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Abstract. This study examines the factors influencing perceived success among small and
medium-sized enterprises (SMEs) in Nepal. Despite their economic significance, Nepalese
SMEs face numerous challenges, including limited access to capital, regulatory complexities,
and infrastructural deficiencies. Using a quantitative approach, we surveyed 366 SME
owners and managers to assess the impact of six factors: business record keeping, market
forces, financial management, risk management, internal control, and owner capacity and
commitment on perceived business success. Multiple regression analysis revealed that
business record keeping (B = 0.467, p < 0.001) and market forces ( = 0.261, p < 0.001)
were the strongest predictors of perceived success, followed by financial management (f =
0.088, p < 0.05) and owner capacity and commitment (f = 0.075, p < 0.05). Surprisingly,
risk management and internal control practices did not demonstrate statistically significant
relationships with perceived success. These findings show that SME stakeholders in
developing economies should formalized record-keeping systems and market-responsive
strategies should be prioritized in business development initiatives. The study contributes to
entrepreneurship theory by contextualizing success factors within Nepal's unique business
environment.

Keywords: Accounting Practice, Business Performance, Capability and Commitments,
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1. Introduction

The rise of small and medium-sized companies in Nepal has significant effects on the country's
employment, GDP, and poverty rates. It has been shown that small and medium-sized enterprises
(SMEs) significantly contribute to national economies (Karki et al., 2024; Khurana et al., 2021;
Pangarso et al., 2022). But despite their potential, SMEs in Nepal suffer from several obstacles that
threaten their development and survival. Nepal's challenges, including insufficient access to capital,
poor infrastructure, labor shortages, bureaucracy, contradictory regulations, and inadequate electricity,
hinder SMEs' growth and competitiveness. Growth and competitiveness may be hindered as a result
of these problems. SMEs in Nepal faced significant encounters due to the high interest rates charged
by banks of approximately 16%. But it's higher today than it was before. Due to high interest rates,
hefty collateral requirements, and a lack of credit history, many SMEs have difficulty obtaining
traditional loans from banks and financial institutions. Because of this, they can't put as much money
into growth, new technology, or innovation. The government of Nepal is actively encouraging small
and medium-sized business growth. Perceptions of the future of wineries, such as entering
competitive markets, becoming a regional reference, or gaining international renown, are consistent
with the perceived importance of continual improvements and establishing connections and are highly
regarded as critical success factors (Duarte Alonso & Kok, 2021). To help SMEs, the regulatory body
has enacted many policies and programs to encourage entrepreneurship, provide financial aid, broaden
SMEs' access to markets, and boost the growth of their activities.

SMEs are unregistered, although they are crucial to the country's economy. As a result, there are
fewer prospects for development and expansion, less access to formal funding, and fewer customers
for informal firms. The global COVID-19 epidemic has severely impacted SMEs in Nepal. Many
SMEs have struggled economically due to lockdown measures, supply chain disruptions, lower
consumer spending, and decreased tourism. The government has introduced stimulus packages and
other aid forms to help struggling firms. Nepal is home to a burgeoning business environment with a
premium on technological innovation. There has been a lot of positive press about startups and small
enterprises in fields including information technology, renewable energy, agriculture, and tourism.

The modern business climate is challenging for SMEs. According to Nepal Rastra Bank (NRB),
SMEs contribute roughly 22% of GDP and create approximately 17 lakh businesses. Before the end
of the fiscal year 2074/75, Nepal had 275,433 enrolled SMEs (NRB, 2019). The absence of access to
innovation has a significant impact on the fare capacity of most SMEs (Ghimire et al., 2014).
Corporate owners and politicians must fully grasp what makes their ventures successful. According to
Cetin et al. (2022), their motivations significantly influence entrepreneurs' sense of success. Several
critical elements have been identified as possible drivers of perceived success in SMEs, even though
success is subjective and varies considerably among businesses. The success elements may change
depending on the specific sector, geographic region, and other circumstances. To compile precise
yearly financial reports, bookkeepers must meticulously keep track of all corporate activities,
organizing and matching receipts with expenditures. According to Tehseen et al. (2023) retail SMEs
in Malaysia place a premium on expansion and profitability. The delay in registering transactions
threatens small and medium-sized firms (Siddique et al., 2023) due to the need for additional controls.
There are several reasons why SMEs are successful. To begin, having a distinct and well-articulated
corporate plan is essential. Small and medium-sized enterprises must have targeted consumers, a
distinct selling proposition, and a strategic market position in order to succeed.

This research analyzes the relationship between financial management, market forces, record keeping
of business, owner capacity and commitment, and risk management and internal control with success
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of SME’s. The study aims to examine the impact of these variables on business success. The findings
of this study have important significance for company holders, policymakers, and stakeholders
involved in sustaining and assessing the performance of SMEs since they add value to a better
consideration of the elements that determine the perception of success in SMEs.

2. Literature Review and Hypotheses Development

Small and medium-sized businesses have particular obstacles and possibilities in their quest for
success. Several key factors impact SMESs' success. This section looks at the broad characteristics of
SMES' perceived business success.

This study is based on Resource-Based View (RBV), this asserts that a company's internal resources
and capabilities, such as effective financial management, business recordkeeping, and owner capacity,
are critical drivers of competitive advantage and performance (Khadka et al., 2024; Man et al., 2008;
Wijewardana, 2018). By leveraging unigue resources, SMES can achieve superior results and maintain
long-term viability. Second, the Dynamic Capabilities Theory emphasizes the importance of adapting
to external market forces and uncertainties, implying that SMEs that can sense, seize, and reconfigure
resources in response to changing environments are more likely to thrive (Kolbe et al., 2022;
Subramanian et al., 2014). This theory supports the study's emphasis on market forces and risk
management as predictors of perceived success. Finally, Stakeholder Theory emphasizes the
importance of transparency, trust, and accountability in building positive stakeholder relationships,
which are strengthened by strong internal controls, accurate recordkeeping, and ethical practices
(Prempeh et al., 2022; Gurung et al., 2024). Together, these theories provide a comprehensive lens for
understanding how internal practices and external orientations interact to shape SME performance,
laying a solid foundation for analyzing the factors influencing perceived success in Nepal's SME
sector.

Financial Management

The literature review emphasizes the importance of financial management practices in determining the
success and sustainability of SMEs. At its core, financial management entails budgeting, cash flow
management, forecasting, and the effective use of financial tools, all of which are critical for avoiding
financial instability and making sound decisions. Scholars such as Mangana et al. (2023) and Sharma
(2023) argued that good financial management practices improve operational efficiency and
performance, especially for agricultural SMEs. Inadequate financial management, on the other hand,
frequently leads to poor financial decisions, putting businesses at various stages of the value chain at
risk, as Musah et al. (2018) and Ghimire et al. (2023) have noted. Poor financial literacy can
exacerbate these issues, highlighting the importance of developing financial knowledge and skills
among business owners.

Financial management is not only a technical process, but also a strategic function that links daily
operations to long-term organizational objectives. Rathnasri (2015) emphasizes that proper financial
activity management is critical for organizational longevity. However, Jenifer and Raman (2015)
found that SMEs frequently struggle with maintaining accurate records, effectively utilizing
accounting information, and ensuring data reliability. These flaws impede their ability to meet
regulatory requirements and governance norms, which are critical to establishing public trust and
obtaining external financing. Financial management practices have a significant impact on a SME's
creditworthiness and risk profile, making meticulous record-keeping and precise financial reporting
essential for securing external funding (Sinaga & Wibowo, 2023). Furthermore, Ghimire et al. (2024)
and Rungani & Potgieter (2018) have demonstrated that private and public sector financial assistance
has a positive correlation with SMEs performance.
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Beyond technical proficiency, financial management is linked to entrepreneurial characteristics such
as opportunity orientation, innovativeness, proactiveness, self-confidence, and risk tolerance (Joshi et
al., 2023; Manafe et al., 2023; Shrestha et al., 2023). These characteristics, combined with a positive
financial attitude and personality, lead to better financial decisions and overall business success.
Azam and Abdullah (2015) emphasize the importance of aligning financial procedures with the
entrepreneurial mindsets of business owners and managers. This theoretical foundation supports the
hypothesis that financial management practices and values have a significant impact on the perceived
success of SMEs.

H1: A small or medium-sized business's financial management practices and values have a significant
impact on its success.

Market Forces

SME’s rely heavily on their ability to navigate and respond to market forces. Market dynamics, such
as shifts in consumer preferences, purchasing power, and emerging trends, have a significant impact
on SMEs' performance. External factors such as inflation, interest rates, and consumer spending
patterns have a further impact on these businesses' operational and financial stability. During
economic downturns or recessions, lower consumer spending frequently leads to lower demand for
goods and services, posing significant challenges for SMEs to maintain growth and profitability.
Furthermore, changes in regulatory frameworks, taxation policies, or industry standards can impose
operational burdens, raise costs, and limit market opportunities, making compliance and adaptability
critical to survival and success.

Research emphasizes the complex relationship between market forces and SME success. For example,
Endris and Kassegn (2023) stated that input price increases and inconsistent supply chains are among
the primary marketing challenges impeding the development of agricultural microenterprises.
Similarly, customer loyalty has been identified as a critical driver of SME success, with Ismail (2023)
demonstrating that customer and technology orientation significantly improve loyalty, which in turn
improves business outcomes. In competitive markets, understanding consumer behavior and aligning
strategies to meet latent and current customer needs is critical for differentiation and growth. Kolbe et
al. (2022) emphasized that Latin American SMEs achieve export success by combining innovative
capabilities with proactive market orientation. Such strategic approaches allow SMEs to capitalize on
international opportunities while also contributing to overall economic and social progress.

Market forces also act as a catalyst for technological adoption and innovation among SMEs. Kuo and
Chao (2014), Mahara (2013), and Rai and Dahal (2024) found that financial considerations, cost-
benefit analyses, and competitive pressures drive SMEs to adopt new technologies. These innovations
not only improve operational efficiency but also allow SMEs to better respond to market demands and
differentiate themselves from their competitors. Subramanian et al. (2014) emphasized the importance
of understanding market dynamics, stating that customer-centric strategies and competitive
positioning are critical for long-term growth. SMEs can achieve long-term success by effectively
managing market pressures, identifying opportunities, and providing value to customers.

H2: Market forces significantly contribute to the success of small and medium-sized enterprises.

Business Record Keeping

Effective business recordkeeping allows SME’s to manage their finances, comply with regulations,
and make informed decisions. According to Afrifa (2016), using computers to keep information
records reduces labor costs while also improving managerial decision-making by providing accurate
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and timely data. Accurate financial records enable SMEs to monitor their income, expenses, and cash
flow closely, which is essential for avoiding irrational financial decisions that can result in lower
profitability. As Sooriyakumaran and Thrikawala (2022) pointed out, there is a strong link between
good financial management practices, including recordkeeping, and business success. By tracking key
metrics such as sales figures, customer data, and other performance indicators, SMEs can assess their
operational efficiency and pinpoint areas for improvement.

Financial literacy is essential for maintaining accurate records. Tuffour et al. (2022) showed that the
three dimensions of financial literacy—awareness, attitude, and knowledge—improve both financial
and non-financial outcomes for SMEs. This highlights the need for capacity-building programs that
aim to enhance financial literacy among business owners and managers. Accurate record-keeping also
promotes transparency and accountability, which are crucial for building trust with stakeholders,
including investors, shareholders, and regulatory bodies. According to Prempeh et al. (2022), precise
accounting documentation is crucial for determining profit and loss levels, obtaining credit from
banks, ensuring tax compliance, and making informed business decisions. Their research recommends
legislation that requires SMEs to maintain detailed records of their transactions.

The impact of recordkeeping on business performance is supported by studies that focus on specific
demographics. For example, Tumba et al. (2022) showed that proxies of financial knowledge, such as
bookkeeping processes and cash forecasting, significantly improve the performance of female micro-
entrepreneurs. While cash forecasting had the least impact, bookkeeping ranked second, emphasizing
its importance in driving business success. However, Siddique et al. (2023) warned that irregularities
resulting from delayed transaction documentation can stymie the growth of SMEs, particularly micro,
small, and medium-sized businesses. Journals, ledgers, and trial balances are crucial components of
financial statement preparation, as they form the foundation for all financial reporting and analysis
(Dahal, 2021; Gietzmann & Grossetti, 2021). Efficient recordkeeping is more than just a financial
management tool; it is also a strategic asset that supports legal compliance, performance evaluation,
accurate reporting, and the mobilization of external support. It enables SMEs to produce reliable
financial statements, plan strategically, and boost stakeholder confidence. By maintaining accurate
and comprehensive records, SMEs can enhance their performance perception and lay the groundwork
for long-term growth.

H3: Recordkeeping activities are positively connected with SME performance in Nepal.

Capacity and Commitment of Owners

The capacity and commitment of business owners and managers are crucial determinants of the
success of small and medium-sized enterprises. According to Ghosh et al. (2001), successful small
and medium-sized enterprises (SMEs) frequently share critical success factors, including visionary
leadership, strategic orientation, market focus, capability development, and strong customer
relationships. These elements underscore the importance of a dedicated and skilled management team
led by an astute and forward-thinking owner. Javalgi and Todd (2011) emphasized that the ability of
Indian SMEs to leverage human capital, maintain an entrepreneurial mindset, and commit to
internationalization has a significant impact on their global success. This highlights the dual role of
owner capacity, encompassing knowledge, expertise, and skills, as well as commitment, which
demonstrates dedication to long-term goals and adaptability in changing environments.

Owner capacity is especially important for informed decision-making and effective strategy
implementation. Wijewardana (2018) emphasized that SME success is inextricably linked to the
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owner's understanding of internal controls, operational capacity, and commitment to innovation.
Owners with extensive market knowledge, industry insights, and familiarity with best practices can
more effectively navigate challenges and capitalize on opportunities. Man et al. (2008) supported this
viewpoint by identifying the entrepreneur's relational, creative, human, and strategic capabilities as
important drivers of SME performance. These capabilities, both directly and indirectly, contribute to
long-term success by increasing competitive scope and organizational capacity. Similarly, Mabhungu
and Van Der Poll (2017) cited owner dedication and employee commitment as critical factors for
retail micro, small, and medium-sized businesses (MSMEs). Owners who actively engage with
industry peers, join business networks, and cultivate stakeholder relationships can use these
connections to create growth opportunities and improve business resilience.

Commitment extends beyond individual characteristics to include broader sustainability goals and
succession plans. Irimi& and Mitev (2020) argued that a long-term commitment to sustainability
fosters regional industrial growth, even in less competitive environments. According to Weaven et al.
(2021), successful SME owners typically have extensive business experience, including managing
independent businesses and working in relevant industry contexts. However, LeCounte (2022) warns
that many family businesses fail due to a lack of succession planning, emphasizing the importance of
owners planning for continuity. Taleb et al. (2023) emphasized that innovation capacity is critical for
success and maintaining a competitive advantage. These studies demonstrate that owners who exhibit
strong leadership, strategic thinking, and unwavering commitment inspire their employees, optimize
resource utilization, foster networks, and adapt to changing conditions. The capacity and commitment
of SME owners and managers influence stakeholders' perceptions of success. Customers, employees,
investors, and partners are all influenced by the owner's ability to create a positive work environment,
pursue long-term growth, and effectively navigate challenges.

H4: The business capacity and commitment of the owner and manager significantly affect an SME's
perceived business success.

Risk Management and Internal Control

Risk management and internal controls facilitate the stability, resilience, and perceived success of
SMEs. Risk management is the systematic process of identifying, assessing, and prioritizing risks or
uncertainties that may impede the achievement of organizational goals. As Ferreira et al. (2021)
pointed out, effective risk management necessitates the use of specific tools and organizational
characteristics to ensure project success while also contributing to long-term business growth and
survival. Economic operations are inherently risky due to the allocation of financial resources without
guaranteed positive returns, as noted by Smit (2012). To reduce these risks, SMEs use internal control
systems and risk management practices to identify and address potential financial and operational
vulnerabilities. Internal control systems play a critical role in increasing profitability and efficiency.
Gurung et al. (2024) and Vu and Nga (2022) emphasized the importance of strong internal controls in
not only protecting assets but also improving financial reliability and regulatory compliance. Similarly,
Khaw and Teoh (2023) stated that businesses that implement risk management practices reap benefits
such as better decision-making, increased stakeholder confidence, and improved reputation. The
significance of forming a risk management team and determining risk appetite and tolerance levels, as
identified by Tan and Lee (2022). Such structured approaches allow SMEs to address uncertainties
and align risk management with strategic goals.

According to Dahal et al. (2024) and Syrova and Spicka (2023), corporate culture and the efficacy of
strategic risk management play a role in the relationship between enterprise risk management (ERM)
and financial outcomes. A strong organizational mission and culture foster an environment that
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enables risk management practices to flourish. Furthermore, Moschella et al. (2023) noted that in-
house bookkeepers can help entrepreneurs reduce risks, whereas external accountants primarily focus
on financial reporting and tax compliance. This distinction highlights the importance for SMEs to
integrate risk management into their daily operations, rather than relying solely on external expertise.
Escobar et al. (2023) support this notion, claiming that the implementation of controls, whether
through formalized procedures or informal mechanisms, directly contributes to business success.
Effective risk management and internal control practices provide advantages to SMEs. These include
mitigating financial and operational risks, enhancing financial credibility, ensuring regulatory
compliance, promoting business continuity, and fostering trust among stakeholders. SMEs can
increase their perceived success by laying the groundwork for stability, dependability, and sound
business practices.

H5: Risk management and internal control significantly influence the success of SMES in Nepal.

3. Materials and Methods

Research Design

This study's research design used a quantitative methodology to examine the effects of the
independent variables (financial management, market forces, business record keeping, capacity and
commitment of owners, risk management, and internal control) on the dependent variable (perceived
business success). The study employed a survey-based research methodology. A structured
guestionnaire was designed to collect data from a sample of small and medium business owners or
managers. For the quantitative data, the survey had both open-ended and closed-ended questions with
Likert scales.

Research Instrument

Each construct was carefully defined and translated into measurable indicators to capture the essence
of the theoretical framework. Financial management practices were operationalized through specific
sub-constructs such as budget preparation, cash flow management, financial forecasting, and
adherence to accounting standards, each assessed using a 5-point Likert scale (1 = strongly disagree, 5
= strongly agree). Market forces were measured by evaluating factors such as competition intensity,
consumer purchasing power, inflation rates, regulatory changes, and overall economic conditions, also
rated on a Likert scale. Business recordkeeping was operationalized by assessing the accuracy and
frequency of maintaining financial records, the use of digital tools for bookkeeping, and compliance
with reporting requirements. Similarly, the capacity and commitment of owners were measured using
indicators such as leadership skills, innovation orientation, years of experience, and commitment to
sustainability. Risk management and internal control were evaluated based on the ability to identify
risks, implement mitigation strategies, establish internal controls, and ensure compliance with legal
and regulatory frameworks. Perceived business success was measured through self-assessment scales
measuring profitability, market share, customer satisfaction, employee retention, and stakeholder trust
(Langenberg, 2004). The research instrument for this study was developed based on Wijewardana's
(2018) methodology, utilizing a structured questionnaire as the primary tool for data collection. The
questionnaire was divided into two sections. The first section focused on capturing demographic
information, such as age, gender, marital status, and education level of SME owners and managers,
providing valuable context for understanding the sample.

The questionnaire was distributed to the identified sample of SME owners and managers, ensuring
alignment with the study's objectives. Descriptive statistics, such as means and standard deviations,
were used to summarize the characteristics of the sample and key factors of interest. Inferential
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statistical techniques, including multiple regression analysis and correlation analysis, were employed
to examine the relationships between the independent and dependent variables. To enhance the
validity and reliability of the research instrument, Cronbach’s alpha values were calculated to assess
internal consistency, and factor analysis was conducted to confirm construct validity. By providing
detailed operational definitions and evidence of reliability and validity, the study ensures that the
findings are robust, replicable, and grounded in sound methodological principles. This approach
strengthens the study’s contribution to understanding the factors influencing SME success in Nepal.

Ethical guidelines have been followed to ensure the confidentiality and anonymity of the participants.
Informed consent was obtained from the participants, and data will be collected and stored securely.
Using a causal-comparative research design, the study's objective was to present definitive
information on how independent variables relate to how small and medium-sized businesses
perceived success.

Sample and Data Collection

This study's target demographic was small and medium-sized firms operating in Nepal. To achieve a
representative sample, the population was separated into two distinct (urban and rural) strata based on
geography. This stratification was chosen because SMEs in cities and rural areas frequently face
significant difficulties and possibilities due to differences in infrastructure, market access, customer
demographics, and regulatory frameworks. Businesses in urban locations are often more concentrated,
having access to advanced resources and larger markets.

A stratified random selection method was used to choose 366 SMEs from this population. The sample
was distributed proportionally between the two strata (urban and rural). The sample included roughly
220 SMEs from metropolitan areas and 146 from rural areas. The final sample includes SME owners
and managers who were directly involved in their companies' decision-making processes. To be
within 5% of the measured or surveyed value, it satisfies the criteria of a 95% confidence level. The
study delivers an understanding of the characteristics of the sample and helps contextualize the study's
findings. These demographic variables were considered in further analyses to explore potential
relationships or variations within the data.

Table 1: Demographic Profile

Dimensions Frequency Percentage (%)
Gender

Male 191 52.2
Female 175 47.8
Total 366 100
Age

20-30 yrs. 92 25.1
30-40 yrs. 168 45.9
40-50 yrs. 69 18.9
Above 50 yrs. 37 10.1
Total 366 100
Education

Intermediate 70 19.1
Bachelors 56 15.3
Masters 163 44.5
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MPhil or above 77 21.0
Total 366 100
Marital Status

Married 193 52.7
Unmarried 173 47.3
Total 366 100

Table 1 shows that the people who participated in the study were of different ages, genders, levels of
schooling, and marital status. A few more men than women filled out the survey, so the group was
comprised mainly of men. Most of the people who replied were between 30 and 40 years old.
Regarding education, most respondents held a master's degree, followed by an MPhil or above.
Additionally, the sample consisted of both married and unmarried participants.

Data Reliability

The dependability of the research tool is detailed here. Some of the factors that were considered were
the following: the ability and dedication of owners, the state of the market, financial management, risk
management, internal controls, and the perception of success. For each variable in Table 2 presents
the item count and the matching Cronbach's alpha coefficient, a measure of reliability or internal
consistency.

Table 2: Reliability Statistics

Variable Statements Cronbach Alpha
Business Record Keeping 4 0.800
Market Force 4 0.807
Financial Management 4 0.719
Risk Management and Internal Control 4 0.717
Capacity and Commitment of Owners 4 0.684
Perceived Success 4 0.690
Total 24 0.838

The Cronbach's alpha coefficient for market forces and business record keeping indicates a high
internal consistency and reliability level for the items in this variable. The Cronbach's alpha
coefficient for perceived success, capacity, and commitment of owners, financial management, risk
management, and internal control indicates satisfactory internal consistency. The instrument's overall
Cronbach's alpha coefficient shows a high inner character and reliability level for the entire device.
According to Cronbach's alpha coefficients, the findings suggest that the study's tool exhibits good
reliability. The coefficients for all variables and the overall instrument exceed the commonly accepted
threshold of 0.70, indicating that the items within each variable and the tool are internally consistent.

4. Presentation and Analysis

The results section shows the findings of the empirical analysis performed by this research to
investigate the influence of several factors on the perceived success of small and medium companies
(SMEs).
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Table 3:Descriptive Statistics

N Minimum (Min.) Maximum (Max.) Mean Std. Deviation

PS 366 1.00 5.00 3.09 .90
BRK 366 1.00 5.00 2.90 1.0
MKF 366 1.00 5.00 3.01 1.0
FIM 366 1.00 5.00 2.88 .94
RMIC 366 1.00 5.00 3.54 97
CCO 366 1.00 5.00 3.61 .95

Table 3 presents descriptive statistics of perceived success, has a mean of 3.09 and a standard
deviation of 0.90, showing modest levels of perceived success among Nepal's small and medium-
sized firms. Among the independent variables, business recordkeeping and financial management
have averages of 2.90 and 2.88, indicating that these practices are less established in the studied SMEs.
Knowledge of market forces has a somewhat higher mean of 3.01, indicating that respondents
understand market dynamics better. In contrast, risk management and internal control, as well as
owner capacity and commitment, have the highest means (3.54 and 3.61, respectively), showing that
SMEs believe they are more capable in these areas. The minimum and maximum values for all
variables extend from 1.00 to 5.00, confirming complete use of the Likert scale. However, the very
large standard deviations, which range from 0.90 to 1.0, show significant variety in replies, revealing
disparities in how SME owners and managers view and implement these practices. Risk management
and internal control, as well as owner capacity and commitment, are viewed positively, others, such as
business recordkeeping and financial management, may require targeted interventions to improve
their adoption and effectiveness, ultimately improving SME performance in Nepal.

Table 4: Correlation Result

BRK MKF FIM RMIC CCO
Perceived Success 701 .645™ 347 .036 162"
Sig. (2-tailed) .000 .000 .000 490 002

**_Correlation is significant at the 0.01 level (2-tailed).

Table 4 shows that adequate business recordkeeping and market forces impact have the strongest
positive associations with the perceived success of SMEs. The owners' financial management,
capacity, and commitment also show positive but comparatively weaker correlations. However, risk
management and internal control exhibit a fragile relationship with perceived success. These findings
provide insights into the interplay between these factors and the perceived success of SMEs. Business
recordkeeping is essential for business success.

Table 5 shows the multiple correlation coefficient (R), coefficient of determination (R2), and quality
of fit for the regression model.

Table 5: Results of Multiple Regression

R=0.73 R2=0.539
Unstandardized Standardized  t-statistics p-value VIF
coefficient coefficient
B Std. Error Beta Tolerance VIF
(Constant) 737 199 3.708 .000
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BRK .398 .047 467 8.550 .000  .429 2.329
MFK 216 .045 .261 4.835 .000  .439 2.278
FIM .084 .037 .088 2.274 024 851 1.176
RMIC .014 .034 .016 428 669 975 1.026
CCO 071 .034 .075 2.060 .040  .965 1.037

b. Dependent variable: Perceived success

Table 5 shows that the correlation coefficient indicates a rather significant positive association
between the independent factors and the dependent variable. The findings indicate that the regression
model's independent variables account for roughly 53.9% (R? = 0.539) of the variation in SMESs'
perceived success. Analyzing the individual coefficients offers information about the connections
between the independent and dependent variables. Business recordkeeping, market dynamics,
financial management, and owner capability and dedication all have a substantial beneficial influence
on small and medium-sized firms' perceived performance. However, risk management and internal
control (RMIC) have no substantial impact on perceived success.

Business recordkeeping emerges as the most influential predictor, with an unstandardized coefficient
of 0.398 and a standardized coefficient of 0.467. This means that for every unit increase in effective
business recordkeeping practices, perceived success increases by 0.398 units, assuming all other
variables remain constant. The statistical significance of this relationship is confirmed by a p-value of
0.000 and a t-statistic of 8.550, underscoring its critical role in driving SMEs' success. Results show,
maintaining accurate and systematic financial records enables SMEs to make informed decisions,
comply with regulations, and build trust with stakeholders, all of which contribute to their perceived
success.

Market forces knowledge also plays a significant role, with an unstandardized coefficient of 0.216 and
a standardized coefficient of 0.261. Its statistical significance (p = 0.000, t = 4.835) underscores the
importance of understanding market dynamics, including competition, consumer behavior, and
economic conditions, in achieving business success. SMEs that effectively analyze and respond to
market forces are better positioned to adapt to challenges, identify opportunities, and enhance their
performance.

Financial management contributes positively but to a lesser extent, with an unstandardized coefficient
of 0.084 and a standardized coefficient of 0.088. The statistical significance (p = 0.024, t = 2.274)
suggests that sound financial practices, such as budgeting and cash flow management, are important
but not as critical as business recordkeeping or market forces knowledge. Capacity and commitment
of owners have a marginal yet significant impact, with an unstandardized coefficient of 0.071 and a
standardized coefficient of 0.075 (p = 0.040, t = 2.060). This indicates that while owner skills and
dedication contribute to success, their influence is relatively modest compared to other factors.

In contrast, risk management and internal control show no significant relationship with perceived
success, as evidenced by an unstandardized coefficient of 0.014, a standardized coefficient of 0.016, a
p-value of 0.669, and a t-statistic of 0.428. This suggests that these practices may not be as impactful
in shaping SME success within the Nepalese context, possibly due to limited awareness or
implementation of formal risk management strategies among SMEs.

Tolerance values ranging from 0.429 to 0.975 and variance inflation factor values between 1.026 and
2.329 indicate minimal multicollinearity concerns, ensuring the reliability of the model. Overall, the
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findings suggest that SMEs in Nepal can significantly enhance their perceived success by prioritizing
business recordkeeping and developing a deeper understanding of market forces. While financial
management and owner capacity also play supportive roles, risk management appears to have limited
influence in this context.

5. Discussions

This study found that financial management practices significantly impact the success of small and
medium-sized enterprises in Nepal. The unstandardized coefficient of 0.084 and standardized
coefficient of 0.088 indicate a positive, albeit modest, relationship between financial management
practices and perceived success. This relationship is statistically significant (p = 0.024), aligning with
existing literature. Mangana et al. (2023) and Sharma (2023) have emphasized that sound financial
management practices, budgeting, cash flow management, and forecasting are critical for operational
efficiency and long-term sustainability, particularly for agricultural SMEs. These practices enable
businesses to avoid financial instability, make informed decisions, and improve their creditworthiness,
thereby securing external financing (Sinaga & Wibowo, 2023). Rathnasri (2015) further highlights
that proper financial activity management is indispensable for organizational longevity, as it ensures
compliance with regulations and fosters public trust. Azam and Abdullah (2015) argue that aligning
financial procedures with the entrepreneurial mindset of business owners enhances decision-making
and overall business success.

However, the relatively small effect size suggests that while financial management practices are
important, their influence on perceived success in the Nepalese context may be less pronounced
compared to other factors, such as business record-keeping and knowledge of market forces. This
could be attributed to several contextual factors specific to Nepal's business environment. SMEs in
Nepal operate in informal or semi-formal settings, where financial literacy levels are low and access
to formal financial tools and training is limited (Ghimire & Dahal, 2024). As noted by Musah et al.
(2018), inadequate financial management often leads to poor financial decisions, but in resource-
constrained environments, SMEs may prioritize survival over strategic financial planning.
Additionally, regulatory frameworks and governance norms may not be uniformly enforced, which
can reduce the immediate impact of financial management practices on perceived success. Despite
these constraints, the positive and significant relationship between financial management and
perceived success reinforces its role as a foundational element for SME growth. SMEs can better align
their financial strategies with long-term goals, ultimately improving their performance and
sustainability.

The findings support that market forces significantly contribute to the success of small and medium-
sized enterprises. The unstandardized coefficient of 0.216 and standardized coefficient of 0.261
indicate a robust positive relationship between market forces knowledge and perceived success, with
statistical significance confirmed by a p-value of 0.000 and a t-statistic of 4.835. Market forces,
including shifts in consumer preferences, purchasing power, and emerging trends, play a pivotal role
in determining the operational and financial stability of SMEs. As noted by Endris and Kassegn
(2023), challenges such as input price increments and inconsistent supply chains can hinder SME
growth, particularly in agricultural microenterprises. However, businesses that effectively navigate
these challenges by understanding consumer behavior and aligning strategies to meet customer needs
can achieve differentiation and growth. Ismail (2023) highlighted the importance of customer loyalty,
demonstrating that customer and technology orientation significantly enhance business outcomes by
fostering stronger relationships with clients. This underscores the need for SMEs to adopt proactive
market orientation strategies, a finding echoed by Kolbe et al. (2022), who emphasized that innovative
capacity combined with market responsiveness enables SMEs to capitalize on domestic and
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international opportunities.

In the context of Nepal, the significant impact of market forces on SME success can be attributed to
the country's dynamic and often unpredictable business environment. Nepal's SMEs operate in a
setting characterized by fluctuating economic conditions, limited infrastructure, and varying levels of
market access between urban and rural areas. For instance, inflation, interest rates, and consumer
spending patterns can create substantial challenges during economic downturns, reducing demand for
products and services. Furthermore, competitive pressures and cost-benefit analyses drive
technological adoption among SMEs, enabling them to enhance operational efficiency and
differentiate themselves in crowded markets. Kuo and Chao (2014), Mahara (2013), and Rai and
Dahal (2024) reinforce this point, showing that SMEs leveraging new technologies can better meet
market demands and outperform competitors. Subramanian et al. (2014) showed the importance of
customer-centric strategies, noting that businesses focusing on competitive positioning and value
delivery are more likely to achieve sustained success. The strong positive relationship between market
forces and perceived success in this study underscores the importance of equipping Nepalese SMEs
with tools and knowledge to navigate market dynamics effectively. Policymakers and support
organizations should prioritize initiatives that enhance market intelligence, foster innovation, and
expand access to technology.

This study found that recordkeeping activities are positively connected with SME performance in
Nepal. These results align closely with existing literature that emphasizes the critical role of effective
recordkeeping in enhancing SME performance. Effective business recordkeeping serves as a
cornerstone for SME success by enabling businesses to manage their finances, comply with regulatory
requirements, and make informed decisions. Afrifa (2016) highlighted that the use of computers and
digital tools for maintaining records not only reduces labor costs but also enhances managerial
decision-making through accurate and timely data. Accurate financial records enable SMEs to
effectively monitor their income, expenses, and cash flow, which is essential for avoiding irrational
financial decisions that can lead to reduced profitability. Sooriyakumaran and Thrikawala (2022)
further underscored the significant association between sound financial management practices,
including recordkeeping, and business performance. By tracking key metrics such as sales figures,
customer data, and other performance indicators, SMEs can evaluate operational efficiency and
identify areas for improvement, ultimately driving growth and sustainability. Financial literacy plays a
pivotal role in ensuring effective recordkeeping, as demonstrated by Tuffour et al. (2022), who
showed that awareness, attitude, and knowledge of financial practices significantly influence both
financial and non-financial outcomes for SMEs. This highlights the need for capacity-building
programs that aim to enhance financial literacy among business owners and managers. Accurate
recordkeeping fosters transparency and accountability, which are essential for building trust with
stakeholders such as investors, shareholders, and regulatory bodies. Prempeh et al. (2022) argued that
precise accounting documentation is crucial for determining profit and loss levels, securing credit
facilities, supporting tax compliance, and facilitating effective business decisions.

The significant impact of recordkeeping on SME performance is further corroborated by studies
focusing on specific demographics. Tumba et al. (2022) revealed that bookkeeping processes rank
second in importance after financial awareness in driving the performance of female micro-
entrepreneurs. While cash forecasting had a lesser impact, the foundational nature of journals, ledgers,
and trial balances in preparing financial statements cannot be overstated, as these records form the
basis for all financial reporting and analysis (Dahal, 2021; Gietzmann & Grossetti, 2021). However,
Siddique et al. (2023) caution that irregularities arising from delayed documentation of transactions
can hinder SME growth, particularly in micro and small enterprises. In the Nepalese context, the
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strong positive relationship between record-keeping and perceived success highlights its role as a
strategic asset rather than merely a compliance tool. Efficient record-keeping supports legal
compliance, performance evaluation, honest reporting, and the mobilization of external support. It
enables SMEs to produce reliable financial statements, plan strategically, and enhance stakeholder
confidence.

The findings show that the business capacity and commitment of owners and managers significantly
affect the perceived success of SME’s in Nepal. This relationship is statistically significant (p =
0.040), aligning with existing literature. Owner capacity, encompassing knowledge, expertise, and
skills, is critical for enabling informed decision-making and effective strategy implementation. As
highlighted by Wijewardana (2018), SME success is closely tied to the owner’s understanding of
internal controls, operational capacity, and commitment to innovation. Owners with deep market
awareness and industry insights are better equipped to navigate challenges and capitalize on
opportunities, particularly in dynamic and resource-constrained environments like Nepal. Man et al.
(2008) further reinforced this perspective by identifying the entrepreneur’s relational, creative, human,
and strategic capabilities as key drivers of SME performance. These capabilities contribute directly
and indirectly to long-term success by enhancing competitive scope and organizational capacity.

Commitment, extending beyond individual traits to include broader sustainability goals and
adaptability, also plays a vital role in shaping SME success. Mabhungu and Van Der Poll (2017)
identified owner dedication and employee commitment as critical factors for retail micro, small, and
medium-sized enterprises (MSMES). Owners who actively engage with industry peers, participate in
business networks, and cultivate stakeholder relationships can leverage these connections to create
growth opportunities and enhance business resilience. Irimi& and Mitev (2020) argued that long-term
commitment to sustainability supports regional industrial growth, even in less competitive
environments. However, LeCounte (2022) cautions that many family businesses falter due to a lack of
succession planning, underscoring the need for owners to prepare for continuity. Taleb et al. (2023)
further emphasized that innovation capacity is essential for achieving success and maintaining a
competitive edge. Collectively, these studies demonstrate that owners who exhibit strong leadership,
strategic thinking, and unwavering commitment inspire employees, optimize resource utilization,
build networks, and adapt to dynamic conditions. This could be attributed to several contextual factors
specific to Nepal’s business environment. SMEs in Nepal are family-owned and may lack formal
training or exposure to modern management practices, limiting the full potential of owner capacity.
The informal nature of many SMEs may reduce the immediate impact of owner commitment on
perceived success, as external stakeholders, such as investors and regulators, may prioritize tangible
metrics, like financial records, over intangible qualities, like leadership. SMEs can better align their
strategies with long-term goals, ultimately improving their performance and sustainability.

This study found that improving risk management and internal control practices enhances the
perceived success of SMEs in Nepal. These results contrast with existing literature. Risk management
involves systematically identifying, assessing, and mitigating risks to achieve organizational
objectives. As highlighted by Ferreira et al. (2021), effective risk management requires addressing
specific tools and organizational characteristics to ensure long-term business growth and survival.
Similarly, Gurung et al. (2024) and Vu and Nga (2022) emphasized that robust internal controls
safeguard assets, improve financial reliability, and ensure regulatory compliance. Khaw and Teoh
(2023) further highlighted that businesses adopting risk management practices experience improved
decision-making, enhanced stakeholder confidence, and better reputation management. These benefits
underscore the theoretical importance of integrating risk management and internal controls into SME
operations.
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The lack of a significant relationship in the Nepalese context can be attributed to several plausible
explanations. SMEs in Nepal operate informally or semi-formally, with limited awareness or
implementation of formal risk management frameworks. Escobar et al. (2023) noted that while
informal mechanisms can contribute to business success, they may lack the structured approach
required for systematic risk identification and mitigation. Moschella et al. (2023) pointed out that in-
house bookkeepers often assist entrepreneurs in minimizing risks, but external accountants primarily
focus on financial reporting and tax compliance. In Nepal, where access to professional expertise is
limited, SMEs may rely more on informal practices rather than formalized risk management systems.
This reliance could diminish the perceived impact of risk management and internal controls on
business success.

Syrova and Spicka (2023) argued that the relationship between enterprise risk management (ERM)
and financial outcomes is mediated by corporate culture and strategic risk management efficacy. A
strong organizational mission and culture are crucial for creating an environment where risk
management practices can flourish. However, in Nepal’s SME landscape, where many businesses are
family-owned micro-enterprises, there may be insufficient emphasis on building a risk-aware culture
or aligning risk management with strategic objectives. This disconnect may explain why risk
management and internal controls have a minimal influence on perceived success in this study. To
address these gaps, policymakers and support organizations should focus on initiatives that promote
risk management education, provide accessible tools for risk assessment, and encourage the adoption
of internal control systems tailored to the unique needs of SMEs in Nepal.

6. Conclusion

In conclusion, the study shows that influence the success of SMEs. The findings show that good
recordkeeping, market factors, financial management, and owners' capacity and dedication are
important predictors of SME success. Specifically, business recordkeeping and market dynamics
showed considerable positive connections with reported success, emphasizing their importance in
molding SME performance. Financial management and owner capacity also revealed favorable,
although risk management and internal control had little influence on perceived success. The study
adds considerable theoretical value by filling gaps in the literature on SME success. It confirms the
significance of conventional concepts such as business recordkeeping and market orientation while
also providing subtle insights into the relatively limited influence of risk management and internal
controls in resource-constrained situations.

Entrepreneurs should prioritize systematic and digital methods for corporate recordkeeping can boost
transparency, compliance, and decision-making while also building stakeholder trust. Improving
market orientation by remaining current on customer tastes, purchasing power, and emerging trends
can help SMEs differentiate themselves and capitalize on growth prospects. Improving financial
management procedures, such as budgeting and cash flow monitoring, remains critical to assuring
stability and sustainability. Entrepreneurs can also focus on developing their capacity through
training programs, mentorship, and industry networks, which can lead to collaborative opportunities
and resource sharing. While risk management had a limited impact, simple risk mitigation methods,
such as contingency planning, can protect firms from unexpected obstacles.

Policymakers and support groups play a crucial role. Governments and regulatory organizations can
encourage the use of digital recordkeeping systems by providing subsidies, training opportunities, and
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simpler compliance frameworks. Supporting market intelligence initiatives, such as platforms or
databases that give real-time market data, can help SMEs make better decisions and stay competitive.
Improving financial literacy programs for SME owners is similarly vital since it provides them with
the skills required for efficient financial management. Policymakers could also promote the
formalization of informal SMEs by lowering administrative hurdles and incentivizing regulatory
compliance. Increasing access to low-cost risk assessment tools and training programs can help SMEs
operating in resource-constrained environments better manage uncertainty.

The study's geographic scope was restricted to Nepal's SME sector, which may limit the findings'
applicability to other locations or countries. Future research could use a cross-country comparative
method to find both universal and context-specific success variables. Exploring alternate metrics for
assessing risk management performance, particularly in informal or semi-formal company
environments, may reveal more insights. The dynamic nature of SMEs, which operate in fast-
changing contexts, necessitates longitudinal studies to better understand how success variables alter
over time and across phases of business development. Future research can explore larger societal
factors that effects to shape policies and activities that encourage the growth and viability of SMEs.
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