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Abstract: The government of Ethiopia gives special emphasis for small and micro enterprises in recent periods for the
development of the country and faces various challenges. One of the most critical problems is related to proper recording of
accounts and preparation of financial reports. The main objective of this study therefore to examine the accounting practices of
Small and Micro enterprises in north shewa zone of Amhara regional state of Ethiopia. 305 Small and micro enterprises were
selected as samples from five town administrations of north shewa zone. The researcher used purposive non probability
sampling techniques to select towns and disproportionate stratified random sampling techniques which involve dividing the
population into homogeneous subgroups in to sector wise (construction, urban agriculture, manufacturing and trade). The study
was revealed that more than 50% of the respondents do not keep the accounting records totally due to the reason that lack of
accounting knowledge, required more cost, waste of time, more labor intensive. Even for those respondents who prepare
accounting records the main constraint faced with them for proper accounting record is lack of accounting knowledge.
Therefore, the researcher recommended that the concerned governmental institutions Debre Berhan University, North Shewa
zone small and micro enterprises office and north shewa zone TVET colleges arrange training “sessions for those enterprises.
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1. Introduction
1.1. Back Ground of the Study

It is often said that the world has now become a global
village. Currently, the way and manner individuals,
enterprises and nations react to this assertion of globalization
tells it all. Specifically with business enterprises, this era
requires much more inputs of some sort to be able to
establish, survive and grow in order to properly assess the
concept of globalization. However, to merely survive as a
business enterprise requires a rigorous application of
accounting to every incident in a proper manner. This is due
to the fact that, resources of business enterprises are often
limited and their proper control in terms of allocation and
performance measurement has become the order of the day.

Accounting plays a critical role in the success or failure of
contemporary business institutions. Accounting systems are
responsible for recording, analyzing, monitoring and
evaluating the financial condition of companies, preparation

of documents necessary for tax purposes, providing
information support to many other organizational functions
[1]. In the context of SMEs, accounting information is
important as it can help the firms manage their short-term
problems in critical areas like costing, expenditure and cash
flow, by providing information to support monitoring and
control [17].

The contribution of Small and Micro Enterprises (SMEs)
to the economic development of most developing countries is
huge. Providing employment for almost two-thirds of the
countries working population, contributing to the government
revenue generation through the payment of income tax, as
well as providing income in terms of profits, dividends and
wages to households just to mention a few, has been the
ultimate trademark of SMEs to a developing country of
which Ethiopia is no exception. [18] contended that, growing
SMEs will also contribute to expanding the size of the
directly productive sector in the economy; generating tax
revenue for the government; and, all in all, facilitating
poverty reduction through fiscal transfers and income from
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employment and firm ownership.

For most developing countries including Ethiopia,
achieving low unemployment, improving income levels and
reducing poverty which eventually lead to economic success
largely depends on whether our SMEs are doing well or not.

For the SMEs also to do well there is the need for them to
attract and secure finance. Providers of finance will not
invest or provide funds unless they are assured that they will
not lose their investment. Most providers of finance assure
themselves with financial accounting information generated
from an adequate accounting system in order to reduce risk.

The question now is that, do the SMEs have in place
proper books of accounts to generate the much needed
accounting information that providers of finance and other
business partners require? The answer to the above question
makes it imperative for the researcher to look at financial
accounting practices of SMEs in Amhara region, north shewa
zone.

The study is relevant in the Ethiopian context given the
important role SMEs play in the economic development.
There is a need to explore the accounting practices of SMEs
in north shewa zone and to ascertain whether they are able to
meet the expectations of finance providers. This will improve
SMEs access to funds and improve the performance of the
general level of economic activity. The study adds to the
literature on accounting practices of SMEs and therefore adds
to a body of knowledge.

1.2. Statement of the Problem

The main objective of accounting systems is to provide
accurate information to owners and managers of SMEs
operating in any business for use in the measurement of
financial performance. Finally, the importance of financial
performance measurement to any enterprise, big or small,
cannot be over-emphasized [11]. In other words, since profit
maximization is most often given priority for business
entities, the accounting bases, concepts and principles
adopted to capture and report all the relevant accounting
information to ensure reliability in its measurement. Profits
reflect changes in wealth of owners and this can explain why
major economic decisions in business are centered on
financial performance as measured by profitability [5].

Based on the intolerable outcome that improper accounting
practices can have on SMEs, it is essential that the
accounting practices of SMEs supply complete and relevant
financial information needed to improve economic decisions
made by entrepreneurs. Based on the researcher knowledge
the issues related to accounting practices of SMEs in north
shewa zone is not scientifically investigated. Finally, this
research looks for to emphasis the need for it. The study also
has important policy implications for the government of
Ethiopia and SMEs in particular.

1.3. Objectives of the Research

1.3.1. General Objective
The general objective of this study is to investigate

Accounting Practices of small and micro enterprises in north
shewa zone of Amhara Regional state of Ethiopia.

1.3.2. Specific Objectives

1. To find out the types of accounting records being kept
and maintained by SMEs.

2. To examine the extent to which accounting information
is being used in measuring financial performance by
SME:s.

3. To analyze the completeness of accounting controls by
SMEs as a source of information for economic decision
making.

4. To identify challenges associated with accounting
records keeping of SMEs.

1.4. Significance of the Study

The SMEs play a great role in Ethiopian economy. “Very
few researches have been conducted in this area such as [8]”.
This study was conducted to investigate the extent to which
the SMEs owners or managers keep records of their business
operations were justified. It is envisaged that the findings of
this study was likely to provide a more comprehensive
picture of the current status of SMEs in terms of purpose of
recordkeeping and control. A more comprehensive picture
would, in turn, lead to a better understanding of this
phenomenon and thereby the development of more effective
strategies to aid effective operation of the SMEs.

This study was serve to preserve many of SMEs from
failure in the sense that it could raise awareness for the need
for training and the use of the available tools described in the
study to measure financial performance. SMEs might then be
able to foresee failure and change of their actions and attitude
in time to prevent it. Therefore, the result focused to create
the awareness of entrepreneurs to organize the accounting
records properly, in order to encourage the success of their
business and they can meet the obligation of providing
information for the government, lenders of finance and
creditors.

1.5. Delimitation of the Study

This research was carried out in Amhara region, North
Shewa Zone of Ethiopia and in particular, the focus is on
SME:s operating at five towns in North Shewa namely Debre
Berhan, Alem Ketema, Mechal meda, Shewarobit and Ataye.
The study focused on accounting practices in SMEs, since it
is a major challenge in generating adequate accounting
information for use in decision making.

In considering significant aspects of the accounting
practices, this study concentrated on internal factors of SMEs
but not captured much external environment factors such as
the accounting practices related to conducive environment,
politics, and different beaurocratic related factors. The
internal business function of the greatest concern in this
study is accounting practices because it is relevant to the
problems pertaining to small and micro enterprises at the
moment.
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2. Related Literature Review
2.1. Small and Micro Enterprise Defined

There are several ways of defining a small or micro
business. Regardless of their differences, all the definitions
agree on the common views that small or micro businesses
employ few persons and are characterized by a relatively
small amount of capital and turnover. There is no single
definition that can capture all the dimensions of “micro”,
“small”, “medium” or “large” nor can it expect to reflect the
differences between firms, sectors or countries at different
levels of development [13]. For instance, that, an annual
turnover of less than UDS100, 000 would probably define a
micro business in the United States of America but could
well include a medium-sized firm in other economies. The
United States Committee for Economic Development for
Small Businesses indicates that, “a small business will have
at least two of the following characteristics: Managers are
also owners; Owners supplied capital, Area of operation
mainly local; and Small in size within the industry”. The
main criteria used throughout the world to describe small
businesses as including: Sales value; Number of employees;
Financial strength; Relative size; Initial capital outlay;
Comparison with its past standards; Independent ownership;
and Type of industry.

Micro enterprise as “a business involving one to five
persons (typical a sole trader). Its character would be such
that its activities are simple enough to be managed directly
on a person-to-person basis and the scale of the operations
means it is unlikely to need or be able to afford to devote
significant staff time to accounting. Its operations are likely
to concern a single product, service or type of operations.
Only basic accounting is needed to record turnover, control
expenses and profitability, and if necessary, compute profits
for tax purposes. It is unlikely to have extensive credit
transactions”.

It also defines a small enterprise as “a business employing
6 to 50 persons. Such a business would probably have several
lines of activity and conceivably more than one physical
location. It would probably need loan finance and have to
report to lenders. Its payroll would potentially be quite large
and relatively complex and it would need management
information on turnover and costs analyzed by product line.

2.2. Small and Micro Enterprise in Ethiopia

According to the Small and Micro Enterprises
Development Strategy of Ethiopia (published 2011) the
working definition of SMEs based on capital and Labor is
illustrated as.

Table 1. The working definition of SMEs in Ethiopia based on capital and Labor employed.

S no Enterprise level Sector Hired labor Capital

1. Micro Industry <5 $6000 or £4500 or< birr 100,000
Service <5 $3000 or £2200 or< Birr 50,000

2. Small Industry 6-30 $90,000 or £70,000<Birr 1,500,000
Service 6-30 <Birr 500,000

Industry sector includes: Manufacturing, Construction and
Mining etc; Service sector includes: Trade, Transport, Hotel
and tourism, Information Technology, and Repair services
etc.

2.3. Accounting System and Controls for the Small and
Micro Enterprises

A good accounting system is not only judged by how well
records are kept but by how well it is able to meet the
information needs of both internal and external decision-
makers [12]. It is common for qualified accountants to do a
good job of keeping records up to date but they fail to
provide information needed by decision-makers [4]. For a
businessperson, an accounting system should be capable of
providing the following information:

a) Interim statements, quarterly or six-monthly that can
provide information about the progress of the business.
Such statements need not be detailed, but capable of
addressing the special needs of the business. Such
documents can also be circulated, if necessary, among
external users such as lenders.

b) Efficiency cash flow planning is very important for the
small business. An annual cash flow forecast, reviewed
periodically, could indicate overall financial

requirements. Such a statement can be prepared only
with the help of a well-designated accounting system
[10].

c¢) An accounting system, in addition to providing
financial statements, must be capable of generating
other useful information in the form of reports. These
include aged accounts receivable, aged accounts
payable, stock and bank balances, etc.

d) In the case of manufacturing enterprises, cost records
are very useful in estimating costs and determining
prices. The accounting system for such enterprises must
provide reliable data for cost estimation.

Regarding accounting control procedures for small and
micro business enterprises, it is important to have a system of
control over all business activities, as a well-designed and
properly implemented control system can ensure: Protection
of resources against waste and fraud; Accuracy and reliability
in accounting data; and Success in the evaluation of the
performance of the business.

2.4. Accounting Practices of SMEs

A thread of the literature looks at the importance of
accounting systems on the basis of its application in
assessing the performance of businesses by all stakeholders.
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In the process of planning for profit, financial information is
assembled in a way that can help make informed judgment
and take decisions concerning the organization. An emphasis
is laid on the significance of keeping proper books of
accounts since it enables small businesses to have accurate
information on which to base decisions [3, 7]. SMEs project
purchase and sales, determine break-even point, and make a
wide range of other financial analyses based on accounting
information. The study contends that, lack of proper
accounting records has seen the closure of some businesses,
and thus makes it a significant issue for business success.
The quality of accounting information utilized within the
SME has a positive relationship with an entity’s performance
and survival. Similarly, it has been emphasized that there is
the need for financial information for small and micro
business units due to the volatility normally associated with
their situation such as unstable cash and profit positions, and
reliance on short-term borrowing [9, 16]. Accurate
recordkeeping of SMEs transactions is essential to the
growth of the enterprises [2]. The findings of this study
showed that the owners/managers of the SMEs had positive
attitude towards the recordkeeping but lacked knowledge of
the recording.

Accounting is one of the important types of information
for decision making both within and outside the organization,
and the quality of this information gauged by its relevance
and its reliability for a particular decision is equally
important [15]. Many enterprises record their transactions
randomly without adherence to any established structures of
accounting; hence making it difficult in keeping track of the
cash flows in the enterprises. On the other hand accounting
information could help SMEs manage short-term problems in
such areas as costing, expenditure and cash flow by
providing information to support monitoring and control
[17].

2.5. Prior Studies on Small and Micro Businesses

A bleak state of affairs regarding how accounting and
control systems are kept and exercised respectively by most
SMEs. It appears that these crucial ingredients of business
management have been relegated to the very background
[14]. The results are somehow a reflection of the assertion by
most SMEs that they were making losses. This is perhaps as
a direct result of the absence of important accounting
controls in their businesses which consequently exposed their
operations to lapses, misappropriations and general
inefficiencies. The majority of SMEs (especially those in the
micro business sector) accounts preparation and perhaps
book-keeping to a greater extent has to do with satisfying
external partners banks, taxation and so on.

SMEs do not maintain proper books of accounts because
owners do not appreciate the need to keep accounting
records, lack the necessary accounting knowledge and blame
the cost of hiring accounting professional. Consequently, the
application of accounting information to support assessment
of financial performance by SMEs in Ghana is inefficient

[11].

A study revealed that SMEs do not keep complete
accounting records because of lack of accounting knowledge
and the cost of hiring professional accountants. As a result,
there is inefficient use of accounting information to support
financial performance measurement by SMEs [2]. This made
it difficult for the entrepreneurs to calculate their business
profit efficiently. Failure of keeping of accurate records was
highly blamed on the lack of skills in this field. The study
further discovered that the owners and managers of SMEs
were highly willing to learn more about how to keep accurate
records of their business transactions.

3. Research Design and Methodology
3.1. Research Design

The target of this investigation is to describe a set of
phenomenon or situation in relation to accounting practices
of small and micro enterprises (SMEs). Therefore,
descriptive research design is appropriate for this study.

3.2. Sources and Method of Data Collections

The researcher mainly used Primary data sources; Primary
data sources are original or un-interpreted accounts pertaining to
people, objects, or events that are collected for the task at hand.
As widely accepted, the survey method is a fact-finding study
that involves adequate and accurate interpretation of findings
[6]. Therefore, primary data were collected using questionnaires
(a research instrument consisting of a set of questions (items)
intended to capture responses from respondents in a
standardized manner); in the selected towns of North Shewa
Zone) from owners/ managers of the enterprise.

3.3. Population

The target population of the study was comprised of 1287
registered SMEs in North Shewa Zone towns’ administration of
Amhara Regional state of Ethiopia which were found in the
growth and maturity stage. The questionnaires were divided into
three sections: Demographic Characteristics of Respondents,
Profile of the entity and Accounting practices which
encompasses recording, control, preparation of financial reports
and its challenge.

3.4. Sample and Sampling Techniques

The sample has been taken from selected towns of north
shewa zone of Amhara regional state of Ethiopia mainly from
(Debre Berhan, Alem Ketema, Mehal meda, Shewarobit and
Ataye). The researcher used purposive non probability sampling
techniques to select towns and Disproportionate stratified
random sampling techniques which involve dividing the
population into homogeneous subgroups in to sector wise
(construction, urban agriculture, manufacturing and trade).

3.5. Sample Size

The basis for calculating the size of samples is that there is
a minimum sample size required for a given population to
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provide estimates with an acceptable level of precision. Any
sample larger than this minimum size (if chosen properly)
should yield results no less precise, but not necessarily more
precise, than the minimum sample. Therefore, in this study
the researcher determined the sample size using Yamane
simplified formula of 1967, as follows:

n=N/1 + N(e)

Where:

n is the sample size,

N is the population size, and

e is the level of precision.

Therefore, n= 1287/ 1 + 1287(.05)*= 305

Based on this formula the researcher selected 305 SMEs
operating in 5 town administrations of north shewa zone. For
easily managing of data and accurate information researcher
excluded those enterprises at start up stages not yet operating.

3.6. Data Analysis Procedure

Data analysis is a body of methods that help to describe
facts, detect patterns, develop explanations, and test
hypotheses. So, the data in this research were collected by
using questionnaire and analyzed using tabulation.

4. Result and Discussion

It deals with the analysis and discussion of the descriptive
results. From the total 305 questionnaires distributed to
respondents 295 completed well and the remaining 10 were
not returned. Therefore, the analysis of data was based on
295 returned responses.

Table 2. Sex, Age and Educational Background of respondents.

found at the age of less than 35 years. Under these productive
age category people can contribute a lot for the development of
the country. Therefore, the concerned body should assist them to
encourage more. From table 2 again the education status of
respondents indicated that 58 (19.7%) were grade ten
completed, 47 (15.9%) were grade twelve completed, 105
(35.6 %) were TVET completed and the remaining 85 (28.8%)
were degree holders. This result indicated that majority of the
respondents were TVET completed, this happened due to the
government gave emphasis to job creation instead of searching
for employment. So, TVET graduates were more eager than
others up to the nearby years since they trained more practically
than others.

Table 3. Investment sector, Age of investment and number of Labor employed
in the enterprise.

Frequency Percentage
Investment sector
Construction 73 24.8
Manufacturing 85 28.8
Trade 90 30.5
Urban Agriculture 47 15.9
Total 295 100
Age of investment
1-5 years 140 47.5
6-10 years 113 38.3
11-15 years 42 14.2
Above 15 years - -
Total 295 100
Labor employed
Permanently employed 165 25.5
Temporarily employed 76 11.7
Contract 210 32.5
Others 196 30.3
Total 647 100

Frequency percentage
Sex
Male 190 64.4
Female 105 35.6
Total 295 100
Age
20-25 years 56 19
26-30 years 95 322
31-35 years 73 24.7
36-40 years 41 13.9
Above 40 year 30 10.2
Total 295 100
Educational Background
Illiterate - -
Elementary Completed - -
Grade 10 completed 58 19.7
Grade 12 completed 47 15.9
TVET completed 105 35.6
Degree holder 85 28.8
Total 295 100

Source: Survey Data, 2018.

Table 4. Keeping Accounting Records.

Source: Survey Data, 2018.

From the above table 2 out of the total 295 complete
responses 190(64.4%) comprises males while the remaining
105(35.6%) were females, which indicates the government of
Ethiopia should strive to bring females to the business stream of
MSEs. One can also see that 224(75.9%) of the respondents

Frequency  percentage
Do you keep accounting records in your
enterprise?
Yes, in a proper manner 40 13.6
Yes, but rarely 98 33.2
Not at all keep the records 157 532
Total 295 100
Reason for keeping accounting records
For Tax purpose - -
For Loss and profit sharing 28 20.3
To know revenue and expenses 30 21.7
Getting loan 26 18.8
To identify payable/receivable accounts 7 5.1
To determine progress of business 47 34.1
Total 138 100
Reason for not keeping accounting
records
Time consuming 10 6.4
Required more cost 31 19.7
Lack of accounting knowledge 98 62.4
Levying of more taxes - -
More labor intensive 18 11.5
Total 157 100

The responsible body handling
accounting records
Owner/manager 84 60.9
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Frequency percentage
Internal accountant 34 24.6
External accountant 20 14.5
Total 138 100

Source: Survey Data, 2018.

Table 3 above shows that from the total 295 projects trade,
manufacturing, construction and urban Agriculture accounted
90(30.5%), 85 (28.8%), 73 (24.8) and 47 (159 %)
respectively. When come to age of investment 253 (85.76%)
were less than age of 10 years. None of these enterprises
exist before 15 years since it is a recent trend the government
of Ethiopia give emphasis for small and micro enterprises.
Table 3 above also depicted that from the total 647 labors
employed in 295 enterprises 210 (32.5%) were contract
workers, while 196 (30.3) were others which includes the
owners, Family members and causal employees. Only 165
(25.5 %) of employees were permanently employed.

Regarding keeping accounting records table 4 above
demonstrated that 157 (53.2%) do not keep records totally,
98 (33.6%) were keep the records in rare cases and 40
(13.6%) keep the accounting records in a proper manner. 47
(34.1%) of the enterprises keep the records for determining
of progress of the business, while 7(5.1%) were used the

accounting records to identify payable/receivable accounts.
From the total 157 SMEs not keeping accounting records 98
(62.4%) replied that they lack accounting knowledge how to
prepare the records which is similar to [11] found that SMEs
do not maintain proper books of accounts because owners do
not appreciate the need to keep accounting records, lack the
necessary accounting knowledge and blame the cost of hiring
accounting professional in Ghana SMEs. 10 (6.4%)
responses that they do not keep the accounting records since
it take time. None of the respondents replied that the reason
for not keeping accounting recording for panic of more taxes
since in MSEs in Ethiopia taxed based on assessment i.e
assessments are prepared as of a specific date each year and
often based on recent sales of comparable properties in the
vicinity and local governments used these tax assessment as
the basis of property tax bill. Table 4 above also indicated
that in 84 (60.9%) of enterprises owners/ managers were
responsible for handling of the accounting records. This
indicates that most of micro and small enterprises run by
family members and they do not worry about whether the
record is kept in a proper manner since they mainly lack
accounting knowledge and its significance in economic
decision making.

Table 5. Control mechanism of cash receipts.

How can you control cash receipt in your organization Frequency Percentage
Deposited in to bank instantaneously 90 30.5
Keep in cash on hand 35 11.9
Owner personal safe keeping 98 33.2
By purchasing productive assets 72 24.4
Total 295 100

Source: Survey Data, 2018.

From table 5 above 98 (33.2%) and 90 (30.5%) of
respondents replied that the amount of cash was controlled
under the owners personal safe keeping and immediately

deposited in to bank respectively. The result also indicates that
most of the enterprises do not keep the amount of cash receipts
on hand, it may somewhat reduces the stealing of cash.

Table 6. Challenges for preparing of financial statements/reports for those keeping records.

Frequency Percentage
Which challenges mostly faced with you in preparing of accounts?
Cost constraint 31 22.5
Inadequate accounting skill 80 58
Family influence 9 6.5
Lack of skilled personnel 18 13
Total 138 100
What measurement action you had taken to minimize these challenges facing in your accounting practices?
Use of consultants at reduced fees 96 69.6
Periodic training on book keeping 33 23.9
Reduction of family interference 9 6.5
Total 138 100

Source: Survey Data, 2018.

From the total 138 respondents who keeps accounting
records shown in table 6 above 80 (58%) replied that
inadequate accounting skill was the major challenge for
keeping accounting records and preparation of financial
reports, while 31 (22.5%) faced cost constraints to prepare

their financial reports in a proper manner. Table 6 also shows
that 96 (69.6%) of respondents tried to use consultants and
33 (23.9%) had taken periodic training on book keeping as a
remedial action to minimize the challenges faced in
accounting records and reports.
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Table 7. Support from the concerned body.

Is there any support from the concerned government for the proper recording of accounts and preparation of reports  Frequency  Percentage
Yes 98 33.2
No 40 13.6
Missing 157 53.2
Total 295 100

Source: Survey Data, 2018.

Table 7 above describes from the government side for the
proper recording of accounts and preparation of financial
reports. From this one can understand that more than 50% of
respondents omitted since totally they do not keep the
records and prepare financial reports, and nobody gave
support regarding record keeping and preparation of financial
reports due to size of their businesses they do not bother
about records these were mainly the micro enterprises. 98
(33.2%) were taken trainings to keep their accounting records
properly for proper recognition of revenues and expenses,
and in rare cases for access to loan. 40(13.6%) did not get
any support from the concerned body even if they prepared
records by the consent of the owners.

5. Conclusion

Based on the finding of the study the researcher found that
from the total respondent’s females accounted 35.6%. Even if
the government of Ethiopia recently gives emphasis to small
and micro enterprises for the development of the country the
participation of females still needs improvement especially in
construction and manufacturing sectors.

As accounting is the language of business which is used to
communicate business information to make the informed
judgment and decision. Some study argued that accounting
information could help SMEs manage short-term problems in
such areas as costing, expenditure and cash flow by providing
information to support monitoring and control such as [17].

Even though the most important part of accounting is
recording the accounts the study found that more than 50% of
enterprises do not keep records only 13.6% keep the records
properly. The major reason behind not keeping the records
includes lack of accounting knowledge, required more labor,
required more cost to hire professionals and wastage of time.
The result indicates that the awareness and knowledge of
accounting practices in small and micro enterprises is low.

6. Recommendations

From the conclusion driven above participation of females
in Small and Micro Enterprises still needs improvement
especially in construction and manufacturing sectors
Therefore, the concerned government should strive to
accommodate the difference and bring women in the main
stream of development. The result also indicates that the
awareness and knowledge of accounting practices in small
and micro enterprises is low. So, the concerned body should
create awareness and provide training in book keeping and
accounting, the main burden may levied to Debre Berhan

University, North Shewa Zone poly technic colleges and
north shewa zone small and micro enterprise office.
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