gy adoption and application in business and deci-
sion-making facilitated the shift from traditional
management accounting. Research identified sev-
eral factors promoting the adoption of SMA, in-
cluding its ability to evaluate competitor informa-
tion, enhance the decision-making process, aid in
the management and control of product develop-
ment, and leverage artificial intelligence and big
data analysis to improve business performance
(Nik Abdullah, 2019). SMA is not a theory but a
term that encompasses a range of techniques, ap-
proaches, tools, and applications crucial for ana-
lyzing competitor data and formulating effective
strategies (Nik Abdullah et al., 2020). Simmonds
who is often regarded as the father of SMA, em-
phasized that a company’s growth depends not
only on internal efficiency but also on establishing
a strong external position in the market, includ-
ing understanding and positioning against com-
petitors (Simmonds, 1982).

Company structure has been recognized as a fac-
tor influencing the acceptance of SMA, with del-
egation identified as a critical component (Oyewo,
2022). There is an argument that SMA acceptance
is likely to be higher in companies that practice
delegation of duties across various business struc-
tures. The findings of a study conducted in hotels
support the theory that companies with delegated
duties have a greater need for SMA, as employ-
ees throughout the company require informa-
tion to enhance decision-making (Pavlatos, 2015).
Though, this conclusion both aligns with and con-
tradicts previous research, such as Pavlatos (2015)
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and Verbeeten (2010). SMA’s characteristics are
associated with aspects of horizontal company,
aiming to connect strategy to the value chain and
link activities across the company (Nik Abdullah
et al,, 2022). In a typical horizontal company, the
approach involves identifying customer-oriented
strategic priorities and then leveraging process effi-
ciency, continuous improvements, flattened struc-
tures, and team empowerment to drive change.
This suggests that a higher use of SMA practices
would be most effective in companies where dele-
gation of duties is well structured (Chenhall, 2009;
Ussahawanitchakit, 2017).

Another crucial internal organizational factor in
understanding SMA is the organizational strategy.
Since SMA is expected to enhance management
decision-making and ultimately improve organi-
zational performance, it is reasonable to anticipate
that organizations aligning their SMA practices
with their strategic orientation will achieve high-
er organizational performance (Alsharari, 2024;
Cinquini & Tenucci, 2010). A fundamental princi-
ple in the foundation of SMA is that management
accounting plays a crucial role in helping organi-
zations achieve sustained competitiveness (Ojra et
al., 2021). Previous research reveals that SMA tech-
niques, including target costing, balanced score-
cards, and just-in-time production systems, are
useful in tackling investment decisions (El-Baz et
al., 2013; Aduvaga, 2020). Another benefit of SMA
practice is that it enables a company to achieve a
more strategic focus by incorporating elements
such as customer relationships, human resources,
processes, and financial reporting (Alsharari, 2024).

The adoption of SMA in companies is justified by
the enhancement of organizational performance
(Ojra et al., 2021; Phornlaphatrachakorn & Na-
Kalasindhu, 2020; Dang et al., 2021). SMA ex-
tends its influence beyond financial performance
to impact non-financial aspects of company ac-
tivities (Ojra, 2014). This observation aligns with
Sedevich-Fons (2018) findings, suggesting that
different management accounting practices cor-
relate with the utilization of non-financial met-
rics. Furthermore, management accountants are
entrusted with the strategic duty of ensuring the
fairness and accuracy of internal financial report-
ing, in accordance with the company’s established
policies (Cosma et al., 2022).
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It is imperative that all business activities main-
tain a good financial performance (Van Horne
& Wachowicz Jr, 2001). Sound financial perfor-
mance indicates a company’s robust financial po-
sition and its capacity to yield returns on invest-
ed capital (Mondal et al., 2016). Achieving this
entails the implementation of effective resource
management and control. However, a company’s
returns should not come at the detriment of oth-
er stakeholders. This underscores the necessity
for companies to address various other aspects,
including social responsibility, governance, and
the environmental context in which they operate
(Weetman, 2019). The interpretation of financial
performance can vary considerably, and its defi-
nition is often contingent on the specific industry
under consideration.

Financial performance measures, as described by
Matousek (2012), involve two principal approach-
es to evaluating a company’s economic position,
divided into two main categories: fundamental
technical analysis methods and advanced finan-
cial analysis methods. Fundamental technical
analysis methods utilize basic arithmetic opera-
tions and indicators, with their primary advantage
being the speed and simplicity of the calculations
involved. It encompasses absolute ratios analysis,
cash flow analysis, proportion ratio analysis, dif-
ferential ratios analysis, and system of ratios anal-
ysis. Advanced financial analysis methods involve
complex mathematical techniques and more in-
depth considerations. These include mathemati-
cal statistical methods, such as statistical tests and
regression simulations, as well as non-statistical
methods, which incorporate expert systems and
fuzzy sets (Matousek, 2012).

Users of financial information utilize ratio analysis
for various purposes, including assessing a compa-
ny’s ability to meet its debt obligations, evaluating
business and managerial performance, and ensur-
ing compliance with statutory regulations regard-
ing the company’s performance (Barnes, 1987).
Financial ratios provide a straightforward method
for interpreting the figures within financial state-
ments (Ligocka & Stavarek, 2019). Financial ratios
can be categorized based on the statistics they of-
fer as outlined by Jofenkova (2011): investors’ re-
turn, profitability, liquidity, solvency, and activity/
efficiency.

http://dx.doi.org/10.21511/afc.05(1).2024.03
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The liquidity ratios measure a company’s ability
to pay its short-term debts as when they become
due. The measure of liquidity is based on the com-
parison of the most liquid current assets or those
that can be easily converted into cash against the
company’s short-term debts. There are three li-
quidity indicators as shown below (Jofenkova,
2011). Solvency ratio assesses a company’s ability
to pay its long-term debt with its cash flow, there-
fore mitigating the risk of bankruptcy. It reveals
the company’s inclination toward either debt or
equity as a source of funding. A high solvency
ratio is a positive indicator of financial health for
the company. Generally, a ratio of less than 20%
suggests a higher likelihood of the company de-
faulting on its obligations (Dance & Imade, 2019).
Profitability ratios offer a comprehensive evalua-
tion of overall profitability relative to the capital
provided by shareholders and lenders in relation
to expenses and other incurred costs over a spe-
cific period (Wijaya & Muljo, 2022). If these ratios
are equal to or higher than those of competitors or
previous years, it may indicate positive company
performance (Susellawati et al., 2022), provided
that the change in the rand value is not solely due
to inflation but improvement in the company ac-
tivities (Pratama et al., 2022). Investors are keen to
evaluate the performance of their invested shares.
Several ratios are of particular interest to investors,
whether they are debt investors or equity investors
(Ogilvie, 2009).

Although company management is responsible
for reporting on the company’s financial activities
(Cosma et al., 2022), studies by Ballwieser (2004)
and Hasanaj and Kugi (2019) indicate that finan-
cial reports primarily consist of quantitative data
without explanations for the actual results. A rel-
atively new framework, known as integrated re-
porting, has emerged to enhance reporting prac-
tices. However, integrated reporting has its limi-
tations, including providing concise or summary
reports for matters that require more detailed
explanations, which necessitates individuals with
high expertise to unpack. In contrast, SMA offers
comprehensive explanatory information, encom-
passing various facets of a company’s operations,
such as economic, social, environmental, and
governance perspectives. Despite misconceptions
from accountants who are not research-informed,
claiming that the integrated reporting approach is
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new and trending globally, the reality is that SMA
has long included non-financial reports. Unlike
traditional management accounting, SMA adopts
a more holistic approach, as noted by Vaz et al.
(2016), and Eccles and Serafeim (2011). These ho-
listic approaches incorporate extensive reporting
on various aspects, such as formulating a grand
strategy, establishing internal policies, setting
strategic goals and plans, implementing compa-
ny plans, and conducting monitoring, evaluation,
and corrective action (Miller & O’leary, 1994).

Literature indicates that SEs in South Africa con-
tinue to face challenges in achieving significant
growth. Conversely, SMA has been demonstrated
in other studies to enhance a company’s perfor-
mance, both large and small, by improving finan-
cial and non-financial outcomes. However, previ-
ous findings may not be directly applicable to SEs
in South African townships. Therefore, the pur-
pose of this study is to investigate factors influenc-
ing the adoption of SMA in the Ntuzuma town-
ship, located in KwaZulu-Natal, South Africa. The
study seeks to test the following hypotheses:

HI: ‘There is a significant relationship between
cash flow management as an SMA prac-
tice and Assist with control costs (AwCCs),
Assists in choosing the best investment op-
portunities (AssCio), Yield an advantage
over competitors (Competitive), For problem
identification (Probldent), Helps in financial
reporting (HFinRep), and Development of
business strategy (DevBusStrat).

H2:  Thereis a significant relationship between the
application of variance analysis as an SMA
practice and Assist with control costs, Assists
in choosing the best investment opportunities,
Yield an advantage over competitors, for prob-
lem identification, Helps in financial report-
ing, and Development of business strategy.
H3: There is a significant relationship between
the application of return on investment
management as an SMA practice and Assist
with control costs, Assists in choosing the
best investment opportunities, Yield an ad-
vantage over competitors, for problem iden-
tification, Helps in financial reporting, and
Development of business strategy.

34

H4: There is a significant relationship between
proper handling of customers’ complaints or
satisfaction management as an SMA prac-
tice and Assist with control costs, Assists
in choosing the best investment opportuni-
ties, Yield an advantage over competitors,
For problem identification, Helps in finan-
cial reporting, and Development of business
strategy.

H5: There is a significant relationship between
being conscious about why customers re-
turned products as an SMA practice and
Assist with control costs, Assists in choosing
the best investment opportunities, Yield an
advantage over competitors, For problem
identification, Helps in financial reporting,
and Development of business strategy.

2. METHODOLOGY

This study adopted a quantitative and cross-sec-
tional approach, utilizing a self-administered
questionnaire as the data collection instrument.
The researcher provided clarification to respon-
dents when needed and, in some instances, com-
pleted the questionnaire in their presence. The
target population comprised small enterprises
in the Ntuzuma Township of the KwaZulu-Natal
province, focusing specifically on retailing busi-
nesses, particularly tuck shops. According to
SEDA’s 2023 report, there were a total of 753 reg-
istered small enterprises operating in Ntuzuma
Township. Ntuzuma Township was selected as
the study location due to the lack of prior re-
search in this area. Probability sampling was em-
ployed to ensure each respondent had an equal
chance of selection, without bias toward specific
groups. The sample size was determined using
the Cochran method:
2

The sample size equals = % ()
The sample size of 384 was determined using a
modified version:

S

Modified sample method = ——— . (2)
V)=
I+ — |- Z

N
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The Cochran formula, specifically designed for de-

termining sample size in small populations, was

utilized in this study resulting in the sample size of:
4.1

BN ET 3;86 16 e

1+ 72270 1(1.96)°

753

A pilot study involving 13 managers who were not
part of the main study was conducted to assess the
readability, comprehensibility, and completion
time of the questionnaire. Hard copies of the ques-
tionnaires were hand-delivered to the pilot man-
agers. Out of the 254 questionnaires dispatched
for the main study, only 75% (191) were success-
fully returned by managers. However, 11 of them
were incomplete and were excluded from the main
study analysis. The remaining 180 questionnaires
were deemed suitable for analysis, resulting in a
final response rate of 71% for the study.

Table 2. Research variables

Variables . Measurement
Strategic management accounting practices
Financial factors
Dependent variables

i Questionnaire
i statement

i Questionnaire
i statement

Questionnaire

Variance analysis (V/Analysis) statement

Non-Financial factors

Questionnaire
: statement

Customers’ complaints and satisfaction
(CComplain)

Questionnaire

Numb fret ducts (NRP
umber of returned products ( ) statement

Independent variables

Questionnaire

Assist with control costs (AwCCs) :
H statement

Questionnaire

opportunities (AssCio) ‘ statement

Questionnaire

Yield an advantage over competitors :
; statement

_(Competitive)

Questionnaire
: statement

Questionnaire

Helps in financial reporting (HFinRep) ctatement

Development of business strategy
(DevBusStrat)

Questionnaire
statement

The data were analyzed using Stata, and to test the
hypotheses, a panel econometric model was used
(Cherkassky & Ma, 2002). A panel dataset is de-
fined as a cross-sectional time-series dataset, it
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provides repeated measurements of specific vari-
ables over a period of time across observed units
(Eom etal., 2008). Essentially, panel models can be
divided into two categories: the static panel model
and the dynamic panel model, as outlined by Bai
(2009). This study used the following static panel
model:

)]l't = XitlB+7[i +ll’lit’ (4)

where 7, represents disturbances and p, represents
time-varying idiosyncratic shock. Y, is the vector
of overall factor return on assets across the firms,
the unobserved firms’ specific effect shows that
B is a vector of estimating parameter for each of
the explanatory variables, while constant X, is the
K-dimensional row vector of explanatory variables.

2.1. The model for the study

CFLows, = a+ B AwCCs,, B,AssCio,,,
B,Competitive,, ,Probldent,, ©®)
BsHFinRep,, B, DevBusStrat, + w, + 1,

ROIs, = a+ B AwCCs,,, B, AssCio,,,
B.Competitive,, 5, Probldent,, ©)
BHFinRep,, B, DevBusStrat, + m, + 1

it?
V[ Analysis, = o + 5, AwCCs,,
B,AssCio,, B, Probldent,, )

BsHFinRep,, B, DevBusStrat, + w, + 1

it?

B,Competitive,

it

CComplain, = a+ p,AwCCs,,, 5, AssCio,,
S,Competitive,, 5, Probldent,, ®)
BHFinRep,, f.DevBusStrat, + . + 1,

NRP, =a + B, AwCCs,, 3, AssCio,,,
p,Competitive,, 5, Probldent,, ©)
BsHFinRep,,, B, DevBusStrat, + r, + i,.

2.2. Inferential statistics

The study used VAR to capture the linear interde-
pendencies among multiple time series. It is a sys-
tem of equations where each variable is a function
of its own lagged values and the lagged values of
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all other variables in the system (Zhao, 2023). VAR
model specification is:

A VAR model of order p(VAR(p)) includes p lags of
each variable.

=AY ,+4Y ,+..+A4Y  +u, (10)
where Y is a vector of the time series variables at
time f, A is the coeflicient matrices for each lag i,
and u, is a vector of error terms (white noise).

2.3. Statistical tests

The study used the Kao test for cointegration.
The Kao test is used to determine whether there
is a long-run equilibrium relationship between
two or more time series variables in panel data.
Cointegration suggests that despite being non-sta-
tionary individually, a linear combination of these
variables is stationary (Kao, 1999).

2.4. Principal component analysis
(PCA)

PCA is a statistical procedure that transforms a
set of correlated variables into a set of uncorre-
lated variables called principal components. The
goal is to reduce the dimensionality of the data
while retaining as much variability as possible
(Mackiewicz & Ratajczak, 1993).

Standardization ensures that each variable con-
tributes equally to the analysis.

_Xij_Xj
/A S

J
where Xij is the value of variance j for observation 7,
X ; is the mean of variable j, and Sj is the standard

deviation of variable j.

3. RESULTS

, (11)

This section seeks to analyze the results regarding
the determinants of adopting SMA by small enter-
prises in South Africa.

Table 3. Reliability test

The reliability coefficient for the set of items is 0.7875.
This indicates a good level of internal consistency, as
values between 0.7 and 0.8 are generally considered
acceptable in social science research contexts. This
suggests that the items used in the survey measured
the same underlying construct effectively.

3.1. SMA used by small enterprises

The respondents were asked to indicate how often
they apply financial-related SMA practices, such
as cash flows, return on investment (ROI), and
variance analysis. Their responses are analyzed in
Tables 4 to 6.

Table 4. Return on investment

ROI
Percentiles Smallest
5% 1 1
10% 1 SR
25% 1 1
50% 2
Percentiles Largest
90% 3 5
95% CR B S
99% 5 : 5
0BS A80
Sumofwst. AB0
Mean 1.927778
Sid.dev. 09917568 .
Variance 0.9835816 B
Skewness 1.144094
Kurtosis 4186996

Note: Never (1), Rarely (2) Occasionally (3), Frequently (4),
Always (5).

25% of the observations have an ROI of 1 or less,
while 75% have an ROI of 2 or less. The mean ROI
is 1.927778, and is close to 2 with a standard devia-
tion of 0.9917568. The mean value represents the
average ROI, while the standard deviation mea-
sures the extent of variation or dispersion of ROI
values from the mean. The skewness of the ROI
data is 1.144094, indicating a moderate positive
skew. The kurtosis is 4.186996, suggesting that the
distribution has heavy tails and is more peaked
than a normal distribution.

Observations Coefficient
“‘A'\‘/g‘r'g‘ge interitem coygl"'i‘gnce """"""""""""""""" 0883252
Number of items in th‘gms‘;ale """"""""""""""""""" 8
Scale reliability coefficient 0.7857
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Table 5. Cash flows
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25% of the observations have a V/Analysis value of
1 or less, while 75% have a V/Analysis value of 2 or

Percentiles Smallest
1% 1 1 less. The mean V/Analysis value is 1.833333 and is
5% 2 1 close to 2 with a standard deviation of 0.9773982.
10% 3 1 ... 'Themean represents the average V/Analysis value,
25% 3 2 while the standard deviation measures the disper-
20% - 4 - sion of V/Analysis values around the mean. The
Percentiles Largest skewness of the V/Analysis data is 1.273973, in-
75% 4 5 . o .
o . e dicating @ moderate positive skew. The kurtosis
o < is 4.290038, suggesting that the distribution has
99% 5 heavy tails and is more peaked than a normal
Obs distribution.
Sum o]{wgt.
Mean | Table 7. Summary statistics
Std. dev.
Variance Variable  Obs | Mean : Std.dev. | Min | Max
Skewness 362273 CComplain | 180 : 4177778 | 9102492 i 1 | 5
Kurtosis 3.224799 NP | 180 | 3616667 133402 1 . 5

Note: Never (1), Rarely (2) Occasionally (3), Frequently (4),
Always (5).

25% of the observations have a cash flow of 3 or
less, while 75% have a cash flow of 4 or less. The
mean cash flow is 3.616667 and is close to 4 with
a standard deviation of 0.8734124. This indicates
the average cash flow value and the extent to
which individual cash flow values deviate from the
mean. Skewness is —0.4862273, indicating a slight
negative skew, suggesting that the distribution is
slightly left-skewed. Kurtosis is 3.224799, indicat-
ing a relatively high peakness or heavy-tailedness
compared to a normal distribution.

Table 6. Variance analysis

Note: Never (1), Rarely (2) Occasionally (3), Frequently (4),
Always (5).

Customers’  complaints and  satisfaction
(CCmplain) range from a minimum of 1 to a max-
imum of 5, implying that there are occasions when
customer complaints are Never received, while
on other occasions, they are Always received.
Similarly, the number of returned products ranges
(NRP) from a minimum of 1 to a maximum of 5,
also indicating that there are times when no re-
turned products are received, while at other times,
they are consistently received.

Table 8. Summary statistics

Percentiles Smallest Variable | Obs | Mean : Std.dev.: Min | Max
T S S 1 AWCCs .80 2816667 4543397 | 1 3
B W 2 i 1. AssCio 180 | 2.827778 4463453 = 1 . 3
00 e Lo 1. Competitive 180 | 2811111 | 4581831 . 1 3.
B LI 1 Probident 180 | 2.805556 . 4619273 1 3.
50% 2 - (HFinRep 180 | 2.822222 | 4503947 . 1 3.

Percentiles Largest DevBussStrat i 180 | 2.844444 | 4204576 | 1 3
5% B 5. . :

o s 5 Note: Disagree (1), Don’t know (2), Agree (3).
952/" <<<<<<<<<<< S 2. The respondents were asked to indicate what fac-
Zgbf > iso > tors influenced their decision to adopt strategic
Sumofwgt, 150 management accounting. Their responses aver-
“Mean 1833333 aged close to 3 on a scale where 3 represents agree-
‘Std. dev. 9773982 ment. This suggests that respondents agree that
Variance 9553073 strategic management accounting helps with con-
SKEWNESS s 1.273973 trolling costs (AwCCs), selecting the best invest-
Kurtosis 4.290038

Note: Never (1), Rarely (2) Occasionally (3), Frequently (4),
Always (5).
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ment opportunities (AssCio), identifying prob-
lems (Probldent), facilitating financial reporting
(HFinRep), and supporting the development of
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business strategy (DevBusStrat). The standard de-
viations for these variables are approximately 0.45,
indicating moderate variability around the mean
and suggesting a consistent level of agreement
among the respondents.

3.2. Correlations results

This section presents a matrix of correlation co-
efficients to reveal the presence and direction of
associations between macroeconomic factors and
financial stability measured by ROA. Correlation
analysis illustrates the extent and direction of
linear relationships between pairs of variables.
The variables under consideration include ROA
against GDP, CP], IR, and ER as shown in Table 9.

Table 9. Correlation tests

£ 0.1035 i-0.0295 | —0.0692
AWCCS S L L L
0.1669 : 0.6938 : 0.3560
0.2023 :-0.0787 : —0.0277 . .
AssCio R e
. 0.0065 . 0.2934 | 07116 00529 00763
. 0.2369
Competitive i
0.0014
0.1050
Probldent i
0.1607
. 0.1524
. 0.0411
0.1866
DevBusStrat i

0.0121

Table 9 shows that the correlation analysis indi-
cates that the adoption of customer complaint as-
sessment (CComplIn) and the evaluation of the
number of returned products (NRP) demonstrate
a positive relationship with assisting in control-
ling costs (AwCCs), with significance levels of
0.0493 and 0.0435, respectively. Furthermore, it
is noteworthy that NRP shows a significant and
positive association with enhancing company
competitiveness and improving financial report-
ing (HFinRep), with significance levels of 0.0142

Table 10. Kao test for cointegration

and 0.0194, respectively. Adopting cash flow anal-
ysis (CFlow) methodology demonstrates a positive
and noteworthy impact on various facets of com-
pany operations. Specifically, it significantly con-
tributes to enhancing competitiveness, identifying
optimal investment opportunities (AssCio), refin-
ing financial reporting (HFinRep), and crafting
effective business strategies (DevBusStrat) with
significance levels of 0.0065, 0.0014, 0.0411, and
0.0121, respectively.

HO:  No cointegration.

Ha: All panels are cointegrated.

The results indicate that most variables have
p-values of 0.0000 for various versions of the
Dickey-Fuller tests; Dickey-Fuller t, Unadjusted
modified Dickey-Fuller t, Unadjusted Dickey-
Fuller t. Given these results, they suggest strong
evidence against the presence of a unit root in
the variables. In other words, the data appear to
be stationary. A stationary time series has prop-
erties that are constant over time, such as mean
and variance, making it suitable for many statis-
tical modeling techniques. Stationary data are
often a prerequisite for time series forecasting
models like ARIMA (AutoRegressive Integrated
Moving Average).

By concluding that the data are stationary, the
study confidently proceeded with further time
series analysis and modeling using the principal
component analysis (PCA), which is suitable for
addressing multicollinearity in a dataset.

The overall mass, or variance explained by the
principal component, across the variables in
Table 9 is approximately 0.005. This low value
signifies that these variables may not be the
dominant or primary factors explaining the
observed variability in the data. However, the

Model CFLow ROI V/Analysis CComplain NRP
¢ p-value : p-value p-value . p-value p-value
Modified Dickey-Fuller t {00000 : 0.2301 0.0000 : 0.0000 0.0348
Dickey-Fullert ... 00000 00018 00000 o= 00000
Augmented Dickey-Fuller t : 0.0959
Unadjusted modified Dickey-Fullert . . 00000 00000 00000 00000 0.0000
Unadjusted Dickey-Fuller t 0.0000 0.0000
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Table 11. Principal component analysis (PCA)
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Overall
Categories T
Quality

| Mass ! %inert

Coord

Dimesion_1 Dimension_2

Sqcorr Contrib Coord Sqcorr Contrib

1 0005

0.021

DevBusStrat

0.169
............................. OOOO
0.006

0.001
0.007
0.001
0.001
0.008

0.007
0.009
0.149

0.005

quality of representation, indicated by the ei-
genvalue associated with the principal compo-
nent, is close to 1. This suggests high quality and
implies that the principal component effectively
captures the underlying structure in the data.

%inert indicates how much the principal com-
ponent (PC) accounts for in the total variance
in the data, with AwCCS, AssCio, Competitive,
and Probldent showing the highest contribu-
tion at approximately 11%. The first dimension
displays values of close to 6.000, indicating a
strong positive association with the variables

Table 12. Vector autoregression (Var) tests

analyzed. This is supported by sqcorr values of
approximately 0.960, suggesting a high degree of
correlation and indicating that the variables are
well represented by this dimension. Contrib has
a value near to 0.160, meaning that Dimension
1 contributes approximately 16% to the total ex-
plained variances.

The findings show that the ROI and V/Analysis as
SMA practices are not determined by control vari-

ables for the adoption of SMA.

Table 12 confirmed the hypotheses of the study.

Variable Coefficient St.err. |t P>t [95% conf. Interval
CFLow 2457829 .0519309 4.73 0.000 1432913 3482744

069831 1918027

o s
.0430917 4155694

0374822 | 1519459

"""""""""""""""""""""" osonoss e
.0672471 .0981781

AssCio 0696696 2549311

0414972 4053278

NRP .0573264 . 0360953 1.59 0.114 -.0139117 1285645

http://dx.doi.org/10.21511/afc.05(1).2024.03
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Table 12 (cont.). Vector autoregression (Var) tests

Variable Coefficient St.errr. ;| t P>t [95% conf. Interval
CFLow .3260069 0512781  6.36 0.000 2248038 42721

S _0087198 e O _1448065 ............... P
Competitive VAnaIyS|s ................... .0857826 .”.0714371” o 120 ........ 0231 .......... - 0552066. :2267717.”“”
Compain . 2663747 . 0425499 . 626 0000 182397 . 3503518

NRP .0868612 037011 2.35 0.020 .0138158 1599066
CFLOW ................ - :2561909. S .053772 S 476 ......... OOOO - ..‘1500657 ..3623161.”“”
- 0723067 018 | 0.860 - 1299319

Probldent 14188
0846190 | 302650

NRP .0859759 .0388111 2.22 0.028 .0093779 1625739
T B R o T .‘1694792 R R
s s o oan o 139368
HFinRep VAnaIVSIS ............. ...41203676. S .‘20728544” ...... 165 .......... 165 ''''' h 264154
Compain . 285258 . 0433941 . 657 . 6§7 . 1995826 . 370869

NRP .0982655 .0377453 2.60 2.60 .0237708 1727601
CifLow 2 0587 278746 4208398

ROI 064301 .0691435 0.93 0.354 - 0721616 .2007636
Deveusstrat  VAnalysi . 0380711 . 0716344 . 053 0596 . 103307 . 1794496

CCompain 2874392 .0426675 6.74 0.000 ‘2032302 3716482
NRP H TN S 20622209. O 0371132 ‘‘‘‘‘‘‘‘‘ 168 .......... 0095 ............. _0110262 ‘‘‘‘‘‘‘‘‘‘‘‘‘ ines

Hi:

H2:

H3:

H4:
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CFLows as an SMA practice demonstrates
a positive and significant relationship with
AwCCs, AssCio, Competitive, Probldent,
HFinRep, and DevBusStrat, all at a signifi-
cance level of 0.000, well below the conven-
tional threshold of 0.05. These results sub-
stantiate the hypothesis that the adoption
of SMA depends on its capability to effec-
tively manage cash, thereby confirming the
hypothesis.

VAnalysis has not shown a significant re-
lationship with assisting with control costs,
Assists in choosing the best investment op-
portunities, Yield an advantage over com-
petitors, For problem identification, Helps
in financial reporting, and Development of
business strategy.

There is a positive and significant relation-
ship between the return on investment man-
agement as an SMA practice and helping in
financial reporting.

CComplain as an SMA practice is also posi-
tively and significantly related to AwCCs,
AssCio, Competitive, Probldent, HFinRep,

Hb5:

and DevBusStrat, all at a significance level
of 0.000, which is well below the convention-
al threshold of 0.05. These results validate
the hypothesis that the adoption of SMA is
influenced by its effectiveness in handling
customer complaints, thus confirming the
hypothesis.

NRP shows a positive and significant asso-
ciation with AwCC at a significance level of
0.039, Competitive at 0.020, Probldent at
0.028, and HFinRep at 0.010. These findings
provide evidence supporting the hypothesis
that NRP, as an SMA practice, is influenced
by these control variables.

4. DISCUSSIONS

The robust coeflicient tests for CFlow and
AwCCs reveal a significant relationship at
0.0000. The results align with some authors’
findings (Alsharari, 2024; Cinquini & Tenucci,
2010) that SMA practices address costing is-
sues leading to improved business performance.
This suggests that an SMA practice to assist with
control costs serves as a determining factor for
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small businesses to adopt strategic management
accounting tools such as CFlow, Compln, and
NRP. AssCio demonstrates a significant associ-
ation with CFlow and complaint techniques at
levels of 0.0000 and 0.0000, respectively. The re-
sults are in line with authors (El-Baz et al., 2013;
Aduvaga, 2020) who state that the SMA tech-
niques are useful in tackling the investment de-
cisions. This indicates that the adoption of cash
flow as an SMA practice and having a strategy
for handling customers’ complaints, and its abil-
ity to help select the best investment opportuni-
ties are significantly related. Competitive dem-
onstrates a positive correlation with CFlow and
NRP at levels of 0.0000 and 0.0020, respectively.
These results confirm the findings of Alsharari
(2024) and Cinquini and Tenucci (2010), who im-
plicitly argue that remaining competitive in the
marketplace requires a strategic approach, lead-
ing to improved performance both financially
and otherwise. These findings indicate that the
greater the integration of SMA techniques, such
as cash flow analysis and implementing measures
to mitigate product returns, the greater the com-
petitive advantage. Therefore, such practices are
more likely to be embraced within the business.

Accounting and Financial Control, Volume 5, Issue 1, 2024

Problem identification is associated with CFlow,
Complain, and NRP, with significance levels of
0.0000, 0.0000, and 0.0028, respectively. This sug-
gests that adopting CFlow, Complain, and NRP
as strategic management accounting tools is ac-
ceptable, provided they assist in identifying finan-
cial areas of concern that require improvement.
Improving financial reporting is associated with
CFlow, Complain, and NRP, with significance
levels of 0.0000, 0.0000, and 0.0010, respectively.
The findings align with Alsharari (2024), indi-
cating that SMA practices, such as enhancing fi-
nancial reporting, help improve a company’s cash
flows and customer service. This implies that the
adoption of CFlow, Complain, and NRP can be
justified, provided they contribute to enhancing
financial reporting by providing value-adding in-
formation. Developing business strategy is associ-
ated with CFlow and Complain at levels of 0.0000
and 0.0000, respectively. These findings align with
Nik Abdullah et al. (2020), who state that SMA en-
compasses a range of techniques and approaches
to formulate effective business strategies. This im-
plies that the adoption of CFlow and Complain
hinges on their ability to support the development
of a business strategy.

CONCLUSION

This study aimed to investigate the factors influencing the adoption of SMA by small enterprises in
South Africa, using KwaZulu-Natal as a case study. A quantitative research design utilizing a question-
naire was administered to SEs owners. The findings have shown that adopting SMA is driven by the
belief that it enhances both financial elements, such as cash flows, return on investment, and variance
analysis, as well as non-financial elements, like customer service. These findings show the crucial role
of SMA for small enterprises in South Africa, emphasizing its importance for their success and sustain-
ability. These results emphasize the strategic value of integrating SMA into SEs operations to achieve
competitive advantage and overall business success in the KwaZulu-Natal. The findings also align with
the contingency theory used in the study, which suggests that the successful adoption of SMA is con-
tingent upon the specific contextual factors within the small enterprises from KwaZulu-Natal Province.
The positive impact on both financial aspects and non-financial aspects highlights the importance of
tailoring SMA practices to fit the unique environment and strategic needs of the enterprise. This align-
ment with contingency theory highlights that there is no one-size-fits-all approach; instead, the effec-
tiveness of SMA depends on how well it is integrated and adapted to the particular circumstances and
challenges the business faces.

The study recommends that SEs offer training programs and workshops that indicate the financial and
non-financial benefits of SMA. This can help managers understand the value of SMA in improving
the management of cash flows, applying strategies on return on investment when making investment
decisions, improve variance analysis, and customer services. SEs should develop tailored SMA imple-
mentation plans to create strategies that align with their unique business contexts and strategic goals.
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It is important to provide frameworks that allow for flexibility and adapting SMA practices to diverse
business environments, acknowledging that a one-size-fits-all approach is ineffective. SEs are also en-
couraged to adopt cost-effective and user-friendly SMA software solutions to manage and analyze their
financial and non-financial data efficiently. Using Excel as an initial tool can be beneficial in this regard.
Additionally, universities and colleges are crucial in training SEs in technology use, ensuring they can
effectively leverage technological tools. Furthermore, government incentives, grants, and subsidies can
assist SEs in covering the initial costs of implementing SMA systems. It is also recommended that SEs
establish clear performance metrics to monitor the impact of SMA on both financial and non-financial
aspects of their business and ensure that SMA practices are integrated into the overall strategic plan-
ning and decision-making processes of the enterprise. This alignment will help in leveraging SMA to

achieve competitive advantage and long-term sustainability.
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