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CHAPTER ONE 

INTRODUCTION 

1.1 Background to the Study  

Small and Medium Enterprises(SMEs) contribute over 90% of the private sector production; they 

are the major sources of jobs in developing countries and also play a vital role in income 

generation in developing countries. They played very important roles in the process of 

industrialization as well as sustainability in every economy. These roles are more of economic 

sustainability in developed countries and more of economic growth in developing ones. (Modugu 

& Eragbhe, 2013). The SMEs also act as catalyst for growth and development of a national 

economy as shown by emperical studies (Anthony & Arthur, 2008; Chinweuba & Sunday, 2015 

& Vijayakumar, 2013).  

According to World Bank 2019, SMEs play a major role in most economies, particularly in 

developing countries. They account for the majority of businesses worldwide and are important 

contributors to job creation and global economic development. They represent about 90% of 

businesses, more than 50% of employment worldwide with formal SMEs contributing up to 40% 

of national income (GDP) in emerging economies. 

In recent decades, Nigeria has made it one of the nation’s prime objectives to expand its 

industrial base through creation, sustenance and growth of small and medium scale enterprises 

for attainment of economic growth. The Small and Medium Scale Enterprises Development 

Agency of Nigeria and the National Bureau of Statistics (SMEDAN & NBS) in a collaborative 

study of Micro, Small and Medium Enterprises (MSMEs) in Nigeria carried out in 2013, defined 

SMEs as firms employing between 10 and 200 employees, and having the value of their assets 

between N5, 000,000 and N500, 000,000 (excluding land and building). 



In recognition of the role of SMEs as catalyst for growth in the economic development of 

Nigeria, government had taken concerted efforts to boost the SME sector through fundamental 

policy support such as the creation of Small and Medium Enterprises Development Agency of 

Nigeria (SMEDAN) in 2003 solely responsible for the promotion and development of this sector 

, YOU WIN in 2011, N-Power and Trademoni schemes in 2016 and other funding access of the 

development banks and central bank of Nigeria such as SMEEIS in 2009.(SMEDAN and NBS 

Collaborative Survey, 2017) 

The purpose of these initiatives among several others by the federal government was to reduce 

poverty through job creation and ensure the realization of vibrant SMEs in the economy. 

Unfortunately, this had not been realized in Nigeria due to constraints internal to the firm such as 

business failure and lack of standard accounting system in their business environment.  

The place of sound accounting and internal control systems in any business, irrespective of its 

scale, cannot be overemphasized. A vast majority of small-scale businesses cannot afford the 

complexity of a detailed accounting system even if they would have. Hence, the existence of 

single entries in their books and in some cases on incomplete records (Wood, 1979; Onaolapo, 

Fasina, Opoola & Olatunji, 2011). 

An accounting system is used to record, retain and reproduce financial information relating to 

financial transaction flows and financial position. Financial transaction flows encompass 

primarily inflows on account of incomes and outflows on account of expenses. (Onaolapo & 

Adegbite 2014) 

According to Olatunji (2013), an accounting system is an orderly, efficient scheme for providing 

accurate financial information and controls. Regulatory requirements and internal administration 



policies are key considerations in the design of an effective accounting system. Thus accounting 

systems show the books, records, voucher, files and related supporting data resulting from the 

application of the accounting process which involves the design of documents and transactions 

flow through an organization.  

Accounting information system is a system of collecting, storing and processing financial and 

accounting data that are used by decision makers, by management or externally by other 

interested parties including investors, creditors and tax authorities (Manaye, 2016).  

Financial performance refers to a firm’s ability to achieve planned financial results as measured 

against its intended outputs. (Mutende, Mwangi, Njihia, & Ochieng, 2017) Financial 

performance is usually measured using financial ratios, such as ROE, ROA, return on capital, 

return on sales (ROS) and operating margin (Gilchris, 2013). 

According to Farah, Farrukh, and Faizan (2016) financial performance is an extent to which a 

company’s financial health over a period of time is measured. In other words, it is a financial 

action used in order to generate higher sales, profitability and worth of a business entity for its 

shareholders through managing its current and non-current assets, financing, equity, revenues 

and expenses.  

Alasadi and Abdelrahim (2007) opined that the performance of SMEs is viewed from the 

satisfaction of the owner/manager in respect of variables such as profit, turnover and business 

development. This also sheds light on both the qualitative and quantitative interest of 

managers/owners on two types of performances - financial and non-financial measures of 

performance. 



 In addition, most research in the area of accounting information system in SMEs has been 

conducted among populations from developed countries namely the U.S. and Europe, compared 

to studies on accounting information s/ystem in SMEs in developing countries which are limited 

(Fagbemi & Olaoye, 2016; Harash, 2014; Harash, 2015; Amoako, Marfo, Gyabaah, and Gyamfi, 

2014). This study intended to empirically examine the relationship between accounting system 

and financial performance of SMEs in Nigeria with emphasis on book keeping and internal 

control as variables for accounting system; net profit and revenue as basis of measurement for 

financial performance. 

1.2 Statement of the Research Problem  

Many small and medium enterprises are gaining widespread acceptance as viable drivers of 

economic growth across the globe but several of these enterprises collapse without fulfilling the 

set objectives due to poor management and lack of proper accounting structure (Olatunji, 2013). 

Audits of small scale enterprises have proven to be among the most worrisome for professional 

accountants because of the inadequacy of the internal controls. Except for statutory demands, 

small and medium scale enterprises hardly give serious thoughts to the process of sound 

accounting, yet the inadequacy and ineffectiveness of accounting processes have been 

responsible for untimely collapse of a host of them (Mukaila and Adeyemi, 2011).  

According to Abeh (2017), SMEs are unable to employ and maintain highly skilled workers 

because of their small sizes and the limited capital available. Skilled personnel like accountants 

and managers that are meant to be employed by SMEs are not engaged partly due to financial 

problems. This has resulted in poor accounting and financial management practices experienced 

by SMEs in Nigeria. 



Most of the SMEs lack standard accounting system particularly book keeping and internal 

control and this had been asserted as a major gap in Nigeria’s industrial development process 

over the years.  

This research work was carried out to identify the relationship between accounting system 

and financial performance of SMEs in Lokoja Metropolis, Kogi state.  

1.3 Research Questions  

In providing answer to the above problems, the following research questions were formulated:  

1.  Does book keeping have any significant relationship with net profit of SMEs in Kogi State?  

2. Does internal control have any significant relationship on the net profit of SMEs in Kogi 

State?  

3. Does book keeping have any significant relationship with revenue of SMEs in Kogi State? 

4. Does internal control have any significant relationship with revenue of SMEs in Kogi State? 

1.4 Objectives of the Study  

The main objective of this study is to assess the significant relationship of accounting system and 

financial performance of SMEs in Kogi State. The specific objectives are to: 

i. evaluate the significant relationship between book keeping and net profit of small and 

medium enterprises in Kogi State; 

ii. analyze the significant relationship between internal control and net profit of small and 

medium enterprises in Kogi State;  

iii. assess the relationship between booking keeping and revenue of small and medium scale 

enterprises in Kogi State;  



iv. investigate the relationship between internal control and revenue of small and medium 

scale enterprises. 

1.5 Research Hypotheses  

In achieving the above objectives the following hypotheses were formulated:  

H01: Book keeping does not have any significant relationship with the Net Profit of SMEs in 

Kogi State. 

H02: Internal control does not have any significant relationship with the Net profit of SMEs in 

Kogi State.  

H03: Book keeping does not have any significant relationship with Revenue of SMEs in Kogi 

State. 

H04: Internal control does not have any significant relationship with Revenue of SMEs in Kogi 

State. 

1.6 Significance of the Study  

This study is very relevant to many stakeholders, among others are: 

SME operators: This study will enlighten the SMEs on why they should adopt a sound 

accounting system particularly the importance of book keeping; and also putting a good internal 

control in place to achieve better performance in their business. Also it is set out to draw 

awareness on the importance of keeping adequate financial reports that will aid timely decision 

making and putting internal control in place to minimize loss in SMEs. 

Government: It will help the government to know the necessary areas to improve in terms of 

regulatory accounting policies applicable to small businesses and the areas of SMEs that need 

enlightenment through programmes and seminars for improved performance. 



Prospective Investor- This study will be of help to prospective investor that may want to 

establish his or her own business to known those things that can really contribute to the success 

of the business and better performance. 

Researchers: This will be of help to other researchers that may want to carry out research in 

same area or related area as part of literature that need to be reviewed to establish his or her own 

gap. 

1.7 Scope of the Study 

For the purpose of this study, accounting information  system is narrowed down to book keeping 

and internal control, and in measuring the performance of SMEs, two accounting –base measures 

were adopted as my proxies: they are net profit and revenue taking into cognizance the activities 

of SMEs domiciled in Lokoja Metropolis, Kogi State of Nigeria.  

The scope of this study covers all the Seven hundred and twenty five (725) SMEs domiciled in 

Lokoja Local Government that registered their businesses in Ministry of Commerce and Industry 

as at 31st December 2019. 

 

1.8 Limitations of the study 

A lot of stress was encountered during the survey work because the SMEs were scattered all 

over. Illiteracy of few of the respondents was another problem encountered during the period of 

gathering information. 

All areas could not be adequately covered on time because of limited resources and there was 

also inadequate fund to carry out the research work on a wider geographical scope. 

With all the above limitations, the researcher still ensured that quality work was carried out. 

 



1.9 Operational Definition of Terms 

Accounting system – This is a system that records, retains and reproduces financial information 

relating to financial transaction flows and financial position.  

Book Keeping - involves identification, classification, storage and protection, receipt and 

transmission, retention and disposal of records for preparation of financial statements. 

Internal control – comprises the whole network of systems established in an organization to 

provide reasonable assurance that organizational objectives will be achieved and protect 

resources from theft and waste 

Financial Performance of SMEs - This is measured by the achievement of set objectives of 

profit maximization as well as the “going concern” of the Enterprise. 

Net Profit : Net profit, also called net earnings or net income and informally ‘the bottom line’, is 

calculated by adding up a business’ total expenses, and subtracting that from its revenue – this 

shows what the company has either earned or lost over a specific accounting period, which could 

be one month, one quarter, six months, or one year 

Revenue: Revenue is the value of all sales of goods and services recognized by a company in a 

period. Revenue (also referred to as Gross Sales or Income and informally ‘the top line”). It is 

the total amount of income generated by the sale of goods or services related to the company's 

primary operations. 

 

 

 

 



CHAPTER TWO 

LITERATURE REVIEW 

2.1   Introduction 

This chapter discuss the conceptual framework for all the variables under the study extensively, 

also the theoretical framework which discuss the theories underpinning the study. Finally , the 

empirical literatures, this shows the studies that has been carried out by other researcher in 

related areas of the study that enable us to establish the gap in literature of other empirical 

studies  

2.2 Conceptual Framework 

2.2.1 Concept of Small and Medium Enterprises  

According to various literatures, the definitions of SMEs vary in different economies but the 

underlying concept is always the same. They have long been recognized as instrument 

of economic growth and development. 

There is no standard international definition of small and medium-sized enterprise; they are 

defined differently in the legislation across countries, in particular because the dimension 

“small” and “medium” of a firm are relative to the size of the domestic economy. For statistical 

purposes, the Organization for Economic Co-operation and Development (OECD) refers to 

SMEs as the firms employing up to 249 persons, with the following breakdown: micro (1 to 9), 

small (10 to 49) and medium (50-249). This provides for the best comparability given the 

varying data collection practices across countries, noting that some countries use different 

conventions. (OECD 2017). 



In Nigeria, there is no clear-cut definition of small and medium scale enterprises. However, 

section 351 (1) of CAMA 2004 as amended describes the small company as “a private company 

having a share capital; the amount of its turnover for the year in question should be a maximum 

of #2 million, or such amount as may be fixed by the commission; the net assets value is not 

more than #1 million; none of its members is alien, government or a government corporation; the 

directors should hold at least 5% of its equity shares capital.  

With the introduction of the National Policy on MSMEs in Nigeria, the topical issue of what 

constitutes micro, small and medium enterprises has been addressed. The dual-criteria class 

limits, employment and assets (excluding land and buildings) were adopted as shown below. The 

employment criterion, however, retains precedence over assets in resolving any disagreement in 

classification. 

S/N Size Employment Assets (N Million)(excl. land and buildings) 

1 Micro Enterprise Less than 10 Less than 10 

2 Small Enterprise 10-49 Less than 100 

3 Medium Enterprise 50-199 Less than 1000 

Source: SMEDAN National Policy on MSMEs, 2015 

Consequently: Micro Enterprises are those enterprises whose total assets (excluding land and 

buildings) are less than Ten Million Naira with a workforce not exceeding ten employees; Small 

Enterprises are those enterprises whose total assets (excluding land and building) are above Ten 

Million Naira but not exceeding One Hundred Million Naira with a total workforce of above ten, 

but not exceeding forty-nine employees; while Medium Enterprises are those enterprises with 



total assets (excluding land and building)  of above Fifty Million Naira, but not exceeding One 

Billion Naira with a total workforce of between 50 and 199employees. (SMEDAN & NBS, 

2017). 

Agbaje, Osho and Abiodun (2015) observed that SME has a long history like every other part of 

the world. Historically, “Small and Medium enterprises have its origin in the eastern and 

Mediterranean”, small and medium enterprises, all over the world is divergent arrays of business 

concerns involved in economic activities sparring from micro and rural enterprises, to 

contemporary industrial organizations that uses sophisticated technologies. It was the means of 

survival for the people since ages; it has managed to save many poor homes that have the 

innovation to start a unique business but with different problems with establishment or survival. 

Many economies, developed and developing have come to realize the value of small businesses. 

Governments all over the world have realized the importance of this category of companies and 

have formulated comprehensive public policies to encourage and support the establishment of 

small and medium enterprises (SMEs).  

Ogechukwu, Oboreh, Umukoro and Ayozieche (2013) were of the view that Small scale 

business, small scale industries and small scale entrepreneurship are used interchangeably to man 

a small scale industry firm. In Nigeria and worldwide, there seems to be no specific definition of 

small business. Different authors, scholars, and schools have different ideas as to the differences 

in capital outlay, number of employees, sales turnover, fixed capital investment, available plant 

and machinery, market share and the level of development. 

According to Ojha (2016), SMEs convert the dormant and idle resources like land, labour and 

capital into goods and services resulting in increase in the national income and wealth of a 



nation. The increase in national income is an indication of increase in net national product and 

per capita income of the country, which invariably reduces poverty. 

Modugu and Eragbhe (2013) asserted that SMEs contribute over 90% of the private sector 

production; they are the major sources of jobs in developing countries and also play a vital role 

in income generation in developing countries. 

SMEs were also regarded as the bedrock for industrialization. They played very important roles 

in the process of industrialization as well as sustainability in every economy. These roles are 

more of economic sustainability in developed countries and more of economic growth in 

developing ones.  

According to Umar as cited in Kehinde, Abiodun,. Adegbuyi. and Oladimeji, (2016), the concept 

of the small size firm is a relative one and it depends mainly on both the geographical location 

and the nature of economy that the activity is being performed. A small scale enterprise is a 

privately owned and operated business characterized by a small number of employees and low 

turnover. 

2.2.2 Concept of Accounting System 

According to Olatunji (2013), an accounting system is an orderly, efficient scheme for providing 

accurate financial information and controls. Regulatory requirements and internal administration 

policies are key considerations in the design of an effective accounting system. Thus accounting 

systems show the books, records, voucher, files and related supporting data resulting from the 

application of the accounting process which involves the design of documents and transactions 

flow through an organization.  



Accounting systems grant a basis of information to SMEs owners and managers operating in any 

industry for the use in measurement of financial performance. (Maseko &, Manyani, 2011), 

Accounting as an information system, forms an integral part of management information system;  

it collects data and communicates economic information about a business enterprise. Abolarin 

(2006) opined that a system is said to be the composition of various components, while 

procedure is an order of doing things; for instance, books of original entries cannot be entered 

unless source documents such as vouchers, cheque, receipts (received or issued) statement from 

invoices are firstly acquired.  

The accounting system is the major quantitative information system in almost every organization 

(Horngren & Sundem, 1987) while Alabede (2004)  pointed out that an accounting system is part 

of management information system established in an organization to enable management obtain 

an accurate and timely information for the purposes of decision-making, controlling and 

planning.  

Furthermore, Harmernson (1980) in his definition, sees accounting system as a set of records 

(Journals, ledger, working sheets, trial balances and reports) plus procedures and equipments 

regularly used to process business transactions. According to him, for the accounting system to 

be effective, the following should be put in to consideration: provide for efficient processing of 

data at the least possible cost, ensure a high degree of accuracy, and provide for internal control 

to prevent theft or fraud among others.  

According to Borhan and Nafees (2018) accounting information system is the process of 

collecting, analyzing and converting data into action. This definition justifies accounting 

information system as a computer based system that collects data, process and analyses data and 

produces results or output.  



Kashif (2018) states that accounting information system is a combination of people, equipment, 

policies, and procedures that work together to collect data and transform it into useful 

information. AIS is a system that provides people with either data or information relating to an 

organization's operation to support the activities of employees, owners, customers, and other 

stakeholders in the organization's environment by effectively supplying information to 

authorized people in a timely manner. 

Borhan and Bader (2018) defined accounting information system as a system which contains a 

group of harmonized business, components, and resources which processes, manage, and control 

the data for producing and carrying the relevant information for decision makers in the 

organization. Accounting information requires series of processes to carry out its function just 

like any other system. It is a connected and homogeneous set of the resources and different 

components (human, equipment, finance, etc) that interact simultaneously inside a specific 

framework to work towards the achievement of organizational goals. 

Important information comes from accounting information systems (AIS). As a consequence, 

processing the accounting information is one of the most decisive elements of the pre-decisive, 

i.e. pro decisive process of accountants, consultants, business analysts, managers, chief financial 

officers (CFOs), auditors and regulatory and tax agencies (Fagbemi & Olaoye, 2016; Harash, 

2014; Harash, 2015). Therefore, accounting information system is a system of collecting, storing 

and processing financial and accounting data that are used by decision makers by management or 

externally by other interested parties including investors, creditors and tax authorities Manaye, 

(2016).  



AIS are critical to the production of quality accounting information to provide accurate and 

timely reports and the communication of that information to the decision makers (Harash, 2014; 

Harash, 2015). AIS is vital to all organizations, designed to help in the management and collect 

information, raw data or ordinary data and transform them into financial data for the purpose of 

reporting them to decision makers and control of topics related to organization (Dandago & 

Rufai, 2014; Harash, 2014; Harash, 2015).  

AIS are also system used to provide internal and external reporting data, financial statements and 

trend analysis capabilities to affect an organizational performance (Fagbemi & Olaoye, 2016). It 

is one of the core success factors that effectively support the achievement of accounting and 

financial objectives, improve strategic effort of SMEs and improve data sharing and integrity. 

AIS also provide an opportunity to update procedures and align them with perceived examples of 

best practice (Fagbemi & Olaoye, 2016; Harash, 2014; Harash, 2015). 

Also, AIS can be referred to as a compilation of data and processing methods that generates the 

requisite information of the user (Hall, 2012). According to Hall (2012) the basic aim behind 

AIS is to generate information to outer individuals and groups like management and operational 

personnel. Other studies like Susanto (2008) argued that the fundamental function of the AIS is 

to generate qualified accounting information. Moreover, accounting information system was 

described as a compilation of individual and operating resources set to convert data obtained into 

proper information that is relayed to different decision makers.  

According to Romney and Steinbart (2000) definition, an accounting information system is a 

system that processes data and transactions to provide users with information they need to plan, 

control and operate their business. In this definition, accounting information systems are 



considered as tools that help management in planning and controlling processes by providing the 

relevant and reliable information for decision making. From this perspective, accounting 

information system functions are not solely for purpose of producing financial reports rather the 

role goes beyond this traditional view and can also be used as a controlling mechanism such as 

budgeting. Full adoptions of the system will essentially require attainment of all the benefits of 

the system.  

The main function of AIS is to assign quantitative value of the past, present and future business 

events (Rehab, 2018). Accounting information, in the form of periodic reports or special 

analyses, is often a source of information for making decisions. These decisions may include 

pricing, production levels and product mix, outsourcing, inventory policy, customer servicing, 

labour negotiations, and capital investments (Horngren, Harrison, Bamber, Willis and Jones, 

2005).  

This study will however adopt the definition of Accounting system that is most relevant to the 

objectives of the study according to Olatunji (2013), an accounting system is an orderly, efficient 

scheme for providing accurate financial information and controls. Regulatory requirements and 

internal administration policies are key considerations in the design of an effective accounting 

system. Thus accounting systems show the books, records, voucher, files and related supporting 

data resulting from the application of the accounting process which involves the design of 

documents and transactions flow through an organization.  

2.2.3. Concept of Financial Performance 

Financial performance refers to a firm’s ability to achieve planned financial results as measured 

against its intended outputs. (Mutende, Mwangi, Njihia, & Ochieng, 2017) Financial 



performance is usually measured using financial ratios, such as Return on Equity, Return on 

Asset, Return on Capital, Return on Sales and Operating Margin (Gilchris, 2013). 

According to Farah, Farrukh, and Faizan (2016) financial performance is an extent to which a 

company financial health over a period of time is measured. In other words, it is a financial 

action used in order to generate higher sales, profitability and worth of a business entity for its 

shareholders through managing its current and non-current assets, financing, equity, revenues 

and expenses. Its main purpose is to provide financial information to shareholders and 

stakeholders so as to enable them make well informed investment decisions. Line items such as 

revenue operations, operating income or cash flows from operations can be used.  

According to Akande (2016), the use of accounting information could be linked to the success or 

failure of an Entrepreneur. Knowledge and skills in book keeping is essential as it impacts 

positively on the sustainability and growth of SMEs. The International Accounting Standard 

Board (IASB) conceptual framework specifies that frequently, profit is used as a measure of 

performance. Business performance can be measured in term of Business size, employment 

capacity, turnover, capital base and profitability (Akande, 2016).  

Sibanda and Manda (2016) defined performance to include the ability of the SME to meet 

required standards, increase sales and market share, increase profitability, reduce costs, grow 

firm size or total assets etc.  

The accounting performance refers to the level of companies‟ financial measures such as 

earnings and accounting returns and non-financial (drivers of value) such as customer and 

employee satisfaction, innovation and quality relative to their major competitors over the some 

years (Harash, 2015).Thus, measuring accounting performance has become a fundamental 



concern to SMEs managers in the previous years (Harash, 2014a). Such trends encouraged 

academicians and practitioners to develop and adopt specific approaches and methods for 

measuring and evaluating the accounting performance of SMEs (Harash, 2014; Harash, 2015).  

The performance and growth of small and medium enterprises (SMEs) is a major driver and 

indices for the level of industrialization, modernization, urbanization, gainful and meaningful 

employment for all those who are able and willing to work, per capital income, equitable 

distribution of income, and the welfare and quality of life enjoyed by the citizenry Aremu and 

Adeyemi (2011), because SMEs contribute to employment growth at a higher rate than larger 

firms Farouk and Saleh {2011) 

Glautier and Underdoon (2009) maintained that there are two aspects of a company’s financial 

performance of interest to investors. First, its financial performance may be assessed by 

reference to its ability to generate profit. This agrees with Pandey (2004) who asserts that it is 

assumed that profit maximization causes the efficient allocation of resources under the 

competitive market conditions, and profit is considered as the most appropriate measure of a 

firm’s performance. Thus, ratios of financial efficiency in this respect focus on the relationship 

between profit and sales and profit and assets employed. Second, the company’s financial 

performance may be assessed in terms of the value of its shares to investors. In this way, ratios of 

financial performance focus on earnings per share, dividend yield and price/ earnings ratios. The 

ratios used to measure the overall profit performance of a firm are termed financial ratios.  

Performance is often viewed as a measure of the success of an organization which could either 

be in quantitative or qualitative in nature. Alasadi and Abdelrahim (2007) opined that the 

performance of SMEs is viewed from the satisfaction of the owner/manager in respect of 



variables such as profit, turnover and business development. This also sheds light on both the 

qualitative and quantitative interest of managers/owners on two types of performances - financial 

and non-financial measures of performance. 

Performance of business refers to the ability of business to meet the required standards, increased 

market share, improve facilities, ensuring returns on profitability, and total reduction and once 

this is achieved, a business is believed to be performing effectively (Fitzgerald et al 2006).  

Financial performance is a composite of an organization’s financial health, its ability and 

willingness to meet its long-term financial obligations and its commitment to provide services in 

a foreseeable future (Weber, 2008). Financial performance refers to the act of performing 

financial activity.  

In broader sense, financial performance refers to the degree to which financial objectives is being 

or has been accomplished. It is the process of measuring the results of a firm's policies and 

operations in monetary terms. Financial performance is broadly viewed as the ability of the firm 

to meet its financial objectives. Two prominent indicators of financial performance are investor’s 

return and accounting returns. The investors return is measured from the perspective of the 

shareholders, whereas accounting return focus on how the firm’s earning respond to different 

managerial policies (Ofoegbu, 2003).  

Net profit, rather than controllable profit, is widely used to evaluate the performance of 

divisional managers (Drury and Tayles, 1993),since it could be apparently measured in monetary 

value and, sometimes, it is not possible to allocate and designate which cost are controllable or 

uncontrollable for particular managers. In summary, Accounting Systems play a critical role in 

the success of a business firm, as they provide information necessary in supporting the firm to 

achieve the expected goals. 



According to Ikechukwu (1993), keeping records is crucial for the successful performance of a 

business. A comprehensive record keeping system makes it possible for entrepreneurs to develop 

accurate and timely financial reports that show the progress and current condition of the 

business. With the financial report generated from a good recordkeeping system, performance 

during one period of time (month, quarter or year) with another period can be compared.  

This study will use Net profit and Revenue to measure financial performance and adopt the 

definition of Farah, et al, (2016) which says financial performance is an extent to which a 

company’s financial health over a period of time is measured. In other words, it is a financial 

action used in order to generate higher sales, profitability and worth of a business entity for its 

shareholders through managing its current and non-current assets, financing, equity, revenues 

and expenses.  

2.2.4. Book Keeping and Net Profit 

Several studies have been conducted to determine the impact of bookkeeping practices on SMEs 

performance in different jurisdiction. The findings of most of these studies emphasize the need 

for proper record keeping practices for SMEs in order to enhance their growth and performance.  

The relationship between record keeping and net profit cannot be over emphasized. Record 

keeping has become the foundation on which the totality of modern business depends. This is 

because without it, it will be impossible to ascertain the level of profitability and the level of 

business susceptibility to fraud. Record keeping and good record management is also essential 

for any corporate body to function effectively Ademola, Samuel & Ifedolapo (2012).  

According to Okoh & Uzoka,( 2012), the roles of accounting information on the improvement of 

the performance of SMEs helps in profit determination. The primary motive of running a 



business is to make profit. It may be difficult to find out whether a firm is making profit or not 

without adequate record keeping. 

Despite the importance of record keeping in monitoring of businesses, some SMEs do not give 

needed attention to record keeping. Some of the reasons adduced to lack of record keeping 

include time, cost, lack of knowledge by business owners, employment of unskilled accounting 

staff.  Musah & Ibrahim (2014) observed that some business owners have the tendency to rely on 

their memory rather than keep proper books of accounts, while some business owners believe 

that keeping proper business records will expose them to pay more tax (Amoako,2013).  

Book keeping is an important step in accounting system since the information will be used in the 

accounting process by an accountant to produce final accounts where the financial performance 

can be measured in an organization (Mutisya, 2015). Major financial decision making are then 

based on these records making it of great importance. Bookkeeping records must be accurate and 

complete to have the correct economic and financial interpretation. It not only measures 

performance but also measures the profitability and direction of the business. Most businesses 

fail because of lack correct records. Owusu, Assabil, & Asare-Kyire, (2015) examined the effect 

of bookkeeping practices on the performance of SMEs in Kwaebibrem District of Ghana and 

found that proper bookkeeping practice enhance SMEs performance. The study however failed 

to use a more advance research tool to establish the relationship between SMEs bookkeeping 

practice and performance.  

Adurayemi(2016) analysed the effects of financial record keeping on the performance of small 

and medium scale enterprises in Nigeria using descriptive method of research with 

questionnaires being distributed, analysed and interpreted to know the mind of SME owners in 

keeping financial records of their daily transactions. It was found out that there was positive 



relationship between financial record keeping and SMEs performance in Nigeria. Onaolapo and 

Adegbite(2014) investigated the impact of accounting records on SMEs‘performance.  

Abdul-Rahamon and Adejare (2014) examined the impact of bookkeeping practices on SMEs 

performance in Nigeria. The study used both qualitative methods and quantitative methods and 

found that bookkeeping practices is positively associated with SMEs financial performance.  

Mutua (2015) examined the effect of bookkeeping practices of SMEs in Chuka Town, Kenya on 

firm growth. The study showed that majority of SMEs were not keeping proper books of 

accounts and that bookkeeping practices is associated with business growth.  

Bookkeeping which is a tool for financial control enable managers to know the financial 

positions of their businesses and to take certain control measures to improve corporate 

performance; It provides a wealth of information that is used by managers, investors, leaders, 

customers, suppliers, and regulators. (Eric and Gabriel 2012) He also opined that an analysis of 

its statements can highlight a company’s strengths and shortcomings, and managers use this 

information to improve performance. 

Muchira, (2012) observed that keeping good financial records can positively influence 

management decisions of business owners or managers. The most important information to an 

entrepreneur comes from the accounting information. The accounting information is like the 

score card of an enterprise. They are indicators of growth potentials, earning ability, liquidity and 

stability (Ibrahim, 2015). The difference in financial performance of SMEs can to a reasonable 

extent be explained by the level of accounting record keeping.(Onaolapo and Adegbite 2014). 

 



2.2.5. Internal Control and Net Profit 

According to Statement of Accounting Standards (SAS), internal control is the combined plan, 

method and procedures which can safeguard the firm’s assets to promote operational efficiency 

and encourage adherence to prescribed policies.” The SAS further explains that internal control 

may be categorized as either accounting or administrative controls. Accounting control is 

concerned with the plan of the organization and all the co-coordinated methods and procedures 

which are implemented with a view of safeguarding assets and enhancing reliability of financial 

records while an administrative control comprises of the plan of the organization and all co-

ordinates methods and procedures that are concerned with operational efficiency and adherence 

to management policies and directives.  

Some empirical studies have also been carried out in determining the impact of internal controls 

on performance variables. While many of such studies reaffirm the positive relationship between 

internal controls and performance, other studies depict relatively weak or no relationship 

whatsoever. A study by Muraleetharan (2010) in determining the impact of internal control on 

financial performance found a very significant relationship between internal control and financial 

performance. This finding is similar to that of Mawanda (2008) who sought to find the effects of 

internal control systems on financial performance in institution of higher learning in Uganda.  

Harrison (2011) defined internal control as a "a system of procedures implemented by 

management of the company”. It is designed to follow company politics, promote operational 

efficiency for data reliable accounting and in accordance with legal requirements. 

Internal Control implies the whole system of control employed by the management in order to 

carry on the business of the enterprise in an orderly and efficient way by having an automatic 

check and balance over all the transactions. It includes internal check, internal audit and other 



devices of control. Internal control system assures the management that the information it 

receives is both reliable and accurate. (Kumuthinidevi, 2016). 

According to Millichamp (2002), Internal Control System is defined as the whole system of 

controls, financial and otherwise, established by the management in order to carry on the 

 business of safeguard the assets and secure as far as possible the completeness and accuracy of 

the records. The roles of accounting information on the improvement of the performance of SMEs in 

form of a control tool help to detect fraud carried out by employees of an organization. It helps in 

maintaining good accountability over the assets of a company like cash, stock of goods, furniture and 

fittings and other movable assets of the company. Proper accounting system should be set up in order 

to minimize opportunity for misappropriation and theft of assets. (Okoh & Uzoka, 2012), 

Many companies have suffered great losses and collapsed in recent years because of failure to 

implement internal control systems (Hsiung & Wang, 2014).  

Small organizations tend to have internal control weaknesses (Hsiung & Wang, 2014). 

Inadequate accounting resources could be the major reason for the majority of internal control 

weaknesses. Other reasons for internal control weaknesses could be attributed to lack of qualified 

personnel, deficient revenue recognition policies and improper segregation of duties (Feng, 

McVay, & Skaife, 2015). 

The internal control unit is important for SMEs .One of the most important aspects of a good 

internal control system is segregation of duties. Most small firms cannot afford to segregate 

duties because of limited personnel and inhibited resources (Jiahui, 2015). Lack of internal 

control has an effect on the profits and continuity of business (Othman& Ali, 2014). Because 

most small business leaders do not have more than five members of staff, they need to pay 

special attention to their internal control (Moldof, 2014).  



Segregation of duties is important in internal control. Most SME leaders do not employ staff that 

could make segregation of duties possible compared to larger businesses, (Moldof, 2014).  

Accounting information systems play an important role in the implementation of the managerial 

functions of the organization such as planning and control (Samer, 2016). In the planning 

function, AIS provide data relating to study and analyze the goals set for the organization. It also 

provides information regarding the relationship between cost, volume and profit required to 

determine the amount of interdependence and interaction between them. AIS under the planning 

function also helps in preparing lists of future needs and financial flows and planning of budgets 

for the development of quantitative criteria and converting them into financial standards to 

reflect the different aspects an organization's activities and presentation of the detailed plans and 

policies of the work and coordination across different departments (Frezatti, Andson, Guerreiro 

and Gouvea (2011). On the other hand, in the control function, it requires a clear and specific 

plan that shows the desired objectives and defines the foundations on which results are evaluated 

and analyzed in order to correct distractions. This function is regarded as a practical test of 

decision making and implementation, follow up the actual implementation in accordance with 

the plans, policies and standards established, the discovery of deviations and correct them, 

provide reasons to protect the property of the shareholders and the preservation of their interests, 

resource development and follow up the activity of the organization, and to achieve the desired 

goals, thus ensuring the effectiveness of the organization (Onaolapo and Odetayo, 2012).  

Managers play an important role in the design and implementation of an internal control system. 

The capability of managers affects the effectiveness of internal control while the effectiveness of 

internal control also indicates the capability of managers. Therefore, firms with effective internal 

control have more capable managers and higher sustainable growth. Internal control can reduce 



firms’ wrong decision making, and improve the efficiency of operation and investment. Feng et 

al. (2009) argue that ineffective internal control leads to poor-quality information, and hence 

managerial decision making based on low-quality information is less accurate and efficient. 

Thus, effective internal control can enhance efficiency of operation and investment, and lead to 

greater sustainable growth.  

2.2.6. Book Keeping and Revenue 

According to Abayomi & Adegoke, (2016), book keeping is the recording of business 

transaction in a systematic and orderly manner, while accounting is the classification, analysis 

and interpretation of the business record for decision making. Aruwa, (2009) and Reed (2009, 

cited in Ademola, et al 2012) that book or record keeping is the art of keeping record of figures 

of all transactions in a regular and systematic manner, such that the records kept will provide 

various books of account which would be in permanent form or for the purpose of providing 

means by which an enterprise can be conducted in an orderly manner.  

The aim of the companies is to maximize profit at the lowest possible cost, in addition to future 

expansion, high sales (revenue) and keeping progress ahead of competition. Sales are products 

provided by the sales department to be sold to the beneficiaries. The sale of more products and 

services means that the company is successful and progresses and enhances the wealth of the 

shareholders (Ajanthan, 2013). 

The revenue is represented by either in cash inflows, the growth of the assets of the accounting 

unit or in the fulfillment of its obligations or each of them through production, delivery of goods, 

provision of services or any other economic activity that represents the principal operations of 

the unit during a given period, expenses are then measured to determine the amount of income 

during the accounting period (Al-Qashi andAl-Oqlah, 2015). 



International Accounting Standard 18 deals with the definition and measurement of revenue from 

the sale of goods, the performance of services and other revenues. The scope of this standard 

covers goods produced by the enterprise for sale and goods purchased with a view to resale such 

as goods purchased by the retailer or land or other property held for the purpose of sale, and the 

performance of the services usually ensures that the company performs contracted tasks during 

an agreed period. Revenue is defined as the total inflows of economic benefits during the period 

resulting from the normal activities of the enterprise and results in an increase in equity other 

than the increase resulting from the contributions of owners of property rights.  

Revenue is recognized by transferring non-cash assets such as commodity inventory to cash or 

cash equivalents such receivables and also means that all operations required to earn revenue 

generated from the sale of a good or service have been completed, and according to the principle 

of revenue realization( Revenue registration time or revenue realization recognition), the 

Company records revenue from the sale during the period in which the majority of revenue-

related activities occurred Ball, Gerakos, Linnainmaa, & Nikolaev (2016).   

Bookkeeping which is a tool for financial control enable managers to know the financial 

positions of their businesses and to take certain control measures to improve corporate 

performance; It provides a wealth of information that is used by managers, investors, leaders, 

customers, suppliers, and regulators. (Eric and Gabriel 2012) He also opined that an analysis of 

its statements can highlight a company’s strengths and shortcomings, and managers use this 

information to improve performance. 

This implies that, for every business, be it small, medium or large scale business, book keeping 

record is the lifeblood of business operations. The way accounting records are handled may 

make or break the company. Therefore, it has to be done in a very orderly and smooth manner in 



order for the business to thrive. The lack of formal records means that the proprietor is unable to 

recognize when sales (revenue) start slowing down, or costs start to rise unacceptably. Corrective 

measures cannot be taken in time if there is no timely recognition of problems, and this leads to 

poor, unguided decision making and ultimately bankruptcy. Future planning is also not feasible 

where current performance is unknown” (Ademola, et al 2012). 

In essence, book keeping in form of accounting records are used to reflect the revenues in an 

orderly and accurate manner in order to know the current financial position of the business, make 

projections and take timely actions for improved performance. 

2.2.7. Internal Control and Revenue 

As the Committee of Sponsoring Organization of the Treadway Commission (COSO 2017) 

emphasizes, internal control not only is a framework of enterprise risk management, but also 

integrates with strategy and performance for sustainable growth. 

Effective internal control leads to more efficiency of investment and operation. The optimal 

decision making in investment and operation is based on the information quality provided and 

assured by internal control. Effective internal control reduces wrong decisions and behaviors of a 

firm, and hence improves the efficiency of operation and investment by providing high-quality 

information (Cheng, Mei, Dan Dhaliwal, and Yuan Zhang. 2013); Cheng et al. 2018. 

Hayes (1995) find that, effective internal control in SMEs will lead to success of the business 

and it also a fundamental and important step in reducing employee theft (Snyder, Broome, & 

Zimmerman. 1989). The implementation of internal control is regular and through by follow-up 

or oversight of employee functions by delegation of their duties. Snyder et al., (1989) found that, 

controls on cash, payroll, investment, inventories, general business, accounts and notes 



receivable, accounts payable, sales and property, plant and equipment were not implemented in 

most of the SMEs and mainly these are the reason on failure of business. Studies by (Bronson, 

Carcello and Raghunandan 2006) find that, internal control was effective on SMEs and it is a 

tool to measure the SMEs performance. Furthermore their study also identified that, there is 

significant positive relationship does exists on internal control and small business performance. 

Within a firm, better internal control should yield more reliable on internal data such as 

inventories, payables and performance measure, thus leading to better internal decision making, 

improved operations, and lower employee fraud (Doyle, Ge and McVay, 2007; Ashbaugh-

Skaife, Collins, Kinney and Lafond. (2008). Peterson and Zikmund (2004), found that a strong 

internal control systems strengthens enterprise governances, allows management objectives to be 

achieved and mitigates the risk of fraud by increasing employee perception of detection. 

Adequate internal control system will minimize loss and maximize gains from revenues for 

improved performance. 

2.3. Theoretical Framework  

The theoretical framework provides a general representation of relationships between things in a 

given phenomenon. 

2.3.1 Decision Usefulness Theory.  

The theoretical framework for this study is Decision Usefulness Theory. Decision –useful 

information is the fundamental objective of financial reporting. The Financial Accounting 

Standard Board's Conceptual framework states that the purpose of financial reporting is to 

provide information that is useful for business decisions (Concepts statement No. 1, FASB 1980, 

Paragraph 34).  



Decision theory explains how decisions are made in actual practice. They are made when a 

logical selection is made out of the various alternatives available to solve a specific problem 

situation. Information is required at every stage of the decision making process. The quality of 

decision depends on the quality of information supplied and the improvements in the use of the 

information. The purpose of accounting is to supply relevant and useful information to the 

various decision makers to enable them to take rational decisions. 

The Decision Usefulness Theory emphasizes the role of accounting in providing the relevant 

information to the relevant decision makers (Muchira, 2012; Kamau, 2015).  

According to Wang (2012), decision usefulness is defined in terms of relevance, reliability, 

Comparability, and Understandability. Decision usefulness theory is adopted to satisfy the 

information needs of the users of Accounts namely: Investors and Creditors. Fellinghan (2005) 

observed that accounting is viewed as the measuring activity that makes available financial 

reports in support of decision makers and their business decisions. Financial statement plays an 

important role to various users, which mainly consist of the creditors, investor, employees, 

customers, government and their agencies, in taking vital financial decision (Shagari, 2013).  

The usefulness of accounting information is based on such factors as timeliness, reliability, 

relevancy, materiality of the presented accounting data, understandability, comparability and 

verifiability (Ijiri and Jaedicke, 1966, Buys, 2008; Dzinkowski, 2010; and Soyinka, Fagbayimu, 

Adegoroye & Ogunmola, 2017). Single-person decision theory, which is based on the view point 

of a person who must take a decision under conditions of uncertainty, is the vital part of this 

study. The theory gives room for additional information to be obtained by entities to revise a 

possible subjective assessment of a decision-maker of what might have happened after a decision 

is made. The theory is promoted by scholars that include Raifa (1968), Ijiri (1983), Solomons 



(1989); Staubus (1999); Cartney (2004); Godfrey, Hodgson, Holme & Tarca. (2006); and 

Dandogo & Hassan (2013).  

This theory emphasizes the relevance of accounting in effective decision making in business 

which is based on such factors as timeliness, reliability, relevancy, materiality of the presented 

accounting data, understandability, comparability and verifiability (Dzinkowski, 2010; and 

Soyinka, Fagbayimu, Adegoroye, & Ogunmola, 2017).  

It is on this theory this study is anchored on. 

2.3.2 Resource-Based Theory 

Resource Based View (RBV) analyzes and interprets resources of organizations to understand 

how organizations achieve sustainable competitive advantage. The RBV focuses on the concept 

of difficult-to-imitate attributes of the firm as sources of superior performance and competitive 

advantage (Barney, 1986; Hamel and Prahalad, 1994). Resources that cannot be easily 

transferred or purchased, that require a major change in the organization climate and culture, are 

more likely to be unique to the organization and therefore, more difficult to imitate by 

competitors.  

Resources that are valuable, rare, inimitable and non-substitutable (Barney, 1991) make it 

possible for businesses to develop and maintain competitive advantages, to utilize these 

resources and competitive advantages for superior performance. According to RBV, an 

organization can be considered as a collection of physical resources, human resources and 

organizational resources. Resources of organizations that are valuable, rare, imperfectly imitable 

and imperfectly substitutable are main source of sustainable competitive advantage for sustained 

superior performance (Barney, 1991).  



RBV helps managers of firms to understand why competences can be perceived as a firms’ most 

important asset and, at the same time, to appreciate how those assets can be used to improve 

business performance.   

The concept of the RBV asserts the heterogeneity of firms, “that it is the inimitable, sometimes 

intangible bundle of resources residing in the firm that gives the firm an opportunity for 

competitive advantage and superior performance” (Habbershon and Williams, 1999). The theory 

examines the links between the firm’s internal features and processes, and its performance.  

2.3.3 Contingency Theory 

Contingency theory focuses on the behavioral aspect of an organization in explaining how 

contingent factors such as culture, technology, and external environment have an influence in 

organizations designing and functioning. It is assumed by the contingency theory that no single 

type of organization’s structure is equally applicable to all organizations. Rather, the 

effectiveness of an organization depends heavily on the type of technology, the size of the 

organization, environmental volatility, the features of the organization’s structure and the system 

of information that it is using.  

The contingency theory in effect explains the relationship that exists in the effectiveness of 

internal control structure given varying contexts as well as organizational performance such as 

reliability. Simply put, the type and usage of control systems is contingent upon the context of 

the organizational setting in which these controls work (Fisher, 1998).  

Internal control variables including control environment, risk assessment, control activities, 

information and communication and monitoring have remained operational tools through which 

organizations achieve varying organizational goals predominantly income generations and or 

survival (COSO1994). 



(Cohen, Krishnamoorthy and Wright, 2000) emphasized on the relevance of control environment 

following findings from a survey which suggests that management's leadership and commitment 

towards integrity and ethical behavior and their implications on employees behavior remains the 

most important element for effective control. The emergent need for effective monitoring system 

in organizations has arisen due to the growing body of evidence that suggest well placed 

monitoring mechanisms have influencing impact on performance measures (Weisbach 1988). 

Internal control systems require to be monitored in a bid to evaluate performance with the 

passage of time.  

Information and communication systems instituted in organizations are intended to churn out 

reports encompassing operational, financial and compliance-related evidence, which in turn 

makes it possible for efficient management of business activities. Gaskill (2000) asserts that, 

information and communication element of internal control allows timely accomplishment of 

reporting via gathering and communicating significant information within stipulated time. 

Internal system risk control mechanisms such as identification, assessment and supervision are 

embodiment of risk assessment element of internal control.  

2.4 Empirical Framework 

Different opinions have continued to emerge from studies on how accounting systems can affect 

performance of the small scale businesses in Nigeria. Some aspects of the existing research delve 

into the relationship between accounting system and performance of firms.  

Umar, 2019 examined the Impact of Accounting System on the Performance of Small and 

Medium Scale Enterprises in Nigeria (A Survey of SME’s in seven north western state-Nigeria). 

This was done by a survey carried out through questionnaire administered as a source of primary 



data. Data collected were analysed through one way analysis of variance(ANOVA) using 

minitab14 version with the Average mean value of 8,57143(85%) showing that accounting 

system has a great effect on the performance of small and medium scale enterprises in this 

region, Average mean value of 8,85714(88%) which  indicate proper keeping of necessary books 

of account will bring more confidence on creditors and lenders to provide facilities to these 

businesses, an Average mean value of 8,85714(88%) also indicated that accounting system if 

adopted, will assist in business decision making and an Average mean value of 9,57143 (95%) 

of  the study have also shown that lack of proper keeping of necessary books of account is 

making the audit and investigation of financial records of these businesses very difficult. His 

findings showed that an effective accounting system in small and medium scale enterprises has 

profound impact on their corporate performance and aid in business decision making. It was 

recommended that to encourage the adoption of sound accounting system in small and medium 

scale enterprises, there should be adequate sensitization i.e seminars and workshops from the 

part of relevance Accounting professional bodies i.e ANAN, ICAN, CITN, CIBN and even the 

relevant tax authorities in the part of government to bring an awareness to these businesses so as 

to develop and reach the desired objectives. 

Siyanbola, Maduemem, Ogbebor & Sanyaolu (2019) carried out a study to determine the effect 

of accounting system on the performances of SMEs in Nigeria. The population of this study 

consists of the Small and Medium scale Enterprises (SMEs) in Festac-Town, Lagos. Data were 

extracted from 154 questionnaires administered with 80% retrieval success. The hypotheses were 

formulated and tested using regression analysis at 5 per cent level of significance (0.05).The data 

were analysed and interpreted using both descriptive and inferential statistics. The study found 

accounting information system having a significant positive effect on SMEs performance. In 



conclusion, accounting information systems employed by the managers/owners of SMEs were 

found to have contributed positively to their decisions and performances. The study 

recommended that users of accounting information should take cognizance of the quality of 

accounting information systems provided so as to aid their performance. 

Senzu and Ndebugri (2018) carried out a research to examine the business performance of micro, 

small and medium scale enterprise through accounting records keeping in Ghana The research 

instrument used for the study was fully structured and semi-structured questionnaires, adopting 

five-point likert scale. A total number of 7,935 questionnaires were administered with only 7,800 

responding to the submitted questions. They used descriptive design for this study because it 

depicts participants of the studies in accurate manner and guide in a perfect description of the 

accounting record keeping and its effect to performance of SMEs in the Ghana. Their findings 

revealed that several of the MSMEs do not keep legitimate book of accounts and few ones keep 

records such as petty cash book and sales day book, which seems to agree with the findings of 

Abudu & Azeko (2015) that only a minute of SMEs keep good accounting records. 

The study recommended that investment companies should be invited periodically to engage 

MSMEs on the need for proper accounting records to warrant foreign direct investment into their 

businesses 

Kashif (2018) carried out a study which investigated the role of accounting information system 

on the financial performance of ten major Indian FMCG companies. A self-administered 

questionnaire designed on five point likert scale was used to collect data. Judgmental sampling 

was applied and the sample size is 283 employees. A total of 400 questionnaires were distributed 

in which 190 questionnaires were returned and 177 questionnaires were considered valid for data 

analysis. Data collected from primary as well as secondary sources was analysed with simple 



linear regression and the hypotheses tested at confidence level of 95%. The findings highlighted 

that there is a significant impact of accounting information system on the financial performance 

in the companies under study. He concluded that the successful accounting information system 

would lead to the success of the organization in achieving its objectives but the unsuccessful 

information system could lead to the failure of the organization in achieving its goals meaning 

thereby an inability to grow and survive. 

Fagbemi & Olaoye (2016) did a study in Kwara State, Nigeria to find out if accounting 

information system influences the performance of small and medium scale enterprise and 

whether it also aids access to finance. A survey design was used. A usable sample of one 

hundred and fifty three respondents out of a population of one hundred and fifty-four (154) was 

considered. The type of data used for this research was the primary data through the 

administration of questionnaire. Data was presented by the use of frequency tables and ordered 

logistic regressions. The findings from the study revealed that accounting information system 

significantly influences the performance of small and medium scale enterprises (LR statistics = 

36.28, p < 0.05). Similarly, the study showed that the adoption of a computerized accounting 

information system improves the ability of small scale enterprises to secure funds from financial 

institutions (LR statistics = 31.12, p < 0.05). It was concluded that accounting information 

systems would significantly influence the performance of small and medium scale enterprises. 

Therefore, it was recommended that SMEs that adopt computerized accounting information 

system should ensure that the level of computerization improves in line with current level of 

advancement in technology.  

Adurayemi (2016 ) analysed the effects of financial record keeping on the performance of small 

and medium scale enterprises in Nigeria using descriptive method of research with 



questionnaires being distributed, analysed and interpreted to know the minds of SME owners in 

keeping financial records of their daily transactions. It was found out that there was positive 

relationship between financial record keeping and SMEs performance in Nigeria. It was 

recommended that SMEs owners should purchase modern day software to boost and enhance the 

quality of their record keeping with focus on type, adequacy and update of records; it is through 

such records that the signals of poor performance can easily be detected that would lead to 

corrective action being taken promptly thus promoting the long term survival of the business.  

Ibrahim (2015) did an assessment of the impact of accounting system on the performance of 

small and medium enterprises (SMEs) in Bauchi Metropolis, Nigeria. He used a survey method 

for data collection. The population of the study consists of all the existing sixty six (66) Small 

and Medium Enterprises listed on the list of registered SMEs with the SMEs Directorate of 

Bauchi State Ministry of Commerce and Industry as at December, 2014 that engaged in 

manufacturing/production activities only. The stratified random sampling technique was 

employed to arrive at the sample size of sixty (60) SMEs from six groups (Food and Beverages, 

Printing/Paper Product, Metal and Aluminum Products, Non Metallic Products, Wood and Wood 

Products and Farm Products). The 4 point Likert Scale ranging from 4 (Strongly Agreed) to 1 

(Strongly Disagreed) was used. The cut-off point of 2.5 was used (i.e 4+3+2+1/4), any mean 

above this indicates agreement with the statement and vise-versa. The data collected were 

analyzed using descriptive statistics where mean rating was used as appropriate. It was 

established that even though proper accounting system enhanced the level of profitability and 

financial strength of SMEs in Bauchi Metropolis, most of them do not keep proper accounting 

record. The paper recommends that to ensure a sound accounting system, SMEs operators should 



compelled themselves, to employ qualified accounting personnel, that will lead to growth and 

profitability of their enterprises. 

Nkwor & Nkwor (2015) carried out a research on the significance of accounting records on the 

performance of SMEs in Rivers State. The population of the study composed of all the Small and 

Medium Scale Enterprises (SMEs) in Rivers State, from which a sample size of fifty-seven (57) 

SMEs in Obio-Akpor and Port Harcourt Local Government Areas of Rivers State was drawn, 

through a stratified sampling method. The data used for this study was collected through the 

questionnaire technique and personal interview as the primary source of data. Also, data was 

collected from secondary sources, which include Company annual reports, publications, bulletin 

of the enterprises studied, journals, textbooks etc.. The summary of the findings of the research is 

that there is a significant relationship between accounting systems and records/information and 

the performance of SMEs in Rivers State and the country at large; and the study recommends 

among others, that directors and managers of SME’s in Rivers State and the country at large 

should ensure that standard accounting records are kept by their organizations and should always 

analyze and consider their accounting information  records elaborately before making short and 

long-term policies, plans and decisions. 

Onaolapo and Adegbite (2014) did a survey to empirically investigate the effect of accounting 

records keeping on small scale enterprises. A descriptive design such as personal interviews and 

questionnaire were employed as the major techniques for primary data collection. The stratified 

sampling technique was used to determine a sample size of 113. Data collected were analyzed 

using both the qualitative and quantitative methods. The descriptive statistics used were tables 

and percentages. Chi-square and analysis of variance (ANOVA) were employed to analyze data 

through STATA 10 version with the coefficient of determination (R2) 0.8974 which implied that 



89.7% of the variation in financial performance could be explained by the level of accounting 

records keeping. Following the outcome of this study, it concluded that that there is a strong 

positive relationship between accounting records keeping and performance of small scale 

enterprises. Accounting records keeping is essential for decision making which invariably affects 

performance of small scale enterprises. It is recommended that the owners and managers of the 

small scale enterprises should embrace proper accounting records keeping practices for effective 

financial performance in their business.  

Olatunji (2013) examined the impact of sound accounting system on corporate performance of 

small and medium scale enterprises in Oyo State, Nigeria using a survey carried out through 

questionnaire and analysed using the F-Statistic (ANOVA). Results showed that adoption of 

sound accounting system enhances performance of small and medium scale businesses. It was 

recommended that to encourage the adoption of sound accounting system in small and medium 

scale enterprises the cost of installing and operating such systems should be minimized. 

Accounting systems should bear relevance to the size and needs of small and medium scale 

enterprises.  

Okoli (2011) evaluated the accounting systems in use by small scale enterprises operating in 

Enugu, South East of Nigeria. The study was necessitated due to high rate of small scale 

enterprises failure. The population of the study consists of 242 accounting officers and 

proprietors of small scale enterprises operating in Enugu. 148 respondents were selected through 

a simple random sampling technique. The instrument employed for the study was a structured 

questionnaire. Data were analyzed using mean and standard deviation and t-test. Summary of the 

results revealed that seven accounting systems were available for use to small scale enterprises 

operating in Enugu, significant number of small scale enterprises use the single entry system of 



accounting and that keeping of proper accounting records enhances profitability. It was 

concluded that significant number of small scale enterprises in Enugu use the single entry 

accounting system because of its simplicity and that there was correlation between proper record 

keeping and profitability of small scale enterprises.  

As evident from the empirical review, it is on the strength of these studies that further studies in 

this area have become necessary. This study intend to empirically examine the relationship 

between accounting system and financial performance of SMEs in Lokoja Local Government 

area in Kogi State, Nigeria with emphasis on book keeping and internal control as variables for 

accounting system; net profit and revenue as basis of measurement for financial performance.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



CHAPTER THREE 

         METHODOLOGY 

3.1 Introduction 

This chapter focused on the relationship between accounting system of SMEs and financial 

performance.  It consists of Research design, Area of Study, Population for the Study, Instrument 

for Data collection, and Validation of the instrument, Method of Data collection and Method of 

Data Analysis. It is the background against which the users will evaluate the findings and 

conclusion of this research work.  

3.2 Research Design 

Research design refers to the blue print that charts the course of any research. This study adopted 

survey research design. The survey design was used to gather relevant information from the 

respondents through the use of questionnaire. 

3.3 Population of the Study 

The population for this study includes the small and medium enterprises in Lokoja Local 

Government that registered their businesses with Kogi State Ministry of Commerce and Industry 

as at 31st December, 2019; their record showed a total 725 SMEs and this was divided into 10 

segments based on the nature of the business, what they produce and services rendered, this 

include Agriculture, Trading, Consultancy, Production / Manufacturing, Fashion Design, 

Accommodation and food services, Information Technology and Communication, beauty and 

hairdressing, Education and other services. 

 



3.4 Sample and sampling Techniques  

Sample is a fraction or segment of the total population whose characteristics is used to represent 

the entire population. The idea of sample arises because, in most cases, it is difficult to study the 

entire population. The process of selecting a number of study units from a predefined study 

population is called sampling (Eboh, 2009; Polit & Hungler, 1999). 

Sampling methods are used to select a sample from within a general population. Proper sampling 

methods are important for eliminating bias in the selection process. They can also allow for the 

reduction of cost or effort in gathering samples ( Krejcie & Morgan ,1970)  

For the purpose of this research work, Krechie & Morgan Table (see appendix 1A) was used to 

determine the sample size as follow: 

N is the population size while S is the sample size 

When N is 700, S is 248 

When N is 750, S is 254  

Sample size = 248+254   = 251 

                              2 

Hence, 251 was the sample size for the study. Random sampling method was adopted as the 

sampling technique.  A total number of 251 questionnaires were randomly distributed and 242 

questionnaires were returned by the respondent.  

3.5. Sources of Data and Method of Data Collection  

For the objective of the study to be achieved, the researcher used primary sources of data 

collection through the help of a well-structured questionnaire. The questionnaires were randomly 



distributed to 251 SMES in Lokoja Metropolis, The questionnaire instrument (see appendix 2B) 

was divided into two parts. Part One solicited relevant personal data and others (if any) from the 

respondent but without divulging their identity. While part two involved responding to five point 

likerts scale weighted as strongly agree = 5, Agree = 4, Undecided = 3, strongly disagreed = 2 

and Disagree =1 

The questions were constructed in a way that responses arising there from which provide 

answers that would enable the researcher to analyze data either to accept or reject the hypotheses.   

3.6. Model Specification 

This study examined the relationship between accounting records and financial performance of 

SMEs in Kogi State. Financial Performance (FP) is a function of Accounting Records (AR).  Net 

profit (NP) and Revenue (R) was used to proxy Financial Performance while Bookkeeping and 

Internal control were used to proxy Accounting Records. The function is represented as follows. 

FP = ƒ (AR)……………………………………… (i) 

From equation i 

The model is thus specified as: 

NP = β0 + β1 + β2BK   + μt……………………… (ii) 

NP = β0 + β1 + β2IC   +μt……………………… (iii) 

R = β0 + β1 + β2BK   + μt……………………… (iv) 

R = β0 + β1 + β2IC   + μt……………………… (v) 

 

Where: FR = Financial Performance  

AR = Accounting Records 

NP = Net Profit 



IC = Internal Control 

IB = Book Keeping 

μt = Error term. 

β0…β2 = Regression coefficients of the model. 

A priori expectation: β1 > 0 and β2 > 0 

3.7 Method of Data Analysis 

Data analysis is a scientific method of ordering, manipulation, computing analysis and 

summarizing data for the purpose of interpreting and presenting such in an easily understandable 

form. 

The demographic data collected from respondents shall be summarized into tables and analysis 

using descriptive statistic (Mean). In testing the validity and the reliability of the instrument 

Cronbach’s Alpha method was used to check the internal consistency of the variables and 

spearman rank correlation and Linear Regression Analysis was used in testing the hypotheses of 

the study.  Spearman rank correlation is a non-parametric test that is used to measure the degree 

of association between two ordinal variables and it is advisable to be used whenever there is a 

large data.  The Spearman rank correlation test does not carry any assumptions about the 

distribution of the data and is the appropriate correlation analysis when the variables are 

measured on a scale that is at least ordinal. 

The following formula is used to calculate the Spearman rank correlation: 

 



ρ= Spearman rank correlation 

di= the difference between the ranks of corresponding variables 

n= number of observations 

3.8  Validation of the Instrument 

A research design or research/ measuring instrument are said to be valid when it measures the 

characteristic of the variables it is when it actually measured what is supposed to measure. Thus, 

validity refers to the authenticity of the research instruments as a measure of behaviors. 

The reliability of a research instrument is simply its consistency, accuracy, stability, precision or 

dependability. It is the consistency between independent measurements of the same 

phenomenon. Thus a research instrument is reliable when it is consistently measures what it sets 

to measure. The reliability of a research instrument is measured by use Cronbach’s Alpha 

method and correlation or reliability coefficient.  

The reliability test of the variables used for this research study was carried out using Cronbach’s 

Alpha method. 

 

 

 

 

 

 

 

 

 



CHAPTER FOUR 

DATA PRESENTATION AND ANALYSIS 

4.1 Introduction 

This chapter focused on presentation and analysis of data. The data were analyzed using SPSS 

and presented using descriptive statistics. They were further analyzed by employing inferential 

statistical technique of Spearman’s rank correlation. 

4.2. Data Presentation 

Table 4.1: Cronbach’s Alpha Value  

Variables Cronbach’s Alpha Value 

Bookkeeping (BK) 0.997 

Internal Control (IC) 0.995 

Net Profit  (PG) 0.986 

Revenue  (R) 0.919 

Source: SPSS output 

Using the rule of Geory and Mallery (2003), the table 4.1 above shows the reliability test of the 

variables. The result for all variables shows an excellent result. Based on this we assume that the 

degree to which the instrument yields is consistent. 



 

Table 4.2: Descriptive Analysis of Demographic Data of Respondent. 

Descriptive Statistics 

 
N Minimum Maximum Mean Std. Deviation 

GENDER 242 1.00 2.00 1.7397 .43972 
NUMBER_OF_EMPLO
YEE 242 1.00 3.00 1.7355 .77050 

YEAR_IN_BUSINESS 242 1.00 3.00 2.1488 .64623 
INDUSTRY 242 1.00 10.00 6.4008 3.14393 
LEVEL_OF_EDUCATI
ON 242 1.00 6.00 3.7810 1.56650 

LEGAL_STATUS 242 1.00 2.00 1.3017 .45993 
Valid N (listwise) 242     

Source: Researcher Computation, 2020 

 

Table 4.3: Analysis of Response to Questions  

Source: Researcher Computation, 2020 

 

4.3. Test of hypotheses 

Decision rule: we accept the null hypothesis if the probability value for the coefficient alpha rho 

is >0.05 significant level and otherwise we reject the null and accept the alternate hypothesis 

BK1 BK2 BK3 BK3 BK4 BK5 IC1 IC2 IC3 IC4 NP1 NP2 NP3 NP4 NP5 R1 R2 R3 R4 R5
Strogly Agreed 105 100 98 101 95 150 120 42 114 130 98 36 60 140 130 120 114 125 126 117
Agreed 123 125 132 121 142 89 100 180 106 100 124 200 163 80 97 106 120 106 106 112
Neutral 6 7 5 8 1 2 7 9 3 3 4 4 9 9 2 1 2 3 0 2
Disagreed 8 9 5 7 2 0 10 6 15 5 8 2 10 8 9 15 3 7 8 8
Strongly Disagreed 0 1 2 5 2 0 5 5 4 4 8 0 0 5 4 0 3 1 2 3
Total 242 242 242 242 242 241 242 242 242 242 242 242 242 242 242 242 242 242 242 242



H01: Book keeping does not have any significant relationship with the Net Profit of SMEs in 

Kogi State.  

Table 4.4 Hypothesis One - Response to Questions on Book keeping (BK1-BK5)  
                 
Items 

Statement Srongly 
Agree  

Agree 

 

Neutral 

 

Disagree 

 

Strongly 
Disagree 

 Bookkeeping 

BKI SMEs always keeps records of 
their transactions 

105 123 6 8 0 

BK2 At times SMEs seeks the service of 
an expert 

100 125 7 9 1 

 

BK3 SMEs use accounting records to 
monitor the strength and weakness 
of their transactions 

98 132 5 5 2 

BK4 Bookkeeping offer an accurate and 
thorough picture of operating result 

95 142 1 2 2 

BK5 Booking offer financial statement 
for use by management for 
decision making  

150 89 2 0 0 

Researcher Computation, 2020 

Table 4.5: Correlations Between Bookkeeping and Net profit 
Correlations 
 B_K N_P 
Spearman's rho B_K Correlation 

Coefficient 1.000 .654** 

Sig. (2-tailed) . .000 
N 242 242 

N_P Correlation 
Coefficient 

.654** 1.000 

Sig. (2-tailed) .000 . 
N 242 242 

**. Correlation is significant at the 0.01 level (2-tailed). 
Source: SPSS output 



 
Table 4.6: Model Summary 

Model Summary 

Model R R Square 

Adjusted R 

Square 

Std. Error of the 

Estimate 

1 .590a .348 .346 .40507 

a. Predictors: (Constant), B_K 
Source: SPSS output 

 
Table 4.7: ANOVA Table 

ANOVAa 

Model Sum of Squares Df Mean Square F Sig. 

1 Regression 21.055 1 21.055 128.319 .000b 

Residual 39.379 240 .164   

Total 60.434 241    
a. Dependent Variable: N_P 

b. Predictors: (Constant), B_K 

Source: SPSS output 

Table 4.8: Coefficients 
 
Coefficientsa 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients 

t Sig. B Std. Error Beta 
1 (Constant) 2.592 .172  15.079 .000 

B_K .439 .039 .590 11.328 .000 
a. Dependent Variable: N_P 

Source: SPSS output 

From the table 4.5 above, with focus on the performance of the correlation coefficient, we 

observed that the value for the correlation coefficient is 0.654 and this shows a positive 

relationship. p value shows 0.000 which means the relationship is statistically significant. It is 



significant both at 0.05 and 0.01 alpha values. This implies that there is a positive and 

statistically significant relationship between bookkeeping and net profit of SMEs.  Based on this 

premises we reject our null hypothesis 1 that says, there is no relationship between bookkeeping 

and net profit of SMEs and accept our alternate hypothesis that says there is a significant 

relationship between bookkeeping and net profit of SMEs in Kogi State. 

 Also, From the Table 4.6 above the R value represents the simple correlation and is 0.590 which 

indicates a positive correlation between book keeping and net profit. While the R2 value indicates 

how much of the total variation in the dependent variable(net profit) can be explained by the 

independent variable (Bookkeeping). From the table 4.6  above the value of R2  is 0.348 (35%) 

can be explained and the remaining 65% can be explained by other variables. 

Table 4.7 which is the ANOVA table shows whether the overall regression model is of good fit 

or not. From the table 4.7 the value p is 0.000 which shows that the independent variables 

statistically and significantly predict the dependent variable that is, the regression model is a 

good fit of the data. Table 4.8 also confirmed this because the p value (0.000) is less than 0.05 

and the t value (11.328) also is positive which confirm that there is a positive and significant 

relationship between bookkeeping and net profit of SMES. 

Based on the above we reject the null hypothesis that says there is no relationship between 

bookkeeping and net profit and accept the alternative hypothesis that there is positive 

relationship between bookkeeping and net profit of SMEs in Kogi State. 

 

H02: Internal control does not have any significant relationship with the Net profit of SMEs in 

Kogi State 

 



 
 
Table 4.9 Hypothesis Two - Response to Questions on Internal Control (IC1 – IC4)  
 

                 
Items 

Statement Srongly 
Agree  

Agree 

 

Neutral 

 

Disagree 

 

Strongly 
Disagree 

 Internal Control      

IC1 Preventive internal control 
discourage irregularities from 
occurring 

120 100 7 10 5 

IC2 Internal control have proactive 
control that helps in ensuring all 
objectives are met 

42 180 9 6 5 

IC3 Detective internal control help in 
finding out errors and irregularities 
after they have occur 

114 106 3 15 4 

1C4 Internal control safeguard  SMEs 
assets 

130 100 3 5 4 

Researcher Computation, 2020 

 

Table 4.10: Correlation Between Internal Control and Net Profit 

Correlations 

 I_C N_P 
Spearman's rho I_C Correlation 

Coefficient 1.000 .671** 

Sig. (2-tailed) . .000 
N 242 242 

N_P Correlation 
Coefficient .671** 1.000 

Sig. (2-tailed) .000 . 
N 242 242 

**. Correlation is significant at the 0.01 level (2-tailed). 
Source: SPSS output 



 
Table 4.11: Model Summary 
 

Model Summary 

Model R R Square 
Adjusted R 

Square 
Std. Error of 
the Estimate 

1 .671a .450 .448 .37221 
a. Predictors: (Constant), I_C 
Source: SPSS output 

 
Table 4.12: ANOVA Table 

ANOVAa 

Model 
Sum of 
Squares Df 

Mean 
Square F Sig. 

1 Regression 27.184 1 27.184 196.216 .000b 
Residual 33.250 240 .139   
Total 60.434 241    

a. Dependent Variable: N_P 
b. Predictors: (Constant), I_C 
Source: SPSS output 

 
Table 4.13: Coefficients 

Coefficientsa 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients 

T Sig. B Std. Error Beta 
1 (Constant) 1.456 .220  6.624 .000 

I_C .704 .050 .671 14.008 .000 
a. Dependent Variable: N_P 

Source: SPSS output 

From table 4.10 above , focusing on the performance of the correlation coefficient above , we 

observed that the value for the correlation coefficient is 0.671 which shows a positive  

relationship and the p value shows 0.000 which means the relationship is statistically significant. 



It is significant both at 0.05 and 0.01 alpha values. This implies that there is a positive and 

statistically significant relationship between internal control and net profit of SMEs.  Based on 

this premises we reject our null hypothesis II that says, there is no relationship between internal 

control and net profit of SMEs and accept our alternate hypothesis that says there is a significant 

relationship between bookkeeping and net growth of SMEs in Kogi State. 

Also, From the Table 4.11 above the R value represents the simple correlation which is 0.671. 

This indicates a positive correlation between internal control and net profit. While the R2 value 

indicates how much of the total variation in the dependent variable (net profit) can be explained 

by the independent variable (internal control). From table 4.11 above the value of R2 0.450 

(45%) can be explained and the remaining 55% can be explained by other variables. 

Also, from the Table 4.12 which is the ANOVA table, shows whether the overall regression 

model is of good fit or not. The value p is 0.000 which shows that the independent variables are 

statically significantly predict the dependent variable that is, the regression model is a good fit of 

the data. Table 4.13 also confirmed this because the p value (0.000) is less than 0.05 and the t 

value (14.004) also is positive which confirm that there is a positive and significant relationship 

between internal control and net profit of SMES. 

Based on the above, we reject the null hypothesis that says there is no relationship between 

internal control and net profit and accept the alternative hypothesis that there is positive 

relationship between internal control and net profit of SMEs in Kogi State. 

 

H03: Book keeping does not have any significant relationship with Revenue growth of SMEs in 

Kogi State. 



Table 4.14: Hypothesis Three - Response to Questions on Net Profit (NP1 – NP2)  
 
                 
Items 

Statement Srongly 
Agree  

Agree 

 

Neutral 

 

Disagree 

 

Strongly 
Disagree 

 Net Profit       

NP 1 SMEs have proper records of all 
expenses 

98 124 4 8 8 

NP 2 SMEs have proper record of all 
sales 

36 200 4 2 0 

NP 3 Proper records  and internal 
control encourage increase in 
sales over the years 

60 163 9 10 0 

NP 4 Proper records  and internal 
control reduces expenses over 
the years 

140 80 9 8 5 

NP 5 Proper records and control 
increase net profit over the 
years 

130 97 2 9 4 

Researcher Computation, 2020 

Table 4.15: Correlations Between Bookkeeping and Revenue 
 

Correlations 

 B_K R E 
Spearman's rho B_K Correlation 

Coefficient 1.000 .512** 

Sig. (2-tailed) . .000 
N 242 242 

TR Correlation 
Coefficient .512** 1.000 

Sig. (2-tailed) .000 . 
N 242 242 

**. Correlation is significant at the 0.01 level (2-tailed). 
Source: SPSS output 

 



Table 4.16: Model Summary 
 

Model Summary 

Model R R Square 
Adjusted R 

Square 
Std. Error of 
the Estimate 

1 .500a .250 .247 .41393 
a. Predictors: (Constant), B_K 
Source: SPSS output 

Table 4.17: ANOVA Table 
ANOVAa 

Model 
Sum of 
Squares Df 

Mean 
Square F Sig. 

1 Regression 13.721 1 13.721 80.080 .000b 
Residual 41.122 240 .171   
Total 54.843 241    

a. Dependent Variable: R E 
b. Predictors: (Constant), B_K 
Source: SPSS output 

Table 4.18: Coefficients 
Coefficientsa 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients 

T Sig. B Std. Error Beta 
1 (Constant) 2.793 .176  15.904 .000 

B_K .354 .040 .500 8.949 .000 
a. Dependent Variable: R E 

Source: SPSS output 

From table 4.15 above, focusing on the performance of the correlation coefficient, we observed 

that the value for the correlation coefficient is 0.512. This shows a strong positive relationship 

and the p value shows 0.000 which means the relationship is statistically significant. It is 

significant both at 0.05 and 0.01 alpha values. This implies that there is a positive and 

statistically significant relationship bookkeeping and revenue of SMEs in Kogi State.  Based on 



these premises, we reject our null hypothesis III that says there is no relationship between 

bookkeeping and revenue of SMEs in Kogi State and accept our alternate hypothesis that says 

there is a significant relationship between bookkeeping and revenue of SMEs in Kogi State. 

Also, From the Table 4.16 above the R value represents the simple correlation and is 0.500 

which indicates a positive correlation between bookkeeping and revenue. While the R2 value 

indicates how much of the total variation in the dependent variable (revenue) can be explained by 

the independent variable (bookkeeping). From the table 4.16 above the value of R2 is 0.250 

(25%) can be explained and the remaining 75% can be explained by other variables. 

Table 4.17 which is the ANOVA table, shows whether the overall regression model is of good fit 

or not. From the table 4.17 the value p is 0.000 which shows that the independent variables are 

statically significantly predict the dependent variable that is, the regression model is a good fit of 

the data. Table 4.18 also confirmed this because the p value (0.000) is less than 0.05 and the t 

value (8.949) also is positive which confirm that there is a positive and significant relationship 

between bookkeeping and revenue of SMES. 

Based on the above analysis, we reject the null hypothesis that says there is no relationship 

between bookkeeping and revenue and accept the alternative hypothesis that there is positive 

relationship between bookkeeping and revenue of SMEs in kogi State. 

 

H04: Internal control does not have any significant relationship with Revenue growth of SMEs in 

Kogi State. 

 
 
 
 
 



Table 4.19: Hypothesis four - Response to Questions on Revenue (R1 – R5)  
Items Statement Srongly 

Agree  
Agree 

 

Neutral 

 

Disagree 

 

Strongly 
Disagree 

                     Revenue       

RG1 Proper accounting records and 
internal control increase 
revenue over the years 

120 106 1 15 0 

RG2 Proper accounting and internal 
control helps in market 
penetration over the years 

114 120 2 3 3 

RG3 Proper accounting records 
increase SMEs cash flows over 
the years 

125 106 3 7 1 

RG4 Proper accounting and internal 
control increase customer 
patronage over the years 

126 106 0 8 2 

RG5 Proper accounting records has 
help to identify goods /service 
that generate higher revenue for 
SMEs over the years 

117 112 2 8 3 

Researcher Computation, 2020 

Table 4.20: Correlations Between Internal Control and Revenue 

Correlations 

 I_C R E 
Spearman's rho I_C Correlation 

Coefficient 1.000 .763** 

Sig. (2-tailed) . .000 
N 242 242 

TR Correlation 
Coefficient 

.763** 1.000 

Sig. (2-tailed) .000 . 
N 242 242 

**. Correlation is significant at the 0.01 level (2-tailed). 
Source: SPSS output 



Table 4.21: Model Summary 
Model Summary 

Model R R Square 
Adjusted R 

Square 
Std. Error of 
the Estimate 

1 .763a .582 .580 .30902 
a. Predictors: (Constant), I_C 

 
Table 4.22: ANOVA Table 
ANOVAa 

Model 
Sum of 
Squares Df 

Mean 
Square F Sig. 

1 Regression 31.925 1 31.925 334.310 .000b 
Residual 22.918 240 .095   
Total 54.843 241    

a. Dependent Variable: RE 
b. Predictors: (Constant), I_C 

 
Table 4.23: Coefficients 

Coefficientsa 

Model 

Unstandardized 
Coefficients 

Standardized 
Coefficients 

T Sig. B Std. Error Beta 
1 (Constant) 1.030 .182  5.647 .000 

I_C .763 .042 .763 18.284 .000 
a. Dependent Variable: RE 

From the table 4.20 above , focusing on the performance of the correlation coefficient above , we 

observed that the value for the  correlation coefficient is 0.763 which shows a strong positive  

relationship and the p value shows 0.000 which means the relationship is statistically significant. 

It is significant both at 0.05 and 0.01 alpha values. This implies that there is a positive and 

statistically significant relationship internal control and revenue of SMEs in Kogi State.  Based 

on this premise, we reject our null hypothesis III that says there is no relationship between 



internal control and revenue of SMEs in Kogi State and accept our alternate hypothesis that says 

there is a significant relationship between internal and revenue of SMEs in Kogi State. 

Also, from Table 4.21 above, R value represents the simple correlation and is 0.763 which 

indicates a positive correlation between internal control and revenue. While the R2 value 

indicates how much of the total variation in the dependent variable (revenue) can be explained by 

the independent variable (bookkeeping). From table 4.21 above, the value of R2 is 0.580 (58%) 

can be explained and the remaining 42% can be explained by other variables. 

Table 4.22 which is the ANOVA table shows whether the overall regression model is of good fit 

or not. From the table 4.22 the value p is 0.000 which shows that the independent variables are 

statistically significantly predict the dependent variable that is, the regression model is a good fit 

of the data. Table 4.23 also confirmed this because the p value (0.000) is less than 0.05 and the t 

value (18.284) also is positive which confirm that there is a positive and significant relationship 

between internal control and revenue of SMES. 

Based on the above we reject the null hypothesis that says there is no relationship between 

internal control and revenue and accept the alternative hypothesis that there is positive 

relationship between internal control and revenue of SMEs in Lokoja Metropolis. 

4.4 Discussion of Findings 

The empirical analysis shows that there is a strong positive and statistically significant 

relationship between bookkeeping, net profit and revenue of SMEs in lokoja Metropolis, the 

result is in support with the work of Olatunji (2013) and Umar (2019).  

Also, there exist a strong positive and statistically significant relationship between internal 

control and net profit and revenue. 



CHAPTER FIVE 

SUMMARY, CONCLUSION AND RECOMMENDATIONS 

 

5.1. Introduction 

The discussion in this chapter is focused on summary, conclusion, recommendations and 

suggestions for further research.  

5.2. Summary 

This study investigated the relationship between accounting system and financial performance of 

SMEs in Kogi State.   

This study was structured into five chapters. Chapter one looked into the background of the study 

identified the problems of the study, objectives of the study were defined, research questions and 

hypothesis to guide the investigation were formulated. The chapter also highlighted the 

significance of the study, described its scope as well as identified and operationalized the study 

variables. Also, operational terms relevant to the study were defined based on their contextual 

use in the work. In summary, the chapter serves as the introduction to the study.  

The chapter two dealt with three basic components of the study. These are the conceptual 

framework which emphasized the historical background of SMEs, concept of Accounting 

System; interrelationship between variables , the theoretical framework emphasizing on Decision 

Usefulness theory, Resource based theory and contingency theory; empirical review for in-depth 

knowledge of previous efforts in investigating the relationship between accounting system and 

SMEs performance. The review broadened the researcher’s knowledge of the scope of the 

subject matter of study interest and pointed out existing gaps now filled by the current research 

effort.  



Chapter three presented the methodology for the study. Essentially, the chapter discussed the 

design and population of the study. An appropriate sample size was determined and selected 

using Krechie & Morgan Table. Type and source of data was also discussed, instruments of data 

collection, validity, reliability and administration of the instrument. Furthermore, the perceived 

functional relationships and associated models were also discussed here. 

In chapter four, the data were analyzed into two parts, descriptive analysis and empirical analysis 

using spearman’s rank correlation and regression analysis due to the nature of the data and the 

purpose of the study. The descriptive analysis examined the minimum, maximum, mean and 

standard deviation of the respondents. The empirical analysis made attempts to establish the 

relationship between the variables. The numerical values of the model’s coefficients and 

intercepts were obtained through the result of spearman’s rank correlation and linear regression 

through the help of SPSS. 

This chapter gives the summary of the study as well as the findings and their implications. 

Conclusions were drawn and recommendations made. Finally, the chapter highlighted the 

study’s contribution to knowledge and suggestion for further research. 

5.3. Conclusion 

Accounting records plays a vital role in the growth and performance of SMEs to strive.  From the 

empirical analysis, it was discovered that bookkeeping and internal control system is very key to 

successful running of SMEs to achieve better performance in revenue generation and profit 

making. It was discovered that bookkeeping has a positive significant relationship with the net 

profit and revenue and internal control also has a positive significant relationship with net profit 

and revenue. From our findings, SMEs must make sure they keep proper accounting record in 



order to achieve better performance in their business and if possible employee a knowledgeable 

person that can perform this function at minimum cost.  

5.4 Recommendations  

1. SMEs should employ competent staff that can handle their financial transactions and also 

engage a financial consultant on periodic basis bearing in mind the cost implication. This will aid 

the SMEs in taking decisions that can improve their business performance based on availability 

and interpretation of their financial report. 

2.  Small scale business operator units should ensure that complete and accurate business records 

are kept because they are essential for decision making. This can be ensured by undertaking 

relevant training and seminars on records keeping.  

3. To encourage the adoption of sound accounting system in small and medium scale enterprises, 

there should be adequate sensitization in form of seminars and workshops from the relevant 

Accounting professional bodies such as ANAN, ICAN, and CITN to increase the awareness of 

importance of operating good accounting system to this sector so that they can achieve their 

objectives.  

4. SMEs should adopt internal control systems that are unique to their business which will aid in 

effective monitoring and safeguarding their assets for a better performance and achievement of 

the organizational objectives. 

5.5 Suggestion For Further Research 

Continuous research and development is necessary to improve standards as well as measuring 

performances. Based on this study, further research could be carried out to; 



i. examine the effect of accounting system on the performance of SMEs across the six 

geo-political zones in Nigeria to determine whether same result could be achieved. 

ii. evaluate on how SMEs operators should seek for basic accounting knowledge to 

enable them maintain a sound accounting system.  
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Appendix 1A 

KREJCIE AND MORGAN SAMPLING METHOD  

QUANTITATIVE RESEARCH DESIGN: CORRELATIONAL, COMPARATIVE & 
EXPERIMENTAL 

 

 
 
 
 
 
 
 
 
 
 



KREJCIE AND MORGAN SAMPLING METHOD  

Table 1: Table for Determining Sample Size for a Finite Population 

   



The Table is constructed using the following formula for determining sample 

size:  

NOTE: 

There is no need of using the formula since the table of determining sample size has all the provisions 
you require to arrive at your sample size. 

 
 
 

 

 

 

 

 

 

 

 

 



Appendix 2A - Letter of Introduction 

I am Olufolake Olufunmilayo Mark, a M.Sc. Student of Accounting at Salem University, Lokoja, 
Kogi State. I am carrying out a research project on the “Effect of Accounting System on the 
Financial Performance of Small and Medium Enterprises in Nigeria” for academic purpose. 

Please, kindly tick the answers to the Questionnaire attached to this letter. The Questionnaire is 
divided into two sections, section A and section B.  

Your responses will be confidential and used only for research purpose. Responses will not be 
identified by any individual as all responses will be compiled together and analyzed as a group. 

Thank you. 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



Appendix 2B - Questionnaire 

Section A 

Gender: (a) Male [  ] (b) Female 

Number of Employee (s): (a) below 5 [  ] (b) 5-10 (c) above 10 

Years in Business:  (a) below 5years [  ] (b) 5-10years (c) Above 10years.  

Level of Education:  (a) No Education [  ] (b) Primary [  ] (c) Secondary [  ] (d) ND/NCE [  ] 

 (e) HND/BSc./BA   [  ] (f) Postgraduate [  ] 

Industry: (a) Agriculture [  ] (b) Trading [  ] (c) Consultancy [  ] (d) Production/ Manufacturing 

[  ] (e) Fashion Design [  ] (f) Accommodation and food services [  ] (g) Information Technology 

and Communication [  ] (h) Beauty and Hair dressing [  ] (i) Education [  ] (j) Others [  ] 

Legal Status: (a) Enterprises [  ] (b) Limited [  ] 

 

Section B 

In this Section, Kindly indicate the extent of your agreement with the statement below by ticking 

[√] one of the spaces provided. Where SA = Strongly Agreed, A = Agreed, N = Neutral, DS = 

Disagreed and SD = Strongly Disagreed 

Items Statement SA A N DS SD 

 Bookkeeping 

BKI SMEs always keeps records of their 

transactions 

     

BK2 A times SMEs seeks the service of an expert      

BK3 SMEs uses accounting records to monitor the      



strength and weakness of their transactions 

BK4 Bookkeeping offer an accurate and thorough 

picture of operating result 

     

BK5 Booking offer financial statement for use by 

management for decision making  

     

 Internal Control      

IC1 Preventive internal control discourage 

irregularities from occurring 

     

IC2 Internal control have proactive control that 

helps in ensuring all objectives are met 

     

IC3 Detective internal control help in finding out 

errors and irregularities after they have occur 

     

1C4 Internal control safeguard  SMEs assets      

       

 Net Profit Growth      

NP 1 SMEs have proper records of all expenses      

NP 2 SMEs have proper record of all sales      

NP3 Proper records  and internal control encourage 

increase in sales over the years 

     

NP4 Proper records  and internal control reduces 

expenses over the years 

     

NP5 Proper records and control increase net profit 

over the years 

     



       

Revenue       

R1 Proper accounting records and internal control 

increase revenue over the years 

     

R2 Proper accounting and internal control helps in 

market penetration over the years 

     

R3 Proper accounting records increase SMEs cash 

flows over the years 

     

R4 Proper accounting and internal control increase 

customer patronage over the years 

     

R5 Proper accounting records has help to identify 

goods /service that generate higher revenue for 

SMEs over the years 

     

       

 
 

 


