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ABSTRACT  

his research focused on 

Financial Accounting Literacy: 

A Panacea for Improving 

Profitability of Small Scale Enterprises in 

Mubi Metropolis, Adamawa State. The 

objectives centered on the extent to 

which financial accounting literacy 

affects the profitability of small scale 

enterprises and the level of correlation 

between financial accounting literacy 

and profitability in small scale 

enterprises. A carefully structured 

questionnaire was used to collect data 

while random sampling technique was 

employed. A sample of eighty (80) 

respondents was used to carry out the 

study, which encompasses the different 

businesses. Chi-square at 5% level of 

significance and Statistical Package for 

Social Sciences (SPSS) were used in 

06.30.2021  

BERKELEY PUBLICATION  

AND RESEARCH INTERNATIONAL 
  

 

F 

T 

Journal of African Sustainable Development Vol. 16 No.2 

Introduction: 
Like little drops of water 

that forms a mighty ocean, 

the nature of small scale 

business from the cradle has 

been the bedrock of 

industrialization in 

developing countries of the 

world. Globally, small scale 

enterprises have 

contributed enormously in 

improving the standard of 

living of the people by 

providing jobs to relieve the 

society of the 

embarrassment, stimulating 

indigenous 

entrepreneurship and 

utilizing scarce resources. 

Presently, as part of the 

Millennium Development 
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testing hypotheses 1 & 2 respectively. The result shows that financial 

accounting literacy indeed has a significant impact on the profitability of 

small scale enterprises in Mubi Metropolis and that a positive correlation 

exists between financial accounting literacy and profitability in small scale 

enterprises. Thus, the study recommends that the proprietors of small 

scale enterprises should be encouraged to undergo regular trainings in 

accounting techniques and procedures in order to generate more profits 

and prepare better financial reports.  

 

Keywords: financial accounting, literacy, profitability, correlation, 

accounting techniques  

 

oals (MDGs), effort is being made to reduce the reliance of people 

on government and so called “white collar jobs”(Akwaeze 2004). 

This is achieved through the growth and development of small scale 

enterprises. Furthermore, small scale enterprises play an important role in 

the economic growth and development of every nation. They are variable 

means for the achievement of national macro-economic objectives in terms 

of employment generation at low investment cost and enhancement of 

apprenticeship training (Third National Dev. Plan, 2000). 

Financial accounting literacy as the name implies occupies a center-stage 

in the quest to achieve an overall degree of success in an organization, 

(Bernheim, 2008). It also enhances to a reasonable degree, a business goal 

of financial profit. Thus, financial accounting literacy has played a key role 

in the success and/or failure of business operating in the nation for past 

centuries. Companies and businesses are charged with ensuring that 

adequate and proper books of account are kept so as to ensure reliability 

of their financial statements. This will in the long run help improve their 

level of profitability. 

Furthermore, profit can traditionally be viewed as the life-blood of a 

business and hence the accounting basis, concepts and principles adopted 

ought to capture and report all the relevant information to ensure 

reliability in its measurement (Nelson and Onias 2011). Also Saeed (2009) 

G 
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made it clear that no business can run effectively without the owners being 

literate in accounting procedures and also having one form of accounting 

record or the other. It can therefore be deduced that appropriate financial 

accounting literacy is important for a successful management of any 

business, whether big or small. 

Consequently, suffice is to say that it is crucial that financial accounting 

literacy be encouraged among small scale enterprises so as to enable them 

to supply complete and relevant financial information needed to improve 

a decision made by them, and to also enhance their profitability. This 

research study therefore examines financial accounting literacy and its 

impact on the profitability of small scale enterprises. It is in this context 

therefore, that the researcher wishes to analyze the need for financial 

accounting literacy as part of strong instrument for improving the 

profitability of small scale enterprises. 

In 1999, the government has put in place the policy measures and support 

schemes to develop the small scale enterprises subsector to increase its 

performance. Previous research by Aiden (2009) reveals that present 

small scale enterprises in Nigeria have not performed credibly well and 

they have not played their expected significant roles in spite of the fact that 

they have been regarded as the bulwark for employment generation and 

technological development. 

Therefore, the inherent problem associated with this research could be 

attributed to the neglect of financial accounting literacy by small scale 

enterprises.  

 

OBJECTIVES OF THE STUDY 

This study is aimed at determining:  

i. The extent to which financial accounting literacy affects the 

profitability of small scale enterprises and;  

ii. The level of correlation between financial accounting literacy and 

profitability in small scale enterprises. 
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MATERIALS AND METHODS 

Research Hypotheses 

To achieve the above objectives, 2 hypotheses were formulated as stated 

below: 

Ho1: Financial accounting literacy has no significant impact on the 

profitability of small scale enterprises. 

Ho2: Financial accounting literacy and profitability of small scale businesses 

are  not positively correlated. 

 

Research Designs 

The research design adopted for this study is the survey research method. 

The survey design approach was justified on account of its economy, rapid 

data collection and ability to understand a population from a part. 

 

Population and Sampling Technique 

The population of this study comprises of the owners of small scale 

enterprises in Mubi metropolis Adamawa State.The sampling technique 

used for the study is the simple random sampling. Data was collected using 

both primary and secondary sources. The sampling procedure used by the 

researcher in this study is the simple random sampling technique which 

enabled the researcher to obtain data from the proprietors of small scale 

enterprises in Mubi metropolis, to ensure the effectiveness of the data 

collection. The sample size consists of 80 owners of small scale enterprises 

in Mubi metropolis, Adamawa State. 

 

Method of Data Analysis 

Chi-square was used in testing hypothesis 1 which analyzes responses 

from owners of small scale enterprises in Mubi metropolis Adamawa State 

while regression analysis was used in testing hypothesis 2 which is aimed 

at establishing the correlation (if any) between financial accounting 

literacy and profitability, and here, the Statistical Package for Social 

Sciences (SPSS) was utilized. For the regression analysis, a model was 
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formulated for testing hypothesis 2 developed for this research. The model 

is: 

Profitability0=α + β0financial accounting literacy0 

 Where: Profitabilty0= profitability of SSEs 

 α= Intercept of regression model 

 β0 Financial accounting literacy0=Financial accounting literacy of 

SSCEs 

 µ=Error 

 β=Parameter 

 

RESULTS AND DISCUSSION 

Test of Hypothesis 1 

As stated before, the chi-square was used in testing hypothesis 1, the 

formula for which is shown below: 

 𝑋2 = ∑
(𝑂−𝐸)2

𝐸
 

Where X2= Chi-square value 

 O=Observed frequency 

 E= Expected frequency 

 ∑ = Summation value 

The decision rule for this method states that if the calculated value of chi-

square is more than the chi-square critical table value at 5% or (0.05) level 

of significance, the null hypothesis will be rejected. 

Level of significance =5% or (0.05%) 

Degree of freedom = R X C 

Where R= Row = (R-1) 

 C= Column = (C-1) 

To calculate the chi-square, the researchers used the responses from 

questions 1-4 which were analyzed in the table below: 

 

Table 4.1 

VARIABLES RESPONSES TOTAL 

Q1 Q2 Q3 Q4 

YES 66 60 64 67 257 
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NO 6 12 8 5 31 

TOTAL 72 72 72 72 288 

SOURCE: Field Survey 2020 

Degree of freedom = (2-1) X (2-1) 

   = 1 X 1 = 1 

Expected frequency (E) = 
Q X T

N
 

Where Q = Total responses of a given value 

   T = Total observed frequency 

   N = Overall total responses of all variables 

Then Cell1 (E) = 
257 𝑋 72

288
=64.2 

Cell2 (E) = 
31 𝑋 72

288
=7.75 

Cell3 (E) = 
257 𝑋 72

288
=64.2 

Cell4 (E) = 
31 𝑋 72

288
=7.75 

Cell5 (E) = 
257 𝑋 72

288
=64.2 

Cell6 (E) = 
31 𝑋 72

288
=7.75 

Cell7 (E) = 
257 𝑋 72

288
=64.2 

Cell8 (E) = 
31 𝑋 72

288
=7.75 

 

Table 4.2 

O E O-E (O-E)2 (𝐎 − 𝐄)𝟐

𝐄
 

66 64.25 1.75 3.063 0.048 

6 7.25 -1.75 3.063 0.395 

60 64.25 4.35 18.063 0.281 

12 7.25 -4.25 18.063 2.403 

64 64.25 0.25 0.063 0.001 

8 7.25 -0.25 0.063 0.008 

67 64.25 2.75 7.563 0.118 

5 7.25 -2.75 7.563 0.976 



06.30.2021  Pg.175  
   
         Vol. 16, No. 2 
 
 

BERKELEY RESEARCH & PUBLICATIONS INTERNATIONAL  
Bayero University, Kano, PMB 3011, Kano State, Nigeria. +234 (0) 802 881 6063,  
  

 
ISSN: 1334-4977 

International Journal of African Sustainable Development 

    ∑ = 𝟒. 𝟐𝟑 

Source: Field Survey 2020 

The calculated value is 4.23 while the critical table value at 1 d.f. at 0.05 

level of significance is 3.841i.e the calculated value is higher than the 

critical table value. 

DECISION 

Computed chi-square is 4.23 and is greater than the chi-square critical 

table value at 5% or (0.05) level of significance using (1) degree of freedom 

which is 3.841; Based on this outcome, the null hypothesis stands rejected. 

 

Test of Hypothesis 2 

Simple linear regression allows a researcher to look at the linear 

relationship between one normally distributed interval predictor and one 

normally distributed interval outcome variable.  The second hypothesis 

was formulated to determine if there is a positive correlation between 

financial accounting literacy and profitability of small scale businesses in 

Mubi. For testing the second hypothesis, the collected data was analyzed 

using computer programs particularly the Statistical Package for Social 

Sciences (SPSS) for easy analysis and interpretation of results.  

Profitability0=α + β0financial accounting literacy0 

 Where: Profitabilty0= profitability of SSEs 

 α= Intercept of regression model 

 β0 Financial accounting literacy0=Financial accounting literacy of 

SSCEs 

 µ=Error 

 β=Parameter 

 

Table 4.3 Model Summary of profitability and Financial Accounting 

Literacy 

Model R R square Adjusted R Square Standard Error of 

the Estimate 

1 .895a .534 .530 11.43730 

a. Predictors (Constant), financial accounting literacy 
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This table provides the R and R2 values. The R value represents the simple 

correlation and is .895a (the R column), which indicates a high degree of 

correlation. The R2 value (the R square column) indicates how much of the 

total variation in the dependent variable (profitability) can be explained by 

the independent variable (financial accounting literacy). Here, 53.4% can 

be explained which is the average. 

 

Table 4.4 Analysis of Variation Goodness of Fit Model 

Model Sum of 

Squares 

d f Mean 

Square 

F Significance 

Regression  9551.131 11 9551.131 164.281 .000a 

Residual  17267.181 297 87.2085 
 

 

Total  26818.312 298 
  

 

a. Predictors (Constant), financial accounting literacy 

 

This table indicates that the regression model predicts the dependent 

variable very well. The regression Row “Sig” column shows that the 

statistical significance of the regression model was run. Here, p<0.0005, 

which is less than 0.5, and indicates that, overall, the regression model 

statistically significantly predicts the outcome variable i.e. (it is a good fit 

of the data). 

 

Table 4.5 Models Coefficients  

Model  Unstandardized 
Coefficients 

Standardized 
coefficients 

T Sig. 

B  Std. 
Error 

Beta 

(Constant)  35.939 4.209  12.8085 .000 
Fin. acc. 
literacy  

.828 .0795 .8995 15.6975 .000 

a. Dependent Variable: Profitability 

 

The coefficient table provides the necessary information to predict 

profitability from financial accounting literacy, as well as determine 
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whether financial accounting literacy contributes statistically to the model 

(by making reference to the “Sig” column). 

Furthermore, the values in the “B” column under the unstandardized 

coefficients column can be used to present the equation as: 

Profitability0=α + β0financial accounting literacy0 

And substituting into the equation, we have: 

Profitability0= 35.939 + 0.828 (Financial accounting literacy) 

From the table, it can be seen that the relationship between profitability 

and financial accounting literacy is positive (0.828) and based on the t-

value of 10.47 and P-value of 0.000, it can be concluded that the 

relationship is statistically significant. 

Hence the second hypothesis which states that financial accounting 

literacy and profitability of small scale enterprises are not positively 

correlated is hereby rejected and it can be concluded that there is a 

statistically significant linear relationship between financial accounting 

literacy and profitability in small scale enterprises. 

 

DISCUSSION 

Findings from testing hypothesis 1 reveal that financial accounting literacy 

has a significant impact on the profitability of small scale enterprises by 

virtue of the computed chi-square table showing a value of 4.23 which is 

higher than the t-distribution value of 3.841, as a result of which the null 

hypothesis was rejected. 

Findings from testing hypothesis 2 show that the model fits the data for 

prediction of correlation between financial accounting literacy and 

profitability. The R correlation coefficient of .895a shows a good level of 

prediction and the model has positive correlation. The R2 value of .534 

indicates that proportion in the dependent variable explained by the 

predictor variables. This means that 53.4% change in profitability is 

predicted by financial accounting literacy. 

In addition, the regression coefficient of the predictor variable in the model 

is significant. The coefficient contribution of financial accounting literacy 

(.828) in the model is statistically significant with P < .005. This means that 
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a decrease in financial accounting literacy will lead to a decrease in the 

profitability of small scale enterprises. 

 

Conclusions  
Based on the findings of the study, it is concluded that financial accounting 
literacy taken as the independent variable significantly affects the 
profitability of small scale enterprises by virtue of the chi-square statistic 
of 4.23 derived from the computations. 
This study also concludes that there is a positive correlation between 
financial accounting literacy and profitability of small scale enterprises. 
The regression model (R coefficient) shows a good level of prediction and 
that 53.4% change in profitability is caused or predicted by the financial 
accounting literacy. Therefore, the variable added significantly to the 
prediction of profitability, meaning that financial accounting literacy and 
profitability of small scale enterprises are positively correlated.  
 
Recommendations 
By virtue of the study revealing that financial accounting literacy has a 
significant impact on profitability of small scale enterprises in Mubi, and 
that both are positively correlated, the study recommends that the 
proprietors of small scale enterprises should be encouraged to undergo 
trainings in accounting techniques and procedures in order to generate 
more profits and prepare better financial reports.  
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