
Abstract
Financial management is the overall arrangement for planning, directing, monitoring, organizing, and controlling of the eco-
nomic resources of an organization, with a view to efficient accomplishment of the enterprise objectives. It is well recognized 
that financial management practice has a key reason for the success of those enterprises and it is the main issue for any busi-
ness type. However, the status of effective financial management practice in developing countries especially in Ethiopia is at its 
infant stage. Thus, the main objective of the study is to investigate the determinants of financial management practice of micro 
and small enterprises in East Gojjam Zone. 

The type of research applied in this study is explanatory/causal/ in nature. Questionnaires were used to collect primary data. 
The combination of purposive stratified and systematic sampling techniques were applied to select respondents. A multiple lin-
ear regression model was used to test the casual relationship between the study variables. The findings indicated that financial 
management knowledge, financial management attitude, size of enterprise, locus of control, and use of information technology 
have positive and significant effect on financial management practice. However, gender, owner’s age, and enterprise age have 
no statistically significant effect on financial management practice of micro and small enterprises. The descriptive analysis 
indicated that there is poor financial management practice of micro and small enterprises in East Gojjam Zone. The study 
suggested that financial management experts should provide financial management training for micro and small enterprise 
owners/managers.
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Introduction
Background of the Study 
Financial management practice is a global issue that increases the 
profitability of any business type. Financial management is the key 
instrument for success of any Business. Financial management 
is significant to the continuity of small and medium enterprises 
(SMEs). The growing  importance  of  this  issue  raises  neces-
sary  questions  whether  companies  are  improving  their abilities  
to  have  effective  financial  management  and  implementing  
changes  that  will  enable  them  to analyze results, to interpret, 
to predict  future performance and improve their business deci-
sions [1]. Small and micro businesses are the driving force for the 
growth and development of the economies of many countries in 
the world including Ethiopia. It is also noted in various literatures  
that  such  contribution  of  the  small  scale  enterprises  to  the  
economy  become  realistic  only  with effective  financial  man-
agement  practice [2]. 

Poor financial management skill of owners managers is the main 
cause underlying the problems in small business financial man-
agement practice [3]. Small enterprises contribute greatly to the 
economies of all countries, regardless of their level of develop-
ment [4]. In the  world,  small,  medium  and  micro  enterprises 
play a great role in absorbing labor, penetrating new markets and  
generally  enhancing  an  enabling  environment  for  entrepreneur-
ship. This is partly due to the fact that small, medium and micro 
enterprises tend to be more labor-intensive and therefore have a 
higher labor-absorption capacity than big businesses [5]. For in-
stance, in the United States of America, small businesses intro-
duce  innovative  products  and  services,  created jobs,  opened  
foreign  markets  and  in  the  process  sparked  the  US economy. 
In Japan,  small  businesses  account  for  the  bulk  of  the coun-
try’s  established  businesses  that  provide  sustainable  jobs.  In 
Taiwan, small businesses account for 98% of the gross domestic 
product [6]. In Africa, in order to improve the economic conditions 
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and poverty issue, small businesses can play a greater role as the 
driving force of economic growth and poverty reduction [7]. Any 
strategy for poverty alleviation in Africa must include support, 
encouragement and promotion of SMEs. For instance, in South 
Africa, 90% of new  jobs  were  created  by  small,  medium  and  
micro-enterprises  between  1985  and  2005 [8]. 

In Ethiopia, micro and small enterprise sector has a great impor-
tance particularly for the low-income, poor and women groups 
which is evident from their relatively large presence, share in em-
ployment and small capital requirement. These are sufficient rea-
son for governments and other stakeholders in development to be 
interested in micro and small enterprises. They are seen as means 
of providing employment, alleviating poverty, ensuring food se-
curity, and private sector development. However, in the context 
of many developing countries and countries in transition, particu-
lar in Ethiopia, MSEs are also seen as an emerging private sector, 
forming the basis for private-sector-led growth. According to East 
Gojjam Zone SMEs office  report (2019), in Amhara region spe-
cifically in East Gojjam Zone, Small and Micro enterprises have 
a great significance by creating a job opportunity and creation of 
wealth for more than 47,482 owners without including employ-
ees and other participants in five sectors including manufacturing, 
construction, service, trade and urban agriculture. Therefore, this 
indicates that Small and Micro businesses have significance con-
tribution for the development of the economy and hence they have 
to exercise better financial management practice by identifying 
key determinants. Due to this fact, the researcher was motivated 
to investigate determinants of financial management practice of 
MSEs in East Gojjam Zone, Ethiopia.

Statement of the Problem/Rational of the Study
Sound Financial management practice has a great contribution for 
small and micro enterprises all over the world. That is why finan-
cial management practice improves the performance of any busi-
ness. Financial management knowledge becomes an increasingly 
valuable skill for any decisions making practice in the 21st century 
economy. As pointed out that financial  management  is  import-
ant  for  any  institutional  success whereas  ineffective  financial 
management, combined with other factors in an organization can  
often lead to severe problems [10]. To run a successful business, a 
manager needs a wide range of small business management skills 
including finances [11]. However, Prior studies on the manage-
ment of small and medium industries advocate that even manage-
ment functions such as planning, organizing, staffing, directing, 
and controlling are not done properly in many of such industries. 
That is why many small and medium industries financial manage-
ment practice is very poor. 

Lack of sufficient knowledge and experience of managers, failure 
in selection of the staff on the basis of meritocracy, non-dedication 
of responsibilities to members, insufficient commitment of manag-
ers and lack of access to information, failure in proper processing 
of information, and so on are the major reasons for these barriers 
[12]. MSEs are also poorly managed due to the lack of manage-

ment skills among owners or managers. They lack awareness of 
the importance of adopting business best practices and quality 
management systems, such as financial management and customer 
focused activities, in order to increase the firms’ productivity and 
profitability. As a result, inefficient SMEs are unable to compete 
effectively in the market impacting the entire SME sector perfor-
mance [13]. Further, many small and micro enterprise owners fail 
because they are unable to understand basic financial concepts or 
practices. Even in developed countries, entrepreneurs have not suf-
ficient financial management skill, an issue which is obvious in 
the small business and enterprise world. It’s widely perceived that 
throughout the world, small businesses have a high rate of failure. 

In the  U.S  Small  Business  Administration  had  noted  that  
fifty  percent (50%)  of  small businesses fail in the first year and 
ninety-five percent (95%) fail within the first five years (European 
Federation of Accountants, 2004) did a research on the financial 
management practices of SMEs in Malaysia and the result indicat-
ed that lack of working capital which accounted for 93.6 per cent 
is the most common weakness in the area of financial management 
practice [14]. The issue of financial management in developing 
countries is not so much satisfactory. Especially in Ethiopia, finan-
cial management practice is at very severe level. This is because 
most business enterprises have not appointed financial managers 
to be in charge of financial management of the company. Usually, 
the owners or general  managers  act as the  assistance  of  the  ac-
countant  control  financial  matters  of  the company.  

• On  the  other  hand,  most  owners/managers  have  no  formal  
training  in management  skills,  especially  financial  manage-
ment. In addition, the concepts  of  financial management have 
also only been recognized in Ethiopia since the beginning of the 
1960s, when  the  commercial  code  was  introduced  by  the  then  
imperial  government.  Hence, financial management is still one of 
the challenges of business enterprises in Ethiopia [15]. Additional-
ly, in Ethiopia, specifically in Woliso town, Oromia region, in his 
study pointed that the  owners  of small  businesses  have  no  ad-
equate financial  management skills and training, most small busi-
nesses  do not engage in financial planning, analysis, and  control; 
do not set short and long term financial objectives; do not analyze 
the trend in sales, cost and profit [16].  His finding further stated 
that lack of awareness and knowledge, lack of follow up and in-
ability to maintain qualified accountants are the major factors that 
hinder to adopt best financial management practice. Therefore, the 
main objective of the study was to investigate determinants of fi-
nancial management practice of micro and small enterprises. The 
following are basic research questions for this study:
• What seem like the financial management practice of MSEs of 
East Gojjam Zone? 
• What are the problems faces in financial management practice of 
MSEs of East Gojjam Zone?
• How study factors affect the financial management practice of 
MSEs of East Gojjam Zone?
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Objectives of the Study
General objective of the Study
The general objective of this study is to investigate determinants 
of financial management practice of Micro and Small enterprises 
in selected woredas of East Gojjam Zone. 

Specific objectives of the Study
The study has the following specific objectives:
• To assess the extent of  financial management practices of MSEs 
of East Gojjam Zone 
• To identify problems that face in financial management practice 
of MSEs in East Gojjam Zone. 
• To examine how study factors affect financial management prac-
tice of MSEs in East Gojjam Zone. 

Significance of the Study
This study has great significance to micro and small enterprise 
owners, community service providers, policy makers, other re-
searchers in the study area, and the current researcher. 

To MSE owners/managers: this study provides initiations for 
knowing financial management practices, identifies factors that 
affect their financial management practice and provides possible 
recommendations about how to enhance financial management 
practice in enterprises. 

To Community Service Providers: this study has used to identi-
fy factors that affect financial management practices of small and 
micro enterprise with respect to their positive or negative influ-
ence and also identifies gaps of financial management of micro and 
small enterprises in East Gojjam Zone. This is best for community 
service providers to provide financial management trainings and 
other expert supports such like advises.  

To Policy Makers: this study provides important issues about de-
terminants of financial management practice and the  policy  mak-
ers  and  the  relevant  government  bodies  will  gain  knowledge  
on  how  to handle financial management problems and used the 
study as a bench mark. Therefore, in order to making sound regu-
lations and policies with respect to financial management practice, 
this study has a great significance. 

To future academicians/researchers: this study used as an input  
to  research  institutions  and  the academicians  who  want  to  
advance  the  knowledge or will do further on the same study area. 

To the current researcher: this study has two advantages for the 
researcher of this study. first, it increase the knowledge of the re-
searcher about the factors that affect financial management prac-
tice by reading different theories/literatures, researches, articles 
and so on and also give knowhow about financial management 
practice of MSEs of East Gojjam Zone. Second, it is used for par-
tial fulfillment of the award of MSc in accounting and finance. 

Scope of the study
The scope of this study is delimited on conceptually, geographical-
ly and methodologically as follows: 

Conceptually: this study was concentrated on determinants of 
financial management practices (working capital management, 
fixed asset management, financial planning and control as well as 
financial reporting and analysis) in MSEs of selected woredas of 
East Gojjam Zone. 

Geographically: this study was specifically be carried out in East 
Gojjam Zone Amhara region which is located on the North West-
ern highlands of Ethiopia at a geographical location of 100 1` 46`` 
and 100 35`12`` N latitudes and 370 23` 45`` and 370 55` 52``E 
longitude and at a distance of 305 and 251km from Addis Ababa 
and Bahir Dar respectively. 

Methodologically: the study was employed mixed (qualitative 
and quantitative) research approach and respondents of this study 
were owners/managers of micro and small enterprises in selected 
woredas of East Gojjam Zone. The study was used only primary 
data and both descriptive and multiple regression analysis methods 
were employed. 

Literature Review: Determinants of Financial Management 
Practice and Hypothesis Formulation
Financial Management Knowledge
 Financial management knowledge is the capability to use relevant 
knowledge and understanding to planning, organizing, directing 
and controlling or manage the financial activities of an enterprise 
such like utilization of resources [17]. Further, The Bank associa-
tion of South Africa has attempted to  define  SME  financial  liter-
ate  managers  as  entailing  the following  qualifications:  having  
adequate  level  of entrepreneurial  competencies,  personal  skills,  
and  business management  skills,  having appropriate  level of  
understanding of  functional  financial  management  systems,  has  
appropriate level  of  understanding  of  SMEs  life  cycle  funding  
and  other financial  requirements,  understand  legal,  regulatory  
and  tax issues  as  they  relate  to  financial  matters  and  under-
stand  the range of legal resources it can opt to when necessary, in 
case of bankruptcy or other financial distress situations [18]. As 
Eagly & Chaiken (1993) indicated that financial knowledge is a 
factor that has an impact on financial management practice. Fur-
ther, in his research indicated that financial knowledge has a signif-
icant positive effect on  financial  management  behavior  because  
the  role  of  education  with  the  seminars  of  financial knowledge  
will  increase  insight  about  financial  management  behavior [19]. 
Therefore, in this study, it was hypothesized: 
H1: Financial management knowledge has significant effect on fi-
nancial management practice.

Financial Management Attitude
Financial management Attitude is defined as a state of mind, opin-
ion and judgment of a person about financial management [20]. 
further, Financial  attitude  can  be  considered  as  the  psycho-
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logical  tendency  expressed  when evaluating recommended fi-
nancial management practices with some degree of agreement or 
disagreement [21]. Financial attitudes shape the way people spend, 
save, hoard, and waste money [22]. On the same case, when test-
ed the impact of financial attitudes on financial management by 
setting attitudes as an independent variable, found that a positive 
attitude toward planning was the greatest predictor of cash flow 
management [23].  find that, people with stronger perceptions and 
positive financial attitudes tend to more successful in financial 
management [24]. Contrarily, states that the financial attitude has a 
significant negative effect on financial management which means 
someone has a good financial management attitude but bad in fi-
nancial practice [25]. Thus, in this study, it was hypothesized:[24].
H2: Financial attitude has significant effect on financial manage-
ment practice.

Locus of Control
According to locus of control is defined as the extent to which 
individuals believe that they can control events which affect them 
[26]. were done a research on a title factors affecting personal fi-
nancial management behaviors evidenced from Vietnam and the 
study indicated that locus of control has a significant negative ef-
fect on financial management behavior [19]. By contrast, Listiani 
(2017) on his study found that the better locus of control a person 
has, the better pattern of financial management behavior is caused 
by internal locus of control is more important because individuals 
who are more careful and control its expenditure in accordance 
with the needs so as not to spend money on every month and can 
be said that the locus of control have a significant positive effect on 
financial management behavior. Exceptionally, indicated that the 
locus of control has no relation to financial management practice 
[27]. Therefore, in this study, it was hypothesized: 
H3: Locus of control has significant effect on financial manage-
ment practice

Use of Information Technology
Use of Information Technology defined as usage of tools and ma-
chines used to solve real world problems. A computer is a pro-
grammable machine that responds to a specific set of instructions 
in a well-defined manner and can execute a pre-recorded list of 
instructions [28]. According to ICT refers to a wide range of com-
puterized technologies that enables communication and the elec-
tronic capturing, processing, and transmission of information [29].  
These technologies include desktop computers, laptops, hand-held 
devices, wired or wireless connectivity, business productivity soft-
ware, data storage & security, network security, other related pro-
tocols, etc. ICT has the ability to enhance, coordinate and control 
the operations of many organizations and can also increase the use 
of financial management. 

According to the use of technological at firm level reckoned to 
have positive impact on firm practices. According to the  use  of 
information  technology  by  SMEs  can  benefit  them  by develop-
ing  competences  for  managing,  information  intensive resourc-
es, reduce the transaction costs and develop capability to gather 

information locally and internationally resulting into rapid flow of 
information [30, 31]. Asserted that there is a significant results on  
the  impact  of  use  of  technology  and  firm  financial manage-
ment practices [32]. Adoption and  actual  use  of  more  sophis-
ticated  information  technology in  developing countries  would  
have  a  cunningly  better  way  of  SMEs financial management 
practices and performance. also  identified  the use  of  computer-
ized  accounting  system  as  a major factor in  promoting  sound  
financial  management  system [33]. In addition, The inability  of  
small  firms  to  make  use  of computerized accounting systems 
also act as a barrier to the  successful  implementation  of  sound  
financial management practices [34]. Therefore, in this study, it 
was hypothesized that:
H4:  The use of information technology has significant effect on 
financial management practice

Size of Enterprise
According to enterprise size can be defined in a number of ways 
such as amount of capital invested, number of employees, the tech-
nology used in the operation and its market coverage [35]. Size of 
Enterprise refers to employees per establishment, employees per 
company, sales per firm and value added per firm or total assets of 
the enterprise [36]. The size of SME affects the competitiveness of 
the firm as well as the operation of the enterprise. The larger the 
Enterprise size, they acquire better resources, economies of scale, 
able to have advanced equipment’s, knowledgeable employees, 
and others. In the opposite, the smaller the Enterprise size, limit-
ed access to capital, low number of employees, has no that much 
advanced technology and so on. study determined that there is sta-
tistically significant differences between the category of small and 
medium scale SMEs in adopting accounting, cash management 
practices and fixed asset management practices [37]. Indicated that 
the  need  to  prepare  a  complete  set  of  financial  statements  
increases  as  an  entity progresses  from  small  to  medium  size 
[38].  It  is  at  the  medium-size  stage  that  financial performance  
reporting  will  be  useful  to  internal  and  external  users. There-
fore, the hypothesis is formulated as:
H5: Enterprise size has significant effect on financial management 
practice

Age of Enterprise
Age of Enterprise is defined as the number of years of the estab-
lishment of the business enterprise. Wambui, Kimani, & Muhavani 
(n.d) were studied on a title“Determinants of effective financial 
management in catholic church managed health institutions in 
kenya”.The  results  indicate  that  institutional  age  and  effective-
ness  of  financial  management  are positively  and  significantly  
associated. By contrast, concluded that the number of years that 
business has been operating under existing management is not a 
significant variable for varying adoption of financial management 
[37]. Thus, the hypothesis is formulated as:
H6: Enterprise age has significant effect on financial management 
practice.
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Age of the Owner
Age of owners refers to the number of years the owner have start-
ing from born. in their study on a title [39]. Adoption of Financial 
Management Practices indicated that owner’s age has significant 
positive effect on financial management practice. They indicated 
that the older the participant, the greater the number of financial 
management practices adopted. By contrast indicated in their study 
that age has negatively significant impact on the success of SMEs 
management by women entrepreneurs in East Java [40]. It happens 
because the age of women entrepreneurs is dominated by youth. It 
shows that the younger women entrepreneurs, the more success in 
managing the SMEs. Thus, the hypothesis is formulated as:
H7: Owner’s age has significant effect on financial management 
practice

Gender
The other demographic factor is gender; gender is defined as range 
of characteristics given to human beings as male and female. A 
study done by on a title success factor of successful microcredit 
entrepreneur’s empirical evidence from Malaysia indicates that 
there is significant relationship between gender and financial man-
agement practices [41]. This means the males are better financial 
managers than the female practitioners. On the other hand and 
found that no relationship between gender and financial manage-
ment [42]. This means that gender has no influence on financial 
management practice of SMEs. Thus, based on the findings from 
majority of previous works, in this study it was hypothesized that: 
H8: Gender has significant effect on financial management prac-
tice

Conceptual Framework
A conceptual framework is a research tool intended to assist a re-
searcher to develop awareness and understanding of the situation 
under review. It shows the interaction of variables both indepen-

dent and dependent variables. The independent variables are those 
factors (Financial management knowledge, financial attitude, lo-
cus of control, Enterprise size, Enterprise age, use of information 
technology (computer), owner’s age and gender which affect fi-
nancial management practice in SMEs and the dependent variable 
is financial management practice.

Figure 1: Conceptual Framework of the Study

Research Methodology
Research Design
The research design used in this study was explanatory because 
explanatory research aims at establishing the cause and effect rela-
tionship between variables.  

Total Population 
The total populations of Micro and Small Enterprises of East 
Gojjam Zone in 20 woredas (Aneded, Awabel, Baso Liben, Bi-
bugni, Debay Telat, Debre Elias, Debre Markos, Dejen, Enarj En-
awga, Enbsie Sar Midir, Enemay, Goncha, sede, Gozzamn, Hulet 
Eji Enesie, Machakel, Shebel Berenta, Sinan, Bichena and Motta) 
are 47,482 in the year 2019. There are 27,989 micro and small en-
terprises in the selected six weredas (Debre Markos, Sinan, Motta, 
Bichena, Gozzamn, and Debre Elias) in the year 2019. Therefore, 
Total population from each selected woredas with respect to their 
Business sectors is presented as follows: 

Table 1: Total population from each woreda by sector

Sectors
Woreda Manufacturing Construction Service Trade Urban Ag. Total

Micro Small Micro Small Micro Small Micro Small Micro Small
D/Markos 833 95 1977 82 1287 283 1978 19 502 30 7086
Sinan 169 1 279 0 580 12 917 24 1005 0 2987
Gozzamn 192 5 665 0 583 35 549 18 4210 17 6274
Motta 390 60 954 42 674 52 2085 65 116 38 4476
D/Elias 220 15 410 30 334 37 580 69 2567 0 4262
Bichena 330 11 382 2 499 34 1529 38 79 0 2904
Total 2134 187 4667 156 3957 453 7638 233 8479 85 27989

Source: East Gojjam Zone micro and small enterprise office report, 2019
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Sampling Technique
The study was used a combination of stratified sampling method 
(makes the strata based on type of business they were engaged 
(manufacturing, construction, service, trade and urban agricul-
ture), systematic sampling technique (used to select respondents 
from each stratum’s) and Purposive (to select six woredas from 
20 woredas of East Gojjam Zone). The selected six woredas 
include: Debre Markos, Sinan, Motta, Bichena, Gozzamn, and 
Debre Elias. This woredas are selected because of the existence 
of  large number of MSEs as compared to others in the Zone. 

Sample Size Determination
The researcher found sample size (n) from the total population 
at 95% confidence level by using the formula of Yemane (1967), 
which is a simplified and famous formula used by a number of 
researchers.     
  n =     N
 1+N (e) 2    Where, N= Population size, e= sampling error    

Therefore, n= 27,989            = 27,989 = 394.36 approximately 
394
                1+27,989(.05)2        70.97                

To calculate and determine the sample from each stratum, the 
researcher was used the proportional allocation, in which a sam-
pling fraction in each group is used i.e. proportionate to the total 
population, sample size in stratum one is equal to total sample 
size divided by the total population and multiplied by the total 
population of the specific stratum [43]. Therefore, the researcher 
was determined a sample size from each stratum as follows:
P = sample size     =     394   = 0.014 where, p =proportion
   Total population       27,989

Table 2: The actual sample size of each woreda by sector

                                              Sectors 
Woreda Manufacturing Construction Service Trade Urban Ag. Total

Micro Small Micro Small Micro Small Micro Small Micro Small
D/Markos 11 1 27 1 18 4 27 1 7 1 98
Sinan 2 1 4 0 8 1 12 1 14 0 43
Gozzamn 2 1 9 0 8 1 7 1 58 1 88
Motta 5 1 13 1 9 1 29 1 2 1 63
D/Elias 3 1 5 1 4 1 8 1 36 0 62
Bichena 5 1 5 1 6 1 21 1 1 0 40
Total 28 6 63 4 53 9 104 6 118 3 394

Note: From the above table, n= N*p where, N= Total population from each strata and p= proportion i.e. n/N.	
Source: own calculation, 2019

Source of Data and Method of Data Collection
The study was used only primary sources of data and the primary 
data was collected through open and close ended questionnaires 
from micro and small enterprise owners/managers of East Gojjam 
Zone. The items in the questionnaire were mainly adopted from 
previous empirical studies with some modifications Marris, 2005 
and [25, 44]. In order to improve its reliability, the questionnaire 
was converted from English version to Amharic version and then 
distributed those questionnaires to respondents. 

Method of data Analysis
After data was collected from primary data sources through close 
and open ended questionnaires, in order to examine the effect of 
explanatory variables on financial management practice, the data 
have been analyzed by using multiple linear Regressions analysis 
and STATA version 13 was used as a data analysis tool. This is 

because multiple regression  analysis  is  useful  in  determining 
whether  or  not  a  particular  effect  is  present,  in measuring  the  
magnitude  of  a  particular  effect and in forecasting what would 
be of a particular effect [45]. To analyze Likert scale question-
naires, first of all, it is necessary to calculate a composite  score 
(sum or mean) from four or more  Likert items and then the study 
used parametric  statistic  such  as  mean  for  central  tendency, 
standard  deviation  for  variance and regression [46]. 

Model specification
The study was used multiple linear regression model (OLS) and 
the estimated regression equation for this study is formulated us-
ing the equation below:         
FMP=β0+β1FMK+β2FMA+β3LC+β4UIT+β5ES+β6GEN+β7OAGE 
+ β8EAGE+ε          
  Where, FMP= Financial management practice, FMK= Financial 
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management Knowledge,  FMA= Financial Management Attitude, 
LC=Locus of control, UIT=Use of Information Technology, ES= 
Enterprise size, GEN= Gender, OAGE= Owners Age, EAGE= En-
terprise age , β0= constant term, ε = error term and β1, β2, β3, β4, 
β5, β6, β7 and β8   are beta coefficients of FMK, FMA, LC, UIT, ES, 
GEN, OAGE and EAGE respectively.

Definition and measurement of variables included in the model      
Financial management practice is Systems of efficient and effec-
tive management of resources in such a manner as to accomplish 
the objectives of the organization [47]. Financial management 
practice is measured using Likert scale (1-not practiced to 5- very 
highly practiced). First of all create Likert scale items and then 
calculating mean (continuous variable). 

Financial management knowledge is the capability to use relevant 
knowledge and understanding to planning, organizing, directing 
and controlling or manage the financial activities of an enterprise 
such like utilization of resources [17]. Financial management 
knowledge is measured using Likert scale (1-strongly disagree to 
5- strongly agree). 

Financial management Attitude is defined as a state of mind, opin-
ion and judgment of a person about financial management and 
measured by using Likert scale (1-strongly disagree to 5- strongly 
agree) [19].

Locus of Control is defined as the extent to which individuals be-
lieve that they can control events which affect them and measured 
using Likert scale (1-strongly disagree to 5- strongly agree) [26].

Use of Information Technology defined as usage of tools and ma-
chines used to solve real world problems. A computer is a pro-
grammable machine that responds to a specific set of instructions 
in a well-defined manner and can execute a pre-recorded list of 
instructions measured using Likert scale (1-strongly disagree to 
5- strongly agree) [28].

Size of Enterprise refers to employees per establishment, employ-
ees per company, sales per firm and value added per firm or total 
assets of the enterprise and measured by Logarithm of total assets 
[36]. 

Gender is defined as range of characteristics given to human be-
ings as male and female (dummy variable or Nominal scale 0 for 
male and 1 for female)

Age of Enterprise the number of years of the establishment of 
the business enterprise measured in number of years in operation 
(continuous variable). 

Age of owners refers to the number of years the owner have start-
ing from born and measured by Nominal scale (1 for 18 to 30 
years, 2 for 31 to 45 years, 3 for  46 to 65 years and 4 for above 
65 years).

Findings
Descriptive Analysis Result 
The study addressed the challenges/problems of financial manage-
ment practice of micro and small enterprises of East Gojjam Zone. 
Therefore, the survey result indicated that there was no adequate 
training given for owners/managers of  enterprises, there is an ab-
sence of follow up and expert support about financial management 
in the zone of East Gojjam, there is a problem of over and under 
spending of money, there is a record keeping problem of transac-
tions, there is inadequate and incompetent accountants, there is 
lack of proper planning of resources, there is a problem of pricing 
goods and services reasonably, there is a problem of segregation of 
duties, there is a problem of conducting internal audit, and there is 
a problem of preparing, analyzing and distributing financial state-
ments. 

In addition, the extent of financial management practice of enter-
prises was addressed in this study. The descriptive analysis part 
shows that majority of micro and small enterprises were not ac-
tive at financial management practice. Which implies the extent of 
working capital management, fixed asset management, financial 
planning and control (management accounting), and financial re-
porting and analysis were not so much attractive.    The survey re-
sult indicated that there is low cash management practice such like 
majority of enterprises do not carry out daily cash reconciliation, 
lack of internal control over cash, absence of using bank account 
for the enterprise, face difficulties in identifying future cash sur-
plus and deficits. The extent of account receivable management 
indicated that there is an absence of recording receivable balances, 
not collecting receivables on time; there is no regular review of 
receivable balances and bad debts and also there is no techniques/
methods used to collect receivables on time by majority of micro 
and small enterprises. Moreover, the extent of inventory manage-
ment indicated that there is no recording of inventory balances, 
there were no physical count of inventory, there is an absence of 
physical safeguard of inventory against theft, fire and other dam-
ages. 

However, majority of enterprises were purchase/sale goods or 
services based on their decisions and authorizations. Besides, the 
extent of account payable management show that majority of en-
terprise were borrow money based on their capacity to pay, not 
borrow money any time if it is available which implies that ma-
jority of enterprise borrow money at the time of money deficit in 
their enterprise. However, majority of enterprises do not paid their 
debts on time.  Extent of fixed asset management indicated that 
fixed assets are not recorded, not carry out physical count of fixed 
assets, fixed assets were not used for the maximum appropriate 
objective,  repair and control of fixed assets were not maintain 
regularly. Extent of financial reporting and analysis indicated that 
transactions are not recorded immediately; financial statements 
were not prepared, analyzed and reported regularly, accounting 
practice principles (GAAP or IFRS) were not applied by majority 
of micro and small enterprises. The result indicated that the ex-
tent of financial management knowledge of owners/managers as 
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follows: majority of micro and small enterprise owners/managers 
have no enough knowledge about the policy and procedures of 
fixed asset management, not aware about the interest charged by 
banks and pay to depositors, not understand the balance of bank 
statements, no ability to prepare and analyze financial statements, 
no ability to prepare a business plan,. 

However, majority of respondents have know-how about minimiz-
ing spending too much and about where and how to invest business 
money but they have no enough/sufficient financial management 
knowledge. The finding show that majority of respondents have 
good attitude about written budget absolutely leads to successful 
financial management practice, good attitude about the need to re-
cord transactions daily, good attitude about written financial goals 
help to determine priorities in spending, good attitude about plan-
ning for spending is essential to successful financial management 
practice. However, majority of respondents do not worry about the 
amount of money deposited per day/week; they do not worry about 
the length of time it will take to pay off debts; they do not wor-
ry about making financial statement analysis; do not worry about 
working capital management, and fixed asset management.  More-
over, the study indicated that majority of enterprises do not use in-
formation technologies to record transactions, to prepare, analysis 
and distribute financial statements. In general, enterprises do not 
used information technologies for effective financial management 
practice. 

Inferential analysis/model result
Diagnostic Tests
The primary assumptions reviewed in this study include normality, 
homoscedasticity, multicollinearity, and model specification test.  
When assumptions are violated accuracy and inferences from the 
analysis are affected [48]. Accordingly, the study was tested the 
following assumptions:

Normality Test
The assumption of normality can be tested in different ways such 
as histogram, kdensity (kernel density estimate), normal p-plot, 
Q-plot, skewness and kurtosis. But, P-plots are more exacting 
methods to spot deviations from normality, and are relatively easy 
to interpret as departures from a straight line [49]. Therefore; the 
researcher was checked normality of residuals by normal P-plots 
and as indicated from figure 2, the data is normally distributed. 

Figure 2: Normality test using Normal P-plot 
Source: stata output, 2020

Multicollinearity Test
The data must not show multicollinearity, which occurs when there 
exist two or more independent variables that are highly correlat-
ed with each other. The researcher was checked this assumption 
in Stata through an inspection of correlation coefficients or Tol-
erance/variance inflation factor (VIF) values. As a rule of thumb, 
multicollinearity problem exists if the VIF of a variable exceeds 
or equal to 10. 

Table 3: Multicollinearity test
Variable VIF 1/VIF
FMK 1.54 0.649676
FMA 1.76 0.566991
LC 1.64 0.611536
UIT 1.16 0.860714
ES 1.08 0.925708
GEN 1.03 0.973416
OAGE 1.12 0.895875
EAGE 1.10 0.912754
Mean VIF 1.30

Source: stata output, 2020
Therefore, as indicated from the value of variance inflation factor 
(VIF), there is no multicollinearity problem.

 The assumption of homoscedasticity refers to equal variance of 
errors across all levels of the independent variables [50]. However, 
it is good to note that the regression is fairly robust to violation of 
this assumption [49]. Therefore, in order to solve this problem the 
researcher was applied robust regression.

Model Specification Test (Omitted variable test)
The stata output indicated that there is no omitted variable (model 
specification error) since Ramsey test indicates p-value of 0.2389 
which is above 0.05.  Therefore, the model is specified correctly. 

Table 4: Model specification test using omitted variable test
Ovtest
Ramsey RESET test using powers of the fitted values FMP
Ho: model has no omitted variables
F(3,344) = 1.41
Prob >F = 0.2389

Source: stata output, 2020
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Model Summary 
Table 5: model summary
reg FMP FMK FMA LC  UIT  ES GEN OAGE EAGE, robust
Number of observations      = 356
F(8,347)                         = 63.72
Prob>F                          =0.000
R-Squared                       =0.6052
Root MSE                       =.5161

Source: stata result, 2020

The goodness fit of the model is tested using R square. The value 
of R-square statistics of the model was 60.52%. This value indi-
cated that 60.52% of variation in the dependent variable (FMP) is 
described by the independent (explanatory) variables and the other 
39.48% was explained by other factors which are not involved in 
this model. Moreover, F value of 0.000 indicates that it is signifi-
cant supporting the model pertinent to the study

Regression Result 
Table 6: Regression result

FMP Coefficient Robust Std. Err. t P>|t| [95% Conf. Interval]
FMK .4468479 .0510542 8.75 0.000* .3464332 .5472626
FMA .2477823 .0407805 6.08 0.000* .1675743 .3279903
LC .10182 .0399098 2.55 0.011** .0233245 .1803154
UIT .0810066 .038755 2.09 0.037** .0047823 .1572309
ES .1713805 .0516077 3.32 0.001* .0698812 .2728798
GEN -.0320187 .0552877 -0.58 0.563 -.1407599 .0767224
OAGE -.0325568 .031134 -1.05 0.296 -.093792 .0286783
EAGE .0088084 .0110144 0.80 0.424 -.012855 .0304718
Cons -.6115809 .2346091 -2.61 0.010 -1.073016 -.1501462

Source: stata output, 2020 (*=significant at 1% and **=significant at 5% level of confidence)

Discussion of Findings
Financial Management Knowledge 
Financial management knowledge has a positive and statistically 
significant influence on financial management practice with a pos-
itive coefficient of .4468479 and significant at 1% significance lev-
el (p-value=0.000). The result indicates that an increase (decrease) 
in financial management knowledge of owners/managers results 
an increase (decrease) in the financial management practice of mi-
cro and small enterprises. This implies that lack of financial man-
agement knowledge combined with uncertainty of the business 
environment often leads SMEs to face serious problems regarding 
financial and overall performances, which can even threaten the 
survival of the enterprise [51]. This result is consistent with which 
indicated that financial knowledge has positive and significant ef-
fect on financial management practice because the role of educa-
tion with related to financial knowledge will increase insight about 
financial management practice and an increase in financial knowl-
edge would lead an increase in responsibility of financial manage-
ment practice [19, 24]. In addition, as cited in stated that effective 
financial management skills should improve financial well-being 
in a positive way and failure to manage finances well can lead to 
long term negative social consequences [52]. 

Financial Management Attitude 
Financial management attitude has a positive and statistically sig-
nificant influence on financial management practice with a positive 
coefficient of .2477823 and significant at 1% significance level 
(p-value = 0.000). The result indicates that an increase (decrease)

in financial management attitude of owners/managers results an 
increase (decrease) in the financial management practice of micro 
and small enterprises. Meaning that the more individuals able to 
apply a good financial attitude, it also has a good effect on the 
management of business finance. That means a more positive in 
financial attitude, the more responsible in financial management 
practice. This is due to the quality of the financial attitude derived 
from the quality of good education of a person and able to apply 
in everyday life (Listianis, 2017, as cited in [50]. Find that, people 
with stronger perceptions and positive financial attitudes tend to 
more successful in financial management [24]. Therefore, Indi-
viduals express different beliefs about financial management but 
according to this study and other previous researcher’s owners/
managers having strong financial attitude leads to good financial 
management practice. This fact is supported by stated that finan-
cial attitude shape the way people spend, save, and waste money 
[22]. 

Locus of Control 
Locus of control has a positive and statistically significant influ-
ence on financial management practice with a positive coefficient 
of .10182 and significant at 5% significance level (p-value=0.011). 
The result indicates that an increase (decrease) in locus of con-
trol results an increase (decrease) in the financial management 
practice of micro and small enterprises.  This result is in line with 
Listiani (2017) the better locus of control a person the better pat-
tern of financial management behavior is caused by internal locus 
of control is more important because individuals who still earn 
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income from other people then the individual will be more careful 
and control its expenditure in accordance with the needs so as not 
spend money on every day/month and can be said that the locus of 
control have a significant positive effect on financial management 
behavior. By contrast, this result is not in line with indicated that 
locus of control has a significant negative effect on financial man-
agement behavior [19]. This implies that someone with good locus 
of control tends not to apply good financial management practice. 

Use of Information Technology 
Use of information technology has a positive and statistically sig-
nificant influence on financial management practice with a positive 
coefficient of .0810066 and significant at 5% significance level 
(p-value = 0.037). The result indicates that an increase (decrease) 
in use of information technology results an increase (decrease) in 
the financial management practice of micro and small enterprises. 
This implies the higher micro and small enterprises will use in-
formation technologies, their financial management practice will 
effective. This result is consistent with stated that the availabil-
ity of affordable computers and suitable software has played an 
important role in promoting the practice of sound financial man-
agement. In addition, also identified that the use of computerized 
accounting system as a major factor in promoting sound financial 
management [32-34]. 

Enterprise Size 
Size of enterprise is used as a factor of financial management prac-
tice and measured by the logarithms of total assets. Size of enter-
prise has a positive and statistically significant influence on finan-
cial management practice with a positive coefficient of .1713805 
and significant at 1% significance level (p-value=0.001). The re-
sult indicated that an increase (decrease) in size of enterprises in 
the aspect of assets results an increase (decrease) in the financial 
management practice of micro and small enterprises. The result 
is in line with study determined that there is statistically signifi-
cant differences between the category of small and medium scale 
SMEs in adopting financial management practices [37]. Indicat-
ed that the need to financial management practice increases as an 
entity progresses from small to medium size [38]. Therefore, the 
study revealed that enterprise size has positive influence on finan-
cial management practice.

Conclusion and Recommendations
Based on the descriptive analysis result, the researcher concluded 
that there was no adequate financial management training, there is 
a problem of follow up and expert support, over and under spend-
ing of money, problem of record keeping of transactions, inad-
equate and incompetent accountants, lack of proper planning of 
resources, pricing goods and services reasonably, segregation of 
duties, conducting internal audit, no efficient/well organized con-
trol over business finance/money, income, expense and savings 
and preparing, analyzing and distributing financial statements 
in micro and Small enterprises of East Gojjam Zone. Moreover, 
owners/managers have not enough financial management knowl-
edge; do not use information technologies such like computers; do 

not worry about the length of time to pay off debts, do not matter 
about the amount of money deposited per day; do not worry about 
working capital management, fixed asset management, and mak-
ing financial analysis and reporting. However, Owners/managers 
have good financial management attitude about the need to record 
transactions daily; written budget essential for effective financial 
management; written financial goals help to determine priorities in 
spending but they do not practice in actual. Due to the above prob-
lems or reasons there is poor/weak financial management practice 
in micro and small enterprises of East Gojjam Zone. 

The regression result indicted that financial management knowl-
edge, financial management attitude and size of enterprise have 
statistically significant influence on financial management practice 
at 1% significance level (p-value=0.000 and 0.001). On the other 
hand, locus of control and use of information technology have sta-
tistically significant influence on financial management practice at 
5% significance level since the p values for the two variables were 
0.011 and 0.037 respectively. However, gender, owner’s age, and 
enterprise age were not statistically significant effect on financial 
management practice since p-value of those three variables are 
0.563, 0.296 and 0.424 respectively. 

Based on the above result the researcher recommends that financial 
management training is important to improve financial manage-
ment knowledge and hence practice of owners/managers. There-
fore, the government should continuously provide financial man-
agement training for micro and small enterprise owners/managers. 
In addition, using information technology is very important for 
effective financial management practice. Information technologies 
(computers) are used to easily record transactions, used to prepare, 
analysis and report financial statement to users, and store relevant 
information for long period of time. Therefore, owners/managers 
of micro and small enterprises should use information technol-
ogies to improve their financial management practice. Reading 
makes human beings good viewers for things and knowledge can 
be improved through reading. Therefore, owners/manager of mi-
cro and small enterprises should improve their financial manage-
ment knowledge by reading different financial management texts 
or by acquiring formal/informal educations from different educa-
tional institutions.

Limitations and Directions for Future Researchers
The limitation of this study is the usage of only primary data. 
Therefore, future researchers should considered this limitation and  
it is better to conduct a research on the same title by adding new 
variables like level of education, experience of the owners/man-
agers, rules and regulations etc. It is also advisable to conduct a 
research on the same title in households, banks, universities and 
other public organizations in Ethiopia [53-58]. 
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