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Abstract: In South Africa (RSA), small, medium and micro enterprises 
(SMMEs) provide assist government with the reduction of unemployment and 
poverty. Unfortunately, research shows that RSA SMMEs are not sustainable 
as 70% fail after being operating for three years. This phenomenon is caused by 
the non-management of economic factors, including a lack of skills. In a recent 
study, basic business skills evident in RSA SMMEs were found to leave much 
to be desired. One of these skills is that of accounting skills. Accounting skills 
should assist with making economic business decisions; taking into account the 
failure rate of RSA SMMEs, the question arises: Do the accounting skills of 
management influence the existence of RSA SMMEs? To answer this question, 
empirical research was conducted and data were collected from respondents. 
From the results, respondents who were equipped with accounting skills were 
more likely to remain in existence for the foreseeable future. 
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1 Introduction 

In a global dispensation, small, medium and micro enterprises (SMMEs) play a 
significant role in the stimulation of national economies (Kongolo, 2010; Abor and 
Quartey, 2010). This view is supported by the fact that governments generally expect 
SMMEs to achieve three core socio-economic objectives, namely alleviating poverty, 
creating employment opportunities and promoting economic growth (Joubert et al., 1999; 
Naimy, 2004; Effah and Light, 2009; Apulu et al., 2011). In South Africa, the roles of 
SMMEs are no different as they significantly contribute at least 45% to the national gross 
domestic product (GDP) (Kelly et al., 2016) while simultaneously providing employment 
opportunities to at least 60% of the national workforce (Bruwer and Van den Berg, 2017). 
Notwithstanding the latter prior research (Van Eeden et al., 2003; Giliomee, 2004; Fatoki 
and Garwe, 2010; Cant and Wiid, 2013; Rogerson, 2013) show that South African 
SMMEs have one of the worst failure rates in the world with more than 70% failing after 
being in existence for five years. In more recent times, 75% of South African SMMEs 
have been reported to fail within 36 months’ time (Bruwer, 2016; Masama and Bruwer, 
2018). 

Over the years, probable reasons for the astronomical South African SMME failure 
rate has been researched from where it was found that it is mainly caused by the  
non-management of economic factors (Masama, 2017). 

Examples of these economic factors include inter alia the lack of appropriate 
management skills, limited financial resources, poor access to education opportunities 
(Yanta, 2001; Tassiopoulos, 2010; Fatoki and Garwe, 2010; Tumaini and Zheng, 2011; 
Betchoo, 2015; Schmidt et al., 2017). A major economic factor which is often 
unmanaged in South African SMMEs is a lack of accounting skills (Bruwer, 2010; 
Bruwer and Smith, 2018). Accounting skills can be defined as follows: “Those 
competencies related to the discipline of accounting, which are required by a person to 
competently perform functions in relation to the recording of transactions in the books of 
a business, reporting on the financial situation of a business, and providing 
recommendations on how the financial situation of a business can be improved on” 
(Bruwer and Smit, 2018). 

In previous international studies conducted (Shaku, 2011) it was found that the 
accounting skills of management have a direct influence on the existence of their relevant 
business entities. This is not surprising as management should make the best business 
decisions using useful accounting (and non-accounting) information (Matambele, 2014) 
while simultaneously ensuring that relevant objectives of a business entity are met 
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(Talley, 2011). The foregoing is strongly related to the concept of ‘management 
accounting’ which is defined as follows: “[It] is the process of identifying, measuring, 
analysing, and reporting both financial and non-financial information to help managers 
make operating decisions to achieve the goals of an organisation” (Talha et al., 2010). 

Fundamentally speaking South African SMME management has difficulty to apply 
proper management accounting (Reider, 2008). This phenomenon is believed to be 
spurred on by management’s limited basic business skills, which is inclusive of 
accounting skills (Saayman and Slabbert 2001; Frey and George, 2010; Tassiopoulos, 
2010; Bruwer and Smith, 2018). Thus, within the ambit of this study, the primary 
research question which was research read as follows: “Do the accounting skills of 
management influence the existence of South African SMMEs?” 

For the remainder of this paper, discussions take place under the following sections: 
Section 2 discusses the literature review, while Section 3 discusses the research 
methodology. The results and discussion is provided in Section 4, and the conclusion is 
provided in Section 5. 

2 Literature review 

Under this section relevant discussions take place under the following sub-headings. 

2.1 Overview of South African SMMEs 

In South Africa, SMMEs are defined by the National Small Business Act No. 102 of 
1996 as follows: “Separate and legal business entities, including cooperative enterprises 
and non-governmental organisations, managed by one owner or more which, including its 
branches or subsidiaries, if any, is predominantly carried on in any sector or subsector of 
the economy” (South Africa, 1996). 

In addition, these business entities are demarcated into size categories (i.e., ‘micro 
enterprises’, ‘very small enterprises’, ‘small enterprises’ and ‘medium enterprises’) 
according to the number of full-time employees employed, annual turnover and gross 
asset value, and industry in which they operate (Berry et al., 2002; Rootman and Kruger, 
2010). 

As previously mentioned, SMMEs are tasked by the national government to assist 
with the achievement of core socio-economic objectives which they are doing to a great 
extent. Unfortunately, these business entities have one of the worst failure rates in the 
world. During the mid-2000s, approximately 80% of all South African SMMEs are 
reported to fail within their first five years of existence (Bosch et al., 2006). In more 
recent times however it is has been reported that an estimated 75% of these business 
entities fail after being in existence for 36 months (Bruwer and Van den Berg, 2017). 

Over the years, various reasons have been investigated which catalyse South African 
SMME failure and among them, the non-management of economic factors have been 
identified as a major malefactor. Examples of such economic factors include limited 
access to finance, poor management skills, lack of adequate educational opportunities, 
and the lack of accounting skills (Mabaso, 2008; Fatoki and Odeyemi, 2010; Urban and 
Naidoo, 2012). Although the lack of accounting skills in management may contribute 
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towards the failure rate of South African SMMEs (Shaku, 2011) it should be noted that 
skills can generally be acquired. 

2.2 Skill theories 

For the sake of clarity the term ‘skills’, within the ambit of this study, is defined as 
follows: “Those abilities which can be learned and mastered, which can also be utilised 
and/or relied on when performing certain tasks, with the main intent to achieve certain 
pre-determined objectives” (Bruwer and Smith, 2018). 

The skills approach, as developed by Katz (1974), is where the belief exists that the 
management of any business entity should be in the possession of three types of skills, 
namely that of technical skills (knowledge and abilities in key business areas), human 
skills (knowledge and abilities to effectively work with people), and conceptual skills 
(knowledge and abilities to deal with concepts and ideas). This theory is supported by the 
work of Gerber (1995) when stating that management should have a technician frame of 
mind (be able to work in their businesses – possess technical skills), manager frame of 
mind (be able to work on their businesses – possess people skills) and an entrepreneurial 
frame of mind (be able to innovate – possess conceptualisation skills). 

Another theory is the skills model of leadership as developed by Mumford et al. 
(2000). Here it is argued that management should possess individual attributes (i.e., 
cognition, motivation and personality) and competencies (i.e., problem-solving skills, 
knowledge and people skills) which can be used through making reference to past 
experiences and current situations management find themselves in. 

Notwithstanding the above, clear tangent planes emerge from both theories that 
relevant skills can be acquired and/or refined by management through utilising adequate 
education and training opportunities. This is particularly so since skills can be learned 
and mastered through undergoing ‘skill development’ in an informal or formal capacity 
(Green et al., 2012; Bruwer and Smith, 2018). 

2.3 Management accounting and accounting skills 

As previously mentioned, management accounting pertains to the identification, 
measurement, analysing and reporting of relevant information by management to make 
the best possible business decisions to achieve relevant objectives (Reider, 2008; Collier, 
2009; Mayanja, 2010). Not only does management accounting allow business entities to 
achieve relevant objectives, but it also allows management to increase the 
competitiveness of their respective entities (Gowthorpe, 2008). In fundamental nature, in 
order for management to effectively make use of management accounting, it is critical 
that they possess accounting skills (Kasekende and Opondo, 2003). Referring to  
Section 1, accounting skills are those competencies which relate to the discipline of 
accounting that allows a person to perform functions in relation to the recording of 
transactions in the books of a business, reporting on the financial situation of a business, 
and providing recommendations on how the financial situation of a business can be 
improved on. Though accounting skills can be broken down into a plethora of aspects, the 
following core aspects have been recognised as critical in order for management to make 
use of management accounting (CIMA, 2002; Kasekende and Opondo; 2003; Gupta and 
Galloway, 2003; Niemand, 2006; Ryan and Hiduke, 2006; Damitio and Schmidgall; 
2007; Reider, 2008; Reeve et al., 2009; Weygandt et al., 2009; Garrison et al., 2010; 
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Toms, 2010; Shaku, 2011; Berger, 2011; Abdurahman et al., 2012; Mott, 2012; Needles 
and Crosson, 2013): 

 Product costing: Costing is the method of computing all the expenditures incurred in 
manufacturing and trading a product or service. 

 Cost allocation: Cost allocation is principally based on the cost of manufacturing 
overheads. The allocation of costs is challenging for most small business owners 
specifically to identify, assign and incorporate them into the final cost price of the 
product. 

 Calculating profits and loss: Calculating a profit or loss in the business is a 
challenge for decision-makers or managers, especially when they have to face it on a 
regular basis. 

 Cost volume profit (CVP) analysis: CVP is the study of the cost development 
models, which focus on the relationship between cost, production volume and profit. 

 Variance analysis: Illustrates the difference between the budgeted and the actual cost 
in various components such as the volume of production variation, material cost 
variation, labour cost variation and overhead cost variation 

 Operational budgeting: Operating budgets can also be used to compare tangible 
results with the budget to identify areas for perfection and therefore make 
management decisions about what should be, e.g., the inspection of staff 
performance for better management of the business. 

 Cash budgeting: The cash budget is often used by top management or decision 
makers of SMMEs to determine if any surpluses or shortfalls of cash are likely to 
occur during operations then making decisions about the outcome. 

 Capital budgeting: Capital budgeting is more about the decision making on 
investment in the organisation, such as buying a new car (tourist transportation) or 
office materials to facilitate the management. 

According to the work of Shaku (2011), in an international dispensation, when SMME 
management possessed accounting skills, it significantly reduced their failure rate. In a 
South African SMME dispensation however it is disconcerting to note that in a recent 
study (Bruwer and Smith, 2018) it was found that 57.2% South African SMME 
management did see the need to possess or develop their accounting skills as most 
accounting-related work was outsourced (Brijlal et al., 2014). 

3 Research methodology 

This study was both exploratory and empirical in nature and constituted survey research. 
A questionnaire was disseminated to respondents with the main intent to obtain primary 
data to, in turn, address the identified research question. The questionnaire comprised 
mostly closed-ended questions which consisted of mostly five-point Likert-scale 
questions. As such, this study was also quantitative in nature and fell within the 
positivistic research paradigm. 
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Respondents were selected through means of non-probability sampling methods 
which comprised a mixture of purposive sampling and convenience sampling. This was 
particularly the case since data had to be collected in a short space of time (time 
limitation), in close proximity of the researchers (demographical limitation) without any 
formal research budget (monetary limitation). As such, in order for respondents’ 
responses to be regarded as valid, each one had to adhere to the following delineation 
criteria, namely that: 

1 respondents had to be South African 

2 respondents had to be owners and/or managers of their respective SMMEs 

3 respondents had to be at least 18 years of age 

4 respondents had to have at least a secondary education level 

5 the SMMEs of respondents had to operate in the tourism industry 

6 the SMMEs of respondents had to have existed within the perimeter of the  
Cape Town City Bowl 

7 the SMMEs of respondents had to be regarded as sole traders, partnerships, close 
corporations or private companies 

8 the SMMEs of respondents had to be classified as non-franchised 

9 the SMMEs of respondents had to employ between 0 and 100 full-time employees 

10 the SMMEs of respondents had to adhere to the definition of an SMME as per the 
Small Business Act No. 102 of 1996. 

Throughout this study, relevant ethical considerations were also taken into account. This 
pertained to the protection from harm, voluntary participation, confidential treatment of 
information received, and the anonymity of respondents. 

4 Results and discussion 

Taking into account that respondents had to adhere to strict delineation criteria in order 
for their responses to be regarded as valid, the following was evident for respondents and 
their SMMEs: 

 Type of business: 50.0% were sole traders, 15.8% were partnerships, 18.4% were 
close corporations and 15.8% were private companies. 

 Years in existence: 15.8% existed for between one and four years, 28.9% existed for 
between five and eight years, 15.8% existed between nine and 12 years, and 39.5% 
existed for more than 12 years. 

 Number of full-time employees employed: 50% employed between zero and five 
employees, 7.9% employed between six and ten employees, 32.4% employed 
between 11 and 50 employees, and 5.3% employed between 51 and 100 employees. 
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 Respondent highest education: 13.2% had secondary education, 15.8% had 
certificates, 23.7% had diplomas, 28.9% had bachelor’s degrees, 7.9% had honours 
degrees, and 10.5% had postgraduate degrees. 

Stemming from the mean scores, the average sampled respondent was a South African 
member of management of a tourism SMME based in the Cape Metropole, who had at 
least secondary education, whose respective SMME have had been in existence for an 
average of 11.92 years while simultaneously employing an average of 12 (11.58)  
full-time employees. 

Notwithstanding the demographical information above, and with the intent to answer 
the identified research question, respondents were asked two ‘yes/no questions’: 

1 Do you have accounting skills? 

2 Do you need an accountant in your business? 

From the results, 57% of respondents indicated that they possessed accounting skills 
however a total of 60.5% of respondents stated that they need an accountant in their 
applicable business entities. From these results, it is highly probable that though 
respondents may have possessed accounting skills, they may not necessarily have had the 
relevant confidence to interpret financial results to make sound business decisions. 

In order to shed more light on the foregoing, respondents were asked to rate their 
accounting skills (from a managerial point of view) through means of a five-point  
Likert-scale (1 = very poor, 2 = poor, 3 = average, 4 = good, 5 = very good). A summary 
of the results is shown in Table 1. 
Table 1 Summary of the perceived management accounting skills of respondents 

Management 
accounting skill 

Very 
poor 

Poor Average Good 
Very 
good 

Std. 
dev. 

Mean 

Variance analysis 15.80% 7.90% 23.70% 28.90% 23.70% 1.364 3.37 
Cost volume profit 
analysis 

10.50% 7.90% 18.40% 36.90% 26.30% 1.264 3.61 

Cost allocation 5.30% 5.30% 28.90% 28.90% 31.60% 1.125 3.76 
Operational budgeting 5.30% - 36.80% 26.30% 31.60% 1.069 3.79 
Capital budgeting 2.60% 5.30% 15.80% 52.60% 23.70% 0.924 3.89 
Cash budgeting 2.60% 5.30% 18.40% 42.10% 31.60% 0.985 3.95 
Calculating profit and 
loss 

5.30% 2.60% 10.50% 39.50% 42.10% 1.060 4.11 

Product costing 2.60% 2.60% 15.90% 34.20% 44.70% 0.973 4.16 

Stemming from the results in Table 1, the inference can be made that, on average, the 
perceived management accounting skills of respondents were mostly between ‘average’ 
and ‘good’. This statistic is supported by the 57% of respondents who indicated that they 
indeed have accounting skills. Among the management accounting skills, the best five 
developed (based on respondents’ perceptions) were as follows: 

 product costing (mean-score of 4.16) 

 calculating profit and loss (mean-score of 4.11) 
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 cash budgeting (mean-score of 3.95) 

 capital budgeting (mean-score of 3.89) 

 operational budgeting (mean-score of 3.79). 

Notwithstanding the above, it is highly probable that respondents may have inflated their 
scored as a result of respondent bias. In order to test for respondent bias, reliability 
testing was performed. A Cronbach alpha value of 0.868 was calculated which is greater 
or equal to the norm of 0.700. 

When taking into account that sampled SMMEs were in existence for an average of 
11.92 years, the question arises as to whether the perceived accounting skills of 
respondents had any influence on the existence of these business entities. To test the 
aforementioned, the lambda measure of association test was performed. A summary of 
the results is shown in Table 2. 
Table 2 Summary of the lambda measure of association test performed 

Independent variable Dependent variable Lambda value (λ) Significance 

Calculation of profit and loss Years in existence 0.091 0.249 
Capital budgeting Years in existence 0.121 0.196 
Cash budgeting Years in existence 0.091 0.249 
Cost allocation Years in existence 0.091 0.071* 
Cost volume profit analysis Years in existence 0.152 0.120 
Operational budgeting Years in existence 0.091 0.249 
Product costing Years in existence 0.121 0.146 
Variance analysis Years in existence 0.152 0.047** 

Notes: **Significant at the 5% level, *significant at the 10% level. 

In core, the lambda measure of association test gives an indication as to whether an 
independent variable will have a statistically significant influence on a dependent 
variable; including the strength of such influence (Johnson and Reynolds, 2011). 
Stemming from the statistics in Table 2, it becomes apparent that out of the eight 
relationships tested only two were statistically significant: 

 When respondents had the core accounting skill of ‘cost allocation’ it had a weak 
statistically significant positive influence of 9.1% on the existence of their respective 
SMMEs. 

 When respondents had the core accounting skill of ‘variance analysis’ it had a weak 
statistically significant positive influence of 15.2% on the existence of their 
respective SMMEs. 

Although only two of the eight tested relationships were found to be statistically 
significant, the inference can be made that at least two core accounting skills had a 
statistically significant (weak) influence on the existence of sampled SMMEs. 
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5 Conclusions 

Stemming from scholarly literature, it is apparent that South African SMMEs have 
among the worst sustainability rates in the world; often spurred on by their lack of 
managing economic factors. One economic factor which adversely affects these business 
entities is the lack of basic business skills – one of which is accounting skills. 

From the research conducted it was found that when management possesses two key 
accounting skills, it assisted sampled South African SMMEs to remain in operation for 
longer (in years). These two skills pertain to cost allocation skills (ability to apportion 
costs as material, labour or overheads) and variance analysis skills (ability to determine 
differences between budgeted costs and actual costs). When the focus is moved to the 
results of accounting skills possessed by managers of sampled South African SMMEs, 
notwithstanding the fact that respondents mostly possessed accounting skills, they may 
not necessarily have had the relevant confidence to interpret financial results to make 
sound business decisions as most opted to make use of accountants. 
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