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ABSTRACT
This study outlines the findings from a survey of 208 micro-enterprises (MEs) in Portugal,
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focusing on their corporate finance practices, including working capital management
(WCM), financing and investment decisions, the adoption of accounting information
systems (AIS) and the use of financial data. Both an unconditional exploratory study
and a study conditional on the characteristics of the ME and its manager are conducted.
The unconditional results reveal direct CEO involvement in cash management and
accounts receivable in MEs. While these companies use AlS for financial reporting, the

Revised 7 November
2024

Accepted 9 November
2024

KEYWORDS
Micro-enterprises;

corporate finance;
investment analysis;
financial analysis;
accounting systems

SUBJECTS

Finance; Business;
Management and
Accounting; Corporate
Finance; Accounting;
Entrepreneurship and
Small Business
Management

use of financial ratios is uncommon. Additionally, these MEs do not frequently calculate
the cost of capital and primarily rely on the payback rule as an investment decision
criterion. With respect to the conditional analysis, the results indicate that factors such
as size and managers’ education, especially in finance, significantly influence the
sophistication of corporate finance functions. Moreover, management diversity emerges
as a key driver across various financial functions, and family businesses demonstrate
heightened concern for these financial aspects. The study concludes by recommending
the promotion of financial education for ME managers to enhance their financial
management practices. Particularly, it advocates for targeted financial literacy policies
and training and the adoption of advanced financial tools to support the growth and
sustainability of MEs.

JEL CLASSIFICATION
G31; G32; M21; M41

1. Introduction

Corporate finance principles are crucial for businesses of all sizes, from large corporations to
micro-enterprises (MEs). These principles encompass managing a business’s financial operations, includ-
ing budgeting, financial planning, capital investments, financing strategies, and risk management (Brealey
et al.,, 2022). Despite the differences in scale and complexity, the fundamental tenets of financial man-
agement are universally applicable. In MEs, this might translate into managing more modest budgets,
optimising cash flow, and making prudent financial decisions with limited resources. However, MEs face
unique challenges, such as cost constraints that hinder access to professional financial advice, critical for
navigating their small-scale financials effectively.

In Portugal, MEs constitute a significant majority of non-financial companies and play a vital role in
the entrepreneurial landscape (Pordata, 2019). Despite their critical importance, MEs confront substantial
challenges, including lower survival rates, attributed to the underdeveloped financial market and preva-
lent suboptimal management practices (Banco de Portugal, 2011; Farinha & Félix, 2015, Francisco, 2023).
These obstacles not only limit their growth potential but also restrict access to essential funding and
resources, impacting their competitiveness in domestic and international markets (Serrasqueiro et al.,
2021). Given these conditions, the Portuguese MEs sector, characterized by higher market challenges and
constrained financial market access (Alves et al., 2016; Francisco, 2023), presents a compelling case for
investigating effective financial management strategies to bolster survival and growth.
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Although financial management principles are theoretically applicable to all businesses, MEs often
struggle to implement these principles due to their small size, limited resources, low financial literacy
and a lack of individuals skilled in financial management. Consequently, MEs frequently encounter chal-
lenges in managing their finances effectively, negatively impacting their performance and sustainability.
While previous studies (e.g. Anand, 2002; Brounen et al., 2004; Graham & Harvey, 2001) have examined
the financial roles of firms in general, there is a notable gap in research specifically addressing the finan-
cial management practices of MEs. Given that firm size significantly influences financial management
practices (Lopez & Hiebl, 2015), this study aims to fill this gap by providing a comprehensive understand-
ing of financial practices within this specific business category.

This article contributes to the literature on financial management in MEs in several ways. First, it
addresses the gap between financial theory and practice by surveying financial managers in MEs to
evaluate how well academic theories correspond to their real-world decision-making processes. Second,
it enhances our understanding of financial operations by identifying the specific challenges that manag-
ers in MEs face within their unique corporate context. Third, it offers new insights into decision-making
in environments with limited financial market development and prevalent financial illiteracy, providing a
fresh perspective on the execution of financial management tasks under these conditions.

The survey unveils compelling insights into financial management within MEs. Notably, CEOs fre-
quently engage in cash management and prioritise accounts receivable. Despite the utilisation of
accounting information systems (AIS) for financial reporting, the adoption of financial ratios for
decision-making remains limited. Moreover, the practice of evaluating the cost of capital is rare, with a
preference for the payback rule in investment decisions.

Further analysis reveals that firm size, as measured by asset value, and the financial education of
managers significantly enhance the sophistication of corporate finance functions. Firms led by financially
educated managers are more likely to conduct investment evaluations and assess the cost of equity and
debt. Additionally, in family businesses, management diversity plays a crucial role in financial operations.
Access to external finance is notably easier for service sector MEs, whereas younger firms tend to rely
on the CEQ’s personal experience for making investment decisions. The survey also identifies distinct
financial management practices influenced by factors such as sales, leverage, profitability, tangibility,
international exposure and workforce size.

The survey also underscores the crucial role of financial education in enhancing corporate finance
functions within MEs, linking managerial finance knowledge directly to operational sophistication. It
highlights the need for targeted financial literacy policies and training, especially given the infrequent
use of financial ratios and reliance on the payback rule. The findings suggest diverse leadership, notably
in family businesses, significantly affects financial decisions. Collectively, these insights call for a compre-
hensive strategy to improve financial decision-making in MEs.

The remainder of the article is organised as follows: In the next section, we make a brief review of
the literature on MEs and financial management. Following that, we present the methodology in the
subsequent section. The results are analysed in Section 4, and in Section 5, we present the conclusions
and highlight the main limitations of the article.

2. Literature review
2.1. Micro-enterprises and financial management

MEs inherently face the ‘liability of smallness, a concept that highlights the growth and competitiveness
constraints smaller firms encounter due to their size (Fonseca et al., 2022). Aldrich and Auster (1986) iden-
tify the root of this liability in the scarcity of financial resources, support and managerial expertise. Small
firms struggle with limited market control, cash flow instability, and difficulties accessing credit markets,
compounded by information asymmetries, agency problems and elevated transaction costs (Ang, 1991;
Becker-Blease et al, 2010; Berger & Udell, 2006; Gupta et al., 2014; Teittinen et al., 2013; Yang & Chen,
2009). Particularly in Portugal, MEs exhibit lower asset bases and smaller workforces than larger firms,
intensifying their financial and human resource challenges (Banco de Portugal, 2020). These factors under-
line the critical need to examine how MEs manage their financial functions amidst such constraints.
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Financial management, crucial for the effective control and planning of business funds, plays a pivotal
role in small firms, particularly MEs, by adeptly managing their scarce resources. Its primary goal is to
maximise the business owner’s financial wealth, which hinges on optimising the amount, timing, and risk
associated with cash flows (Brealey et al., 2022; McMahon & Stanger, 1995; Meredith & Mantel, 2015). In
the context of MEs, where financial resources are notably limited, the principles of financial management
become essential for sustaining operations and facilitating growth, underscoring the importance of stra-
tegic investment, financing decisions and managing operational cash flow with precision.

Despite its importance, there exists a notable gap in the literature regarding the adaptation of mod-
ern corporate finance theory to the unique context of MEs. These entities face distinctive challenges such
as financial and human resource limitations, difficulties accessing credit markets and issues with informa-
tion asymmetry, distinguishing their financial management needs from those of larger firms (Abdulsaleh
& Worthington, 2013; Aldrich & Auster, 1986; Ang, 1991; Berger & Udell, 2006). Such constraints under-
score the critical role of financial management in preventing business failure and ensuring MEs' survival
and growth (Hall & Young, 1991; Patel & Guedes, 2022).

Research into financial management practices has facilitated the identification of key activities crucial
for MEs, including financial planning and analysis, the implementation of AIS, management accounting
practices, financing decisions and capital budgeting (Armstrong, 2006; Kieu, 2001; McMahon et al., 1993).
These categories are especially relevant to MEs as they navigate their specific operational challenges,
suggesting a tailored approach to financial management that aligns with their limited resource environ-
ment and strategic objectives.

2.2. Working capital management

Working capital management (WCM) is essential for ensuring an optimal balance among accounts receiv-
ables, inventory and accounts payable. This balance is particularly crucial for MEs, where the impact on
profitability and risk is profound due to their heavy reliance on short-term funds and narrower financial
buffers (Richards & Laughlin, 1980; Smith, 1980; Vijayakumaran, 2019). WCM influences not only financial
equilibrium but also directly affects profitability and is closely related to capital structure decisions, with
MEs often leveraging short-term payables for financing (Deloof, 2003).

Regarding cash holdings, theories such as the Pecking Order Theory and the Trade-off Theory provide
insights into firms’ financing preferences and the strategic management of liquidity. The Pecking Order
Theory suggests firms prioritise internal funds to maintain higher cash reserves and minimise external
dependency (Myers & Majluf, 1984), whereas the Trade-off Theory advocates for an optimal liquidity
level, weighing the costs against the benefits of cash holdings (Kraus & Litzenberger, 1973; Scott, 1977).
These perspectives underscore the complexities of WCM in MEs, where inefficient management could
result in short-term financial pressures despite potentially favourable long-term outcomes (Richards &
Laughlin, 1980). Thus, exploring WCM practices in MEs is vital for understanding how these entities man-
age their limited financial resources against the backdrop of these theoretical frameworks.

2.3. Investment decisions

Capital budgeting, or fixed asset management, is pivotal in assessing a firm's capital investment opportu-
nities to maximise value, involving long-term fund commitments crucial for enhancing a firm's strategic
market position (Al-Mutairi et al., 2018; Fabozzi & Peterson, 2009). This process is especially critical for MEs,
where information asymmetry can lead to suboptimal investment choices, impacting financial success
(Ang, 1991). The evaluation and selection of investment projects require adept decision-making, with MEs
often adopting varied appraisal techniques. Although the Payback Period is popular for its simplicity, some
ME decision-makers also rely on intuitive judgments, leveraging their experiences and understanding of
the business environment (Danielson & Scott, 2006; Ekanem & Smallbone, 2007; Harjoto & Paglia, 2012).
Despite the appeal of intuition in certain contexts, empirical studies suggest CFOs in smaller firms fre-
quently utilise more formal methods like the internal rate of return (IRR) and net present value (NPV)
alongside the Payback Period, balancing traditional financial metrics with practical considerations (Graham
& Harvey, 2001).
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2.4. Financing decisions

The availability of financial resources plays a critical role in the development, sustainable growth and prof-
itability of small firms, particularly MEs, which often grapple with capital base limitations that influence
their financing decisions distinctively from larger corporations (Beck et al.,, 2008; Cassar & Holmes, 2003).
While Modigliani and Miller (1963) argued that a firm's value is independent of its capital structure, the
financial growth cycle paradigm proposed by Berger and Udell (1998) illustrates how MEs' financial needs
and resources evolve, initially depending on internal funds due to informational opacity and gradually
opening up to external financing as their business matures. This dynamic aligns with Myers' pecking order
theory, which suggests a preference for internal over external financing, contrasting with the trade-off
theory’s ideal debt level balance. Empirical evidence often supports the pecking order theory, reflecting
MEs’ financing behaviour (Alves et al., 2015; Matias & Serrasqueiro, 2017; Sanchez-Vidal & Martin-Ugedo,
2005), underscoring the theory’s relevance in explaining the financing strategies of MEs amidst their
unique challenges.

2.5. Accounting information systems

An AlIS, a critical subsystem of the broader information system, plays a vital role in collecting, processing
and reporting financial information to aid decision-making (Gelinas et al., 2010). It is essential for effec-
tive organisational decision-making and control, with computer-based systems enhancing automation
and reporting efficiency (Hall, 2011; Romney & Steinbart, 2012). Technological advancements have not
only expanded AIS capabilities from operational to strategic roles but have also significantly impacted
firm performance, profitability and efficiency (Ismail & King, 2005; Naranjo-Gil, 2004). For MEs, which
often contend with limited financial awareness and resources, AlS provides a robust tool for adapting to
environmental changes by offering organised information, reliable forecasts and improved communica-
tion (Grande et al,, 2011; Marriot & Marriot, 2000). The integration of AIS can thus directly address the
distinct challenges MEs face, significantly reducing their vulnerability to uncertainties and enhancing
their operational agility.

2.6. Financial reporting and analysis

To ensure consistency, reliability and transparency in financial reporting, firms are required to adhere to
accounting standardisation systems, such as the International Financial Reporting Standards (IFRSs). MEs,
characterised by their specific criteria, benefit from lighter disclosure requirements, reflecting their lim-
ited size and revenues. For example, in Portugal, MEs follow the simplified accounting normalisation for
MEs, which tailors’ measurement criteria to their scale. Despite these minimal obligations, reliance solely
on bookkeeping is insufficient for informed managerial decisions. Financial analysis, through financial
ratios, becomes essential for evaluating performance, highlighting achievements and weaknesses, and
setting strategic directions (Brealey et al., 2022). However, research indicates a significant underutilisation
of financial reports for decision-making in MEs, often viewed primarily for legal and fiscal compliance
(Dang et al., 2006; Marcos et al., 2001). Despite 81% of small firms producing financial reports, only 11%
effectively incorporate this data into their strategic planning (Zada et al., 2021). This gap suggests a need
for MEs to adopt more comprehensive reporting practices, potentially enhancing their engagement with
financial analysis and leveraging it for value creation and strategic guidance. Addressing this underutili-
sation could involve education on the strategic value of financial information and developing tailored
analytical tools that align with MEs’ specific needs.

2.7. Firm specific characteristics and financial management practices

This section reviews the literature on how size, leverage, profitability, sector, family business status,
employee count, asset tangibility, export status, company age, manager’s educational background in
finance and women'’s presence in management roles affect financial management practices.
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2.8. Size

Firm size is a significant determinant of financial management practices. Larger firms generally have
more resources and access to sophisticated financial tools and techniques. They tend to engage in more
complex financial planning and analysis (Graham & Harvey, 2001). Larger firms are also more likely to
perform detailed cash flow forecasts, engage in formal capital budgeting processes, and use advanced
financial metrics like net present value (NPV) and internal rate of return (IRR) for investment decisions
(Lopez & Hiebl, 2015).

2.9. Leverage

Leverage, measured by the debt-to-equity ratio, influences a firm's financial decisions and risk manage-
ment practices. High leverage often requires firms to adopt stringent financial controls to ensure they
can meet their debt obligations. This includes meticulous cash management and careful monitoring of
financial ratios. Firms with high leverage are more likely to engage in cost-cutting measures and optimise
their working capital to maintain liquidity (Myers & Majluf, 1984).

2.10. Profitability

Profitability metrics such as return on equity (ROE) and return on assets (ROA) are closely linked to finan-
cial management practices. More profitable firms have more internal funds available, reducing their reli-
ance on external financing. This financial flexibility allows them to invest in advanced financial
management systems and practices (Deloof, 2003). High profitability often correlates with better financial
planning, investment in high-yield projects, and efficient capital allocation (Chen, 2004).

2.11. Sector

The industry or sector in which a firm operates can significantly influence its financial management
practices. For instance, manufacturing firms might focus more on inventory management and cost of
goods sold, whereas service firms might prioritise cash flow management and receivables (Smith, 1980).
Sector-specific regulations and market conditions also play a role in shaping financial strategies and risk
management practices (Becker-Blease et al., 2010).

2.12. Family business status

Family-owned businesses often exhibit unique financial management practices compared to non-family
firms. They may prioritise long-term stability over short-term gains, leading to more conservative financial
strategies. Family firms might also have different approaches to financing, preferring internal funding and
avoiding high leverage to maintain family control (Anderson & Reeb, 2003). Additionally, the involvement
of family members in management can influence investment decisions and risk-taking behaviours (Gallo
et al, 2004).

2.13. Employee count

The number of employees in a firm can impact its financial management practices. Smaller firms with
fewer employees may lack specialised financial expertise, leading to simpler financial management prac-
tices. Conversely, larger firms with more employees often have dedicated finance departments that
engage in more sophisticated financial planning, analysis, and control (McMahon et al., 1993). Employee
count can also affect payroll management and human resource-related financial planning (De Kok
et al., 2006).
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2.14. Asset tangibility

Asset tangibility refers to the proportion of a firm’s assets that are physical and tangible, such as machin-
ery and buildings. Firms with high asset tangibility often have more collateral to secure loans, which can
influence their financing decisions. These firms may also focus more on managing and maintaining their
tangible assets, affecting capital expenditure and depreciation management (Titman & Wessels, 1988).
High tangibility can lead to more stable cash flows, allowing for better financial planning and investment
strategies (Almeida & Campello, 2007).

2.15. Export status

Firms engaged in exporting face unique financial management challenges, such as foreign exchange risk
and differing international regulations. Exporting firms need to implement robust risk management prac-
tices, including hedging strategies and diversification of currency exposure (Shapiro, 2006). Additionally,
these firms may require more sophisticated financial planning to manage international transactions and
credit risk associated with foreign customers (Cavusgil et al., 2014).

2.16. Company age

The age of a firm can influence its financial management practices. Younger firms may focus more on
growth and reinvestment of profits, leading to aggressive financial strategies. In contrast, older firms
might prioritise stability and efficiency, adopting more conservative financial practices (llaboya & Ohiokha,
2016). Firm age can also affect access to financing, with older firms typically having better credit histories
and relationships with financial institutions (Berger & Udell, 1998).

2.17. Manager’s educational background in finance

The educational background of a firm’'s managers, particularly in finance, plays a crucial role in shaping
financial management practices. Managers with finance education are more likely to implement advanced
financial techniques and tools, engage in detailed financial analysis and make informed investment deci-
sions (Brounen et al., 2004). Their knowledge can enhance the firm’s overall financial literacy, leading to
better financial planning and risk management (Ismail & King, 2005).

2.18. Women’s presence in management roles

The presence of women in management roles has been associated with different financial management
practices. Studies suggest that gender diversity in management can lead to more cautious and risk-averse
financial strategies, potentially enhancing financial stability (Palvia et al., 2015). Women managers may
also bring diverse perspectives to financial decision-making, contributing to more balanced and compre-
hensive financial planning and analysis (Terjesen et al., 2016).

Within this theoretical framework, this research seeks to determine whether financial management
practices vary among MEs in Portugal and to identify which specific characteristics influence these prac-
tices. The hypothesis posits that MEs in Portugal have unique financial management practices that are
shaped by particular attributes of the firms, such as their size, industry and age. This study aims to
explore these differences and understand how these characteristics impact the way MEs manage their
finances.

3. Methodology

In this study, we adopted an ‘exploratory study’ approach similar to the methodologies employed by
Graham and Harvey (2001), Anand (2002) and Brounen et al. (2004). The primary goal of our research
is to investigate and explore the distinct aspects of financial practices among MEs in Portugal. Given
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the relatively underexplored nature of this subject, we chose an exploratory design to gain comprehen-
sive insights into the financial management practices, including WCM, financing and investment deci-
sions, as well as the adoption of AIS and the use of financial data. In this approach, we aim to provide
a descriptive overview of the most and least relevant aspects of financial management practices in
these smaller companies. Our intention is to highlight key areas of focus and identify common practices
among MEs. Additionally, considering the hypothesis that specific characteristics of these companies
may influence their application of financial management techniques, we conduct a conditional explor-
atory analysis. This analysis examines how various attributes, such as company size, industry and age,
affect their financial management practices, offering deeper insights into the unique challenges and
strategies of MEs.

To achieve this, we developed a structured questionnaire targeting managers within these enterprises.
The questionnaire was inspired on the survey of Graham and Harvey (2001) and Brounen et al. (2004)
and adapted to address the specific nature of Portuguese MEs. It sought insights into five critical aspects
of financial management: WCM, financing decisions, investing decisions, AlIS and financial reporting and
analysis. We assessed the frequency of engagement in practices related to these dimensions on a
five-point scale, ranging from 1 (‘never’) to 5 (‘very frequently’).

Specifically, the questionnaire inquired on:

«  WCM, assessing how firms manage cash, receivables and inventory through 16 questions across
three subtopics: cash management, accounts receivables management and inventory management.

«  Financing decisions, exploring activities such as analysing the cost of equity and debt and compar-
ing credit proposals.

« Investing decisions, evaluating the application of quantitative techniques for capital project evalua-
tion and budgeting processes.

« AIS practices, examining the frequency of AIS utilisation for producing and analysing financial infor-
mation and its role in decision-making.

«  Financial reporting and analysis, focusing on the preparation of financial statements, budget com-
parisons, ratio analysis and KPI definition.

In this study, we asked ME managers about how they performed their corporate finance tasks, focus-
ing on the frequency of specific financial management activities. Each specific question is described and
analysed in detail in the following results section. The survey did not involve any collection of sensitive
personal data, nor did it include questions that could raise significant ethical concerns. The participants
in this study were not from vulnerable groups, such as children, young people, individuals with learning
disabilities or cognitive impairments or individuals in dependent or unequal relationships. The study’s
target population consisted exclusively of ME managers, and the questions pertained solely to their pro-
fessional behaviours in a purely observational manner, which was non-invasive and non-interactive. We
did not collect any personal data that could place the participants at risk of harm, stigma or prosecution.
The nature of the information gathered, such as details about financial management tasks, is often pub-
licly available through annual reports. Moreover, the study adhered to generally accepted ethical stan-
dards, including obtaining prior informed consent from all participants and ensuring the confidentiality
of the information provided. All data collected were anonymised and kept confidential, being used solely
for academic purposes, and not repurposed after the study’s completion. Given that the research involved
non-sensitive data and was conducted in a manner ensuring complete anonymity, it was determined
that seeking approval from an ethics committee was not necessary. The ethical integrity of the study was
maintained throughout, ensuring that all procedures followed were in line with established ethical
guidelines.

Additionally, the survey was distributed to participants using the Qualtrics web survey platform. Before
beginning the questionnaire, respondents were asked to read and accept the terms, specifically that the
data collected would be anonymous and confidential, used exclusively for academic purposes, and not
for any other purpose after the study’s completion. This process ensured that written consent was
obtained and that participants were aware of the confidentiality and anonymity of their responses,
thereby minimising any ethical concerns.
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The survey was conducted online via email using Qualtrics, chosen for its ease of distribution,
cost-effectiveness and suitability for remote contact - a significant advantage during the COVID-19 pan-
demic. Despite potential risks of low response rates due to email communication (Hoonakker & Carayon,
2009), we targeted Portuguese MEs defined as companies with 10 or fewer employees (Pordata, 2019).
To ensure the clarity of the questionnaire before its final distribution, we conducted preliminary testing
with management professionals. We distributed the questionnaire to all Portuguese MEs that met the
criteria of having 10 or fewer employees and an email address listed in the Informa D&B database. A
total of 3194 emails were sent, followed by three reminders to non-respondents. This database rep-
resents just a fraction of the entire population of Portuguese MEs, which is estimated to be around 1.2
million (Pordata, 2019). While the database covers a significant portion of these MEs, it only includes
email addresses for 3194 companies, which served as the basis for our study.

We received 212 completed questionnaires between 6 December and 25 December 2021, but excluded
4 due to incomplete data, resulting in 208 usable responses — a 6.5% response rate. Additional company
information was gathered from the IES (Informacdo Empresarial Simplificada) form via the INFORMA D&B
database. The Cronbach’s alpha coefficients of the several questions ranges between 0.86 and 0.9, sug-
gesting that the questions have good internal consistency within each set of questions (DeVellis, 1991).

4, Results

Analysing the survey results, we can see that the respondent profile was predominantly male (61.5%),
aged between 41 and 60 years (60.6%), with a high level of education (75.4% holding undergraduate
degrees or higher) and a background in finance (77.4%). CEOs provided half of the responses, with the
remainder coming from other company officers. Most respondents (55.3%) had been with their firm for
over 10 years. The surveyed MEs averaged 25years in operation (median of 20years), with most (59.0%)
employing up to 2 people. Family-owned businesses represented 11.1% of the sample, which covered 35
different sectors.

The literature highlights key company and manager characteristics as crucial to performance and
financial management practices, including size, leverage, profitability (ROE and ROA), sector, family busi-
ness status, employee count, asset tangibility, export status, company age, manager’s educational back-
ground in finance and women’s presence in management roles (e.g., Brounen et al., 2004; Graham &
Harvey, 2001). Our analysis will categorise survey responses based on these characteristics to assess their
impact on financial management practices among Portuguese MEs. Following Graham and Harvey (2001),
we will conduct both unconditional and conditional analyses. For example, to examine how size influ-
ences financial management practices, we will use the median values of assets and sales to compare
responses from larger and smaller MEs. Specifically, with a sample of 208 MEs, we will split the data in
half: the 104 MEs with the lowest asset values will be categorised as smaller MEs, while the 104 with the
highest asset values will be classified as larger MEs. A similar approach is applied to sales, dividing the
sample into two groups based on sales values-the first 104 with lower sales values and the remaining
104 with higher sales values. This balanced division into smaller and larger MEs, by both assets and sales,
will enable a detailed investigation into the effects of size on the financial practices of Portuguese MEs.
Tables 1 and 2 present these characteristics in detail, offering descriptive statistics and a correlation
matrix. All statistical analyses were performed using Stata version 16 software (StataCorp, College
Station, TX).

Summary statistics for the firm-specific characteristics, covering financial years 2019 to 2022, reveal
that the average sales value amounted to €543,805, while the mean book value of assets stood at
€10,600,000 (median of around €1 million). The average debt-to-total assets ratio was 0.570, indicating
relatively high financial leverage for the considered firms. Additionally, the mean ROE was 0.013, and the
mean ROA was —0.012, both relatively low—typical for MEs with fewer than 10 employees, where lower
values for size and profitability are common. Descriptive statistics for categorical variables show that
85.1% of the firms are in the services sector, and 11.1% are family-managed. The average number of
employees was 3.47, and the average tangible assets ratio was 0.249. Furthermore, 28.8% of the firms
engaged in international trade, and the average firm age was 19.3 years. Concerning managerial charac-
teristics, 65.4% of respondents possessed more than 3 years of university education, and 77.4% had a
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Table 1. Description and summary statistics of the control variables.
Variable Description and source N Mean S.D p25 p50 p75

(1) Sales Average sales value in 208 543 805 904 858 69 036 228 636 682 584
euros during financial
years 2019-2022.
Source: E-informa D&B.
(2) Assets Average book value of 208 10 600 000 47 700 000 422 726 1007 369 4 076 152
assets in euros during
financial years
2019-2022. Source:
E-informa D&B.
(3) Leverage Average 208 0.570 0.737 0.207 0.493 0.778
debt-to-total-assets
ratio during financial
years 2019-2022.
Source: E-informa D&B.
(4) ROE Average ratio of net 208 0.013 0.464 —0.048 0.027 0.121
income to book value
of equity during
financial years
2019-2022. Source:
E-informa D&B.
(5) ROA Average ratio of EBTIDA to 208 -0.012 0.291 -0.016 0.018 0.068
book value of assets
during financial years
2019-2022. Source:
E-informa D&B.
(6) Services sector Dummy variable that takes 208 0.851 0.357 1.000 1.000 1.000
the value of 1 if the
firm belongs to the
services sector and 0
otherwise.
(7) Family Dummy variable that 208 0.111 0314 0.000 0.000 0.000
equals the value of 1 if
the firm is
family-managed and 0
otherwise.
(8) Employees Average number of 208 3.470 3.285 1.000 2.375 5.750
employees during
financial years
2019-2022. Source:
E-informa D&B.
9) Tangibility Average ratio of tangible 208 0.249 0.320 0.003 0.061 0.442
assets to total assets
during financial years
2019-2022. Source:
E-informa D&B.
(10) International A dummy variable that 208 0.288 0.454 0.000 0.000 1.000
takes the value of 1 if
the firm exports to
foreign countries and 0
otherwise. Source:
E-informa D&B.
(11) Firm age The number of years since 208 19.361 14.948 9.000 15.000 24.000
the firm’s incorporation.
Source: E-informa D&B.
(12) Manager education A dummy variable that 208 0.654 0.477 0.000 1.000 1.000
takes the value of 1 if
the respondent has
more than three years
of university education
0 otherwise. Survey
responses.
(13) Finance education ~ Dummy variable that 208 0.774 0.419 1.000 1.000 1.000
equals 1 if the
respondent has finance
education, and 0
otherwise. Source:
survey responses.
(14) Women in Number of women in the 208 0.543 0.760 0.000 0.000 1.000
management firm's management
team. Source: E-informa
D&B.
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finance education. Finally, the average representation of women in management roles was 54.3%, a rel-
atively high figure (Terjesen et al., 2016).

Turning our attention to significant pairwise correlations (Table 2), noteworthy associations emerge
among the examined variables. The positive correlation of 0.235 between ROE and Sales suggests that
companies with higher sales tend to exhibit better returns on equity. Sales also display a positive cor-
relation of 0.259 with employees, implying that firms with larger workforces experience higher sales
figures. On the other hand, a substantial negative correlation of -0.567 is observed between ROA and
Leverage, indicating that companies with higher leverage tend to have lower returns on assets.
Additionally, the positive correlation of 0.276 between Family and Firm age suggests a relationship
between family-owned businesses and the age of the firm. The positive correlation of 0.313 between
Women in management and Family indicates a positive connection between gender diversity in leader-
ship and family-owned businesses. Furthermore, the positive correlation of 0.257 between International
and Employees indicates a connection between a firm’s international presence and its employee count.
Lastly, the positive correlation of 0.284 between Finance education and Manager education in general
underscores a relationship between financial education and the educational background of managers
within companies.

In the next subsection, we perform the unconditional exploratory analysis on the survey responses.
We also perform univariate analyses on the survey responses conditional on each separate firm charac-
teristic and discuss the results.

4.1. Unconditional survey results on financial management practices

In this section, the unconditional results of the survey on financial management practices are presented.
Figures 1-3 display the outcomes concerning how financial managers carry out their WCM functions,
specifically addressing cash management, trade accounts management and inventory management.
Figure 4 illustrates how MEs perform financing decisions. Figure 5 covers investing decisions, Figure 6
details how these firms use AIS and Figure 7 outlines how they perform financial analysis activities.

4.1.1. Working capital management practices

Figure 1(A) presents the survey results on the frequency of various cash management activities within
companies, with respondents’ ratings on a scale of 0 (never) to 5 (very frequently). Notably, the CEQ’s
engagement in cash management activities is rated high at 4.09, indicating significant involvement.
Additionally, activities such as cross-referencing accounting records with cash records (average rating
3.96) and preparing cash balance forecasts (average rating 3.98) demonstrate a relatively high frequency.
On the other hand, investing excess cash receives a lower average rating of 2.67, indicating a less fre-
guent occurrence.

Figure 1(B) shows the percentage distribution of respondents’ perspectives regarding the primary driv-
ers of cash management activities. Notably, 56.3% attribute these decisions primarily to the CEO’s per-
sonal experience, while 33.7% refer to theoretical knowledge, such as academic books and business
school. These findings emphasise the predominant role of personal experience in shaping decisions
related to cash management.

Regarding trade accounts management (Figure 2), the survey results unveil a noteworthy finding: the
analysis of the accounts receivable value attains a high score of 4.19. This indicates that MEs managers
exhibit meticulous care in handling customer credit. Although selling on credit is less frequent (with an
average score of 3.29), managers closely monitor the value of accounts receivable.

The survey results for inventory management activities (Figure 3(A)) exhibit significantly lower scores
compared to the preceding questions. Compliance with delivery schedules and deadlines receives a
score of 3.74, indicating a relatively high emphasis on meeting timely delivery commitments. Similarly,
the practice of planning orders to obtain quantity discounts is rated moderately high at 3.25, reflecting
attention to cost efficiency through bulk purchasing. Conversely, the lowest score of 2.56 pertains to
computing storage costs. This suggests that the calculation of storage expenses is less frequently per-
formed or holds a lower priority in inventory management considerations. Inventory management
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A
How frequently does your company...
Prepare cash balance forecasts? | 3.98
Performs cash reconciliations? | 3.75
Cross accounting records with cash records? | 3.96
Record cash deficits/surplus? 3.31
Invest excess cash? | 2.67
Use cash forecasts in the decision-making | 386
process?
CEO perform cash management activities? | 4.09

0.00 1.00 2.00 3.00 4.00 5.00

O Average score - Respondents are asked to rate on a scale of 0 (never) to 5 (very frequently)

B

Cash management activities are mainly based on ...

CEO's personal/own experience 56.3%

Theoretical knowledge 33.7%
Other 28.4%

0% 20% 40% 60% 80% 100%

DOPercentage distribution - Respondents are asked to select one or more choices
Figure 1. Survey results related to cash management practices.

activities are influenced by various factors, with no specific emphasis on either CEO-experience-based
management or theory-based management, as depicted in Figure 3(B).

These initial three figures provide insight into how managers of Portuguese MEs perceive their WCM
functions. Overall, it is evident that the primary focus lies in analysing and closely monitoring the
accounts receivable account, followed by an examination of cash balances and cross-referencing cash
accounting records. Additionally, the management of cash functions appears to be predominantly
informed by the CEO’s personal experience rather than relying on any theoretical framework.

4.1.2. Financing decisions practices

Turning attention to financing decision practices (Figure 4), the results reveal a very high score for CEO
involvement in these decisions (score 4.39). The surveyed managers also emphasise the importance of
analysing different loan proposals, earning the highest score (3.62) among all the financing activities
questioned. However, the analysis of the cost of capital and the assessment of the impact of debt service
on cash flows receive lower scores. Access to external finance does not seem straightforward for these
companies, as reflected in the lower score of 3.43.

4.1.3. Investment decision practices
Concerning investment decision practices (Figure 5(A)), surveyed managers indicate a notably high score
for CEO involvement in these decisions (score 4.41). The highest score is attributed to the activity of
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How frequently does your company...

Sell products or services on credit? 3.29

Follow a payment policy? 3.77

Analyse the value of accounts receivable? 4.19

Analyse the account “Provision for Bad and 368
Doubtful Debts™? ’
CEO perform receivables management
g 399
activities?
0.00 1.00 2.00 3.00 4.00 5.00

O Average score - Respondents are asked to rate on a scale of 0 (never) to 5 (very frequently)

Figure 2. Survey results related to trade accounts management practices.

comparing actual cash flows to forecasted cash flows generated by investments (score 3.87). Subsequently,
the duty of conducting investment evaluation studies and utilising cash-flow forecasts as inputs for
investment project valuation models follows. These findings suggest that ME managers prioritise the
actual cash flow generated by investments over the valuation method or the accuracy of a priori fore-
casted cash flows.

Given this score, it is unsurprising to note that investment decisions are primarily based on the CEO’s
own experience (Figure 5(B)), as 67.3% of surveyed managers admit to basing their investment decisions
on personal experience. Another interesting result is related to the investment valuation technique used
by these managers (Figure 5(C)). The majority of the surveyed managers (67.3%) indicate using the pay-
back rule as an investment project valuation tool. In contrast, only 49% use the IRR, and just 47.1% use
the NPV rule. These results corroborate the findings of Graham and Harvey (2001), indicating that small
firms are more prone to using the payback criterion. Conversely, larger MEs predominantly utilise the IRR
and NPV as their investment valuation techniques.

4.1.4. Accounting information systems (AlS) practices

Regarding AIS practices (Figure 6), the results indicate very high scores (4.12 and above) in all three
questions. Therefore, we can confidently assert that ME managers frequently use AIS to produce financial
reports, analyse them and employ the information in the decision-making process.

4.1.5. Financial statement analysis practices

Finally, in terms of financial statement analysis practices (Figure 7), surveyed managers demonstrate a
high level of involvement in the activity of analysing financial statements (score 4.00). The surveyed
companies produce financial statements quite frequently (score 3.94), analyse them (score 4.13), and use
them in the decision-making process very often (score 3.92). However, the practice of financial ratios
analysis, utilisation of key performance indicators (KPIs) and forecasting financial statements is not as
frequent.

In summary, the survey highlights the substantial CEO involvement in cash management and metic-
ulous attention to accounts receivable, emphasising hands-on leadership in MEs. The prevalence of per-
sonal experience in investment decisions and the widespread use of the payback rule underscore
distinct decision-making patterns. While AIS are proficiently employed for financial reporting, the use of
financial ratios is relatively infrequent suggesting that financial analysis practices are not based on this
technique. In the next subsection, we explore these results conditional on a wide range of MEs specific
variables.
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A

How frequently does your company...

Perform control activities on the levels of
inventory in the warehouse?

| 333

Plan orders to get quantity discounts? | 3.25

Comply with delivery schedules and

deadlines? | 3.74

Record obsolete and damaged inventory? | 2.86

Computes storage costs? | 2.56

Perform inventory alignment with forecasted

sales? | 3.09

CEO perform inventory management

activities? 317

0.00 1.00 2.00 3.00 4.00 5.00

O Average score - Respondents are asked to rate on a scale of 0 (never) to 5 (very frequently)

B

Inventory management activities are mainly based on ...

CEOQ's personal/own experience 38.5%
Theoretical knowledge 38.5%
Other 39.4%

0% 20% 40% 60% 80% 100%

DOPercentage distribution - Respondents are asked to select one or more choices

Figure 3. Survey results related to inventory management practices.

4.2. Survey results on financial management practices: conditional on firm and manager
characteristics

4.2.1. Working capital management practices

Table 3 presents survey responses related to cash management practices, examining various company
characteristics such as sales, assets, leverage, ROE, ROA, services sector affiliation, family firm status,
employees, tangibility, international activity, firm age, respondent education, finance education and
women in management. The t-test results indicate significant differences in means across different char-
acteristic groups, providing insights into how these factors may impact cash management practices.
Several significant results stand out. First, companies with high sales (mean: 3.933) perform cash recon-
ciliations more frequently than those with low sales (mean: 3.577), showing a significant difference (t-stat:
—2.085, p value: 0.038). Also, companies with higher values of assets exhibit a significant difference in
cross-referencing accounting records with cash records. Companies with high leverage invest excess cash
more frequently. With respect to CEO involvement in Cash Management, ME with higher ROA exhibit
higher CEO involvement than those firms with low ROA, with a significant difference. Family firms are
more likely to record cash deficits/surplus. An intriguing finding indicates that MEs with a limited work-
force invest excess cash more frequently than firms with a higher number of employees (t-stat: 2.462, p
value: 0.019). Perhaps, managers in MEs with fewer employees may exhibit greater financial agility,
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How frequently does your company...

Experience easy access to external finance? 3.43
Assess the impact of debt service on cash
flows? 536
Analyse the cost of capital (equity and debt)? 3.43
Compare different loan proposals? 3.62
CEO get involved in financing decisions? 4.39
0.00 1.00 2.00 3.00 4.00 5.00

O Average score - Respondents are asked to rate on a scale of 0 (never) to 5 (very frequently)

Figure 4. Survey results related to financing practices.

allowing them to invest excess cash more frequently, without concern for the next payroll. This tendency
could reflect a higher risk appetite and an increased frequency of deploying surplus funds. Also, MEs
with higher values of tangibility more frequently rely on the CEO’s personal experience to perform cash
management activities compared to those with low values of tangible assets. Another noteworthy result
stems from respondent education, where lower education is associated with higher scores in cash rec-
onciliations activities (t-stat: 1.730, p value: 0.085) and cash management activities more based on the
CEO’s personal experience (t-stat: 1.917, p value: 0.057). This suggests that less-educated managers rely
less on theory to manage their cash activities and perform cash reconciliations more frequently. One
reason might be the lack of trust these less-educated managers have in banking and accounting records,
and since they are less educated, they can only rely on their own personal knowledge rather than text-
book knowledge. Another noteworthy result is that the activity of forecasting cash balances is much
more frequent in MEs where managers have a finance education (t-stat: —1.727, p value: 0.086). The
results suggest that this activity is something that business schools teach managers as an important
feature of cash management. Finally, MEs where there are women in management are more concerned
with registering cash deficits/surplus (t-stat: —1.889, p value: 0.060) and use cash forecasts in the
decision-making process (t-stat: —1.952, p value: 0.052).

Among the trade accounts management practices (Table 4), significant differences based on sales
levels were observed. MEs with high sales follow a payment policy more frequently than those with low
sales (t-stat: —2.026, p value: 0.044). Additionally, the analysis reveals that companies with high sales
engage in more frequent evaluations of accounts receivable compared to their low sales counterparts
(t-stat: —2.208, p value: 0.028). MEs with higher asset values tend to sell products or services on credit
more frequently than those with lower asset values. Notably, when it comes to the CEO’s involvement in
receivables management activities, ME with low assets exhibit a significant difference, with more fre-
quent CEO involvement compared to those with higher assets. MEs with higher ROE and ROA are also
more likely to sell products or services on credit, follow a payment policy and analyse the value of
accounts receivable. International MEs are also more likely to sell products or services on credit and
analyse the value of accounts receivable. An interesting result arises from the age characteristic, where
younger firms are more inclined to perform analyses of the account ‘Provision for Bad and Doubtful
Debts. Additionally, firms where the manager has a higher level of education, possesses finance educa-
tion, and have women in management are more likely to sell products or services on credit (refer to
Table 4 for significant mean differences).

Turning to inventory management practices (Table 5), the results indicate that MEs with higher assets
are more likely to engage in frequent control activities on inventory levels in the warehouse (t-stat:
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A
How frequently does your company...
Perform investment evaluation studies? | 3.85
Use cash-flows forecasts to evaluate
- p 3.58
investments?
Compare actual cash flows to forecasted cash
. . 3.87
flows generat-ed by investments?
CEO get involved in investment decisions? | 4.41
0.00 1.00 2.00 3.00 4.00 5.00

O Average score - Respondents are asked to rate on a scale of 0 (never) to 5 (very frequently)

B

Investment decisions are mainly based on ...

CEO's personal/own experience | 67.3%
Theoretical knowledge | 46.2%
Other :I 16.8%
0% 20% 40% 60% 80% 100%

DO Percentage distribution - Respondents are asked to select one or more choices

C

When evaluating investment projects your company uses. ..

NPV | 47.1%

IRR | 49.0%
Payback | 67.3%

Sensitiveness analysis | 36.1%

Other :I 3.8%

0% 20% 40% 60% 80% 100%

OPercentage distribution - Respondents are asked to select one or more choices

Figure 5. Survey results related to investing practices.

—1.890, p value: 0.060), while more leveraged MEs compute storage costs more frequently (t-stat: —2.359,
p value: 0.019). Moreover, firms with higher ROE and those outside the services sector are more prone
to planning orders to obtain quantity discounts. Non-service firms are also more inclined to comply with
delivery schedules and record obsolete and damaged inventory. This outcome is as expected, given that
services firms typically do not manage inventory as frequently. Consistent with this pattern, high tangible
assets firms, which are often non-services firms, tend to engage in control activities on inventory levels
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How frequently does your company...

Use AIS to produce financial reports? 4.19

Analyse information produced by AIS? 4.25

Use the information produced by AIS in the

decision-making process? 412

0.00 1.00 2.00 3.00 4.00 5.00

O Average score - Respondents are asked to rate on a scale of 0 (never) to 5 (very frequently)

Figure 6. Survey results related to accounting information systems (AIS) practices.

How frequently does your company...

Produce financial statements? | 3.94

Analyse financial statements? | 4.13

Produce projected financial statements? | 3.63

Compare actual financial statements to

projected financial statements? | 3.66

Use financial statements in decision-making

e | 3.92
process?

Does your company use financial ratios? | 3.61

Produce financial reports other than the ones

legally required? | 343

Use key performance indicators (KPIs)? | 3.44

CEO get involved in preparing financial

statements? | 344

CEO get involved in analysing financial

statements? | 4.00

0.00 1.00 2.00 3.00 4.00 5.00

O Average score - Respondents are asked to rate on a scale of 0 (never) to 5 (very frequently)

Figure 7. Survey results related to financial statement analysis practices.

in the warehouse more frequently. An intriguing finding is that firms with lower levels of human capital
more often consider the storage costs of inventory. This suggests that firms with low levels of human
capital are more attentive to inventory management tasks, recognising the potential significant impact
of these activities on overall firm performance. Additionally, the results reveal that high tangible assets
MEs more frequently rely on the CEO’s own experience for inventory management activities. Finally, firms
with women in management tend to align inventories with forecasted sales more frequently.

4.2.2. Financing decisions practices

The survey results regarding MEs’ financing decision practices (Table 6) are quite striking. MEs with larger
book values of assets experience much easier access to external finance, assess the impact of debt ser-
vice on cash flows more frequently, analyse the cost of capital (equity and debt) more frequently and
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compare different loan proposals more often than MEs with a lower book value of assets. These results
are in line with those of Graham and Harvey (2001), where size plays a key role in how CFOs perform
their corporate finance functions. The table results also show that these financing activities are not just
more frequent in larger firms but also in the services sector and in family MEs (see the corresponding
columns of Table 6 for mean differences and t-statistics). Even more striking are the results conditional
on the respondent’s education. MEs where the manager has higher levels of education, and specific
education in financial management subjects, are much more likely to experience easy access to external
finance (t-stat: —2.136, p value: 0.034; and t-stat: —3.088, p value: 0.002, respectively). This might mean
that more informed managers may have easy access to external finance, as banks and other financiers
see them as more financially reliable or simply that these more educated managers are more realistic
about their real conditions on access to external capital and respective cost. The results also show that
these more educated managers analyse the impact of debt service on cash flows more often and com-
pare different loan proposals more frequently (refer to Table 6 for significant mean differences). In the
same vein, the survey results show that MEs managers with a finance education analyse the cost of
equity and debt more often. These results indicate that managers with higher levels of education, espe-
cially in finance, tend to exhibit specific financial management practices. This could be because educa-
tion equips them with tools and knowledge that shape their decision-making approaches. Additionally,
these activities seem to be more frequent in MEs where there is at least one woman in management
(see the last column of Table 6). Women in management may bring unique considerations to financial
decision-making in these smaller companies. Understanding the specific context and motivations behind
these patterns would require further research that goes beyond the scope of this exploratory analysis.

4.2.3. Investment decisions practices

Analysing the survey results concerning investment decision practices (Table 7), we find that larger MEs
and family firms are more likely to perform investment valuation studies (refer to Table 7 for significant
mean differences and t-tests in bold). Also, larger MEs are more likely to base their investment decisions
on theoretical knowledge rather than the CEO’s gut feeling. Firms with higher ROA are also the ones
where the CEOs get more involved in the investment decisions. An interesting result is that family firms
are more likely to evaluate investment projects using the IRR technique when compared with non-family
MEs. Another interesting result is that firms with a lower number of employees perform investment
evaluation studies more often than firms with a higher number of employees and use cash-flow forecasts
more frequently to evaluate investments. Firms with more tangible assets are also the ones where the
investment decisions are more often based on the CEO's own experience. One odd result is the fact that
ME with international exposure perform less frequent investment evaluation studies. One possible expla-
nation for this result is that these firms are subsidiaries of larger international corporations that mainly
sell to them, and for that reason, these firms' managers are required to perform investment valuation
less frequently. Alternatively, MEs selling to big foreign corporations might have less bargaining power
and less need to conduct investment valuation studies. Another interesting result is that young firms rely
more heavily on the CEO’s own experience for investment decisions when compared to older firms. One
possible reason for this result is that young firms are normally managed by young entrepreneurs who
must rely on their gut feeling when analysing investments in the early stages of their new ideas and
businesses. Furthermore, when evaluating investment projects, managers with higher education are more
likely to use the IRR, the payback rule, and the ‘sensitivity analysis' As expected, managers with finance
education are also more likely to base their investment decisions on theoretical knowledge. Moreover,
managers with finance education are also more likely to use the IRR. Finally, striking results emerge from
the last column of Table 7, where we can see that MEs where there are women in management are more
likely to make investment evaluation studies, use cash-flow forecasts to evaluate investments, the CEO
gets more involved, and the investment decisions are mainly based on theoretical knowledge.

4.2.4. Accounting information systems practices
Turning our attention to the survey responses related to AlS practices (Table 8), the results reveal that,
overall, MEs with high values of tangibility, where managers have a higher level of education and finance
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education, more frequently use AIS to produce financial reports, analyse information and incorporate it
into the decision-making process. The scores of these results are quite high in absolute terms (above 4),
and the t-test of mean differences is statistically significant. Once again, managers’ education appears to
be a determinant of accounting systems use. Another result from this table is that firms with higher ROA
are more likely to use the information provided by AlS in the decision-making process (t-stat: —1.843, p
value: 0.067).

4.2.5. Financial statement analysis practices

In Table 9, we present the survey results related to financial analysis practices. MEs with high values of
assets produce, project and analyse financial statements more frequently than smaller MEs. They also
tend to use financial ratios more often and generate reports beyond the ones legally required (see
Table 9 for significant mean differences and t-statistics highlighted in bold). These results support the
Graham and Harvey (2001) size factor explanation of corporate finance practices. The findings also indi-
cate that leverage is associated with the frequency of the CEO’s involvement in preparing financial state-
ments. This result might be related to the fact that more indebted firms need to be careful when
preparing financial statements for the purpose of obtaining loans and other types of external financing.
MEs with higher ROE are more likely to use financial statements in their decision-making process and
are positively associated with the frequency of elaborating other types of financial reports and using
KPIs. MEs from the services sector are more likely to project financial statements, compare actual finan-
cial statements with the projected ones, and use them in the decision-making process. These services
sector MEs are also more likely to produce other types of financial reports beyond the ones legally
required. An intriguing result is that MEs with fewer employees use financial ratios more frequently than
MEs with more employees. One possible explanation for this result is that firms with more employees
rely more heavily on non-financial ratios for performance evaluation, such as reputation, notoriety, public
recognition, etc. Another interesting finding is that firms with low values of tangibility produce financial
statements more frequently, compare projected financial statements with actual financial statements
more frequently, and the CEO is more involved in analysing financial statements. This might indicate that
MEs with higher values of intangibles, given their volatile nature, need to monitor the financial perfor-
mance of those intangible assets more closely and therefore compute and analyse financial statements
more frequently compared to MEs composed of more tangible assets. When examining the survey results
concerning respondent education, we find that firms with higher-educated managers analyse financial
statements more often and use KPIs more frequently. The results for the ‘Finance education’ variable are
once again striking: MEs with managers holding a finance education produce more financial statements,
analyse them more often, produce projected financial statements more often, compare actual financial
statements with the projected ones more often, use them in the decision-making processes more often,
produce facultative reports more often and use KPIs more often than firms with managers not having
any finance education. Lastly, the results also show that firms with women in management compare
actual financial statements to projected financial statements more frequently and use financial ratios
more frequently, highlighting the role of gender diversity in small firms’ management.

4.3. Results discussion by firm and manager characteristics

The survey’s conditional analysis yielded several findings. Considering the diverse set of control variables
utilised in the univariate analysis, we present a concise summary of the results, organised by each vari-
able under examination in this section.

4.3.1. Sales

The survey findings indicate notable distinctions in cash and trade accounts management practices
based on sales levels. Companies with high sales demonstrate a higher frequency of engaging in cash
reconciliations. Moreover, MEs characterised by high sales levels tend to adhere more closely to payment
policies and conduct more frequent evaluations of accounts receivable. These results underscore the
impact of sales volume on shaping the cash and trade accounts management approaches adopted by
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MEs. This result is in line with the findings documented by Graham and Harvey (2001), where size is a
determining factor in how a company’s finances are managed.

4.3.2. Assets

MEs with high assets demonstrate more frequent reconciliation of accounting and cash records, active
engagement in credit transactions, significant involvement of CEO in receivables management activities
and meticulous control of obsolete and damaged inventory. These entities enjoy easier access to external
finance, regularly analyse the cost of capital and debt service impact and compare diverse loan propos-
als. High-assets MEs also exhibit a higher commitment to thorough investment valuation studies and
decisions mainly based on theoretical knowledge. Leveraging AlS, they actively produce, project, analyse
financial statements and use financial ratios for decision-making. These findings are consistent with the
size factor explaining differences in corporate finance practices showed by Graham and Harvey (2001).

4.3.3. Leverage

The survey results indicate distinct patterns in the financial practices of MEs based on their leverage
levels. Consistent with Myers and Majluf (1984), MEs with high leverage demonstrate a tendency for
investing excess cash more frequently and engaging in more frequent computations of storage costs.
This suggests that highly leveraged MEs exhibit a heightened focus on optimising their cash manage-
ment strategies and operational efficiency. Furthermore, the association between leverage and the fre-
quency of the CEO’s involvement in preparing financial statements underscores the importance placed
by more leveraged MEs on financial reporting, possibly driven by the need to manage debt-related obli-
gations and maintain favourable relationships with lenders.

4.3.4. Profitability (ROE and ROA)

The survey outcomes reveal a consistent link between profitability indicators, such as ROE and ROA and
various financial practices among ME. In MEs with higher ROA, CEO involvement in cash management is
notably elevated, suggesting that superior financial performance aligns with more hands-on cash man-
agement strategies. Moreover, MEs exhibiting higher ROE and ROA are inclined to adopt credit-related
practices, including selling products or services on credit, adhering to payment policies and analysing
the value of accounts receivable. This indicates that financially successful MEs are more strategic in their
trade account management. Additionally, the positive association between higher ROE and planning
orders for quantity discounts underscores the financial astuteness of such firms in optimising costs.
Furthermore, MEs with higher ROA showcase a heightened involvement of CEOs in investment decisions
and a greater reliance on AIS for decision-making. These results are consistent with those of Graham and
Harvey (2001) and Deloof (2003).

4.3.5. Services sector

With respect to activity sector, we find that MEs outside the services sector are more prone to plan
orders to secure quantity discounts and more compliant with delivery schedules. Moreover, these
non-services sector firms are more diligent in recording obsolete and damaged inventory. These results
are expected since inventory management activities are typical of non-services firms. On the financing
front, services sector ME stand out with more frequent engagement in financing activities. This includes
experiencing easier access to external finance, a more frequent assessment of the impact of debt service
on cash flows, and a higher frequency of comparing different loan proposals. Furthermore, MEs within
the services sector demonstrate a more extensive use of financial statements in decision-making pro-
cesses, projecting financial statements and producing various financial reports beyond legal require-
ments. These divergent financial practices suggest that the nature of the business sector significantly
shapes the financial management strategies and priorities of MEs, potentially influenced by industry-specific
challenges and opportunities. These results extend the results documented by Anand (2002) in which
sector plays a role in shaping financial management practices.
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4.3.6. Family

The survey outcomes shed light on distinctive financial practices within family MEs extending the works
of Patel and Guedes (2022). Notably, family firms exhibit a higher likelihood of recording cash deficits or
surpluses, suggesting a more detailed approach to cash management. Furthermore, financial activities
are more frequent in family MEs, showcasing their proactiveness in securing external finance, assessing
the impact of debt service on cash flows and analysing the cost of capital. The tendency of family MEs
to engage in more extensive financing activities aligns with their potential emphasis on stability and
long-term financial viability. Moreover, the survey reveals that family MEs are more inclined to conduct
investment valuation studies, demonstrating a thorough approach to evaluating potential ventures.
Specifically, the preference for using the IRR technique in investment project evaluation underscores a
methodical decision-making process within family MEs, potentially driven by a focus on sustainable
growth and profitability.

4.3.7. Employees

The survey results underscore the distinctive behaviours exhibited by MEs based on their workforce char-
acteristics. Notably, MEs with a limited workforce demonstrate a higher propensity to invest excess cash
more frequently than their counterparts with a larger number of employees. This finding hints at the
agility and flexibility of smaller teams in navigating financial decisions, potentially driven by a stream-
lined decision-making process (De Kok et al., 2006). Moreover, MEs with lower levels of human capital
are more attentive to inventory management tasks, evident in their frequent consideration of storage
costs. This heightened focus suggests a strategic awareness of the substantial impact that effective
inventory management can have on overall firm performance, potentially compensating for the lack of
extensive human resources. Additionally, smaller firms, characterised by a lower number of employees,
exhibit a greater frequency of investment evaluation studies and employ cash-flow forecasts more often
in their decision-making. These practices may reflect the resourceful and hands-on approach necessitated
by limited staffing, emphasising the importance of strategic financial planning in the absence of a large
workforce. Furthermore, the preference for employing financial ratios more frequently by MEs with fewer
employees suggests a reliance on quantitative metrics for performance evaluation, aligning with the
notion that smaller teams may prioritise measurable financial indicators in their decision-making
processes.

4.3.8. Tangibility

The survey outcomes shed light on the financial practices tied to the tangibility of assets within MEs.
Notably, MEs with higher tangibility values exhibit a notable reliance on the CEO’s personal experience
for cash management decisions, suggesting a hands-on approach to financial decision-making in firms
with more tangible assets. This trend extends to inventory management, where high tangible assets
firms, often non-services entities, engage more frequently in control activities on warehouse inventory
levels. Moreover, MEs with substantial tangible assets not only rely more on the CEO’s own experience
for inventory management but also base their investment decisions more often on the CEO’s experiential
knowledge. This pattern implies a preference for practical insights over theoretical considerations in MEs
with a tangible asset focus (Almeida & Campello, 2007). Furthermore, the survey reveals that MEs with
high tangibility values are more inclined to leverage AIS for producing financial reports and incorporat-
ing information into decision-making. On the contrary, MEs with low tangibility values showcase a
heightened frequency in producing financial statements, comparing projected statements with actual
ones, and involving CEOs more in financial statement analysis.

4.3.9. International

The survey findings provide intriguing insights into the distinctive financial practices of MEs with interna-
tional exposure. Notably, these international MEs exhibit a higher likelihood of engaging in credit transac-
tions for their products or services. This inclination towards credit sales may stem from the complexities of
international trade relationships, where offering credit terms can be a strategic approach to attract and
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retain global clients. However, a counterintuitive discovery emerges concerning investment evaluation stud-
ies, with international MEs performing these studies less frequently. The diminished frequency of invest-
ment evaluations may result from a power dynamic where smaller firms selling to major foreign corporations
have less bargaining power, potentially alleviating the need for rigorous investment assessments.

4.3.10. Firm age

With respect to the age of MEs, the results reveal that younger firms exhibit a heightened inclination to
perform analyses of the account ‘Provision for Bad and Doubtful Debts' This focus on assessing potential
credit losses may reflect the cautious financial approach adopted by emerging businesses as they navi-
gate uncertainties in their early stages. Additionally, the survey reveals that young firms tend to rely
more heavily on the CEO’s personal experience for investment decisions compared to their older coun-
terparts. This finding suggests that the entrepreneurial managers of newer MEs may lean on their
instincts and experiential knowledge when making investment choices in the dynamic and evolving
landscape of young MEs. These results are consistent with those of llaboya and Ohiokha (2016), where
younger firms exhibit more aggressive behaviour.

4.3.11. Education

The survey underscores the pivotal role of education, particularly finance education, in shaping the finan-
cial practices of MEs. Lower education levels are associated with higher scores in cash reconciliation
activities and a greater reliance on the CEO’s personal experience in cash management, suggesting that
less educated managers may employ more hands-on, experience-based approaches to financial tasks. In
contrast, MEs led by managers with higher education levels are more likely to sell products or services
on credit. Moreover, higher-educated managers enjoy easier access to external finance, reflecting a cor-
relation between education and financial reliability. The propensity of educated managers to analyse the
impact of debt service on cash flows, compare different loan proposals, and employ sophisticated eval-
uation techniques like IRR suggests a more informed decision-making approach. This educational advan-
tage extends to the use of AIS, where MEs led by managers with higher education levels and finance
education leverage AIS more frequently to produce financial reports and inform decision-making pro-
cesses. Overall, the findings highlight the empowering influence of education on microenterprise finan-
cial practices, fostering strategic decision-making and utilisation of more advanced financial tools.

4.3.12. Finance education

The survey illustrates the substantial impact of finance education on diverse facets of MES financial prac-
tices. MEs led by managers with finance education exhibit a heightened capability for financial forecast-
ing, as evidenced by more frequent cash balance projections. This education-based advantage extends
to credit practices, with finance-educated managers being more likely to sell products or services on
credit. Moreover, a finance education substantially facilitates access to external finance, underscoring its
role in establishing financial credibility. The propensity of finance-educated managers to actively com-
pare different loan proposals suggests a discerning approach to financing decisions. Furthermore, these
managers engage in more frequent analyses of the cost of equity and debt, indicating a comprehensive
understanding of capital structure dynamics. The educational advantage extends to investment decisions,
where finance-educated managers are more likely to base choices on theoretical knowledge and employ
sophisticated evaluation techniques such as the IRR. Importantly, MEs led by managers with finance
education demonstrate a holistic embrace of advanced financial tools, utilising AIS more frequently for
financial reporting, analysis and decision-making. This overarching pattern underscores the multifaceted
benefits of finance education in enhancing the financial acumen and practices of MEs. These results add
new and interesting knowledge to the findings presented by Graham and Harvey (2001) and Brounen
et al. (2004). Education and in particular education in finance, are of extreme importance for the level of
sophistication and effectiveness in financial management practices within MEs. Our study underscores
the critical role that financial literacy plays in enhancing the ability of managers to make informed and
strategic financial decisions.
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4.3.13. Women in management

The survey findings underscore the notable impact of gender diversity in management on various
aspects of microenterprise financial practices. MEs with women in management exhibit a heightened
awareness of financial dynamics, as evidenced by their increased concern with registering cash deficits/
surpluses and their diligent use of cash forecasts in decision-making. Moreover, the presence of women
in management correlates with a higher likelihood of selling products or services on credit, showcasing
a nuanced approach to revenue generation. These MEs also demonstrate a commitment to effective
inventory management, aligning inventories with forecasted sales more frequently. The influence of
women in management extends to financial decision-making, with such firms being more engaged in
practices like assessing the impact of debt service on cash flows, analysing the cost of capital (equity
and debt) and comparing different loan proposals. Notably, MEs with women in management exhibit a
comprehensive approach to investment decisions, engaging more frequently in evaluation studies, using
cash-flow forecasts, involving the CEO and basing decisions on theoretical knowledge. This gender-inclusive
leadership approach also manifests in financial reporting and analysis practices, as these firms are more
likely to compare actual financial statements to projections, use financial ratios more frequently, empha-
sising the valuable role of gender diversity in shaping financial management practices in MEs (Terjesen
et al, 2016).

5. Conclusion

In this article, we thoroughly investigate how MEs conduct their corporate finance functions. We survey
these firms on cash, accounts receivable and inventory management practices. Additionally, we inquire
about their financing and investing decisions, as well as how they utilise AlSto analyse their financials.

The survey unveils hands-on CEO involvement in cash management and careful attention to accounts
receivable in MEs. Although they use AIS for financial reporting, the use of financial ratios is infrequent.
Also, these companies do not frequently compute the cost of capital and primarily use the payback rule
as an investment decision criterion.

With respect to the conditional results, the survey findings provide insights into the financial manage-
ment practices of MEs, revealing that factors, such as size (measured by asset value), managers’ educa-
tion, especially in finance, significantly influence the sophistication of corporate finance functions.
Additionally, management diversity is a key driver across various financial functions, and family busi-
nesses exhibit heightened concern for these financial aspects. Furthermore, distinct financial manage-
ment practices are observed based on firm age, sector, international exposure, leverage and workforce.

In general, this study reveals that MEs, due to their small size, encounter difficulties in applying more
advanced financial analysis and management techniques. These findings support our basic hypothesis
that small companies employ more rudimentary financial management techniques, reinforcing the con-
cept of their ‘Liability of Smallness.

With respect to policy implications, this study underscores the importance of promoting financial edu-
cation for ME managers to enhance their financial management practices. Developing educational pro-
grams that cover WCM, investment decision-making and the use of AlS can significantly improve financial
literacy, leading to better performance and sustainability for MEs. Furthermore, the findings reveal that
many MEs rely on simpler financial methods, indicating a need for policymakers to support the adoption
of advanced financial management tools. This can be achieved through subsidies, grants, and training
programs to facilitate the use of financial software and techniques. Additionally, MEs, particularly those
with limited assets, face difficulties in accessing external finance. To address this, policies should improve
the availability of financing options through microfinance programs, collateral support, and connections
with potential investors, alongside offering more flexible loan terms and lower interest rates to ensure
the growth and stability of MEs.

This research work possesses several limitations. First, the number of responses is relatively small com-
pared to the population of Portuguese ME, which is approximately 1.2 million (Pordata, 2019). The fact
that we only selected companies with an email address may introduce some bias, as it excludes many
micro-entrepreneurs who do not have an email address. This limitation could impact the generalizability
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of our findings, as the sample may not fully represent the broader population of Portuguese MEs. We
were able to obtain contact information from only around three thousand companies, with responses
received from 208 MEs. Due to this limited response pool, we opted for a univariate analysis of the
results. Despite exploring various variables, it is important to note that many of them exhibit correlations,
potentially exposing spurious relationships between these variables and the financial management prac-
tices under scrutiny. However, beyond the size effect extensively examined in the literature, the analysis
conducted reveals significant findings concerning the impact of education, especially in the field of
finance, as a determinant of the sophistication of financial management practices. Family businesses also
display distinct characteristics in their financial management approaches. Future research should aim to
overcome these limitations by including a broader range of MEs managers.

Future studies could explore a broader range of ME managers by incorporating a more diverse set of
educational backgrounds, managerial experience and industry types. This would provide a clearer and
more comprehensive view of how different managerial profiles impact financial management prac-
tices in MEs.
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