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Abstract

SMEs are considered as the best possible vehicle to reduce the unemployment rate and
increase economic participation in the country, specifically for historically disadvantaged
people. Due to, among other things, the lack of small business management skills, the
potential of SMEs cannot be fully realised.

From the study it was found that one of the major reasons why SMEs fail to secure
loans is a lack of management accounting skills. This lack of management accounting
skills is due to a lack of mentors, training and business education. The study has
identified a number of management accounting skills which most of the venture capital
providers consider when they evaluate applications for loans. From empirical survey it
was considered that budgeting, cash flow management and product costing were
considered as imperative by most venture capital providers.

Keywords: Venture capital, venture capitalists, venture capital providers, management
accounting skills and SMEs
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CHAPTER 1

INTRODUCTION AND RESEARCH PROBLEM

1.1 INTRODUCTION

Since 1994 the South African government has embarked on
various initiatives aimed at job creation, poverty alleviation and
wealth creation. Two of these initiatives are the black economic
empowerment (BEE) action and the creation of small and
medium enterprises (SMEs), which form part of government’s
macro-economic programme. According to the Global
Entrepreneurship Monitor (GEM) the government’s intention
has been to increase economic participation for historically
disadvantaged people (HDP) (GEM 2004:20). These initiatives
were identified by the government as the most possible
vehicles to create wealth and help HDP to participate in the

mainstream economy.

Except for wealth distribution and the creation of employment,
the idea of encouraging the establishment of SMEs was aimed
at making all nine provinces economically active by increasing
participation by women, youth and rural communities in
economic activities (SBP 2009:7). SMEs according to the
National Small Business Amendment Act 26 of 2003 are entities
which have more than 50 but less than 200 employees
(Government Gazette 2003:8). The importance of these entities
is that they employ more than half of the country’s working
population (Berry 2002:104). The government's effort to
increase economic participation and employment in rural areas

has come under fire from entrepreneurs who say that



government is not doing enough to boost the SMES’
contribution to economic growth and reduction of

unemployment.

In the 2003 sector review by the Department of Trade and
Industry (DTI) it was revealed that there is little progress from
survivalist enterprises to more formal enterprises (DTI
2002/3:11). When the democratically elected government came
to power in 1994, it had a clear vision of redirecting the
country’s resources to benefit those who had been previously
excluded from the mainstream economy (Business Day 2005:1).
Access to venture capital has been identified as the most
possible source to fast-track the creation of SMEs in the
country (Berry 2002:109). Venture capital is defined as a
source of capital that is suitable to SMEs operating at entry
level of the business or market (Freear, Sohl & Wetzel 1996:4).
The providers of this source of capital are called venture
capitalists or venture capital providers. They can be either

private or public funded institutions.

1.2 BACKGROUND OF THE STUDY

In the 2004 state of the nation address, the then President
Mbeki highlighted that for South Africa to become a developed
country, the number of small enterprises needed to be
increased and supported (Mbeki 2004:5). Access to finance has
been singled out as one of the major reasons why the creation
of SMEs is growing at a low rate if not stagnating. The
government’s effort to make finance more accessible to small
businesses led to the establishment of agencies like Khula

Enterprise Finance, Ntsika Enterprise and the Umsobomvu



Youth Fund. The primary aim of these agencies is to provide

finance to small and medium enterprises (SBP 2009:2).

Statistics published in 2005 by the South African Venture
Capital Association (SAVCA) indicate that much of their
associate members’ investments are in service and non-
manufacturing businesses such as restaurants, communication
companies, hotel and leisure, agriculture and financing of
management buy-out and management buy-in (Aureos Capital
Limited 2005:1). Venture capital providers cite a number of
reasons for low investment in the craft industry and other small
manufacturing businesses. Lack of management accounting
skills and technical experience are two of the major reasons
why there is Ilow investment in craft and other small

manufacturing businesses (Le Roux 2004:1; Ntingi 2007:1).

Since the 1994 elections, there has been some increase in the
unemployment rate. This increase was caused probably by
companies moving from being labour intensive to being capital
intensive (Louw & Ntingi 2007:3). Many politicians blamed this
move as the major reason why people were retrenched. Most
politicians and trade unions therefore suggested that the
government should encourage the establishment of SMEs that
use labour-intensive production methods as the vehicle for job
creation for unskilled labourers. The manufacturing industry,
where labour-intensive production methods are used, was
identified by the Economic Policy Research Institute (EPRI
1999:9) as the most suitable sector for increasing employment
of unskilled labour and for strengthening economic

participation of HDP.



According to Mondi (2006:3), manufacturing stimulates
industrialisation, which in turn reduces poverty, creates
employment and increases the wealth of the country. The craft
industry is an economic sector in which most products are
handmade and produced according to customer specifications.
The development of this sector will in turn assist the
government to realise its macro-economic goals through

exportation.

Timmons and Spinelli (2007:388) and GEM (2003:13) argue
that some of the most prominent reasons why businesses fail
are the lack of cash after a business is started and the lack of
the necessary management accounting knowledge to run the
business. An entrepreneur requires adequate skills and
experience in organising a team of experts who are
experienced in financial management, legal issues and
especially human resources management. According to
Sizanani Advisory (2004:1), most investors need to see the
potential of a management team before they show their
willingness to grant a loan to the applicant to start a business,
especially at the developing stage of a business. The loan
applicant’s chances of obtaining a loan more quickly will be
enhanced by organising a team of competent people to manage
the business.

Entrepreneurs still regard the usual commercial banks as the
only or major institutions from which to access capital.
However, there are other organisations like venture capitalists
which offer finance to SMEs. One major obstacle that stands
between entrepreneurs and venture capitalists is access to

information. Venture capitalists prefer to assess the business



owners that run their businesses before they can grant them
finance. Therefore, the lack of information on the competence
of SMEs’ management is the major reason why SMEs still find
it difficult to secure loans from venture capitalists and also why

SMEs are perceived to be risky businesses.

Malhota, Chen, Crusculo, Fan, Hamel & Savchenko (2006:13)
argues that small business enterprises are risky and their
future success is uncertain. A firm in the initial stage of its life
cycle is even more risky because it is involved in fundamental
activities, such as developing the prototype product,
structuring the organisation and creating channels of
distribution. Goosen, Pampallis, Van der Merwe and Mdluli
(1999:252) indicate that banks usually do not invest in SMESs in
the initial stage of its life cycle. This may be due to the fact
that successful venture capital investments often take five to
seven years to come to fruition (SAVCA 2005:2). Venture
capitalists will be more likely to supply start-up capital where
the entrepreneur is a successful investor and/or executive with
a proven track record (Horizon Equity 2005b:1). Hence this
practice will not benefit SMEs and especially will not change

the position of HDPs in the craft industry.

1.3 PROBLEM STATEMENT

The problem addressed in this study relates to the fact that
many SMEs cannot access venture capital in South Africa.
Research shows that very few prospective small business
owners are successful in raising and acquiring venture capital
in order to start a business (Sizanani Advisory 2004:2;
BusinessOwner 2004:2).



Amongst the reasons for low investment in SMEs are:

Poor management accounting skills and lack of
experience. For a business to operate smoothly it needs a
combination of individuals who have hands-on experience
regarding business management and financial
management. Before venture capitalists make an
investment in a business, they need the owner to
convince them that he/she has the necessary skills to run
a business. According to Sizanani Advisory (2004:3), 60%
of business plans that were submitted annually were not
accepted by the banks, because they did not meet the
basic lending criteria and the owner lacked experience.
Previously, the perception among the banks was that
lending money to a less established business or one with
no borrowing record was a risky transaction (Business
Reports 2006:2). Management accounting skills, just like
business management skills, are important for the
successful operation of any business concern. Therefore
most venture capitalists will assess the ability of the loan
applicant in terms of whether he/she can apply any of the
management accounting aspects like: calculation of
profit/loss, recognition of direct materials, direct labour,
manufacturing overheads, general expenses and

preparation of budgets.

Failure to perform any of the above aspects of
management accounting may result in a loan applicant not
being able to obtain a loan.

In addition, lack of technical skills in a specific industry is
also cited as a requirement. Technical skills in a specific

industry that small business owners want to join are



important. If the government wants to increase the
number of sustainable small business owners, technical
training must be introduced to the various industries in

which they want to participate (Sizanani Advisory 2004:2).

1.4 PURPOSE OF THE STUDY

The study aims to identify the gap in management accounting
skills required by venture capitalists and those possessed by
SME owners in the craft industry, specifically in the Tshwane
Metropolitan Area. Due to escalating interest in small
enterprises in South Africa as a result of job losses, venture
capitalists have introduced more complicated and strict criteria
for selecting enterprises to which they are willing to provide
capital (Jeppesen 2009:2). According to Business Partners
(2004:3), a business plan is no longer the only requirement as
far as securing finance is concerned. The more recent criteria
include management accounting skills, which the majority of

the entrepreneurs do not have.

This study attempts to bring to the attention of potential small
enterprises in the craft industry the type of management
accounting skills which venture capitalists require from them
before investments will be made in their businesses.

1.5 OBJECTIVES OF THE STUDY

The study attempts to achieve the following objectives:

e To identify management accounting skills which venture

capitalists require from small business owners before



investment is made. According to Sizanani Advisory
(2004:2), 60% of applications for funding are rejected
annually by banks. This is an indication that there is still
some misunderstanding between venture capitalists and
small business owners as far as the requirements for
securing funding are concerned. |If this gap in
management accounting skills can be filled or narrowed,
the government would be more able to achieve its goal of
increasing small business enterprises.

To ascertain the level of sufficient management
accounting skills which entrepreneurs must have before
they approach venture capitalists for capital funding.
Ntingi (2007:1) and Futuse (2007:5) argue that
management accounting skills and business management
skills form part of the assessment criteria for most
venture capitalists. Private venture capitalists use
different assessment criteria; therefore this study
attempts to identify those skills that are valued by most
venture capitalists. This will help SMEs by identifying
these skills within the business whenever they want to
make an application for a loan. This might contribute
towards increasing their success rate to acquire funds.
To compare the requirements of venture capitalists and
the knowledge that the owners/managers possess with

regard to management accounting.



1.6 IMPORTANCE OF THE STUDY

Through the findings and recommendations of this study the
following benefits should be achieved:

e Venture capitalists, commercial banks, non-government
agencies and government agencies will become aware of
the gap in management accounting skills of applicants.

e Small business owners will know what the venture
capitalists require from them as far as management
accounting skills are concerned.

e The study will indicate to venture capitalists and
government agencies possible ways to fill the gap in

management accounting skills when such a gap exists.

1.7 EMPIRICAL RESEARCH

The first stage of the study comprises a literature review which
will be covered in chapter 2 and chapter 3. The second phase
of the study consists of empirical research. The findings from
the empirical research are used for both recommendations and
conclusions of the study. The empirical research was
conducted on the financial institutions and SMEs in the craft

industry in the Tshwane area.

A combination of both informal discussions and questionnaires

were used in the empirical study.

1.7.1 Informal discussions

Informal discussions were held among both the SME owners in

the craft industry and venture capital providers. A stratified



random sampling procedure was used to select participants
with a given criterion. The respondents consisted of various
groups involved in the craft industry (formal and informal),
venture capitalists and financial institutions (commercial and

micro-lenders).

1.7.2Questionnaires

Quantitative and qualitative surveys in the form of a
guestionnaire were conducted among SME business owners in
the craft industry (formal and informal) on the one hand, and
venture capitalists and financial institutions (micro-lenders and
commercial lenders) on the other. Stratified random sampling
was used to enable entrepreneurs and financial providers to
have an equal opportunity of being selected to participate in
the study.

1.8 DATA ANALYSIS

The data collected was coded and sampling techniques as
discussed in chapter 4 were used to determine the likely
reasons for some failures and successes in funding
applications. Statistical Package for the Social Science (SPSS)
version 11.1 was used to analyse the data collected.

1.9 ORGANISATION OF THE STUDY
In chapter 1 the background of the study, problem statement,

objectives of the study and data analysis method are explained

and discussed.

10



An overview of the current situation with regard to the venture
capital market and SMEs is provided in chapter 2. A definition
of start-up capital is discussed and the sources of capital
applicable to SMEs are also mentioned. The background to the
topic of venture capital and venture capitalists is also
provided. Government’'s role and that of the financial
institutions involved in funding SMEs are examined. Critical
success factors that have been important to secure loans in
the past and the status of small manufacturing concerns are
highlighted.

In chapter 3 management accounting skills and financial
information as well as other requirements of venture capital
providers are identified. The procedures and processes
involved in the procurement of venture capital are also
explained. Past success rates of applicants are discussed in

this chapter.

The research methodology and the design of the questionnaire
are discussed in chapter 4. Two methods used to collect data
are explained and the system used to analyse the data is also

explained.

Chapter 5 focuses on the presentation and analysis of the
research findings and the reasons for failure. The requirements
for success are also presented. The gap in management
accounting skills between what venture capitalists require and

what SME operators have is highlighted.

11



In chapter 6, the conclusions and recommendations for the
study are given. Recommendations for further research are

also made.

12



CHAPTER 2

THE CURRENT SITUATION WITH REGARD TO THE VENTURE
CAPITAL MARKET AND SMES

2.1 INTRODUCTION

Small business owners face many challenges when establishing a
business in South Africa. Two of the major challenges or obstacles
they face are lack of financial support and management guidance.
Inadequate financial resources are regarded as a primary cause of
SME failure and the lower rate of start-ups (Gregory, Rutherford,
Oswald & Gardiner 2005:383). The success of any new business
depends on the entrepreneur’s ability to obtain support and
assistance from bankers and venture capitalists (Agrebi 2009:1).
The low rate at which small businesses are created and low rates
of success indicate that new entrepreneurs still have a problem in
acquiring venture capital and sufficient business and management
accounting skills before they start businesses (GEM 2003:5;
Kasekende & Opondo 2003:3).

The purpose of this chapter is to discuss the origin of venture
capital, followed by a definition of venture capital and venture
capitalists. In this chapter the types of venture capital providers
available in South Africa and the types of funds available to SMEs
are also identified and discussed. In addition, the assessment
criteria of most capital providers are considered as very important.
The status quo of SMEs as far as access to finance and SMESs’

critical success factors forms an integral part of this chapter.
In the first part of this chapter the origin of venture capital is

discussed followed by the definition of the concept venture capital

and venture capitalists. In the second part of the chapter different

13



organisations offering venture capital in South Africa are
identified. Various ways which capital providers prefer to be
contacted or approached by the loan applicants are also
highlighted. The critical success factors and the state of SMEs in

as far as access to capital is concerned are then discussed.

22THE ORIGIN OF VENTURE CAPITAL

Venture capital is one of the oldest sources of finance for new
enterprises. It is generally defined as a financial instrument that
venture capital providers use to support entrepreneurial ventures,
to exploit market opportunities and thus obtain long-term capital
gain (Shilson 1984:207; Dagogo & Ollor 2009:41). According to
Liles (1974:461), venture capital investment includes:

e Financial support in new ventures,

e Financial support to any new venture with a prototype product,
e Investments in established businesses

e Investment in businesses with low rate of risk and

uncertainties.

Private investors, family and friends have for centuries been the
first port of call for entrepreneurs in need of capital. Increasingly,
in the post-1945 period, small enterprises across the world have
been seen as an important part of the competitive mechanism of
the free market economy. Therefore, government intervention to
support the development of the small business sector has been
recognised as desirable and necessary. “Since 1945 successive
governments and some financial providers in the world have
introduced a wide variety of measures designed to promote new
enterprise formation and small enterprise growth” (Stanworth &
Gray 1991:16). Stokvel, an informal traditional pooling of funds, is
a popular example of such, and is commonly used in townships as

a source of finance for SMEs.

14



Banks used to be the primary source of operating capital for small
enterprises and the usual form that such capital took was a line of
credit. “In the current business environment most entrepreneurs
are finding it necessary to sometimes use very creative techniques
to get their businesses off the ground” (Meyer & Allen 1994:258).
Creative techniques simply mean that a combination of various
sources of finance are used to finance the operating activities of a

business.

Historical funding problems have limited the ability of security
firms, brokerage firms, leasing institutions and commercial finance
companies to aggressively pursue the small business market. This
has led to finance institutions introducing a number of new
sources of equity capital to suit the small business market sector.

One of those is venture capital (Hanning & Joubert 2003:12).

According to the European Commission (2008:2), venture capital
does not seem to be all that available to businesses operating in
local or at entry-level markets. The investment culture in South
Africa is such that venture and seed funding is not deployed in the
critical early stages of business development because of the high
risk associated with start-up businesses (GEM 2004:52). Seed
capital is funding used for research, evaluation and development
of a cost object or to kick-start operating activities (SAVCA
2003/2004:8)

According to Kasekende and Opondo (2003:3), some new
businesses, by the nature of their objectives and the
circumstances of their launching, are especially risky. The capital
supplied to such firms is often designated venture capital,
although its purpose and requirements are much the same as in
any other sectors of the economy. However, the degree of risk

associated with SMEs justifies such a designated source of
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finance. Designated venture capital is a source of finance that is

granted to SME’s owners to start a new business.

Some South African venture capital providers recently have
started to invest in small enterprises. Research shows that the
majority of SME owners have never accessed either private or
public equity finance (Ntsika Enterprise Promotion Agency
2002:111-121). Malgas (2002:121), argued that South Africa’s
venture capital market is at a developing stage and less
sophisticated as compared to the USA, Europe and Australia
markets. In South Africa, private equity fund managers are
perceived to be not accommodating SMEs (DTl 2005). “The
success achieved by private equity funds in the United States, and
to a lesser extent in Europe, has resulted in the development of
professional private equity firms in other parts of the world,
including South Africa” (SAVCA 2003:7).

Some progress in financing SMEs has been made over the past
few years, in particular in conventional developed sectors. More
recently the majority of private equity has been used increasingly
to fund BEE deals (DTI 2005). According to SAVCA(2006:1), there
were 71 active venture capital organisations in 2000, while an
additional 58 were registered in 2001 and these new members are
focused on helping SMEs. Khula Enterprise reported in 2004 that
it would increase its capital by 40% and that the number of
beneficiaries would also be increased (Khula Enterprise 2004).
This move by Khula is an indication that with time the number of
opportunities for SMEs will increase. However, small business
owners’ awareness still needs to be increased in terms of
requirements for funding and the forms of capital available to

them.

In South Africa, the four major commercial banks and their

predecessors pioneered leveraged buy-outs. These were largely
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driven by disinvestments from South Africa in the early 1980s
(Stanworth & Gray 1991:122).

SMEs and firms that have growth potential face the same
challenges that almost any other type of business faces when
applying for finance. However, the degree of risks faced by SME
owners requires a special type of financing. This has led to the
development of specialised venture capital financing sources.

2.3 VENTURE CAPITAL

The concept venture capital has various definitions. Some of these
definitions have the same meaning, namely that venture capital is
funding created for emerging and risky businesses (in particular
SMEs). SMEs are perceived to be risky, because the majority of
them are based on an idea that is still to be proven (Knott
2004:156).

Different authors define venture capital as follows:

e Venture capital is a primary and unigue source of funding for
small firms, because these firms have very limited access to
traditional capital markets (Tech Monitor 2007).

e Venture capital is capital investment that is provided both
start-ups and going concerns (Ross, Westerfield & Jordan
1996:449).

e Venture capital is the equity provided to emerging and
established businesses (McLaney 2003:430).

e Venture capital is a form of funding provided to private
businesses in return for a stake in a business (DTI 2005).

e According to Chartered Institute of Management Accountants
(CIMA) (2002:26), venture capital is a source of funding
applicable to both start-ups and established businesses which
are regarded to be risky.
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e Venture capital is investment made into a business with the

idea of making a huge capital gain (Glocapital 2006).

In summary, venture capital can be defined as funding available to
emerging small businesses which still need to prove a business
idea. Venture capitalists make these investments in these risky
businesses because they hope to make a good return on

investment.

As far back as 1987 Maier and Walker (1987:209) identified

important characteristics of venture capital as follows:

e Acquisition through direct purchase of shares or joint
management of the business.

e Is a long-term investment commitment which takes a long
period before positive returns are realised.

e The venture capital provider usually has an active participation

in the company in which they have invested.

In summarising these characteristics, it can be stated that some
venture capitalists are able to assist SME owners with the
operation of their business, provided that the owners possess at
least the minimum experience that the financiers require. Some
are prepared to be part of the new business management team

until such time that the venture capitalist’s investment matures.

2.4 VENTURE CAPITAL PROVIDERS

Venture capital providers can be defined as organisations and
capital-rich individuals that provide early stage development
funding, expansion funding for firms with demonstrated financial
viability, and funds for leveraged buy-outs to re-establish divisions
of large businesses (Elitzur & Gavious 2003:709). Organisations

providing venture capital are divided into two categories, namely
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the specialists (independent private capitalists) and the

generalists (public-backed capitalists).

2.4.1 Independent private capital providers

“The dominant characteristic of an independent private venture
capital firm is that it is either a private partnership or a closely
held corporation funded by insurance companies, endowment
funds, pension funds, bank trusts, corporations, capital rich
individuals and foreign investments, or a family firm begun by
capital-rich members” (Maier & Walker 1987:209). According to
Langdon & Bonham (2000:87) the above financing institutions
spread their debts around a lot of start-up businesses or those
that have high success prospects. Without the mentoring and
monitoring of independent private capital providers, some of the
SMEs may never have made it to the dividend payout stage
(Agrebi 2009:1).

However, there are also other private entities, which SME owners
can access capital funding from (Baty 1981:73; Kuriloff, Hemphill
& Cloud 1993:357-487; DTI 2005). Examples of these are set out

below.

2.4.1.1 Venture capital firms

Venture capital firms are independent organisations whose primary
activity is investing in private businesses. Their capital supply is
generally structured as a limited partnership with a three- to five-
year life and is composed of a number of private sector
institutions and occasionally high net worth individuals. Venture
capital providers are managing portfolios of businesses which are

funded from investment funds (Gumming 2006:1083).
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2.4.1.2 Venture capital trusts

Venture capital trusts are listed organisations that invest
according to a set of criteria to qualify for privileged tax
treatment. The source of their capital is typically high net worth
individuals or retail investors. The rules attached to venture
capital trust qualification require a large proportion of the funds to
be invested within a given period.

2.4.1.3 Angel networks

Capital-rich individuals are probably the single most important
source of capital for start-up and emerging businesses today
(Timmons 1999:438). Angel networks are essentially a group of
wealthy individuals benefiting SMEs through means of their deal
sourcing and deal screening capabilities. “The network also
enables them to pool their capital into larger chunks. This means
they can participate on a much greater scale and spread the
associated risks by diversifying across a number of opportunities
than would be the case if they were investing alone” (Elitzur &
Gavious 2003:710).

2.4.2 Public-backed organisations

Public-backed organisations are venture capital providers that
provide capital which they receive from the government, ranging
from central government departments to regional or provincial
development agencies (MacLeod 1995:202). Examples of such
fund providers are youth development funds such as Umsobumvu
Youth Fund and provincial development funds such as the Limpopo
Development Corporation, which was established specifically for
residents of the Limpopo province.
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2.4.3 Other sources of funds

Other sources of funds include companies that invest by issuing
debentures and new shares, |listed investment companies,
investment trusts and corporate venturing units that do not have a
supply of capital controlled by the holding companies or provided

in part by third-party investors (Kuriloff et al. 1993:357).

2.5 TYPES OF FUNDS

Independent private organisations tend to categorise the types of
funds available to SMEs. The types of funds available are divided
into five categories which are discussed below (SAVCA
2003/2004:8). Some of these types of funds are applicable to SME
operators.

2.5.1 Seed capital

Seed capital is a source of fund used for research, evaluation and
development of a cost object or to start operating activities
(SAVCA 2004:8). Typically, the seed capital is a relatively small
amount provided to prove a concept or develop a product (Knott
2004:156). This type of funding is used by most business owners
to kick-start their operations. The funds can also be used by
SMEs.

2.5.2 Start-up and early stage capital

This is a source of capital for new SMEs that were established for
a short period of time normally less than three years (SAVCA
2004:8). Start-up capital includes product development costs and
is usually made available to businesses that have been in
business for a short-term whose product has not yet been
introduced to the market (Knott 2004:156). This is the type of
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funding applicable to SMEs as most of them are started from

scratch.

2.5.3 Expansion and development capital

“This is funding provided for growth and expansion of a company
that is breaking even or already in trade” (SAVCA 2004:8). This
type of funding is applicable to all types of businesses, SMEs

included.

2.5.4 Leveraged buy-in or buy-out capital

“This type of funding is provided to enable the top management or
empowerment partner to buy either an existing or a new business,
and their backers to acquire a business from existing owners,
whether a family, conglomerate or other. Unlike venture and
development capital, the proceeds of buy-outs generally go to the
previous owner(s) of the entity’(SAVCA 2004:8). Since most SMEs
in the craft industry are established to provide a source of income,
these types of organisations will not sell shares to an outsider.
When a person leaves the business he/she will rather join a
competitor or start his/her own business. This type of funding is

not applicable to SMEs.

2.5.5 Replacement capital

‘Replacement capital is funding provided for the purchase of
existing shares in a company from other shareholders, whether
individuals, other venture backers or the public through the stock
market. Unlike venture and development capital, the proceeds of
replacement capital transactions are generally paid to the previous
owner(s) of the entity” (SAVCA 2004:8). Just like the leverage
buy-in/buy-out discussed above, replacement capital is not

applicable to SMEs. In most cases SMEs can only access seed
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capital from government agencies, but the remaining types of
capital are available through private venture capitalists (SAVCA
2003/2004:10).

In order to secure a loan either through a public or private
financial provider SMEs must first meet the minimum requirements

of that funder.

2.6 MINIMUM REQUIREMENTS FOR SMEs TO SECURE FUNDS
FROM VENTURE CAPITALISTS

In a competitive venture capital market potential applicants must
meet various requirements. Small and medium-sized enterprises,
in particular, complain that their lack of access to adequate
information and sources of financing is an obstacle to their growth
(Business Day 2005:1; Sirtaine 2006:1). Start-up companies and
those companies which need to expand their existing operations
need venture capital funding in order for them to carry out their
plans successfully. There are various aspects which venture
capitalists consider before granting funds. SMEs on the other hand
also have certain aspects they consider important whenever they
apply for finance. For SMEs to get finance they must meet specific
minimum requirements or must fit within the investment portfolios

of venture capitalists (Horizon Equity 2005hb).

2.6.1Factors considered important by venture capital

providers

There are various factors that venture capitalists consider before
granting an applicant a loan. According to Cohan (2006:50),
venture capitalists when providing capital tend to be attracted to
fast expanding, often high risk businesses, which have significant
export potential. They look for a new venture, which has above

average risk for private capital providers and banks. Venture
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capital providers buy a certain portion of the business in the form
of shares (Langdon & Bonham 2000:219).

Venture capital providers consider investing in SMEs to be risky,
therefore venture capital becomes expensive. In order to secure
funding the owners of the business have to offer a position in the
business to venture capitalists (Langdon & Bonham 2000:220).
Venture capitalists prefer to make an investment in a small
business if the owners have made a contribution to the company,
because they believe a contribution by the owners shows that the
owners are committed to a business (Cavalluzzo & Wolken
2005:2154 ).

Investment by venture capital providers is normally for a limited
period, in most cases three to five years especially for SMEs;
therefore venture capital providers usually will look for an “exit
route” when the investment is about to mature (Langdon & Bonham
2000:221). An exit can be described as mutual termination of the
relationship between the parties. The most preferred exit route for
most venture capitalists will be sale of the stake/shares held in
the company. The investment targets of African Merchant Bank,
for example, are companies or entrepreneurs who are in a highly
competitive market. They believe corporate finance teams from
entrepreneurial banks are gaining market share because of their
value-added ideas, products, responsiveness and entrepreneurial
flair. In that case the company will be profitable within the
investment period, and therefore will enable the investor to exit

the market when the time arrives (African Merchant Bank n.d.).

2.6.2 Factors considered important by SMEs

Some start-up businesses are influenced by the history or the
track record of the investment company when choosing a venture

capital company. Such start-ups will be more selective when
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choosing a working partner, more especially those managed by
entrepreneurs with good track record and small business

experience (Ross et al. 1996:332).

There are some key considerations, which are important to SMEs
in such instances, some of which can be summarised as follows
(Ross et al. 1996:333):

2.6.2.1 Contribution of management skills by the venture

capital providers

Since most start-ups do not last long due to limited resources in
the form of management skills and venture capital, Sirtaine
(2006:16) argues that the contribution of the above mentioned
resources could make SMEs to last longer. Even before securing
financing, it is important for entrepreneurs to understand the cost
structures of business, which many firms, do not. Realistically
estimating the required start-up costs can be challenging; it
requires an entrepreneur to estimate both recurring and non-

recurring costs.

Most prospective entrepreneurs have no management accounting
skills, such as budgeting (Jones & Tullos 2002:234). Venture
capital providers dealing with this type of entrepreneur find it
challenging because the financial estimations provided are not
always reliable, as inexperienced people have prepared them.
Therefore, entrepreneurs will need the support of a venture
capitalist that can provide both capital, financial and management

accounting skills.

2.6.2.2 Style of management or funding

Management styles are different among venture capitalists. The

way in which venture capitalists prefer to monitor their investment
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in a new business will influence the SMEs’ decisions when
selecting an investor. Some venture capitalists prefer to be
involved in the daily running of a business, while others leave the
running of the business to entrepreneurs alone. Therefore, being
associated with a venture capitalist that prefers daily involvement
in business affairs will be a boost to those entrepreneurs who lack

sufficient experience.

2.6.2.3 Financial intermediaries

Venture capitalists receive many applications for capital funding.
Many of these applications spend most of the time unattended to
by venture capital providers. However, applications for funding
that have been referred by accountants and lawyers are attended
to because these intermediaries are the venture capitalists’ most
reliable sources of information. This means that to increase the
chances of getting finance, it is important to go through the
intermediaries of the venture capitalists. Entrepreneurs who have
been referred by intermediaries have a better chance of success
in securing funds than those who were not referred (Liles
1974:468; Cohan 2006:52). SME owners will have to consider the
cost implications of using financial intermediaries when deciding

on a venture capitalist.

2.6.2.4 Exit strategy or route

Venture capital investment for SMEs is usually for a limited period
of three to five years. After this period venture capitalists expect
the company to be operating effectively, that is, making sufficient
profit to cover expenses and repay the loan. After that the
venture capitalists will exit the company by selling their stake,
either internally or externally (Parhankangas & Landstrom
2006:775). Generally venture capitalists require that there be

some way of liquidating their investment before they are prepared
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to commit funds to the company. This means that the owners must
have a plan of three to five years on how they will raise sufficient
funds to enable the venture capitalists to end the relationship with
the business.

With businesses listed on the stock exchange, this normally poses
no great problem. However, small businesses find this a
significant problem as the majority of them are not listed on the
stock exchange and the venture capitalists find it difficult to
liquidate their stakes when they are ready to exit the market
(McLaney 2003:429). Many small businesses will prefer a venture
capitalist who will sell the shares to the founding members of the

business and not to the public.

2.7 DIFFICULTIES EXPERIENCED BY SMEs IN ACCESSING
VENTURE CAPITAL FUNDING

There are a number of difficulties experienced by SMEs in
accessing venture capital. Some venture capitalists prefer to
finance start-up companies in stages, as they are perceived as
being very risky. The maximum number of stages applicable to
SMEs are three. These stages have been created to reduce risks
and further financing is conditional based on the results of the
first stage.

Stage one financing might be enough to get a prototype built and a
manufacturing plan completed. Based on the results of the first
stage, the second-stage financing might be a major investment
needed to actually begin manufacturing, marketing and
distribution. The second stage finance is conditional and is most
influenced by the outcomes of first stage (Ross et al. 1996:332).
Even if funds are available in stages, there are other problems

which start-up companies encounter.

27



Stage of investment is also found to be among the major
influences in the investment decision. First-stage applicants will
find it difficult to get funds compared to those companies that
have reached accelerated growth or later growth stages (DTI
2005). Since 1992, there has been a trend towards heavier
investing and reinvesting in ventures reaching the later stage as
the risk is lower, returns are quicker and less managerial attention
is required by the venture capital firm (Scarborough, Wilson &
Zimmerer 2009:503).

Research on the reasons for denial and low investment in SMEs
has been undertaken and some of the reasons for low investment
are influenced by a number of aspects which are outside the
SMEs’ control. Some researchers have found that success in
obtaining venture capital often depends on the industry sector
(Hustedde & Pulver 1992:363). Venture capital providers seek to
avoid risk while maximising returns, and are likely to avoid loss of
funds and time involved in disproportionate monitoring and due
diligence associated with certain populations of entrepreneurs
(Jones & Tullos 2002:235).

Studies have shown that proximity to an urbanised setting is
critical in acquiring capital (Hustedde & Pulver 1992:3).
Geographical location has been found to be another factor that
distinguishes more successful and less successful firms in
obtaining venture capital. It is widely recognised that venture

capital firms are geographically concentrated in certain areas.

Investigations by Kasekende and Opondo (2003:3) and Wright

(1995:48-63) revealed the following reasons for denial of funding:

e Reasons for turning down loan applications by venture capital
providers relate to venture suitability, for example not

interested in the sector or industry.
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e Market potential, management competence and product
feasibility accounted for 50% of the reasons for denial.

e Deficiencies in the venture management team.

2.8 FINANCIAL INSTITUTIONS: BANKS

Access to finance has become an important issue for policy
makers across South Africa when considering the escalating
unemployment rate among the youth leaving various educational
institutions (Nafukho 1998:100). Historically commercial banks are
known to be the major source of credit financing for big
businesses. However, there is less information to support that
banks are indeed funding new and small businesses (Churchill &
Lewis 1985:194; Scarborough et al. 2009:487). For an SME to
obtain finance from a bank, it must first meet the criteria of that

particular bank (Small business lending survey results 1995:57).

In terms of the bank loan appraisal process, the statistics indicate
a greater emphasis on the f‘going concern’ approach (SAVCA
2005). In seeking bank finance most firms are required to produce
three years of projected figures and a business plan and this does
not favour those SMEs who are still at an early stage of business
(Goosen, Pampallis, Van der Merwe & Mdluli 1999:259).

Since the 1994 elections, all the private banking institutions and
government backed institutions in the country have revised the
assessment criteria to fit the special requirements of small
business owners and to endeavour to be BEE compliant (Goosen
et al. 1999:231). According to Storey (1994:204), smaller firms
still find it difficult to obtain small amounts of capital through
banks and feel penalised because they can only obtain high

interest loan capital.
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2.8.1 Reasons for low investment in SMEs

Research shows that banks still fund very few SMEs, especially
those at start-up level. Some of the reasons for low investment by

banks in SMEs are discussed below:

2.8.1.1 Perceptions as an obstacle to finance

There are a number of perceptions associated with SMEs. A major
perception for banks is that assessing the risk associated with
SMEs is both difficult and costly (Cohan 2006:52). Inability of
commercial banks to support SMEs is due to the high degree of
risk involved, high Iloss and profits associated with SMEs
(Schoombee 2000:2). Lending to SMEs is more costly than lending
to large companies as the returns earned on small businesses are

low.

Overall, small business loans are less profitable for providers than
large business loans due to administration costs (Churchill &
Lewis 1985:193, Knott 2004:156; Cohan 2006:53). “Two major
impediments to raising capital for small businesses are that these
businesses have virtually no ability to guarantee debts and their
potential equity markets consist primarily of the family and close
friends of the proprietor or partners” (Maier & Walker 1987:208).
The amount of capital that can be borrowed by SMEs as compared
to companies also makes the perception against serving SMEs to
grow (Gregory et al. 2005:385).

These risks include the difficulty of assessing management teams,
the lack of track records of entrepreneurs and lower returns on
investments in these businesses. The expectation of exclusively
high transaction costs for financial institutions and the knowledge

that investing in local SMEs often involves working with
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entrepreneurs unfamiliar with conventional financing relationships

also does not favour SMEs when they attempt to raise finance.

As the majority of the targeted small business owners are
unemployed and HDP, these owners do not have security
(Schoombee 2000:3). The other reason is that smaller firms are
typically not publicly held and therefore not subject to public
disclosure regulations and thus have no formally prepared
financial statements (Gregory et al. 2005:386).

2.8.1.2 The need for collateral by banks

Although the government provides security mechanisms through
Khula Credit Guarantee, mortgage over immovable assets is what
financial institutions prefer as security whenever lending money
(Storey 1994:204). Financial institutions also accept pledges on
movable assets, but these assets are considered less secure
guarantees, so the borrower must pay higher interest rates than
those applied to credit secured with mortgages (DTI 2005). This is
a matter of special concern to SMEs, because most small business
owners lack immovable assets, and therefore are not able to

secure low-cost mortgaged credit.

In practice, only shares and negotiable or credit instruments are
used as collateral for possessory pledges. Banks on average
prefer equity financing. “Equity finance is the capital granted by a
person or institution that takes a share in a company in return for
money. This is normally used for small businesses that have good
prospects for fast growth and above-average returns” (Small
capital... 2005:8).
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2.8.1.3 Gap in interest rates

“Some of the newly established small firms, or those that are
expanding rapidly, fail to obtain sufficient financing, because the
existence of a gap in interest rates prevents the banks from
charging equal interest rates to cover the extra risks involved or
perceived to be involved in funding SMEs”. The ceiling in interest
rates does not increase the total supply of bank advances to the
small business sector (Johns et al. 1983:134). This may
discourage new SMEs or recently established small firms, when
the above phenomenon is not justified in the light of their
prospective profitability. The high rates of interest have the effect
of widening the gap between the interest rates charged by banks
and those charged by finance companies. As a result, small firms
become far less willing to seek a loan from a finance company,
preferring to wait for the cheaper finance that may become
available from publicly backed institutions (Johns et al. 1983:134).

2.8.1.4 Lack of skills to manage bank account and to supply

information

The difficulties that small firms encounter in obtaining long-term
finance cannot be attributed entirely to shortcomings in the
arrangements for the supply of finance (Mcintyre & Dallago
2003:187). Small firms lack the management accounting skills and
experience to prepare proper applications for finance, or may fail
to persevere when a first application is rejected (Knott 2004:154).
There is clear evidence that some small firms fail to obtain needed
long-term finance because of factors internal to the enterprise or
because of a lack of adequate information and advice (Watson &
Wilson 2002:557-8). In many cases, failure can be attributed partly
to the attitude of the small business proprietors and to their

limited management accounting skills and experience.
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Banks in South Africa use the behavioural scorecard in assessing
creditworthiness. They consider the way the accountholder uses
his/her account when they grant a loan. If much of the
accountholder’s money does not spend much time in an account
and the accountholder has a number of unpaid debts, it will work
against the accountholder when applying for a loan. The banks
calculate a person’s credit rating by analysing how that person
has used their account. For example, if a small business owner
issues a cheque without the funds to cover it, this works against
the small business owner. If, however, the small business owner
informed the bank that this might happen, it could work in his/her
favour. These are some of the aspects which, for instance, HDPs
are not aware of, and the behavioural scorecard creates problems
when small business owners have to apply for funds through banks
(Small capital... 2005:24).

2.8.1.5 Gender as an obstacle to finance

Various studies have examined different barriers faced by
entrepreneurs in starting their firms. Investigations in the past
have revealed that female entrepreneurs face additional barriers
stemming from a lack of knowledge, skills and experience which
are deemed critical to venture creation and growth (Knott
2004:156). Jones and Tullos (2002:233) report that financial
institutions cite women’s lack of confidence in presenting their
business plans and their lack of experience in the financial realm
as factors contributing to difficulties in obtaining credit. After the
implementation of BEE in South Africa the rate of female
entrepreneurs has increased. This is due to the fact that most
financial providers are required to be BEE compliant when lending

funds.
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2.8.2 Minimum requirements for securing funds with the

banks

Besides the skills possessed by SMEs’ management, there are
other aspects that banks consider important before they make
capital available. Some of these aspects are (Small capital...
2005:10):

e The owner’s contribution (or capital injection) into the business
is an important indicator that banks use. If the SME owner has
contributed little or no equity to the business, the banks will be
hesitant in granting a loan. Banks do not finance the business
owner, they finance operating assets and working capital
because these are what generate revenue for the company.
Therefore making a small capital contribution to the business is
a good start, as it shows that the owners have already covered
some of the preliminary expenses, further indicating that the
entrepreneur only needs capital to kick-start business
operations.

e Small businesses may not have reliable balance sheets, as
many SMEs typically do not keep proper books. This is a
disadvantage, because banks use fixed assets as collateral.

e SMEs typically do not have strong cash flows. Banks must be
satisfied that businesses will be able to repay loans, but this

can prove difficult if they are experiencing cash constraints.

A venture capital provider considers various aspects when
assessing a business proposal or plan. Some of these factors
relate to business while other concerns the management team. At
the end of the screening process various factors as discussed

below, determine whether the application is successful or not.

The owner may lack the necessary business management skills to

run a small business. The owner is also required to have the
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experience and ability to run the business. Investors will also want
to see growth potential and have a good idea of what the return on
their investment will be (Bruno & Tyebee 1985:62; Cohan
2006:52).

If they are not convinced or satisfied with some of the above
aspects of their assessment procedure, finance will not be granted
to SMEs. To secure finance with banks the SME’s owner/s must
display the ability to run the business smoothly. According to
Small capital (2005:10) most of the commercial banks use the

following criteria when assessing a business plan:

2.8.2.1 Management

Before granting a loan banks will take the following into

consideration:

e “Profile of entrepreneur”. Check work related experience in
relation to SMEs management.

e “Management, financial and marketing skills”: assessment of
the abilities demonstrated in the past in relation to marketing
functions.

e “Technical experience”.

2.8.2.2 Financial

Banks consider the following financial factors before granting a

loan:

e “Owner’s contribution: The more initial capital the owner puts
into the business, the better his/her chances of getting the
loan”.

e “Realistic projections: These indicate the likelihood of business
success. Financial projections project how much costs and

profit the business is likely to incur and generate”.
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e “Debt carrying capacity: This refers to how much the owner can
realistically borrow and pay back”.

e “Assets: These can be used as collateral”.

2.8.2.3 Security

Security in the form of collateral is what banks look for before

granting a loan. The following forms of securities will be

considered:

e “Tangible collateral: Property or investments”.

e “Intangible collateral: Suretyships, for example, by the
owners”.

e “Personal assets: The owner can use these as security for a
loan”.

e “Cash flow: The stronger the cash flow, the less risky the

business”.

2.8.2.4 Business environment

The environment in terms of where the business will be conducted

is one of the factors considered important. The following factors

will be taken into consideration:

e “Industry risks: Is there a risk of pollution in the area where the
business is based?”

e “Location: Is it convenient for customers?”

e “Competition: Where are the competitors and how saturated is
the market?”

e “Entry barriers: These include legislation on franchising, issues
relating to how long it will take to set up, reputation and the

costs of entering the market”.

On average most start-up applications are said to be poorly
prepared due to a lack of management accounting skills, more
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especially among young entrepreneurs (Tustin 2003:4). In
addition, there is a lack of interest in entrepreneurship among new
graduates. This lack of interest is fuelled by the idea that banks
are conservative towards small enterprises and therefore their
current lending policies are quite restrictive. Previously the
perception within the banks was that lending money to a less
established business or one with no borrowing track record was a
risky transaction (Business Reports 2006:1).

Increasing the chances of obtaining a loan from a bank requires a
lot of work and in most cases entrepreneurs are not willing to go
through the set criteria, because this process involves a lot of
time. The nine requirements of application for finance that have
been identified by Small Business Administration (1997), Freear,
Sohl and Wetzer (1996) and Goosen et al. (1999:255) are as

follows:

(1) State the purpose or reason for the loan: The lender will be
looking for something that fits within the normal range and
expertise of the business. The amount may cover a number
of items, so the business must be able to cover all of these
together. As most HDPs are from poor family backgrounds,
they fail to acquire the relevant skills that will help them to
prepare and present in detail the amounts they need to cover
and to motivate why they need such an amount (Newton
2001:19).

(2) Request the amount and the repayment term of the small

business (e.g. R100 000 over 5 years, payable quarterly).

(3) Explain how the amount borrowed will be repaid.

(4) Discuss the details of the security that can be offered to the

lender.
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(5) Prepare a business plan, which will serve to answer essential
guestions relating to management capabilities, information
about the market in which the business operates and the kind

of business.

(6) Present them will financial statements for three years.

(7) Provide the bank with the latest set of management

accounts.

(8) Present the accounts receivable and payable records.

(9) Provide the current projected financial statements.

Small business owners in South Africa make greater use of their
retained profits and borrowings from friends to finance the
expansion plans (Johns, Dunlop & Sheehan 1983:126; Kuriloff et
al. 1993:357). The obvious answer is that long-term finance from
external sources is not readily available or is more costly than
using internal funds. Firms that experience fast growth find their
available funds to be inadequate, and they cannot cover exactly

what they need to do.

In summary, when lending to a small firm, a trading bank is
concerned with the security linked to the loan, liquidity of assets,
firms’ past record and, to some extent, its future prospects. Bank
lending would become even more costly to prospective small
business owners if the banks assessed in detail the future
prospects of each small business that applied for a loan. Small
businesses that have good growth prospects, but have little
security, are best handled on an individual basis by specialist
financial institutions capable of assessing the risks involved, and

are capable of providing technical and managerial advice where
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appropriate and supplying a suitable mix of equity and loan capital
(Dushnitsky & Lenox 2006:754).

2.9 ALTERNATIVE SOURCES OF CAPITAL APPLICABLE TO
SMEs IN THE PAST

Most new start-ups begin with capital infusion from informal
sources such as the family or friends of the founder (Elitzur &
Gavious 2003:709). Many successful and profitable small and
medium-sized manufacturing firms in an economy were originally
founded by individuals with a technical background and a flair for
engineering design, but with little capital (Johns et al. 1988:145).
Elitzur and Gavious (2003:709) and Kuriloff et al. (1993:357)
contend that small business is foremost a group level phenomenon
that is highly dependent upon social group resources for its
development. According to Hannig and Joubert (2003:33), small
businesses initially obtain funds for their sustenance and
expansion without government assistance. In general, there are
three sources for such funds:

e Own finance

e Families and friends

e Angel

Elitzur and Gavious (2003:710) indicate that many governments
started recently to develop an interest in SMEs and even creating
public backed financial institutions. The small business owner is
perceived in the communities as a person who faced many
challenges to establish the business or has used other sources
like close friends and relatives’ support (Kuriloff et al. 1993:357).
In most cases the sources of finance applicable to a HDPs in
South Africa in the past was from relatives, family members and
social clubs (Mann 1990:60). Many HDPs argues that the
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partnerships were used as the main initiative they can use to

establish their businesses, not as individuals (Mann 1990:30).

High rates of personal and company income tax make it more
difficult for small businesses to finance growth from internal
sources, and in many cases the capital requirements for the
development of innovations have probably increased as time goes
by. Even today there is still strong evidence to suggest that there
are serious problems for small businesses in obtaining long-term

finance for innovation.

“In the current business environment most entrepreneurs find it
necessary to use some very creative techniques to get their
businesses off the ground”. Collectively, these techniques are
called “bootstrapping” (Meyer & Allen 1994:258). There appears to
be a case for establishing a special financial institution with
government support, which would be concerned primarily with

providing development finance to small innovative firms.

A sectoral review of the state of small business development in
South Africa by Ntsika for 2002 indicated that the manufacturing
sector was growing at a rate of 7.5% in small businesses and
21.2% in medium-sized businesses, while the agricultural sector
was growing at 9.2% in small and 43.8% in medium-sized

businesses (Ntsika Enterprise Promotion Agency 2002).

2.10 STATUS OF THE SMALL BUSINESS SECTOR

During the past few years different agencies have become more
interested in finding out how to stimulate the development of
SMEs (Mann 1990:64). Much of the attention with regard to growth
in smaller firms has focused on capital structure decisions,
because problems related to financing dominate in small and
fledgling firms (Terpstra & Olson 1993:5).
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In recent years, venture capitalists have played an expanding
financial role supporting a broad spectrum of business activities
(Gumming 2006:1085). However, many banks are also adopting a
client-based approach for managing small business and offers
standardised products, such as credit scoring for smaller credits.
In a study reported on in the Journal of Commercial Lending
(Small business lending... 1995:57), 84% of the respondent
institutions processed small business loans only, indicating that
the commercial banks are no longer perceiving SMEs as too risky

since they are now serving them.

Current levels of investment in SMEs are inadequate for achieving
the growth levels anticipated in the Government’'s Growth
Employment and Redistribution (GEAR) programme. To overcome
the lack of investment in SMEs, government has established
financial institutions for empowering HDP.

Some of the factors contributing to low investment by banks in
SMEs are due to the historical structure of the financial sector.
The financial sector is made up of a more conservative banking
sector that is more focused on serving only big companies (DTI
1998:2). Due to changing economic conditions and the role of
SMEs in the economy, banks are now exploiting this new market
area (Scarborough et al. 2009:525). According to Knott
(2004:156), access to capital can be increased if:

e SMEs and private funders develop new business understanding,
e Change of perception by banks and SMEs owners,

e Banks becoming more client oriented, not transaction oriented.

Public and private sector partnership which is the initiative of both
the government and banks has been formed to increase the rate of
SMEs which can access capital. The following initiatives have

been created.
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2.10.1 Current developments

In recognition of the fact that access to capital is a key constraint
to the development of SMEs, the government and the private
sector have put into place a number of initiatives designed to
leverage greater private and non-governmental sector investment
in SMEs. Notably, two new institutions, Khula and Ntsika, were
formed in 1996 to create increased capital delivery capacity to
SMEs. These institutions provide support infrastructure and
absorb a portion of the risks and costs of private investment in
SMEs (Goosen et al. 1999:231).

With the formation of the National Co-ordination Office of
Manufacturing Advisory Centre (NAMAC), which merged in 2004
with Ntsika and the Community Public Private Partnership (CPPP)
to form the Small Enterprise Development Agency (SEDA), it
became clear that the government wanted to speed up the creation
of SMEs in the manufacturing sector. Finance agencies will now
be able to offer SMEs relevant information and advice and refer
them to the correct organisations when seeking finance.

Government’s focus on empowerment has resulted in the creation
of other providers of equity finance to SMEs. Government
currently provides funding through a number of organisations:

e The Industrial Development Corporation (IDC), since 2001, has
been mandated to aid empowerment and provide development
finance to SMEs so that entrepreneurship is encouraged in
black communities.

e The National Empowerment Fund (NEF) was formed to finance
and support black-managed and black-owned businesses.

e Khula Enterprise Finance was formed to facilitate access to
credit for SMEs, but has also moved into equity financing.

42



e The Umsobomvu Youth Fund (UYF) was formed to finance
development opportunities for black youth (aged between 18

and 35 years), including equity financing for SME development.

Since 2000 these organisations have created a number of equity
funds targeting empowerment, including NEF Ventures, the
Women’s Private Equity Fund, the Umsobomvu General Fund, the

Franchise Fund, the Progress Fund and Khula’s Equity Funds.

Except for the above mentioned developments, government and
banks also have other initiatives in place to increase investment in

SMEs. Some of these are discussed in the following sub-sections.

2.10.2 Khula-guaranteed loans

The Khula-guaranteed loan scheme is specifically directed towards
the small business sector and is a recent innovation by
government aimed at increasing investment in small companies by
banks. This institution has been created to ease the access to
finance and lack of collateral guarantees for SMEs, as Khula
guarantees loans up to a certain amount (Ntsika Enterprise
Promotion Agency 1999:26).

2.10.3 Incentives

Incentive schemes developed by the IDC, DTI, local or provincial
authorities and co-operative initiatives have the indirect effect of
strengthening the profitability of small business enterprises. These
incentives improve the chances of firms attracting private venture

capital providers (Malgas 2002:119).
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2.10.4 Initiatives by banks

In recent years, a number of alternative proposals have been put
forward for increasing the availability of finance by banks to small
businesses in South Africa. It has been suggested, for example,
that the supply of capital would be improved if (Elitzur & Gavious
2003:710):

e Small business owners are the one applying for funds,

e Government should be helping small business by providing

them with securities,

e |If sources of funds available to SMEs are increased.

There is strong evidence that staff at conventional banks
operating in or near townships, rural areas and low income
suburbs is poorly equipped for the type of small business clients
that might need finance (United Nations 2001:18). At the moment
there are various initiatives by banks and government aiming at
increasing accessibility of venture capital by SMEs (Schoombee
2000:4):

e Change of assessment criteria and development of staff,

e Creating bank accounts suitable to SMEs owners,

e Loans and repayment packages specifically to SMEs owners,

e Amendments of application procedure.

The emphasis of social investment has changed profoundly over
the past couple of decades. There have been significant shifts in
the focus of corporate social investment (CSI) programmes. There
has been far more strategy planning, with CSI programmes
influenced by legislation such as the Broad-based Black Economic
Empowerment Act no.53 of 2003 and the new phenomenon on the
local business scene - the development of industry sector charters
and the DTI's Code of Good Practice. With the public-private

partnership, some private companies have initiated programmes
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that will help the government, because they train people in
acquiring skills. This is a positive development for SMEs in South

Africa.

2.10.5 Skills development

Since the creation of the Department of Labour’s Sector Education
and Training Authorities (SETASs), it became much clearer that the
government is taking the creation of SMEs in South Africa very
seriously. The purpose of SETAs is to provide relevant skills in
specific sectors. The reason given by private investors for not
investing in small businesses is often a lack of skills (Bruno &
Tyebee 1985:61). By training youth in entrepreneurial skills, the
government hopes that banks will change their perceptions about
SMEs.

2.10.6 Competition

The importation of foreign goods was and is regarded by trade
unions as one of the reasons why the small business sector in
South Africa cannot develop. With the introduction of the
Competition Act no.89 of 1998 and the creation of the Competition
Board, the unionists believed that small businesses could compete
fairly with big companies without big companies wusing their
advantage unfairly (Policy Co-ordination and Advisory Service
2003:40).

2.11 SUMMARY

Lack of access to capital cannot be regarded as the sole major
obstacle to the low rate of SME establishment. Financial providers
consider lack of entrepreneurial skill and other skills such as

financial management and marketing as important skills for the
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proper management of SMEs. Due to lack of management
accounting skills, internal business failure is seen as one of the
major problems in speeding up the creation of the SMEs in South
Africa (Business Reports 2006). Most of the SMEs at start-up
phase do not get to the mature phase due to management’s failure

to take relevant decisions on how to reinvest the profits.

Addressing the lack of access to capital will need both government
agencies and private financiers. This lack is caused by lack of
information as far as application for and granting of loans is
concerned (Mclintyre & Dallago 2003:187-190). Financial
institutions in South Africa are using similar rules as other banks
in developed countries. These institutions need collateral and their
funds are issued after careful analysis of the future prospects and

the history of the business (Small capital... 2005:5).

Venture capitalists and government agencies are the alternative
sources of capital for SMEs in South Africa. However, these
financiers have minimum requirements that must be met by SMEs
when applying for funding. Most HDPs do not have the necessary
experience, management and accounting skills and this minimises
the chances of these people getting funding (Mclintyre & Dallago
2003:188).

Encouragement of the formation of SMEs is a very good initiative
by the public sector, but as long as a culture of entrepreneurship
has not been created among HDPs, eradication of past problems
will not be achieved overnight. The governments at both national
and provincial level have a number of support initiatives, like
provincial development corporations, but the people these
initiatives are aimed at do not always make use of them. This
simply means that potential entrepreneurs are not aware of these

institutions as providers of capital (Business Reports 2006).
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The public and private sectors have increased their interest in the
small business sector, which places the status of SMEs in South
Africa in a more promising position. However, as long as the
identified group does not take advantage of these resources, the

status of small firms will not change considerably.
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CHAPTER 3

MANAGEMENT ACCOUNTING SKILLS AND OTHER
INFORMATION REQUIRED BY VENTURE CAPITAL
PROVIDERS

3.1 INTRODUCTION

Potential small business owners in South Africa experience
many challenges when they establish their businesses. Lack of
money is a constraint for SME development, as highlighted in
the previous chapter. In the process of SMEs expansion and
growth, management accounting skills are probably as
important as money (Mclintyre & Dallago 2003:185). Some of
the challenges faced by small business owners are the ability
to raise sufficient capital and acquire the necessary small
business management skills (Gregory et al. 2005:383).
According to Malgas (2002:119), HDPs argue that providers of
private capital do not understand the small business sector as
far as assessment of their creditworthiness is concerned.
Entrepreneurs blame private equity providers for not providing
them with sufficient capital whenever they apply. The providers
of private capital, on the other hand, cite lack of small
business management skills and technical skills as some of the
major reasons why they cannot provide sufficient capital to
prospective entrepreneurs (Mclintyre & Dallago 2003:187).

The purpose of this chapter is to explain the managerial
shortcomings of SMEs. Management accounting skills, which
are the primary focus in this chapter, are also highlighted. The
secondary purpose of this chapter is to discuss management

accounting related information required by venture capital

48



providers whenever SME owners apply for loans. Past success

rates of SMEs are also mentioned.

In the first part of the chapter managerial shortcomings and
management accounting skills are identified and discussed.
Management accounting related information that is required by
venture capital providers is discussed in the second section of
the chapter. Past success rate of SMEs when applying for

funds is lastly discussed.

3.2 MANAGERIAL SHORTCOMINGS

The inability to take good business decisions has been cited as
one of the major reasons for the high failure rate of SMEs.
Zimmerer & Scarborough (1994:265) states that apart from
finance as a major obstacle to the establishment of SMEs in
the South African environment, entrepreneurs lack the
necessary business skills to commercialise their viable
business ideas effectively. One of the reasons for the high
failure rate of small businesses is managerial shortcomings,
examples of which are cited by Hansohm (1992:141) as:
e In ability to lead and limited small business management
skills,
e A lack of knowledge of business problems and non-
attentiveness of management shortcomings,
e Lack of skills in management accounting and costing
knowledge, poor inventory management,
e Lack of separating personal and business finance
accounts,
e Premature expansion of operating activities,

e Lack of effective monitoring and direction of manpower,
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e Poor decision making due to lack of proper financial
planning.

Small business owners do not understand the types of skills
they should acquire in order to manage their business
effectively. Management skills which management teams should
possess before they lodge an application for finance with
various financial providers are also not known. ldentification of
these management skills could reduce the chances of failure
and therefore increase the start-up rate. However, financial
providers and small business owners in South Africa find it
difficult to access information from each other on the required

management skills (Mcintyre & Dallago 2003:190).

According to Erikson (2002:276), start-up creation not only
requires assets, but also knowledge. Erikson defines these
physical resources as financial projections which the owner
must prepare. But for start-up owners the most difficult part is
to indicate how much knowledge they possess. Venture
capitalists are of the opinion that it is the quality of
entrepreneurial capability which determines whether the

business will be able to generate future income.

3.3 MANAGEMENT ACCOUNTING SKILLS

In an SME management accounting is an important function
concerned with cost measurement, product or service costing
and provision of information for decision-making. Business
entities require at least some employees who are skilled in
management accounting in order to operate efficiently and

effectively. Management accounting skills are useful in making
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any business entity competitive and successful (Gowthorpe
2008:34). Any SME owner or manager possessing some
financial management skills will be in a better position to
manage a business and therefore increase his/her chances of
obtaining a loan (Kasekende & Opondo 2003:11). The following
management accounting skills have been identified by
institutions such as the Chartered Institute of Management
Accountants (CIMA) and various researchers and authors as
being useful for the effective management of SMEs (Niemand
2006:103-118; Kasekende & Opondo 2003:4; Damitio &
Schmidgall 2007:1-2; CIMA n.d.:13-19):

3.3.1 Preparation of budgets

According to Gowthorpe (2008:177), a budget is a strategic
plan which should indicate the short-, medium- and long-term
operational plan of the business. This plan should show how
the business will make use of its resources effectively. The
budget should be able to indicate the forecast of future
commercial transactions that will make a small business
successful. According to Niemand (2006:103-118), the
operational budget of the company should be divided into three

sections:

3.3.1.1 Operating budget

The first stage of preparing an operating budget of a business
is to indicate the number of units the business is able to sell.
This is the sales budget. In a manufacturing business this is
followed by determining the number of units to be produced and

the quantity of materials to be used (production and materials
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budget). The direct labour and the overheads budgets are
prepared next. The materials, labour and overheads budgets
indicate the costs to be incurred by the business in order to
meet its targets. The accuracy of these budgets will depend on
who prepared them. With the help of competent accountants
most of the SMEs’ managers may have the right projections.
Accurately projected budgets may be used to convince the
providers of capital that SMEs are ready for funding and are
aware of what they are doing (Kasekende & Opondo 2003:4).

3.3.1.2 Cash budget

A cash budget is a quantitative statement indicating the
projected cash receipts and payments of the business. The
budget should indicate how the small business owner will
collect his/her money from the debtors and how he/she will
settle the accounts when they fall due. The budget should also
indicate how the surplus generated or deficit incurred during
the period should be used and settled (Horngren, Datar &
Foster 2006:204). This is one of the most important budgets

because it helps to pinpoint receipts and payments problems.

3.3.1.3 Capital budget

A capital budget is a budget that shows how the small business
owner will spend the funds on the acquisition of assets. The
owner is the only person who is aware of the types of assets to
be used at the initial phase of the business. With the help of a
competent financial advisor the small business owner can
estimate the costs of investment in assets. Due to limited

management accounting skills some small business owners, in
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for instance the craft industry, may not apply valuation
techniques such as (Kasekende & Opondo 2003:11):

e Net present value,

e Payback method, and

e Internal rate of return

Therefore most small business owners will be compelled to ask
for professional help to estimate the costs of investments in
assets. This will also enhance their chances of convincing the
providers of capital when their application for a loan is
assessed.

Start-ups and established businesses provide projected
financial statements when making an application for a loan
(Kasekende & Opondo 2003:4). Projected financial statements
are the major section of a business plan which is used by loan
applicants to secure a loan. Accurate and realistic projected
financial statements are what the providers of capital expect
when loan applications are submitted. But due to the fact that
some SMEs in the craft industry are operated by HDPs who
may not have formal business education, their projections tend
to be inaccurate and unrealistic. The lack of financial literacy
ultimately decreases their chances of obtaining a loan.
According to Kasekende and Opondo (2003:3), some SMEs hire
employees without proper education who lacks financial and

small business management skills.

3.3.2 Product costing and pricing

Product costing and pricing is a process of assigning a value to

a product. This is the value that the seller is willing to
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exchange for a product (Longenecker, Moore & Petty
1994:327). The process of determining the cost and price is
gquite complicated for a seller who is not familiar with the
various management accounting techniques. This process is
about recognising the three elements of costs that the producer
incurs in the process of providing a product to the customer.
According to Ryan and Hiduke (2005:178), small business
owners find that the most difficult part of pricing a product is
making sure that all the relevant costs are included in the final

product price.

The small business owner must be able to determine the direct
material costs, direct labour costs and the manufacturing
overheads incurred in the manufacturing process. Failure to
identify these costs properly will result in the seller either
over-costing or under-costing the products. The result of
under-costing or over-costing the products simply means that
the seller will lose either customers due to high costs/prices or

the business due to loss of income (Horngren et al. 2006:140).

3.3.3 Understanding cost behaviour and cost allocation

Costs behave differently. There are costs which change with
production and those that remain constant irrespective of a
change in production volume. The former are classified as

variable and the latter as fixed costs (Drury 2008:31).

Allocating manufacturing overheads is very challenging for
most small business owners specifically to identify, assign and
incorporate them into the final cost price of the product (Ryan

& Hiduke 2005:178). Manufacturing overheads are indirect
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costs which are applied or used during the production process
in support of the primary costs, which are direct materials and

labour costs.

Most small business owners fail to recognise the role of
indirect manufacturing costs during the production process.
They fail to include these costs in the final cost of the product.
They therefore under-cost their products, which may lead to
loss of market share and ultimately the business will fail
(Reider 2008:159).

Cost classification of overheads is another difficult task to
perform for most small business owners. Manufacturing
overheads are classified into three categories (Reider
2008:154; Horngren et al. 2006:334):

e Fixed overheads
Fixed overheads are indirect costs that are incurred during
production. The costs do not vary with volume or the number of

units produced.

e Variable overheads
Variable overheads are indirect costs that change in the same

proportion to volume.

e Mixed overheads
These are indirect costs that have the characteristics of both
fixed and variable overheads. The small business owner must

be able to separate them into both fixed and variable portions.
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3.3.4 Activity-based costing

Activity-based costing is a costing system that allocates the
costs to cost objects. The cost objects can be either a product,
service or customer. The system allows the small business
owner to be able to understand the behaviour of the costs
since the cost allocation is based on the number of tasks or
functions performed. Reider (2008:153) indicates that the most
useful cost accounting system for small business owners is
activity-based costing. With the application of activity-based
costing the business owners can also increase their
competitiveness in the market by simply making sure that only

tasks that add value are performed.

3.3.5 Calculation of profit and loss

Calculation of profit is another difficult function that most small
business owners must deal with on a regular basis. According
to Gray (1991:87), the most difficult task for small business
owners is collecting and including the relevant information
when determining the profit for the business. Gray indicates
further that the small business owner must regularly monitor
the costs of the business and should learn to scan and make
use of the relevant information to calculate the profit. With the
help of a competent accountant the task of calculating profit

and loss becomes easier to perform.

3.3.6 Cost-volume-profit analysis

Cost-volume-profit analysis is one of the most useful tools that

can be applied by small business owners to understand the
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behaviour of selling price, variable costs, fixed costs and
volume in relation to profit. According to Ryan and Hiduke
(2005:194), breakeven analysis is one of the most useful and
helpful tools for businesses at the start-up phase. This system
guides the business owner in terms of the number of units that
they must sell to break even, that is, to sell the units, pay the

costs and remain in business with no profit or loss.

3.3.7 Product life cycle

A product, just like a business, goes through a life cycle. For
small business owners not to lose market share, the type of
product they sell should be upgraded and improved so that the
business could be in operation for a longer period.
Understanding the product life cycle makes it easier for small
business owners to understand the position of the business at
all stages of the business or product. It also helps small
business owners not to lose hope, thinking that the business
will not make a profit or survive for a longer period. A product
and a business usually go through four life cycle stages. The
four life stages are the introduction, growth, maturity and
decline (Gray 1991:113; Sims & Smith 2002:191).

At the introduction stage the business is still trying to establish
a market. The product offered to the market is new and
unknown to the customers. The type of pricing strategy that the
small business owner can implement is a market and product
development pricing strategy (Sims & Smith 2000:260). With
this strategy the business owner should cover all the relevant

costs and should aim to at least break even.
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At the growth and maturity stages the small business has
established its market. The marketing costs are decreasing as
compared to the introduction phase. The business begins to

realise some profits but at low margins.

The last stage of the product life cycle is the decline stage. At
this stage the business is faced by declining profits and sales.
The business can try to increase its profit level by exiting some
market areas and entering new ones. According to Gray
(1991:113), the business can survive this stage by being more

customer-oriented than product-oriented.

3.3.8 Standard costing and job order costing

Standard costing is a cost accounting system that is used to
determine the standard cost and input of materials, labour or
overheads that the business owner would like to achieve during
the production process. Standard cost is defined as a
predetermined cost of a wunit of output (Horngren, Datar,
Foster, Rajan & Ittner 2010:258).

The standard cost system helps small business operators to
determine the standard input for each unit sold. This will help
small business owners to minimise the costs and avoid

producing unnecessary goods (Gowthorpe 2008:213).

Job order costing emphasises the production of goods only
after the customer has placed an order and the goods should
be produced according to customer specification. Application of
the job order costing system will help the small business owner

to produce the goods demanded by the customer. However,
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according to Reider (2008:157), job order costing and standard
costing systems are difficult to apply in a small business

environment.

Job order costing needs an order to be made before production
commences. Since a start-up business has not yet established
its market base, it might take a while to commence operations
if it applies job order costing.

Standard costing emphasises determination of inputs and
standard costs before production commences. Since some
start-up businesses have not yet established even a sample
product, it may be difficult for them to apply the system.

Although job order costing and standard costing can be difficult
to implement without the help of competent consultants and
employees, the owner can be assisted in terms of implementing

the two systems.

3.3.9 Just-in-time

Just-in-time (JIT) is a cost accounting system which
encourages production of goods when they are demanded. This
system emphasises reduction of inventory holding costs
because materials and component parts are bought only when
needed for production. According to Niemand (2006:198), JIT is
preferred by small business owners because it reduces
inventory holding costs, therefore minimising obsolescence of
inventory. Just like the other management accounting skills,
applying JIT cost accounting is a major skill required by

venture capital providers.
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Management accounting skills are not the only requirement to
secure a loan from venture capitalists. There are other factors
that venture capitalists would like to identify in an application
for a loan, such as the projected financial statements of the

applicant.

3.4 FINANCIAL INFORMATION REQUIRED BY MOST
VENTURE CAPITALISTS

Robust accounting and finance functions provide the framework
through which a business is managed and controlled, ensuring
compliance with laws and regulations, fulfilling venture
requirements and assisting in the pursuit and achievement of
strategic objectives. A well-thought-out business plan is key to
securing funds. Although the financial projections of a business
plan should be tailored to the details of the business, certain
components of a business plan are commonly required by most
venture capital providers (Vinturella & Erickson 2004:62):

e Statement of financial performance,

e Statement of financial position,

e Cash flow statement,

e Break-even analysis,

e Key estimates and assumptions behind projections, and

e Key ratios.

For the start-up, estimates will have to be made for each
individual component of the business. An operational budget,
starting with the sales, production budget, materials budget,
labour, cost of sales, administrative and research and
development expenses should be prepared. Assumptions are
the foundation of the business plan for most start-up
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businesses and therefore the projections should be specified
for the following:

e Levels of projected sales and increases in volume or

price,

e Gross margin expectations,

e Expected capital expenditure and timing,

e Inventory turnover,

e Receivables collection period, and

e Payables payment period.

The venture capitalist, after scrutinising the projected financial
performance of the business, will usually look for additional
information. This information takes the form of the experience
the business owner has in management accounting skills and

small business management.

3.5 MANAGEMENT ACCOUNTING SKILLS REQUIRED TO
SECURE A LOAN

Some studies have examined different barriers faced by
entrepreneurs in starting their businesses. Lack of business
education, training or managerial experience have been cited
as barriers that may have an impact on the firm’s success. As
it was highlighted in chapter 2 small business owners often
experience many problems associated with obtaining loans, as
well as with having the relevant small business management
experience that facilitates the success of any business (Jones
& Tullos 2002:234).

It is therefore quite clear that without a sufficient management

accounting background or experience it may be difficult to
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convince venture capitalists that the applicant is ready for
funding. To increase the likelihood of success, the emerging
entrepreneur has to convince the venture capitalist that he/she
is ready for funding by meeting some of the minimum
requirements of venture capitalists. According to Bygrave, Hay
and Peeters (1999:98), in conjunction with management
accounting, knowledge of previous venture capital deal
screening processes, preferably in the venture capitalists’

target markets, is very important.

Venture capitalists are influenced by a number of factors
concerning the potential recipient of their funds when
assessing investment opportunities. They look for
entrepreneurs with the potential for growth as a result of
innovative ideas, a sound management team and well-
structured organisation. Many venture capitalists consider
enterprise development stage and the size of investment
needed in conjunction with Ilevel of business skills and
management accounting skills as important for SMEs to secure
a loan (Small Business Administration 1997:9). As early as
1985 Lorenz determined that management teams and business
ideas are the major factors that venture capitalists look for
when assessing loan applications. The following criteria are
used by venture capitalists when selecting applicants for a loan
(Lorenz 1985:77-84; Meyer & Allen 1994:110-277):

3.5.1 Cash flow management
The major source that venture capitalists inject in a business is

money. Money is an important source that must be looked after

to sustain the business. The track record of the owner as far as
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cash management is concerned increases the chances of being
granted a loan. The function of cash flow management involves
the owner’s ability to track the cash that flows in and out of the
business. If the owner failed in this task in previous business
ventures it might be difficult for venture capitalists to trust the
owner with cash. Most, if not all, venture capitalists prefer the
owners themselves to undertake the duty of cash management
(GEM 2003:13). This lack of trust by venture capitalists and the
inexperience of owners in cash management might imply no
funding to SMEs.

Keeping records of the amounts generated and paid out
increases the confidence of venture capitalists in small
business owners. Venture capitalists prefer to identify the
relevant ledgers and journal accounts that have been used and
track whether the bookkeeping has been done correctly
(Bbenkele 2007:22).

3.5.2 Pricing and cost measurement

The survival of a small business at an early stage depends on
its ability to generate enough profit or at least to break even.
Breaking even or making a profit will result from the owner’s
ability to measure costs and price the products correctly. That
means incorporating all the relevant costs in the final product.
One of the major reasons for the failure of SMEs is incorrect
pricing and inaccurate cost measurement. According to Meyer
and Allen (1994:133) and Hodgetts and Kuratko (1995:640) the
owner’s ability to apply various pricing strategies and mark-up
percentages will increase his/her likelihood of being granted a

loan.
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3.5.3 Market analysis and forecasting

Most start-up businesses use estimated production and sales
figures in their master budget when applying for a loan (Meyer
& Allen 1994:110). The experience of some employees in
forecasting and performing a market analysis is what the
venture capitalist will want to see in an application for a loan.
A loan application that can prove that market analysis has been
performed by an experienced owner who is certain about the

amount of inventory to be sold will be more successful.

3.5.4 Inventory management

The most important instrument the business uses to generate
an income is inventory. A business owner who has experience
in applying inventory management tools will increase his/her
chances of securing a loan (Hodgetts & Kuratko 1995:640).
Most venture capital providers prefer to work with
entrepreneurs who have experience in managing a small
business. To convince the venture capitalist, Meyer and Allen
(1994:280) indicate that small business owners must have

identified all inventory holding costs in their loan application.

The four factors discussed above are not the only attributes the
venture capital providers evaluate before granting a loan.
There are other factors that they will want to identify. Some
have to do with the small business owners themselves, while

others have to do with the management team.
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3.6 OTHER FACTORS CONSIDERED IMPORTANT FOR
SECURING A LOAN

Management accounting skills are not the only requirements
needed to secure a loan from a venture capitalist. There are
other factors that relate to the type of business, stage of
business and the management team that the venture capitalists
must investigate before granting a loan. Some of the factors

considered important are (Business link 2005:12-19):

3.6.1Investment at an early stage

The competence of the management team or the entrepreneur
is the only aspect that can be evaluated when deciding on
funding at an early stage. It is difficult to discover in any
meaningful way which competitors exist, even though an
extensive patent search may have been done. The main
documents that the venture capitalist can use to assess the
entrepreneur at this stage are financial history of applicant,
business plan and forward projections of turnover, profits, cash
flow and borrowings over a minimum of a two-year period.
Some of the key areas are (Pearce & Barnes 2006:71):

e The track record of the entrepreneur and his/her

management team, and
e The price or cost assumptions, particularly with regard to

competition.

3.6.2 Management team

Apart from the technical skills, the venture capitalist is looking

for financial planning and control discipline and, above all,
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energy, drive and motivational ability in the team Ileader
(Timmons & Spinelli 2007:387). The management performance
records of the entrepreneur’s team will be examined critically
by the venture capitalist, both as to their specific suitability for
the particular business and as to their past achievements in
relation to business management and performance of any
management accounting related function (Pearce & Barnes
2006:71).

In addition to the above factors, the venture capitalist will
usually look for two other factors, with regard to new business
in the industry. Firstly, venture capitalists will look for the
individual commitment of each team member to the business,
as evidenced by financial risk and the career sacrifices they
have made. Secondly, the personality ‘fit’ of the team members
is critical in that they must be able to complement each other
(Freshwater, Barkley, Markley, Rubin & Shaffer 2001:4).

3.6.3Investment at a later stage

The rate of failure in later-stage venture capital investments is
lower and this form of equity financing is significantly safer
than early-stage finance if proposals are properly investigated
and carefully structured from the start. However, there are
fewer ‘big winners’ among the more mature businesses. The
venture capitalists in this area of activity are likely to want a
solid income yield on their investment from the start and may
also provide secured lending as part of the financing package.
The same process of early-stage selection will also apply to
the venture capitalists’ evaluation of more mature businesses

seeking finance for expansion.

66



3.6.4Sensitivity analysis and downside assessment

Venture capital providers will not invest unless they have
carried out a thorough assessment of the business’s future
prospects, usually by themselves, but sometimes with outside
help from investigating accountants or consultants. In carrying
out a sensitivity analysis of the entrepreneur’s business plan,
the venture capitalist will consider the following aspects (Small
capital 2005:45):

e Achievable financial and market projections,

e Products to be introduced to the market and other activities

able to generate an income

e Amount of profits expected to be generated.

In summarising the above assessment criteria it is quite clear
that without a convincing track record and accurate projected
figures, the chances of getting finance will be very slim. It is
advisable for entrepreneurs to equip themselves with sufficient
knowledge or to obtain assistance from experienced
accountants to prepare the financial section of the business

plan for them.

As early as 1985 Bruno and Tyebee investigated some of the

reasons why loans were denied by venture capitalists.

3.7 REASONS WHY LOAN APPLICATIONS ARE TURNED
DOWN BY VENTURE CAPITAL PROVERS

Inability of the business owner in meeting the minimum

requirements of the venture capitalists is one of the major

reasons why capital is not granted. According to Murphy
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(1996:14) most of small business owners lacks the ability to
manage the financial affairs of the business. Bruno and Tyebee
(1985:70) conducted research in 1985 on the reasons why
venture capital providers might deny funding to SME operators.
Some of the reasons were found to be:

e Suitability of venture and viability of business plan, and

e Potential of venture success through good leadership.

Building an organisation based on human or intellectual capital
from various industry experiences is one of the major factors
influencing investment companies to supply funds to a business
(United Nations 2001:10). This means that businesses operated
by one person in most cases have difficulty in obtaining funds,
because of the lack of separation between owner and the
business, which means a loss to the investment company
should the owner die. Venture capital providers believe that a
well organised and experienced management team is capable
of transforming any product of poor quality into a superior
product (Meyer & Allen 1994:259).

Loan applications may be turned down if the following basic
requirements are not met (Horizon Equity: 2005a):
e An outstanding management team,
e A well-defined industry focus,
e Strong past performance and excellent future growth
prospects,
e Sustainable competitive advantages derived from
unigueness or innovation,
e Significant market share in a well-segmented market,
e Barriers to entry built on intellectual property, and

e High-margin products.
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Macmillan, Siegel & Subba Narasimha (1985:119) stated that
some of the most important requirements of venture capital
providers focus on the management team traits. According to
Tech Monitor (2009:62), the business plan should clearly show
that the entrepreneur is fit to run a business. The entrepreneur
must have the will to succeed a business experience, be able
to identify and react to risk and be familiar with the target
market. Failing this, entrepreneurs need to be able to put
together a team that has these qualities and show that he/she

is capable of leading that team.

In their study, Macmillan et al. (1985:119) found that venture
capitalists assess entrepreneurs systematically in terms of six
categories of risk, which need to be managed. These risks are:
e Liquidation due to venture failing,
e Failure to receive funding from external sources and
settle debts,
e Failure of a prototype product to reach the market,
e Lack of venture competitiveness,
e Lack of management control and implementation of
business plans, and

e Deficiencies in management team.

Lately most venture capital providers use a number of criteria
and scorecards in assessing an entrepreneur before final
decisions are made. These criteria are based on the
assessment of the business entity on its own and the owner or

management team.
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3.7.1Assessment of entrepreneurs

After assessing both the business and the management
together, the venture capitalist will scrutinise the capabilities

of an entrepreneur alone using the following criteria:

e Integrity and reliability

The entrepreneur’s background and history are used to judge
his/her integrity and reliability and are thus vital sources of
information. Venture capital providers will not want to
associate themselves with someone they do not know or a
person who has a bad history or criminal record, which could
discredit them. According to Sinswat and Subhanji (2010:2) the
credit score and financial literacy of an entrepreneur will play
an important role in this regard. If anything disreputable is
uncovered, the entrepreneur’s likelihood of raising money is
very small. For example, if the capitalist discovers that the
entrepreneur was previously fired from his/her job or failed to
pay creditors on time in the past, this will minimise his/her
chances of getting money (Kim 2000:1). These days, venture
capital providers even go to the extent of checking the credit
history of an applicant with the credit bureaux.

e Experience and proven track record

The venture capital providers would wants to establish the
entrepreneur’s areas of competence. Small business
management experience is a concern, but more important is an
awareness of business operations and an ability to manage a

developing business. According to Olawale and Gware
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(2010:731) managerial competencies are very important to the
survival and growth of SMEs. All too often, the ideal
entrepreneur is not the ideal manager for the business once it
becomes a going concern. Most investors prefer to see a group
of individuals with various complementary abilities and goals.
With a group, the investor is more assured of getting a broad
range of skills and the venture’s dependence upon any one
individual is reduced. The importance of an awareness of all
areas, technology, manufacturing, finance and especially
marketing, is crucial (Sunje 2003:3; Buttner & Rosen
1989:249).

e Attitudes and ambitions

It is imperative for the small business owners and venture
capital provider that their ambitions are in congruence, that is,
that they share common goals. Sharing the same ambition in
terms of rate of return on investment (ROI) to be achieved and
market share to be gained may attract the attention of venture
capital providers. That is why venture capitalists would like to
meet the applicant in person to see whether the person knows
what he/she is talking about. In that case the abilities and track
record of a loan applicant in performing some of the
performance measurement aspects like return on sales and
residual income will be considered. Because once the venture
capital provider has approved a loan, the entrepreneur must
see to it that they are updated about the performance through

periodic reports.
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3.7.2 Assessing the venture

As early as 1974 Liles (1974:461-479) suggested the following

when evaluating the venture itself:

e Fitness of the business in the capital investor

investment portfolio

A venture capital provider would like to establish the category
in which the venture will fit in the investment portfolio. A
number of questions would be asked in the process of

establishing the fitness of venture. Among other would be:

= Will it offer the same type of products as mine?
= |sitaform of business we invest in?

= How competitive will be the management?

e Prospects of success

The stage of investment or the venture will influence the
decision of a venture capital provider. If a business is a going
concern then it is easy for a venture capitalist to determine the
future prospects of a business. However, if the business is still
at its initial stage then that will discourage the investor,
because it is not easy to determine the future prospects of the
company under those circumstances. Then the venture
capitalist will consider other valuation techniques, for example
history of the entrepreneur or management team. The
managerial skills, credit score and track records as already
discussed above will be used to determine as to whether the

capital will be granted or denied (Sinswat & Subhanji 2010:2).
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e How successful will the venture be?

The assessment of the viability of business plan and product
offered to the market and the management team is the base to
determine the success rate of a new venture. |If the
management team comprises individuals with very good track
records, then investors will be tempted to invest because they
will be convinced that the business will be a success. Also, if
the management of a company has a succession plan for the
future, then the venture capitalist will also be convinced that

the business will succeed.

After assessing the business and its management most people
still ask themselves many questions about the criteria used by
venture capital provider in assessing their business ideas. The
main question that is often asked is “what is the venture capital
provider really looking for?”. Some of the factors considered
important are (Oneil, Bhahir, Faulken & Canno 1987:153):

e Hands on experience in directing

Job experience at an early stage of a business is considered
one of the factors that determine the success or failure of the
business. The entrepreneur as a director is expected to form a
team of capabilities in management accounting and small
business management. Since most of the entrepreneurs do not
have education and small business management skills, they
therefore fail in directing and organising a team of skilled
people (Priyanath 2006: 98).
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e New and untested prototype product

A new product which has not yet being tested in the market can
only secure funds if the venture capital provider has confirmed
that it will be a success. The assessment will cover areas like
competition and barriers to entry against the product and the

ability of the management team to exploit the market.

e Management

Most venture capitalists consider management to be the key to
every successful venture capital investment. The first thing a
management team must have is business experience. Anyone
preparing a business proposal should pay particular attention
to the background of the management team (Malhotra, Chen,
Criscuolo, Fan, Hamel & Savchenko 2006:14). The business
proposal should explain in detail how the management is going
to achieve the intended objectives. This proposal can only be
realistic and achievable if the management has business
experience since most of business failure are attributable to

financial management deficiencies (Priyanath 2006:97).

e Projections

A cash projection is one key factor covered in a good business
proposal. It is therefore the responsibility of the entrepreneur
to set out strong growth projections for his/her business.
According to Priyanath (2006:96), these projections to be
accurate need to be prepared by a person with good
managerial track record. These financial projections must not

only be reasonable in terms of the percentage of growth that
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occurs each year, but they must also be realistic when
compared with the other successful applications presented by
other businesses. Every entrepreneur should spend a great
deal of time making, evaluating and understanding his/her

financial projections.

Some entrepreneurs use accounting firms to prepare their
projections on the basis of assumptions. This is probably a
poor approach because entrepreneurs understand their
projections and assumptions better than an accounting firm. If
someone else makes projections the entrepreneur may not
explain them adequately or convincingly since most do not
have business experience and sufficient education (Priyanath
2006:96).

3.8 PAST SUCCESS RATE OF APPLICANTS IN
MANUFACTURING SECTOR

The historical success rate for the application of funds or
investment in South Africa from venture capital companies in
SMEs is very low. Recently investment in the SME sector has
been increasing at a steady rate. This has been as a result of a
partnership between government and the public sector to
increase participation in the sector. Referring to SAVCA’s
matrix for 2005 (SAVCA 2005a), one can conclude that venture

capitalists are investing at a low, but constant rate.

The SAVCA matrix indicates that there were 76 institutions on
the members list in 2005. Out of a total of 76 only 31 members
invested in small companies or provided start-up capital in

2005, 40 members did not while 5 were still in the process
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considering SMEs as an investment portfolio. The investment
portfolio of individual companies indicates that there is still low

investment in SMEs.

There are a number of venture capitalists in South Africa that
do not invest in the small business sector at all (SAVCA
2005a:1). If the sector is analysed by divisions, the rate of
investment in manufacturing is very low compared to sectors

like information technology and communication.

A number of companies like Kagiso, Horizon, Act and Aureos
have identified SMEs as the next investment portfolio.
However, potential entrepreneurs in the craft industry are
usually not aware of these companies and the majority of
entrepreneurs still approach only the commercial banks when

applying for finance.

According to the investment criteria of these companies
mentioned above, the success rate in the past was based on
the business plan and the competence of an entrepreneur. If
the business plan was good and the entrepreneur also had the
required experience, they could get funding. The other factor
that was the venture capitalists’ major reason for Ilow
investment in SMEs was the market sector in which the SMEs

were pursuing a business.

According to Businesslink (2005:12), venture capital is
available to small business owners if:

e The business is registered,

e The management team is working well,

e Not aiming to sell a new product, and
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e The business has proven success rate.

This means that in the past, for venture capitalists to invest in
a business, they had to be convinced that the business would
succeed and the owner had the right skills to carry on with the
business activities on a daily basis. Geographical location was

also among the major reasons for getting finance.

3.9 SUMMARY

Lack of business management skills, management accounting
skills and technical skills in the industry are cited by venture
capitalists as the major reasons why most SMEs do not expand.
Acquisition of these relevant skills is considered by venture
capital providers as one of the major factors that they consider
before providing funding to SME operators. Apart from
management accounting skills of the owners, venture capital
providers consider information relating to financial and
management accounting aspects of the business before

providing a loan.

Some of the management accounting skills considered as
important by various funders are the application of activity-
based costing, cost-volume-profit analysis and preparation of
budgets. These aspects of management accounting are
considered important because they form part of a business
plan. Therefore clear articulation of these aspects is an
indication to venture capital providers that the SME operator is

ready for funding.
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Various venture capital providers value a range of skills, some
of which are related to both management accounting and small
business management. The accuracy of the projections and the
knowledge of the person who prepared the projections also

form part of the minimum requirements that must be met.
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CHAPTER 4

RESEARCH METHODOLOGY

4.1 INTRODUCTION

In this chapter, the research methods and research design
used in the collection and analysis of data are described. The
research process involves the application of various methods
and techniques in order to create scientifically obtained
knowledge by using objective methods and procedures (Lapan
& Quartaroli 2009:251; Welman & Kruger 2001:2). The need for
empirical evidence is important to support the literature review
discussed in chapters 2 and 3. The perception of the SME
owners and venture capitalists on access to capital will be

included in the findings.

The purpose of this chapter is to describe the methodology
used. The methodology included informal discussions,
guestionnaires and a literature review on which the
conclusions and recommendation of the study will be based.
Some of the questions used in the compilation of the
guestionnaires were derived from the informal discussions held
with people involved in SMEs and some of the venture
capitalists, as well as the literature review in both chapters 2
and 3 and what the researcher needed to do to fulfil the

purpose of the study.
In this chapter, the data collection and analysis methods are

discussed. The sample size and research site, followed by an

explanation of the design of the questionnaires are also
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highlighted. The response rate, problems experienced in the
collection of data and the Ilimitations of the study are

discussed in the last section of the chapter.

4.2 DATA COLLECTION AND ANALYSIS METHOD

In this study, questionnaires and informal discussions with the
respondents were used in the collection of the data.

The main reason for selecting SME owners in the craft industry
was that most of them work around townships and city centres
and it was thus easy to reach them. A sample of SME owners in
the craft industry in the Tshwane area and venture capital
providers who worked specifically with individuals and SME
owners were used in the collection of data for this study. The
craft industry is a sector of the economy in which most of the
products are hand-made and are manufactured according to
customer specifications. The researcher’s interest in the craft

industry emanates from the variety of units produced.

The five major banks and a combination of micro-lenders,
government agencies and private venture capitalists form part
of the venture capital providers that were used in the collection
of data for this study.

Questionnaires were used to collect data from both SME
owners and venture capital providers. In the questionnaires
both structured and unstructured questions were asked. The
guestionnaires were structured in such a way that both

qualitative and gquantitative data could be collected.
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4.2.1Qualitative and quantitative research

Qualitative and quantitative research methodologies were used
in the collection of data. Both methods were applied with the
purpose of wunderstanding the processes venture capital
providers use when evaluating loan applications, as well as the
social and cultural contexts of SME owners. The methodologies
were mostly concerned with exploring the reasons why some
venture capitalists grant SMEs loans and reasons for SMES’

success rate.

Since the main objective of this research was to identify the
gap in management accounting skills required by venture
capitalists and those possessed by SMEs in the craft industry,
guestionnaires were identified as the best possible quantitative
and qualitative method to collect this type of data. According
to Wisker (2001:147), a questionnaire is generally recognised

as an important instrument for self-administered research.

Some of the questionnaires were hand delivered to respondents
at their retail markets. This facilitated access to obtaining such
a large number of respondents and thus provided sufficient
data for statistical analysis. Obtaining such a large number of
respondents would have been difficult to achieve if the
guestionnaires were delivered at their manufacturing place.

Few questionnaires were posted to respondents.
Appointments were made with 50 SMEs to assist them in the

completion of the questionnaires. The researcher believed that

this method would yield the necessary results. The same was
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done with some of the venture capital providers, as there were

fewer of them than SMEs.

4.2.2 Statistical analysis software

The data collected was analysed using SPSS for Windows
version 11.1. This software is able to analyse data, which can
be converted from an Excel spreadsheet to suit the required

format.

4.3 POPULATION, SAMPLE SIZE AND GEOGRAPHICAL
RESEARCH AREA

The population of interest comprise the entire group of people
from whom a researcher obtains information. These are the
people whose views are needed to achieve the objective of the

survey.

4.3.1 SMEs

At the time this study was conducted, there were about 200
stalls in Hatfield where SMEs sell their products on Sundays
(B&B African Craft Markets). There were also 20 outlets in
Dinokeng in the Cullinan area, 45 stalls in front of the Zoo in
Pretoria and 150 stalls at the annual gallery, which is held on
16 June at the State Theatre. This forms an estimated total of
415 SMEs since the number varies per weekend. When SMEs
that sell at street corners in townships are included, there

were an estimated 500 craft makers in the Tshwane area.
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Obtaining an adequate sample is one of the most important
factors in conducting surveys (Ryan, Scapens & Theobald
2002:137; Graziano & Raulin 1997:147). A representative
sample (247) of SMEs was selected. A representative sample
is a group, subset or some part of a larger population (Lapan &
Quartaroli 2009:44; Zikmund 1994:328-332). The SMEs
targeted for this study were sole ownerships, partnerships and
close corporations in the Tshwane metropolitan area. A total of
247 questionnaires were issued to SMEs. This number of SMEs
was achieved through consultations with owners at places
where they exhibit their products over weekends. Of the 247
guestionnaires, 150 questionnaires were returned. The sample
of 150 respondents constituted 30% of the entire population
and 60.73% of the questionnaires issued. This was considered

to be sufficient to draw conclusions.

4.3.2 Venture capital providers

The population of venture capital providers was difficult to
determine. Five financial banks in the Tshwane metropolitan
area were identified. Two government-funded institutions and
50 micro-lenders (both registered and unregistered) were also
identified. In collecting information it was difficult to determine
whether micro-lenders were registered or not. It was also
difficult to obtain information from the National Credit Board,
because the information is only provided to loan applicants for

the purpose of verifying the registration of loan providers.

A total of 48 questionnaires were issued to venture capitalists.

Of the 48, only 30 were received by the researcher.

83



4.3.3 Sampling techniques

One of the major issues in sampling is the determination of
samples that best represent a population to allow for an
accurate generalisation of the results. A combination of both
systematic and cluster sampling methods were used for
sampling the interested population of respondents. This method
ensures that no population group is less represented. The
population was also divided into size and ages of business
(Westfall 2008/9:1; John, Whitaker & Johnson 2006:142). It was
also helpful in dividing the population into subgroups (stage of
business, types of businesses, period of supporting SMEs and
values of deals). These procedures are used when it is
important to ensure that subgroups within a population are
adequately represented in the sample (John et al. 2006:142;
Graziano & Raulin 1997:149). Using this method of sampling,
the population was divided into a number of homogeneous and

non-overlapping groups.

After the group of interest was identified, the researcher used
purposive sampling to distribute the questionnaire. Purposive
sampling was used to select respondents because of their
experience in operating an SME, knowledge loan application
procedures and selecting SME owners who qualify for funding
(Jacobs 2003:46).

4.4 RESPONSE RATES

As stated earlier, two questionnaires were used to collect the

data. Of the issued gquestionnaires, only 150 were returned by
SMEs and 30 by venture capital providers. The table below
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presents the response rate for both SMEs and venture capital

providers.

Table 4.1: Response rate

SMEs Distributed | Responded Percentage
Sole ownerships 154 107 69.48%
Partnerships 84 39 46.43%
Close corporations 9 4 44.44%
Total 247 150 60.73%
Venture capital providers

Commercial banks 5 4 80.00%
Micro-lenders 28 15 53.57%
Government institutions 13 10 77.00%
Business owners 2 1 50.00%
Total 48 30 62.50%

Even though less than 100 questionnaires from SMEs were not
returned, the response rate was found to be sufficient for the

researcher to proceed with the analysis of data.

4.5 DESIGN OF QUESTIONNAIRE

The two sets of questionnaires which were used, the first for
SMEs and the second for venture capitalists, are included in
Appendix l1a and 1b. Both were designed in a simple and
uncomplicated way. These questionnaires were developed after
a pilot study was conducted among SMEs and venture
capitalists. The pilot study helped to classify the questions in
the questionnaires and the sequence in which questions should
be arranged. The questionnaire commenced with questions on

the age of the business and the type of knowledge owners
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possessed before the business was formed. This sequence was

found to be uncomplicated for most SME operators.

Both questionnaires had structured and open-ended questions.
The use of structured questions limits the number of responses
available, while open-ended questions allow the respondents
considerable freedom in answering (Wisker 2001:170; Zikmund
1994:181).

Both guestionnaires had an attached covering letter. Ideally the
covering letter is the first document examined by the
respondent when picking up the questionnaire. It should
encourage the respondent to complete the questionnaire and
return it expeditiously (Dillmar 1978:165). The covering letter
explained to respondents the purpose of the study and that
respondents would not have to identify themselves. The letter
also indicated the name of the researcher and his contact

telephone numbers.

4.5.1The questionnaire for SMEs

The questionnaire for SMEs was divided into five sections,
each section with its subsections. Some of the questions could
be answered with a yes or no, with respondents marking the
applicable alternatives with an x. There were also open-ended
guestions, which required SME owners to provide additional
information not covered on the face of the questionnaire. A
five-point Likert scale was used to rate certain questions. The
advantage of using Likert scales is that the respondents are

more inclined to answer all the questions on the guestionnaire
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(Lapan & Quartaroli 2009:62). The scale used ranged from 1 to

5 with the following meanings:

strongly disagree

disagree

neither agree nor disagree

agree

ga A W N -
I

strongly agree

4.5.1.1 Section 1 of the questionnaire

This section of the questionnaire dealt with the background of
the business. It included the age and the development stage of

the business.

Question 1.1: How long have you been operating the

business?
The main aim of asking this question was to determine the
number of respondents at each stage of business since they

had started their business.

Question 1.2: Describe the development stage of your

business.

The purpose of asking this question was to determine the

number of businesses at each level of development.
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4.5.1.2 Section 2 of the questionnaire

This section of the questionnaire, just like section 1,
investigated the background of the respondents (SMEs). Its
main focus was on the reasons for starting a business, the type
of business operated and the management accounting skills the

owners had acquired before starting a business.

Question 2.1: What was your reason for starting the business?

The purpose of asking this question was to determine the
reasons why most of the respondents joined the craft industry.

Question 2.2: Business type

This question was asked to determine the form of business that

the SME owners were operating in the craft industry.

Question 2.3: Were you involved in the same type of business
before you started this business?

If the respondent answered yes to the main question, then they
could choose between various alternatives that were provided

in the sub-question.

This question and sub-question were asked to determine the
number of respondents who worked in the same industry and
their experience of different functional areas before opening

their own manufacturing businesses.
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Question 2.4: What is your educational background?

The purpose of asking this question was to determine the level
of education that respondents in the craft industry had attained
before opening their own businesses. The respondents were

given a number of alternatives to choose from.

Question 2.5: Was the above education business-related?

The purpose of asking this question was to determine the
number of respondents who had acquired business-related

education.

Question 2.6: Have you ever attended workshops or short

courses to develop specific business skills?

Some SME owners have the luxury of being trained by their ex-
employers. Therefore the purpose of asking this question was
to determine the number of participants who had undergone

any formal training.

Question 2.7: Did you have any experience of the following
prior to your decision to start your own

business?

Most venture capital providers prefer to provide finance to SME
owners with experience. The purpose of asking this question
was to determine the number of SME owners who had been

trained in the skills mentioned.
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Question 2.8: Are you skilled in, or did you receive any

training regarding the following aspects?

As the purpose of the study was to determine the gap in
management accounting skills possessed by SME owners and
those required by venture capital providers, it was fitting to
have a section that required the respondents to determine the
types of management accounting skills the SME owners
possessed before starting their own businesses. The
respondents were provided with a number of alternatives they

could choose from.

4.5.1.3 Section 3 of the questionnaire

The third section of the questionnaire dealt with the financial
background of the SME operators. Questions were basically
about the experience of the SME operators in raising capital for
their operations. Questions asked dealt with, for example, how
long it took them to raise capital using their personal savings,
borrowing from a relative or local bank and the difficulties

experienced during the process.

Question 3.1: How did you finance your business?

The purpose of asking this question was to determine some of

the problems these SME owners had experienced.

Question 3.2: Was the capital sufficient?

Insufficient capital is considered to be one of the major factors

contributing to lower start-up rates. Therefore by including this
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guestion in the questionnaire the researcher was aiming to
determine how many SME owners still considered this to be a

reason for their business failures.

Question 3.3: How much capital did you have available to start

the business?

Questions 3.2 and 3.3 were linked to determine the size of
capital most SMEs started their businesses with. The
respondents were required to state the amount they had used

at the initial stage of the business.

Question 3.4: How long did it take you to raise this capital?

SME owners who have failed to realise the dream of operating
a business, usually cite the delay in funding as one of the
major reason for their failure. Therefore in order to understand
the causes of failure the researcher included a question on how

long it took SME owners to raise initial capital.

Question 3.5: How long did the institution take to approve your

loan?

Question 3.4 was linked with question 3.5 to determine where

the problem lay in terms of time.
4.5.1.4 Section 4 of the questionnaire
This section of the questionnaire covered the relationship that

SMEs had with financial institutions prior to starting a business

either for their business or personal use. The aim was to
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determine whether the respondents believed that personal
accomplishments and their educational background had an

influence on financial providers granting them loans.

Question 4.1: Prior to starting this business, have you ever
borrowed money from the bank or venture

capital providers for business or personal use?

The purpose of asking this question was to determine how
familiar the SME owners were with loan application processes

of banks.

Question 4.2: If you have business education, do you think
your educational background influenced the

decision for a bank to approve a loan?

Developing a business from start-up to growth stage needs
business management skills more than capital. Therefore by
including this question in the questionnaire the researcher was
aiming at determining the number of SME owners with or

without business education or training.

Question 4.3: Do you think personal accomplishments, like
having operated or worked in a similar business

influenced the decision to approve your loan?
This question aimed at determining whether personal

accomplishments had any influence on the decision to obtain a

loan.
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Question 4.4: How long did it take the financial institution to

approve your loan?

The process of scrutinising an application for a loan differs
between venture capitalists. So the aim of asking this question
was to determine on average how long it took a venture

capitalist to approve a loan application.

Question 4.5: Were any of your applications for a loan ever

turned down?

In a previous chapter the success rate of loan applications was
discussed. By asking this question the researcher was able to
compare the literature review in chapters 2 and 3 and the
empirical study in chapter 5 to determine whether the situation
has improved.

Question 4.6: If yes, what was stated as the reason for turning

down the application?

Question 4.6 was linked with question 4.5 to determine some of
the reasons loan applications were denied. This was an open-

ended question.

4.5.1.5 Section 5 of the questionnaire

Identification of possible financial providers is one of the major
problems experienced by SME operators. The aim of this
section was basically to determine the experience of operators
in their bid to secure loans. In terms of identifying possible

financial providers and other difficulties that they had, some of
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those difficulties were mentioned in this section and the

respondents had to select those most relevant to them.

4.5.2Questionnaire for venture capital providers

The questionnaire for venture capital providers was divided
into two sections. Most of the questions required respondents
to answer yes or no. Some answers were ranked on a scale of

1-5 and some were open-ended questions.

4.5.2.1 Section 1 of the questionnaire

Questions in this section of the questionnaire covered the
period that venture capital providers had been funding SMEs,
the business types they were more interested in, the
development stage of the business likely to be funded and

whether the applicants knew the types of funds they could

apply for.

Question 1.1: How long has your organisation been funding
SMEs?

By including this question in the questionnaire the researcher

was aiming to determine how long the respondents have been

involved in funding SMEs.

94



Question 1.2: Does the form of business have an influence on

the decision to fund an applicant?

The purpose of asking this question was to determine whether
the form of business operated had an influence on the decision

to grant a loan.

Question 1.3: Which forms of business are most likely to get

financial support?

Question 1.3 was linked to question 1.2 to determine which

form of business was most preferred.

Question 1.4: Does the development stage of a business have
any influence on the decision to finance a

venture?

The literature review has revealed that some venture
capitalists prefer to invest at a late stage of business
development. So by including this question the researcher was

determining whether this was in fact true.

Question 1.5: At which stage of development are you most

likely to finance a venture?

Question 1.5 was linked with question 1.4 to determine the

development stage that was least or most preferred.
Question 1.6: Are applicants aware of the relevant sources of

finance for which they can apply for their

businesses?
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During the literature review and pilot study it was discovered
that some applicants did not know the sources of finance they
could apply for. So the researcher realised it was necessary to

include a question on relevant sources of finance for SMEs.

Question 1.7: If the answer to 1.6 above is yes, please state
the number of applications you receive per
month for each of the following sources of

finance.

This question was linked with question 1.6 to determine which

source of finance applicants applied for the most.

Question 1.8: Why was funding granted to these applicants?

Can you give some of the factors?

Question 1.8 was an open-ended question. The aim of this
guestion was to discover some of the reasons finance was

granted to applicants.

Question 1.9: Does the location of the applicant’s business
have any influence on the decision to grant a

loan?

In the literature review it was revealed that some venture
capitalists concentrate more on certain areas. Therefore the
researcher found it necessary to include a question to discover

if this was still true.

96



Question 1.10: If the answer to 1.9 above is yes, which of the

9 provinces is the preferred one?

Question 1.10 was linked with question 1.9 to determine the

most preferred region.

Question 1.11: Does settlement strategy have an influence on
the decision to grant a loan?

Most venture capitalists prefer to be part of the management
team so that they can reap the rewards early. A repayments
method is assumed to be one of the attracting factors to
venture capitalists. Therefore the researcher found it
necessary to include a question on the preferred method of

payment.

Question 1.12: Does understanding the criteria used by the
company in selecting a new venture increase

the applicant’s chances?

Having gone through a previous venture capital screening
process is considered important to some venture capital
providers. The researcher therefore included a question

confirming whether this was true.
Question 1.13: If the answer to 1.12 is yes, please mention
some of the factors working against the

applicants.

Question 1.13 was linked with question 1.12 to determine some

of the factors that work against the loan applicants.
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Question 1.14: Does the applicant’s industry sector have an
influence on the decision to grant a loan?
Some venture capitalists are considered to focus on industrial

sectors. The researcher wanted to find out if this was true.

Question 1.15: On a scale of 1 to 5, which of the following

sectors are likely to get funding?

Question 1.15 was linked with question 1.14 to determine the

most preferred sector of the economy.

4.5.2.2 Section 2 of the questionnaire

This section of the questionnaire was about the major aspects
that venture capital providers look for before granting a loan.
Yes and no questions and a five-point Likert scale were used in

this section.

Questions ranged from question 2.1 up to question 2.22. All
these guestions were more about investigating the aspects of
management accounting that venture capitalists consider

important before they can grant a loan.

4.6 LIMITATIONS OF THE EMPIRICAL SURVEY

Some limitations of the study were experienced during the
collection of the data. Among them was that many SMEs in the
craft industry are not registered as legal businesses. The lack
of offices where they operate also created a problem as it was
difficult to differentiate between an employee and the owner of

the business. Most of the questions were directed at the
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owners but answered by employees and this may have affected
the accuracy of the information provided by the SME owners.
Some of these employees were not part of deal negotiating
teams and they did not have relevant experience in running a
business. It was also very difficult to determine whether
respondents were telling the truth about the age of their
businesses, educational background, reasons for starting a
business and the initial capital they used and whether they
were indeed involved in the production or were merely selling
the products. The other limitation is that the study was not
done across the country but in one area. It can therefore not be
concluded that the trends might be the same across the
country. What is happening in Tshwane area in terms of

operating SMEs may or may not be the same as in other areas.

4.7 SUMMARY

This chapter discussed the methodology used in collecting the
data for this study. The two sets of questionnaires used, the
research sites, population of interest (size), representative
sample and the responses required from respondents were

explained.

The criteria for choosing the craft industry and venture capital
providers as the main population were also set out. The
sampling technigues used were described. The limitations of
the study were identified. The results of the empirical study are
discussed in chapter 5.
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CHAPTER 5
RESULTS OF THE RESEARCH

5.1 INTRODUCTION

In this chapter the results of the empirical research, based on
the data collected, are analysed, and the findings and
discussions form the basis of the recommendations and

conclusions.

Firstly, the results from the SME respondents are analysed.
This is followed by the results from the venture capital provider
respondents. The gaps in the management accounting skills

identified will be discussed towards the end of the chapter.

5.2 RESEARCH FINDINGS - SMEs

5.2.1 Age and development stage of the business

Question 1.1: How long have you been operating the business?

The aim of asking this question was to find out when the SMEs
started operating. This question was linked to questions 1.2
and 2.2, which created the second aim as being to determine

the development stage of the SMEs in the craft industry.

The results for the period of operating a business are
presented in figure 5.1. Twenty-eight of the SME respondents
had businesses that had been in operation for less than three
years, which represents 18,67%. Out of 150 only 41

respondents indicated that their businesses had been in
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operation for between four and six years, which represents
27,33%. The highest number was 81, whose businesses were

seven years old or more, which represents 54,00%.

Figure 5.1: Period of operating the business
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In question 1.2 the respondents were asked to describe the
development stage of their businesses. In the category of
businesses which were less than three years old only one
(3.57%) out of 28 respondents confirmed that the business was
still at the planning phase. Twenty-two (78,57%) confirmed that
the business was at the start-up phase, while four (14,29%)
were at the growth phase and the remaining one (3,57%) at the

mature stage.

In the category of businesses between four and six years old,
two out of 41 respondents confirmed that their businesses were
at the start-up phase. Thirty-six (87.80%) were at the growth

stage and three (7.32%) were at the mature stage.
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In the category of businesses seven years old or more, only
one (1,24%)out of 81 respondents confirmed that the business
was still at the start-up phase. Fourteen (17,28%) were at the
growth phase and 66 (81,48%) confirmed that their businesses
were at the mature stage. The results of question 1.2 are

presented in figure 5.2 below.

Figure 5.2: Development stage of business
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As illustrated in figure 5.2, SMEs do not remain in one stage
for long, as there were no businesses that were still at the
planning phase when they reached the age of between four and
six years and more than seven years. The total number of
businesses at the mature stage keeps increasing as the

businesses go through their life cycles.
The decision to rank businesses in terms of development

stages was guided by the number of products they were able to

sell. The questionnaire for each of the development stages
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provided phrases in brackets like “relatively new and limited
market”. These phrases were used so that the respondents

could be guided while completing the questionnaires.

5.2.2 Reasons for starting the business

Question 2.1: Reasons for starting the business

Respondents were allowed to select a combination of reasons.
The number of reasons selected is more than the number of
respondents, because respondents could select more than one

reason.

As illustrated in figure 5.3 below, the major reason for starting
this type of business was unemployment. Of the total number of
respondents, 74 (35,58%) stated that they were unemployed

and needed an income before they started the business.

Business opportunity is the second biggest reasons why people
participated in the craft industry. A total of 63 (30,29%)

respondents confirmed this.

Of the total sample size, only 60 (28,84%) confirmed that they
entered the industry because of the desire to be entrepreneurs.
Other reasons were that they started their business as a hobby
and to supplement an income (5,29% of the entire sample

size).
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Figure 5.3: Reasons for starting SMEs

O Percentage

Want to be an
entrepreneur and self
employed

5.2.3 Business type

Question 2.2: Business type

The aim of asking this question was to determine the form of

business SME owners in the craft industry were operating.

The results for question 2.2 (see figure 5.4) indicate that the
majority of people in the craft industry were operating a sole
ownership. A total of 107 of the whole sample (71,33%)
confirmed this. Partnerships was the second highest form of
business 39 (26,00%) in the craft industry and close
corporations were the third, at 4 (2,67%). None of the

respondents operated as a private company.
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Figure 5.4: Types of business
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From figure 5.4 it can be seen that the respondents whose
businesses were less than three years old (28), 75,00%(21)
confirmed that they operated a sole ownership. In the category
of businesses that were between the age of four and six years
(41), 73,17%(30) confirmed that they also operated a sole
ownership and in the category of seven years or more (81),

37,33% (56) operated a sole ownership.

In the category of businesses less than three years old (28),
partnerships constituted 17,86%(5) of businesses. In the
category of businesses between four and six years old (41)
there were 24,39%(2) and the highest rate was in the category
of businesses seven years old or more (81) with 29,63%(24)

operating partnerships.
Close corporations were the third form of businesses included

in the questionnaire. This form was not popular, as can be

seen from the findings. In the category of businesses less than
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three years old 7,14%%(2) of respondents confirmed that they
operated a close corporation. Under each of the remaining
categories only 2,44% and 1,23% of the respondents operated

a close corporation.

These results confirm that most SMEs in the craft industry
operate sole ownership form of business. They are comfortable
with operating either as sole ownerships or partnerships (figure
5.4). Only 2,00% of the total sample of the respondents
operated close corporations. These results in relation to g 2.1’s
response, also indicate that people enter the craft market
industry either as a hobby or to supplement their income.
Under g 2.1, respondents confirmed that they had entered the
craft industry to supplement their income. People who enter the
market for the above reasons will usually operate the business
alone. That is probably why sole ownership is the most

preferred form of business.

5.2.4 Involvement in similar business, roles performed and

educational background

Question 2.3: Were you involved in the same type of business

before you started your business?

A total of 86 out of 150 respondents answered yes to this
guestion and 64 answered no. This indicates that the majority
of people entering this industry gain some experience in the
industry before deciding to enter it.
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In questions 2.31 to 2.38 the respondents were asked to select
various roles that they had performed before entering the

industry. Respondents could choose more than one option.

The roles, which are considered to be management accounting
related or wuseful for an entrepreneur when managing a
business successfully, were presented to respondents. The
roles included the following:

e Purchases,

e Material handling,

e Manufacturing,

e Quality control,

e Marketing and sales,

e Administrative tasks,

e Management, and

e Other.

As illustrated in table 5.1, people in the craft industry do enter
the industry with some exposure to manufacturing, quality
control, marketing and sales or material handling and less
exposure to purchases, administrative tasks and management.
It seems as if respondents worked with similar businesses first
to acquire some knowledge and then decided to go solo and

start their own business.

Exposure to different aspects of business will improve the
entrepreneurs’ chances to succeed. Liles (1974:473) states
that one of the major reasons why venture capitalists invest in
a business is that the owner is aware of all major facets of the

business. Any SME owner who can convince the venture
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capitalist that he/she is aware of these facets of the business

will most probably improve their chances to be granted a loan.

The results for the above roles are shown in table 5.1 below.

Table 5.1: Previous roles

Less than 3 years 4to 6 years More than 7 years

Freq. | Percentage | Freq. | Percentage | Freq. | Percentage
Purchases 2 5,13% 3 5,45% 8 6,84%
Material handling 8 20,51% 11 20,00% 24 20,51%
Manufacturing 14 35,90% 21 38,18% 39 33,33%
Quality control 4 10,26% 10,91% 13 11,11%
Marketing and 12,82% 8 14,55% 22 18,80%
sales
Administrative 2 5,13% 3 5,45% 4 3,42%
tasks
Management 2 5,13% 2 3,64% 5 4,27%
Other 2 5,13% 1 1,82% 2 1,71%
Total 39 100,00% 55 100,00% 117 100,00%

Question 2.4:

What is your educational background?

The aim of asking this question was to determine the number of
people in the craft industry who had attended school or whose
The
required only to indicated their highest level of education.

education was business related. respondents were
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Table 5.2;:

Level of education

Business No Limited Matric Certificate Certificate | Diploma
duration education | Schooling for skills Course or degree

at all development

programme

Less than 3 2 2 6 7 4 7
years (28)
Between 4 0 1 10 17 5 8
and 6 years
(41)
7 years or 4 17 19 13 16 12
more (81)
Total 6 20 35 37 25 27
Percentage 4,00% 13,33% | 23,33% 24,67% 16,67% 18,00%

Table 5.2 indicates that a total of 144 (96,00%) respondents
had some form of schooling, while only six (4,00%) had not. A
total of 37 respondents had certificates for skills development,
which represents 24,67% of the total population. These figures
are followed by the number of people with a matric certificate,
that is, a total of 35 respondents, representing 23,33%. The
third 27

respondents (18,00%). The lowest number was people with no

category had diploma courses with a total of

education. There were six (4,00%) of these respondents.

Of the 28 respondents whose businesses were less than three

years old, seven (25,00%) had a diploma or degree, seven

(25,00%) had a certificate for skills development, while six
(21,43%) had a matric certificate. Two (7,14%)

had no education, two (7,14%) had limited education and four

respondents

(14,29%) had attended one-year certificate courses. This is an
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indication that most people do not just enter the industry

without some form of basic education.

Of the 41 respondents who operated businesses which were
between four and six years of age, ten (24,39%) confirmed that
they had acquired a matric certificate, 17 (41,46%) had
attended certificate courses, five (12,20%) had a certificate for
a skills development programme, eight (19,51%) had degrees
and one (2,44%) had limited schooling.

Table 5.2 shows that in the category of seven years or more,
four (4,94%) had no education, 17 (20,99%) had Ilimited
education and 19 (23,46%) had matric. Thirteen individuals had
a certificate for a skills development programme (16,05%),
while 16 individuals had attended a certificate course (20,00%)
and 12 had diplomas (14,81%).

In question 2.5, the respondents were asked to indicate
whether their education was business-related or not. A total of
144 respondents answered the question, with 55 (38,19%)
confirming that their education was business-related, while 89
(61,81%) indicated that it was not.

Only seven (28,00%) of the 25 respondents with businesses
less than three vyears old stated that their education
background was business-related and 18 (72,00%) indicated
that it was not. Of the 41 respondents with businesses between
four and six years old, 19 (46,34%) had business-related
education and 22 (53,66%) did not. Of those respondents

whose businesses were more than seven years old, only 78
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answered this question, of them, 29 (37,18%) had business-
related education and 49 (62,82%) did not.

The above results indicate that business-related education is
not a drive or motivation for people to enter the craft industry.
Availability of skills and unemployment are the main reasons,
as indicated in question 2.1. Buttner and Rosen (1989:249)
state that the technical know-how and competence of the owner
are some of the factors that persuade venture capitalists to
invest in SMEs. This indicates that any SME owner who can
prove that he/she has acquired at least some form of
management accounting skills either through formal education
or other forms of training will most probably stand a good

chance of being granted a loan.

In question 2.6 respondents were asked as to whether they
have attended workshops or short courses to develop their
business skills. A total of 64,43% has confirmed that they have
attended workshops or short courses while only 35.57% have

answered no.

In question 2.7 respondents were asked to select the
experiences they possessed before opening a business. A total
of 4 were provided in the question and they were also allowed
to state any experience except the four provided in the
guestion. Only 11,11% of the respondents confirmed that they
have managed other businesses before, while 16,16%
confirmed that they had done bookkeeping. A total of 26,77% of
the respondents confirmed that they performed administrative

duties for a business while 37,37% confirmed that they have
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done some inventory control and only 8,59% specified other

functions.

5.2.5 Management accounting skills and experience

obtained prior to operating a similar business

Identification of the gap in management accounting skills
required by venture capitalists and those possessed by SME
operators in the craft industry is the main focus of the study. A
number of management accounting skills were presented to the
respondents in question 2.8 and respondents were asked to
select those they possessed during operation of a business.

The purpose of this section was to determine how they have
skilled themselves during the operation of the business. Figure
5.5 presents the total number of responses.

From figure 5.5 it is clear that only 62,00% of the respondents
selected bookkeeping as the skill that they had acquired during
operation of business. This number includes those who said
that they had enhanced their skill by keeping their own books
even though they did not have formal training. The lowest
number of responses was found for economic order quantity
(EOQ) (1,33%), break-even analysis (9,33%), activity-based
costing (3,33%), variance analysis (4,00%), life cycle costing
(2,00%) and standard costing (3,33%). These Ilow results
confirm that they did not receive any training in these

management accounting skills.

From the results it can be confirmed that some respondents in

the craft industry could perform duties including bookkeeping,

112



cost control, cash flow management, product costing and

budgeting.

Figure 5.5: Existing experience and skills
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5.2.6 Sources of funds

Question 3.1: How did you finance your business?

The aim of asking this question was to determine the sources
of finance the SME operators used in financing their business
when they initially started their operations.

The question allowed the respondents the opportunity to select

a combination of sources. Therefore the number of selected

sources are more than the number of questionnaires returned.
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Figure 5.6: Sources of finance
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Most of the people who participated in this survey (see figure
5.6) confirmed that their sources of funds were limited to their
personal savings, relatives and local micro-lenders. Most of the
respondents in question 4.1 reported that they had never
worked with big banks or approached a venture capital provider
for a loan. These results are in line with what was highlighted
by Ntsika Enterprise Promotion Agency (2002:111) that most
SMEs in South Africa have never accessed a loan from either a

private or public institution.

Some of the respondents selected more than one source of
finance, especially those who were operating partnerships and
close corporations. A significant 142 of the respondents stated
that they used their personal savings. The other sources of
finance that were mentioned in question 3.1 were sponsorships
or awards from companies after recommendations by an
employee. Stokvel, as mentioned in chapter 2 is also a type of
association that people in townships can use to obtain funding.
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In question 3.4 only 24,14% of the SMEs respondents agreed
that on average it took them less than 12 months to raise the
capital either by using personal savings or borrowing money
from a local bank. SME owners also indicated that the capital
was not sufficient to start operation of the business (question
3.2).

Participants were requested to state the minimum amount of
capital they used in buying their first inventory or their working
tools. From the answers received to question 3.3, the minimum
amount was R450 and the majority used less than R2 000.
Those who wused a combination of personal savings and
borrowing from a local bank and relatives 13 (8,67%) out of
150 respondents used a minimum of R15 000, and 13 (8,67%)
used R5 000. From these results it can be seen that most craft
industry business people do not require much capital to
establish their businesses. Only five (3,33%) and one (0,67%)
of the respondents used R20 000 and R50 000, respectively.
The results for this section are provided in appendix 2a,

guestion 3.3.

The response to question 3.5 indicated that on average it took
micro-lenders less than two months to approve a loan
application (13 respondents) while it took venture capital
providers about 6 to 12 months to approve a loan amount of
less than R15 000 (18 respondents). However, the majority of
the respondents (119) indicated that they had never borrowed
money from financial institutions (banks) for either personal or

business use, which represents 79,33%.
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5.2.7 Relationship with financial institutions

Respondents who wused financial institutions were asked
whether they Dbelieved that personal accomplishments
(Question 4.3) and educational background (Question 4.2) had
an influence on the institution’s decision to grant loans. The
results indicate that respondents believed that education
(78,79%) and personal accomplishments (65,63%) did not have

much influence.

In question 4.6 reasons for not being granted loans were listed
on the questionnaire. A total of 67 respondents answered this
guestion. The highest number of responses (34 out of 67)
confirmed not having enough security while the lowest (10 out
of 67) confirmed limited management experience as the main
reasons for turning down the application. Of the 67 only 23
stated other reasons, such as the unavailability of tax

certificates and registration documents to run a business.

5.2.8 Problems experienced in acquiring a loan

Question 5: What was the biggest problem you experienced

in acquiring a loan?

The aim of asking this question was to ascertain the different
problems respondents had experienced in acquiring a loan from

financial institutions, relatives and other sources.
A total of 142 out of 150 respondents answered this question.

The respondents were asked to select a combination of

reasons, and therefore the number of reasons selected is more
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than the number of questionnaires returned. Only four of the
five problems listed were selected. None of the respondents
chose “time lapse between application and approval of loan” as

a problem experienced.

Figure 5.7: Problems experienced in acquiring a loan
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From figure 5.7 it is evident that, most of the respondents
confirmed that the biggest problem they experienced was
identifying the possible financial providers, with 82 (57,75%)
indicating that this was a problem experienced whenever they

have to apply for a loan.
The second highest problem they experienced was drawing up
a feasibility study (22,54%), while the third highest was

completing application forms (14,79%).

The other problems experienced were:

e Not being aware of the process used,
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e Business plan not in order,
e Feasibility studies not conducted, and

e Incorrect estimated amount required.

Seven (4,92%) of the respondents confirmed that they had
experienced one or more of the above problems. As illustrated
in figure 5.7 the results indicate that the majority of
respondents were not aware of where to raise funds. The level
of education in terms of completing application forms is also a

problem that financial institutions need to address.

5.3 RESEARCH FINDINGS - VENTURE CAPITALISTS

As discussed in chapter 4 most of the SME operators cite lack
of interest by venture capitalists in the small business sector
as one of the major reasons why there is low investment in the
sector. Except interest in the sector, risk is also a major

reason cited by venture capitalists for low investment in SMEs.

5.3.1Years of experience of funding SMEs

Question 1.1: How long has your organisation been funding
SMEs?

The results of this question are presented in figure 5.8 below.
Out of the total number of respondents who answered this
guestion only one confirmed that their business had been
funding SMEs for less than five years, which represents 3,33%
of respondents. Seven had between six and ten years of
experience in funding SMEs, which represents 23,33%. Of the
respondents, 13 confirmed that they had between 11 and 15
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years’ experience of funding SMEs, which represents 43,33%
and nine had 16 years or more, which represents 30,00% of the

respondents.

Figure 5.8: Years of experience of funding SMEs
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As illustrated in figure 5.8, not many venture capital providers
have funded in the craft industry. Only 43,33% of the
respondents confirmed that they had between 11 and 15 years’
of experience in helping SMEs with funds. This finding
indicates that most SMEs may still experience a problem
accessing funds because venture capitalists perceive SMEs as
risky (Ross et al 1996:448).

5.3.2Form and development stage of business
In question 1.2 of the questionnaire the respondents were
asked to mention whether the form of business had an

influence on the decision to finance a small business.
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Out of a total of 30 respondents 21 (70,00%) answered yes,
while only 9 (30,00%) answered that the form of business did
not have an influence on the decision to finance a small

business.

The results indicate that the respondents perceived that the
form of business does indeed have an influence on the decision
to finance a business. This means that it will be vital for the
fund applicants to check which form of business they start
before applying for funds and which form the venture

capitalists prefer to fund.

In question 1.3 of the questionnaire the respondents were
asked to rank the forms of businesses they were likely to fund.
All forms of business were ranked high above 57,00%, which
indicates that they are all valued. These results are presented
in figure 5.9 in the order in which they were ranked, starting
with the form of business with the highest number of

responses.

A total of 26 out of 30 respondents (86,67%) ranked private
companies at 5 out of 30 (high). The second highest form of
business was close corporations with a total of 22 out of 30
(73,33%) respondents and the third highest was partnerships
with a total of 20 (66,67%) respondents. Sole ownerships were
the fourth ranked form of business with a total of 18 out of 30
(60,00%) respondents.
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Figure 5.9: Form of business likely to receive funding
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The results in figure 5.9 illustrate that all forms of business
stand a chance of being granted a loan. However, the
development stages of these businesses as seen from results
in question 1.4 will influence the decision whether to grant a

loan or not.

In question 1.4, the respondents were asked to determine
whether the development stage of the business had an
influence on the decision to grant a loan or approve funding. A
total of 20 (66,67%) respondents answered yes, while 10
(33,33%) answered no.

The results illustrate that the development stage of a business
influences the decision to grant a loan or fund a business. This
supports the statement that was made in a DTI report (2005)
that first-stage SMEs are unlikely to obtain loans as compared

to other stages.
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In question 1.5 the respondents were asked to rank the
development stages of businesses that they would invest in.
The rating was based on the most likely to least likely
development stage to be funded.

According to the results, the most likely development stages
that would be funded are the mature and growth stages. Both
stages were ranked highly by 26 of 30 (86,67%) and 25 of 30
(83,33%) respondents, respectively. A total of 13 of 30
(43,33%) respondents neither agreed nor disagreed that they
would fund start-up businesses. The least likely development
stage that they would fund is the planning stage with 25 of 30
(83,33%) respondents ranking the planning stage at 1. The
results of the above discussion are presented in appendix 2b,
guestions 1.51 to 1.54.

5.3.3 Awareness of the applicants about sources of funds

available

In question 1.6 the respondents were asked to mention
whether the finance applicants were aware of the types of
funds they could apply for. A total of 19 out of 30 (63.33%)
respondents answered that they are of the opinion that
applicants were aware of the types of funds, while 11 of 30

(36,67%) respondents answered no.

The results illustrate that most applicants are aware of the
different sources of finance. This is indicated by the high
number of venture capitalists who confirmed that applicants are

aware of the sources of funds.
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In question 1.7 the respondents had to mention the number of
applications they received per month per source of finance. A
list of the sources of funds was presented to the respondents.
The most applications were received for start-up funds and
expansion at 50 applications per month, followed by
replacements and buy-outs both at 40 applications per month.
Seed capital was applied for the least, at 10 applications per
month. The results for the above paragraph are presented in

appendix 2b.

5.3.4 Reasons for and against granting loans to

applicants

In questions 1.8 and 2.21 the respondents were asked to
mention some of the reasons for granting and refusing a loan.
During the collection of data from SMEs, some respondents
indicated reasons that work for and against being granted a
loan. This therefore led to the inclusion of a question in the
venture capital providers’ questionnaire on reasons for granting

and refusing a loan.

Two open-ended questions specifically requested the
respondents to provide some of the main reasons why funding
was granted to applicants and why funding was denied. Table
5.3 states reasons mentioned by more than one respondent for

and against granting loans to applicants.

123



Table 5.3: Reasons for and against granting loan

applications

Reasons for granting a loan
(q1.8)

Reasons against granting a loan (q 2.21)

The market is new

Management team inexperienced

An outstanding management team

No community involvement

A well-defined industry focus

Owners between the ages of 18 and 35

Feasibility studies conducted

Gender representation

Affordability of the loan amount

Business idea not viable

Commercial viability of the project

Financial projections not prepared by an

expert

Black-economic-empowerment

compliant

Business not registered

Business plan looks

good/promising

Affordability of loan amount

The barriers to entry into the
market are built on intellectual

capital or brands

Growth prospects not clear

Can provide 6 months’ financial

records

Consumer/applicant is a minor

Table 5.3 also indicates the reasons why funding is granted or

denied to loan applicants. These reasons could be used by loan

applicants for self-checking before lodging an application for

funding with fund providers. They give an applicant a chance to

determine the likelihood of success of the application for funds.

It was also deduced that location and settlement strategies of

the business do not influence the likelihood of success when

applying for a loan (Question 1.9 to 1.11)
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5.3.5 Sectors of the industry most preferred

In question 1.14 the respondents were asked to mention
whether the sector of the industry influenced the decision to
grant a loan and a total of 20 (66,67%) respondents answered

yes while 10 (33,33%) answered no.

In question 1.15 of the questionnaire the respondents were
asked to rank the industry sector that was most likely to
receive a loan. The aim of this question was to determine the
most preferred industry sector by venture capital providers.
The results for this question are presented according to their
ranking, starting with the most likely and finishing with the
least likely sector to receive funding (see figure 5.10).

Respondents could rank more than one industry sector.

The sectors were ranked in the following order: information and
technology was ranked highly by 27 (90,00%) respondents as
the sector most likely to receive funding, followed by the retail
sector with 19 (63.33%) respondents, third is the transport
sector with 18 (60.00%) respondents, the fourth-ranked sector
is the communication industry with 16 (53.33%) respondents,
followed by both agriculture and construction with 14 (46.67%)
respondents. The least likely sector is the craft sector with
33.33% of respondents ranking it at 5. The results for the

above paragraph are presented in figure 5.10 below.
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Figure 5.10: Sectors of economy
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As illustrated in figure 5.10, the preferred sector of the
economy is information and technology. This indicates that if
the applicant is in information and technology, they are most
likely to receive funding. However, this will only depend on
whether the applicant wunderstands the criteria used in
assessing the loan applications (question 1.12). A total of 18
(60,00%) of the respondents agreed that understanding the
criteria used by venture capitalists increased the chances of

obtaining a loan, while 12 (40,00%) did not agree.

5.3.6 Major aspects that financial institutions consider

before allocating funds

In question 2.1 the respondents were asked to rank aspects of
management they considered before granting a loan to
applicants. The respondents indicated that most, if not all, of

the aspects listed were important because most of them were
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ranked 5. None of the 30 respondents rated these aspects less
than 3.

A total of 29 out of 30 (96,67%), 27 (90,00%) and 25 (83,33%)
respondents respectively ranked good track record in managing
a similar type of business, knowledge or experience in a similar
market or product and experience in drafting projected sales
and financial statements at 5 (high), respectively. On the other
hand, participation of the applicant in developing a business
plan, participation of the applicant in developing a prototype
product and technical experience in the same product
manufactured were ranked at 4. These results are presented in
figure 5.11 below.

The results in figure 5.11 indicate that the participation and
experience of the applicant in running a similar type of
business are highly recommended. These results are in line
with what was reported by Buttner and Rosen (1989:250) that
the chances of the applicant obtaining a loan depend on full
involvement in the business. Knowledge of a prototype product

and market is also highly recommended.
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Figure 5.11: Aspects considered before granting a loan
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5.3.7 Analysis of independent questions

Apart from the aspects listed for the respondents, there were
general questions related to the management or successful
operation of the business that were included in the
guestionnaire. In question 2.2, respondents were asked
whether the revenue generated in the past had an influence on
the decision to finance a business. A total of 26 (86,67%) of
the respondents answered yes, while four (13,33%) answered

no.

In question 2.3 respondents were asked to mention whether
the projected revenue influenced the decision to grant a loan.
A total of 28 (93,33%) agreed that the projected revenue had

an influence, while only two (6,67%) disagreed.
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Question 2.4 was important question as it was related to
guestion 2.5. Respondents were asked whether the guaranteed
return on investments directly influenced the decision to
finance a business. A total of 10 (33,33%) respondents agreed
that the return on investment had a direct influence on the
decision to grant a loan, while 20 (66,67%) disagreed. In
Question 2.5 respondents who answered yes to question 2.4
were asked to mention the expected return on investment that
would convince the respondents to grant a loan. The results
indicate that 42,86% of those who answered this question
stated 15,00% as the expected return on investment, 28,57%
stated 10,00% and another 28,57% stated 25,00%. The results
from the above indicate that return on investment does not in

fact have a direct influence on the decision to grant a loan.

In question 2.6 respondents were asked to indicate whether
the product characteristics influenced the decision to finance a
business. A total of 13 (43,33%) respondents agreed that the
product characteristics had an influence, while 17 (56,67%)

disagreed.

In question 2.7 a range of options were available for selection.
In question 2.7a the respondents were asked to indicate
whether projected market share had an influence on the
decision to grant a loan. Of the respondents 24 (80,00%)
agreed that projected market share had a direct influence,
while six (20,00%) disagreed.

In question 2.7b the respondents were asked whether growth

prospects influenced the decision to grant a loan. Most of the
respondent 25 (83,33%) agreed, while five (16,67%) disagreed.
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Question 2.7c asked respondents whether competitiveness of
the business had a direct influence on the decision to grant a

loan. Twenty-four (80,00%) agreed and six (20,00%) disagreed.

Question 2.7d asked respondents to specify other factors that
they considered important. The following factors were
mentioned:

e Type of customers,

e Type of product,

e Diversification of investment portfolio,

e Strategy and direction of the business,

e High barriers to entry, and

e High margin products.

In question 2.8 the respondents were required to indicate the
venture capitalist’s expected growth rate in the business before
making a financial commitment. Only 14 respondents answered
this question. The lowest and maximum expected growth rates
were 10,00% (indicated by 14,29% of respondents) to 25,00%
(indicated by 14,29% of respondents).

In question 2.9 the respondents were asked whether the
intellectual property (registered brand) had a direct influence
on the decision to grant a loan. A total of 23 (76,67%)
respondents agreed that it did, while only seven (23,33%)

disagreed.

In question 2.10 the respondents were asked whether the
previous record of management had a direct influence on the
decision to grant a loan. A total of 19 (63,33%) agreed, while
11 (36,67%) disagreed. Question 2.10 was linked to question
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2.11. In question 2.11 the respondents had to mention some of
the factors or previous achievements that would be considered
before making a financial commitment. The following factors
were mentioned:

e A successful contractor,

e Integrity,

e Successful operation of a business,

e Having previously been involved in the production of

the main product, and

e Being able to repay the loan without any problems.

Question 2.12 asked the respondents to indicate whether the
role of the founder as a manager or owner had an influence on
the decision to grant a loan. A total of 27 (90,00%) agreed and
three (10,00%) disagreed.

In question 2.13 respondents were asked to indicate whether
the composition of the management team in terms of gender
had an influence on the decision to grant a loan. A total of only
six (20,00%) of the respondents agreed, while 24 (80,00%)

disagreed.

Question 2.14 was linked to question 2.15 and the
respondents had to indicate whether financial contribution by
the founder or management team influenced the decision to
grant a loan. A total of 20 (66,67%) agreed, while 10 (33,33%)
disagreed. In guestion 2.15, respondents were asked to state
the preferred percentage, if the answer to 2.14 was yes. The
minimum and maximum contributions required were 10,00% and

50,00% of the required capital, respectively.
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5.3.8 Management accounting skills likely to influence the

decision

In question 2.16 venture capitalists respondents were asked to
rank various management accounting skills likely to influence a
decision to grant a loan. Various options were provided for

selection. The results are provided in table 5.4 below.

Table 5.4: Management accounting skills - highly

recommended

Frequency Percentage
Management of cash flow 25 83,33%
Product costing 24 80,00%
Ability to calculate profit 23 76,67%
Inventory management 23 76,67%
Budgeting 21 70,00%
Bookkeeping 20 66,67%
Calculation of financial and sales projections 14 46,67%
Calculation of break-even point 11 36,67%
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Table 5.5: Management accounting skills - less highly recommended

Frequency Percentage
Knowledge of analysing price trends 15 50%
Analysis, identification or awareness of 12 40%
overheads
Identification and separation of fixed and 11 36,67%
variable overheads
Calculation of expected rate of return 11 36,67%

The figures above indicate the skills which venture capital
providers recommended as being necessary and those which
were less highly recommended. The results indicate that
without basic management accounting or financial accounting
skills, such as cash flow management, product costing and
budgeting, it might be very difficult to convince venture capital
providers that the SME is worthy of being granted a loan. This
simply means that it is quite important for the applicants to
make sure that they possess these minimum skills before

approaching most, if not all, financial providers.

This supports the statement that was made by Hansohm
(1992:141) that a lack of management accounting skills and
limited small business management skills in carrying out
organisational functions is one of the reasons why SMEs are

not granted loans by venture capitalists.

5.3.9 Other aspects that influence a decision

In question 2.17 the respondents were asked whether non-

management accounting aspects had an influence on
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applications for funding. They were asked to rank the potential
of sales growth on the success of the application for funding. A
total of 26 (86,67%) respondents ranked potential of sales
growth at 5 (high).

Respondents felt that management composition had no direct
influence on their decision to grant a loan to applicants and 17
(56,67%) ranked it at 1 (very low).

With regard to exit time and route (the way the business owner
would settle the loan), 13 (43,33%) respondents indicated that
these factors had no direct influence on granting a loan.

In question 2.18 the researcher wanted to establish the
importance of the business plan, a feasibility study, projected
financial statements, standard application forms and details of
business strategy to the venture capital providers. A total of 30
(100%) ranked a business plan at 5 (high), and 27 (90,00%)
ranked a feasibility study at 5 (high).

Other responses were that projected financial statements were
very important, with 24 (80,00%) of the respondents ranking it
at 5 (high). With regard to standard application forms, 12
(40,00%) neither agreed nor disagreed, while 26 (86,67%) of
the respondents indicated that details of business strategy

were very important.

The responses indicate that the business plan is very important
because all the respondents ranked it high. The same can be
said about a feasibility study, projected financial statements

and the details of business strategy. They were all ranked at 5
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by 27, 24 and 26 respondents, respectively. However, the
completion of standard application forms was not considered
that important, as 12 of the 30 respondents, representing
40,00%, ranked it at 3, which is an average response rate.

The penultimate question of this section was based on
problems experienced by applicants on presenting their
business plans or completing application forms. The responses
(80,00%) indicate that venture capitalists do not perceive
applicants to have a problem in presenting their business plans

or completing application forms.

The last question was based on the number of applications that
are successful. The respondents had to base their rate of
success out of 10 applications. The Ilowest and highest
numbers were two and seven, respectively. A success rate of
four out of 10 was the most frequent answer given. This
confirms that there is a low success rate in SMEs being

granted loans by venture capital providers.

5.3.10 Forms of security

The last section of the questionnaire requested respondents to
rank their most preferred forms of security or collateral. The
results indicate that the most preferred forms of security are:

e Owner’s house, and

e Surety.

The least preferred are:
e Ordinary shares,

e Preference shares, and
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e Debt.

Forms of security that received an average ranking were car,

equipment and insurance policies (see Question 2.22).

5.4 COMPARISON OF MANAGEMENT ACCOUNTING SKILLS

Table 5.5 below compares the responses of SMEs and venture

capitalists with regard to management accounting skills.

Table 5.6: Comparison of management accounting skills

SMEs % Venture capital %
providers
Bookkeeping 62.00 | Bookkeeping 66.67
Product costing 45.33 | Product costing 80.00
Budgeting 48.66 | Budgeting 70.00
Preparing sales and financial 8.67 Preparing sales and 46.67
projections financial projections
Inventory management 28.67 | Inventory management | 76.67
Break-even analysis 9.33 Calculation of break- 36.67
even point
Cash flow management 41.33 | Management of cash 83.33
flow
Identification, classification and 5.33 Analysis, identification | 23.33
measurement of overheads or awareness of
overheads

The percentages for management accounting skills possessed
by SMEs are based on the responses of 150 respondents.
Those for venture capital providers are based on factors given

the highest rank of 5, which the total of 30 (venture capital
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providers) respondents confirmed were very important or most

likely to influence the decision to grant a loan to applicants.

5.5 ANALYSIS OF THE GAPS IN MANAGEMENT
ACCOUNTING SKILLS

The main purpose of this study was to determine the gap in
management accounting skills required by venture capital
providers and those possessed by SME operators in the craft
industry. Only skills that are applicable to each group of
respondents have been used to compare the percentages
based on the total number of respondents.

5.5.1 Bookkeeping

A total of 62,00% of the SME respondents indicated that they
had acquired bookkeeping skills before they decided to start an
SME in the craft industry. Venture capitalist respondents
(66,67%) felt that bookkeeping was most likely to influence a
decision to grant an applicant a loan. The gap with regard to
bookkeeping is low. However, based on the fact that most of
the SME operators said that this was a skill they had at a
personal level and that they had never received any formal
training, this will affect their success rate in getting loans from

venture capital providers.

5.5.2 Product costing

Product costing incorporates all three elements of costs (direct

materials, direct labour and overheads). People without the

ability to calculate product cost means that their businesses
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may either under- or over-estimate costs, leading to over- or
under-pricing of products. Of the 150 SME respondents,
45,33% reported that they were able to cost their products
without any problems, while 80,00% of the venture capital
providers ranked product costing at 5, meaning that it was very
likely to influence their decision to grant a loan. The big gap is
an indication that there is a shortage of skills in terms of

product costing.

5.5.3 Budgeting

Of the 150 SME respondents, 48,67% stated that they were
able to prepare budgets, while 70,00% of the venture capital
providers said that budgeting was most likely to influence their
decision to grant loans to applicants. There is thus a wide gap
which might mean that without budgeting skills applicants might
not succeed in securing loans or operating a business

successfully.

5.5.4 Preparing sales and financial projections

Emerging and existing companies alike must provide sales and
financial projections when first lodging an application for funds
with financial providers. Only 8,67% of the SME respondents
indicated that they had this skill before deciding to start a
business. Of the capital providers, 46,67% confirmed that this
was one of the most likely skills that applicants had to possess
before an application for funds with various financial providers
would be successful. A wide gap could mean that that people
may not succeed in getting funds without being able to do sales

and financial projections.
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5.5.5 Inventory management

Of the total of 150 SME respondents, 28,67% asserted that
they had acquired this skill before deciding to start a business.
Of the venture capital providers, 76,67% indicated that
inventory management was most likely to influence the decision
to grant a loan to the applicant. The gap with regard to
inventory management is quite wide. This confirms that there is
a shortage of skills in inventory management. Inventory is a
revenue-generating asset of the company. Proper management
of this asset is very important. Keeping inventory that is not
moving means keeping an asset that is accumulating costs and
not revenue. Therefore it is vital that the skill of the

entrepreneur be up to scratch in terms of controlling inventory.

5.5.6 Break-even analysis

Only 9,33% of the SME respondents confirmed that they had
knowledge of break-even analysis, while 36,67% of the venture
capital providers confirmed that the ability to calculate and
apply break-even analysis was most likely to influence a
decision to grant the applicant a loan. The gap between the two
groups of respondents is quite high, which means that only a
few of the SMEs know how to calculate or analyse the break-

even point.

5.5.7 Cash flow management

Cash flow management monitors the cash flow of the business,

but only 41,33% of the SMEs indicated that they had acquired
this skill before deciding to start a business. Some of these
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SMEs confirmed that they did not have any formal training in
cash flow management. On the other hand, 83,33% of the
venture capital respondents said that cash flow management
was most likely to influence the decision to grant a loan. The
gap in terms of the ability to perform cash flow management is

guite high. This is a significant gap.

5.5.8 ldentification, classification and measurement of

overheads

Overheads are the third element of costing. A person who
operates a business without proper training fails to recognise
this important element in the process of costing products. Only
5.33% of the SME respondents claimed that they were aware of
overheads and could measure them without any problem. Of the
venture capital providers, 23,33% stated that overheads were
most likely to influence a decision to grant an applicant a loan.
The gap between the two groups of respondents is wide. This
gap is wide considering the fact that only 5.33% of the SMEs
reported having this skill.

The management accounting skills discussed above were not
the only skills assessed. The other skills that were not ranked
above 3 are discussed below.

5.6 OTHER MANAGEMENT ACCOUNTING SKILLS ASSESSED
Cost control, ability to raise capital and other management
accounting skills were included in the questionnaire. Most of

the following skills were ranked less than 3 as compared to the

management accounting skills included in table 5.4 above.
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5.6.1 Cost control

A total of 45.33% of the SME respondents indicated that they
could control their production costs. This percentage is very
good considering the fact that 45.33% of venture capital
providers indicated that this skill was important. This
knowledge is very important because it will increase the
chances of SMEs getting funds from capital providers.

5.6.2 Raising capital

The ability to raise capital was included under management
accounting skills because any person applying for capital who
knows the types of sources of capital must know the
advantages and disadvantages of those sources of capital.
Knowledge of the sources of finance can be enhanced by taking
some commercial subjects or attending some workshops. Some
37.33% SME respondents indicated that they knew how to raise
capital. This percentage is good considering the fact that most
respondents in the craft industry had not studied financial
related subjects. Raising capital will therefore increase the

applicants’ chances to obtain funding.

5.6.3 Standard costing

Only five of the total number of SME respondents knew what
standard costing entailed. This number is very low. However,
considering that most respondents had no financial education,
the number is not that disturbing because in most cases only

big companies make use of standard costing.
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5.6.4 Activity-based costing

Just like standard costing, any person without financial
education will not know what activity-based costing entails.

Only five of the SME respondents knew what it entailed.

5.6.5Life cycle costing

Only three of the total sample of SME respondents knew what
life cycle costing entailed. Life cycle costing is one of the most
important management accounting concepts. It enables the
owner of the business to know what and when consumers need
a product. The owner will be able to determine whether the
product is reaching the market or not. Without this knowledge,
the entrepreneur may keep a product in the business for a long
time when this should not in fact be done. Therefore it is
advisable for business owners to have at least an idea of what

it entails.

5.6.6 Variance analysis

Variance analysis is considered one of the most important
management accounting skills. Only six of the total SME
population were aware of what variance analysis was and could
perform such an analysis. These low rate of SME respondents
indicates that there is a shortage of skills in this area and
therefore more training in it should be encouraged. Without
proper training, most SMEs will reduce their scorecard if

variance analysis is one of the requirements for funding.
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5.6.7Ability to calculate profits

Any business person who cannot calculate their business’s
profit is destined for failure. Of the total population of venture
capital providers, 23 providers recommended that all business
owners should be able to calculate profits. Of all the SMEs
surveyed 93 could do bookkeeping. That is an indication that
some SME operators are able to calculate profits. Ability to
calculate profits on its own will at least increase the chances of

SMEs getting finance.

5.7 SUMMARY

This chapter presented the results of the research instrument.
A total of 150 questionnaires were received back from SMEs,
and a total of 30 questionnaires were used to collect data from
venture capital providers. The collection of data took about six

to seven months.

The results from the survey amongst SMEs in the craft industry
were presented first. The respondents indicate that the majority
of the SMEs surveyed operated as sole ownerships, i.e. 107
respondents out of a total of 150. The results also indicated
that there is a gap in management accounting skills. Most of
the respondents confirmed that they had never attended any
formal training in the majority of accounting skills needed for

the successful operation of a business.

The second phase of the survey was conducted to collect data

from venture capital providers. These respondents confirmed
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that the possession of management accounting skills do have

an influence on the decision to grant an applicant a loan.
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CHAPTER 6
CONCLUSION AND RECOMMENDATIONS

6.1 INTRODUCTION

In this chapter a summary of the study findings, the
conclusions, implications and recommendations are presented.
Chapter 1 identified the main purpose of this study as
determining the gap in management accounting skills required
by venture capitalists and those possessed by SME operators
in the craft industry. The study further identified the following
objectives:

e To identify management accounting skills venture
capitalists expect from small business owners before
investments are made.

e To ascertain the availability of sufficient management
accounting skills which entrepreneurs must have before
they approach venture capitalists for capital funding.

e To compare the requirements of venture capitalists and

the knowledge of SMEs in management accounting.

A summary of the literature review will be presented first,
followed by a summary of the findings, and then the overall
conclusion, suggestions and the recommendations for further

research will conclude the chapter.
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6.2 SUMMARY OF LITERATURE REVIEW AND EMPIRICAL
STUDY

The study made use of two approaches, that is a literature
review and an empirical study. A summary of both approaches

is presented below.

6.2.1 Literature review

In the literature review the theoretical background of the study
was provided. Chapter 2 and chapter 3 were used for this
purpose. The main sources of information used for the
literature review were books, articles, journals, periodical

reports, theses and dissertations.

In chapter 2 the study focused on the current situation with
regard to the venture capital market and SMEs. The study also
made reference to sources of venture capital available,
different venture capital providers and critical success factors
for SMEs. In addition, the difficulties experienced by loan
applicants, approaches preferred by capital providers when
loan applicants apply for loans and minimum requirements that
need to be met by applicants before loans are granted were
also highlighted.

In chapter 3 the study focused more on management
accounting skills required by venture capital providers. Apart
from the management accounting skills required by venture
capitalists, reference was made to management shortcomings
and various management accounting skills necessary to secure

a loan.
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In both chapter 2 and 3 the researcher also found it fitting to
mention the type of financial information most wanted by
venture capitalists, the procedure and process of acquiring
venture capital and the success rate of applicants in the past.

6.2.2 Empirical study

Empirical research was conducted to determine the gap
between management accounting skills required by venture
capitalists and those possessed by SME operators in the craft
industry. The research methodology used was described in
chapter 4. Questionnaires were used to collect the data for
both types of respondents. The results from the survey were

interpreted and analysed in chapter 5.

A number of the management accounting skills were presented
to respondents on the questionnaire. SMEs were requested to
choose the skills they possessed before they started their
businesses and venture capitalists were requested to indicate
those they considered important.

A number of management accounting skills that were presented
to the respondents are discussed below, together with their
implications. Most of the skills discussed below are presented
in table 5.4 of chapter 5. The reason for choosing these skills
is that they are similar to those presented to venture capital
providers. These skills were compared in chapter 5 and the
gaps for each were identified and measured.
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6.2.2.1 Bookkeeping

Bookkeeping is included in the questionnaire and was
presented to both the SMEs and venture capital providers as an
option for selection. A total of 62.00% of the SME respondents
who answered this question indicated that they knew what
bookkeeping was all about even though they have never
attended any formal training or a workshop. The reason for no
formal training was that their educational background was not
business-related. On the other hand, 66.67% of the venture
capital providers who answered a similar question indicated
that bookkeeping was most likely to influence a decision to
grant SMEs a loan. By comparing the two answers, the answers

illustrate a small gap.

The implication of these findings for SMEs is that their chances
of getting loans or any form of funding from venture capitalists

are very slim without knowledge of bookkeeping.

Most of the SMEs in the craft industry operate sole ownerships
and do not make use of professional accountants or even
bookkeepers. Therefore it is advisable for them to have
knowledge of bookkeeping before applying for funding.
However, the gap between the two groups of respondents in
this area is small, so it can therefore be deduced that SMEs

have this skill to operate their businesses.
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6.2.2.2 Cash flow management

Cash flow management is one of the management accounting
skills presented to both SMEs and venture capital providers. A
total of 83.33% of venture capitalists confirmed that
management of cash was most likely to influence their decision
to grant a loan. Of the SME respondents only 41.33% stated
that they possessed this skill, although at a personal and not
business (expert) level. This is because their educational
background was not business-related and they had not received

any form of training in it.

This means that the chances of SMEs obtaining any form of
loan from venture capitalists are very low. The gap in this skill
is quite high, and almost 50% of the venture capital providers
required SME operators to have this skill. Therefore, more
formal training in cash flow management is needed for
operators to acquire funds and to increase the government’s

creation rate of SMEs.

6.2.2.3 Product costing

Product costing is one of the functions SME operators perform
daily in the craft industry. Almost 45.33% of the SME operators
who answered this question indicated that they knew how to
cost their products. Some who had no commercial education
reported that they had attended some workshops to enhance
their knowledge and skill with regard to product costing.
However, in Ilooking at the number of respondents who
answered this question, it is quite clear that more training is

needed in product costing. A total of 80% of the venture capital
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providers confirmed that knowledge of product costing is very
important. This implies that without this skill, SMEs will most
likely not be granted loans, unless they use a qualified

management accountant.

6.2.2.4 Budgeting

Budgeting is an important element of any business and of any
business plan that is to be presented to the venture capital
provider (Farrow 1994:287-288). This management accounting
technique is highly recommended by venture capital providers,
with almost 70% of the respondents indicating that it will most
likely influence their decision to grant loans to SME operators.
Only 48.66% of the SME operators stated that they knew how
to prepare a budget. Considering the number of respondents
with business-related education, it is evident that there is a
need for further training to close the gap. The implication of
the gap in this skill means that SME operators without budget
preparation skills are not likely to receive funding from
providers.

6.2.2.5 Preparation of sales and financial projections

A statement of sales and financial projections, in other words
budgeting, forms an important part of the business plan
(Farrow 1994:290-291). Therefore inaccurate figures mean that
an application for funds cannot be successful. Only 8.67% of
the SME operators asserted that they knew how to prepare
sales and financial projections. Of the venture capital providers
46.47% stated that this skill was very important and was most

likely to influence their decision to grant a loan.
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The gap between the two groups of respondents is quite large.
This gap implies that the SMEs’ chances of getting finance are
very slim. This also means that further training has to be done
to increase the SMEs’ chances, unless they decide to use
gualified accountants to prepare the projections on their
behalf.

6.2.2.6 Inventory management

Inventory is an income-generating asset for any form of
business in any sector of the economy. Any business owner
who can perform inventory management duties on his/her own
can be sure that most venture capital providers will be willing
to do business with that owner. Almost 76.67% of the venture
capital providers reported that inventory management was
highly recommended and most likely to influence their decision
to grant a loan. Only 28.67% of the SME operators confirmed
that they knew what inventory management entailed. The gap
between the respondent groups is very large and it implies that
the chances of obtaining funds without this skill are very low.

6.2.2.7 Break-even analysis

Almost 90.67% of the SME operators indicated that they had
never heard of break-even analysis. Only 9.33% of the
respondents knew a little about it. This percentage is very
small compared to the 36.67% of venture capital providers who
recommended the use of break-even analysis very highly.

The gap implies that there is a shortage of training in this

management accounting skill and also that the chances of
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obtaining finance are very low if SME operators do not know
how to do break-even analysis. Training is needed for
operators to enhance their skills and to increase their chances
of getting funding from financial providers.

6.2.2.8 Identification, classification and measurement of

overheads

Overheads are the third element of costing after material and
labour cost and form part of a product’s cost even though it is
regarded as a secondary cost (supplementary cost). But for
people without a management accounting background, it is
guite difficult to identify and recognise non-production
overheads when costing their products. Only 5.33% of the SME
operators confirmed that they knew what an overhead was,
while 23.33% of the venture capital providers confirmed that
the allocation, identification and measurement of overheads

was very important.

The gap between the two groups of respondents is large,
considering the low percentage of SME respondents who knew
what an overhead was. The implication of this low percentage
is that the number of SMEs that can be considered for funding
will be low if overheads are included in the assessment

criteria.
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6.3 CONCLUSIONS

The major conclusions drawn from this study are summarised

as follows:

The analysis of the types of skills that SME operators
possess and those that venture capital providers requires
indicates that there are both big and small gaps in the
knowledge and skills levels compared. The results show
that there is a need for training of SME operators in
management accounting skills.

The lack of some of the management accounting skills
was highlighted by most of the micro-lenders who
participated in this survey as one of the reasons why
funding in most cases was not granted. Most financial
providers use a scorecard to assess loan applications.
The use of a scorecard means that all the management
accounting skills included on the scorecard are allocated
a weight. If most of the skills are ranked low because the
applicant does not have them, then on average the
applicants will have a low score. If an applicant has a low
score, the application will be unsuccessful. Therefore it
would be advisable for venture capitalists to include the
minimum or basic skills on the face of their application
form used in the assessment of loan applications. Loan
applicants will then be able to measure their success rate
even before final outcome of the application is released.
In addition to the scorecard, business type or economic
sector forms a major part of the selection criteria.
Therefore it would be advisable for any applicant to know
which selection criteria the venture capital providers use

in assessing their loan applications. By doing so the
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6.4

applicants can assess themselves beforehand and
determine their chances of success or failure. It will also
help them in selecting the relevant funder.

Since most SME operators have some of the skills
required, venture capital providers should determine the
minimum skills that they consider important. Therefore if
an applicant can prove that they have an idea of what that
management accounting skill entails in practice, then the
capital provider should at least give the applicant a
chance. They could also reduce the amount of the loan
rather than rejecting the application outright.

There are applicants who have a good track record in
operating their businesses. Some venture capital
providers surveyed indicated that based on these track
records and the minimum skills that the SME owners
possess, they would be willing to help such applicants.
This technically means that applicants should set up their
business before they apply for a loan. Some of the
venture capital providers indicated that they were willing
to do business with any registered business. Some of the
applicants also mentioned that the reason why they were
not given funds was that they were operating unregistered

businesses.

RECOMMENDATIONS

Most of the venture capital providers highly recommended
most, if not all, of the management accounting skills
mentioned in the questionnaire. In order to give the loan

applicants a chance of succeeding in business, it is
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6.5

The
gap
and

has

advisable for venture capital providers to publish the most
and less important skills required.

Since a scorecard is used to assess applicants, venture
capital providers should advise applicants on the types of
skills they value before applications can be made for
funding.

The application forms for funding should list the types of
the businesses that venture capitalists are most likely to
fund. This will save applicants having to go through the
whole application process only to be rejected because of
the form of business they have.

The success rate of applicants in the past should be
considered rather than only the skills. There are people
who have other forms of business in operation. These
people have proven that they can operate a business
irrespective of the skills they have.

Mentors: Previous successful applicants can Dbe
introduced as mentors on how to prepare an application.

SUGGESTIONS FOR FURTHER RESEARCH

initial main objective of this study was to determine the
in management accounting skills between SME operators
venture capital providers in the craft industry. The study

identified specific gaps in management accounting skills. A

future need is to determine, among other things, standardised

criteria which venture capital providers can use specifically to

assess other SMEs and not only those involved in the craft

industry. The same research of the similar type can be carried

out in other industries, with the aim of developing a model that

could cover all sectors of the economy.

155



An implementation policy of these recommendations is an issue
that will also need to be addressed in the future. Some
research has been done on the same sector in the past but
some of the recommendations were not implemented. The
reason appears to be that the private and public sectors seem

to have different objectives when lending capital.

Educational institutions can wuse the capital providers’
scorecard as guideline to develop informal short learning
management accounting programmes for SME owners or

managers.
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APPENDIX-1A
Consent for participation in an academic research study

The gap in management accounting skills required by venture capitalists and those
possessed by small and medium enterprises (SMESs) in the craft industry

Questionnaire to SMEs owners in the craft industry
Dear respondent

You are invited to participate in an academic research study conducted by David Shaku, a master’s
student under the supervision of Professor PC du Plessis of the Department of Management Accounting
at the University of South Africa.

Lack of awareness by SMEs of the type of management accounting skills required by providers of
capital is among major reasons why SMEs in South Africa fail to raise sufficient capital to start their
business on time. There is minimum management accounting skills providers of capital need to identify
in a business before they can grant a loan to a business owner.

The purpose of this study is to investigate the gap in management accounting skills required by venture
capitalists and those possessed by SMEs in the craft industry.

The questionnaire comprises mostly of questions where the respondent can mark with an X to an
alternative and some yes/no questions.

The responses obtained from the individual questionnaires will be analysed and statistically processed
into final results. The information from individual respondents will at all times be treated as confidential
and will not be made available to any entity or third party. Neither your name nor your company will be
linked to your contributions to this study. The data obtained from the questionnaires will be used for
academic research purposes only.

Your participation in this study is very important and will be appreciated. You may, however, choose
not to participate and you may also stop participating at any time without any adverse consequences.

As soon as the research is completed, an electronic copy of the final research will be made available to
all participants requesting such information.

As soon as the research is completed, an electronic copy of the final research will be made available to
all participants requesting such information.

Should you require any further information, please do not hesitate to contact David Shaku at:

Telephone : 012 549 5030/ 012 382 0634

Fax : 012 382 0808

Email : shaku@accamail.com or shakumd@tut.ac.za
Postal address : P O BOX 42341

Boordfontein
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0201
Your response to the enclosed questionnaire would be greatly appreciated.

Thank you in anticipation for your kind cooperation and assistance with this research project.
Yours sincerely

Mr. M.D. Shaku
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OFFICIAL
Development stage of business USE

Less 4-6 More than

1.1. How long have you been operating the business — | than3 | years | 7 years 112 |3

1.2. Describe the development stage of your business: (Mark with X) 2

Planning phase (Still an idea; not yet started)

Start-up phase (Preliminary sales)

Growth phase (Relatively new business; limited markets)
Mature phase (well established)

AIWIN|F

Background of the entrepreneur/owner

2.1. Reason for starting the business: (Mark with X) N2

Unemployed and in need of earning an income
Business opportunity because of special skills and talent
Wants to be an entrepreneur and self-employed

Others (Please specify):

AIWN|F-

2.2. Business type: (Mark with X) 2

Sole owner
Partnership
Close corporation
Private company

AIWN|F-
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Purchases

Material handling (Store, etc)

Manufacturing

Quality control

Marketing and sales

Administrative tasks

Management

Others (Please specify):

No education at all (Never attended school)

OINOOTPB|WIN -

Limited schooling (No matric)

Matric

Certificate for skills development programme (Short course)

Certificate course (One year formal training)

Diploma or degree (Three years formal training)

Managing a business or a segment of a business

OB WN|F-

Bookkeeping

Administration

Stockholding

Others (Please specify):

QB WIN -
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2.8

Are you skilled in, or did you receive any training regarding the following aspects?

¢

Bookkeeping

Cash flow management

Identification, classification and measurement of overheads

Cost control

Product costing

Raising capital

Preparing financial and sales projections

Budgeting

O NOOTB|WIN -

Standard costing

Activity based costing

Life cycle costing

Variance analysis

Break-even analysis

EOQ & Stock management

Financial background of the business

How did you finance the business? (Mark with X)

Personal savings

Borrowing from a relative

Borrowing from a local bank

Funded by a venture capitalist

Others (Please specify):

OB WIN -

3.2.

Was the capital sufficient? —»

Yes

No

3.3.

How much capital did you have available to start the business?
Please mention the amount? —

3.4.

How long did it take you to raise the capital? —»

3.5

How long did the institution take to approve your loan? State
number of months. —»
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4.1

Relationship with financial institutions

Prior to starting this business, have you ever borrowed money from
a bank or venture capitalist for business or personal use? —

Yes

No

4.2.

If you have a business education, do you think your educational
background influenced the decision for a bank to approve you a
loan? —»

Yes

No

4.3

Do you think personal accomplishments, like having operated or
worked in the similar business, have influenced the decision to
approve your loan? —»

Yes

No

4.4

How long did it take the financial institution to approve your loan?
Please state the number of months. —»

4.5

Was any of your applications for a loan ever turned down? —

Yes

No

4.6

If yes, what was stated as the reason for turning down the
application? (Please mark with X)

Not enough security

Limited management experience

Others (Please specify):

What was the biggest problems you experienced in acquiring a loan?

Identifying possible financiers

Completing a complicated application form

Drawing up a feasibility study

Time lapse between application and approval of loan

Others (Please specify):

OB WIN -
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APPENDIX-B
Consent for participation in an academic research study

The gap in management accounting skills required by venture capitalists and those possessed by
small and medium enterprises (SMES) in the craft industry

Questionnaire to venture capital providers
Dear Respondent

You are invited to participate in an academic research study conducted by David Shaku, a
master’s student under the supervision of Professor PC du Plessis of the Department of
Management Accounting at the University of South Africa.

Lack of awareness by SMEs of the type of management accounting skills required by providers
of capital is among the major reasons why SMEs in South Africa fail to raise sufficient capital to
start their business on time. There is a minimum of management accounting skills that providers
of capital need to identify in a business before they can grant a loan to a business owner.

The purpose of this study is to investigate the gap in management accounting skills required by
venture capitalists and those possessed by SMEs in the craft industry.

The questionnaire comprises mostly questions where you can choose an alternative, there are
some yes/no questions and space is provided next to some questions for reasons, percentages
and/or figures.

The responses obtained from the individual questionnaires will be analysed and statistically
processed into final results. The information from individual respondents will be treated as
confidential at all times and will not be made available to any entity or third party. Neither your
name nor your company will be linked to your contributions to this study. The data obtained
from the questionnaires will be used for academic research purposes only.

Your participation in this study is very important and would be appreciated. You may, however,
choose not to participate and you may also stop participating at any time without any adverse
consequences.

As soon as the research is completed, an electronic copy of the final research will be made
available to all participants requesting such information.

Should you require any further information, please do not hesitate to contact David Shaku at:

Telephone : 012 549 5030/ 012 382 0634

Fax : 012 382 0808

Email : shaku@accamail.com or shakumd@tut.ac.za
Postal address : PO BOX 42341

Boordfontein
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Your response to the enclosed questionnaire would be greatly appreciated.
Thank you in anticipation for your kind cooperation and assistance with this research project.
Yours sincerely

M.D. Shaku
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Background on funding SMEs OFFICIAL
USE

1.1 | How long has your organisation been funding Less |6-10 |11-15 | More

SMES? than 5 | years | years | than
years 16 1 12 134

years

1.2 | Does the form of business have an influence on the decision to
fund an applicant? Yes No 0 |1

1.3 | Which forms of business are most likely to
get financial support? Please rate them Low  —— High

Sole ownership
Partnerships
Close corporations
Private companies
1.4 | Does the development stage of the business influence the decision | Yes | No 0|1
to finance the venture? >
1.5 | At which stage of development is a venture | Least
capitalist most likely to finance a venture? | likely
1

AWIN|F-
BAWIN|F-

Most
likely
5

v

1 | Planning phase (Still an idea; not yet
started) 1
2 | Start-up phase (Prototype; preliminary
sales) 2
3 | Growth phase (Relatively new business;
limited markets) 3
4 | Mature phase (established; operating at a
profit) 4
1.6 | Are applicants aware of the relevant sources of finance for which
they can apply for their businesses? > Yes No |0|1

»

1.7 | If the answer to 1.6 above is yes, please state the number of applications you
receive per month for each of the following sources of finance: !
Seed

Start-up

Expansion

Replacement capital

Buy-outs

1.8 | Why funding was granted to these
applicants? Can you give some of the
factors?

QB WINF
QB WINF
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1.9 | Does the location of the applicant’s business have any mfluence
on the decision to grant a loan? Yes No
1.10 | If the answer to 1.9 above is yes, which of the nine provmces is
the most preferred one?
1.11 | Does settlement strategy have an influence on the decision to
grant a loan? > Yes No
1.12 | Does understanding the criteria used by the company in
selecting a new venture increase the applicant's chances? — Yes No
1.13 | If the answer to 1.12 above is yes, please
mention some of the factors working against
the applicant. >
1.14 | Does the applicant's industry sector have an influence on the Yes No
decision to grant a loan?
1.15 | On a scale of 1 to 5, which of the following | Least Most
sectors are likely to get funding? likely likely
1 2 3 4 5
1 | Craft 1
2 | Construction 2
3 | Communication 3
4 | Information and technology 4
5 | Agriculture 5
6 | Transportation 6
7 | Retail 7
Major aspects that financial institutions consider before allocating funds
On a scale of 1 to 5, when granting a
loan/capital, which of the following aspects | Low > High
of management have an influence on the
decision?
1 2 4 5
1 | Participation of applicant in developing a 1
business plan
2 | Participation of applicant in developing a 2
prototype product
3 | Technical experience in the same product 3
manufactured
4 | Good track record in managing a similar 4
type of business
5 | Experience in drafting projected sales and 5
financial statements
6 | Knowledge or experience in the similar 6
market or product
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Yes | No

Yes No

o

Yes | No

Yes No

Yes | No

Yes | No

Yes | No

Yes | No

Yes No

Yes | No

Yes No

Yes No
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2.16

How are the following management | Least

or financial accounting skills likely | likely
to influence the decision to grant a
loan?

Most
likely

Bookkeeping

Product costing

Budgeting

Management of cash flow

Ability to calculate profits

Knowledge of analysing price trends

~NOoOOHAIWIN|EF

Analysis, identification or awareness
of overheads

N[OOI~ IWIN|E-

(e}

Inventory management

(e}

Calculation of break-even point

(o]

Identification and separation of fixed
and variable overheads

11

Calculation of expected rate of
return

11

12

Calculation of financial and sales
projections

12

2.17

How likely are the following to Least

Most

influence a decision to grant a loan? | likely

v

likely

The potential of sales growth

The compatibility of management
assumptions with market
opportunity

The exit time scale, exit valuation
and exit route

2.18

On a scale of 1 to 5, how important | Not
are the following as requirements for | important
successful venture capital loans?

Very
important

1 2 3

4 5

Business plan

Feasibility study

Projected financial statements

Standard application forms

W -

Details of business strategy, covering
reasons why the company will succeed

QB WIN -

2.19

Do applicants have problems completing a form or

presenting their business plan?

v

Yes No

2.20

Out of a total of 10 applicants, how many applicants are
successful? State the number
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Least » Most
preferred preferred

Equity

» Ordinary shares

> Preference shares

Debt

Property

» Owner's house

» Business premises

> Car

O|NOOO1 B IW|IN|F-

» Equipment

©

Surety

=
o

Insurance policy

|
|

Investment in a bank

[N
N
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APPENDIX 2A

opened on:

use "C:\Documents and Settings\Kobuep\My Documents\david shaku 2.dta",

lab

lab

lab

var

var

var

12 Sep 2008, 07:43:14

vl 1" Duration of operating the business"

vl 2" Development stage of your business"

vl 11"

variable vl 11 not
r(lll);

lab

lab

lab

lab

lab

lab

lab

lab

lab

lab

lab

lab

lab

lab

lab

lab

lab

lab

lab

lab

lab

var

var

var

var

var

var

var

var

var

var

var

var

var

var

var

var

var

var

var

var

var

v2_ 11"
v2_ 12"
v2_13"

v2_ 14"

Unemployment and need of earning an income"

found

Unemployment and need of earning an income"

clear

Business opportunitity because of special skills and talent"

Wants to be an entrepreneur and self-employed"

Others"

v2_ 2" Business type"

v2 3" Involved in the same type of business before you started"

v2 31"
v2_ 32"
v2_ 33"
v2_ 34"
v2_ 35"
v2 36"
v2_ 37"
v2_ 38"
v2 37"
v2_ 36"
v2_ 35"
v2_ 34"

v2_ 33"

Purchases"

Material hanling"
Quality control"
Marketing and sales"
Administrative tasks"
Management"

Others"

Others"

Management"
Administrative tasks"
Marketing and sales"
Quality control"

Manufacturing"

vZ2 4" Educational background"

v2 5" Education business related"
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lab var v2 6" Attended workshop or short courses "
lab var v2 71" Managing a business or a segment of a business "
lab var v2_ 72" Bookkeeping "
lab var v2 73" Administration "
lab var v2 74" Stockholding "
lab var v2_ 75" Other "
lab var v2 81" Bookkeeping "
lab var v2 82" Cash flow management "
lab var v2 83" Overheads "
lab var v2 84" Cost control "
lab var v2 85" Product costing "
lab var v2 86" Raising capital "
lab var v2 87" Finacial and sales projections "
lab var v2_ 88" Budgeting "
lab var v2 89" Standard costing "
lab var v2 810" Activity based costing "
lab var v2 811" Life cycle costing "
lab var v2 812" Variance analysis "
lab var v2 813" Break-even analysis "
lab var v2 814" EOQ & Stock management "
. lab var v3 1" How did you finance the business "
v3 1 ambiguous abbreviation
r(lll);
lab var v3 11" Personal savings "
lab var v3 12" Borrowing from a relative "
lab var v3 13" Borrowing from a local bank "
lab var v3 14" Funded by a venture capitalist "
lab var v3 15" Others "
lab var v3 2" Capital sufficient "

lab var v3 3" Capital available to start business "
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lab var v3 4" How long did it take to raise the Capital "

lab var v3 5" How long did it take to approve your loan "

lab var v4 1" Prior to stating this business, borrowed money from a bank or
> venture capitalist "
note: label truncated to 80 characters

lab var v4 2" If you have a business education, it influenced the decision
> to approve your loan? "
note: label truncated to 80 characters

lab var v4 3" Personal accomplishments influenced the decision to approve y
> our loan? "

lab var v4 4" How long did the financial institution take to approve your 1
> ocan "

lab var v4 5" Was any of your applications for a loan ever turned down? "
. lab var v4 6" Reason for turning down the application? "
v4 6 ambiguous abbreviation
r(lll);

lab var v4 61" Not enough security "

lab var v4d 62" Limited management experience "

lab var v4 63" Others "

lab

lab

lab

lab

lab

var v5 1"
var v5 2"
var v5 3"
var v5 4"

var v5 4"

Identifying possible financiers "

Compliting a complicated application form "

Drawing up a feasible study"

Time lapse between application and approval of loan"

Others"

save "C:\Documents and Settings\Kobuep\My Documents\david shaku 2.dta", repla

> ce

file C:\Documents and Settings\Kobuep\My Documents\david shaku 2.dta saved

tab

Duration of
operating

business

vl 1

the

Freqg Percent Cum
28 18.67 18.67
41 27.33 46.00
81 54.00 100.00
150 100.00



tab

vl 1 -

v5 4

too many variables specified

r(103);

for all var X,

tab X

invalid syntax

r(198);

help tab

help frequency

4

Development stage of your business

Business type

in the same

type of business
before you started

tab vl 1 vl 2
Duration |
of |
operating |
the |
business | 1
——————————— +
1 1
2 0
3 | 0
——————————— +
Total | 1
tab vl 1 wv2 2
Duration |
of |
operating |
the |
business | 1
——————————— +
1 21
2 30
3 56
——————————— +
Total | 107
tab vl 1 v2 3
Duration |
of | Involved
operating |
the |
business | 0
___________ +__________
1 15
2 26
3 | 45
___________ +__________
Total | 86

197



tab vl _
Duration
of
operating
the
business

Duration
of
operating
the
business

Duration
of
operating
the
business

Duration
of
operating
the
business

1 v2 31

\
\
| Material
| hanling
\

v2 33

\

\

| Manufactur
\ ing
\

\
\
|  Quality
| control
\
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Duration
of
operating
the
business

Hh

o
operating
the
business

Duration
of
operating
the
business

Duration
of
operating
the
business

v2 35
Marketing
and sales

5
5
8
22
35

v2 36
Administra
tive tasks

6
2
3
4

v2_ 37

Management

v2 38
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Duration
of
operating
the
business

Duration
of
operating
the
business

Duration
of
operating

\
\
\
the |

v2 4

Education business
related

Educational background

Educational background
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business | 0 1 | Total
___________ +______________________+__________
1 ] 9 18 | 27
2 | 19 22 | 41
3 29 49 | 78
___________ +______________________+__________
Total | 57 89 | 146
summarize vl 1-v5 4
Variable | Obs Mean Std. Dev Min Max
_____________ +________________________________________________________
vl 1 | 150 2.353333 .7783709 1 3
vl 2 | 150 3.286667 .7626927 1 4
v2 11 | 74 1 0 1 1
v2 12 | 63 2 0 2 2
v2 13 | 60 3 0 3 3
_____________ +________________________________________________________
v2_ 14 | 11 4 0 4 4
v2 2 | 150 1.313333 .519895 1 3
v2 3 | 150 .4266667 .4962499 0 1
v2 31 | 13 1 0 1 1
v2 32 | 43 2 0 2 2
_____________ +________________________________________________________
v2_ 33 | 74 3 0 3 3
v2 34 | 23 4 0 4 4
v2_ 35 | 35 5 0 5 5
v2_ 36 | 9 6 0 6 6
v2 37 | 9 7 0 7 7
_____________ +________________________________________________________
v2_ 38 | 5 8 0 8 8
v2 4 | 149 3.899329 1.422526 1 6
v2 5 | 146 .609589 .4895218 0 1
v2 6 | 149 .3557047 .4803409 0 1
v2 71 | 22 1 0 1 1
_____________ +________________________________________________________
v2 72 | 32 2 0 2 2
v2_ 73 | 53 3 0 3 3
v2_ 74 | 74 4 0 4 4
v2_ 75 | 17 5 0 5 5
v2 81 | 93 1 0 1 1
_____________ +________________________________________________________
v2 82 | 62 2 0 2 2
v2 83 | 8 3 0 3 3
v2 84 | 68 4 0 4 4
v2 85 | 55 5 0 5 5
v2 86 | 56 5.982143 .1336306 5 6
_____________ +________________________________________________________
v2 87 | 13 7 0 7 7
v2 88 | 73 8 0 8 8
v2 89 | 5 9 0 9 9
v2 810 | 5 10 0 10 10
v2 811 | 3 11 0 11 11
_____________ +________________________________________________________
v2 812 | 6 12 0 12 12
v2 813 | 14 13 0 13 13
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v2 814 | 2 14 0 14 14
v3 11 | 142 1 0 1 1
v3 12 | 26 2 0 2 2
_____________ +________________________________________________________
v3 13 | 18 3 0 3 3
v3 14 | 13 4 0 4 4
v3 15 | 8 5 0 5 5
v3 2 | 150 . 7666667 .4243695 0 1

v3_3 | 0
_____________ +________________________________________________________
v3 4 | 150 7.626667 7.580925 1 60
v3 5 | 29 4.103448 1.988266 1 8
va 1 | 149 .7651007 .4253657 0 1
vd 2 | 66 .7878788 .4119429 0 1
v4 3 | 64 .65625 .4787136 0 1
_____________ +________________________________________________________
va 4 | 29 2.931034 2.170106 0 6
v4 5 | 131 .6870229 .4654852 0 1
v4_61 | 34 1 0 1 1
v4_62 | 10 2 0 2 2
v4_63 | 23 3 0 3 3
_____________ +________________________________________________________
v5 1 | 82 1 0 1 1
v5 2 | 21 2 0 2 2
v5 3 | 32 3 0 3 3
v5 4 | 7 4 0 4 4

tabl vl 1-v5 4
-> tabulation of vl 1

Duration of

\

operating |

the |
business | Freq. Percent Cum.
____________ +___________________________________
1 | 28 18.67 18.67
2 | 41 27.33 46.00
3 81 54.00 100.00
____________ +___________________________________

Total | 150 100.00

-> tabulation of vl 2

Development |
stage of |
your |
business | Freq. Percent Cum.
____________ +___________________________________
1 | 1 0.67 0.67
2 25 16.67 17.33
3 | 54 36.00 53.33
4 | 70 46.67 100.00
____________ +___________________________________
Total | 150 100.00

-> tabulation of v2 11
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Unemploymen
t and need
of earning

an income

-> tabulation
Business
opportuniti
ty because
of special

skills and
talent

-> tabulation

Wants to be
an

entrepreneu

r and
self-employ

-> tabulation

Business
type

-> tabulation

Percent

of v2 12

Percent

Percent

Percent
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Involved in

the same
type of
business
before you

started Freq

0 86

1 64

Total 150

Purchases Freq
1 13
Total 13

-> tabulation of v2 32

Material |
hanling | Freq

____________ +
2 | 43

____________ +
Total | 43

Manufacturi
ng Freqg
3 74
Total 74

Quality
control Freg
4 23
Total 23

-> tabulation of v2 35

Marketing
and sales Freg
5 35
Total 35

-> tabulation of v2 36

Percent

Percent

Percent

Percent

Percent
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Administrat

\
ive tasks | Freq
____________ +
6 | 9
____________ +
Total | 9

Management | Freq
____________ +
7 9
____________ +
Total | 9

Others | Freq
____________ +
8 | 5
____________ +
Total | 5

-> tabulation of v2 4

Educational |
background | Freq
____________ +
1 6
2 20
3 35
4 | 37
5 24
6 | 27
____________ +
Total | 149
-> tabulation of v2 5
Education |
business |
related | Freq
____________ +
0 | 57
1| 89
____________ +
Total | 1406
-> tabulation of v2 6
Attended
workshop or
short
courses Freq
0 96

Percent

Percent

Percent

Percent



-> tabulation
Managing a
business or
a segment

of a
business

ilon

Percent

Percent

Percent



-> tabulation

Cash flow
management

Cost

-> tabulation

Product
costing

-> tabulation
Raising

capital

-> tabulation

Finacial
and sales
projections

-> tabulation

of v2_82

Percent

Percent

Percent

Percent

of v2 88

Percent
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Budgeting | Freq. Percent Cum.

____________ +___________________________________

8 | 73 100.00 100.00

____________ +___________________________________
Total | 73 100.00

-> tabulation of v2 89

Standard |
costing | Freqg. Percent Cum.
____________ +___________________________________
9 | 5 100.00 100.00
____________ +___________________________________
Total | 5 100.00

-> tabulation of v2 810

Activity |
based |
costing | Freq. Percent Cum.
____________ +___________________________________
10 | 5 100.00 100.00
____________ +___________________________________
Total | 5 100.00

-> tabulation of v2 811

Life cycle

\
costing | Freq. Percent Cum.
____________ +___________________________________
11 | 3 100.00 100.00
____________ +___________________________________
Total | 3 100.00

-> tabulation of v2 812

Variance |
analysis | Freq. Percent Cum.
____________ +___________________________________
12 | 6 100.00 100.00
____________ +___________________________________
Total | 6 100.00

-> tabulation of v2 813

Break-even |
analysis | Freqg. Percent Cum.
____________ +___________________________________
13 | 14 100.00 100.00
____________ +___________________________________
Total | 14 100.00

-> tabulation of v2 814

EOQ & Stock |
management | Freqg. Percent Cum.
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-> tabulation
Personal
savings

-> tabulation
Borrowing

from a
relative

-> tabulation
Borrowing

from a
local bank

-> tabulation
Funded by a

venture
capitalist

-> tabulation

Capital |
sufficient |

Percent

Percent

Percent

Percent

Percent



0 | 35 23.33 23.33

1 | 115 76.67 100.00

____________ +___________________________________
Total | 150 100.00

-> tabulation of v3 3

Capital |

available to |
start business | Freq Percent Cum
_______________ +___________________________________
1 000 | 8 5.33 5.33
1 100 | 1 0.67 6.00
1 200 | 1 0.67 6.67
1 500 | 9 6.00 12.67
1 600 | 3 2.00 14.67
1 700 | 1 0.67 15.33
1 850 | 1 0.67 16.00
10 000 | 7 4.67 20.67
10 700 | 1 0.67 21.33
1000 | 1 0.67 22.00
12 000 | 4 2.67 24 .67
13 000 | 1 0.67 25.33
13 800 | 1 0.67 26.00
14 000 | 1 0.67 26.67
15 000 | 13 8.67 35.33
2 000 | 4 2.67 38.00
2 500 | 2 1.33 39.33
2 600 | 1 0.67 40.00
2 700 | 1 0.67 40.67
2 800 | 1 0.67 41.33
20 000 | 5 3.33 44 .67
25 000 | 2 1.33 46.00
28 000 | 1 0.67 46.67
3 000 | 4 2.67 49,33
3 500 | 1 0.67 50.00
3 600 | 1 0.67 50.67
30 000 | 1 0.67 51.33
4 000 | 4 2.67 54.00
4 500 | 1 0.67 54.67
4 600 | 1 0.67 55.33
4 800 | 1 0.67 56.00
4 900 | 1 0.67 56.67
45 000 | 1 0.67 57.33
450 | 1 0.67 58.00
480 | 1 0.67 58.67
5 000 | 13 8.67 67.33
5 400 | 1 0.67 68.00
5 500 | 1 0.67 68.67
50 000 | 1 0.67 69.33
500 | 5 3.33 72.67
6 000 | 8 5.33 78.00
6 500 | 3 2.00 80.00
6 800 | 2 1.33 81.33
600 | 4 2.67 84.00
650 | 2 1.33 85.33
680 | 1 0.67 86.00



7 000 | 2 1.33 87.33
7 200 | 1 0.67 88.00
7 500 | 1 0.67 88.67
7 600 | 1 0.67 89.33
7 800 | 2 1.33 90.67
700 | 2 1.33 92.00
750 | 1 0.67 92.67
780 | 1 0.67 93.33
8 000 | 2 1.33 94.67
8 500 | 1 0.67 95.33
8 600 | 1 0.67 96.00
800 | 2 1.33 97.33
850 | 1 0.67 98.00
9 000 | 1 0.67 98.67
900 | 2 1.33 100.00
_______________ +___________________________________
Total | 150 100.00
-> tabulation of v3 4
How long |
did it take |
to raise |
the Capital | Freq Percent Cum
____________ +___________________________________
1 | 15 10.00 10.00
2 18 12.00 22.00
3 | 16 10.67 32.67
4 | 9 6.00 38.67
5 | 4 2.67 41.33
6 | 22 14.67 56.00
7 13 8.67 64.67
8 | 10 6.67 71.33
9 | 4 2.67 74.00
12 | 28 18.67 92.67
16 | 1 0.67 93.33
22 | 1 0.67 94.00
24 | 6 4.00 98.00
36 | 2 1.33 99.33
60 | 1 0.67 100.00
____________ +___________________________________
Total | 150 100.00
-> tabulation of v3 5
How long |
did it take |
to approve |
your loan \ Freq. Percent Cum.
____________ +___________________________________
1| 5 17.24 17.24
2| 2 6.90 24.14
3 2 6.90 31.03
4 | 8 27.59 58.62
5 | 3 10.34 68.97
6 | 7 24.14 93.10
7 1 3.45 96.55
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-> tabulation of v4 1

Prior to
stating
this
business,
borrowed
money from
a bank or
venture
capitalis

Percent

-> tabulation of v4 2

If you have
a business
education,

it
influenced
the
decision to
approve
your 1lo

Percent

-> tabulation of v4 3

Personal
accomplishm
ents
influenced
the
decision to
approve
your loan?

Percent

-> tabulation of v4 4

How long
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did the
financial
institution
take to
approve
your loan

-> tabulation of v4 5

Was any of

your
application
s for a
loan ever
turned

down? Freq

0 41

1 90

Total 131

-> tabulation of v4 61

Not enough

\
security | Freq
____________ +
1 | 34
____________ +
Total | 34

-> tabulation of v4 62

Limited
management
experience Freq
2 10
Total 10

Others \ Freq
____________ +
3 23
____________ +
Total | 23

Percent

Percent

Percent

Percent



-> tabulation of v5 1

Identifying |
possible |
financiers \ Freq Percent Cum
____________ +___________________________________
1 | 82 100.00 100.00
____________ +___________________________________
Total | 82 100.00

-> tabulation of v5 2

Compliting |

a |

complicated |

application |
form | Freqg Percent Cum
____________ +___________________________________
2 | 21 100.00 100.00
____________ +___________________________________

Total | 21 100.00

-> tabulation of v5 3

Drawing up
a feasible

\
\
study | Freqg Percent Cum
____________ +___________________________________
3 | 32 100.00 100.00
____________ +___________________________________
Total | 32 100.00

Others | Freq Percent Cum

____________ +___________________________________

4 | 7 100.00 100.00

____________ +___________________________________
Total | 7 100.00

closed on: 12 Sep 2008, 11:37:12
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APPENDIX 2B

log: C:\Documents and Settings\Kobuep\My Documents\David Shakul.smcl
log type: smcl
opened on: 5 Sep 2008, 12:49:29
. use "C:\Documents and Settings\Kobuep\My Documents\david shaku 1.dta", clear

. edit
- preserve

.tabl vl 1- v2 2210
-> tabulation of v1_1

vl 1| Freqg. Percent Cum.

____________ S
1| 1 3.33 3.33
2| 7 23.33 26.67
3] 13 43.33 70.00
4| 9 30.00 100.00
____________ A o m ol
Total | 30 100.00

vl 2| Freg. Percent Cum.

____________ A oo o e
0] 21 70.00 70.00
1| 9 30.00 100.00
____________ A oo e
Total | 30 100.00

-> tabulation of v1_31

vl 31| Freq. Percent Cum.

____________ S
1| 8 26.67 26.67
3 3 10.00 36.67
4| 1 3.33 40.00
5] 18 60.00 100.00
____________ A o m ol
Total | 30 100.00

vl 32| Freq. Percent Cum.

____________ S
1] 2 667 6.67
3 3 1000 16.67
4 5 1667 33.33
5| 20 6667 100.00
____________ U
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Total | 30 100.00
-> tabulation of v1_33

vl 33| Freq. Percent Cum.

____________ o e e m
1] 1 333 333
3| 1 333 667
4 2 667 13.33
5| 26 8667 100.00
____________ R
Total| 30 100.00

vl 34| Freq. Percent Cum.

____________ U
1] 6 2000 20.00
4 2 667 2667
5| 22 73.33  100.00
____________ U
Total| 30 100.00

-> tabulation of v1_4
vl 4| Freq. Percent Cum.
____________ A e e e e

0] 20 66.67 66.67
1| 10 33.33 100.00

-> tabulation of v1_51

vl 51| Freq. Percent Cum.

____________ S
1| 25 8333 8333
2| 2 6.67 90.00
3| 1 333 93.33
4 1 333 96.67
5| 1 333 100.00
____________ o e e m
Total| 30 100.00

-> tabulation of v1_52

vl 52| Freq. Percent Cum.

____________ S
1] 5 1667 16.67
2| 1 333 2000
3] 13 4333 6333
4 3 10.00 73.33
5 8 26.67 100.00
____________ o e e m
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Total | 30 100.00
-> tabulation of vl 53

vl 53| Freq. Percent Cum.

____________ A o m ol
3 2 6.67 6.67
4| 3 10.00 16.67
5] 25 83.33  100.00
____________ A o m ol
Total | 30 100.00

-> tabulation of v1_54

vl 54| Freq. Percent Cum.

____________ S

1] 2 667 6.67

4 2 667 13.33

5| 26 86.67 100.00
____________ S
Total| 30 100.00

-> tabulation of v1_6

vl 6| Freqg. Percent Cum.
____________ A o

0] 19 63.33 63.33
1| 11 36.67  100.00
____________ A o e

Total| 30 100.00

-> tabulation of v1_71

____________ R

0 1 526 526

1] 5 2632 3158

2| 7 3684 68.42

3 1 526 73.68

4 1 526 7895

5| 2 1053  89.47

10| 2 1053  100.00
____________ R

Total| 19  100.00

vl 72| Freq. Percent Cum.

____________ U
2| 3 1579  15.79
3 3 1579 3158
4 1 526 3684
5| 4 2105 57.89
6 2 1053 68.42
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71 2 1053 7895

15| 1 526 8421
20 | 1 526 89.47
25 | 1 526 9474
50 | 1 526 100.00
____________ o e e m
Total| 19  100.00

-> tabulation of v1_73

vl 73| Freq. Percent Cum.

____________ S

2| 1 52 526

3| 2 1053  15.79

4 2 1053  26.32

5| 5 2632 52.63

6 1 526 57.89

71 1 526 63.16

10| 1 526 6842

15 | 2 1053 78.95

20 | 2 1053  89.47

50 | 2 1053  100.00
____________ R

Total| 19  100.00

____________ A o e

0] 2 11.11 11.11

1] 1 556  16.67

3| 1 556 2222

4| 3 16.67  38.89

5] 2 1111  50.00

6 | 1 556  55.56

7| 2 1111 66.67

10 | 2 11.11 77.78

26 | 1 556  83.33

30 | 2 1111 9444

40 | 1 556  100.00
____________ A o e

Total | 18  100.00

-> tabulation of v1_75

vl 75| Freq. Percent Cum.

____________ R

0 5 3571 3571
1] 1 714 4286

4 3 2143  64.29
6 1 714 7143

7] 2 1429 8571
10| 1 714 9286
40 | 1 714 100.00
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____________ U
Total| 14 100.00

-> tabulation of v1_8
no observations

-> tabulation of v1 9

vl 9| Freq. Percent Cum.
____________ A o

0] 7 23.33 23.33
1| 23 76.67  100.00
____________ A o e

Total| 30 100.00

-> tabulation of v1_10
no observations

-> tabulation of v1_11

vl 11| Freq. Percent Cum.
____________ A o

0] 13 43.33 43.33
1| 17 56.67  100.00
____________ A o e

Total | 30 100.00
-> tabulation of v1_12

vl 12| Freq. Percent Cum.
____________ A e e e e

0| 18 60.00 60.00
1| 12 40.00 100.00

-> tabulation of v1_13
no observations

-> tabulation of v1_14

vl 14| Freq. Percent Cum.
____________ A e e e e
0] 20 66.67  66.67
1] 10  33.33 100.00

-> tabulation of v1_151

vl 151 | Freqg. Percent Cum.
____________ e e

1] 11 3667 3667
2| 3 1000  46.67
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3| 6 20.00 66.67
5] 10 33.33 100.00

-> tabulation of v1_152

vl 152 | Freq. Percent Cum.

____________ U
1] 6 2000 20.00
2| 1 333 2333
3 7 2333 46,67
4 2 667 5333
5| 14 4667  100.00
____________ R
Total| 30 100.00

-> tabulation of v1_153

vl 153| Freq. Percent Cum.

____________ U
1] 5 1667 16.67
3 6 2000 36.67
4 3 10.00  46.67
5/ 16 53.33  100.00
____________ o e e m
Total| 30  100.00

-> tabulation of v1_154

vl 154 | Freqg. Percent Cum.

____________ A oo o e
1| 3 10.00 10.00
5] 27  90.00 100.00
____________ A oo e
Total | 30 100.00

-> tabulation of v1_155

vl 155| Freq. Percent Cum.

____________ U
1] 4 1333 13.33
2| 1 333 16.67
3| 8 26,67 43.33
4 3 1000 53.33
5| 14 46,67 100.00
____________ R
Total| 30 100.00

-> tabulation of v1_156
vl 156 | Freq. Percent Cum.

____________ U
1] 4 1333 13.33
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3| 1 333 16.67
4 7 2333 40.00
5| 18 60.00 100.00

-> tabulation of v1_157

vl 157| Freq. Percent Cum.

____________ A o m ol
1| 3 10.00 10.00
3] 2 6.67 16.67
4| 6 20.00 36.67
5] 19 63.33 100.00
____________ A oo e
Total | 30 100.00

v2_11| Freq. Percent Cum.

____________ U
1] 5 1667 16.67
2| 1 333 2000
3 1 333 2333
5| 23 7667 100.00
____________ o e e m
Total| 30  100.00

-> tabulation of v2_12

v2_12| Freq. Percent Cum.

____________ S
1] 3 10.00  10.00
2| 1 333 13.33
3| 2 667  20.00
4 1 333 2333
5| 23 7667 100.00
____________ o e e m
Total| 30 100.00

-> tabulation of v2_13

v2_13| Freq. Percent Cum.

____________ S
1] 3 1000 10.00
3| 3 1000  20.00
4 1 333 2333
5| 23 7667 100.00
____________ U
Total| 30 100.00

-> tabulation of v2_14

v2_14| Freq. Percent Cum.
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____________ A o e
3 1 3.33 3.33
5] 29 96.67 100.00

-> tabulation of v2_15

v2_15| Freq. Percent Cum.

____________ o e e m
2| 1 333 333
3 2 667 10.00
4 2 667 1667
5| 25 83.33 100.00
____________ R
Total| 30  100.00

v2_16| Freq. Percent Cum.

____________ U
3 2 667 667
4 1 333  10.00
5| 27 90.00 100.00
____________ U

Total | 30 100.00
-> tabulation of v2_2

v2_2| Freq. Percent Cum.

____________ R
0| 26 8667 86.67
1] 4 1333  100.00
____________ o e e m
Total| 30 100.00

-> tabulation of v2_3

v2_ 3| Freg. Percent Cum.

____________ S
0] 28 9333 9333
1] 2 6.67 100.00
____________ R
Total| 30 100.00

-> tabulation of v2_4

v2_4| Freqg. Percent Cum.
____________ A o e

0] 10 3333 3333
1| 20 66.67 100.00
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-> tabulation of v2_5

v2 5| Freg. Percent Cum.

____________ e e
10 | 2 2857 2857

15| 3 4286 7143

25 | 2 2857 100.00
____________ e e
Total | 7 100.00

-> tabulation of v2_6

v2_6| Freq. Percent Cum.
____________ A o

0] 13 43.33 43.33
1| 17 56.67  100.00
____________ A o e

Total| 30 100.00

-> tabulation of v2_7a

v2_7a| Freq. Percent Cum.

____________ A oo e
0] 24 80.00 80.00
1| 6 20.00 100.00
____________ A o m ol
Total | 30 100.00

v2_7b| Freq. Percent Cum.

____________ S
0] 25 8333 8333
1] 5  16.67 100.00
____________ R
Total| 30 100.00

v2_7c| Freq. Percent Cum.

0] 24 80.00 80.00
1| 6 20.00 100.00

-> tabulation of v2_7d
no observations

-> tabulation of v2_8
v2_ 8| Freqg. Percent Cum.

____________ U
10| 2 1429  14.29
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15| 3 2143 3571

20 | 7 50.00 85.71

25| 2 1429 100.00
____________ e e

Total | 14 100.00

-> tabulation of v2_9

v2_9| Freq. Percent Cum.
____________ A o

0] 23 76.67 76.67
1| 7 23.33 100.00
____________ A o e

Total| 30 100.00

-> tabulation of v2_10

v2_10| Freq. Percent Cum.

____________ R
0] 19 6333 6333
1] 11  36.67 100.00
____________ o e e m
Total| 30 100.00

-> tabulation of v2_11 1
no observations

-> tabulation of v2_12 1

v2_12 1| Freqg. Percent Cum.

____________ A oo e
0] 27 90.00 90.00
1| 3 10.00 100.00
____________ A o m ol
Total | 30 100.00

-> tabulation of v2_13 1

v2 13 1| Freq. Percent Cum.

____________ A oo o e
0] 6 20.00 20.00
1| 24  80.00 100.00
____________ A oo e
Total | 30 100.00

-> tabulation of v2_14 1

v2_ 14 1| Freq. Percent Cum.
____________ A o e

0] 20 66.67 66.67
1| 10 33.33 100.00
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-> tabulation of v2_15 1

v2 15 1| Freq. Percent Cum.

____________ S
10 | 2 1111 1111
15 | 2 1111 2222
20 | 6 3333 5556
25 | 7 3889 94.44
50 | 1 556 100.00
____________ o e e m
Total| 18  100.00

-> tabulation of v2_161

v2 _161| Freg. Percent Cum.

____________ S
1] 2 667 667
3 4 1333 20.00
4] 4 1333  33.33
5| 20 66.67 100.00
____________ U

-> tabulation of v2_162

v2_162| Freq. Percent Cum.

____________ R
1] 1 333 333
3| 3 1000 13.33
4 2 667 20.00
5| 24 80.00 100.00
____________ S

-> tabulation of v2_163

v2_163| Freq. Percent Cum.

____________ A o m ol
1| 2 6.67 6.67
3] 4 13.33 20.00
4| 3 10.00  30.00
5] 21 70.00 100.00
____________ A oo e
Total | 30 100.00

-> tabulation of v2_164

v2_164| Freq. Percent Cum.

____________ S
3 3 10.00 10.00
4| 2 6.67 16.67
5] 25 83.33  100.00
____________ S

Total| 30 100.00
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-> tabulation of v2_165

v2_165| Freqg. Percent Cum.

____________ S
1| 1 3.33 3.33
3 3 10.00 13.33
4| 3 10.00 23.33
5] 23 76.67  100.00
____________ A o m ol
Total | 30 100.00

-> tabulation of v2_166

v2 166 | Freg. Percent Cum.

____________ S
1] 7 2333 23.33
3] 15 50.00 73.33
4 3 1000 83.33
5| 5 1667  100.00
____________ U

Total | 30 100.00
-> tabulation of v2_167

v2_167| Freq. Percent Cum.
____________ A e e e e
1] 10 3333 33.33
3| 12 40.00 73.33
4| 1 3.33  76.67
5| 7 2333 100.00

-> tabulation of v2_168

v2_168| Freq. Percent Cum.

____________ o e e m
1] 1 333 333
3| 4 1333  16.67
4 2 6.67 2333
5| 23 7667 100.00
____________ R
Total| 30 100.00

-> tabulation of v2_169

v2_169| Freqg. Percent Cum.

____________ A o e
1| 3 10.00 10.00
2| 1 3.33 13.33
3] 9 30.00 43.33
4| 6 20.00 63.33

5] 11  36.67 100.00
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____________ U
Total| 30 100.00

-> tabulation of v2_1610

v2_1610| Freq. Percent Cum.

____________ R
1] 8 2667 26,67
3] 11 3667 63.33
4 4 1333  76.67
5| 7 2333 100.00
____________ S

-> tabulation of v2_1611

v2_1611| Freqg. Percent Cum.

____________ o e e m
1| 13 4333 4333
2| 1 333 46,67
3] 11 3667 83.33
4 2 667 90.00
5| 3 1000 100.00
____________ S

-> tabulation of v2_1612

v2_1612| Freqg. Percent Cum.

____________ o e e m
1] 3 1000  10.00
3] 11 36.67 46.67
4 2 667 5333
5| 14 4667  100.00
____________ R
Total| 30 100.00

-> tabulation of v2_171

v2_171| Freq. Percent Cum.

____________ S
1| 1 3.33 3.33
3 2 6.67 10.00
4| 1 3.33 13.33
5] 26 86.67  100.00
____________ A o m ol
Total | 30 100.00

-> tabulation of v2_172

v2_172| Freq. Percent  Cum.
____________ e e
1] 17  56.67 56.67
2| 2 667 6333
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3| 7 2333  86.67
4| 1 3.33  90.00
5| 3 10.00 100.00

-> tabulation of v2_173

v2_173| Freq. Percent Cum.

____________ A o m ol
1| 13 43.33 43.33
2| 2 6.67 50.00
3 6 20.00 70.00
5] 9 30.00 100.00
____________ A oo e
Total | 30 100.00

-> tabulation of v2_181
v2_181| Freq. Percent Cum.

____________ A o e
5] 30 100.00 100.00

-> tabulation of v2_182
v2_182| Freq. Percent Cum.
____________ A o e

3] 3 10.00 10.00
5] 27 90.00 100.00

-> tabulation of v2_183

v2_183| Freq. Percent Cum.

____________ A o m ol
3 4 13.33 13.33
4| 2 6.67 20.00
5] 24  80.00 100.00
____________ A o m ol
Total | 30 100.00

-> tabulation of v2_184

v2 184 | Freqg. Percent Cum.

____________ A oo o e
1| 8 26.67 26.67
2| 1 3.33  30.00
3 12 40.00 70.00
4| 3 10.00 80.00
5] 6 20.00 100.00
____________ A o m ol
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Total | 30 100.00
-> tabulation of v2_185

v2_185| Freq. Percent Cum.

____________ A o m ol
1| 1 3.33 3.33
4| 3 10.00 13.33
5] 26 86.67  100.00
____________ A o m ol
Total | 30 100.00

-> tabulation of v2_19

v2_ 19| Freq. Percent Cum.

____________ A oo o e
0] 6 20.00 20.00
1| 24  80.00 100.00
____________ A oo e
Total | 30 100.00

v2_ 20| Freq. Percent Cum.

____________ U

2| 2 714 714

3 5 17.86  25.00

4] 11 3929  64.29

5| 6 2143 8571

6 3 1071  96.43

7] 1 357 100.00
____________ S

Total| 28  100.00

-> tabulation of v2_21
no observations

-> tabulation of v2_221

v2 221 | Freq. Percent Cum.

____________ S
1| 27 90.00 90.00
3 2 6.67 96.67
4| 1 3.33  100.00
____________ S

Total | 30 100.00
-> tabulation of v2_222

v2_222| Freq. Percent Cum.

____________ R
1| 17 5667 56.67
3| 3 1000 66.67
4 1 333  70.00
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5| 9 30.00 100.00

-> tabulation of v2_223

v2 223| Freqg. Percent Cum.

____________ A oo o e
1| 19 63.33 63.33
2| 3 10.00 73.33
3 4 13.33 86.67
4| 1 3.33 90.00
5] 3 10.00 100.00
____________ A o m ol
Total | 30 100.00

-> tabulation of v2_224

v2 224 | Freqg. Percent Cum.

____________ S
1] 1 333 333
2| 1 333 667
3| 1 333  10.00
4 1 333 13.33
5| 26 86.67 100.00
____________ o e e m
Total| 30 100.00

-> tabulation of v2_225

v2 225| Freqg. Percent Cum.

____________ S
1) 2 667 6.67
2| 1 333  10.00
3| 1 333 13.33
4 2 667  20.00
5| 24 80.00 100.00
____________ o e e m
Total| 30 100.00

-> tabulation of v2_226

v2 226| Freg. Percent Cum.

____________ A oo o e
1| 14 46.67 46.67
2| 8 26.67 73.33
3 3 10.00 83.33
4| 2 6.67 90.00
5] 3 10.00 100.00
____________ A o m ol
Total | 30 100.00

-> tabulation of v2_227
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v2_227| Freq. Percent Cum.

____________ A o m ol
1| 15 50.00 50.00
2| 8 26.67 76.67
3 4 13.33  90.00
4| 3 10.00 100.00
____________ A oo e
Total | 30 100.00

-> tabulation of v2_228

v2 228 | Freqg. Percent Cum.

____________ U
1] 6 2000 20.00
2| 5  16.67 36.67
3| 8 2667 63.33
4 7 2333  86.67
5 4 1333 100.00
____________ R
Total| 30 100.00

-> tabulation of v2_229

v2 229 | Freqg. Percent Cum.

____________ U
1] 5 1667 16.67
2| 4 1333 30.00
3 4 1333  43.33
4 8 2667 70.00
5| 9 30.00 100.00
____________ R
Total| 30  100.00

-> tabulation of v2_2210

v2_2210| Freq. Percent Cum.

____________ U
1] 6 2000 20.00
2| 4 1333  33.33
3| 7 2333  56.67
4 4 1333 70.00
5| 9 30.00 100.00
____________ R
Total| 30 100.00

.forvar vl 2 vl 31vl 32vl 33vl 34vl 4vl 51vl 52v1 53vl 54v2 2v2 3
> v2 4v2 6v2 7av2 7bv2 7cv2 7d:tab vl 1 X,

-> tabvl 1vl 2,
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| vl 31
vl 1| 1 3 4 5| Total
___________ PO SO,
1] 0 0 0 1| 1
2| 2 0 0 5] 7
3] 3 2 0 8| 13
4| 3 1 1 4| 9
___________ PPN SO,

| vl 32
vl 1| 1 3 4 5| Total
___________ PPN SO,
1| 0 0 0 1| 1
2| 1 1 1 4| 7
3] 1 1 2 9| 13
4| 0 1 2 6 | 9
___________ A o e
Total | 2 3 5 20 | 30
-> tabvl_1vl_33,
| vl 33
vl 1| 1 3 4 5| Total
___________ A o e
1| 0 0 0 1| 1
2| 1 0 0 6 | 7
3] 0 1 1 11| 13
4| 0 0 1 8| 9
___________ SRR S SO,
Total | 1 1 2 26 | 30
-> tabvl 1vl 34,
| vl 34
vl 1| 1 4 5| Total
___________ U ST
1| 1 0 0] 1
2| 2 0 5] 7
3] 3 1 9| 13
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| vl 4
vl 1| 0 1| Total

___________ Y R

1] 0 1| 1

2| 5 2| 7

3] 8 5] 13

4| 7 2| 9
___________ RS Sy,

| vl 51
vl 1| 1 2 3 4 5| Total
___________ RS SYS
1] 1 0 0 0 0] 1
2| 5 0 1 1 0] 7
3| 10 2 0 0 1] 13
4| 9 0 0 0 0] 9
___________ RS SR

| vl 52
vl 1| 1 2 3 4 5| Total
___________ U U U RPN BRI,
1] 0 0 1 0 0] 1
2| 1 0 1 2 3] 7
3| 2 1 6 0 4| 13
4| 2 0 5 1 1] 9
___________ P BRI PPE,

| vl_53
vl 1| 3 4 5| Total
___________ P PS SU
1] 0 0 1| 1
2| 0 2 5] 7
3] 0 1 12 | 13
4| 2 0 7| 9
___________ S SUE
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Total | 2 3 25 | 30

-> tabvl 1vl 54,

| vl 54
vl 1| 1 4 5| Total
___________ RS SP R
1| 0 0 1| 1
2| 2 0 5] 7
3] 0 2 11 | 13
4| 0 0 9| 9
___________ P PS SU
Total | 2 2 26 | 30
-> tabvl 1v2 2,
| V2 2
vl 1| 0 1| Total
___________ Y R,
1| 1 0] 1

| v2_ 4
vl 1| 0 1| Total

___________ RS Sy,

1] 0 1] 1

2| 0 7| 7

3| 7 6| 13

4| 3 6 | 9
___________ Y R,
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-> tabvl 1v2 6,

| v2_6
vl 1| 0 1| Total

___________ Y R

1] 1 0] 1

2| 2 5| 7

3] 6 7| 13

4| 4 5| 9
___________ RS Sy,

| v2_T7a
vl 1| 0 1| Total
___________ RS Sy,
1] 1 0] 1
2| 5 2| 7

| v2_7b
vl 1| 0 1| Total
___________ U U UEPEPPS PR
1] 1 0| 1
2| 5 2| 7

-> tabvl 1v2 7d,
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no observations

.forvar vl 2 vl 31vl 32vl1 33vl 34vl 4v1l 51vl 52v1 53vl 54v2 2v2 3
> v2 4v2 6v2 7av2 7bv2 7cv2 7d:tab vl 1 X, CHI2

-> tabvl 1vl 2, CHI2
option CHI2 not allowed
r(198);

.forvar vl 2 vl 31vl 32vl 33vl 34vl 4vl 51vl 52v1 53vl 54v2 2v2 3
> v2 4v2 6v2 7av2 7bv2 7cv2_7d:tab v1_1 X, row col exp chi2

-> tab vl _1vl 2, row col exp chi2

| frequency |

| expected frequency |
| row percentage |

| column percentage |

07 03] 1.0
| 10000 0.00| 100.00
| 476 000| 3.33

2| 3 4] 7
| 49 21| 7.0
| 4286 57.14| 100.00
| 1429 44.44| 2333
___________ SR U S
3 10 3] 13
| 91 39| 130
| 7692 23.08| 100.00
| 4762 33.33| 4333
___________ N S
4 7 2] 9
| 63 27| 90
| 7778 2222| 100.00
| 3333 2222| 30.00
___________ U SO
Total|] 21 9| 30
| 210 90| 300
| 7000 30.00| 100.00
| 100.00 100.00| 100.00

Pearson chi2(3) = 3.4403 Pr =0.329

-> tab vl 1vl 31, row col exp chi2
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| frequency |

| expected frequency |
| row percentage |
| column percentage |

| T —— +
| vl 31
vl 1| 1 3 4 5| Total
___________ PPN SO,
1] 0 0 0 1| 1

| 03 01 00 06| 10
| 000 000 000 100.00| 100.00
| 000 000 000 556| 3.33

2] 2 0 0 5| 7
| 19 07 02 42| 70
| 2857 000 000 71.43| 100.00
| 2500 000 000 27.78| 23.33

| 35 13 04 7.8 130
| 2308 1538 0.00 61.54| 100.00
| 3750 66.67 000 44.44| 43.33

4| 3 1 1 4| 9

| 24 0.9 0.3 54| 9.0

| 3333 1111 11.11 44.44| 100.00

| 3750 33.33 100.00 22.22| 30.00

___________ PPN SO,
Total | 8 3 1 18 | 30

| 8.0 3.0 1.0 18.0|] 30.0

| 26.67 10.00 3.33 60.00| 100.00

| 100.00 100.00 100.00 100.00| 100.00

Pearson chi2(9) = 4.7975 Pr = 0.852

-> tab vl _1vl 32, row col exp chi2

| frequency |

| expected frequency |
| row percentage |

| column percentage |
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11 o o 0 1] 1
| 01 01 02 07| 10
| 000 000 000 100.00| 100.00
| 000 000 000 500| 3.33

2] 1 1 1 4] 7

| 05 07 12 47| 70

| 1429 1429 1429 57.14| 100.00
| 50.00 33.33 20.00 20.00| 23.33

| 09 13 22 87| 130
| 769 769 1538 69.23| 100.00
| 5000 3333 40.00 4500 43.33

4] 0 1 2 6] 9

| 06 09 15 60| 90

| 000 1111 2222 66.67| 100.00

| 000 33.33 4000 30.00| 30.00

___________ St S
Total] 2 3 5 20| 30

| 20 30 50 200| 300

| 6.67 10.00 1667 66.67| 100.00

| 100.00 100.00 100.00 100.00| 100.00

Pearson chi2(9) = 2.2503 Pr =0.987

-> tab vl 1vl 33, row col exp chi2

| frequency |

| expected frequency |
| row percentage |
| column percentage |

| 00 00 01 09| 10
| 000 000 000 100.00| 100.00
| 000 000 000 38| 333

2 1 0 0 6] 7

| 02 02 05 61| 70

| 1429 000 000 85.71| 100.00

| 100.00 0.00 000 23.08| 23.33

___________ SRR ESS RSP

3 0 1 1 11] 13

| 04 04 09 113| 130

| 000 7.69 7.69 84.62| 100.00
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| 000 10000 50.00 42.31| 43.33

___________ S SO
4 0 0 1 8] 9

| 03 03 06 78] 90

| 000 000 1111 88.89| 100.00

| 000 000 5000 30.77| 30.00
___________ SRR ESS RSP

Total| 1 1 2 26| 30

| 1.0 1.0 20 26.0| 300

| 333 333 667 86.67| 100.00

| 100.00 100.00 100.00 100.00| 100.00

Pearson chi2(9) = 5.4466 Pr = 0.794

-> tab vl 1vl 34, row col exp chi2

| frequency |

| expected frequency |
| row percentage |
| column percentage |

S R —— +
| vl 34
vl 1| 1 4 5| Total
___________ RS SP R
1| 1 0 0] 1

| 02 01 07| 10
| 100.00 0.00 0.00| 100.00
| 16.67 000 000| 3.33
___________ S SO
2] 2 0 5| 7
| 14 05 51| 7.0
| 2857 000 71.43| 100.00
| 3333 000 2273| 2333

| 26 09 95| 130
| 2308 7.69 69.23| 100.00
| 5000 5000 40.91| 43.33

4 0 1 8] 9

| 18 06 66| 90

| 000 1111 88.89| 100.00

| 000 5000 36.36| 30.00
___________ U R

Total] 6 2 22| 30

| 60 20 220 300

| 2000 667 73.33| 100.00

| 100.00 100.00 100.00| 100.00

Pearson chi2(6) = 7.2028 Pr = 0.302
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-> tab vl _1vl 4, row col exp chi2

| frequency |

| expected frequency |
| row percentage |

| column percentage |

1] 0 1] 1
| 07 03] 10
| 0.0 100.00| 100.00
| 000 10.00| 3.33

2| 5 2] 7

| 47 23] 70

| 7143 2857| 100.00

| 2500 20.00| 23.33
___________ N S

| 87 43| 130

| 6154 38.46| 100.00

| 4000 50.00| 43.33
___________ U SO

41 7 2 9

| 60 30| 90

| 7778 22.22| 100.00

| 3500 20.00| 30.00
___________ U RS SPE R

Total|] 20 10| 30

| 200 10.0| 30.0

| 66.67 33.33| 100.00

| 10000 100.00| 100.00

Pearson chi2(3) = 2.7253 Pr =0.436

-> tab vl 1vl 51, row col exp chi2

| frequency |

| expected frequency |
| row percentage |
| column percentage |

| vl 51
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vl 1| 1 2 3 4 5| Total
___________ PPV Sy
1| 1 0 0 0 0] 1
| 08 0.1 0.0 0.0 0.0 1.0
| 100.00 0.00 0.00 0.00 0.00| 100.00
| 400 000 0.00 000 0.00 333
___________ RS SYS
2| 5 0 1 1 0] 7
| 58 0.5 0.2 0.2 02| 7.0
| 7143 0.00 1429 1429 0.00| 100.00
| 20.00 0.00 100.00 100.00 0.00| 23.33
___________ RS SR
3] 10 2 0 0 1| 13
| 10.8 0.9 0.4 0.4 04| 130
| 7692 1538 000 0.00 7.69| 100.00
| 40.00 100.00 0.00 0.00 100.00| 43.33
___________ S Sy
4| 9 0 0 0 0] 9
| 75 0.6 0.3 0.3 03] 9.0
| 100.00 0.00 0.00 0.00 0.00| 100.00
| 36.00 000 000 0.00 0.00] 30.00
___________ PPV Sy
Total | 25 2 1 1 1| 30
| 25.0 2.0 1.0 1.0 1.0 30.0
| 8333 6.67 333 333 3.33| 100.00
| 100.00 100.00 100.00 100.00 100.00| 100.00
Pearson chi2(12) = 11.0110 Pr = 0.528
-> tab vl _1vl 52, row col exp chi2
SRR +
RN
| frequency |
| expected frequency |
| row percentage |
| column percentage |
RS +
| vl 52
vl 1| 1 2 3 4 5| Total
___________ RS SYS
1| 0 0 1 0 0] 1
| 0.2 0.0 0.4 0.1 0.3] 1.0
| 0.00 0.00 100.00 0.00 0.00| 100.00
| 0.00 000 769 000 0.00] 333
___________ RS SR
2| 1 0 1 2 3| 7
| 1.2 0.2 3.0 0.7 19| 7.0
| 1429 0.00 1429 2857 42.86| 100.00
| 20.00 0.00 769 66.67 37.50| 23.33
___________ S Sy
3] 2 1 6 0 4| 13
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| 2.2 0.4 5.6 1.3 35| 130

| 1538 7.69 46.15 0.00 30.77| 100.00

| 40.00 100.00 46.15 0.00 50.00| 43.33
___________ RS SR

4| 2 0 5 1 1| 9

| 15 0.3 3.9 0.9 24| 9.0

| 2222 0.00 5556 11.11 11.11| 100.00

| 40.00 0.00 3846 3333 12.50| 30.00
___________ S Sy

Total | 5 1 13 3 8| 30

| 5.0 1.0 130 3.0 8.0 30.0

| 16.67 3.33 43.33 10.00 26.67| 100.00

| 100.00 100.00 100.00 100.00 100.00| 100.00

Pearson chi2(12) = 9.7947 Pr =0.634

-> tab vl _1vl 53, row col exp chi2

| frequency |

| expected frequency |
| row percentage |

| column percentage |

oo +
| vl 53
vl 1| 3 4 5| Total
___________ S SUE
1] 0 0 1] 1
| 0.1 0.1 08| 1.0
| 0.00 0.00 100.00| 100.00
| 000 000 4.00] 333
___________ U ST
2| 0 2 5] 7
| 05 0.7 58| 7.0
| 0.00 2857 71.43| 100.00
| 0.00 66.67 20.00] 23.33
___________ RS SP R
3] 0 1 12 | 13
| 0.9 1.3 108| 130
| 000 7.69 92.31| 100.00
| 0.00 3333 48.00|] 43.33
___________ P PS SU
4| 2 0 7| 9
| 0.6 0.9 75| 9.0
| 2222 0.00 77.78| 100.00
| 100.00 0.00 28.00| 30.00
___________ S SUE
Total | 2 3 25 | 30
| 20 3.0 25.0| 300
| 6.67 10.00 83.33| 100.00
| 100.00 100.00 100.00| 100.00
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Pearson chi2(6) = 8.4615 Pr = 0.206

-> tab vl 1vl 54, row col exp chi2

| frequency |

| expected frequency |
| row percentage |
| column percentage |

| T —— +
| vl_54
vl 1| 1 4 5| Total
___________ P PS SU
1] 0 0 1| 1

| 01 01 09| 10
| 000 000 100.00| 100.00
| 000 000 385 333
___________ S SO
2] 2 0 5| 7
05 05 61| 7.0
| 2857 0.00 71.43| 100.00
| 10000 000 19.23| 23.33
___________ SR RSP SO
3] 0 2 11| 13
| 09 09 11.3| 130
| 000 1538 84.62| 100.00
| 000 100.00 4231| 43.33
___________ U R
4 0 0 9| 9
| 06 06 78] 90
| 000 000 100.00| 100.00
| 000 000 3462| 30.00
___________ S SO
Total| 2 2 26| 30
| 20 20 26.0| 300
| 6.67 6.67 86.67| 100.00
| 100.00 100.00 100.00| 100.00

Pearson chi2(6) = 9.5858 Pr =0.143

-> tab vl _1v2 2, row col exp chi2

| frequency |

| expected frequency |
| row percentage |

| column percentage |
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| 7.8 1.2 9.0

| 100.00 0.00| 100.00

| 34.62 0.00] 30.00

___________ Y R,

Total | 26 4| 30

| 26.0 40| 300

| 86.67 13.33| 100.00

| 100.00 100.00| 100.00

Pearson chi2(3) = 7.1767 Pr = 0.066

-> tab vl 1v2 3, row col exp chi2

| frequency |

| expected frequency |
| row percentage |
| column percentage |

09 01| 1.0
| 10000 0.00| 100.00
| 357 000 3.33

2] 6 1] 7
| 65 05| 7.0
| 8571 14.29| 100.00
| 2143 50.00| 23.33
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3| 12 1] 13
| 121 09| 13.0
| 9231 7.69| 100.00
| 4286 50.00| 43.33
___________ U SO
4 9 0] 9
| 84 06| 90
| 100.00 0.00| 100.00
| 3214 0.00| 30.00
___________ U RS SPE R
Total| 28 2| 30
| 280 20| 300
| 9333  6.67| 100.00
| 100.00 100.00| 100.00

Pearson chi2(3) = 1.3893 Pr =0.708

-> tab vl _1v2 4, row col exp chi2

| frequency |

| expected frequency |
| row percentage |
| column percentage |

1] 0 1] 1
| 03 07| 10
| 0.00 100.00| 100.00
| 000 500 3.33

2] 0 A
| 23 47| 10
| 0.0 100.00| 100.00
| 000 3500| 2333

| 43 87| 130
| 5385 46.15| 100.00
| 7000 30.00| 43.33

4| 3 6 | 9
| 3.0 6.0 9.0
| 33.33 66.67| 100.00
| 30.00 30.00] 30.00
___________ Y R,
Total | 10 20 | 30
| 100 20.0|] 300
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| 33.33 66.67| 100.00
| 100.00 100.00| 100.00

Pearson chi2(3) = 6.4615 Pr = 0.091

-> tab vl _1v2 6, row col exp chi2

| frequency |

| expected frequency |
| row percentage |

| column percentage |

| 04 06| 10
| 100.00 0.00| 100.00
| 769 000 333

2| 2 5| 7

| 30 40| 7.0

| 2857 71.43| 100.00

| 1538 29.41| 23.33
___________ N S

| 56 74| 130

| 46.15 53.85| 100.00

| 46.15 41.18| 43.33
___________ U SO

4] 4 5] 9

| 39 51| 90

| 4444 5556| 100.00

| 3077 29.41| 30.00
___________ U RS SPE R

Total| 13 17| 30

| 130 17.0] 30.0

| 4333 56.67| 100.00

| 100.00 100.00| 100.00

Pearson chi2(3) = 1.9755 Pr =0.577

-> tab vl _1v2 7a, row col exp chi2

| frequency |
| expected frequency |
| row percentage |
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| column percentage |

Total| 24 6] 30
| 240 60| 300
| 80.00 20.00| 100.00
| 100.00 100.00| 100.00

Pearson chi2(3) = 1.0928 Pr=0.779

-> tab vl _1v2 7b, row col exp chi2

| frequency |

| expected frequency |
| row percentage |

| column percentage |

11 1 o 1
| 08 02| 10
| 100.00 0.00| 100.00
| 400 000 333
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| 7143 2857| 100.00
| 20.00 40.00| 23.33

| 10.8 22| 130

| 84.62 15.38| 100.00

| 44.00 40.00| 43.33
___________ Y R,

4| 8 1| 9

| 75 15| 9.0

| 88.89 11.11| 100.00

| 32.00 20.00] 30.00
___________ Y R,

Total | 25 5] 30

| 25.0 50| 300

| 8333 16.67| 100.00

| 100.00 100.00| 100.00

Pearson chi2(3) = 1.1297 Pr=10.770

-> tab vl _1v2 7c, row col exp chi2

| frequency |

| expected frequency |
| row percentage |

| column percentage |
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Total | 24 6| 30
| 24.0 6.0 300
| 80.00 20.00| 100.00
| 100.00 100.00| 100.00

Pearson chi2(3) = 3.1532 Pr = 0.369

-> tab vl 1v2 7d, row col exp chi2
no observations

. save "C:\Documents and Settings\Kobuep\My Documents\david shaku 1.dta", repla
> ce
file C:\Documents and Settings\Kobuep\My Documents\david shaku 1.dta saved

. log close
log: C:\Documents and Settings\Kobuep\My Documents\David Shakul.smcl
log type: smcl
closed on: 5 Sep 2008, 13:39:06
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