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Abstract- This paper is aimed at assessing the impact of accounting system on the performance of small and medium 
enterprises (SMEs) in Bauchi Metropolis, Nigeria. This paper used a survey method of 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 enhances 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. 
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I. INTRODUCTION 
 
Accounting system has been recognized in most 
countries of the world as a means of meeting 
economic growth. For a business to survive, grow and 
achieve prestige, it should have a dynamic purposeful 
and efficient accounting system. For centuries, 
accounting had been generally confined to the 
financial record keeping functions of the accountant. 
(15) stated that the economy has changed such that 
competition has become intense and there is a great 
change in consumers taste due to technological 
developments in the business world. The role of an 
accountant has gradually changed from that of the 
mere recorder of transactions to that of the member 
providing relevant information to the decision-
making team. Accounting is now regarded as an 
information system and forms integral part of 
management information system. As an information 
system, it collects data and communicates economic 
information about a business enterprise or other entity 
to a wide variety of persons whose decisions and 
actions are related to the activity. 
According to (9) accounting system is defined as “the 
system designed to record the accounting transactions 
and events of a business and account for them in a 
way that complies with its policies and procedures. 
The basic elements of the accounting system are 
concerned with collecting, recording, evaluation, and 
reporting transactions and events”. 
The economic activity in most nations is based upon 
the existence of small and medium scale enterprises 
(SMEs). (6) defined small scale industry as an  

 
industry with total capital employed of over N1.50 
million but not more than N50.00 million, including 
working capital but excluding cost of land, and/or a 
labour size of 11 to 100 workers. While it defines as 
medium scale industry as an industry with a total 
capital employed of over N50.00  million but not 
more than N200.00 million, including working capital 
but excluding cost of land and/or labour size of 101 to 
300 workers.  
The existence of small and medium enterprises 
(SMEs) is so unique to the nation and that is why 
sometimes, they are described as engine of growth of 
most economies of the world. Furthermore, Sule 
(1986) and World Bank (1995) in (12) stated that 
evidence around the world indicates that small scale 
enterprises (SSEs) provide an effective means of 
stimulating indigenous entrepreneurship, enhancing 
greater employment opportunities per unit of capital 
invested and aiding the development of local 
technology. In contrast, Small-Scale Industries (SSIs) 
were seen as belonging to the past, out-model and a 
sign of technological backwardness. Indeed, their 
rapid decline became an index of industrial progress 
(Owualah (2001) in (4)).  
However, the take off and efficient performance of 
any industrial enterprise, be it small or large, will 
require a sound accounting system. The importance 
of accounting records and information to the survival 
of these businesses cannot be overstressed. (13) in 
this regard wrote that for an entrepreneur, the most 
important aspect of his information comes from 
financial accounting. This in brief is the score card 
that consists of statement of financial position, 
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statement of profit or loss and other supporting 
documents. They are indicators of growth potentials, 
earning ability, liquidity and stability. A high degree 
of uncertainty surrounds SMEs operation in Nigeria, 
largely due to the problem of keeping and 
maintaining proper books of accounts and standard 
accounting system, the problem of recruiting 
unqualified accountant to head accounting 
departments and how to face the problem of meeting 
the goal of profitability. Recruiting unqualified 
accountants can bring about inaccurate posting of 
cash in the books of all transactions and thereby 
hindering the goal of profitability. 
There is scanty literature on the accounting system of 
SMEs in Nigeria and thus, the enthusiasm to protect 
them and float their expansion to the benefit of not 
only the investors but also for the economic growth 
and development of Nigeria remains a task that must 
be fulfilled. Most business organizations in Nigeria 
have collapsed or at the brink of collapse due to their 
inability to keep adequate accounting record or 
records of their operations (22). The failure to 
produce accurate and timely information through the 
accounting process has brought about wrong 
decisions and thus, failure in SMEs. It is, therefore, 
against this background that this study tries to 
examine the impact of proper accounting system on 
the performance of SMEs with particular reference to 
SMEs in Bauchi Metropolis. To achieve this 
objective, the researcher hypothesized that proper 
accounting system will bring about better service, 
high profitability, financial strength and growth and 
survival of SMEs. 
 
II. LITERATURE REVIEW  
 
2.1. The Concept of SMEs 
Generally speaking, there is no consensus on the 
definition or nature of SMEs worldwide. According 
to (17) globally, the definition of SMEs varies from 
country to country, depending on the parameters 
considered best suitable to promote the sub-sector in 
each country. Different countries, institutions and 
individuals have put forwards various descriptions of 
a small business based on some parameters. (16) 
argued that; the main criteria used throughout the 
world to describe small-scale enterprise include: 
number of employees, sales volume, financial 
strength, relative size, initial capital outlay, and 
independent ownership.  
Furthermore, (2) highlighted the definitions of small 
and medium scale industries by different institutions 
in Nigeria as follows: The Federal Ministry of 
Industry defines medium enterprise as the one having 
asset value of not more than N200million with not 
more than 300 workers, while it defines small-scale 
enterprise as the one having asset value of not more 
than N50million, with not more than 100 workers. 
The Central Bank of Nigeria defines medium scale 
enterprise as the one having asset value of not more 

than N150million, and with not more than 100 
workers, while it defines small-scale enterprise as the 
one having asset value of not more than N2million, 
with not more than 50 workers. The Association of 
Small and Medium Enterprises defines medium scale 
enterprise as the one with asset value of not more 
than N150million, with turnover of not more than 
N150million, and having not more than 100 workers, 
while it defines small-scale enterprise as the one 
having asset value of not more than 50million, with 
turnover of not more than N50million, having not 
more than 50 workers.  
From the foregoing discussions, for the purpose of 
this study, SMEs are defined as the one with asset 
value of not more than N150million, with turnover of 
not more than N150million, and having not more than 
100 workers. Also, the researcher is of the view that 
what is common to the wide range of information 
available on the features of SMEs is that the 
operations in the sector are usually in small scale; that 
production technique is labour intensive and that 
ownership is usually private. In most cases the 
workers in this sector are family members, 
apprentices and few paid employees. 

 
2.2. The Role of SMEs in National Development 
The critical importance of programmes in aid of 
SMEs derives from the fact that their development is 
what is required to enable country’s industrial sector 
meet the contemporary challenges of globalization, 
economic reconstruction and poverty eradication. On 
the role of SMEs, (14) noted that specific attention on 
SMEs is based on their expected impact and potential 
contribution on broad and diversified production 
based as well as their accelerated effect in achieving 
large objective. However, (11), (4), (2), and (17) 
analyzed the roles played by SMEs in the 
development of Nigerian economy as follows: SMEs 
play a role in expanding and diversifying industrial 
production and contribute to such basic economic 
objectives as employment generation or opportunities 
all over the world, they produce intermediate goods 
for use in large enterprises, they mitigate rural-urban 
migration thereby providing a potential tool for 
achieving the much desired balance development, 
they promote industrial linkage due to the fact that 
they possess the potential for the production of less 
expensive inputs for economic integration of large-
scale industries through sub-contracting arrangement 
among others.  
From the foregoing, the researcher is of the opinion 
that the development of SMEs is seen as an 
instrument that can be used to generate sustainable 
economic development and therefore adequate 
attention on them remain a task that must be done. 
 
2.3. The Concept of Accounting System 
Accounting is now regarded as an information system 
and forms integral part of management information 
system. As an information system, it collects data and 
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communicates economic information about a 
business enterprise or other entity to a wide variety of 
persons whose decisions and actions are related to the 
activity. (1) 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. So also ledger cannot be opened 
without the books of original entries   such   as   
revenue books, expenditures books among others.  
An accounting system is an embodiment of the 
general payroll, purchasing, sales, and costing and 
credit control systems. An accounting system is a 
formal means of gathering and communicating data 
to aid and coordinate collective decisions in the light 
of overall goals or objectives of an organization. The 
accounting   system is the major quantitative 
information system in almost every organization (8). 
Moreover, (3) 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, (7) 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. Considering the views 
expressed above, the researcher is of the view that 
accounting system can be seen as the various 
components that make of the procedures or methods 
that produce the financial statement of an 
organization. 
Regarding the above discussions, the researcher is of 
the opinion that for an accounting system to serve it 
purpose, it must incorporate all the aspect of 
accounting field which comprises of financial 
accounting, management accounting, auditing, 
taxation and cost accounting among others. 

 
2.4. Accounting System of SMEs in Nigeria 
The take off and efficient performance of any 
industrial enterprise, be it small or large, will require 
sound accounting system. The importance of 
accounting records and information to the survival of 
these business organizations cannot be overstressed. 
(13) in this regard wrote that for an entrepreneur, the 
most important aspect of his information comes from 
financial accounting. This in brief is the score card 
that consists of balance sheet, income statement and 
other supporting documents. They are indicators of 
growth potentials, earning ability, liquidity and 
stability. Recording of business transactions is of 

paramount importance to any business. (21) noted 
that without recording these transactions, it would be 
difficult for organization to find out the profit it has 
made or loss suffered. This view was supported by 
(18), and (10). However, (19, 22) and (20) all agreed 
that failure in many small scale businesses in Nigeria 
is as a result of inadequate record keeping. (22), 
further states that, many of the businesses uses 
notebooks and clerical staff in recording their 
transactions and that many of the people involved in 
record management are not trained and as such has 
serious consequences on record management.  
From the foregoing discussions, it can be deduced 
that even though proper accounting system is of 
paramount importance to the survival of SMEs but 
available evidence shows that most of them in 
Nigeria do not keep adequate accounting record. 
 
III. METHODOLOGY 
 
This paper used a survey method of 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 (see 
Appendix B). This is because; these enterprises are 
the ones that usually keep records of their financial 
transactions and contribute significantly to national 
development (5). The stratified random sampling 
technique was employed to arrive at the sample size 
from six groups (Food and Beverages, Printing/Paper 
Product, Metal and Aluminum Products, Non 
Metallic Products, Wood and Wood Products and 
Farm Products). A total of sixty (60) copies of 
questionnaire were directly administered by the 
researcher to the staff (Managers/Accounts staff) of 
the sampled SMEs. It is believed that these categories 
of staff are the ones that have good understanding of 
the accounting system of the organizations. 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. 
 
IV. RESULTS AND DISCUSSION 
 
Interestingly, fifty (50) copies of the questionnaire 
distributed were correctly completed and returned 
representing 83 percent response rate. Hence the 
analysis was based on fifty (50) respondents. The 
information gathered from the questionnaire was 
presented and analysed concurrently for clear 
scrutiny.
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Table 4.1: Descriptive Statistics on Accounting System and Performance of SMEs 

 
Source: Field Survey, 2014 
F = Frequency 
 
Looking at individual industries, Table 4.1 shows that 
almost all the business categories did not agree with 
the statement because all have the mean score of less 
than the cut-off point of 2.50, with the exception of 
those engaged in Metal and Aluminium which has 
2.50. In aggregate, it shows that all the respondents 
agreed that the business enterprises do not keep 
accounting record. This is so because it has a mean 
score of 2.10 which is lower than the cut-off point of 
2.50. On whether SMEs owners support a well 
designed accounting system, Table 4.1 indicates that 
all the respondents do not agree with the statement. 
This is evidence by their mean rating which are lower 
than the cut-off point of 2.5. On the aggregate Table 
4.1 reveals the aggregate mean rating of 2.10. Going 
by the mean, this implies that SMEs owners do not 
support a well designed accounting system because it 
is lower than the cut-off point of 2.5. 
On the issue of separating accounting department 
from other departments, paper product industry was 
ranked the highest with the mean rating of 2.5. 
However, those engaged in other industries have 
mean ratings lower than the cut-off point of 2.5 which 
indicates low inclination to the statement. Looking at 
Table 4.1 and in aggregate, mean rating of 1.87 
indicates that SMEs do not separate accounting 
department from other departments. On whether 
inadequate capital, lack of basic knowledge and high 
income demanded by accounting personnel are the  
problems affecting the accounting system of SMEs, 
Table 4.1 shows that all the mean ratings are above 
the cut-off point of 2.50 which indicates that they all 
agreed with the statement. In aggregate, the mean 
rating of 3.40 shows that inadequate capital, lack of 
basic knowledge and high income demanded by 
accounting personnel are the problems affecting the 
accounting system of SMEs. 
On whether proper accounting systems will bring 
better service, high profitability, financial strength 
and growth and survival of SMEs, Table 4.1 shows 
that the mean rating of all the industries are above the  

 
cut-off point of 2.50 which shows their strong support 
to the statement. Table 4.1 also shows the aggregate 
mean rating of 3.66 which is higher than the cut-off 
point of 2.50, which concludes that proper accounting 
systems will bring better service, high profitability, 
financial strength and growth and survival of SMEs. 
On the final note, going by the analysis and 
interpretation above, it finally reveals that SMEs do 
not keep proper accounting record and their owners 
do not support a well designed accounting system 
even though they know that proper accounting 
systems will bring better service, high profitability, 
financial strength and growth and survival of SMEs. 
 
CONCLUSIONS 
 
In this paper an attempt was made at assessing the 
impact of accounting system on the performance of 
SMEs in Bauchi Metropolis, the concepts of both 
SMEs and accounting system have been discussed. 
Based on the analysis and interpretation of data, there 
is enough evidence to conclude 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. Also, proper accounting system 
brings about better service, high profitability, 
financial strength and growth and survival of SMEs. 
However, to ensure that SMEs keep proper 
accounting record, government should promulgate 
and enforce simple and clear laws that will make it 
mandatory for SMEs to keep proper accounting 
records. Also, to ensure a sound accounting system, 
SMEs operators should make it mandatory upon 
themselves to employ qualified accounting personnel, 
that will lead to growth and profitability of their 
enterprises. 
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