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ABSTRACT
The study examined the effect of cash management on financial performance of SMEs in Pallisa

town. The study applied quantitative and qualitative research design

Data was collected from 250 people as a target population with accessible unit of inquiry being
186 respondents consisting of managers, cashiers, accounts assistants, supervisors and operators.
Data was collected using a closed ended questionnaire and statistical packages goods and services
for analyzing data where frequency tables, descriptive statistics, reliability, validity, correlation
and regression results were obtained. The study findings revealed that there is a positive and
significant effect between cash planning, cash control, liquidity management on financial
performance. The study therefore recommends that improvement on financial performance

depends on cash planning, cash control and liquidity management

Xi



CHAPTER ONE
INTRODUCTION

1.1 Background of study

The government has identified SMEs as one of the vital sectors that contribute towards economic
development (Weda, 2015.), (Heinonem, 2012.) Pointed out that, SMEs play the role of reducing
levels of poverty, thus creating job opportunities, mentoring entrepreneurship culture and creating
inter-economic link via supply chain in trade activities.(Lockea, 2012), (Weda, 2015) makes
reference to the economic survey conducted in 2006 and states that in the year 2006 at least 20%
of the GDP is directly attributable to small and medium enterprises. According to (IFAC, 2003)
financial performance is of great importance to SMES in such a way that it shows how healthy the
firm is financially over a certain period of time, facilitates accountability and strategic planning,

growth and expansion and increases competitive advantage of SMES.

SMEs have come up with various interventions to ensure that they perform well, (Murkor A.S,,
2018) observed that finance managers should come up with a compulsory cash flow policy to
enable the organization come up with clear policies for cash flow management including the
investment of surplus funds if need arises. SMEs should set a policy so as to keep bankruptcy cost
at a lower level and also management efficiency is required in managing costs, increasing
efficiency and financial performance (Aminatu & Liman, 2018). Lengthening the bills of period,
shortening the debtors’ collection period and suspending purchase of inventory (CMA, 2010).
Minimize idle cash in the hands of program recipients and cash control, cash planning, and, cash
being one of the current asset’s items in the balance sheet. These measures are being considered an
important tool in ensuring that funds are available to meet recurrent expenditure (Katz, (2009).)
However, despite the above interventions, small and medium enterprises have continued to
perform poorly because of lack or limited knowledge on cash management (Macharia, 2009). Lack
of cash cushion as one of the major reasons SMEs fail (Christensen, 2013) 31.34% lack prior
experience in managing small business which has prompted poor financial performance. Globally,
in Europe, (Yiwei et al, 2011), examined that the average cost of deficiency 32% are performing
poorly due to poor cash management, in Europe still, technical inefficiency is at 42.9% due to
limited awareness on technology and this results into mismanagement of cash. In Malaysia, the
average efficiency of company’s financial performance is 7.17%, implying that 92.83% are

inefficient and under poor financial status. (Dahmen, 2014), growth constraints of SMEs are

1
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